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A Study on Converting Effect from a Private Firm
to a Corporation

Kim, Jong-Myung

Muajoring in Taxation Management,
Department of Business Administration,
Graduate School of Business Administration,

Pukvong National University

Abstract

The objectives of this paper are: ) to review the legal provisions
and actual cases regarding the taxation on the conversion from a private
firm to a corporation, @ to examine converting effects of tax savings from
the conversion by using a case study of two firms, @ to factor out any
legal loopholes and other problems related to the conversion, and @ to
suggest how to improve the process of the conversion,

Currently, the conversion process comprises of three types: investment
in kind of private company, business assumption, and merger among small
companies. These three converting methods differ from each other in terms
of applicable cases, procedural differences and taxation on conversion. The
owner of a private firm who want to convert his business to a corporation
determines a proper method considering its asset size and business type.

Based on the case study of two private firms which had converted to



a corporation, the converting effects on tax savings are 409 for the first
firm and 26% for the cther firm. This result shows that it is beneficial for
a private firm to convert to a corporation. Even with this advantage,
currently, the procedural complexity and a long period of time to complete
the conversion are major problems. For inducing conversion to a
corporation instead of continuing private firm, preferential tax treatment are
stated in tax regulation. However, the tax deduction may be applied only
for the company fulfilled complicated terms and conditions for converting.
Those procedural difficulties have long blocked the conversion of private
firm to corporation.

Government has continuously revised laws and regulations f{or
efficient conversion. Especially, it is very notable improvement that most of
the differences in tax deduction on each converting method have been
elimmnated and the tax benefit 1s almost the same to each other. However,
in addition to developments of laws and regulations to encourage the
conversion, O simplifications of documentation process and publicity
activities are also required; & the special tax for the improvement of farm
and fisheries should be exempt or the tax rate on that tax should be

reduced below 10%; and @ the valuation method of real estate is to be

changed, ctc.
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