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{Abstract)

Tax Avoidance by Gifts of Securities and
New Tax Treatment Proposals

Han, Sang Kook

The Korean tax law regarding inheritances and gifts was enacted
in 1950 in an attempt to achieve the equitable redistribution of
wealth, which has been considered one of the most important social
goals. Since then, a conscious effort has been made to keep the law
updated in accordance with the changes in social and economic
conditions.

Recently, as the Korean economy became more advanced, various
types of assets became available, and especially, many financial com-
modities are in high demand. Since the current tax law is based on
an enumerative taxation system (i.e., only the items listed by the law
are taxed), gifts of securities cannot be taxed, which offers a legal
loophole through which a substantial amount of tax has been
avoided.

This report tries to provide several solutions for reducing tax
avoidance in gifts of securities. Beginning with a new definition of
this tax avoidance through gifts, the report classifies various types of -
this behavior into several categories. The report then gives a solution
for each identified problem. Most importantly, the report proposes
the following three alternative taxation schemes to deal with the cur-
rent problem of tax avoidance through gifts: 1) subjecting gifts of
securities to income taxation or capital income taxation; 2)
expanding the definition of taxable gifts to minimize the loophole;
and, 3) introducing a new system of rejecting a tax file that contains

an unfair act and calculation.



Among these alternatives, the first proposal of subjecting gifts of
securities to income taxation or capital income taxation, seems to be
the easiest to carry out in terms of actual implementation. Speci-
fically, any capital gains realized through securities transactions can
be taxed appropriately. Meanwhile, expanding the definition of
taxable gifts (the second proposal), or introducing a new system of
rejecting a tax file that contains an unfair act and calculation (the
third proposal), possesses many advantages, but it should be noted
that these proposals have a crucial weakness in that they could
potentially violate the fundamental principle of no taxation without

law.
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