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<Abstract>

This study examines the impact of the revised foreign tax credit rules, effective January 1, 2025,
on the tax structure of tax—advantaged accounts, focusing on Individual Savings Accounts (ISAs)
and pension accounts. Under the revised system, the previous refund mechanism at the level of
indirect investment vehicles was abolished, and income is now distributed based on after—tax net
asset value reflecting foreign taxes paid. Although this change aims to prevent excessive tax refunds
and improve fiscal efficiency, it weakens the tax deferral function of tax—advantaged accounts and
increases the possibility of double taxation on foreign dividend income. Based on institutional
analysis and case—based simulations, this study finds that immediate foreign tax withholding at the
time dividends are generated reduces the amount available for reinvestment, thereby weakening the
compounding effect, particularly in pension accounts designed for long—term retirement asset
accumulation. The government’s supplementary credit mechanisms may partially alleviate double
taxation, but they do not restore the loss of tax deferral because they fail to compensate for the
time value and reinvestment opportunities lost when foreign taxes are deducted at the dividend
payment stage. Accordingly, this study proposes differentiated policy improvements for ISAs and
pension accounts. For ISAs, it suggests limited supplementary measures reflecting the tax—exempt
threshold and account characteristics, as well as a dividend—linked account mechanism to separately
manage already—taxed foreign dividend income. For pension accounts, it proposes limited
exceptions to preserve the tax deferral function, time—value adjustments for accumulated foreign tax
credits, and expanded income deductions or tax credits linked to foreign taxes paid. These findings
suggest that foreign tax credit reform should balance the prevention of excessive refunds with the
preservation of the long—term asset—building function of tax—advantaged accounts.

<Key words> Foreign Tax Credit, ISA, Retirement Pension, Double Taxation, Tax Deferral, Foreign Dividend
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(Table 1> Comparison of Monthly Dividends According to Tax Status

Classification Individual Savings Account (ISA) Retirement Pension
Tax Incentive Reduction of financial income tax | Income deduction, tax deferral,
(tax exemption and separate and application of pension
taxation) income tax
Benefits upon Contribution | None Income deduction up to

KRW 9 million

Benefits during Management |Tax exemption on financial income | Tax deferral on investment
/ Investment within the account (KRW 2—4 | profits (tax deferral effect)
million) and 9.9% separate taxation

Benefits upon Receipt / Avoidance of comprehensive Application of low tax rates
Withdrawal financial income taxation (3.3—5.5%) upon receiving

pension payments

Taxation upon Lump—sum No withdrawal restrictions (applied | Potential imposition of retirement
Withdrawal when profits are generated) income tax upon lump—sum
withdrawal
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(Figure 1) The Taxation Structure of Tax—Advantaged Accounts Prior to
the Amendment of Foreign Tax Credit Regulations

Korea: Refund of foreign tax credit
(Corporate Tax Act, Article 57-2)
After-tax dividend
Forein ETF U.S. corporation

payment
U.S.: Withholding on dividend income
Korea: Withholding

(foreign tax paid)
(pension income or separate
taxation)

Pre-tax dividend
payment
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(Table 2> Comparison of Foreign Tax Credit Regulations under the Corporate Income Tax Act
Before and After the Amendment

Before Amendment2) After Amendment

Atticle 57—2 (Special Cases conceming Refund of Foreign Tax Credits for Indirect
Investment Companies)

(1) Where any investment company, special purpose company, investment limited
liability company, investment association (excluding a private equity fund
participating in management, as defined in Article 9 (19) 1 of the Financial
Investment Services and Capital Markets Act), or investment limited liability
company under the aforesaid Act, any corporate restructuring real estate investment
company or real estate investment company for entrusted management as defined
in the Real Estate Investment Company Act (hereafter in this Article, referred

to as “indirect investment company, etc.”’) has paid foreign corporate tax (referring
to the amount of foreign corporate tax referred to in Article 57 (1) and (6))

on its income accrued from its investment in foreign assets, it shall each pay <Deleted>

the tax due as computed by subtracting the tax paid overseas in the relevant
business year (its ceiling shall be the amount of tax computed by multiplying
the tax rate under Article 129 (1) 2 of the Income Tax Act by the income
accrued from the investment in foreign assets, and the amount exceeding such
ceiling may be deemed nil) from the amount of the corporate tax of the relevant
business year when filing a return on the tax base of the business year during
which the relevant income accrues, notwithstanding Article 57.

(2) Where the amount of tax paid by an indirect investment company, etc., in any

foreign country for the relevant business year referred to in paragraph (1) exceeds
the corporate tax for the relevant business year, the indirect investment company,

etc., may obtain a refund of such excess, as prescribed by Presidential Decree.
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(Table 2> Comparison of Foreign Tax Credit Regulations under the Corporate Income Tax Act
Before and After the Amendment (continued)

Before Amendment After Amendment

(3) An investment trust, an investment limited partnership, or an undisclosed
investment association as defined in the Financial Investment Services and Capital
Markets Act (hereafter in this paragraph, referred to as “investment trust, etc.”)
shall be deemed a domestic corporation for the purposes of applying paragraphs
(1) and (2) to the investment trust, etc. In such cases, “business year” referred
to in paragraph (1) shall be construed as “accounting period of the investment
trust, etc.,” and “when filing a return on the tax base” shall be construed as
“when settling accounts.”

(4) An investment trust, an investment limited partnership, or an undisclosed
investment association as defined in the Financial Investment Services and Capital

<Deleted>

Markets Act (hereafter in this paragraph, referred to as “investment trust, etc.”)

shall be deemed a domestic corporation for the purposes of applying paragraphs
(1) and (2) to the investment trust, etc. In such cases, “business year” referred

to in paragraph (1) shall be construed as “accounting period of the investment

trust, etc.,” and “when filing a return on the tax base” shall be construed as

“when_settling accounts.”
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(Table 3> Comparison of Foreign Tax Credit Regulations under the Income Tax Act Before
and After the Amendment

Before Amendment After Amendmentd)

Article 57—2 (Special Cases conceming Foreign Tax Credit on Income Received

from Indirect Investment Company, etc.)

(1) If the amount of a resident's global income includes income that meets any
of the following requirements, the amount specified in paragraph (2) 2 may
be deducted from the calculated tax on global income for the relevant tax period :
1. The income shall have been received from any of the following entities (hereafter

referred to as “indirect investment company, etc.” in this Article and Article

129) :

(a) An investment company, an investment purpose company, an investment
limited company, an investment limited partnership company (excluding
an institutional private equity fund as defined in Article 9 (19) 1 of the
same Act), an investment limited liability company, investment trust,
investment limited partnership, and undisclosed investment association
as defined in the Financial Investment Services and Capital Markets Act ;

(b) Corporate restructuring real estate investment trust and entrusted
management real estate investment trust as defined in the Real Estate
Investment Company Act ,

(c) Trust property deemed to be a domestic corporation under Article 5 (2)
of the Corporate Tax Act ,

2. An indirect investment company, etc. shall have paid an amount of foreign

<Newly Inserted> corporate tax as defined in Article 57 (1) and (6) of the Corporate Tax Act

(if the indirect investment company, etc. invests in a structure that involves

acquiring securities issued by any other indirect investment company, etc.,

and if there is an amount of foreign corporate tax paid by such other indirect
investment company, etc. under the same provisions, including the relevant
tax amount ; hereafter referred to as “indirect investment foreign corporate
tax” in this Article and Article 129) on the income paid to the resident.

(2) For the purpose of applying paragraph (1), the amount of income received by
a resident from an indirect investment company, etc. and the amount deductible
from the calculated tax on global income shall be as follows :

1. Income received from an indirect investment company, etc. : The amount
calculated based on the base price specified in Article 238 (6) of the Financial
Investment Services and Capital Markets Act (which means the price after
deducting the amount of indirect investment foreign corporate tax ; hereafter
referred to as “after—tax base price” in this Article and Article 129) : Provided,
That income received from an indirect investment company, etc. due to the
sale of securities of the indirect investment company, etc. listed on the stock
market shall be the amount calculated as prescribed by Presidential Decree ;

2. Amount deductible from the calculated tax on global income : The amount
calculated as prescribed by the Presidential Decree, taking into account the
after—tax base price of the indirect investment foreign corporate tax.

3) B & Uiz B2 &S HE A1919635 5 7T 2 st o, JuHE o] dF Tol st AT
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(Table 4> Comparison of Withholding Tax Regulations under the Income Tax Act Before
and After the Amendment

Before Amendment4)

After Amendmentd)

Article 129 [Withholding Tax Rates]

@ When calculating the amount of taxes to be

withheld pursuant to paragraph (1), where the
amount of a foreign income tax prescribed by
Presidential Decree is paid on income under
Article 127 (1) 1, 2, or 9 in a foreign country,
the amount calculated by deducting such amount
of foreign income tax from the amount of
withholding tax calculated pursuant to paragraph
(1), shall be the amount of a withholding tax.
In such cases, where any of the following entities

has paid an amount of foreign corporate tax under
Article 57 (1) of the Corporate Tax Act on the

relevant _income,

the amount calculated by

deducting such amount of foreign corporate tax

from the amount of withholding tax calculated

pursuant to paragraph (1) shall be the amount

of a withholding tax :

Article 129 (Withholding Tax Rates)
(4) When calculating the amount of taxes to be

withheld pursuant to paragraph (1), where the
amount of a foreign income tax prescribed by
Presidential Decree is paid on income under
Article 127 (1) 1, 2, or 9 in a foreign country,
the amount calculated by deducting such amount
of foreign income tax from the amount of
withholding tax calculated pursuant to paragraph
(1), shall be the amount of a withholding tax.
In such cases, if the amount of a foreign income

tax exceeds the amount of a withholding tax

calculated pursuant to paragraph (1), such excess

shall be deemed written off :
1. Deleted ,
2. Deleted ;
3. Deleted ;
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(Table 4> Comparison of Withholding Tax Regulations under the Income Tax Act Before
and After the Amendment (continued)

Before Amendment

After Amendment

1. An investment company, an investment
purpose company, an investment limited
company, an investment limited partnership
company (excluding an institutional private
equity fund as defined in Article 9 (19)
1 of the same Act), an investment limited
liability company, investment trust, investment
limited partnership, and undisclosed investment
association as defined in the Financial
Investment Services and Capital Markets Act ,
2. Corporate restructuring real estate investment
company and entrusted management real estate
investment company as defined in the Real
Estate Investment Company Act ;
3. Trust property deemed to be a domestic
corporation under Article 5 (2) of the Corporate
Tax Act.
® In applying paragraph (4), where the amount
of a foreign income tax or foreign corporate tax
exceeds the amount of a withholding tax
calculated pursuant to paragraph (1), such excess
shall be deemed written off.

(5) For the purpose of calculating the amount
of withholding tax under paragraph (1), for
income under Article 127 (1) 2 or 9 that
meets the requirements of the subparagraphs of
Article 57—2 (1), the withholding tax shall be
determined by subtracting the amount specified
in subparagraph 2 from the amount specified
in subparagraph 1 :

1. The amount calculated by multiplying the

income received from an indirect investment

company, etc. (referring to the amount
specified in Article 57—2 (2) 1
the same shall apply in this Article) by the

; hereafter

tax rate specified in paragraph (1) ;
2. The amount calculated by taking into account

the after—tax base price of the indirect

investment foreign corporate tax, as prescribed

by Presidential Decree.
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<Figure 2> Comparison of Monthly Dividends by Taxability
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