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QUICK FACTS

Legal forms of philanthropic organizations included in the law: Association, Foundation,
Cooperative, Trust, Endowment

Five main social issues addressed by these organizations: Primary and High School Education,
Health and Medical Research, Youth and Family, Environment, Human Rights

Average time established by law to register a philanthropic organization: 0-30 days

The application should be complete within 20 days, but in general, it takes in average 1-2 month due
to modifications made by the authorities.

Average cost for registering a philanthropic organization: US $0

Registration is free in the case of unincorporated organizations, but if incorporated, it costs around
US $100 — US $400, depending on the region.

Government levels primarily regulating the incorporation of philanthropic organizations:
Central Government, State Government

Philanthropic Environment Scores:

Year Ease of Tax Cross-Border Political Socio-Cultural | OVERALL
Operating | Incentives Flows Environment | Environment SCORE

2018 4.7 4.4 4.2 4.1 4.5 4.37




I. Formation/Registration, Operations, Dissolution of a Philanthropic Organization (PO)

The three questions in this section pertain to the laws and regulations governing philanthropic
organizations (POs). The scoring questions for this category cover three aspects of regulations: (A)
formation and registration, (B) operations, and (C) dissolution.

Question 1: To what extent can individuals form and incorporate the organizations defined?

Score: 4.6

The law permits individuals to act collectively through unregistered groups or organizations.
However, groups have to register in order to apply for and receive grants from the government.
Furthermore, in order to provide the benefit of tax credits to donors, POs have to be incorporated or
registered with relevant authorities, such as the Ministry of Public Administration and Security and
the Ministry of Strategy and Finance.

Although there are no statutory limitations on who may register a PO, in general, at least half of
board members must be Korean citizens in the case of a public benefit nonprofit organization (a so-
called "public charity"). The maximum fixed time period of incorporation is 20 days, but it is likely to
be longer if some modification is required by the authorities. The registration fee is around US $50.
At the time of establishment, the minimum capital required to form an association is between US
$2,000 and US $5,000; and US $500,000 in capital and assets for a foundation. Although the
government body tasked with processing applications carries out its duties in a professional,
consistent, independent, and apolitical manner, it has considerable discretion in making the decision
of whether or not to approve an application.

Question 2: To what extent are POs free to operate without excessive government
interference?

Score: 4.6

Although the law has basic institutional requirements, such as a board of directors, a general
meeting, by-laws, and audits, POs have the discretion and freedom to run the organization's internal
affairs. National Security Law strongly bans "political" or "extremist" activities, particularly activities
related to North Korea (NK).

In order to contact NK, advance notice and government permission is required. POs are permitted
to contact and cooperate with colleagues in civil society, business, and government sectors, both
within and outside the country, except for NK. Reporting requirements are clear and predictable. The
same reporting requirements are applicable to all registered POs, but not to unincorporated
organizations. In particular, a level of transparency is required for public benefit organizations or
public charities. POs must publicly publish certain financial data through the National Tax Service's
website when they have more than US $500,000 in assets or receive more than US $300,000 of
income plus donations yearly. Otherwise, publication of details of a PO’s operations is not required
by law, but there is the option of doing it voluntarily.



Question 3: To what extent is there government discretion in shutting down POs?

Score: 4.8

The governing body can voluntarily terminate a philanthropic organization. For involuntary
termination, there are appropriate limits in the law. Even if the government orders an involuntary
termination, the PO can appeal the order to a court. Civil Act 38 regulates the termination of POs as
follows: “In a case where a juristic person operates such business outside the scope of its purpose,
violates such conditions attached to its authorization of incorporation, or acts in a manner harmful to
the public interest, the competent authorities may cancel the PO’s permission to operate.”

Il. Domestic Tax and Fiscal Issues

The two questions in this section pertain to laws and regulations governing the fiscal constraints of
giving and receiving donations domestically.

Question 4: To what extent is the tax system favorable to making charitable donations?

Score: 4.6

There are income tax incentives in the form of credits for individuals or in the form of deductions for
corporations to donate money or make charitable gifts. These incentives are equally accessible for
eligible individuals and corporate donors. For individuals with income of less than ¥20,000,000 (US
$17,580), 15 percent of the amount donated is granted as a tax credit; beyond that level (more than
¥20,000,000), 30 percent is granted. In addition, there are some limitations to the size of the
donation: 100 percent, 30 percent, or 10 percent of total income, depending on the nature and type
of grantees. For corporations, deductions also depend on the nature and type of grantee. By law, 10
percent to 50 percent of the amount donated is tax deductible. The process for receiving a tax benefit
is clear, consistent, and easy because every registered and approved donor can access the National
Tax Service, check donation records, and then electronically file the tax return documents at the
beginning of the year.

Question 5: To what extent is the tax system favorable to POs in receiving charitable
donations?

‘ Score: 4.2

The process of receiving tax-exempt status is clear and predictable. The range of POs that are
eligible for tax exemption is broad, including two kinds of organizations: 1) public benefit
organizations or juristic person for the public interest specified by laws; and 2) others, including
member benefit organizations. For example, cooperatives that are member benefit organizations are
recognized in the new law for cooperatives in 2016 as "social cooperatives" eligible for tax exemption
because of their public benefit purpose serving the community.

In general, POs receive tax exemptions in the form of property tax exemptions, corporate tax
exemptions, income tax exemptions, value-added tax exemptions, and the like. However, if POs run
businesses unrelated to their main purposes, they must pay the "unrelated business income tax"
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(UBIT). In addition, public benefit organizations are exempted from paying taxes on inheritances and
gifts. However, they have to make public announcements through the National Tax Service's website
in cases when the annual amount exceeds US $500,000 of assets or more than US $300,000 of
income plus donations. Also, these larger organizations must submit more complicated and detailed
annual reports than other POs to maintain tax-exempt status. Although the range of POs that can
receive support from private donors is broad, the process stipulated in the law is somewhat
demanding and requires moderate time and resources. To receive donations, POs have to apply to
the local government and obtain its approval if the amount raised is more than US $10,000; if it is
more than US $100 million, the organization requires the approval of the national Ministry of Public
Administration and Security.

lll. Cross-Border Philanthropic Flows
The two questions in this section concern laws and regulations governing the fiscal constraints of
giving and receiving cross-border donations. The scoring for these questions pertains to the donor

and receiving entities.

Question 6: To what extent is the legal regulatory environment favorable to sending cross-
border donations?

‘ Score: 4.1

There are no costs/taxes on sending cross-border philanthropic cash and/or in-kind donations,
except the costs of the wire transfer fee. If the amount is more than US $50,000, tax authorities must
be immediately notified, and it is likely that an investigation would be conducted regarding the source
of the money. There are no restrictions on sending cross-border charitable donations except for
those supporting activities related to terrorism and to a few select countries, such as North Korea.
However, in order for the donor to receive a tax credit or deduction, cross-border grantees must be
registered as an organization eligible to receive the designated donation in advance, and there are
significant limitations on the types of organization that can receive tax-deductible donations from
individuals and corporations. The list only includes organizations supporting overseas Korean
nationals and international exchange, which are presumed to improve the global image of Korea.

Question 7: To what extent is the legal regulatory environment favorable to receiving cross-
border donations?

Score: 4.3

There are no costs/taxes or approval processes required for receiving cross-border philanthropic
cash and/or in-kind donations (Customs Act Article 91). There are no restrictions on receiving cross-
border charitable donations other than prohibitions on receiving funds from sanctioned countries
such as North Korea, as well as those linked to activities such as terrorism.



IV. Political and Governance Environment

The three indicator questions in the next two sections concern the political and governance context,
socio-cultural characteristics, and economic conditions that influence the environment for
philanthropy.

Question 8: To what extent is the political and governance environment favorable for
philanthropy?

Score: 4.0

There are no conflicts between the government and the philanthropic sector, except with certain
advocacy groups, such as those that work on environmental, human rights, and labor issues. The
government creates many opportunities to involve philanthropic organizations in policy development
and implementation. In particular, the policy related to the social economy, which was introduced by
the philanthropic sector and then driven by government, has been developed and implemented with
active participation of the philanthropic sector.

With regards to this policy, several types of organizations have been created, such as the 'social
enterprise,’ 'community enterprise,’ and 'self-supporting enterprise.! Some of these new
organizations have hybrid characteristics blurring the border between the business and philanthropic
sectors. Although this has led to tensions both within the philanthropic sector and between sectors,
these organizations have been institutionalized so that they are recognized as significant agents of
social change in Korea.

A recent general climate of political crisis has affected the development of philanthropy. Particularly,
in late 2016, people took to the streets to protest against what was seen as oligarchic abuse of power
and collusion between politicians and businesspersons. Most people think that this kind of cronyism
is contrary to a robust democratic system. As a result, the president was impeached and a new
president was elected in a special general election in May 2017. This crisis has had a positive effect
in terms of increasing civil society awareness; on the other hand, there are negative effects in terms
of creating a bad public image of the business sector and its work regarding corporate philanthropy
and corporate social responsibility. If current economic stresses, such as low economic growth and
a high unemployment rate, do not improve, such conditions are likely to begin to threaten the
autonomy and sustainability of the philanthropic sector.

Question 9: To what extent are public policies and practices favorable for philanthropy?

Score: 4.2

The government has promoted a cultural philanthropic tradition and allowed POs equal access to
resources and opportunities, especially through the law supporting a PO's training, networking
opportunities, and diversification of sources of funding. The government has also implemented
effective laws and programs to prevent corruption.

However, the government occasionally takes too much interest in leading and guiding the
philanthropic sector by making laws and subsidizing certain types of POs, thereby not only affecting
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the critical fact that POs should be voluntary and self-governing, but also creating overlapping
responsibilities among government agencies. Although donors and funders of POs are free to
support any philanthropic cause or organization without government pressure, political leaders and
government sometimes coerce big business groups into participating in particular projects or giving
money to specific institutions.

V. Socio-Cultural Environment

Question 10: To what extent are socio-cultural values and practices favorable for
philanthropy?

Score: 4.5

Modern Korean philanthropy is grounded in the cultural and religious heritage of Confucianism and
Buddhism, and most people are generous about giving. However, experiences of colonization, the
Korean War, rapid industrialization and urbanization, and accelerated economic growth have also
resulted in a deconstruction of traditional community spirit and values. Increased understanding of
the different roles of civil society, civic movements and social economy, and core societal values
such as coalition-building, solidarity, and reciprocity, have been revived and provide support to
philanthropic activities. There are several good illustrations of overcoming crisis through collective
actions, such as the gold collecting movement during the financial crisis in 1998, as well as the recent
candlelight vigil protesting an undemocratic regime. As a result, most people perceive philanthropy
as good for society and an important part of addressing social problems. There is a general
understanding of what philanthropic organizations do. Organizations in the sector were initially called
NGOs (non-governmental organization) or NPOs (nonprofit organization) and then gradually terms
like CSO (civil society organization) and social economy came into general use. POs are perceived,
in general, as being transparent and accountable. However, the unregistered social service delivery
organizations, typically sanatoriums and welfare facilities for persons with disabilities, are sometimes
engaged in embezzling public funds, accounting fraud, or corruption scandals. As a result, that part
of the philanthropic sector has occasionally struggled with its public image. Even if the social
structure facilitates the free development of philanthropic activities, hierarchical social structures
based on cultural tradition in Confucianism still remain and influence philanthropy, as Koreans
continues to wrestle with issues such as generation gaps and leadership transitions.

VL. Future of Philanthropy

These questions are used to provide a general picture of the future of philanthropy in this country as
well as recommendations to improve the philanthropic environment.

Current state of the philanthropic sector

Even if the number of members and amount of fundraising activities has fluctuated since the 2000s,
philanthropy has continued to evolve into a well-organized and institutionalized sector in the country.
Terms and concepts that were once relatively rare, such as civil society and civic movements, have
now become more commonly used in the Republic of Korea. Moreover, the number of public
foundations has increased. This has special meaning to the evolution of civil society, as public
foundations or charities are primarily supported by the general public. That is, many individual
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citizens, as well as prominent private groups, support the autonomy, capacity, sustainability, and
impact of the sector, rather than POs having to rely on single funding sources.

Three major recent events affecting the philanthropic landscape between January 2014 and
December 2016

e Mass protests against the monopoly of government affairs and collusion between politicians
and businesspersons. As a result, many people gained an increased awareness of
democratic values and began more active participation in public issues.

e The universal basic income issue has become a recurrent theme of conversation, and
candidates for the presidency during the 2017 special presidential campaign made promises
regarding this issue.

e The change to an emphasis on tax deductions, rather than tax credits, for individual
philanthropic giving has temporarily scaled back giving due to caps on incentives to rich
donors, but it is expected that it will recover shortly and contribute to resolving inequality and
unfairness surrounding tax incentives.

Future development trends in the philanthropic landscape

As the border between sectors has been blurred, a variety of hybrid forms have emerged in the last
few years. In particular, the introduction of the social economy has brought about the emergence of
several types of organizations, such as 'social enterprise,' 'community enterprise,' 'self-supporting
enterprise,' 'social cooperative,' and so on. These trends will continue in the near future. In addition,
tensions arising from neo-liberalist approaches that seek to extend the power of the market, as well
as reduce the role and function of the State, are expected to grow.

Three key recommendations to improve the environment for philanthropy

1. Greater transparency and accountability through mandatory disclosure of information: 1)
public benefit organizations or juristic persons for public interest that receive tax incentives
need to be more transparent; and 2) public information concerning corporate giving and
contributions needs to be more standardized and accurate.

2. The government needs to no longer interfere with philanthropic organizations by establishing
its own institutions and sending its personnel to control them. Instead, the government should
support POs’ activities by funding, making and enabling regulations, providing opportunities
for training and networking, as well as overseeing that relationships between the sectors
comply with the law. Therefore, the government policy should be to let POs continue to keep
their intrinsic feature: independent, voluntary, and self-governing.

3. Political institutions or the government should not compel the business sector to give money
to any cause in particular, even if it is for a social purpose. Rather, it should be more fair and
effective and make corporations pay taxes after reasonably adjusting and modifying current
corporate tax law based upon public consensus. Philanthropic giving should be voluntary,
regardless of whether it comes from an individual or a corporation.
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