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ABSTRACT
Jae—Yeon Jeong*, Hyun—Geol Shin**

This study examines empirically the significant changes in tax payments when
the consolidated tax return is introduced in the future. We estimate the
consolidated tax payments under the eight cases which are classified as such :
whether only 100% ownership subsidiaries should be included or 80% and over,
whether all subsidiaries should be included or only subsidiaries with loss, and
whether unrealized profits from intercompany transactions should be excluded or
not. After estimating the consolidated tax payments, we test the difference
between the consolidated tax payments and the sum of the individual tax
payments of the subsidiaries.

The results of the test show that the consolidated tax payments are significantly
less than the sum of the individual tax payments of the subsidiaries. We interpret
that the inclusion of the losses of the subsidiaries in the consolidated tax base
makes the tax payment decrease. Based on our analysis about 3.8 billion Won per
each parent company would decrease due to the introduction of the consolidated
tax return.

And we find that under the mandatory consolidated tax return system the
significant difference between the consolidated and individual tax payment exists
except that the only 100% ownership subsidiaries are included and unrealized
profits from intercompany transactions are not excluded. However, when the
parent companies have the discretion to select the consolidated subsidiaries, the
consolidated tax payments are significantly less than the sum of the individual tax
payments of the subsidiaries regardless of the ownership percentage, inclusion of
the loss of the subsidiaries and exclusion of the unrealized profits.

Key words : the consolidated tax return system, tax payments, ownership, surtax,
unrealized profits from intercompany transactions
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