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< abstract >

A Study on the Improvement of
Accounting Principles and Tax System
regarding Merger

Kim, Jin Soo - Kookjae Hwang

Merger is one of the most different areas between accounting
principles and tax accounting. It is quite natural to adjust each
other reflecting the fact the two systems are dealing with the
same economic activities. But in merger two systems are quite
different from the foundations. The purpose of tax accounting
rules is to facilitate business combinations by charging no tax
on merger. And the purpose of accounting principles is to show
the accurate financial position and operational results of merger.
The difference in purposes is the main obstacle for adjusting
accounting principles and tax accounting rules.

Under this background this report seeks to ways to improve
the accounting principles and tax accounting regarding merger.
The most important suggestion of the first part of this report is
to apply only purchase method dropping pooling method in
merger. The main reason of dropping pooling method is that it
1s very much likely to be used to mislead information users
under business combinations between related parties. Under
FASB statement No. 141 US GAAP also requires that all
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business combinations are to be accounted for using the
purchase method only. Other recommendations include the exact
definition of purchase date, recognition principles for intangible
assets, goodwill amortization and evaluation principles,
accounting principles for negative goodwill, etc..

The second part of this report seeks to find ways to set
consistent tax rules under non-taxable merger and taxable
merger. It is recommended that the conditions for non-taxable
merger be reinforced and tax rules be adjusted to accommodate
non-taxable merger without changing economic equity
continuity by allowing to use pooling method. With respect to
general merger 1t 1s recommended that purchase method be used

and merger be taxed reflecting merger is investment in kind.
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