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A Study on the Improvement Plan for the Simplified Taxation

System under the Value Added Taxes in Korea

Park, Jae Min

Majoring in Taxation Management,
Department of Business Administration,
Crraduate School of Business Administration,

Pukyong National University

Abstract

The two basic principles governing tax administration are the principle
of fair taxauon and the principle of administrative efficiency. These two
principles have been developed as conflicting concepts, affecting all the
fields such as legislation, interpretation, and application of taxation laws

and regulations.

The simplified taxation system (hereafter, STS) under the value added
taxes (hereafter, VAT) was introduced for small business taxpayers to
perform tax liability easily and for government and taxpayers to get
administrative cfficiency by using a simple procedure. Thus, the current
VAT system i1s governed by the principle of administrative cffeciency
rather than the principle of fair taxation. The current simplified taxation
system has been created special tax benefit for simple taxpayers because
of lower tax rate under the STS. These benefits forced for small business
taxpayers to hesitate to become an ordinary tax payer when the revenue
level is bevond the small business and to regard them as tax free
taxpayvers who are always exempted from tax liability.



Simple taxpavers under the current VAT system have less tax lability
compared to both ordinary taxpayers under the VAT and salary taxpayers
with a similar mncome level under the Income Tax Law. Thus, there exists
a big argument about whether to abolish the current STS in order to keep

the principle of fair taxation.

The objectives of this thesis are @ (1 to analyze the whole aspects of
simplified taxation system under the value added tax and @ to suggest
improvement plans for the taxation system under the VAT based
on the literature survey and statistical data analysis. The results

of the analysis are as follows

First, it is not only irrational to assert that we should abolish the
current simplified taxation system only on the basis of the principle of fair
taxation, but also irrational to assert that we should keep this system only
on the basis of principle of administrative cfficiency, because these two

assertions are sometimes conflicting to cach other.

Scecond, since the principle of fair taxation, under the VAT system
with current STS, is not effective, we should presuppose the voluntary tax
reporting by taxpayers, systemization of the simplified taxation system,
upgrading taxpayers’ consciousness. On the contrary, under the VAT
system without current STS, because we may have a serious
administrative inefficiency problem, we have, therefore, to adopt a new
system to take care of small business taxpayers. In order to resolve these
controversices, this paper suggests improvement plans to current simplified
taxation system including enforcing full disclosurce of revenue by a small

individual taxpayer through the credit card and/or cash receipt system.

Third, to kecep the principle of fair taxation, it is neccessary for us to
revise the law to apply this simplified taxation svstem only to the small
business taxpayers who report their tax on time, but not to the small
husiness taxpavers who do not report their tax timely, even if they have
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no tax hability under the current simplified taxation system.

Fourth, to keep the principle of administrative cfficiency, 1t 1s
necessary to modify the law that small business taxpayvers should report
thewr tax by annual basis, not by bi-annual or quarterly basis to increase

taxpaver’s convenence.

Fifth, the principle of fair taxation is not only important to realize tax
justice, but also the principle of administrative efficiency important to
increase  the level of convenience for small business taxpavers and
efficiency for tax authorities. When the government tries 1o revise the tax
laws or to implement tax policies, it should prepare important criteria first
and compare propositions and then make decision to implement by keeping
the two principles in an effective way.
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