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<Abstract>

A Study on Legislation Evaluation of Labor Cost for R&D Tax Credit

Song, Eun—Ju

(Research Specialist, Korea Institute of Public Finance
Ph.D. Student, Department of Accounting, Graduate School, Kyung Hee
University)

Park, Soo—Jin

(Certificated Public Accountant, Korea Institute of Public Finance
Doctoral courses in Taxation, University of Seoul)

Kim Gun—Soo

(Senior Reseacher, Audit and Inhspection Research Institute)

There is a tacit agreement that Research and Development(“R&D”) tax
incentives substantially contribute to Technology Development in this country
which has been and will be continue to the engine of future economic
growth. However, there are some issues including the uncertainty in the
range of the eligible labor cost, one of the most major qualified R&D
expenses for R&D tax credits, in application of the tax regulation for R&D
tax credits.

This paper aims to identify issues relating to the eligible labor costs for
R&D tax credits from the legislative point of view and provide suggestions
to improve the existing R&D tax credit from fairness and effectiveness point
of view.

First, there is some room to interpret the tax regulations arbitrarily as both
the tax authorities and the taxpayers’ wishes and cause disputes between

them. In order to settle those disputes, it is required to definitize the range
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of the R&D expenses applying the Corporate tax law and the individual
income tax law.

Second, it may be an obstruction to the tax fairness since the tax
regulations accept the Korean subsidiaries’s stock based compensation costs
reimbursed to foreign corporate as the qualified R&D expenses while the tax
regulations exclude the stock based compensation costs from the qualified
R&D expenses. Therefore, the legislative measure should be commended to
improve the tax regulations.

Finally, the expenses and payment for employees’ severance can not be
applied for the R&D tax credits. However it is not clear whether or not the
exceeding of limit of tax the severance payment which is treated as salary
income can fall under the qualified R&D expenses. Therefore, the tax
revision should be considered to make a clear to the taxpayers in applying
for R&D tax credits.

Korea 1s one of the OECD countries which have highly invested R&D and
appropriate tax incentive should be support the sustainable R&D activities.
We expect that the afore mentioned improvement will support the efficient
tax incentive to the R&D, maintain the fairness of taxation between the local
corporate and the foreign invested corporate, and prevent the excess tax

expenditures on the unqualified R&D expenses.

% Key Words: R&D Tax Credit, R&D Tax incentives, R&D Labor Costs
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