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Tax Update 

Tax Law Changes for 2019 (Selected Items) 
* Updated to include relevant revisions in enforcement decrees 

 

February 2019 

 

 

In December 2018, the Korean National Assembly passed the tax amendments proposed by the Ministry of 

Economy and Finance.  As a follow-up measure for these amendments, the amendments to the Presidential 

Decrees of the relevant tax laws were promulgated on February 12, 2019.  Separately, in December 2018 

the Korean National Assembly passed the amendments to the local tax laws proposed by the Ministry of the 

Interior and Safety, and the Ministry promulgated the amendments to the Presidential Decrees of the 

relevant local tax laws. 

 

We provide below a summary of significant amendments to the Tax Laws and the Presidential Decrees 

thereof.  The amendments generally took effect as of January 1, 2019 although different effective dates 

have been specified in some cases. 

 

 

I. International Tax 

 

II. Finance Tax 

 

III. Corporate Income Tax and Value Added Tax  

 

IV. National Tax Basic Law 

 

V. Individual Income Tax 

 

VI. Customs Duties 

 

VII. Local Tax 
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Abbreviations    

CITL  Corporate Income Tax Law  

IITL  Individual Income Tax Law  

ITCL   International Tax Coordination Law  

NTBL  National Tax Basic Law  

STTCL  Special Tax Treatment Control Law  

STTL Securities Transaction Tax Law 

VATL  Value Added Tax Law  

LTL Local Tax Law 

LTBL Local Tax Basic Law 

LTILL Local Tax Incentive Limitation Law 

PD Presidential Decree  
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I. International Tax 
 
1. Extension of statute of limitations (“SOL”) for offshore transactions [Article 26-2 of the 

NTBL] 

 

Before Amendment After Amendment 

Current SOL for an “international transaction” is 

as follows: 

 

 International transaction: onshore and 

offshore transaction between a resident and 

a non-resident 

 SOL 

- Fraudulent or other illegal activities: 15 

years 

- Non-reporting: 7 years 

- Under-reporting: 5 years 

 

(Purpose) Introduce the concept of and extend 

SOL for offshore transaction to deter offshore 

tax evasion 

 

(Change) Introduce the concept of offshore 

transaction and extend SOL 

 Offshore transaction:  

- Onshore and offshore transaction 

between a resident and a non-resident 

(as the current “international transaction”) 

- Transaction involving offshore assets and 

services between residents (newly 

added) 

 SOL for offshore transaction 

- Fraudulent or other illegal activities: 15 

years (remains unchanged) 

- Non-reporting: 10 years 

- Under-reporting: 7 years 

 

(Application) Applicable to tax liabilities arising 

on or after January 1, 2019. 

 

* The proposed amendment had entailed the 

application of 10-year SOL for under-reporting, 

which was shortened to 7 years in the review 

process at the National Assembly in 

consideration of taxpayer’s burden 

 

2. Expansion of scope of permanent establishment (“PE”) of non-resident individual and 

foreign corporation 

 

A. Tightening requirements for PE exception related to specific activities [Article 94(4) of the CITL, 

Article 120(4) of the IITL] 

Before Amendment After Amendment 

List of specific activities for which a PE of a non-

resident individual or foreign corporation is 

deemed not to exist (“place of specific 

(Purpose) Incorporate amendments to the PE 

provision in order to reflect the amended OECD 

Model Treaty (November, 2017) in accordance 
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Before Amendment After Amendment 

activities”) is as follows (exception from 

domestic PE rule): 

 

1. A fixed place used solely for the purpose 

of purchasing goods 

 

2. A fixed place used solely for the purpose 

of storage or custody of goods not held for 

sale 

 

3. A fixed place used solely for the purpose 

of processing goods belonging to the 

enterprise by another enterprise 

 

4. A fixed place used solely for the purpose 

of advertising, promotion, collection and 

provision of information, market research, 

or carrying on any other activities of a 

preparatory or auxiliary character for the 

business of the enterprise 

 

with BEPS Action 7. 

 

(Change) Add the general preparatory or 

auxiliary character requirement with respect to 

the “place of specific activities” 

 Specifically, the 1st, 2nd and 3rd exceptions 

on the left column will be limited to cases 

where the activities carried on at the “place 

of specific activities” are of a preparatory or 

auxiliary character (no change to the 4th 

exception) 

 

(Application) Applicable to taxable years 

commencing on or after January 1, 2019. 

 

(Consideration) A fixed place of business 

currently not deemed as a PE due to the 

exception may need to proactively demonstrate 

that the preparatory or auxiliary character 

requirement is also satisfied (potential conflict 

with the definition of PE under the existing tax 

treaties also needs to be examined). 

 

B. Introducing new anti-fragmentation rule [Article 94(5) of the CITL, Article 133(3) of the CITL-PD, 

Article 120(5) of the IITL, Article 180 of the IITL-PD] 

Before Amendment After Amendment 

N/A (Purpose) Expand the taxation right on the 

Korean source income 

 

(Change) Prevent fragmentation of activities 

between associated enterprises to avoid PE 

 A PE exists even if the activities carried on 

by a non-resident individual or foreign 

corporation at a “place of specific activities” 

are of a preparatory or auxiliary character 

in one of the following circumstances: 

 

(1) Where both of the following conditions are 

met 

- There exists a PE of a non-resident 

individual or foreign corporation or its 

specially related party in the same place 

as the “place of specific activities” or 
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Before Amendment After Amendment 

other place in Korea; and  

- Activities carried on at the “place of 

specific activities” constitute 

complementary functions to the activities 

carried on at the PE of the non-resident 

individual or foreign corporation or its 

specially related party 

* Associated enterprises are those set forth 

under Article 183-2(2) of the IITL-PD and 

Article 131(2) of the CITL-PD 

1) Special relationship with a foreign corporation 

- where one party owns directly or indirectly 50% 

or more of the voting shares of the other party 

- where a third party owns directly or indirectly 

50% or more of the voting shares of either 

transactional party  

2) Special relationship with a non-resident 

- spouse, linear blood relatives and 

brother/sisters of a non-resident 

- where a non-resident owns directly or 

indirectly 50% or more of the voting shares of a 

foreign corporation 

 

(2) Activities carried on by a non-resident 

individual or foreign corporation or its 

specially related party at the “place of 

specific activities” constitute 

complementary functions and the 

overall activity resulting from the 

combination of activities is not of a 

preparatory or auxiliary character 

 

(Application) Applicable to taxable years 

commencing on or after January 1, 2019. 

 

C. Broadening scope of dependent agent and clarifying contracts subject to dependent agent 

rule [Article 94(3) of the CITL, Article 120(3) of the IITL] 

Before Amendment After Amendment 

Definition of dependent agent PE 

 A non-resident individual or foreign 

corporation that conducts a business in 

Korea through a person who has the 

authority to conclude contracts on behalf of 

(Purpose) Expand the taxing right on Korean 

source income of a non-resident individual or 

foreign corporation  

 

(Change) Expand definition of dependent agent 
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Before Amendment After Amendment 

the non-resident individual or foreign 

corporation and who habitually exercises 

such authority 

 

Types of contracts subject to the dependent 

agent PE rule 

 No specific provision in the current law  

and clarify types of contracts subject to the 

dependent agent rule 

 

Expand definition of dependent agent 

 A person meeting both of the following 

conditions will also be deemed as a 

dependent agent 

- A person who does not have the authority 

to conclude contracts but habitually plays 

the principal role leading to the 

conclusion of contracts; and 

- Such contracts are concluded by the non-

resident individual or foreign corporation 

without a material modification. 

 

Clarify types of contracts subject to the 

dependent agent rule 

 Contracts in the name of a non-resident 

individual or foreign corporation 

 Contracts for the transfer of the ownership of 

property owned by a non-resident individual 

or foreign corporation or for the granting of 

the right to use property which the non-

resident individual or foreign corporation 

owns or has the right to use 

 Contracts for the provision of services by a 

non-resident individual or foreign corporation 

 

(Application) Applicable to taxable years 

commencing on or after January 1, 2019. 

 

(Consideration) Existing contracting process 

should be reviewed since a contract concluded 

without a material modification by a foreign 

corporation may result in a dependent agent PE 

determination. 
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3. Rationalization of the “overseas investment vehicle” (“OIV,” publicly or privately 

placed fund organized overseas) regime 

 

A. Rationalizing criteria for classification of foreign corporation [Article 1 of the CITL-PD] 

Before Amendment After Amendment 

A foreign entity which meets one of the following 

criteria is treated as a foreign corporation for 

Korean tax purposes. 

 

 has a legal personality under the law of 

country of establishment; 

 composed only of members with limited 

liability; 

 has rights and obligations independent of its 

members, such as ability to own assets and 

to be a party to litigation (“separate legal 

capacity”); or  

 homogeneous or similar Korean entity is 

treated as a corporation under Korean law 

 

An OIV, although it is not a corporation in the 

country of its jurisdiction, may be classified as a 

foreign corporation if it has separate legal 

capacity. 

(Purpose) Rationalize criteria resulting in 

classification as foreign corporation  

 

 With each foreign entity now being classified 

as a foreign corporation and subject to 

corporate income tax on Korean source 

income, a “look through” approach may be 

applied in taxing Korean source income of 

some OIVs, such as limited partnerships 

 A limited partnership established overseas, 

etc. which was classified as a foreign 

corporation before this amendment is now 

treated as a foreign entity hence subject to 

the IITL 

 

(Change) Eliminate “separate legal capacity” as 

a factor that would result in classification as a 

corporation 

 

(Application) Applicable to taxable years 

commencing on or after January 1, 2020. 

 

B. Clarifying income taxation of non-corporate foreign entities [Article 2 of the IITL, Article 3-2 of the IITL-PD] 

Before Amendment After Amendment 

Income taxation on non-corporate entities 

  

 Members of a non-corporate entity are 

subject to tax on the income of the non-

corporate entity as if they conducted a joint 

business (“Member Taxation”) when one of 

the following conditions is met 

- a profit allocation method or ratio exists 

among the members; or  

- profit is actually allocated to the members 

 

In other cases, the non-corporate entity is taxed 

as a single non-resident individual. 

 

The Member Taxation is prescribed under the 

(Purpose) Clarify income taxation of non-

corporate foreign entities 

 

(Change)  

 Where one of the conditions for the Member 

Taxation is met, Korean source income 

earned by a non-corporate foreign entity is 

subject to the Member Taxation according to 

the underlying income classification. If the 

identity of the members can only be partially 

confirmed, the Member Taxation will only 

apply to the extent of the identified members. 

 If a member is a corporation, the CITL 

applies to such member. 
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Before Amendment After Amendment 

IITL only, so it is unclear how the tax law should 

be applied where the member is a corporation. 

(Application) Applicable to taxable years 

commencing on or after January 1, 2020. 

 

C. Enacting special rule on substantive ownership of Korean source income paid to an OIV [Article 

119-2 of the IITL, Article 93-2 of the CITL newly enacted] 

Before Amendment After Amendment 

N/A (Purpose) For domestic investment through an 

OIV, domestic tax laws and relevant tax treaties 

will be applied to the substantive owner 

 

(Change) Enactment of special rule on the 

substantive owner of Korean source income paid 

to an OIV 

 (General rule) The substantive owner is the 

relevant non-resident individual or foreign 

corporation in receipt of the Korean source 

income through the OIV 

 (Exception) An OIV will be deemed as the 

substantive owner of the Korean source 

income in any one of the following 

circumstances [only ② and ③ are 

applicable to non-corporate OIV (subject to 

the IITL)] 

① The OIV meets both of the following criteria 

- The OIV is liable to tax in the country of 

its residence; and 

- The OIV was not established for the 

purpose of unfairly reducing personal or 

corporate income tax on Korean source 

income 

② The OIV cannot substantiate the identity 

of its investors (if the identity of the 

investors is partially substantiated, the 

OIV will be deemed as the substantive 

owner to the extent of the unidentified 

investors) 

- in this case, the rates under the Korean 

domestic tax will be applied (no treaty 

benefits will be available)  

③ The OIV is deemed as the substantive 

owner under a tax treaty. 
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Before Amendment After Amendment 

(Application) Applicable to taxable years 

commencing on or after January 1, 2020. 

 

D. Extending SOL upon change of substantive owner [Article 26-2 of the NTBL]   

Before Amendment After Amendment 

Even if the general SOL has expired, a tax 

assessment may be made within 1 year from the 

date that the final decision relating to the tax 

assessment is rendered such as: 

 

① the final decision on a tax appeal or 

litigation, etc. related to the tax 

assessment is rendered (the “Final 

Decision”); 

② an adjustment to the tax base and tax 

liability related to other taxable years is 

required as a result of the Final Decision; 

or 

③ a transaction undertaken using the name 

of a person other than the taxpayer is 

confirmed in the Final Decision.   

(Purpose) Prevent erosion of tax base as a 

result of change of substantive owner 

 

(Change) 

 The circumstances under which the SOL 

may be extended are expanded to include 

the ‘change of the substantive owner’ of 

Korean source income as a result of the 

Final Decision 

- where the substantive owner of Korean 

source income in ① of the left column is 

confirmed 

 

(Application) Applicable to final court decisions, 

etc. rendered on or after January 1, 2018. (The 

existing rule applies, however, if the SOL expires 

prior to December 31, 2018) 

 

4. Abolishment of income tax incentives for foreign direct investment [Articles 121-2 and 

121-5 of the STTCL] 

 

Before Amendment After Amendment 

Current tax incentives for a qualified foreign 

direct investment are as follows: 

 

 Corporate and personal income tax 

exemptions on income from businesses 

eligible for such exemption* (5 or 7 years) 

(*) among businesses satisfying certain 

requirements for the amount of investment – (1) 

businesses in the new growth engine industries; 

and (2) businesses run by companies moved into 

foreign investment zones, free economic zones 

and free trade zones 

 

 Customs duty exemption on capital goods 

(Purpose) Equitable taxation between domestic 

and foreign investments in accordance with 

international standards 

 

(Change) Abolish current corporate and 

personal income tax exemption 

 Customs duty and acquisition tax and 

property tax exemption will continue to be 

available, while provisions relating to 

acquisition tax and property tax exemption 

will be transferred to the LTILL. 

 

(Application) Tax exemption applications made 

on or after January 1, 2019. 



 

 

 

August 201 

Legal Updates I Tax 10 

Before Amendment After Amendment 

imported within 5 years of foreign investment 

reporting  

 

 Acquisition and property tax exemption on 

properties held by a qualifying foreign-

invested corporation for up to 15 years 

(Consideration) Tax exemption applications 

made on or before December 31, 2018 will 

continue to be eligible for tax incentives under 

the current provisions. 

 

5. Abolishment of provision on priority of income classification under a tax treaty [Article 

28 of the ITCL] 

 

Before Amendment After Amendment 

Income classification under a tax treaty has 

priority over domestic tax law 

 

 Article 28 of the ITCL provides that a tax 

treaty has priority over domestic tax law with 

respect to classification of Korean source 

income of a non-resident individual or foreign 

corporation. 

 

(Purpose) Mitigate unnecessary controversy in 

income classification under domestic tax law 

and tax treaty  

 

(Change) Delete Article 28 of the ITCL 

 Under current law, Korea’s taxing right may 

be compromised when there is a conflict in 

the income classification of Korean source 

income between the domestic tax law and a 

relevant tax treaty. 

 The classification of Korean source income 

under the domestic tax law will be valid 

regardless of the tax treaty, and conversely 

the classification of income under a tax treaty 

will not necessarily determine its character 

under the domestic tax law.  

* Consistent with the decision in Supreme Court 

2015Du2710 

 

(Consideration) Although the purpose of this 

amendment is to resolve a conflict in the income 

classification of Korean source income between 

the domestic tax law and a relevant tax treaty, it 

may be used by the Korean tax authority to 

secure its taxation rights. 

 

6. Clarification in foreign tax credit system [Article 117 of the IITL-PD, Article 94 of the CITL-PD]  

 

Before Amendment After Amendment 

Subject to foreign tax credit 

 

(Purpose) Resolve uncertainties in the foreign 

tax credit system by clarifying tax amounts 
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Before Amendment After Amendment 

 corporate and personal income tax paid or to 

be paid in a foreign country (penalty tax and 

surcharge excluded) 

  

 when computing foreign tax credit limit, direct 

and indirect costs shall be deducted from 

foreign source income* 

* Concept and calculation method of direct and 

indirect costs are not defined 

 

 Amount in excess of the limit can be carried 

forward up to 5 years while direct and 

indirect costs are excluded from the amount 

to be carried forward 

 

 

subject to foreign tax credit  

 

(Change) Provisions relating to the foreign tax 

credit system are clarified as follows: 

 

 Taxes in excess of the amount calculated in 

accordance with the provisions of non-

taxation, exemption and limited tax rate of a 

relevant tax treaty shall be excluded 

 The concept and calculation method of direct 

and indirect costs are clarified  

- direct costs: costs directly relating to 

foreign source income 

- indirect costs: common costs that cannot 

be attributed to foreign source income 

and other income, allocated based on 

revenue (same industry) or individual 

deduction amount (different industries)  

 The Presidential Decree now specifies the 

method of calculating the amount to be 

excluded from the amount in excess of the 

limit subject to carryforward 

 

7. Enhancement of the arm’s length principle [Articles 5(2) and 5(3) of the ITCL]  

 

Before Amendment After Amendment 

Arm’s length price must be applied to cross-

border transactions with overseas related parties 

 

 (Arm’s length principle) An arm’s length price 

shall be the price deemed applicable to 

transactions between unrelated parties.  

Specifics of a transaction, such as the nature 

of goods/services involved, economic 

circumstances, etc. shall be taken into 

consideration in determining the arm’s length 

price. 

 

 

 

 

 

 

(Purpose) Reflect international transfer pricing 

developments and standards  

 

(Change) Supplement current rules concerning 

the arm’s length principle   

 

The tax authority shall have a clear 

understanding of the substantive details with 

respect to the transaction between a resident 

and its overseas related party, taking into 

account the substance of the commercial or 

financial relations between the two parties and 

key transaction conditions, etc. And the tax 

authority shall determine whether the controlled 

transaction is commercially reasonable by 

reference to the comparable transaction 

between unrelated parties under similar 
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Before Amendment After Amendment 

 

 

 

 

circumstances.  

 

Where an arrangement made in relation to a 

transaction between a resident and its overseas 

related party is different from the arrangement 

which would have been adopted by independent 

enterprises behaving in a commercial rational 

manner in comparable circumstances, thereby 

making it extremely difficult to determine an 

arm’s length price, the subject transaction may 

be disregarded, and if appropriate, replaced by 

an alternative transaction. 

 

(Application) Applicable to taxable years 

commencing on or after January 1, 2019. 

 

8. Introduction of bases for determining commercial rationality of international 

transactions [Articles 4(5) and 4(6) of the ITCL-PD, newly enacted] 

 

Before Amendment After Amendment 

N/A (Purpose) Reflect international standards on 

transfer pricing to better understand the 

substantive details of a transaction while 

clarifying the principles for denial/reconstruction 

of transaction 

 

(Change) Considerations when assessing the 

substantive details of international 

transactions 

 Further to conditions stipulated under a 

written contract, the followings shall be taken 

into consideration as a whole – functions 

performed by transaction parties (including 

risks assumed and assets utilized); 

type/nature of goods and services; economic 

circumstances; business strategies, etc. 

 

Considerations when determining 

commercial rationality of international 

transactions 

 The arrangements made in relation to the 

transaction, viewed in their totality, differ from 

those which would have been adopted by 
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Before Amendment After Amendment 

independent enterprises behaving in a 

commercially rational manner in comparable 

circumstances 

- importantly, the mere fact that the 

transaction may not be seen between 

independent parties does not mean that it 

should not be recognized 

 Whether or not it would have been more 

sound for business reasons not to engage in 

the subject transaction or enter into a 

contract in a different manner  

 Whether the MNE group as a whole is left 

worse off on a pre-tax basis 

  

(Application) Applicable to taxable years 

commencing on or after the enforcement date of 

the relevant Presidential Decree provisions. 

 

9. Clarification of the bases for using the quoted price in applying the CUP method for 

commodity transactions [Article 4(1) of the ITCL-PD, newly enacted] 

 

Before Amendment After Amendment 

Comparable Uncontrolled Price (“CUP”) 

method 

 A transfer pricing method that considers a 

price applied in a similar transaction between 

independent enterprises as the arm’s length 

price 

 

(Purpose) Reflect global transfer pricing 

standards and clarify principles in identifying 

substantive details of the subject transaction 

and denial/reconstruction thereof  

 

(Change) Clarify and provide rules for using 

the quoted price under the CUP method for 

commodity transactions 

 Considerations when determining the arm’s 

length price of commodities (e.g., crude oil, 

agricultural products, minerals, etc.) using 

the quoted price. 

- Reasonable adjustment shall be made for 

any difference in physical feature and 

quality of the commodity, the contractual 

terms such as volumes traded, period of 

the arrangements, the timing and terms 

of delivery, etc. between the controlled 

transaction and the quoted transaction 

- Pricing date for commodity transactions 

determined by reference to the quoted 
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Before Amendment After Amendment 

price (which refers to the specific time, 

date or time period selected by the 

parties to determine the price for the 

commodity transaction) will be deemed 

reasonable if the taxpayer can provide 

reliable evidence of the pricing date 

agreed by the associated enterprises in 

the controlled commodity transaction at 

the time of the transaction was entered 

into. When the taxpayer does not provide 

reliable evidence of the pricing date 

agreed by the associated enterprises in 

the controlled transaction, the tax 

authority may deem the pricing date for 

the commodity transaction on the basis of 

other evidences available (such as the 

date of shipment as evidenced by the bill 

of landing, etc.) 

 

(Application) Applicable to taxable years 

commencing on or after the enforcement date of 

the relevant Presidential Decree provisions.  

 

10. Enhancement of the safe harbor rules concerning the arm’s length price in a payment 

guarantee transaction [Article 6-2(4) of the ITCL-PD]  

 

Before Amendment After Amendment 

Transfer pricing methods for payment 

guarantee transaction 

① Yield approach: this approach quantifies the 

benefit the guaranteed party receives from 

the guarantee in terms of lower interest 

rates 

② Cost approach: this method aims to quantify 

the additional risk borne by the guarantor by 

estimating the value of the expected loss 

that the guarantor incurs by providing the 

guarantee (loss given default). 

③ Hybrid approach: this method determines 

the arm’s length price for a guarantee based 

on the estimated value of the expected loss 

that the guarantor incurs by providing the 

(Purpose) Introduce additional methods in the 

current safe harbor rules relating to an arm’s 

length price for payment guarantee transactions  

 

(Change)  

Allow additional methods in the current safe 

harbor rules 

 Add the Cost approach and the Hybrid 

approach to the methods set by the NTS 

eligible for the safe harbor rule 

 

(Application) Applicable to payment guarantee 

agreement entered into after the enforcement 

date of the relevant Presidential Decree 

provisions. 



 

 

 

August 201 

Legal Updates I Tax 15 

Before Amendment After Amendment 

guarantee, in conjunction with and the 

expected benefit the guaranteed party 

receives from the guarantee 

 

Safe harbor rule on the arm’s length payment 

guarantee fee 

 Fee determined under the expected benefit 

approach set by the NTS 

 Fee calculated by a financial institution 

taking into account difference in interest rate 

for cases with and without payment 

guarantee 

 

11. Enhancement of the transfer pricing rules on intangible transaction 

 

A.  Clarifying the definition of intangibles [Article 6(3) of the ITCL-PD newly enacted, Article 14-2(1) of the 

ITCL-PD] 

Before Amendment After Amendment 

Definition of intangibles and scope of 

application  

 

Article 14-2(1) of the ITCL-PD provides a list of 

intangible assets subject to provisions relating to 

arm’s length cost sharing arrangement 

 

① patent right, use model patent right, design 

right, trademark right, copyright 

② other intangible assets such as designs, 

models, model know-how, etc. that are used or 

eligible for transfer or being licensed to others 

 

 

(Purpose) Reflect international standards with 

respect to the definition and application scope of 

intangible assets subject to arm’s length 

principle 

 

(Change)  

Clarify the definition of intangible assets and 

the scope of application 

 

 General definition of intangible assets 

① assets that are not tangible or financial 

asset 

② assets used for a corporation’s business 

activities and can be owned or controlled 

by a specific person 

③ where being traded between independent 

enterprises, a reasonable remuneration 

shall be made 

 Intangible assets include the following. 

① Patent right provided in the Patent Act 

② Use Model Patent right provided in the 

Use Model Patent Act 

③ Design right provided in the Design Act 

④ Trademark right provided in the 
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Before Amendment After Amendment 

Trademark Act 

⑤ Copyright provided in the Copyright Act 

⑥ Service Mark right, company name, 

brand, know-how, trade secret, client 

information, clientele  

⑦ Rights under the contract, business rights 

granted by the government such as 

mining right, road tolling rights, etc. 

⑧ Goodwill or ongoing concern value  

 

(Application)  

Applicable to taxable years commencing on or 

after the enforcement date of the relevant 

Presidential Decree provisions. 

 

B. Introducing principles relating to transfer pricing methods on intangibles [Articles 6-3(3) ~ (5) of 

the ITCL-PD newly enacted] 

Before Amendment After Amendment 

N/A 

(no separate provision concerning transaction 

involving intangibles. Consequently, the transfer 

pricing methods under Article 5 of the ITCL were 

applied.) 

 

(Purpose) Reflect international standards and 

clarify the principles for transfer pricing method 

with respect to arm’s length remuneration for 

development, improvement, maintenance, 

protection, utilization of intangible assets   

 

(Change)  

Principles for determining the most 

appropriate transfer pricing method 

 Priority in application of the CUP method, the 

Profit Split Method, Valuation Method (i.e., 

discount future cash flows to present value) 

over other methods 

- Use of the Valuation Method requires 

objective and reasonable collection and 

computation of all elements such as cash 

flow projections, growth and discount 

rates, useful and residual value, tax 

burden, etc.  

 

Principles for attributing income arising from 

intangible assets 

 Arm’s length remuneration to be paid to the 

enterprise that has actually performed 
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Before Amendment After Amendment 

development, improvement, maintenance, 

protection, utilization, etc. of intangible 

assets, commensurate with its contribution 

made in generating of profit 

 Legal ownership of intangible assets alone 

shall not result in excessive compensation in 

view of actual functions performed in 

connection with development, improvement, 

maintenance, etc. of intangible assets 

  

(Application)  

Applicable to taxable years commencing on or 

after the enforcement date of the relevant 

Presidential Decree provisions 

 

C. Introducing transfer pricing methods for HTVI (Hard-To-Value Intangible) [Article 6-3(6) of the 

ITCL-PD, newly enacted] 

Before Amendment After Amendment 

N/A 

 

(Purpose) Reflect international transfer pricing 

standards and allow an ex-post valuation of 

HTVI 

 

(Change)  

Definition of HTVI 

 No reliable comparables exist 

 At the time the transaction is entered into, 

the projections of future cash flows or 

income expected to be derived from the 

transferred intangible, or the assumptions 

used in valuing the intangible are highly 

uncertain. 

 

Arm’s length principle on HTVI 

 Where the ex post value differs significantly  

(e.g., more than 20%) from the ex ante price, 

the latter will be deemed not based on 

reasonable assumptions  

 Determine and make adjustment for the 

arm’s length price on an ex post basis in 

consideration of transaction conditions and 

economic circumstances 

 Ex post determination of the arm’s length 

price involving the transfer or use of HTVI will 
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Before Amendment After Amendment 

not apply when at least one of the following 

exemptions applies: 

- where the taxpayer sufficiently proves the 

appropriateness of the pricing in the 

subject transfer/use of intangibles 

- where the difference between the 

transaction price (based on financial 

projections at the time of the transfer) and 

the ex post pricing (actual outcome) is not 

greater than 20% 

- where the transfer of the HTVI is covered 

by a bilateral advance pricing 

arrangement in effect for the period in 

question between the countries of the 

transferee and the transferor 

 

(Application) Applicable to taxable years 

commencing on or after the enforcement date of 

the relevant Presidential Decree provisions 

 

12. Extension of due date for filing amended tax return and refund claim due to transfer 

pricing adjustment [Article 17 of the ITCL-PD] 

 

Before Amendment After Amendment 

Deadline of filing amended tax return and 

refund claim due to a transfer pricing 

adjustment 

 

 Conclusion of an MAP: within 2 months from 

the notification date of the MAP conclusion 

 Unilateral APA: within 2 months from the 

notification date of the APA approval 

 

(Purpose) Improve taxpayer’s rights 

 

(Change)  

Extend deadline 

 Conclusion of an MAP: within 3 months from 

the notification date of the MAP conclusion  

 Unilateral APA: within 3 months from the 

notification date of the APA approval 

 

(Application) Applicable to MAP conclusion or 

unilateral APA approval notified after the 

enforcement date of the relevant Presidential 

Decree provisions 
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13. Reduction in deduction limit for foreign corporation’s loss carryforward [Article 91 of the 

CITL] 

 

Before Amendment After Amendment 

Foreign corporations can deduct a loss 

carryforward up to 80% of taxable income for a 

taxable year. 

 

On the other hand, domestic corporations can 

deduct 70% (for 2018) and 60% (for 2019 and 

thereafter) of taxable income in the carryforward 

year. 

 

(Purpose) Equitable taxation between domestic 

and foreign corporations. 

 

(Change) Reduce the deduction limit for foreign 

corporation’s loss carryforward 

 Reduce the deduction limit of a foreign 

corporation’s loss carryforward from 80% to 

60% of the taxable income in the 

carryforward year.  

 

(Application) Applicable to taxable years 

commencing on or after January 1, 2019. 

 

14. Expansion of the targets of partial tax audit to include a refund claim filed by a non-

resident individual or foreign corporation [Article 81-11 of the NTBL] 

 

Before Amendment After Amendment 

In principle, a tax audit shall be conducted 

comprehensively, except in the following cases 

where a partial tax audit may be conducted 

(“Partial Tax Audit”): 

 

 To confirm facts as a result of re-

investigation order from an appeal, etc. 

 Investigation of reporting of potential tax 

evasion  

 To confirm certain aspect of transaction 

during a tax audit of a transaction 

counterparty 

 Investigation of potential tax evasion using 

fictitious names or bank accounts in 

borrowed names; and 

 To confirm additional facts concerning a 

refund claim filed under the NTBL  

(Purpose) Rationalize the scope of partial tax 

audit relating to a refund claim 

 

(Change) Include in the scope of Partial Tax 

Audit the confirmation of additional facts relating 

to a refund claim 

 investigation to verify additional facts relating 

to a refund claim filed by a non-resident 

individual or foreign corporation seeking to 

apply a tax treaty under the CITL or IITL 

 

(Application) Applicable to refund claims filed 

on or after January 1, 2019. 

 



 

 

 

August 201 

Legal Updates I Tax 20 

15. Introduction of the mandatory public announcement requirement for Mutual 

Agreement Procedure (“MAP”) outcome [Article 27 of the ITCL] 

 

Before Amendment After Amendment 

Notification and public announcement at the 

conclusion of MAP 

 

 (Notification) Competent authority shall notify 

the result of MAP to the applicant, relevant 

tax authorities, tax tribunal and other relevant 

parties within 15 days of the conclusion of 

MAP 

 (Public Announcement) The Ministry of 

Economy and Finance may publicly 

announce the result of a MAP. 

(Purpose) Enhance transparency of the MAP 

process 

 

(Change) Mandatory public announcement of 

the result of MAP 

 MAP results pertaining to the interpretation 

of a tax treaty must be publicly announced. 

 

(Application) Applicable to MAP results 

concluded on or after January 1, 2019. 

 

16. Introduction of the mandatory processing time for MAP applications [Article 39 of the 

ITCL-PD] 

 

Before Amendment After Amendment 

MAP Program 

 

 (Applicants) resident/domestic enterprise, 

non-resident/foreign enterprise 

 (Subject Matter)  

- application and interpretation of a tax 

treaty 

- tax assessment in the contracting state 

not conforming to the relevant tax treaty 

- matters that require tax adjustment under 

the relevant tax treaty 

 (Commencement Procedure) application by 

the applicants or by the competent authority 

to the contracting state 

- no rule as to the processing time of the 

application filed by the applicants 

 (Deadline for Conclusion) Up to 8 years 

(Purpose) Reinforce taxpayer’s rights to prompt 

processing of MAP 

 

(Change) Stipulate the processing time for 

MAP applications 

 The competent authority shall determine 

whether or not to commence the MAP 

procedure within 3 months of the date 

application was received 

 

(Application) MAP applications filed after the 

enforcement date of the relevant Presidential 

Decree 
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17. Extension of SOL in the case of information exchange with a foreign tax authority 

[Article 26-2 of the NTBL] 

 

Before Amendment After Amendment 

N/A (Purpose) Improve enforcement of tax law 

against offshore tax evasion 

 

(Change) Where information is requested to a 

foreign tax authority within the SOL period, the 

SOL period will be extended up to 1 year from 

the date of receipt of the requested information 

(subject to a cap of 3 years from the date of 

information exchange request) 

 

(Application) Applicable to information 

exchange requests made on or after January 1, 

2019. 
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II. Finance Tax  
 
1. Exclusion of Income earned by a Non-Resident Individual or a Foreign Corporation in 

a hedging transaction using the Over-The-Counter (“OTC”) Derivative from the Scope 

of Korean Source Income [Article 179 of the IITL-PD, Article 132 of the CITL-PD] 

 

Before Amendment After Amendment 

Before the recent amendment, there was a 

statutory provision specifying that income from 

the exchange traded derivatives is excluded 

from Korean source income of a non-resident 

individual or a foreign corporation. 

(Purpose) Clarify scope of income from 

derivatives that are excluded from Korean 

source income  

 

(Amendment) Add income from OTC derivative 

used for a risk hedging purpose (*) under Article 

5(3) of the Financial Investment Services and 

Capital Markets Act (“FISCMA”) and Article 186-

2 of the Presidential Decree of the FISCMA to 

the scope of income from derivatives which is 

excluded from Korean source income. 

 

(*) Risk hedging purpose transaction under 

Article 186-2 of Presidential Decree of the 

FISCMA: A transaction undertaken by a party to 

fully or partially mitigate economic loss which 

may arise in the future in relation to an asset, 

liability, or contract, etc. that the party holds or 

intends to hold (“underlying”), satisfying both of 

the following requirements at the time of 

execution of the contract:  

 

(1) the transaction party holds or intends to hold 

the “underlying”; and 

 

(2) The potential gains or losses from a non-

exchange traded derivative during the 

relevant contract term would not exceed the 

potential gains or losses from the 

“underlying” that is being hedged.  

 

2. Expansion of the scope of derivatives subject to capital gains tax [Article 159-2 of the 

IITL-PD] 

 

Before Amendment After Amendment 

Resident individuals are subject to capital gains (Purpose) Equitable treatment among different 
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Before Amendment After Amendment 

tax on the following derivatives: 

 

 Domestic listed derivatives:  

- KOSPI 200 Futures, KOSPI 200 Options 

(including Mini-KOSPI 200 Futures and 

Mini-KOSPI 200 Options) 

- Equity Linked Warranties (ELW) KOSPI 

200 ELWs 

 

 Overseas listed derivatives (derivatives 

traded on overseas derivative markets, e.g., 

Dow Index Futures, etc.) 

 

derivatives and broaden taxation of financial 

income 

 

(Amendment) Expand scope of derivatives 

subject to capital gains tax as follows: 

 

 Domestic listed derivatives: All stock price 

index related derivatives (KOSDAQ 150 

Futures and Options, KRX300, KRX 300 

Futures, Sector Index Futures, Dividend 

Index Futures, KOSPI 200 Variable Index 

Futures, KOSDAQ 150 ELW, etc.) 

 Overseas listed derivatives: No change 

 OTC derivatives: OTC derivatives related to 

stock price index (limited to those that have 

the same economic substance as domestic 

exchange traded stock price index related  

products)  

 

(Application) For transfers made on or after 

April 1, 2019. 

 

(Consideration) Not applicable to non-resident 

individuals and foreign companies 

 

3. Reduction of withholding tax rate on interest from qualifying P2P loan [Article 129(2) of 

the IITL] 

 

Before Amendment After Amendment 

Withholding tax rate on interest income is as 

follows: 

 

 Basic withholding tax rate (interest on 

deposit, instalment saving, bonds etc.): 14% 

 Withholding tax rate on interest from a non-

business loan: 25% 

- Interest from a P2P loan by a resident 

individual is treated as interest from a 

non-business loan subject to withholding 

tax at 25% 

 

(Purpose) Stimulate economy by lowering 

withholding tax rate on interest from qualifying 

P2P loan 

 

(Amendment) Withholding tax rate on interest 

from qualifying P2P loan (lender and borrower 

are matched through a data communication 

network) is reduced to 14%. 

 

 Only applicable if the P2P business or 

intermediary financial institution meets 

certain licensing or registration requirements 

under relevant law 

 



 

 

 

August 201 

Legal Updates I Tax 24 

Before Amendment After Amendment 

(Application) Applicable to interest paid on or 

after January 1, 2020. 

 

(Consideration) Only applicable to resident 

individuals 

 

* Originally proposed to apply on or after 

January 1, 2019 but deferred the application to 

interest paid on or after January 1, 2020 during 

the review by the National Assembly to make the 

amendment applicable after the P2P loan 

administration and supervisory system has been 

legislated to protect P2P loan users. 

 

4. Relaxation of withholding tax obligations of financial institutions in relation to interest 

and dividend paid on assets owned under borrowed names (“borrowed name assets”) 

[Article 155-7 of the IITL newly enacted] 

 

Before Amendment After Amendment 

Financial institutions paying financial income on 

borrowed name assets are required to withhold 

at 90% instead of 14% pursuant to the Real 

Name Financial Transaction Act. 

 

 

(Purpose) Relaxation of withholding tax 

obligations of financial institutions related to 

financial income on borrowed name assets 

 

(Amendment) As an exception to the existing 

rule, if the financial institution withholds at 14% 

without willful misconduct or gross negligence, 

the real owner of the borrowed name assets is 

required to pay any shortfall in the withholding 

tax. 

 

(Application) Applicable to interest or dividend 

paid on or after January 1, 2019. 

 

5. Increase in withholding tax rate for interest and dividend from borrowed name assets 

[Article 129(2) of the IITL] 

 

Before Amendment After Amendment 

Withholding tax rate for interest and dividend 

from borrowed name assets is as follows: 

 

 Payment is made by a financial institution: 

90% 

(Purpose) Align withholding tax rate for interest 

and dividend from borrowed name assets to the 

top marginal tax rate for individuals of 42% 

 

(Amendment) Where the payment is made by a 
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Before Amendment After Amendment 

 Payment is made by a person other than a 

financial institution: 40% 

person other than a financial institution, the rate 

is increased from 40% to 42% (no change in the 

case of payment by a financial institution). 

 

(Application) Applicable to interest or dividend 

paid on or after January 1, 2019. 

 

6. Clarification of withholding obligation related to securities held in deposit with the 

Korea Securities Depository (“KSD”) [Article 184-4 of the IITL-PD newly enacted, Article 111(8) 

of the CITL-PD] 

  

Before Amendment After Amendment 

N/A (Purpose) Clarify the withholding obligations 

related to income from securities held in deposit 

with the KSD, which was previously enforced 

based on tax rulings 

 

(Amendment) Withholding obligor in respect of 

income from securities deposited with the KSD 

is as follows: 

 

 Securities held in depositor’s proprietary 

account : KSD 

 Securities held in the depositor’s investor 

account: Depositor 

 

* Depositor above means the person that 

opened the account with the KSD. 

 
7. Extension of special tax regime for Investment Savings Account (“ISA”) [Article 91-18 of 

the STTCL] 

  

Before Amendment After Amendment 

Special tax regime for interest and dividend 

derived from ISA is as follows: 

 

 (Eligible person) Resident salary earner and 

individual business taxpayer “with reported 

income in the current or prior year” and 

agriculture & fishery worker 

 (Investment limit) KRW 20 million per year 

 (Investment period) 5 years (3 years for low 

(Purpose) Support savings by lower -income 

and middle income classes 

 

(Amendment) The scope of resident salary 

earner and individual business taxpayer eligible 

for the special tax regime is expanded to include 

those “with reported income in the current or 

any of the 3 prior years.” 

(Application) Applicable to ISAs opened 
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Before Amendment After Amendment 

income earners) 

 (Tax benefit) Tax exemption up to KRW 2 

million (KRW 4 million for low income 

earners and agriculture & fishery workers) 

 Amount in excess of limit: Subject to 

withholding tax at 9% 

 (Eligibility period) ISA opened on or before 

December 31, 2018 

between January 1, 2019 and December 31, 

2021. 

 

 

 
8. Extension of tax benefit related to acquisition of distressed financial institution’s 

liabilities [Article 52 of the STTCL] 

 

Before Amendment After Amendment 

Liability of a distressed financial institution 

acquired* by a financial institution which is 

reimbursed by the Korea Deposit Insurance 

Corporation may be claimed as a tax deduction 

(*)Acquired under the Law for Structural Improvement of the 

Financial Industry 

 

 (Expiration) December 31, 2018 

(Purpose) Support early normalization of 

distressed financial institutions 

 

(Amendment) Expiration date extended from 

December 31, 2018 to December 31, 2021. 

 

 
9. Extension of Education Tax filing period by a company in tax consolidated group 

[Article 9(1) of the Education Tax Law] 

 

Before Amendment After Amendment 

Financial and insurance companies must report 

and pay the Education Tax within 3 months from 

the end of taxable year. 

(Purpose) Ease tax compliance burden of 

financial holding company 

 

(Amendment) For the parent company and 

subsidiaries in a tax consolidated group, 

reporting and payment of education tax is 

extended to within 4 months from the end of 

taxable year. 

 

(Application) Applicable to Education Tax 

reported and paid on or after January 1, 2019. 
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10. Extension of certain Securities Transaction Tax (“STT”) exemptions 

 

A. Transfer or exchange of shares upon establishment of a financial holding company [Article of 

117(1)(16) of the STTCL] 

Before Amendment After Amendment 

STT is exempted where a shareholder of a 

financial institution or a financial holding 

company transfers or exchanges shares to 

establish a financial holding company by 

December 31, 2018. 

(Purpose) Support reorganization of ownership 

structure of financial institutions. 

 

(Amendment) Expiration date extended from 

December 31, 2018 to December 31, 2021. 

 

B. Transfer of shares by a corporate financial stabilization PEF [Article 117(1)(23) of the STTCL] 

Before Amendment After Amendment 

STT is exempted where a corporate financial 

stabilization PEF or its SPC transfers shares or 

interest in a company undergoing financial 

stabilization by December 31, 2018. 

  

(Purpose) Support corporate financial 

stabilization and reorganizations 

 

(Amendment) Expiration date extended from 

December 31, 2018 to December 31, 2021. 

 

C. Market makers [Article of 117(1)(2-5)(A) and (3) of the STTCL] 

Before Amendment After Amendment 

STT is exempted on trading of shares by market 

makers* by December 31, 2018. 

(*)Securities dealers that have contracted with the 

Korea Exchange (“KRX”) to provide liquidity in shares 

and derivatives 

(Purpose) Invigorate and stabilize derivatives 

and stock markets 

 

(Amendment) Expiration date extended from 

December 31, 2018 to December 31, 2020. 

 

D. Arbitrage trading by the Korea Post [Article 117(1)(5) of the STTCL] 

Before Amendment After Amendment 

STT is exempted on the transfer of shares for 

purposes of arbitrage trading utilizing price 

differentials between derivatives and the 

underlying shares by the Korea Post by 

December 31, 2018. 

(Purpose) Invigorate and stabilize derivatives 

and stock markets 

 

(Amendment) Expiration date extended from 

December 31, 2018 to December 31, 2021. 

 

E. Arbitrage trading on the KOSDAQ by funds [Article 117(1) of the STTCL, Article 115 of the STTCL-

PD] 

Before Amendment After Amendment 

Transfer of shares for purposes of arbitrage 

trading by the Korea POST is exempt from STT. 

 

(Purpose) Stimulate KOSDAQ market 

 

(Amendment) Extend STT exemption for 
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Before Amendment After Amendment 

transfer of shares for purpose of arbitrage 

trading (maximizing the price differential 

between future and spot price of stock) on the 

KOSDAQ by funds established under the 

National Finance Act. 

 

The criteria for the exemption are the same as 

those applied to the arbitrage trading by the 

Korea POST (i.e., transfer through a designated 

account, confirmation of trade by KRX, reporting 

of the trade to the KSD, etc.) 

 

(Application) Transfers made between January 

1, 2019 and December 31, 2021. 
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III. Corporate Income Tax and Value Added Tax 
 

1. New accelerated depreciation incentive for investment in equipment [Article 28-3 of the 

STTCL, Article 25-3 of the STTCL-PD, newly enacted] 

 

Before Amendment After Amendment 

N/A (Purpose) Encourage investment in new growth 

businesses 

 

(Change) For investment in equipment, 

accelerated depreciation is allowed under which 

the reported useful life of an asset used to 

calculate the depreciation will be 50% of the 

standard useful life of the asset; thus doubling 

the depreciation. 

 Small and medium size enterprise/Middle 

level enterprise (lager than medium size 

enterprise but smaller than large enterprise): 

business assets 

 Large enterprise: R&D facilities, facilities for 

new growth engine technology business, 

etc., 

 

(Application) For assets acquired from July 1, 

2018 to December 31, 2019.  

 

2. Strengthening of follow-up management of R&D tax credit [Article 9(9)(10) of the STTCL-PD] 

 

Before Amendment After Amendment 

When applying for R&D tax credit, submit R&D 

expense receipts and R&D plan to the head of 

the district tax office. 

(Purpose) Obtain materials to confirm R&D 

activities. 

 

(Change) Prepare and maintain R&D plan, R&D 

report and R&D related notes, etc. (*detailed 

format to be available in the Enforcement 

Decree to be newly adopted) 

 

(Application) For taxable years starting on or 

after January 1, 2020. 
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3. Improved depreciation method for tax qualified vertical spin-off and in-kind 

contribution [Article 29-2(2) of the CITL-PD] 

 

Before Amendment After Amendment 

Depreciation at the time of tax qualified vertical 

spin-off or in-kind contribution was based on 

market price 

 

[Note: Reorganization that allows depreciation 

based on book value of transferred assets: 

 From Jan 1, 2018: Tax qualified merger or 

horizontal spin-off 

 From Jan 1, 2014: Tax qualified merger, 

horizontal spin-off, comprehensive asset 

transfer 

 From Jan 1, 2012: Tax qualified merger, 

horizontal spin-off, vertical spin-off or 

comprehensive asset transfer] 

(Purpose) Prevent using reorganization as tax 

reduction method. 

 

(Change) Require depreciation based on book 

value of transferred assets even in case of tax 

qualified vertical spin-off and in-kind contribution. 

 

(Application) For vertical spin-off and in-kind 

contribution occurring on or after the effective 

date of the revised CITL-PD. 

 

4. A new Dividend Received Deduction (“DRD”) rate for a holding company [Article 18-3 of 

the CITL]  

 

Before Amendment After Amendment 

A qualifying holding company can receive 

the following DRD for dividends received 

from subsidiaries: 

 

Ownership in subsidiary 
DRD Rate 

Listed Non-listed 

Greater than 40% Greater than 80% 100% 

20% or more 

~40% or less 

40% or more 

~80% or less 
80% 

Below 20% Below 40% 30% 

 

 

(Purpose) Encourage increased use of holding 

company structures and thus promote greater 

transparency and corporate governance 

 

(Change) Add a new DRD rate as follows: 

Ownership in subsidiary 
DRD Rate 

Listed Non-listed 

Greater than 40% Greater than 80% 100% 

Greater than 30∼

40% or less 

Greater than 50∼

80% or less 
90% 

20% or more ∼

30% or less 

40% or more ∼

50% or less 
80% 

Below 20% Below 40% 30% 

 

(Application) Applicable for dividends received 

on or after January 1, 2019. 
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5. Expanded scope of VAT-able electronic services provided by foreign businesses 

[Article 53-2(1) of the VATL] 

 

Before Amendment After Amendment 

Electronic goods and services including games, 

voice or video files, electronic documents, 

software, etc. provided by foreign businesses to 

Korean consumers are subject to VAT.  

 

(Purpose) Achieve tax equity between domestic 

and foreign businesses.  

 

(Change) Cloud computing services, 

advertisement publication services, and 

brokerage services for goods or services are 

also included as VAT-able electronic services 

provided by foreign businesses in addition to the 

previous game, voice or video files, electronic 

documents, software, etc. 

 

(Application) Services supplied on or after July 

1, 2019. 

 

6. Scope of VAT-able electronic brokerage services provided by foreign businesses 

[Article 96-2 of the VATL-PD] 

 

Before Amendment After Amendment 

N/A 

 

(Purpose) Provide scope of brokerage services 

that are treated as VAT-able electronic 

brokerage service for foreign businesses. 

 

(Change) The following services are treated as 

brokerage services for goods and services.  

 Brokering goods or places to be used, 

consumed or leased in Korea 

 Brokering goods or services to be sold in 

Korea 

 

However, when the consideration for a 

brokerage service for goods or services is 

included in the consideration paid for the 

underlying goods or services and the domestic 

business or importer reports/pays a VAT on 

such services, then such brokerage service 

should be excluded from the above scope of 

VAT-able electronic brokerage service.  

 

(Application) Services supplied on or after July 

1, 2019. 
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7. Improved application procedure for VAT filings for businesses with new business 

places [Articles 8(4) and 51(1) of the VATL, Article 92 of the VATL-PD] 

 

Before Amendment After Amendment 

A taxpayer operating in more than one business 

place can file a consolidated VAT return as a 

single business unit for its various business 

places. However, the taxpayer can start to file a 

consolidated VAT return, or include a new 

business place in an already existing consolidated 

VAT filing, only from the beginning of a VAT 

taxable period, either January 1 or July 1. 

 

 

(Purpose) Improve compliance procedures for 

taxpayers establishing new business places 

 

(Change) Taxpayers may begin to file a 

consolidated VAT return immediately for the 

relevant VAT taxable period without having to 

wait until the next VAT taxable period. 

 Filing of the application for the consolidated 

VAT return must be within 20 days from the 

start date of the new business (however, 

limited to the same VAT tax period on which 

the new business has started) 

 Consolidated VAT returns should be filed 

from the VAT tax period on which the 

application was filed. 

 

(Application) VAT taxable periods for which the 

applications are filed on or after January 1, 

2019.  

 

8. Extended proxy VAT filing due date for business acquirers [Article 52(4) of the VATL]  

 

Before Amendment After Amendment 

Proxy VAT due date for business acquirers in 

case of comprehensive business transfers is the 

10th day of the month following the month in 

which the consideration for the business 

acquisition has been paid. 

(Purpose) Alleviate compliance burdens for 

business acquirers 

 

(Change) Proxy VAT due date for business 

acquirers in case of comprehensive business 

transfers is extended to the 25th day of the 

month following the month in which the 

consideration for the business acquisition is paid. 

 

(Application) For business transfers occurring 

on or after January 1, 2019. 
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9. Expanded scope of deemed sale treatment for goods supplied for non - VAT-able 

business purposes [Article 10(1) of the VATL]  

 

Before Amendment After Amendment 

A deemed sale treatment (i.e., VAT is imposed 

on the deemed sale) applies to goods that are 

supplied for purposes other than the taxpayer’s 

VAT-able business in the following 

circumstances:  

 Goods have been afforded an input VAT tax 

credit 

 Goods received as a result of a business 

transfer and for which the business 

transferor has received an input VAT credit 

on such goods.   

(Purpose) Prevent abuse of VAT exemption or 

credit  

 

(Change) Exported goods acquired at zero-rate 

VAT pursuant to a local letter of credit/purchase 

confirmation is added to the list of goods subject 

to the deemed sale treatment when the goods 

are used for purposes other than the taxpayer’s 

VAT-able business. 

 

(Application) For goods that are used or 

consumed on or after January 1, 2019. 

 

10. Reduction of VAT penalties [Article 60(2), (5) of the VATL]  

 

Before Amendment After Amendment 

The penalty for the non-submission of credit 

card sales slips, etc. is 1% of the supply value. 

 

The penalties for negligent transmissions of 

electronic VAT invoices are as follows:  

 (Delayed transmission) 0.5% of the supply 

value:  If transmitted no later than the 11th 

day of the month following the taxable period 

in which the supply was made.   

 (Non-transmission) 1% of the supply value: If 

the electronic VAT invoice is transmitted after 

the 11th day of the month following the 

taxable period in which the supply was 

made.   

 

 

(Purpose) Decrease penalties and extend due 

dates 

 

(Change) The penalty for the non-submission of 

credit card sales slips, etc. is reduced to 0.5% of 

the supply value. 

 

The penalties for negligent transmission of 

electronic VAT invoice is reduced and the final 

due date for delayed transmission is extended 

as follows: 

 (Delayed transmission) 0.3% of the supply 

value: 

If the VAT invoice is transmitted no later than 

the final VAT return filing due date of the 

respective taxable period (the 25th day of the 

month following the taxable period in which 

the supply was made). 

 (Non-transmission) 0.5% of the supply value:  

If the VAT invoice is not transmitted until 

after the final VAT return filing due date of 

the respective taxable period (the 25th day of 

the month following the taxable period in 

which the supply was made). 
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Before Amendment After Amendment 

(Application) For goods or services supplied on 

or after January 1, 2019.  

 

11. New criminal penalty provisions for non-compliant VAT-exempt invoices [Article 10(1), 

(2) of the Tax Evaders Punishment Act]  

 

Before Amendment After Amendment 

The Tax Evaders Punishment Act does not 

provide for criminal penalties against false or 

non-issuance, receipt or submission of invoices 

that are VAT-exempt. 

(Purpose) Encourage transparency for VAT-

exempt transactions 

 

(Change) VAT-exempt transactions are now 

subject to criminal penalties. In case of the 

following, the taxpayer may be subject to an 

imprisonment of no more than one year or a fine 

of no more than 20% of the supply value.   

 On-issuance or false issuance of invoice; 

 Non-receipt or false receipt of invoice; or 

 False submission of aggregated invoice, etc. 

 

(Application) Invoice issued or aggregated tax 

invoice issued on or after January 1, 2019. 

 
12. Clarification on the scope of activities considered as exports [Article 31 of the VATL-PD]  

 

Before Amendment After Amendment 

The following activities are considered as 

exports 

 Exports in the form of intermediary trade 

 Export based on consignment, foreign 

exports, export based on processing trade, 

free shipment of raw material overseas for 

the purpose of processing trade 

 

(Purpose) Clarification on the scope of activities 

considered as exports 

 

(Change) The following activities are added to 

the preexisting list of activities that are treated as 

exports 

 Shipment of products kept in customs 

bonded area prior to customs clearance.  

 

(Application) Products shipped on or after the 

date on which the VATL-PD is effective. 
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13. Added exceptions to the disallowance of VAT credit on delayed or improper receipt of 

VAT invoice and the related penalties thereof [Articles 75 and 108(5) of the VATL-PD]  

 

Before Amendment After Amendment 

Disallowance of VAT credit 

 

(Principle) VAT credit is disallowed when a VAT 

invoice is not received or the required 

information is missing on the VAT invoice.  

 

(Exceptions)  

 If the VAT invoice is issued after the date of 

supply but on or before the due date of the 

semi-annual VAT filing.  

 The required information on the VAT invoice 

is incorrect due to a mistake but the 

transaction can still be verified. 

(Purpose) Protection of taxpayer’s interest by 

relaxing requirements for receiving VAT credit  

 

(Change) The following exceptions were added 

to preexisting exceptions to the general rule of 

disallowing a VAT credit  

 The VAT invoice was issued after the date of 

supply but, within six months following the 

due date of semi-annual VAT filing, and an 

amended VAT return or refund request was 

filed by the taxpayer or the correction or 

refund was made by the relevant authority 

upon verification of the transaction.  

 The VAT invoice was issued before the date 

of supply but, supply is made within 30 days 

from the date of issuance and the relevant 

authority makes the correction upon 

verification of the transaction.  

 0.5% of the supply value should be imposed 

as penalty in case of VAT credit is granted 

on the basis of the abovementioned reasons. 

 

(Application) For goods or services provided on 

or after the effective date of the VATL-PD. 
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IV. National Tax Basic Law 

 
1. Reduction of penalties for failure to pay tax, failure to return refunded tax and failure 

to pay withholding tax [Article 27-4 of the NTBL-PD]  

 

Before Amendment After Amendment 

Before Amendment rates 

 

 Penalties for failure to pay tax and failure to 

return refunded tax 

- 0.03% per each delinquent day 

 

 Penalty for failure to pay withholding tax 

(10% max) 

- Underpaid withholding tax x 3% + 0.03% 

per each delinquent day 

 

 

 

(Purpose) Lessen taxpayer burden in line with 

reduced interest rate on borrowing 

 

(Change) With respect to the penalty for failure 

to pay tax and failure to return refunded tax, 

reduce the penalty rate from 0.03% to 0.025% 

per each delinquent day. 

※ Current 10% ceiling will continue to apply for 

withholding tax penalty.  

 

(Application) In case the payment due date has 

lapsed before the effective date of the relevant 

provisions of the NTBL-PD, the previous penalty 

rate of 0.03% per each delinquent day will apply 

from the day after the payment due date to the 

day before the effective date of the relevant 

provisions of the NTBL-PD. 

 

2. New limit on joint and several tax liability as result of spin-off or spin-off merger [Article 

25 of the NTBL] 

 

Before Amendment After Amendment 

Joint and several tax liability obligation from 

corporate spin-off or spin-off merger 

 

 (Scope) taxes assessed prior to spin-off, etc.  

 (Joint and several tax liability obligor) Spun-

off company, new company formed after 

spin-off, surviving company after spin-off 

merger, etc. 

 

 

(Purpose) Limit the secondary tax liabilities 

related to spin-offs and spin-off mergers   

 

(Change) Place limit on joint and several tax 

liability resulting from spin-offs and spin-off 

mergers  

 (Limit) Secondary tax liability limited to the 

value of asset received through the spin-off 

 

(Application) For spin-offs or spin-off mergers 

occurring on or after January 1, 2019.  
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3. Reduced scope of secondary tax liability of business transferee [Article 22 of the NTBL-PD]  

 

Before Amendment After Amendment 

Secondary tax liability of business transferee 

 

 In case of a comprehensive transfer of a 

business, the transferee assumes secondary 

tax liability for taxes fixed prior to the 

business transfer date but only to the extent 

of the value of the assets transferred.  

 

(Purpose) Lessen the secondary tax liability 

burden for the business transferee. 

 

(Change) Scope of secondary tax liability is 

limited to where the transferor and transferee 

are specially related parties or the business 

transfer was part of a tax avoidance scheme. 

 

(Application) For business transfers occurring 

on or after the effective date of the relevant 

provisions of the NTBL-PD, but also applicable 

to business transfers occurring before the 

effective date of the relevant provisions of the 

NTBL-PD, where the party with secondary tax 

liability has yet to receive the payment notice. 

 

4. Addition of justifiable causes eligible for penalty exemption [Article 48(1) of the NTBL, 

Article 28(4) of the NTBL-PD, newly enacted] 

 

Before Amendment After Amendment 

Tax penalty is not imposed under the following 

circumstances:  

 

① Circumstances, including natural disaster, 

set forth under the tax law as justifiable 

cause for late filing.   

 

② Circumstances where there is a justifiable 

cause underlying the taxpayer’s failure to 

meet its tax obligation.  

 

Taxpayers must submit an application for tax 

exemption in order to receive such tax penalty 

exemption.  

(Purpose) Provide a more precise description of 

the circumstances that are treated as a 

justifiable cause under the NTBL-PD. 

 

(Change) The following cases were added to 

the list of justifiable causes eligible for a tax 

penalty exemption.  

 

① The taxpayer has been assessed taxes 

based on a diffident tax position than the 

taxpayer’s tax position in its prior filing or 

report that has been confirmed as valid by 

the competent authority through an 

administrative interpretation or ruling.  

 

② The taxpayer was unable to meet its tax 

obligation due to a taking, urban planning, 

or other laws or regulations.  

 

(Application) Applied to applications for penalty 
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Before Amendment After Amendment 

exemptions filed on or after the effective date of 

the NTBL-PD. 

 

5. Clarification on the exceptions to the general rule on the prohibition of duplicative tax 

audit [Article 63-2 of the NTBL-PD]  

 

Before Amendment After Amendment 

A duplicative audit is allowed under the following 

circumstances.  

 

① When there is a comprehensive tax audit 

against a taxpayer accused of tax evasion 

including real estate speculation  

 

② When the audit is for purposes of confirming 

a refund.  

 

③ When there is clear evidence to support an 

act of criminal tax evasion.  

 

④ When the re-audit is for purposes of various 

execution of documents. 

(Purpose) Clarification of what “documentation” 

refers to in the fourth circumstance listed under 

the exceptions. 

 

(Change)  

① When the duplicative audit is for the 

purpose of executing documents received 

from a non-tax agency which was drafted or 

obtained by such non-tax agency in the 

course of their operation.  

 

(Application) Applied on or after the effective 

date of the relevant NTBL-PD. 

 

6. Right to record in tax audit situations [Deleted upon further Congress discussion]  

 

This proposed amendment, although proposed by the Ministry of Strategy and Finance last year on 

July 30, 2018, was deleted after further discussion within the National Assembly. 
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V. Individual Income Tax 
 

1. Extend the flat tax rate for foreign nationals working in Korea [Article 18-2 of the STTCL] 

 

Before Amendment After Amendment 

Foreign nationals working in Korea may choose 

to apply the flat tax rate of 20.9% (including local 

income tax), instead of the regular progressive 

tax rates, in calculating their income tax for the 

first 5-year period starting from the year in which 

the first day of working in Korea falls if the first 

day of working occurs on or before December 

31, 2018. 

(Purpose) To attract highly qualified foreign 

workers to Korea   

 

(Change) The flat tax rate is available for foreign 

nationals working in Korea for the first 5-year 

period if their first day working in Korea occurs 

on or before December 31, 2021. 

 

(Consideration) The flat tax rate is no longer 

available for foreign nationals whose 5-year 

period for the application of the flat tax rate 

lapsed on or before December 31, 2018. 

 

2. Expand tax exemption for foreign engineers [Article 18 of the STTCL] 

 

Before Amendment After Amendment 

A 50% reduction in tax is granted for a 2-year 

period ending at the end of the month in which 

the 2nd anniversary of the first day of working in 

Korea falls. The first day of working in Korea 

should be on or before December 31, 2018.  

This 50% tax reduction provision does not apply 

if the tax amount is calculated using the “flat tax 

rate”. 

(Purpose) To attract expert foreign engineers  

 

(Change) Extend the exemption and eligibility 

periods 

 (Exemption period) Extended from a 2-year 

period to a 5-year period.  

 (Eligibility period) Extended from “on or 

before December 31, 2018” to “on or before 

December 31, 2021.” 

 

(Application) Applicable to employment contacts 

made on or after January 1, 2019. For foreign 

engineers who started working in Korea before 

January 1, 2019, the current provisions apply. 

 

3. Reduced tax credit for members of taxpayers’ associations [Article 150 of the IITL] 

 

Before Amendment After Amendment 

A taxpayer with Class B salary income, i.e., 

salary paid by a non-Korean resident individual 

or foreign company, who pays Korean taxes on 

(Purpose) Enhance the fairness in taxation by 

reducing the tax benefits under the taxpayers’ 

association regime   
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Before Amendment After Amendment 

such income through a taxpayers’ association, is 

granted a 10% tax credit. 

(Change) The tax credit rate will be reduced 

from 10% to 5%. 

 

(Application) Applicable to salary income 

generated on or after January 1, 2019. 

 

4. Expand overseas real estate reporting requirements and increase non-reporting 

penalties [Articles 165-2, 165-4 and 176 of the IITL; Table 5 in Article 227 of the IITL-PD; Articles 

121-2, 121-4 and 123 of the CITL; Table 2 in Article 166 of the CITL-PD] 

 

Before Amendment After Amendment 

 (Reporting requirement) Korean companies 

or tax resident individuals who acquire or 

invest in and manage (lease) overseas real 

estate have the following reporting 

obligations: 

 
What to report 

Monetary 

threshold 

Acquisition Acquisition details 

None 
Investment 

and 

management 

Investment and 

management 

details 

< Supplement > 

 

 (Form to be submitted) “Statement of 

Overseas Real Estate Acquisition, 

Investment and Management (leasing)” 

 

 (Penalties) Non-reporting, false reporting  

 
Penalties 

Acquisition 1% of acquisition cost 

Investment and 

management 
1% of acquisition cost 

< Supplement > 

※Penalty limit: KRW 50 million  

 

(Purpose) Protect the overseas tax base 

 

(Change) Set monetary thresholds for reporting 

and include dispositions as a reportable 

transaction 

 
What to report 

Monetary 

threshold 

Acquisition Acquisition details If 

acquisition 

cost is KRW 

200 million 

or more 

Investment 

and 

management 

Investment and 

management 

details 

Disposition 
Disposition 

details 

If 

disposition 

proceeds 

are KRW 

200 million 

or more 

 

 (Form to be submitted) Add the “Statement 

of Overseas Real Estate Disposition” to the 

list of forms to be submitted. 

 

 (Penalties) Increase in penalties for non-

reporting, false reporting  

 
Penalties 

Acquisition 10% of acquisition cost 

Investment and 

management 
10% of rental income 

Disposition 10% of disposition 
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Before Amendment After Amendment 

proceeds 

※Penalty limit is increased to KRW 100 million 

 

(Application)  

Scope Effective dates 

Reporting 

of  

Disposition 

General 

Rule 

Tax years starting on or 

after January 1, 2019 

Exception 

Overseas real property that 

is disposed in 2019 and the 

sale proceeds of which are 

KRW 200 million or more is 

subject to the reporting 

obligations but is not 

subject to the penalties 

under the amended Article 

176(2).  

Increase in 

Penalties  

 

General 

Rule 

Tax years starting on or 

after January 1, 2020 

Interim  

Rule 

Overseas real property 

acquired on or before 

December 31, 2018 is 

subject to the reporting 

obligations and penalty 

provisions under the 

previous reporting and 

penalty rules. 
 

 

5. Increased penalties for non-reporting of overseas direct investments [Articles 165-2,165-

4 and 176 of the IITL; Table 5 in Article 227 of the IITL-PD; Articles 121-2, 121-4 and 123 of the CITL; 

Table 2 in Article 166 of the CITL-PD] 

 

Before Amendment After Amendment 

 (Reporting requirement) Korean companies 

or tax resident individuals who hold 

investments in foreign companies must 

report such holdings.   

 (Penalties) Non-reporting, false reporting 

Forms Penalties 

“Statement of 

overseas company”  

(Individual) KRW 3 

million per violation 

(Purpose) Protect overseas tax base  

 

(Change) A “Table for Overseas branch status” 

will be added as a form to be filed, plus an 

increase in penalties  

Forms Penalties 

“Statement of 

overseas company”  

(Individual) KRW 5 

million per violation 
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Before Amendment After Amendment 

“Financial statement of 

overseas company” 

(Company) KRW 5 

million per violation 

※Penalty limit: KRW 50 

million 

“Statement of loss 

transaction” 

< Supplement > 

 

 

“Financial statement of 

overseas company” 

(Company) KRW 10 

million per violation 

※Penalty limit: KRW 50 

million 

“Statement of loss 

transaction” 

“Table for overseas 

branch status” 

 

(Application) With respect to the forms to be 

filed for years starting on or after January 1, 

2019.  

 

6. Duty to clarify non-reported overseas real estate investment or overseas direct 

investment [Articles 165-4 of the IITL; Articles 217 and 227 of the IITL-PD; Article121-4 of the CITL; 

Article 164-5 and 166 of the CITL-PD] 

 

Before Amendment After Amendment 

N/A 

 

(Purpose) Protect overseas tax base 

 

(Change) Taxpayers that fail to file or file a false 

“Statement of 

Acquisition/Management/Disposition of 

Overseas Real Estate” or the “Statement of 

Overseas Company” will be required to: 

Provide documentation regarding the source of 

funds used to acquire the real estate/make the 

investment. 

 Within 90 days from the date of request for 

documentation (one time 60 day extension is 

permitted) 

 If 80% of the funding source is documented, 

then 100% will be deemed to be documented.   

 (Penalties) 20% of undocumented or falsely 

documented amount 

 (Exceptions) if evidentiary documents are (1) 

destroyed in force majeure incidents, such 

as natural disaster, fire, theft or (2) are 

unobtainable due to local conditions of 

relevant foreign countries. 

 

(Application) Non-submission of required 

documents for years starting on or after January 

1, 2019. 
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7. Expand the exemption from foreign account reporting obligation for overseas Korean 

nationals [Article 34 of the ITCL] 

 

Before Amendment After Amendment 

Non-resident Koreans who are present in Korea 

for 183 days or less during a 2-year period are 

exempted from any foreign financial accounts 

reporting obligations, which otherwise may have 

been required. 

 

(Purpose) Reduce foreign account reporting 

burdens for non-resident Korean nationals 

 

(Change) The reporting exemption has been 

expanded to nonresident Korean nationals who 

are present in Korea for 183 days or less for 

during a 1-year period. 

 

(Application) Reports on foreign accounts 

owned in 2019. 

 

8. Expand the scope of substantive owner of foreign accounts of domestic companies 

[Article 50(5) of the ITCL-PD] 

 

Before Amendment After Amendment 

A domestic company that directly or indirectly 

owns 100% of a foreign company in a non-tax 

treaty jurisdiction must report any foreign 

financial accounts owned by such foreign 

company.  

 

 

 

 

(Purpose) Protection of overseas tax base 

 

The scope of this provision is expanded to be 

applicable to individuals and to take into account 

ownership interest held by “related parties”. 

 

(Change) When a Korean tax resident 

“individual” or a “domestic company” owns 

directly or indirectly, 100% of a foreign company, 

including ownership interest held by related 

parties, in a non-tax treaty jurisdiction, the 

Korean tax resident individual or domestic 

company is obligated to report foreign financial 

accounts owned by such foreign company.    

 (Reporting threshold) When directly or 

indirectly owns, including ownership interest 

held by related parties, 100% of a foreign 

company  

 (Reporting obligor) Now includes individuals 

 

(Application) Reports on foreign accounts 

owned in 2019. 
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9. Exclude retirement pension account from accounts to be reported for foreign financial 

account reporting purposes [Article 50(3) of the ITCL-PD] 

 

Before Amendment After Amendment 

Excluded account 

 

 Account for an insurance product whose net 

insurance premium includes only a risk 

premium  

 

 

 

(Purpose) Rationalization of reporting scope 

 

(Change) Any foreign retirement pension 

account that satisfies all following conditions is 

not required to be reported in foreign financial 

account reporting.  

 Such account enjoys tax benefits in the 

relevant country 

 Korea and the relevant country exchange 

financial account information.  

 Withdrawal from such account is allowed in 

limited circumstances, such as retirement, 

disability, or death, and withdrawal in other 

situations is penalized.  

 Annual contribution to such account is limited 

to KRW 50 million or total contribution is 

limited to KRW 1 billion   

 

(Application) Applicable to foreign financial 

accounts that are owned in 2019.  

 

10. Clarify balance amount to be reported for foreign account reporting purposes when a 

foreign financial account is inherited to multiple heirs [Article 50(2) of the ITCL-PD] 

 

Before Amendment After Amendment 

Amount to be reported 

 

 The highest value among the aggregate 

month-end values of all accounts.   

 Each of all relevant persons (nominal owner, 

substantive owner, common owners) is 

deemed to own the whole account balance 

each. 

<Supplement> 

(Purpose) Clarify balance amount to be 

reported for foreign account reporting purposes  

 

(Change)  

 In the case of multiple heirs, each heir 

reports his/her share of the inherited account 

balance 
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11. Add companies as potential recipients of “Source of fund” clarification request for 

non-reporting of foreign financial accounts [Article 34-3 of the ITCL] 

 

Before Amendment After Amendment 

Request to prove source of funds when failure to 

report foreign financial accounts occurs. 

 

 (Recipient of clarification request) Individuals 

 (Clarification due) within 90 days from the 

date of clarification request (one time 60 day 

extension is permitted) 

 (Penalties) 20% of non-clarified amount  

※if the source of 80% of the funds is proven, 

100% of the funds are deemed to be proven. 

(Purpose) Prevention of overseas tax evasion 

and enhancement of effective taxation  

 

(Change) Recipients of clarification request 

include companies as well as individuals.  

 

(Application) Reports on foreign financial 

accounts owned in 2019. 

 

12. Concurrent imposition of administrative fine and criminal fine for failure to report 

foreign financial accounts [Article 35 of the ITCL, Article 16 of the Tax Evaders Punishment Act] 

 

Before Amendment After Amendment 

Sanctions for failure to comply 

 

 Administrative fine 

 Criminal penalties (when non-reported 

account balance exceeds KRW 5 billion): 

monetary penalty of 20% or less of 

unreported amount or imprisonment for 2 

years or less  

 When criminal penalties are imposed, the 

administrative fine is cancelled in entirety.   

 

 

(Purpose) Enhance the effectiveness of 

administrative fine for failure to report foreign 

financial accounts  

 

(Change) 

 If the violation is subject to penalties under 

Article 16(1) of the Punishment of Tax 

Criminal Act (applicable when the amount of 

unreported balance exceeds KRW 5 billion), 

a fine 
(*)

 equal to 13% to 20% of the 

unreported balance amount or  

imprisonment of 2 years or less may be 

imposed.   

 
(*)

 Introduced new penalty provisions for 

failure to comply with foreign financial 

account reporting obligations.]  

① 1
st
 violation: 13%  

② 2
nd

 violation: 16%  

③ 3
rd

 violation and beyond: 20% of the 

unreported balance 

 

 If the violator is subject to penalties under 

Article 16(1) of the Punishment of Tax 
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Before Amendment After Amendment 

Criminal Act, the administrative fine (20% or 

less of the unreported account balance) 

under Article 35(1) of the ITCL is not 

imposed. 

 

(Application) Reports on foreign financial 

accounts owned in 2019. 

 

13. Expand scope of items subject to the exit tax and adjust the exit tax rate [Articles 118-9 

and 118-11 of the IITL; Article 178-9 of the IITL-PD] 

 

Before Amendment After Amendment 

 (Objects) Shares of domestic stock owned by 

“large shareholder” (“real estate stock”* is not 

included) 

(*)“real estate stock”: stock of a company 50% or 

more (80% for golf club or ski resort) of whose 

assets is real estate 

 

 (Tax rate) 20% 

 

(Purpose) Prevention of overseas tax avoidance 

and protection of domestic tax base 

 

(Change) 

 (Objects) Include “real estate stock” 

 (Tax rate) Rate differential based on tax 

base 

- Tax base of KRW 300 million or less: 20% 

- Tax base of more than KRW 300 million: 

25% 

 

(Application) Emigrations occurring on or after 

January 1, 2019. Suspended the application of 

the 25% rate for tax base of more than KRW 300 

million until December 31, 2019. 

 

14. Impose tax penalties for non-reporting of the stock ownership status [Article 118-15 of 

the IITL] 

 

Before Amendment After Amendment 

Report of stock ownership status by emigrants  

 

 (Data collection point) stock ownership status 

on the last day of the previous year  

 (Reporting due) the day before the departure 

date 

 

(Purpose) Enhance the effectiveness of the exit 

tax system 

 

(Change) The data collection point is changed 

from “the last day of the previous year” to “the 

day before the reporting date”.   

Non-reporting penalty is introduced.  

 Penalties for non-reporting (or omission): 2% 

of the face value of stock 
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Before Amendment After Amendment 

(Application) Emigrations occurring on or after 

January 1, 2019. 

 

15. Extend filing due date for exit tax return [Article 118-15 of the IITL] 

 

Before Amendment After Amendment 

 Report stock ownership status and the “tax 

reporting/payment agent”, who will be 

responsible for tax related matters on behalf 

of the non-resident individuals or foreign 

companies, by the day before the departure 

date  

 

 Return filing and tax payment: File a capital 

gains tax return and pay the tax within three 

months from the end of the month in which 

the departure date falls 

(Purpose) To make tax payment more 

convenient  

 

(Change) If a “tax reporting/payment agent” files 

tax return, the tax return is filed and the tax 

payment is made next May. 

 

(Application) Emigrations occurring on or after 

January 1, 2019. 

 

16. Extend filing due date for exit tax credit claim [Article 118-15 of the IITL, Article 178-10 of the 

IITL-PD, Article 25-2 of the NTBL-PD] 

 

Before Amendment After Amendment 

Filing exit tax credit claim  

 

 Within 3 months of the transfer of subject 

assets, the related exit tax credit claim may 

be filed with the tax authorities.  

 

 (Due date) File the “application for deduction 

of tax amount” within 3 months of the 

transfer   

(Purpose) Protection of taxpayers’ rights and 

enhancement of tax system 

 

(Change) Special rules for claiming exit tax 

credits are established, and the filing due date is 

adjusted. 

 The “application for deduction of tax amount” 

can be filed within “2 years” of the transfer of 

subject assets.  

 

(Application) Emigrations occurring on or after 

January 1, 2019. 
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VI. Customs Duties 
 

1. Expansion of eligibility for Advance Rulings on Customs Value [Article 37(1) of the 

Customs Act] 

 

Before Amendment After Amendment 

Scope of Advance Rulings depends on 

existence of “Related party status” (i.e., affiliated 

relationship) between the foreign exporter and 

the domestic importer.  

 

 For transactions between unrelated parties, 

requests for Advance Rulings on Customs 

Valuation Methods are limited to statutory 

additions and deductions amount to and from 

the price actually paid or payable for the 

(import) goods, and parties may not request 

Advance Rulings on Customs Valuation 

Methods  

 Conversely, requests for reexamination of 

Advance Rulings limited to statutory 

additions/deductions to and from the price 

actually paid or payable for the (import) 

goods are possible only in the absence of 

related party status. 

(Purpose) To harmonize in the scope and 

reexamination of Advance Rulings on Customs 

Value between Related transaction and Non-

related transaction.  

 

(Change)  

 May request Advance Rulings on the 

determination of the valuation method for 

Unrelated parties transaction 

 May request Reexamination of the Advance 

Ruling results regardless of parties’ 

relationship status 

 

(Application) Applicable to requests for 

Advance Rulings filed after January 1, 2019. 

 

2. Introduction of Follow-up Management Process after Advance Rulings on Customs 

Valuation [Article 37(5),(6) of the Customs Act; Article 31(6)~(8) of the Customs Act-PD] 

 

Before Amendment After Amendment 

<New> 

 

※ Regulated and operated under the 

Ordinance of KCS. 

(Purpose) To prepare legal basis and enhance 

transparency of process of follow-up report filing 

and cancellation or modification of Ruling 

decision. 

 

(Change)  

 Specifying the list of follow-up reports 

- Whether the assumption or basis that 

was premised in determining method of 

dutiable value, has realized or not. 

- Duty amount which was calculated with 

applying the result of the Advance 

Rulings and calculation process detail.  
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Before Amendment After Amendment 

- Gap settlement detail between dutiable 

value followed by the Advance Rulings 

and actual transaction price, when the 

difference was being identified. 

- Items which were prescribed to be 

included by the Advance Rulings result 

 Specifying reason for cancellation, withdrawal 

or modification of the Advance Rulings 

 Extension of expiration date for the Advance 

Rulings on Customs Valuation for 

transactions between related parties.  

- (Before) 3 years → (After) In principle 3 

years; extendible for a period of up to 2 

years with an extension application 

before 30 days expiration date. Thus, 

maximum 5 years as a whole. 

 

(Application) On or after July 1, 2019  

 

3. Reduction in scope of taxation data submission regarding transactions between related 

parties for determining dutiable value [Article 37-4(4) of the Customs Act; Article 31-5(1) of the 

Customs Act-PD] 

 

Before Amendment After Amendment 

 List of data that may be requested by the 

customs authority (12 kinds of data) 

(…) 

- An audit report, a business report, and an 

annual report of an overseas person in a 

special relationship 

- A related organization chart and table of 

job duties and responsibilities among 

persons in special relationships 

- An audit report, a report on final 

accounts, and a statement of tax 

adjustment 

 

<New> 

(Purpose) Reducing the scope of taxation data 

by deletion of unnecessary or double listed 

documents under Article 31-5(1) of the 

Enforcement Decree of the Customs Act. 

 

(Change)  

 List of data that may be requested by the 

customs authority (10 kinds of data) 

(…) 

- (Deletion partially) An audit report and 

annual report of an overseas person in a 

special relationship 

- (Deletion) 

- (Deletion)  

 When customs officer requests data on duty 

payment, it shall be in a written request, 

stating reasons and the time required for 

furnishing such data. 
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Before Amendment After Amendment 

(Application) Applicable to customs audit after 

July 1, 2019. 

 

4. Modification of Methods for Determining Dutiable Value upon non-submission of 

information on transactions between related parties [Article 37-4(4) of the Customs Act, Article 

31-5(6) of the Customs Act-PD] 

 

Before Amendment After Amendment 

<New> 

 

※ In determining the Dutiable Value in 

transactions between related parties, where it is 

unclear whether an amount that falls under 

Article 30 (1) is aggregated in the data to 

determine dutiable value submitted with an 

amount that does not fall thereunder, customs 

authority may request the person in a special 

relationship to submit objective evidential data, 

based on which they can be separately 

calculated. When the person in a special 

relationship fails to submit the above objective 

evidentiary materials, 

 

 (General Rule) Add the total amount of 

relevant expenses into the taxpayer’s 

declared value.   

 

 (Exception) Upon taxpayer’s request, assess 

customs duty based on the value of identical 

or similar goods or other consecutive 

methods. 

(Purpose) To provide an opportunity for the 

taxpayer to present its opinion or to prove the 

declared value, and to require customs authority 

to demonstrate the legitimacy of the alternative 

valuation method, such as value of identical or 

similar goods or other consecutive valuation 

methods, rather than the declared value when 

taxpayer could not provide data required by the 

law or could not differentiate dutiable amount 

and non-dutiable amount., 

 

(Change)  

 (General Rule) Customs authority must 

provide taxpayer with opportunities to consult and 

submit opinion statements prior to determination 

of dutiable value based on value of identical or 

similar goods or other consecutive valuation 

methods rather than transaction value.  

- Items the customs authority must consult 

with taxpayer: rationale or base of the 

determined customs valuation method by 

the customs authority, reason for failing 

submission of requested data of Article 

31-5(1) of the Enforcement Decree of the 

Customs Act, other items recognized by 

the customs authority. 

- Taxpayer opinion statements period: 

more than 10 days. 

 

 (Exception) Assess customs duty based on 

declared value if the taxpayer successfully 

proves the price is determined in the manner 

consistent with a normal pricing practice in 

the relevant industry sector. 
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Before Amendment After Amendment 

(Application) Applicable to customs audits after 

July 1, 2019. 

 

5. Reduction of penalty duty rate applicable to late duty payment [Article 42(1) of the Customs 

Law Article 39(1) of the Customs Act-PD] 

 

Before Amendment After Amendment 

An penalty duty rate to insincere duty payment 

 

 the rate of 3/10,000 per day 

(0.03% per day, 10.95% per year) 

(Purpose) Decreasing penalty duty rate to 

delayed duty payment in accordance with 

equivalent decrease of penalty tax rate in the 

Basic Law for National Taxes. 

 

(Change)  

 the rate of 2.5/10,000 per day 

(0.025% per day, 9.125% per year) 

 

(Application) Applicable to tax imposition after 

effective data of the Enforcement Decree. 

 

6. Improvement of appeal procedures following reexamination determination [Articles 119, 120 

and 131 of the Customs Law] 

 

Before Amendment After Amendment 

Cases where administrative appeal is possible 

 

 For measures deemed illegal or unfair, 

 For infringement of rights and interests due 

to omission of necessary measures. 

<Add> 

 

Time limit for filing administrative lawsuits: within 

90 days from the date of receipt of decision on 

application for examination or adjudication. 

<Add> 

 

(Purpose) To strengthen protection of 

taxpayers’ rights by clarifying the time limits or 

for filing of administrative lawsuits. 

 

(Change)  

 Administrative appeal is possible even for 

cases where administrative measures are re-

made followed by the decision of the Tax 

tribunal  

 Stipulates the time limit for filing of 

administrative lawsuits as follows: 

- If the application for examination or Tax 

Tribunal has not been filed, within 90 

days from the date of receipt of notice re 

dispositional measures; 

- If the application for examination or Tax 

Tribunal has been filed, within 90 days 

from the date of receipt of notice decision. 
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Before Amendment After Amendment 

(Application) Applicable to Reexamination 

decisions after January 1, 2019. 

 

7. Introduction of “no-collateral” principle to cases of lump-sum payment of customs 

duties, etc., levied on raw materials for exports [Articles 5, 6 and 8 of the Act on Special Cases 

Concerning the Duty Drawback, etc. Levied on Raw Materials for Export, Article 3, 4, 5 and 8 of PD] 

 

Before Amendment After Amendment 

Required collateral for lump-sum payment* of 

customs duties, etc., applicable to importation of 

raw materials for export. 

(*)When importing raw materials for eventual export, 

the importer may make a lump-sum payment of 

customs duty, etc., by a certain period within six 

months. 

 

 (General Rule) Lump-sum payer: Must 

provide collateral whose value equals the 

lump sum tax payment of customs duties, 

etc.   

 (Exception) Collateral requirement for lump-

sum payers is waived for credit-backed 

companies.  

(Purpose) To lessen the monetary burden by 

applying no-collateral principle to companies that 

imports raw materials for eventual export. 

 

(Change)  

 (Principle) No collateral. 

 (Exception) Must provide collateral in the 

following cases: 

- Violators of the Customs Law or the Act 

on Special Cases Concerning the Duty 

Drawback, etc. Levied on Raw Materials 

for Export 

- Delinquent taxpayers, 

- Persons lacking importation record for 

the past two years, and  

- Persons undergoing bankruptcy, 

liquidation, or personal rehabilitation 

procedures. 

 

(Application) Applicable to requests for 

designation as a lump-sum payer after July 1, 

2019. 
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VII. Local Tax 
 

1. Reduction in acquisition tax exemption on qualified mergers, spin-offs, etc. [Article 57-2 

of the LTILL] 

 

Before Amendment After Amendment 

100% exemption from the acquisition tax 

(effectively 85% exemption due to the minimum 

tax payment system) was available for (i) the 

qualified merger, spin-off and in-kind contribution 

and (ii) the qualified asset exchange and 

comprehensive transfer of assets and was 

scheduled to expire at the end of 2018. 

 

(Purpose) Continued support of corporate 

restructuring through mergers, spin-offs, etc. and 

enhance effectiveness of exemptions 

 

(Change) While the acquisition tax exemption 

for qualified comprehensive transfer of assets 

has expired as scheduled, the exemption for 

qualified mergers, spin-offs,  in-kind 

contributions, and asset exchanges was 

extended up to the end of 2021 but the 

applicable exemption ratio would be reduced 

down as follows:  

 

 50% (60% in the case of a merger between 

small and medium-sized enterprises 

(“SMEs”) or merger with technical innovation 

business enterprise) exemption for qualified 

mergers (limited to acquisition of business 

properties) 

 

 75% exemption for qualified spin-offs/in-kind 

contributions/asset exchanges 

 

(Application) Applicable to tax liabilities arising 

on or after January 1, 2019 

 

2. Clarification of requirements for deemed acquisition tax exemption for majority 

shareholder of a holding company and extend sunset period [Article 57-2(5) of the LTILL] 

 

Before Amendment After Amendment 

Deemed acquisition tax for the majority 

shareholder was exempt 100% (effectively 85% 

due to the minimum tax payment system) in the 

case where a company becomes a holding 

company or a holding company acquires shares 

in subsidiaries,  

 

(Purpose) Reconfirm the direction of tax policy 

while continue to support corporate restructuring 

 

(Change) The sunset period of the exemption is 

extended to December 31, 2021 and the scope 

of exemption is clarified as follows: 
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Before Amendment After Amendment 

Sunset period of the exemption: December 31, 

2018. 

 

 The exemption will be available in the case 

that a company becomes a holding company 

under the Monopoly Regulation and Fair 

Trade Act (“Fair Trade Act”) or Financial 

Holding Companies Act but not available in 

the case where it becomes the majority 

shareholder of non-affiliated companies, as 

stipulated in Article 2(3) of the Fair Trade Act. 

 The exemption will continue to be available 

in the case that a holding company acquires 

shares of its subsidiary under the Fair Trade 

Act or the Financial Holding Companies Act. 

 

(Application) Applicable to tax liabilities arising 

on or after January 1, 2019. 

 

3. Introduction of refund request procedure of withheld local income tax for income 

recipient and income payor (i.e., withholding agent) [Article 50(4) of the LTBL] 

 

Before Amendment After Amendment 

No provision addressing the refund of withheld 

local income taxes.    

(Purpose) Unlike the national taxes, the local 

tax laws before the amendment did not have 

provisions setting forth refund request 

procedures of the withheld local income tax for 

income recipient and income payor, who are left 

with litigation as the only option to appeal 

excessive collection of local income tax. This 

amendment is to resolve the lack of relevant 

legislation and to reinforce taxpayer’s rights. 

 

(Change)  

 Enact refund request procedures for the 

income recipient and income payor for 

withheld local income taxes (same as the 

refund request procedures for national taxes) 

 

(Application) Applicable to taxable years 

commencing on or after January 1, 2019. 
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4. Extension of due date of acquisition tax return upon conversion into heavy taxation or 

recapture of tax exemption [Article 20 of the LTL] 

 

Before Amendment After Amendment 

Acquisition tax return due 

 

 General taxation: 60 days from the 

acquisition date 

 General taxation → Heavy taxation: 30 days 

from the triggering event of the heavy 

taxation 

 Non-taxation/exemption → General taxation: 

30 days from the triggering event of the tax 

recapture 

(Purpose) Resolve taxpayer’s confusion 

stemming from a difference in due period for 

acquisition tax return between (a) acquisition tax 

return upon conversion into heavy taxation or 

recapture of exemption (i.e., 30 days from the 

triggering event); and (b) general acquisition tax 

return (i.e., 60 days from the acquisition date) 

 

(Change)  

 General taxation: remain unchanged 

 General taxation → Heavy taxation: 

extended to 60 days 

 Non-taxation/exemption → General taxation: 

extended to 60 days 

 

(Application) 60-day period will be applicable to 

conversions into heavy taxation or general 

taxation on or after January 1, 2019. 

 

5. Relaxation of acquisition tax exemption standards for environment-friendly 

building/structure [Article 47-2 of the LTILL] 

 

Before Amendment After Amendment 

Acquisition tax exemptions for environment-

friendly buildings and other structures 

 

 Certified as a Green Building at the time of 

acquisition 

 Certified as a Zero Energy Building at the 

time of acquisition 

 

 

(Purpose) Improve certification requirements for 

environment-friendly building acquisition tax 

exemption in line with the government’s 

environment-friendly policy and enhance 

efficiency in exemption system (while also taking 

into consideration of practical difficulties in 

obtaining certification by the time of acquisition) 

 

(Change)  

 Obtain Green Building certification within 70 

days of acquisition 

 Obtain Zero Energy Building certification 

within 100 days of acquisition 

 

(Application) Applicable to tax liabilities arising 

on or after January 1, 2019. 
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6. Rationalization of acquisition tax exemption on real estate to be donated to the 

government [Article 73-2 of the LTILL] 

 

Before Amendment After Amendment 

No acquisition tax is imposed on acquisition of 

real estate to be donated to the central 

government, local government, or local 

government association (the “Government”) 

without the terms of benefit in return.  

 

Acquisition tax exemption is applied on 

acquisition of real estate to be donated to the 

Government with the terms of benefit in return. 

 

 100% acquisition tax exemption is provided 

for the acquisition of real estate or 

infrastructure which will be transferred to the 

Government in exchange for (i) the 

acquisition of real estate or infrastructure 

owned by the Government for free of charge 

or (ii) the free use of the donated real estate 

or infrastructure  

* Apply minimum acquisition tax payment system 

(i.e., 85% exemption ceiling) 

 Sunset period: December 31, 2018 

(Purpose) Reduce acquisition tax exemption on 

real estate donated for which long-term use for 

revenue-making business is granted free of 

charge  

 

(Change)  

 100% exemption on acquisition tax for real 

estate acquired prior to December 31, 2020 

(subject to application of the minimum 

payment tax system, i.e., exemption limit up 

to 85%) 

 50% exemption on acquisition tax for real-

estate acquired after December 31, 2020 but 

prior to December 31, 2021)  

 

(Application) Applicable to tax liabilities arising 

on or after January 1, 2019. 

 

7. Reduction in penalty tax rates for under-payment and over-refund-claim [Article 34 of the 

LTBL-PD]  

 

Before Amendment After Amendment 

Penalty tax rates 

 

 Under-payment and over-refund-claim  

- 0.03% per each day (10.95% per annum) 

of non-payment 

 Under-payment of withholding tax  

- Under-paid amount x 3% + 0.03% per 

each day of non-payment (subject to the 

maximum of 10% of under-paid amount) 

 

(Purpose) Alleviate taxpayer’s burden in 

consideration of reduced interest rate on 

overdue loans  

 

(Change) Penalty tax rate is reduced to 0.025% 

per each day (9.125% per annum) of non-payment  

* 10% limit for withholding tax remains unchanged 

 

(Application) Applicable to local taxes reported 

and imposed on or after January 1, 2019 
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