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ABSTRACT: Recently in Sept.,’98, the Law on Asset Securitization was
newly legislated. The purpose of the new law is twofold. That is, (i)to help
direct financing of financial institutions and qualified domestic corporations
through issuance of securities backed by certain assets such as trade receivables,
real estate, etc. (ii) to help improve financial structure of financial institutions
and domestic corporations(as measured in terms of debt-to-equity ratio or so-called
BIS capital adequacy ratio) by means of off-balance-sheet treatment of the assets
to be transferred through asset securitization.

In conjunction with the new law now in effective, several tax privileges were also
introduced simultaneously in the Tax Exemption and Reduction Control Law.
However, several tax issues in the area of value added tax, withholding tax
matters, corporate income tax of the Special Purpose Company(SPC), etc. need
further clarification or consideration in the future tax legislation process. And some
accounting issues are also not dealt in current accounting regulation, the Financial
Accounting Standards. In this article, only tax related issues were dealt and
reviewed for discussion and suggestion. Such major tax issues are summarized as
follows:

First, in relation to VAT matters, VAT exemption on all types of revenue of SPC
would be in argument in the case that underlying asset of securitization is real
estate. That is, under the proposed tax bill in which SPC is characterized as
a type of VAT-exempt financial institutions, such revenue of SPC from operation of
real estate is also to be exempt from VAT whereas VAT exemption on such revenue
is not relevant under overall current VAT law structure. Thus, depending on type
of the asset securitized, VAT exemption needs to be granted on a selective basis.
Second, in computation of corporate income tax of SPC, which is a corporate
entity, dividends paid to stakeholders need to be allowed as deduction to avoid
double taxation as is the case in taxation of corporate-type mutual fund
considering such a fact that SPC is a paper company in economic aspect.

Third, in taxation of dividends received by an investor in SPC, such dividends
need to be excluded from global income tax return i.e., subjected to withholding
tax only in view of other similar cases such as dividends from mutual fund,
qualified investment fund for venture companies, etc.
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