Tax Credits for Research and
Human Resources Development Expenses

May 31, 2016

I. General Research and Human Development Expenses

1. Overview

The tax credits are applied for general research and human resources development expenses as a
tax benefit of tax deduction on the Corporate Tax (or Individual Income Tax on the business income)
at a rate prescribed by the relative law, when a national has expenses incurred for research and
human resources development. (Article 10 Restriction of Special Taxation Act)

2. Scope of Application

The scope of the tax credit for ‘research and development’ and 'human resource development’

expenses are as listed in [Table #6] in the Enforcement Decree of the Restriction of Special Taxation
Act.

3. Tax Credit Rate
(1) Small and Medium-sized Enterprises (SMEs):

Tax Credit Amount Max[@),@)]
@ Based on the incurred expense:

Incurred expense for the taxable year x 25%*
@ Based on the increased expense:

[(Expense for the taxable year) — (Expense for the previous taxable year)] x 50%*

* 15% tax credits for 3 years from graduation from SME designation, and 10% credit for the
following 2 years.

(2) Enterprises of Middle Standing:

Tax Credit Amount [D,@)]
@ Based on the incurred expense:

Incurred expense for the taxable year x 8%
@ Based on the increased expense:

[(Expense for the taxable year) — (Expense for the previous taxable year)] x 40%

(3) Large Enterprises:
Tax Credit Amount @ or @

@ Based on the incurred expense:

Incurred expense for the taxable year x (2~3%)*
(@ Based on the increased expense:
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[(Expense for the taxable year) — (Expense for the previous taxable year)] x 40%

* Tax credit rate for the incurrent expenses for the taxable year (capped 3%, base 2% +
‘additional rate’ defined as 50% of ‘research and human resources development’ expense

divided by revenue’
* The ceiling rate of tax credit is 3%, and the revenue is the amount which is calculated based

upon the business accounting standards.

4. Calculation of Annual Average Expense
(1) The annual average of general research and human resources development expenses incurred

for four preceding years.
: the amount computed under ‘based on the incurred expense for the taxable year’ is to be
applied where general research and human resources developments expenses incurred in the
immediately preceding taxable year is less than the average annual amount of general research
and human development expenses occurred in the four preceding years retroactively from the
commencement date of the relevant taxable year

Number of months
Sum total of the general research and human resources development expenses .
. . e in the relevant
incurred for four years retroactively from the beginning of the relevant taxable year
taxable year

Number of taxable years in which the general research and human resources
development expenses incurred for four years retroactively from the beginning of 12
the relevant taxable year (max 4)

(2) Application of the calculation based on the increased expense for the research and human
resources development incurred for the first time
: the amount computed under 'based on the incurred expense for the taxable year' is to be
applied where general research and human resources developments expenses do not incur for
four years retroactively from the commencement date of the relevant taxable year

(3) 'Number of months' is to be calculated according to a Calendar
@ the month to which the beginning of a taxable year belongs is less than one full month:
counted as one month
@ the month to which the last day of a taxable year belongs is less than one full month:
disregarded

(4) Application Process
: the evidentiary documents, such as an application for tax credits, a detailed statement of

research and human resources development expenses, and a plan for research and development
should be submitted to the head of a tax office having jurisdiction over the place of tax payment

when filing the tax base.
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IO. Research and Development Expenses for New Growth Engine and
Research and Development Expenses for Original Technology

1. Overview
The tax credits are applied for the research development expenses on new growth engine/original
technology as tax benefit of tax deduction on the Corporate Tax (or Individual Income Tax on the
business income) at a rate prescribed by the relative law. (Article 10 Restriction of Special Taxation
Act)

2. Scope of Application
(1) New Growth Engine area
@ personnel expenses for researchers engaged in the duties of research and development of
technology in the field of new growth engine listed in [Table #7] in the Enforcement Decree
of the Restriction of Special Taxation Act.
@ expenses incurred in purchasing samples, parts, raw materials and reagent used for the duties
of research and development of technology in the new growth engine industry.

(2) Original Technology area
@ personnel expenses for researchers engaged in the duties of development and research of
technology in the field of original technology listed in [Table #8] in the Enforcement Decree
of the Restriction of Special Taxation Act.
@ expenses incurred in purchasing samples, parts, raw materials and reagent used for the duties
of research and development of original technology.

(3) Tax Credit Rate
@® Small and Medium Enterprises: Incurred expense for the taxable year x 30%
@ Large Enterprises: Incurred expense for the taxable year x 20%

3. Special Remarks

(1) The separate accounting for search and development expenses for new growth engine, research
and development expenses for original technology, and general research and human resources
development expenses are required for the tax credits. When research and development
expenses for new growth engine or research and development expenses for original technology
have something in common with general research and human resources development expenses,
such expenses should be fully accounted as the general research and human resources
development expenses.

(2) Exclusion of the Minimum Tax application for SMEs
@ Non taxation of special tax for rural areas
@ Tax credits for 5 years of the carried-forward applicable
® Non-inclusion of amount disbursed as research and development expenses from the
government contribution (under the Article 10-2 of the Restriction of Special Taxation Act) in
applying the tax credits
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(3) Application Period
: till Dec. 31, 2018

(4) Application Process
: the evidentiary documents, such as an application for tax credits, a detailed statement of
research and human resources development expenses, and a plan for research and development
should be submitted to the head of a tax office having jurisdiction over the place of tax payment
when filing the tax base.
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X Expenses for ‘Research and Development’ and ‘"Human Resources Development’ Tax Credits

(related to the Article 9-2 Restriction of Special Taxation)

Classification

Type of Expenses

Research
and
Development

A. Research and development expenses for the self-researched and developed

1) Personnel expenses for researchers prescribed by Ordinance of the Ministry of
Strategy and Finance, who are engaged in the duties of the research and
development in the research and development service industry or employees
(excluding employees who are in charge of administrative affairs, not supporting
and directly performing the tasks for research and development) in the research
institutes or department wholly responsible for the research and development
(hereinafter referred to as “wholly responsible department’) prescribed by
Ordinance of the Ministry of Strategy and Finance for the research development or
cultural industry promotion, etc. But the following personnel expenses shall be
excluded.

a) Amount equivalent to the Retirement Income as per the Article 22 of "Income
Tax Act

b) Amount of Reserves for Retirement Benefits as per the Article 29 of TIncome
Tax Act; and as per the Article 33 of "Corporate Tax Act

¢) Amount of Bonus and etc. as per the Article 20-1 of TEnforcement Decree of
the Corporate Tax Act,

2) Expenses incurred in purchasing samples, parts, raw materials and reagent used for
the purpose of research and development by department wholly responsible for
the research and development, research and development service provider, etc.
(including outsourcing process cost for the pilot production)

3) Expenses incurred for the rent of the facilities for research and experiment directly
used for the purpose of search and development (facilities as per the Article 10-1)
or other cost for using the facilities for research and experiment prescribed in B-1)
directly used for the purpose of research and development

B. Research and development conducted on commission / Joint Research and

development

1) Expenses for services in the research and development in science and technology
field on commission (including sub-commission) to those organizations listed
hereunder or the expenses for the services of performance in Joint research and
development with those organizations (excluding expenses for services of system
development on commission for Enterprise Resource Planning facility, etc.)

a) Universities or Colleges under the "Higher Education Act,

4
T k” Eé! k” _IID_ tél ol_l Tel 82-02-854-2100, Fax 82-2-854-2120, http://www.taxoffice.co.kr

SELIM




b) National Research institutes

c) Government-contributed Research Institute

d) Domestic and Foreign Non-profit corporations (including research institutes
affiliated with Non-profit corporations)

e) Research Institutes or Department wholly responsible for the research and
development of Domestic and Foreign corporations (limited to the expense
which is incurred directly from the performance made by department wholly
responsible for the research and development)

f) Industrial Technology Research Association as per the Industrial Technology
Research Association Promotion Act

g) Corporations which provides Research and Development Service as per the
FSpecial Act on supporting natural science and engineering for the
Enhancement of Competitiveness in National Science and Technology |

h) Industry-academic cooperation foundation under the fIndustrial Educational
Enhancement and Industry-Academia-Research Cooperation Promotion Act,

i) Corporation which provides technical experiment, inspection and analysis services
under the Korean Standard Industrial Classification Table

2) Expenses for services in research and development in science and technology field
on commission to the individuals in Universities or Colleges (limited to assistant
professor and the level above) under the THigher Education Act

C. <deleted>

D. Expenses of reward for the invention in connection with the duties to employee or
non-employee

E. Expenses of technical information (including technical counseling fee) or Expense
for digestion and improvement of the introduction of technical know-how
prescribed by Ordinance of the Ministry of Strategy and Finance.

F. Expenses for technical know-how guide from Korea institute of industrial
technology under the establishment, management and fostering Acts on the
research institutes of government contribution in the area of the science and
technology in small and medium enterprises and professional institutes of industrial
technology under the Industrial Technology Innovation Promotion Act or technical
know-how guide under the Small and Medium Enterprises Promotion Act.

G. Expenses for the development of the unique design

H. Expenses for the coaching and guide on the industrial and product design for small
and medium enterprises.
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Human
Resource
Development

A. Expenses for Training on Commission (limited to researchers in engaged in the
duties of research and development in the department wholly responsible for the
research and development, etc.

1) Expenses for training on commission to domestic and foreign professional
research institutes or Universities

2) Expenses for training on commission to the vocational training institutes under
the "Workers Vocational Skills Development Act

3) Expenses for training on commission in case the training is conducted on
commission with approval from the Minister of Employment and labor under the
"Workers Vocational Skills Development Act

4) Expenses paid by small and medium enterprises for technical trainings under the
FSmall and Medium Enterprises Promotion Act

5) And other expenses for domestic and foreign training on commission for the
improvement of the technical capability of the corporations of their own, which
are prescribed by Ordinance of the Ministry of Strategy and Finance.

B. Expenses incurred in conducting the internal workplace skill development training
in the corporation or workplace skill development training business under the
"Workers Vocational Skills Development Act; or "Employment Insurance Act,
which are prescribed by Ordinance of the Ministry of Strategy and Finance.

D. Expenses incurred in conducting the guide on the technology and human resource
development for small and medium enterprises, which are prescribed by Ordinance
of the Ministry of Strategy and Finance.

E. Expenses for human resource development for production improvement, which are
prescribed by Ordinance of the Ministry of Strategy and Finance.

F. Expenses prescribed by Ordinance of the Ministry of Strategy and Finance which is
required for the operation of the internal Universities or internal technology
Universities (including Graduate Schools) in the corporation which are prescribed by
Ordinance of the Ministry of Strategy and Finance.

4
T k” Eé! k” _IID_ tél ol_l Tel 82-02-854-2100, Fax 82-2-854-2120, http://www.taxoffice.co.kr

SELIM




# K 10 x)

t

—

o

17HEH| MYSH 38

2
=
ol Al

=

=

&30l

70'2H] MY S H|

AEMNMN BHS Fe HEEA

L= elo] e

1. 7l

=2
<]

6] &of MHsH HEH|

ol

ojn

7t

=

=

x25%* @

2oy

C NAZHZ2H Max[(1),(2)]
gt

| 3%

o
=

HH|

al
o

3.

1 10%

~d
|

2 L=

{oF

:15%, O]

2t

ST NtMAE THALZEEH 3

KM«

L MUZHZU Max((1),2)]

=

KH

ol

S

]
Ko

(12 2%, A|Th 3%) = 2% + (217 Q12 7| /Oj Z )" ~0.5

3%0|0, DjEA2 7|

(3) L7l

of el Aikst ofEHS oo|gt

=
=

g2|A 7|

=

F

e
o
[

, SHE2

ol

o

Sl DA 2

siE DM =2l THA|

4
offl

12

H|7t 2 d5tA| OfL

F

=
=

M

70l
| A% :

o
[

b

—

PPN =2 4=(X[TH 4)
ojg

—

2l
=

HIAHS
2o

=0l 171

—

—

ot

A

s

S DM AZO| JjALZE
|

S 2O et AN

|

==

@ DMA= THAILO]

SIS TMAEO| JHA|IY 2

Tel 82-02-854-2100, Fax 82-2-854-2120, http://www.taxoffice.co.kr

ol
Eall
ilg

NEAl

-
SELIM



ot= 0| 174E 0|

= A
TEY0 &

=

@ 1A

s SHAMTE EAMAl

A=A

PN ZHIBAMA, A1

|
[

o

e MEMTA ME

70'ZH| H4SH

.o|2
[ |

1. 7l

MloM SHIBH ==

= A=
= L7

CC
ol

ofl
~

B A 10 =)

-
ot

ol &l

E
=

M (=AM

=
10

31
My
Ki

IH
<t
ral
on!

Ate| QlzH|

—
—

St

250

=
S

™

, U=, Al

i

ol

B)&HHIE

il x30%

o
i OH x20%

HEF Al
=

=

HEA
2o

0o

L0
10

-l

orl
1

u
u

HZ &

M 8 08E

-
ot

) 2710 otall =K

X or A2 X|

k=3
=

M 10 Z=9| 2)

=2

[S)
=]
=

M B akA

O gEH 3
2
o

il
ujr
Kl &1 Ho

0f
A
oH

Hon T

olo

(3) M7|7k 2018 14 12 ¥ 31 YN}X|

s 1M

A=A

PN ZHBM A, AHE

=
=

FMEAMZOA ME

S
—_=

2N

L
=]

(=}
T =

PR AM/Z71 28 7 =M S8 M =10t (044)215-4133

kS
[ —

B 126/

.I

=i
=

X =ME

=0
——

Tel 82-02-854-2100, Fax 82-2-854-2120, http://www.taxoffice.co.kr

ol
Eall
ilg

NEAl

-
SELIM



g 23)

HHOI9X X2

t

e
o
(=

(EMEHH

=2
[=)

el MHSHE HERE= H

o) ol S m_ﬁ =z .
K = u o = =3 5
g i 0 we o 5
o ° = = ° - E] %l Bl
Mg o oF 3 S o = i %0 K
4O K o . - 10 5 & =z ! R
n = Hi or T 1 ~ o —
BN _ T Ko w0 ol & . 3 R 20 ol
= oK o : >3 jol 0fo = KI Bl =
K 153 < J4 o = ol 5 o o ro
el AR o 1 uo _mﬁ - H H oo T w0 K L ol o &+ <0
. 2 %o — 2 = 1o
T N N o o 1 Hx 57 SF g o
y 2o g 8 50 wr wr & I g 0
~ — —_ - —_ 1 [} ~ e
o] H K m_. ro uJ zo o .rr__ Jod o7 oF oF = Al = K{ 1 = o ol gall]
e I V= W oo Bk = S Ny TE®m O Ta = ok
I 1 K _.IAﬁ = o < +_m._ N .M__ wl oF % _|_m ! 81 ur Er|=_ <r o oo KT
Ry DM oy ® o o gn Sm WE W g3 T
Kby P28 o Pz m__w al o T W mx mx dw 2
9 oy = __ = = = z - - -
oo PE%HI © T N R %7%[ 1+ =3 I mx = ~
= N o ur "INt o RDTT O S gn > O IF ot S —f @r= ol
pl=. A dg. B ko O ELE T 2 = W s Lo
S o =T 31 100 Ki K %e ELL = <l Bl W._ xl =g = T o0 oi
Cood X RO KT < o M 1 —oF 4B O gm
o ol < oo o K < < o oo Bl Yo Ho © = [ = mr < & oF 31
0o o o & = W BT K 3 sl = — T H ] Klo
KO J = o LA RS ol w or © B0 o ol — - ofu
o o % T oS doa A= S o o ™ Momw gl " Mo
KgAK 4 Zuwgy H o # o SN g B grdo oy
BT e L o me  owmE T AN = JE% ol & Aﬂm T &
2 I Ko wn & & Ho = K =} el N of U F = ) Ki RO oK 14 ujJ T 31
FURsTgr® X np® T gLz EHED o o, e L
th & & T < B ga® 1 HFEouifza siiche T
=K ol 1 FT < =< Bl 2 oK ~ = R A = o7
w wpnIdPEZEZR I xEST L srifoea~sfyagd g
= Mooz ourua wa uweo kM Emmmc_oauxgmumuﬁmuﬂﬁmﬂ_ﬁ il TR
e T T O o <] <{ 1 T — — &l — [N ~u = Ho IF T = K <l N Ok o L_|_.|_| ofr < =
8l “_H“_.H = IJI M_.H [ = = = = oK — K] = - _|_._| LY _|_._| _|_._| ._LOQ L _|_._| 80 <4 Jo! m_ s N
= mlm_lo__./_uh S TR o__MWA))))) ~= =~ WX
hnd ul % od &= o= &8 oo or oo XUl — oD oo T & T T T o o< S K fol
5N T o o R e N Jd U o oo o < o K H =
S Bl & L 81O K< <N oF O T or H = 1o
~ — ~N ) g = N o
ol
TH =
" 5

Tel 82-02-854-2100, Fax 82-2-854-2120, http://www.taxoffice.co.kr

ol
Eall
ilg

NEAl

-
SELIM



=Y7lEe 2=iEHEN

J4

AtZH

<

ok 7= 8 LH|(

RN

i

o

—

._|m_
EN

0
olr
K
80
OH

nl
xn

Ljo

@

o
o
—

—

A
=

HE, 0 et 28E

0:4

—_

jol

K

1
Tu

off A

NS

I.

3) 'ERAAYSH JHEE, o Mt 1EESE

Ab. DRERRIe] 7R
2) "ZEXt

oK
E

ok

oF

¢

5 1 &0 xtA|Z|

HE2=2AM 7|

FEAY 2A0] 285

-
A 2

i
{oH

W

r
Jjo
&1

P

HEOZ M

—

—

tol X|=5t

.
o

_Cl)_
AFLIZ | = Ch =t (Ch

—

—

o V| Yo R H

ke
ofl

mr

od

Tel 82-02-854-2100, Fax 82-2-854-2120, http://www.taxoffice.co.kr

ol
Eall
ilg

NEAl

-
SELIM



