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On July 26,2021, the Ministry of Economy and Finance (the “MOEF”) released its’ proposal for amending certain
provisions of existing tax laws (the “Proposed Amendment”). If adopted by the National Assembly, the Proposed
Amendment will become effective from year January 1, 2022. We have provided a brief summary of the significant tax
reforms included in the Proposed Amendment that may affect foreign investors doing business in Korea. We have
included a link for the Korean version of the relevant provisions of the Proposed Amendment in case such link would

prove useful.

Abbreviations:

ITCA: International Tax Coordination Act
CITA: Corporate Income Tax Act

IITA: Individual Income Tax Act

NTBA: National Tax Basic Act

VATA: Value-Added Tax Act

STTCA: Special Tax Treatment Control Act

1. Introduction of reporting requirements for liaison offices of
foreign corporations in Korea (CITA Article 94-2) (For korean click here)

The scope of business activities of liaison offices of foreign corporations established in Korea is limited to
communication or market research, which are preliminary and/or supplementary activities in nature. Given their limited

scope of business activities, liaison offices are not obliged to file corporate tax return in Korea.

Under the Proposed Amendment, information required to be submitted by liaison offices have been expanded. The



liaison office will need to provide, by February 10t of the following year, certain basic information relating to itself and
its representative and information relating to its headquarters, other branches located in Korea and the list of parties
that they do business with in Korea. This amendment is primarily intended to prevent foreign companies from operating

liaison office and avoiding corporate income tax liability in Korea, when in essence, it is a permanent establishment.

2. Introduction of documentation requirement for foreign
electronic service providers (VATA Article 53-2) (ror korean click here)

Foreign electronic service providers that provide services such as games, app, music, video, software, cloud services

must register under the simplified VAT registration regime and file VAT return and pay applicable VAT.

Under the Proposed Amendment, a foreign electronic service provider is required to maintain transaction records
relating to services provided, such as the types of services provided, service recipients fees and other amounts received,
and the times at which such services were provided. Such transaction records are required to be maintained for 5 years
and the foreign electronic service provider must submit such transaction records within 60 days of any request being
made by the tax authorities.

3. Reduction in penalty for late submission of international
transaction information (lTCA Al'thle 60) (For Korean click here)

Taxpayers are required to provide certain information regarding international transactions with foreign related parties
within 6 months or 12 months from the end of the fiscal year depending on the information to be submitted. Under the
Proposed Amendment, there will be a reduction in penalty by 30~90% based on how much time has lapsed after the
deadline. Thisamendment is being proposed in order to encourage taxpayers to file international transaction
information even after the relevant deadline has passed.

4. Decrease in interest penalties for late payment (NTBA Article 47-

4) (For Korean click here)

The interest penalty for non-payment or underpayment of taxes is 0.025% per day (9.125% per annum) of the amount
unpaid or underpaid. Under the Proposed Amendment, the penalty for non-payment or underpayment will be reduced
t0 0.019%~0.022% per day (6.935%~8.03% per annum). The details regarding the interest penalty rate will be
determined by taking into consideration the commercial interest rates at the time the relevant enforcement decree is



revised.

5. Extension of tax benefits for foreign workers in Korea (STTCA
ArtiCle 18, 18'2) (For Korean click here)

A qualified foreign technician/engineer providing services in Korea to a domestic entity under an engineering technology
inducement agreement or a foreign researcher working in a qualified research center of a foreign invested company is
granted a 50% reduction in income tax on wages for first 5 years. Additionally, a foreign worker who starts work in Korea
for the first time may elect to have the 19% flat tax rate (20.9% including local income tax) apply for first 5 years. This
rule was due to expire at the end of 2021, but the sunset date has been extended to December 31, 2023 to promote

Korea as an attractive workplace to foreign talents.

6. Foreign Tax Credit/Refund Calculation (CITA 57-2, lITA 129) (or

Korean click here)

As a way to alleviate double taxation, the current law allows certain indirect investment companies or collective
investment vehicles in the form of trusts (collectively “Investment Companies”) to receive refunds for the taxes paid for
their investments made abroad up to 14% of foreign income. After such refund, a dividend withholding tax at the rate of
14% (15.4% including local income tax) is levied when the Investment Company makes dividend distributions to
investors. The Proposed Amendment will change this mechanism so that there is no need for Investment Companies to
request refund for the taxes paid abroad. Instead, the foreign tax paid would be netted against the dividend withholding
tax up to 14% of foreign income when the income is distributed to the investors in order to simplify the 2-step process of
refund - followed by - dividend withholding into a 1-step process. In case of an investor which is a corporate taxpayer,
as there is withholding tax on such dividends, an investor may claim foreign tax credit on foreign tax paid by the
Investment Company which is attributable to such investor. If finalized, this amendment will be apply to income
distributed by Investment Companies after January 1, 2023.

7. Clarification regarding overseas investment vehicles (OIVs)

treatment as beneficial owners (CITA 93-2, IITA 119-2) (Forkorean click
here)

With respect to Korean source passive income paid to OIVs, the Korean tax law generally looks through OIVs and regard
the ultimate investors as beneficial owners (“BOs”) of the Korean source income, provided that the correct forms are

submitted to the withholding agent. However, an OIV itself can be treated as the beneficial owner if any one of the



following conditions are satisfies:

1) the OIVis liable to tax in the country where it is a resident of the OIV and is not established with the purpose of
unfairly reducing the tax on Korean source income;

2) the OIV is the BO of the income under the applicable tax treaty; or

3) the OIV fails to disclose and substantiate investors which have invested in the OIV.

The Proposed Amendment revises the current provisions in order to make the OIV provisions consistent with the

application of relevant tax treaties as follows:

1) the OIV must be a resident of the country in which it is established under the applicable tax treaty and the
Korean source income is eligible for the treaty benefits under the tax treaty;

2) where the OIV does not meet the requirements set forth in 1) above, the OIV must be deemed to be the owner of
the income under the applicable tax treaty and the Korean source income is eligible for the treaty benefit under the
tax treaty; or

3) the OIV fails to disclose and substantiate investors which have invested in the OIV.

8. Inclusion of companies that suffered a loss for comparability
analysis in determining the arm’s length price (ITCA Article 8) (or

Korean click here)

The ITCA prescribes that an arm’s length price should be used for all transactions with foreign related parties and such
arm’s length price is determined by considering the prices at which comparable third-party companies have engaged in
similar transactions. The Proposed Amendment would allow loss making companies to be included in such third-party

comparable companies. The intent of the amendment is to reflect the economic realities of the COVID.

9. Clarification on interest deduction limitation rule (ITCA Article

24) (For Korean click here)

Korea adopted the BEPS action plan 4 and legislated the interest limitation rule in 2017, which became effective in 2018.
Generally, interest expense deduction on loan with foreign related parties may be limited if the interest expense exceeds
30% of the earnings before interest, taxes, depreciation and amortization (“adjusted taxable income”). Under the
Proposed Amendment, when calculating an excess amount of net interest expense over 30% of the adjusted taxable

income, no such excess will be deemed to exist (zero) if the adjusted taxable income for the year is less than zero.

Further, the Proposed Amendment clarifies the order in which the interest expenses will be disallowed for deduction

purposes as follows: 1) the debt instrument with the higher interest rate; 2) if both have the same interest rate, then the



debt with the latest borrowing date will be disallowed first; 3) if both have the same interest rate and the borrowing

date, then the limitation would be calculated in proportion to the amount borrowed.

10. Expansion of scope of tax items that may not be barred by the
statute of limitations period after a court ruling (NTBA Article

26'2) (For Korean click here)

Generally, the statute of limitations for national taxes is 5 years in Korea. If there is a final court decision that requires an
adjustment in the tax base or the tax amount, the tax laws allows 1 year from the date of the decision to make

adjustments to tax base or tax amount from other tax periods that may be impacted by the court’s decision.

Under existing tax laws, the special 1 year extension to the statute of limitation apply only with respect to tax items from
other tax periods that are the same as the tax items that are the subject of the relevant court decision. Under the
Proposed Amendment, the 1 year extension will apply to tax items (i.e. VAT, local income tax) that are different from the

tax items subject to the relevant court decision, but are impacted by the court decision.
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