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PROGRAM

2013, Building Welfare State: International Conference of Civil
Society To Prevent Tax Evasion and Promote Financial Transparency

Wednesday, October 9 2013, 2:00PM

Iroom Hall(B1), Iroom center, 22 Uisadang—daero, Yeongdeungpo—gu, Seoul

© Conference topic
— What is obstructing tax equity and tax justice in Korea?

— What is the significance of the financial transparency in relation to the tax

and fiscal reform in Korea?

— How do we evaulate the impact ICIJ's 'offshore leaks' has exerted wordwide?

What are the implications?

- How is the Korean economy affected by multinationals's behaivor of

aggressive tax evasion.

— How are the corporations and the richest abusing tax havens and what are

the problems they cause?

— What are the tasks our international cooperation should undertake to prevent

money laundering and tax evasion.

©Hosted by
People’s Solidarity for Participatory Democracy
European Network on Debt and Development

Korean Civil Society Forum for Tax Justice



©Participants from abroad:
Jesse Griffiths, EURODAD
Stéphanie Colin, EURODAD

Pooja Rangaprasad, FTC

CFirst Session)
14:00~14:20 Greeting Speech
Co-representative of PSPD
Co-representative of Civil Society Forum for Tax Justice
Ana Beatriz Martins, EU delegation to the KoreaEU Ambassador to Korea

Christoph Pohlmann Resident Representative of FES

14:20~14:40 Keynote Speech

The reformation of tax and fical system of Korea : Where are we and Where

we do go? (Byung—Goo Kang, Center for Tax Justice and Budget Priority of
PSPD)

{Second Session: How To Enhance Financial Transparency Innationally?>
moderated by Gibin Hong, Global Political Economy Institute

14:50~15:00 Presentation 1. PSPD (by Se—eun Jung)

15:00~15:10 Presentation 2. FTC in Asia (by Pooja Rangaprasad)

15:10~15:20 Presentation 3. Eurodad (by Jesse Griffiths)

15:20~15:45 Presenters mutual comment

8 2013. 10. 9



15:45:16:00 Coffee break

16:00~16:50 Panel Discussions

Yu-yong Yi, Tax Justice Network, East Asia Chapter

Ho—-rim Yu, Gang—nam University

Jae—han Choi, SpecWatch (Center for Monitoring Speculative Capital)
NewsTapa (Independent media)

Su—jin Cho. Center for Tax justice and Budget Priority, PSPD

16:50~17:10 Discussions

17:10~17:20 Closing Session
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<E 4> THFY TZ(2010) (£+2]: GDP CHH| %)
25A| R ARM|A| AR 227|042
AH|
72l ol i SSME | Z8XE
4 M| zZ2x Tex
2l | asa | B saT | e ael el
AZHC|Ld|of 14.92 4.72 1.35 0.79 0.29 13.45 2.36 5.89
T2 AN LT 9.71 3.36 2.83 2.32 0.38 8.78 1.56 2.16
Nezd 9.28 2.09 1.90 1.02 0.50 11.23 5.29 7.65
HeEy 7.16 2.46 1.56 0.55 0.72 11.02 2.97 6.97
5= 3.59 3.48 2.86 0.79 1.80 8.50 2.39 2.49
OECD 8.42 2.90 1.77 1.05 0.42 10.96 3.21 5.30
T MMM E RESMELFM (R A, SEESAM, Z4E 2IIM), F7AM, A5M, 28 2 A2HeM S22
TN, NHIME = RII7EXIAM|, B A S22 7 KFE. OECD, Tax Database.
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EOME | il | 2A | =AM | XIEA THE | g | 22X | 18F
3= 1.8 8.9 [ 242 [ 220 | 22 10.0 182 | 8.1 10.1
ol 50.0 47370 | 262 | 10.8 5.0 27.9 | 137 14.2
o|= 4.9 8.4 |31 | 328 | 6.3 19.3 | 56 13.7
okl 50.0 42| 230 | 230 | 00 20.0 25.8 | 12.0 13.8
2QE 56.6 1.5 220 | 220 | 0.0 25.0 384 | 7.0 31.4
iop3 60.2 11250 | 250 | 0.0 25.0 8.0 8.0 0.0
= 47.5 5.8 | 30.2 | 15.83 | 14.4 19.0 401 | 20.5 19.6
N 50.7 51| 344 | 344 | 00 19.6 55.3 | 13.7 41.6
REIES 49.0 6.0 26.0 | 26.0 | 0.0 23.0 451 | 16.5 28.6
QEET; 486 104 [ 275 [ 275 | 0.0 21.0 426 | 10.5 32.1
OECD Zd | 425 42| 253 | 228 | 85 18.7 26.8 | 9.9 16.9
F NS JHALSA DR EES| HaAS vl 2)HelMel JHEZ2 XYLSAH SHAMZE
Mo £A|. 3)HUMI(2013H)2 HMLIE LHHX|= 2012d 7|&E. 4)AIE|2&7|0ig2] AR L 2E(flat
rate) 2 Mot =7hc HURES FHIREE 1T
tZ: OECD, Tax Database
St =0 AIAAIE wRt Bl EA =t ASHEAlR QIS pA7]EEe] F
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<i 6> —IMZHY =0 (SH2l: =21, %)
2000 | 20074 | 20084 | 20094 | 20104 | 20114 | 2012:H(EHH)
M|l 13.3 23.0 28.8 31.1 30.0 29.6 29.7
TM[=QIoH 83.2 161.5 167.3 164.5 177.7 192.4 203.0
IMZHE 13.8 12.5 14.7 15.8 14.4 13.3 12.8

AR J|EMEE TRMXESEIAM; 2t AT

H=2o] 8 Arlof| FHELIsHA WA UAe AstEAlE Alerlvte JAste] ZA|
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A R 1999¥EE 2007d2] 717kl Ht 26.8%S 71=35 347 OECD
Sl F AR B $ES 71SsI9l:
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<18 5> X[staH2| 12 (cH2l: GDP CHH| %)
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1 Slck. GE Dol ol 20124 mlst 108 e} 5] AlASA
MEAE 17.1%5 OECD 3193 F 3AR e SZolt Ed 95 71950
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<E 7> JHelaSM A EelM daMEe =HE|W (E21: %)

THRIAEA|(2012H) BolA|(20114)

ol 22X k=== 3 o - o
LS50 | elman | e | aasng | RMSS) | Mol | JIeE

o= 17.1 5.4 6.3 29.8 15.2 13.2 1.4
A= 15.2 13.1 13.8 50.0 26.9 17.4 5.6
o|= 18.7 7.3 7.7 46.7 27.6 10.0 9.0
o= 241 7.3 12.2 35.5 22.2 10.2 3.1
AQE 36.3 0.0 31.4 53.0 15.7 35.5 1.9
Hot3 42 1 0.2 0.4 27.7 20.0 3.6 4.0
= 28.3 15.5 14.8 46.8 18.9 21.9 5.9
TEtA 20.0 22.0 41.0 65.7 8.2 51.7 5.7
mEIES 30.0 16.5 28.6 44.6 11.0 32.2 1.3
o|Er2|o} 35.6 9.6 17.0 68.3 22.9 43.4 2.0
OECD H# | 26.0 8.3 16.7 42.5 15.7 23.1 3.7

1) MoALEAM 2 ASEZAS] AEMES2 Z=MAHEN DM ALS O] THRIASAMeF AS|EEAM 2|
HIE2M 7Hel4A50| USD 102t Efel 2XHY SAXIE J7|Foz ME
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2) MAEX &=

(& BollA Hzo] b= A& B B A Arddoll HeshAl HSHIL A
sheofelle FAPE FAsto] b oz Faatede] wiEaade] o k=, Ak,
gL T AN ez s AR itk Ao Hest
of o] Fopo] tigt A& B E OECD 2= F vl 32 7oz Hrid
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<ZE 8> LTl 7ISE MERIE(2011H) (cH2l: GDP ChH| %)

old 23 | Ax skA Qet Al
R I IR e

AZIC|LH]|oF 128 | 2.9 2.4 8.1 0.8 11 |147 | 25 [128 | 41.8
o I ZAHAG 118 | 59 | 48 |104 | 1.3 | 1.8 |178 | 1.6 | 13.3 | 31.3
MeEd 129 | 23 | 3.4 | 96 1.8 | 1.5 |1565 | 2.4 |10.9 | 39.7
=REd 17.9 | 32 | 40 | 83 15 | 1.1 |135 | 20 | 9.9 | 386
ot 151 | 86 | 42 | 201 | 24 | 33 |[152 | 2.2 | 15.8 | 13.1
OECD & 136 | 35 | 3.8 | 104 | 1.6 | 1.5 |[144 | 2.7 | 124 | 36.0

At&: OECD, Statistics Database.

TIABIEA &S] AL EX=TTe] - Apolg Huh Heo] HolFErh (B
DA Ho] AFttuHloly ER|=7l= ARSIAHIAE 7|Hto 2 7182154 A3
AAS Fholal Qo PF2MEY EX=rte Y 9] EXxES HIEYst
o AFst] Frod&H(residual) 545 Holal Utk =9 BEX|R|&2 FP=2=2MEY
E2]=71e] EAO 7PAAGE, ARRJAH| AL A=A LFAR T2 T8R0] HlFo] Aot

L HolH AEAE Roln 9t

<E 9> SSARI=AIX|ES| SX=7IREE 54(2009H) (Sl %)
AIEN X(& PINPSNE=
LS
e | wEeet | o M3 | A
RA Tapy | MEMEIE R e mma | 2o
A7t L ok 43.6 48.1 36.1 12.0 8.3 3.6 4.7
WS 2 36.0 57.5 53.2 4.3 6.5 1.8 4.7
Mred 46.4 43.2 39.0 4.2 10.5 3.9 6.6
HrEd 56.2 35.6 33.2 2.4 8.2 2.2 6.0
= 29.6 60.1 51.4 8.7 10.3 6.3 4.0
OECD H+ 45.3 47.8 42.6 52 6.9 2.3 4.6

T ASHAE XES ol 6330, RE20, FeuHH Z0i2 M0, glZetst 2 2A XE2 24,
715 B304, TH U JEXIZE TM. ABIME[AE ToIMH[AQL JIEME[AZ TA / RE2: OECD Social
Expenditure database.
ehH A& RtA o] 71t mlAdol] tiet FAb=s A]&ETbset BX]=Te
A eS| 8¢ &5kl 7S EHS- 25 S0 tiet RS
o Lzolrh (E 10poA HEo] 2009d $H2o] He o
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o thdt AFAEE OECD 1T B HolHT QAEr fA8e} EgFol
WED gt Tet AT TgRgo] meiso] o] Bk fEt A tEi

<E 10> 715 -ES- 255 K0 st MAX|E(20094) (EH2|: GDP CHH| %)

517 715504 25 2 7X@ ESS]

B = M| ZMIEH 25 TR s

St 5.31 0.04 0.77 0.20 0.6 0.1 3.6
oz 4.59 0.51 0.45 0.53 0.3 0.1 2.7
o|= 5.52 0.11 0.59 0.52 0.1 0.3 3.9
A= 9.92 2.46 1.38 0.38 0.5 0.7 4.5
AR 9.65 1.58 217 0.00 0.9 0.5 4.5
diol3 10.4 1.63 2.27 0.00 0.7 0.7 5.1
= 6.76 1.16 0.89 1.01 0.1 0.4 3.2
T 8.98 1.44 1.76 0.78 0.4 0.7 3.9
J2|A 1.52 1.02 0.40 - 0.1 0.0 -
o|Ef2|ot 5.58 0.78 0.80 0.00 0.2 0.5 3.3
OECD "¢ 7.13 1.41 0.94 0.28 0.3 0.4 3.8

At2: OECD, Family Database

3) MYZH MY dut

=2 TETFE B AREYES] AZAIHer 22 AR Hlde SESHEA A

LA S AR ARE Sigels A3zoR g

o weAH BARM A, AP 5 7 Bopelqo] gl welo] a7
s, ARAE FAA ZF AmSo] AUslA AUHL AL 1 HTHIS &

o 1=

[¢} =
ol WA oz MNEFHSo] AgEoloF Tt

JYNE BIST AFT 479 BAAEE ) FIREY AAGE A
AYFEA] YTt LR e W] R gek T hEAS A
Spzel FUWNEPRUPAEE AURES ALAA] BAZ o) WL A
gz BEskd 2ot ek (17 ©oX BEo] 20108 @A £5A50] A
A wlgtolelx 47k ofd )zRAe] AZAhe 663 ARITHER 54
Ak B GE Dol H50] 20109 89 JREEde] 3A9E, A4uY, 18
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By n7llEe 247t 28.3%, 2.7%, 33.9%°] Eakil itk E5] AR H AHztA]

€ AR ARE, Adad=ZAE Bl A YA Stk Ads A
o HPA L] -8R mZFES 217t 67.3%9F 58.3%c Holal ok FEEE
oF ARlE o] At Ui ihe HS ASAA AE7Es? BA=7e] W
S1dRch

<12 6> MA5E 2E(20104 7|F) (Sl %, 71 B)

(7) 89.15%(1,215%F 2} 7)
75.32%(3,6609F )

(6) 7.43%(1308F 2}3)
5.00%(3350F H )

160%

(5) 6.89%(1217F 7F3)
5.05%(2949F H )

120%

(2)+(3) 5.85%(1029F 7}32)
3.62%(16501 )

== 4] 2
100%

(4)

5.70%(100%F Z}7)
1 2= (2) (3 4.75%(2508F )
5.0%(s88%} 7}7) 3.78%(660F 71 3) 2.66%(369¢
3.19%(1558F =) 2. 41%(1173F ) 1.40%(6s2t

259017EHY 1008 120% A2k

Ex: Ol8fZl 2((2011).

<E 11> AIZ2A}e| AIFEE 0|71E(20104 8 7|F) (EH: %)
B2 PAPALR= Rtk
| 28.3 2.7 33.9
1-4 62.7 6.2 74.3
5-9 40.4 3.8 48.1
] 10-29 25.1 2.3 29.9
AR i 30-99 14.4 14 17.8
100-299 6.8 0.7 8.5
30021 OfAt 3.6 0.3 5.0
Aeld 62.3 6.1 67.3
AZAHE e 23.4 2.1 30.5
bz 4.6 0.3 8.3
A 17.2 1.7 21.5
(M1 &+8) 1.4 0.0 2.6
DEEE| (™ A 57.5 5.9 70.7
(" L8) 78.6 10.9 92.5
ISP 50.5 4.5 58.3

T AFAS2 AlZtelgol Eolgkel 2/3o(ekel 42 ‘MAF, 2/30l4g ‘1F, O S ‘FUF LR
7;{ [s13

A2 SAY, "FMBSIT T2YEHY $I1EAL | 20108, 01H3](2011) M2l
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St A2 AARNA S B TEE] Aol Zefet Aol ArelA
oz ARt £Fo S BN flside 1A eR ARl a5EH)
7t BB olFolA N, 240 R . A7 AFAES] BEET RHiE okt
= Qlofok Bt (& 120l B0l oh=9] e Al 9 oA ES F3 Hde
Aa d AEEWS dstav= 7247 13.9%%t 9.1%=2 OECD g¢=r ¥4 &=
Oﬂé-i*ﬂ—éﬁé EA=7 ] HlsiME A "ot RlZE Haav= OECD od

#5telolH, 25585 gelavte ¥ thal® 7P W2 sl

T

<E 12> ZM-o|MX|E9| M=EHH & gIEE 24 £1H2010H)

vizs XA

ANYAS | JIHEAS | A8 | AEAS | JKEAS | ZARHI8
AZIC| L |obE 27.5 7.5 72.7 0.443 0.258 41.8
T 2AH AT 30.4 12.2 57.8 0.497 0.337 31.7
M 30.9 8.4 72.6 0.476 0.281 40.7
HrEd 32.2 13.5 58.1 0.514 0.335 34.9
= 17.3 14.9 13.9 0.341 0.310 9.1
OECD H®## 28.5 10.9 60.0 0.470 0.307 34.4

e, oldE, A=, FEME, AfAE 2009d AtZOIM, Ui, AR, BF|= AR FEME M

=
H2g2 E45 50% 7|&E / A= www.oecd.org/statistics

F 13)of|A HZo] SEuete] 1919 A543 OECD 3d= Bt W2
oty 8B E4kgo] Yol §435] Frloke ARekert A EXA e A
271=AS Qdsty 9Jon, AAEL OFCD d¢¥= = 7F4 =t} Better Life
Index®l 7]%3t Sh=ro] PEA|4= OECD Hyt ol t|A]x] Fskal ot

O

<# 13> SX|=7t7aE 4H4at H|w (Etl: USD =2 PPP, %)
HAMX|Z AR &
121 GDP 1EE Eits S HEX| 4
AZiC|tH| ok 36,625 72.9(70.6) 1.92 12.48 54.4
U2 22 34,974 68.8(64.1) 1.95 10.70 54.2
Meed 34,218 69.2(64.1) 1.70 13.60 51.4
HREd 24,434 56.3(51.0) 1.42 6.13 40.9
e 27,554 64.2(53.1) 1.23 33.50 45.4
OECD H+ 30,564 65.0(56.8) 1.74 12.70 47.0
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Keynote speech Summary

The reformation of tax and fiscal
system of Korea

Byung-Goo Kang / Center for Tax Justice and Budget Priority of PSPD

1. Conditions of Korean Economy

Since 1960s, Korea’s rapid economic growth has been evolving around large
export companies, capital—centered growth strategies, and economic policies that
could be summarized as “Growth—first and Distribution—later”. But as the
potential for both economic growth and creating employment began to run out
since 1990s, the gap between rich and poor are constantly widening. The
polarization of income and asset is growing at the same time as the
concentration of economic powers to family—owned conglomerates(chaebol) is
deepening since 2007. The polarization and inequality structures damage the

social consolidation, thus threatening sustainable growth as well.

2. Traits of Korean fiscal structure

Korean fiscal structure has the traits of liberal welfare state. In 2010 the total
tax revenue excluding social security as the percentage of GDP is 19.3%, and
the total tax revenue including social security runs at 25.1% of GDP. Both
figures are considerably low compared to other OECD countries. The public
social expenditure is much below the OECD average. The national debt structure

is rather sound, but the amount of debt is rapidly growing and considering the

28 2013. 10. 9



debt of public companies and decreasing tax revenue, it is difficult to say that

the fiscal structure is sound.

1) Tax System

In terms of tax revenue as percentage of GDP, individual income tax, recurrent
taxes on immovable property, consumption tax and social security contribution
are low while the corporate income tax and taxes on financial and capital
transactions are comparably high. Various tax exemptions and low top marginal
tax rate is causing the volume of income tax to decrease. The constantly

dropping share of labor income also contributes to it.

The high percentage of corporate tax in the tax revenue is due to its large tax
base. In Korea, economic powers are concentrated in chaebol and the relative
share of labor income is low so the base for corporation tax is large compared
to that of personal income tax. The fact that corporation tax rate is lower than
personal income tax rate results in favouring legal person status than real
person, also contributing to enlarge the tax base. Various tax exemptions
exploited by people earning high incomes and large corporations reduces the tax
revenue alongside low top marginal tax rate and widespread underground

economy.

2) Fiscal Structure

Korean fiscal expenditure is overly concentrated on economic affairs, defence,
and civil engineering & construction. On the other hand, public investments for
welfare services are quite insufficient, rendering allocation of public resources
inefficient. Composition of public expenditure varies according to types of
welfare states. Korean fiscal structure has the residual traits of liberal welfare
state, which has less social expenditure compared to social democratic welfare

state and concentrates its efforts on alleviating poverty.
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3) Social and Economic Effects of Fiscal Policy

The challenge Korea now faces has two aspects. A considerably large part of the
populace still don’t have the benefits of public assistance and social insurance
even if they are in need. New kind of problems such as low birth rate and
rapidly aging population, polarization of wealth, growth without employment are
emerging after 1990s and overlapped with the old ones. Low social expenditure
impedes the efforts to close public assistance gaps, and a lot of low income
workers are excluded from the social insurance. This shrinks the domestic

spending, and as a result threatens sustainable development of welfare state.

For individuals and families to be guaranteed a socially acceptable standard of
living in capitalist market economy, firstly it is crucial that income distribution
in the market is fair and secondly the state needs to function as an alleviating
agent for inequalities of market income distribution. In case of Korea, the rate
of poverty reduction and income inequality alleviation through tax and social
expenditures are 13.9% and 9.1%, respectively. They are quite low compared to
OECD average and even other liberal welfare states. The rate of poverty
reduction is lowest among OECD countries, and income inequality alleviation

efficiency is lowest next to Chile.

3. Alternative Fiscal Policies.

Liberal fiscal policies adopt efficiency—centered tax reduction policies and aim to
achieve a small government, depending on trickle down effects for distribution.
Alternative fiscal policies try to build a virtuous cycle of growth and distribution
by more progressive tax system and dense social safety net. This corresponds to
the paradigm shift of the old profit-led growth model to the new income-led
growth model. Considering that Korean economy is heavily dependant on

exports and the amount of household debt is rapidly rising, the shift to the
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income—led growth regime can be an effective alternative to the failure of liberal

fiscal policy.

4. Tasks of Reform

To develop welfare state in Korea, increase in the total tax revenue and welfare
expenditures is required. Tax increase is inevitable to overcome the current
system of ‘low tax and less welfare expenditures’. Modification in the current
tax system must aim to enlarge tax base, and raise top marginal tax rates of
individual and corporate taxes as well. Efforts for achieving fairer taxation are
required at the same time by detecting tax evasion, and introducing tax on
financial derivatives. Recovering balance in the fiscal expenditure structure and
enhancement in income distribution function of taxes and public transfers are

also needed.
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Preventing Offshore Tax Evasion

and Promoting Financial
Transparency: Korea’s Challenges

Se-eun Jeong

PSPD

Center for Tax Justice and
Budget Priority,

Offshore Tax Evasion Statistics: Korea

According to Tax Justice Network (TIN), Korea ranked third in the world
for its accumulated asset of USD 779 billion transferred to overseas tax
havens between 1970 and 1H of 2012,

In recent five years, the amount of foreign exchange transaction (USD
1,221.9 billion) far exceeds that of cash transaction (USD 656 billion)
between Korea and tax havens,

In 2012, about KRW 2 trillion were legally reported and remitted to tax
havens, amounting to one third of the total FDI,

The amount of investment in four overseas tax havens (Cayman Islands,
Bermuda, Virgin Islands, Labuan of Malaysia) by non-financial listed
corporations, reported by Bank of Korea on April 22 this year, reached
KRW 1,800 billion (56.39% increase from 2011),

'However, this is just the tip of the iceberg and the exact amount of

evasion is stlll unknown, Financial transparency is of utmost
im portance to prevent offshore tax evasion,

46 2013. 10. 9



I(nrean government's Effortsto I'rlvent
llilsnore Tax Evasion

1. Robust International Cooperation for Exchange of Tax Information

Since the global financial crisis of 2008, there was increased need for
international cooperation to prevent tax evasion, and OECD’s standard
for exchange of information became an international norm,

The Korean government also stepped up efforts for international
cooperation since 2009 in order to prevent tax evasion by @ Enhancing
information exchange in the tax treaty framework, @ Signing Tax
Information Exchange Agreements with non-tax treaty countries, @
Signing the Multilateral Convention on Mutual Administrative
Assistance in Tax Matters,

First, Korea signed new tax treaties or bolstered existing treatiesin
accordance with international standards, for example by agreeing to
provide financial information, Since 2009, Korea eithersigned or
revised tax treaties with 20 countries to strengthen information
exchange, which are now in ratification process,
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Korea-Switzerland tax treaty revision

(in effect since July 25th, 2012)

The revised treaty includes a new provision for tax
information exchange such as financial information. The
two countries agreed to allow request for information
based solely on account numbers without any personal
information such as name and address. Data after January
1st, 2011 are available,

In relation to above, reported amount of individuals’
accounts in Switzerland increased 14 times from KRW 7.3
billion in 2011 to KRW 103 billion in 2012, It seems that
the revision of tax treaty had a significant impact.

1. Robust International Cooperation for Exchange of Tax Information

Second, Korea is negotiating Tax Information Exchange Agreement
with non-treaty countries and 14 agreements are in ratification process
after signing since 2009,

Of 14 agreements, two (Cook Islands, Marshall Islands) were ratified by
the National Assembly, two (Bahamas, Bermuda) were signed, and 10
(Samoa, Guernsey, Cayman Islands, Vanuatu, Liberia, Saint Lucia, Jersey,
Anguilla, Costa Rica, Virgin Islands) were provisionally signed.

Third, Korea signed the Multilateral Convention on Mutual
Administrative Assistance in Tax Matters, This convention aims to
exchange information on tax administration and provide assistance in
tax collection mainly among OECD countries (not excluding developing
countries), consisting of 34 members,
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1. Robust International Cooperation for Exchange of Tax Information

— — e e e ———— e s . ! Sy

Starting from next year, Korea will reinforce exchange of tax-related
financial information based on the tax treaty.

First, as for information exchange on request, signatories were able to
provide information of non-residents, foreign corporations, residents,
and domestic corporations only in case of individuals with identified
personal information, Now, they can exchange information on those
groups consisting of two members and over with unidentified personal
information.

For example, it is possible to exchange information of everyone holding
a particular financial product with high possibility of tax evasion, Fine of
KRW 30 million will be imposed on financial institutions not complying
with request for information.

Second, as for regular exchange of information, sighatories were able
to provide information of non-residents and foreign corporations only.
Now, residents and domestic corporations are also included, Fine of
KRW 30 million will be imposed on financial institutions not complying
with request for information.

1. Robust International Cooperation for Exchange of Tax Information

Despite the government’s effort, there seems to be slight
achievement so far. Among 30 traditional tax havens, only
7 countries have officially signed tax treaty with Korea. Tax
authorities have virtually no measures at hand against 77 %
of tax havens (23 countries).

14 countries, almost half of the total, do not have any tax

treaty with Korea. 9 countries signed only provisional treaty
with Korea, and ratification will take 1 to 5 years.
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Foreign Financial Accounts Reporting was introduced at the end of
2010 in order to prevent tax evasion and closely manage offshore
income, The regulation obliged domestic residents or companies to
report foreign financial accounts with more than KRW 1 billion to the
NTS (National Tax Service).

According to the regulation, domestic residents or companies with
foreign account holding more than KRW 1 billion for at least a day
must report details of the account to a local NTS office in June of the
following year, Fine against failure to report rose from 5% to 10% of
the amount not reported. When an individual or a company get caught
violating the reporting duty, the Korean government decided not only
to fine them but also to make public their names,

Starting from 2013, the reporting threshold changed from the highest
annual balance to end-of-the-month balance, Type of target account
was also expanded to include all financial asset accounts such as bond,
derivatives, funds, and etc,

2 Introductlon of Forelgn Fmancnal Accounts Reportlng

In 2011, 211 individuals and 314 companies reported their accounts,
totaling KRW 11.5 trillion, 302 individuals and 350 companies reported
in 2012, amounting to KRW 18.6 trillion,

Not a single reporting was filed for the Virgin Islands in 2012, and
neither tax treaty nor tax information exchange agreement was signed
between Korea and the Virgin Islands, Therefore, acquiring information
is critical,

Considering the current situation, the Korean government will
introduce following measures next year,

First, obligations regarding submission of documents on overseas
subsidiaries will become tougher to include trading profit and loss

statement,

Second, punishment against violating the reporting duty will be
strengthened,
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Currently, 78 countries (including the US, Japan, China, the UK,
Germany, Australia, Switzerland, Belgium, and Singapore) benefit from
limited tax rate through tax treaty with Korea.,

So far, investors of overseas funds established in these countries could
benefit from limited tax rate on theirincome from investment in Korea,
regardless of their nationality, location, and etc,

From July 1st, 2012, the Korean tax authority deducted withholding tax,
applying tax rates in accordance with domestic tax law when overseas
private equity funds such as Lone Star make revenue by investing in
Korean securities and real property and fail to present their investor list,

The NTS expects to collect tax from so called black-haired foreigners,
some rich Koreans who do not pay their taxes by putting money in
overseas funds that invest in the Korean market,

2 Tlghtemng the Conditions of Limited Tax Rate in the Tax Treaty

However, there are lingering problems with regard to offering tax
benefits to paper companies which have their headquartersin tax
treaty countries,

Korea signed BIT and FTA with 24 OECD countries, but only three
agreements (Korea-Hungary BIT, Korea-Chile FTA, and Korea-US FTA)
exclude benefits for paper companies, Therefore, Korea has to provide
benefits to paper companies in most cases,

In this regard, the case of Lone Star has particularimportance, LSF-KEB
Holdings, a subsidiary of Lone Star which acquired KEB in 2003, is
allegedly the beneficial owner of KEB and a paper company established
in Belgium for tax evasion,

Lone Star filed a lawsuit against the Korean government for the KRW
400 billion, which was deducted as capital gains tax from its 4-trillion-
won sale of KEB to Hana Holdings, based on the double tax avoidance
agreement between Korea and Belgium
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4 ReV|5|on of the Flnanaal Intelllgence Unit Act

Under the FIU Act, the Financial Intelligence Unit was established in
order to find and punish or inform investigative agencies of illegal
financing activities such as money laundering.

The FIU Act and the Act on the Regulation and Punishment of Criminal
Proceeds Concealment were enacted as a package after the PSPD’s
petition for the legislation of anti-money laundering law, The PSPD
argued that the NTS needs enhanced access to financial transaction
information in order to scale down the underground economy and
trace illegal political funds,

As President Park pushes to crack down on the underground economy
to finance welfare programs, the NTS requested for a big scale opening
of the FIU’s financial transaction information,

4 Revmon of the Financial Intelligence Unit Act

52

The NTS's Argument Civic Groups’ Concerns
- It is difficult to get a complete - The NTS can already receive
picture of the underground information from the FIU for
economy only with tax investigation into accusations
investigation. Full access to of tax-related crimes.

financial transaction information

. - Only half of the financial
can increase tax revenue.

information provided to the

- Large amounts of cash NTS is actively addressed.
transactions are far from
activities of ordinary citizens, so
the risk of privacy violation is
minimal.

- Full access to the FIU's
information could be “empty
vessels with loud noises but
little usage”

- Abolition of financial secrecy is

. : - There is substantial risk of
an international trend.

privacy violation and, in

- Restricted access to financial particular, abuse of the
information encourages tax information for political
evasion. purposes.
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4. Revision of the Financial Intelllgence Unit Act

The FIU Act revision bill, which passed the National Assembly this year,
expands the FIU’s duty to provide information from Suspicious
Transaction Report (STR) to Currency Transaction Report (CTR), But it
was watered down from the original bill due to privacy concerns raised
by the opposition and civic groups.

First, the revision limits the use of the FIU information to “investigation
on tax evasion and tax delinquency”, not “tax collection.”

Second, the Information Analysis Commission will be established under
the FIU in order to review requests from the NTS to prevent abuse of
information,

Third, the FIU is obliged to notify the party concerned of the provision
of CTR (transaction over KRW 20 million) to the NTS or the Korea
Customs Service (KCS).
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1.Demand for a Revision of the Real-Name Financial Transactions Act

After the introduction of the Real-Name Financial Transactions
Act in 1993, all transactions under a false name or anonymity
were altogether banned, which made it possible to trace the
source of illegal funds,

However, recent increase in the use of borrowed-name bank
accounts by politicians and business leaders caught by the
financial authority highlights the need to revise the Act.

The Act requires financial institutions to conduct transaction
under the real name of a trader, but allows transaction under a
borrowed name,

Moreover, when the act is violated, a penalty of only KRW 5
million is imposed on the executives and staff of the financial
institution, and the trader is not punished. Also, punishment on
the executives and staff of the financial institution is minimal,

1,.Demand for a Revision of the Real-Name Financial Transactions Act

A Revision Proposed by Civic Groups

It obliges not only the financial institution but also the trader to
transact under the real name, It also bans transactions under
borrowed-name and assumes that the effect of transactions
under borrowed-name belongs to the real name holder,

Executives and staff of financial institutions and traders who
don’t use real name will face imprisonment of up to one year, or
penalty of up to KRW 10 million,

A six month grace period will be given for conversion to real
name accounts, After the period, a fine of 30% of the total
amount of money in the account will be imposed. Additional
enforcement fine of 10% of the total amount of money in the
account will be imposed the following year, then 20% of the
total the year after,
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Existing law requires domestic residents or corporations to
report overseas financial accounts in order to prevent
offshore tax evasion. But due to many loopholes, the law
lacks effectiveness.

In its recent tax code revision bill, the government claims to
have strengthened obligations of overseas subsidiaries to
present documents and expanded exchange of tax-related
financial information between countries. However, there
are skepticisms about the bill's effectiveness.

2 Demand for a Strong Tax Evasion Preventlon Act

Civic Groups’ Proposal
The PSPD calls for the legislation of a special act that puts utmost
importance on investigation and punishment against offshore tax
evasion,

The main focus of the proposed act is to @) require the government to
present to the National Assembly an Annual Comprehensive Plan for
Prevention of Offshore Tax Evasion and @ set up the International Tax
Information Analysis Center to promote transparency of tax revenue
sources and collect and use tax-related information,

The proposed act expands the scope of reporting for overseas assets
from existing overseas financial accounts to real-estate, work of art,
ships and airplanes, equity shares, and etc,

It strengthens fine and penalty for failure to report, It also contains

voluntary reporting rules on overseas assets and income, which
mitigates penalty, fine and additional tax for voluntary reporters.
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2 Demand for a Strong Tax Evasmn Preventlon Act

Anyone being punished for failure to report, or found guilty of offshore
tax evasion and charged more than KRW 1 billion can be designated as
a person of interest, When the person is punished under the special act
or tax code, he or she bears the burden of proof that the punishmentis
illegitimate.

Any country or region that has tax rates lower than 15% of the actual
income, or that can be used as tax havens regarding its tax code, tax
administration, and frequency of offshore tax evasion can be
designated as a region of interest, Tighter rules and standards will be
imposed on the region of interest, and when a resident directly or
indirectly set up a firm in this region, he or she will be assumed as the
beneficial owner,

The NTS should open annually a list of tax evaders over certain amount,
and at the same time, make public related administrative information
(tax evasion statistics, countermeasures and their results, number of
prosecution, etc,).

2 Demand for a Strong Tax Evasion Prevention Act

e e e o e e e e e e e e e e e e L e e e e T e e e o

Response of Political Parties

The ruling party does not see the act of establishing a paper
company in tax havens as tax evasion in itself. It puts emphasis
on punishment, if accusations for tax evasion prove to be true
through the investigation of the tax authority,

The ruling party demands treasury redemption of all the funds
illegally diverted for tax evasion and harsh punishment such as
imprisonment of up to 10 years,

It also supports opening the list of confirmed perpetrators of tax
evasion and concealment of overseas properties, and abolishing
the exclusive right of complaint by the NTS and the KCS to let
everyone to file complaints. (Now the KCS regularly exposes
concealment of overseas properties, but it doesn’t open the list
of violators or file complaints)
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_ 2 Demand for a Strong Tax Evasion Prevention Act

The opposition has Proposal A and Proposal B.

Proposal A includes legislation of a special act to require the NTS
to present statistics to the National Assembly, increase additional
tax for companies that fail to present documents while
concealing income in tax havens, open the list of confirmed tax
evading companies, and allow spot tax investigation,

Proposal B aims to expand the scope of mandatory reporting on
overseas properties from existing overseas financial accounts
(bank, securities, derivatives accounts) worth more than KRW 1
billion to include equity shares, real estate, ships, work of art,
and etc, It also imposes imprisonment of up to two years or fine
of up to 10% of the unreported amount, in case of not-

reporting or under-reporting the overseas properties worth more
than KRW 5 billion,
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AIthough the government strengthened exchange of
information and reporting rules to prevent offshore tax
evasion, concerns exist as to whether these measures are
strong enough to promote financial transparency.

Civic groups are calling for the legislation of a special act,
insisting that strong tax evasion prevention is necessary. It is
uncertain how much effort lawmakers will put into this
issue. More discussion must follow on what kind of
domestic measures should be in place.

The NTS, the KCS, and the FIU have to closely cooperate to
tackle offshore tax evasion. At the same time, the risk of
privacy violation by these authorities is high, Striking the
right balance between the two aspects is a key challenge.

Cooperatlon with overseas civic group is also important. As
Korea is an OECD member state and an Asian country,
international cooperation can be carried out on two levels.

Civic groups are active on this issue among OECD member
states, so the level of cooperation should be decided on.

International cooperation in Asia is in its infancy. The role of
civic groups in Korea should be discussed.
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Contact:

rpooja(@cbgaindia.org

For more information:

www.financialtransparency.org
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Financial Transparency in Asia

Pooja Rangaprasad
Financial Transparcnc v Coalition/

Centre for Budget and Governance Accountability

9 October 2013

-
.

ILLICIT FINANCIAL FLOWS

® From 2001 to 2010, developing countries lost US$5.86 trillion to

illicit outflows

® Asia accounts for largest share of illicit outflows from developing
countries with 61.2 percent of total outflows (2001-2010)

® Five of the top ten countries with largest illicit outflows are from

Asia (China, Malaysia, Philippines, India and Indonesia)

Source: Illicit Financial Flows from Developing Countries: 2001-2010, Global
Financial Integrity, 2012
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Illicit Flows 2001-2010; Regional Shares in N
Developing World Total

B Africa

W Asia

] De\‘eloping Europe
W MENA

B Western Hemisphere

Source: Global Financial Integrity, 2012
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Asian Highlights of IClJ ‘Offshore Leaks’

Indonesia: Billionaires with ties to former dictator Suharto,
two sons of former president B. ]. Habibie and nine of the
Indonesia's richest 11 families, appear in the secret records of
offshore trust and company owners

India: Two members of Parliament, the world’s largest
producer of cut roses and other major business owners are
among hundreds from the subcontinent revealed to have links
to the offshore world, prompting a government investigation

Malaysia: Top Malaysian politicians and their families,
including former prime minister Dr Mahathir Mohamad's
son Mirzan and current cabinet minister Raja Nong Chik
Zainal Abidin, are among prominent Malaysians with
secretive offshore companies housed in Singapore and the

British Virgin Islands
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¢ Pakistan: Pakistani politician Moonis Elahi, whose father
Chaudhry Pervez Elahi has just stepped down as deputy prime
minister, owned a secret company in the British Virgin Islands

® Mongolia: One of Mongolia’s most senior politicians says he is
considering resigning from office after being confronted with
evidence that he has an offshore company and a secret Swiss bank
account

* Philippines: Newly uncovered documents link Maria Imelda
Marcos Manotoc, the eldest child of the late Philippine dictator
Ferdinand Marcos and now a senior political figure in her own
right, to two secretive offshore trusts and an offshore company

* South Korea: oldest son of South Korea’s former president

Chun Doo-hwan obtained a British Virgin I[slands company in 2004

amid a tax evasion probe into his younger brother’s alleged
involvement with their father’s bribery—fed slush fund

Source: International Consortium of Investigative Journalists (www.icij.org)

~

o

Money Laundering in Asia

Drivers of Money Laundering in Asia

* Domestic Criminal Activity (drug trafficking, gambling,
bribery, tax evasion, human trafficking ...)

* Informal Financing Mechanisms

¢ Prominence of use of cash in business and financial
transactions

e Cash smuggh’ng across borders

Source: Asian Development Bank. “Enhancing the Asian Development
Bank’s Role in Combating Money Laundering and the Financing of
Terrorism.” March 2003.

4
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Money Laundering in South Korea

® Economic crimes such as tax evasion and embezzlement
more challcnging issues in South Korea

® Utﬂizing tax havens and paper companies to evade tax and
illcgally move assets overseas an issue
® Main pattern of money ]aundcring in South Korea is mostly

observed in the private sectors such as finance, banking,
trade and construction

® Cash transaction is the most common method of money
laundcring

Source: Asia/Pacific Group on Money Laundering, ‘APG Yearly Typologies
Report, 2013

\

~

FTC Recommendations

® Country-by-Country Reporting: Requires that all multi-
national corporations report sales, profits, and taxes paid in
all jurisdictions in their audited annual reports and tax

returns

* Beneficial Ownership: Requires that the beneficial ownership
and control of companies, trusts and foundations be readily
available on public record to facilitate effective due diligence;
and explicitly require, and enforce, that financial institutions
identify the ultimate beneficial owners or controllers of any

company, trust or foundation secking to open an account.

4
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® AutomaticTax Information Exchangc: chuircs governments

to collect from financial institutions data on income, gains,
and property paid to non-resident individuals, corporations,
and trusts. Mandates that data collected be automatically
provided to the governments where the non-resident entity is

located

Anti-Money Laundering Measures: Requires that predicate
offenses for a money laundering charge are harmonized at
the most restrictive level and codified

Trade Mispricing: Requires that the parties conducting a sale
of goods or services in a cross-border transaction sign a
statement in the commercial invoice certifying that no trade
mispricing in an attempt to avoid taxes or duties has taken

placc.

\

~
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OECD Base Erosion and Profit Shifting
(BEPS)

As member of OECD/ G20, South Korea has a key role to
play in the BEPS process
Absence of space for dcveloping countries to participate in

the process on ‘cqual footing’ a concern

Meeting of the OECD Task Force onTax and Development:
30-31 October 2013, Seoul

Agenda includes: BEPS & developing countries, transparency,
exchange of information, addressing tax evasion & illicit
financial flows, natural resource taxation, tax incentives for

investment
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FTC Asia Network

® 15 organisations from Afghanistan, Bangladesh, China, India,
Indonesia, Nepal, Philippines, Pakistan, S. Korea

* Research Plan for 2014: Country-specific policy briefs in
Afghanistan, Bangladesh, China, India, Indonesia, Philippines

* AdvocacyTargets: G20 (China, Korea, India, Indonesia,
Japan), UN Tax Committee (Malaysia, China, Thailand, India)

* Regional Targets: Asia Pacific Group on Money Laundering,
ASEAN, SAARC,APEC, East Asia Summit, OECD (South
Korea, Japan)

~

THANKYOU

Contact:

= B, - 1s L

rpooja ngcbgam(ha.ol g

For more information:
www.financialtransparency.org
www.cb gam(ha .org
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Combatting global tax evasion —
Korea and the global picture

Eurodad
9 October 2013

X\
eurodad
D/

Summary

1. Tax evasion top of global political agenda
2. Key issues are on the table - examples

1. Automatic information exchange
2. Beneficial ownership

3. Progress —alone or together?
4. Role for Korea?

X\
eurodad
O/
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Summary

1. Tax evasion top of global political agenda

X\
eurodad
D/

1. Tax evasion top of global political agenda

* G8 - “...we commit to playing our partin
developing global solutions to the problems of
tax evasion and tax avoidance.” (2013)

* G20 - “Tax avoidance, harmful practices and
aggressive tax planning have to be tackled.”

X\
eurodad
DL/
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Summary

2. Keyissues are on the table - examples
1. Automatic information exchange
2. Beneficial ownership

X\
eurodad
D/

2. Key issues are on the table (l)

* Automatic information exchange between tax
authorities

— Current rule = exchange on request (you must
know what you are looking for before you look!)

— OECD leads work for single global standard by 2015
— Endorsed by G20
— Will developing countries be excluded?

X\
eurodad
DL/
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2,

Key issues are on the table (Il)

* Publicregistries of beneficial owners

— Secret ‘shell companies’ at heart of tax dodging

— E.g. US-owned private equity firm Lonestar set up
company in Belgium (in 2003) to sell its stake in
the Korean Exchange (no capital gains tax)

: to avoid USS$342 million of capital gains tax in Korea.

X\
eurodad
D/

Fake companies — just takes a phone call!

76 2013. 10. 9
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Summary

3. Progress — alone or together?

X\
eurodad
D/

3. Progress — alone or together?

* Alone
— USA passes FATCA
— EU to pass law on beneficial ownership?

* Together
— Work through international institutions e.g. OECD

X\
eurodad
O/
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Summary

4. Role for Korea?

X\
eurodad
L/
4. Role for Korea?

e G207

* OECD?

* UN?

* IFIs?

* What do you think?
X\
eurodad
D/
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oltt. BRIt ARle] et 2|k A V15 A et ARE wotof gt
olgfet 22l BeE stig AEH AT WYAlshe A
B 7j2] Z|GEelA gel AulaE G R AlESskE
oltt. B=E9] V1Y e HE 7Y BERET VAR 59 olFer
H 7199 B9l AUs A=E sfof it EgelE otE Vel A=

AlEE A sl At 2218 FoHAl Setetd Jof disl] Aele Aof <t

o)

Py
tlo o

A o7 BAE 7

Q1 ZFE(corporate company officers)= FA|=o]oF gttt §1Ao] opd AA] A
z0

o] F2 71¥ = HASIEE st A% 7= FHSHof Q.

ol o

Ay BEge] 7Y Belk S1gse 4BE ARstolor At wek 1A @
% o, elAEe Z19e] B9l diekel AYe Aok ek

nARRe] 71EE EIHc

ARAA AGHO FHE covered institution© 2 HASH} Covered institutione =
oz mag WA HES Ageh] Aol G A1 AaAe] HAES sl
olof ditk, 407 44718 Slske Aol BoiselhE, 1 Adle ARHD P
A3 o] o Apo] TA|slolof gk

117
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Sfejet =l 2ARF 25 A AlERe] AARFTT Fofof Qi
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RE k2 J9E ZEOIEE AolEofof ottt ol RE A Al A&
ek =9 A 7 (Tax Research UK)oll mg th39] o= 53] WAL

o= Aol

“Shto] ZAA Abdo] PolpALt 7S H ABEAA, L APA] B o]
S Aol uigs] gElolol sk AlFe] PRE] g A ol s B
£ oAl WSl T S AAA A0 ojole] WAsHe APHUeIA, T AP
o] W] Msto] grulolol T AFo] WA g Al o]2A sl RE I
=9l 9L
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=9l AHAR] -8 HAHcompliance procedure)E ATOF ottt SAAL HHOAL}
AEF 2719 Al sEAselle Eot w2 EAS Dofisfior ot

[¢)

S~

FIRSS shelold ol Wae] ANE SEHo BAso} ohvl, ArHom
ARE B, A9 4R Bxsho} Gk

FATFO] =2 H7Fe 7HAdstel. 38483 Aol Add Afof oigt dil 24
Ayt Byt (A 22) By 259 Add AfE tFe #2592 Ut
o] 9 WF7} =ojof it} mEIAR, B oJgt HEIF BrHpeer review)E=
=7Fso] =AA @l ol HAALEE sH7] flafl ARgEojofF 2t A4S H7to

ZF fFold WA gzt 28 W made 2950 BrhE oo it

oAb 719e] A= BAsk)E 2414 245, 59 38 ARl 2qE2 e =
7180l tisl FAR SEAEAlE e A7ttt =441 A H3AE 1=
o] £8-2 ZAJgloF §itt. (International organizations, especially publicly owned
banks, pose similar AML risk to other financial institutions. An independent

regulator should monitor their compliance.)
A9 a3 IR

22 AlEke] tigh AAIst ER 5 (disaggregated) 34 ARE g/HFoR HE 7f

A F2 U4 SARY disl 1 ARl R ARE B

Lokl Wagsfop qitt. SAFA (fiscal crimes), FEFW, ZAHF, H22E A=

5o HEE 5 9 g2 As A i AF A"l AFEHU=A AAS]

wroto] Bsjof gtk ofmjo|tt. thg APHEC R 34E AiEES X BE

U AHESC deiMT 22 227F A-gEojof gt dfejet wuje] WAl F
7HAQlI ER7E Sloll HIZl= ZA|EojoF gtk

m

ol

AIsHL 2575 54 7180] 7%= "ol Eu7tl 707t 7hestes vheeh AA
2 2pof|A, 7=} o]u A(International Financial Institutions, IFls)+= =732
o] &7t 2383}t 1|23 #=(bank and non-bank deposits)= TFH= AEES
o Wol 7|=s5kal Waystofof 2ttt
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W= A7t BaxolA AML 7)ol &8 gotofofp gtttk 17l
ol wg FAXQN BAE, olEHY 11]7] 5\:} grAew RlSle
(Politically Exposed Person)’ 11742] 5\:1} %@Q‘ﬂ = AHte] SA (AR 2]
19 e S AAIs] EREe] = A) 5= AlTsior gt

i rl'

T A ZAAEASATE

http://eurodad.orgffiles/integration/2013/01/Secret-structures-hidden—crimes_summary web.pdf
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