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1. Z|1F3AF Ag 5l oA Ee I APdT HE
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T

SATA 2 A A FEEISh TEAAY) A2xAM e FHERE St T
Ak AR W82 Aiete A& FE AR ote SALRA ARt Foo] tEE R o] Yot
T = o4 b E AFIAR Gt ol AFI A a8 AETE s A
S #e] B AHshe AR FEAP e AR ARYE S AL ARARE ] B A[Hf st

Atk FPste TFAFIAPR TR B3, 569 e BEYS I9lske ARk

= afrobe A FeAFEAE dta, O ﬂA A FEAE LA FE AP} S
=3 AAg e FFE A 918 5Hoz 1986 el g Aol A gl w2} A F
Blatel AR -Zdgte] SAIEATE ol F 71l A2 AEhet 287 AR =7PA7)
g7 Askal, Felvel AEe 19989 B AHS JHFst] SAREEAEE =Y,
19999 = FAWE & Wgste] Aldd 82 sfol] AF3|Ate] AY-Ad9ks s Setih(Ed
A1) 2016). 719 ] =FEE Al 7S fA st gt ?b- A, 388< 3
A e ez, 7 B2 Al F A 9 AA S)e S5 AR AFIAL
S el Aotk - FHZ 2006 ; HES 2014). Xlrﬂ/\} AAZ A 3 3 A
IR SAEAZE 4 AASFE AL A (monitoring) 7} E-ol s el whel 71 A o] F
/ol MAse Aol AFIAHES] w7lwelth o2t oM =l AFIALe] =
2003 197094 2021d T 7|02 168712 Z/FEIA L, olE vesta B AR
7R 719 So] Skt Sla= Snl ks

A T3] A S A HEAQ] YHOR 7]E A =HED(split-off) e
(spin—off)y= & A|F3 ket ARISALE W el st dakes 712 3] AR
T&ate] ARALR jEEa, 7] A Al ARRALe] F4 5 HAste] AFIAPLE HE
olty. Fak= 7IEIAFE TEdte] Al ARAE whEaL Al ARjAbe] F4 S 7 AL 5
g0 kel AZEWT 2 He WAt § AT E A5 &AL 0] V1€
Atk AlTtEIAbe A4S T HER sl HER F 7Y AR 72 sl =,
=& o|F @ A AFIAL 830 FHE UE A FHE A5Fo BN AT}
7b .

719¢] Z&Ff7-Z(corporate ownership)= Wekel &3l whel 553 53] 9l=H|(La Porta
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T A A R HAAY e A4 EEA 0= 719 EEo| ‘AA e TF
g 7§ B oA TAste TEEQA 2 BN, a8l FEHRY FFEC g
okt Al Ee] Alag HAeldEd ¢ AES At A4 eds S5 2 e 119
& Al 2 oA G ek AlFe] BASHE bt dld E&e] A edE zkE A £
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T2 gk Al S A Eokethe a4 &3 1 RHQl 5 -2 g =2t AAAE A

A3 A5 A8 SHAA o] FolHth(d, A 2015 ; o] 4E 2020).
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of AF-ZAL FAA A g AHAQ 714 A3 9] o et SRR o] 5 FA|3] ]

T2 283 APAT JA FPH D Utk FAH S 49 Wi 59 FI2 AN AR R 2
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A Case Study of Tax Strategy

: Unrealized Losses of Equity Method Investment Stocks

kR kR

Junyong Shim® - Meeok Cho™" - Ki Young Kim"** - Kyung Jin Park

<Abstract>

We analyze how Kolon transferred and then repurchased stocks using the equity method of
Neoview Kolon, which reflected accumulated unrealized valuation losses as tax deductions in the
spin—off process of Kolon Industries in 2009.

On December 31, 2009, as the base date for the spin—off, Kolon spun off its manufacturing
division to establish Kolon Industries, which took over with net assets of approximately KRW
732.5 billion. The total assets inherited were approximately KRW 2,522.5 billion, including KRW
8.6 billion worth of Neoview Kolon equity method investment stocks. Afterward, on January 13,
2010, Kolon Industries received approximately KRW 9 billion from Kolon and resold its equity
method investments. Kolon Industries was expected to have recorded a profit on disposal of about
KRW 400 million in its book but to have deducted the cumulative equity method loss of KRW
138.4 billion of Neoview Kolon for the tax reconciliation. As a result, the firm could benefit from
a corporate tax reduction in 2010.

In this regard, the tax authority, during the 2016 tax investigation, determined that the
transaction had the purpose of tax avoidance and that it was a wash sale transaction in terms of
economic substance. Thus, the tax authority judged that the inclusion of the equity method
valuation loss reported by Kolon Industries in deductible expenses was unreasonable. As a result,
a tax investigation penalty of approximately KRW 743 billion was imposed in 2016. However,
Kolon Industries filed an appeal to the Tax Tribunal, and the imposition was canceled. This can
be seen as an example of Kolon and Kolon Industries employing effective tax strategies to utilize
unscheduled valuation losses within the corporate tax law.

By examining tax penalty disclosures, precedents in the Tax Tribunal, and related disclosures of
financial statements (e.g., audit reports, quarterly and semiannual review reports) from various
angles, this case study contributes to the literature on corporate tax strategy. Particularly, this
study, backed up with specific figures, presents both accounting and tax treatments of the spin—
off and the equity method, providing a practical example useful for accounting educational
purposes. Based on our methodology to analyze corporate tax strategies, this study calls for
researchers’ attention to the tax accounting literature.

<Key words> Conversion to holding company, Spin—off, Wash sale, Tax penalty
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