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Overview of the
Tax System in Korea

Taxes are similar globally in that they are the main
source of revenue for the government, however, there are
countless differences among countries since the tax system
is tailored towards the characteristics and needs specific to
their country, down to states or cities. Thus, in this issue,
the main purpose is to explain the general tax environment
of Korea in a simplified manner, to give you the basics on
what you need to know in order to understand how the tax
system works in Korea.

In Korea, taxes comprise of national and local
taxes:! national taxes consist of three groups: (1) ordinary
taxes; (2) custom duties; and (3) earmarked taxes. Within
ordinary taxes, there are two broad categories (a) direct
taxes, which includes corporate tax, individual income tax,
comprehensive real properties tax and inheritance and gift
tax; and (b) indirect taxes, which includes value-added tax
(“VAT”), individual consumption tax, liquor tax, stamp tax
and securities transaction tax. Earmarked taxes comprise of
transportation, energy and environment tax, education tax,
and agriculture and fishery community special tax.

Direct taxes apply when the income is directly taxed
and the taxpayer pays directly to the government. For
instance, in terms of corporate taxes, the company needs
to pay tax on the income earned by the company to the

" Please note that this is not an exhaustive list of all the taxes.

government. For individual income tax, the individual
needs to pay tax on the income earned by the individual
to the government. In contrast, indirect taxes are taxes
on transactions rather than directly on the income. For
instance, liquor tax or VAT are paid to the tax authorities by
entities in the supply chain, but the actual tax liabilities are
passed on to final consumers as part of purchase prices of
goods or services. Within the same category of indirect tax,
individual consumption tax is imposed on specific goods
such as alcohol, automobiles or cigarettes. Ultimately,
indirect taxes are born by the end consumers rather than the
entity or the person who receives the income.

Local taxes consists of (1) province taxes and (2) city/
county taxes in Korea. Province taxes consist of ordinary
taxes such as acquisition tax, local consumption tax, local
income tax, and registration and license tax. The city/county
taxes include resident tax, property tax, automobile tax,
local income tax and tobacco consumption tax. Two major
taxes that our readers may be familiar with are local income
tax, which functions as a surtax in respect of the corporate
tax or individual income tax; and acquisition tax, as the
name suggests, is paid by persons who are acquiring items
such as real estate, motor vehicles, heavy equipment, golf
memberships, etc.
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The following table summarizes the different types of
taxes in Korea.

In terms of the relevant government authorities
concerned, first there is the Tax and Customs Office in the
Ministry of Strategy and Finance, which directs national tax
policies and legislates tax laws. Then, there is the National
Tax Services established under the Ministry of Strategy and
Finance and concentrates on enforcement of taxes policies.

Korea operates a self-assessment system for both
corporations and individuals, meaning there is no process
for the tax administration to formally determine the taxable
income and tax liability. Corporations are required to file
corporate income tax returns to the relevant tax office within
3 months from the end of the fiscal year. Individuals who
have salary income only are not required to file individual
tax returns. Rather, the employers will perform a year-
end settlement procedure in which individuals’ income
and taxes are calculated by the employers on behalf of the
individuals. Any refunds or credits are also settled through
employers. Individuals who are self-employed or have
passive income exceeding a certain threshold are required
to file a comprehensive income tax return during May of
year after the taxable year. The statute of limitations, which
is essentially the time in which the tax authority may take
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actions against a taxpayer or taxpayers can take actions
against the tax authorities for refunds or credits is 5 years.

The tax system itself in Korea may not be drastically
different from the tax systems of other countries. However,
when getting into the specific items or substantive matter
of the tax laws, there are major differences that exist that at
times make taxes unapproachable. Hopefully, after reading
this article, you have a slightly better understanding of how
taxes are organized in Korea.

By Dr. Sun Young (Sunny) Kim

Senior Foreign Attorney, Shin & Kim LLC
syokim@shinkim.com

* The opinions expressed in this article are the author’s own
and do not reflect the views of KOTRA
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