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Basic information
Tax authority name
National Tax Service (NTS). 

Citation for transfer pricing rules 
The Law for the Coordination of 
International Tax Affairs (LCITA) and 
Presidential Enforcement Decree of the 
LCITA (PED of LCITA). 

Effective date of transfer pricing rules
1 January 1996. 

What is the relationship threshold 
for transfer pricing rules to apply 
between parties?
Ownership of greater than 50 percent, 
based on voting power, is under common 
control, and under de facto control in 
substance. 

What is the statute of limitations 
on assessment of transfer pricing 
adjustments?
The general statute of limitations for 
transfer pricing adjustments is 5 years 
from the date the annual tax return filing 
due date (within 3 months of the last day 

of the fiscal year). However, in the case 
where a company utilizes its net operating 
losses (NOL) incurred after 1 January 
2009 to offset taxable income, a different 
statute of limitations may apply. If the 
NOL is used within 5 years, the statute 
of limitations is still 5 years. If the NOL is 
used for a period of up to 10 years, then 
the statute of limitations is 1 year greater 
than the number of years of taxable 
income offset by the NOL.

Transfer pricing 
disclosure overview
Are disclosures related to transfer 
pricing required to be prepared or 
submitted to the revenue authority 
on an annual basis (e.g. with the tax 
return)?
Yes. 

What types of transfer pricing 
information must be disclosed?
A taxpayer is required to submit with the 
annual tax return: 

•	 a detailed statement of the overseas 
intra-group transactions 

•	 summarized income statements of 
the overseas related companies 

•	 the transfer pricing method selected 
and description of the reasons for the 
selection, if (i) the total accumulated 
volume of annual cross-border 
tangible intra-group transactions of 
the taxpayer is greater than 5 billion 
South Korean won (KRW) or the 
total volume of annual cross-border 
intra-group service transactions of 
the taxpayer is greater than KRW500 
million or (ii) the volume of annual 
cross-border tangible intra-group 
transactions to each related party 
is greater than KRW1 billion or the 
volume of annual intra-group service 
transactions to each related party is 
greater than KRW100 million. 

In addition, the taxpayer is required 
to have and maintain transfer pricing 
documentation that fully supports the 
arm’s length nature of its overseas intra-
group transaction at the time of its annual 
corporate tax return. 

KPMG observation
The Korean Transfer Pricing Regulations, namely the Law for the Co-ordination 

of International Tax Affairs (LCITA) and the Presidential Enforcement Decree 
(PED) of the LCITA (PED of LCITA) were extensively amended in late 2010. The 

2010 amendments were made to enable the LCITA and PED of LCITA to be more 
in line with the Organisation for Economic Co-operation and Development (OECD) 

Guidelines and also to result in more transparency for interpreting and applying 
the LCITA. The revised LCITA is expected to require more accountability from a 

taxpayer with respect to managing its own transfer pricing, and in the event of the tax 
authorities’ request of transfer pricing documentation. 

Recently, in an effort to prevent offshore tax evasion by multinationals operating in 
Korea, the LCITA was amended to expand the scope of exchange of financial information 

under current tax treaties and be more aligned with the Base Erosion and Profit 
Shifting (BEPS) action plan. Persuant to the amendment, the parties subject to financial 

information exchange include both resident and non-resident persons and corporations as well 
as any group of two or more individuals.
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What are the consequences 
of failure to prepare or submit 
disclosures?
If the taxpayer fails to prepare the 
required information with the annual ta
return, the under-reporting penalty relie
will not be granted to the taxpayer.

Transfer pricing study 
overview

Is preparation of a transfer pricing 
study required – i.e. can the 
taxpayer be penalized for mere 
failure to prepare a study?
No. However under the 
contemporaneous transfer pricing 
rules, the relief from the under-reportin
penalty can only be granted if the 
taxpayer has prepared and maintained 
transfer pricing documentation by 
the annual tax return due date. A 
contemporaneous transfer pricing rep
must be submitted within 30 days fro
the date of the NTS request.

Taxpayers’ relevant transfer pricing 
documents must be submitted within 
60 days upon the NTS request (a 
one-time extension of 60 days may be 
available at the discretion of the NTS). 
A non-compliance penalty of up to 
KRW100 million may be imposed by 
the NTS for failure to provide requeste
documents by the deadline.

Other than complying with a 
requirement per the previous 
question, describe the benefits, if 
any, of preparing and maintaining 
transfer pricing study? 
Complying with the contemporaneous
transfer pricing regulation in Korea can 
be seen as a way to protect bona-fide 
taxpayers who determined their transf
prices in a good faith (from a reasonabl
perspective) by allowing under-reportin
penalties relief in case of a transfer 
pricing income adjustment. If the NTS 
determines the transfer prices used 
in transactions with overseas related 
parties were different from the arm’s 
length price and the taxpayer receives 
an income tax adjustment from the 
tax authorities, the taxpayer must 
pay additional income tax, an under-
reporting penalty of 10 percent of the 
additionally-paid income tax and an 
under-payment penalty (i.e. interest on
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the income tax assessed, 10.95 perce
per annum). In addition, in the case of 
secondary adjustment in the form of a 
constructive dividend, withholding tax 
will also be due. 

The contemporaneous transfer pricing 
documentation rule provides an 
exemption from the under-reporting 
penalties. However, it does not provide 
an exemption from the under-payment 
penalty or withholding tax on the 
constructive dividend. 

To satisfy the requirement and/or 
obtain the benefits, are there any 
requirements on when the transfe
pricing study must be prepared an
submitted?
For the under-reporting penalty relief, 
a transfer pricing study, which satisfies
the reasonable test in accordance wit
the PED of LCITA, should be prepared 
at the time of annual income tax retur
filing and the taxpayer is required to 
submit it within 30 days upon the NTS’
request. 

When a transfer pricing study 
is prepared, should its content 
follow Chapter V of the OECD 
Guidelines?
Yes.

Does the tax authority require an 
advisor/tax practitioner to have 
specific designation in order to 
prepare or submit a transfer pricin
study?
No. There are no specific requirements 
to involve an advisor/tax practitioner. 
However, it is a common practice and 
generally expected by the NTS that 
professional transfer pricing specialists 
are engaged for the preparation of a 
transfer pricing study.

Transfer pricing method
Are transfer pricing methods 
outlined in Chapter II of the OECD 
Guidelines acceptable?
Yes. 

Is there a priority among the 
acceptable methods?
No. The hierarchy of transfer pricing 
methods was removed with the 2010 
amendments to the LCITA and PED of 
LCITA.

nt 
a 

r 
d 

 
h 

n 

 

g 

s

If there is no priority of methods, is 
there a “best method” rule?
Yes. A taxpayer may select a transfer 
pricing method that is considered as 
the most appropriate to support that the 
taxpayer’s transfer prices are at arm’s 
length.

Transfer pricing audit and 
penalties
When the tax authority requests 
a taxpayer’s transfer pricing 
documentation, how long does 
the taxpayer have to submit its 
documentation?
In general, the NTS expects the 
taxpayer to submit transfer pricing 
documentation immediately in the case 
of a tax audit. Otherwise, the taxpayer 
may lose the opportunity to avoid a non-
compliance penalty.

If an adjustment is proposed by the 
tax authority, are dispute resolution 
options available to the taxpayer 
outside of competent authority?
A taxpayer can appeal to National Tax 
Service, the National Tax Tribunal or the 
Board of Audit and Inspection for its 
ruling on the proposed adjustment. 

If an adjustment is sustained, can 
penalties be assessed? If so, what 
rates are applied and under what 
conditions?
Yes. Generally speaking, a 10 percent 
under-reporting penalty and 10.95 percent 
interest on the income tax assessment 
will be levied as penalties for the transfer 
pricing income adjustment. If the tax 
authorities conclude that a taxpayer 
manipulated the transfer pricing at its own 
will, more severe penalties could apply. 

To what extent are transfer pricing 
penalties enforced?
If a transfer pricing income adjustment is 
sustained, transfer pricing penalties are 
likely to be enforced.

What defences are available with 
respect to penalties?
LCITA provides a relief from under-
reporting penalties where a taxpayer 
has exercised due care as demonstrated 
either by contemporaneous 
documentation or through mutual 
agreement procedure (MAP).
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In addition, where new information 
(e.g. comparables’ most recent financial 
information) is obtained subsequent 
to the filing of the tax return, resulting 
in an upward adjustment to taxable 
income, a relief from under-reporting 
penalties is granted where the taxpayer, 
within 60 days of the findings, files an 
amended tax return.

What trends are being observed 
currently?
Recently, intercompany royalty charges 
for the use of brand names/trademarks 
have become a focus of the Korean tax 
authorities. In the past, the focus has 
been on whether the brand owner has 
been compensated for the use of its 
brand and there have been many cases 
where a significant tax assessment was 
made in this regard. However, because 
of the complexity involved in determining 
the value of the brands and the resulting 
royalty rates, the valuation method 
chosen by the taxpayer to determine its 
royalty rate has not been subject to many 
challenges. Due to the increasing interest 
by the tax authorities with the royalty 
charges, there has been increasing 
scrutiny on the reasonableness of the 
chosen method and taxpayers are 
advised to be proactive in developing 
a reasonable valuation method and 
economic rationale to deal with potential 
challenges by the tax authorities.

Special considerations
Are secret comparables used by tax 
authorities?
Secret comparables are prohibited by the 
transfer pricing regulations.

Is there a preference, or 
requirement, by the tax authorities 
for local comparables in a 
benchmarking set?
Yes. Only local comparables should be 
used in a benchmarking study, as other 
comparables are likely to be rejected by 
the NTS.

Do tax authorities have 
requirements or preferences 
regarding databases for 
comparables?
The tax authorities use the local database 
called Korea Information Service Line 
(KIS-Line). The KIS-Line database 
contains financial data on various 
companies, many of which maintain 

assets over KRW10 billion and thus are 
subject to an independent annual audit. 

What level of interaction do tax 
authorities have with customs 
authorities?
Ministry of Strategy and Finance 
amended the LCITA and the Korea 
Customs Act to harmonise the transfer 
pricing and customs regulations. The 
newly enacted legislation, which becam
effective on 1 July 2012, states that 
transfer pricing or customs valuation 
adjustments made by one tax authority 
should be respected by the other. 
Accordingly, the taxpayers are now able 
to protect themselves from overpaying 
taxes/duties resulting from adjustments
made by one tax authority by requesting
corresponding adjustments from the 
other tax authority.

Are management fees deductible?
Yes. Management services fees 
remitted by a local subsidiary to a foreig
parent company will be recognized as 
deductible expenses if the taxpayer is 
able to prove that the services were 
actually provided to the local subsidiary 
by the foreign parent company, and 
the services fees are at arm’s length. 
Documentary evidence is crucial for the 
deductibility of the management fees. 

Are management fees subject to 
withholding?
Normally, management fees are not 
subject to withholding tax if they are 
classified as business income and the 
services are not performed through a 
permanent establishment in Korea. 

Are year-end transfer pricing 
adjustments permitted?
Yes. A year-end adjustment is permitted 
to adjust the pricing of the transactions t
reflect arm’s length prices resulting in an
increase or a decrease of transfer price 
for tax purposes. 

For the adjustments of prior taxable 
years after the relevant tax filing, claims 
to reduce taxable income due to transfe
pricing adjustments are not made since 
the NTS in practice requests competent 
authorities’ agreement for the downwar
adjustment, even though the ruling (by 
Ministry of Strategy and Finance-223, 2
September 2008) interpreted that “in th
case where overseas related transactio
is above or below the arm’s length range
NTS can increase or decrease taxable 
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income regardless of corresponding 
adjustments of the foreign jurisdiction of 
the overseas related party.” 

Other unique attributes?
If the company does not receive 
remuneration from related parties for the 
transfer pricing income adjustment levied 
by the tax authorities, the tax authorities 
take an administrative measure of 
secondary adjustment in the form of 
dividend income, and withholding tax 
liability will accrue.

Other recent 
developments
In Korea, taxpayers who import from 
foreign affiliates often face difficulties 
in obtaining customs refunds resulting 
from transfer pricing adjustments and 
vice versa. In an attempt to reconcile 
the differences in transfer pricing and 
customs valuation methods used by 
the two tax agencies, the Ministry of 
Strategy and Finance amended the 
LCITA and the Korea Customs Act to 
harmonize the transfer pricing and 
customs regulations.

Consequently, the taxpayers are 
now able to protect themselves from 
overpaying taxes/duties resulting 
from adjustments made by one tax 
authority by requesting corresponding 
adjustments from the other tax authority. 
This harmonisation regulation will provide 
an opportunity for the taxpayers to avoid 
potential double taxation arising from 
transfer pricing and customs valuation 
adjustments. 

According to the current interpretation 
of the legislation, there is a condition 
that must be satisfied for the refund 
application. The taxpayer must, within 
two months from the date the taxpayer 
became aware of the transfer pricing 
or customs valuation adjustments, 
apply for a refund from the other tax 
authority. Thus, taxpayers are being 
advised to understand and apply this 
new harmonization regulation to obtain 
a refund on overpaid corporate taxes or 
customs duties resulting from the tax/
customs audits.

Additionally, in an effort to prevent 
offshore tax evasion by multinationals 
operating in Korea, the LCITA was 
amended to expand the scope of 
exchange of financial information 
under current tax treaties. Before the 
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amendment, only non-residents and 
nonresident corporations were subject 
to the periodic information exchange. 
According to the amendment, the 
scope of parties subject to the financial 
information exchange was expanded 
to include domestic residents and 
companies as well as any group of 
two or more individuals. In addition, 
financial institutions may be fined with 
a penalty up to KRW30 million  for a lack 
of cooperation with the government’s 
request. The effective date for the 
amended LCITA is 1 January 2014. 

In relation to the BEPS action plan,  
the Korean government is assessing 
the opinions of various stakeholders. 
However, there has been no clear action 
plan regarding this matter.

Tax treaty/double tax 
resolution
What is the extent of the double tax 
treaty network?
Extensive. 

If extensive, is the competent 
authority effective in obtaining 
double tax relief?
Frequently.

When may a taxpayer submit an 
adjustment to competent authority?
The taxpayer can file a request for 
competent authority procedure within 
3 years from the date when a notice 

of income tax assessment is issued or 
before the final court decision is being 
made in Korea or other jurisdiction. 

May a taxpayer go to competent 
authority before paying tax?
Yes. In the case of a transfer pricing 
income adjustment, the taxpayer may 
elect to pay the taxes first before the 
conclusion of the competent authorities
negotiations, or may request to suspen
the tax payment until the conclusion of 
the negotiations only when the other 
competent authority also allows the 
suspension of the tax payment in case 
of MAP (in this case, if the competent 
authorities, negotiations finally result in 
a transfer pricing income adjustment, 
the taxpayer should pay interest on the 
adjusted amount for the duration of the 
period of negotiation). 

Advance pricing 
agreements
What advance pricing agreement 
(APA) options are available, if any?
Unilateral, bilateral, and multilateral 
involving more than two tax authorities.

Is there a filing fee for APAs?
No.

Does the tax authority publish APA
data either in the form of an annua
report or through the disclosure of
data in public forums?
Yes, available on the NTS’ website. 
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Please provide some information 
on how successful the APA program 
is and whether there are any known 
difficulties?
The APA program has become a 
preferred tool for many multinational 
enterprises (MNEs) to manage their 
transfer pricing risks, given that it 
provides a certainty to the MNEs’ 
tax position and protection from the 
double taxation risk during the course of 
overseas related party transactions. 

Due to the increasing number of APA 
requests, the CA negotiations are taking 
longer, with more resources being 
required. 

Language
In which language or languages can 
documentation be filed?
The document should be filed in Korean. 
English is acceptable only with the tax 
authorities’ approval.
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KPMG in South Korea

Gil Won Kang  
Tel: +82 2 2112 0907 
Email: gilwonkang@kr.kpmg.com

As email addresses and phone numbers change 
frequently, please email us at transferpricing@
kpmg.com if you are unable to contact us via the 
information noted above. 
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