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{Abstract)

The Tax system for Holding Company

Jin Soo Kim

Following the recent economic crisis, the Korean government had
been considering the introduction of holding company for the estab-
lishment of a more (ransparent corporate structure and smooth
restructuring of the corporate sector. OECD and IBRD had also
recommended the government to allow holding company for similar
reasons. As the process of conglomerate restructuring picked up its
steam, the Korean government, in anticipation of the ease of econ-
omic concentration of conglomerates, finally allowed organizing
holding company in April 1999,

However, there still exist several impediments to the promotion of
holding companies in Korea, including strict qualification
requirements and tax related problems. In order to promote holding
companies, the following tax problems should be resolved.

First, the double taxation of dividend income has to be resolved.
In order to avoid the double taxation problem, the 1999 tax reform
act adopted dividend-received-deduction method. This method
provides a simple way to solve double taxation problem. However,
this should be further extended to operating parent company and the
corporate which holds stocks of other companies. The current share
proportion to be a sltandard for non-inclusion of gains should be

lower and the ceiling for non-inclusion of gains should be higher.



The second problem concerns corporate income tax. Since the net
profit and the net loss between holding company and its subsidiary
are not offset for tax purpose, establishment of holding company
often leads to the increase in tax burden. In order to resolve this
issue, consolidated tax system should be applied between holding

company and subsidiaries.
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