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Global Rewards Update
South Korea – New requirement for
domestic companies to withhold
income tax for foreign assignees
Background
Currently, there is no income tax withholding requirement with respect to employment income for foreign assignees in
Korea where the employment costs are not recharged to or borne directly by the Korean entity.
A new tax law commencing 1 July 2016 will require Korean entities involved in certain limited business areas to operate
monthly income tax withholding in relation to employment income for foreign assignees in cases where a service fee has
been paid by the Korean entity to the foreign company, even where the relevant employment costs are not directly borne
by the Korean entity.
The Korean entity will be required to operate monthly income tax withholding at a rate of 17% (18.7% including a local
income tax surcharge) when it pays the service fee to the foreign company.
Korean entities meeting the following conditions are subject to the new withholding income tax reporting/payment
obligation:
1.

Total service fee paid by the domestic company to the foreign company dispatching its employees to Korea
exceeds KRW 3 billion per annum (approx. USD 2.5 million).

2.

Previous year’s revenue of the domestic company is KRW 150 billion or more (approx. USD 124 million), or

previous year’s total assets equal KRW 500 billion or more (approx. USD 414 million).
3.

The core business of the domestic company falls under one of the following categories:


Air transport



Construction



Professional, scientific, or engineering service

Impact
As the tax legislation was only recently introduced, there have not been any specific rulings or interpretations provided by
the Korean tax authorities with regards to the application of this law to different employment income types yet.
However, it is likely that the new law will include an income tax withholding requirement on equity awards related to an
individual’s employment where the service fee paid by the Korean entity to the foreign company has been calculated with
reference to the equity award. The amount subject to income tax withholding would likely be the portion of the equity
income that was included in the service fee charge to the Korean entity.
Companies impacted by the new legislation may therefore wish to consider operating income tax withholding for
employees working in Korea who are not on tax equalisation arrangements in order to meet this new obligation.
Where the service fee paid by the Korean entity to the foreign company has not included the equity award amount, it is
unlikely that a withholding requirement will arise.

Deloitte’s view
Employers impacted by the new legislation should be prepared for the likelihood of a new income tax
withholding requirement on equity awards for foreign assignees dispatched to Korea under a service
agreement where the above conditions apply from 1 July 2016. As no official clarification has been provided by
the tax authorities, Deloitte will provide further information as and when it becomes available.

Contacts
For assistance with these issues, or any other issue related to the operation of your global equity plans, please contact
your usual Deloitte adviser or email us at globalshareplans@deloitte.co.uk, and an adviser will contact you.
This Global Rewards Update information is also included in our bi-weekly GES newsletter, Global InSight, which you
will receive directly if you are on the central distribution list.
If you are not on the central distribution list and received this communication by some other means, you can follow
these few simple steps to be added to the central distribution list:


Go to the Deloitte Subscriptions Page on Deloitte.com.



Fill out your contact information.



Make sure that, under Email Newsletters, “Global InSight” (which is under the Tax heading) is selected and
click “Save Profile.”



Be sure to visit us at our website: www.deloitte.com/tax.
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