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@ Supplier collects 10% VAT from purchaserat the time
of provision of goods and a paper invoice proves this
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® Tax invoice is issued electronically and sends data to
NTS (Obligation for corporations, individual

businesses with prior—yr revenue of more than 300M

transaction between two parties Krw)
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Tax invoice is issued by corporations and individual business
owners of VAT-taxable businesses to prove that they supply

products and services and collect VAT from vendors.

Small-sized businesses under a certain threshold are not
required to issue the invoice. Retails and restaurants and
most who deal with consumers do not issue invoice and,
instead, file cash receipts or credit card slips to prove their
sales revenue.

e-Tax invoice is where such tax invoice is issued
electronically in accordance with the tax law and the

issuance statement is sent to the NTS.
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Enhanced transparency, reduced compliance cost

E—tax invoice gl
‘%‘

Increase in Excessive

Chmpliancs Development

cost

Fraud

of IT

Invoice fraud ® Cost of keeping paper ® World #1 in internet
@ (eg. retroactive issuance invoices dissemination
right before filing) ) & Increased compliance cost ® More companies
@ Takes long to identify 3¢ Est. 6.7T knw/yr using e—invoices
fraud (Korea Inst. Of Public Finance)
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First objective was to secure transparency in business
transactions.

Second, the cost of filling in, storing, and reporting paper
invoice were very high leading to an issue of cost reduction.

Third, as internet penetration increased and large
corporations built business information system within their

company, digital environment came right at some point for
the electronic issuance of the tax invoice.

Under such environment, the NTS started to planning the
e-tax invoice system.
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Mandatory users

Groundwork m

& e-Tax invoice website @ Pilot run - .
@ Issuance System WB Individual Individual Individua
® Standardization Taxpayer Taxpayer Taxpayer Taxpayer

1B krw or 3B krw or 3B krw or
more more more
(Incl, Tax
Exempted
tem)
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In 2008, master plan to introduce the system was established.

In 2009, NTS standardized different private issuance system
to ensure compatibility and established e-tax invoice issuance

system.

After the pilot run in 2010, in 2011, NTS made it obligatory

for corporations to issue e-tax invoice.

And in 2012 and on, the scope of obligatory issuance has

been gradually expanding to individual taxpayers too.
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System Implementation
Platform Monitoring and Analysis
@ Taxpayer use NTS website for issuance/repart/search @ Introduce Early Alarm System and Transaction Flowchart
@& E-Tax Invoice Platform{(e—Sero) was introduced in 2009 :a monitoring & analysis system
@ All tax functions are integrated into Hometax in 2015 @ Detect tax invoice fraud through real time monitoring
2009 b 2015
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First, NTS built an internal system where you can issue,

send, access the e-tax invoice for taxpayers’ benefit.
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Call center

Peak call times

Peak times

Increased Increased # of calls spikes

N s . Every 25" day Year's
mandatory inquiries on e—tax near due date Month's 10" day  following each e
issuers invoice system end of month  quarter—end
— Telephone or intemet -
) queries G
AN [ i )
Faxpayer Answvvers on law, regulation, issuance Call center

method, homepage use etc
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At the call center or consulting center, the inquires are
answered through phone calls and internet regarding law and
system and how to issue e-tax invoice and how to use

Hometax website.
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Incentive/Penalty

Incentives and Penalties

Tax credit for issuance
200 krw per issuance ‘
(abolished in 2016) o

Documentation waiver -+
Waiver from reporting % ----------- ° | ti
statements by every ncentives

trade parthers

-
Cost reduction
No need to store
paper invoices
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- . Penalties/fees
— | For non/delayed issuance
- For non/delayed reporting

As a way of promoting the e-tax invoice system, NTS made
incentives and penalties for compliant and non-compliant

taxpayers respectively.
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Promotions

Promotions

nitial stage

[ Settlement stage - -
b, (2010~2017) Benefits/convenience

(2012~)

@ Instructions via homepage
&) Email/postmail instructions for mandatory issuers
& Workshops and seminars
& Media promotions

& Distribution of various contents (video,
booklets, etc.)
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NTS provided related information on the website and hosted
meetings and promotion sessions by way of media and

newspapers.
Since 2012 after this system started to settle down,
promotion’s focus changed to benefits and conveniences.
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Enhanced transparency

Early

verification

Early alert

Analysis of returns
immediately after filing

Real time maonitoring of
each e—invoices issued

Detection of false
claims

Early fraud detection

GEMH‘S

Reduced compliance cost
Invoice

Fast and easy

5 T N
Accounting Work

N
Preparation Storage

900B krw/yr

In order to secure the business transactions’ transparency, the
NTS built the early alarm system to detect fraudulent invoice

prior to filing, and the early verification system to detect

after filing through analyzing filed reports.

Businesses were also able to reduce cost of preparing, filing,

and storing tax invoice.

One study of Korea Institute of Public Finance, or KIPF,

shows that the estimate of financial benefit is 900 billion

won.
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Fomgtax.
Internet ‘.B -

Mobile @ ij_ = O & @ & @ e ASP-ERP

Agent m —— Schedule submission

NTS Internal System(NTIS) [E8 M 31 party Organizations

Operation Analysis @ Internetissuance Korea_: Internst Cer_tlfla_d
) Promotions Center organizations
® Datakeeping, ® Early alert Q@ Search invoices issued
internal support @ Convenient VAT filing )ﬁ
B pata.analysis D) Call center KISi:A
\I:'ES ARS issuance
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Hometax service includes tax invoice issuance and access to
the information. And the collected data is utilized to manage

and identify tax revenue.

There are 6 channels where you can issue the tax invoice ;
internet issuance, Hometax mobile issuance, and ARS
issuance through phone call. District tax offices also issue

the invoice.

Taxpayers can also have it issue through system operators or

issue by submitting relevant documents.

The NTS has the internal system that can analyze and verify

the tax invoice information.



Issuance via Hometax

NTS Hometax

[+ ] e
Enter info -+ digital e

via E-Mail
signature
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B (if necessary) BUYBI’

Transaction info

Invoice management system (NTS)

For smaller companies with less issuances

Hometax is a website run by the NTS that you can use for
free, and you have to use the digital certificate or your
personal security card in order to prevent the fraudulent

issuance.

Where the supplier issues the e-tax invoice, as soon as it is

issued, the information stored in the NTS.

The purchaser or vendor can see this invoice through the
email. The information can be checked through the Hometax

as well.



Telephone ARS

Enter info

Send via fax ™ o
=

(Issuance)
Bl Verify transaction
(if necessary)

Transaction info

Invoice management system (NTS)

Telephone ARS for non—internet users

Where internet access are not available, then ARS can be
used. Where internet or phone call are not accessible,
taxpayers may visit district office near them.

Via ERP, ASP
ERP, ASP

m

Enter info + digital El via E-Mail I to

signature - =
—~

= Verify transaction
(if necessary)

By following day of issuance

Invoice management system (NTS)

For companies having own ERP system or outsourcing ASP service

Any website operated by ASP that charges user fee or ERP
system of supplier are also available.

The tax invoices that were issued have to be sent to the
NTS by the end of the next day.
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Standardization File sample

UN CEFACT—compliant
(International standardization body)

OIS English name, character,
E size, code #

\— i Adopted XML

‘=) E-signature Digital Signature

SOAP(Simple Object

a Submission Access Protocol)
method
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NTS made standardization guidelines to secure compatibility
among invoices issued through different systems built by

private operators.

O 2 Transmission flow among systems R e

Under the guidance of standardization,
system operators issue e—tax invoice and send the data to Hometax

% Send XML file ‘

Prepare and issue
E—tax invoice

~

Check Issuance details Verify XML file sEs :
Business e Hometan) ASP. ERP Verification
Operator of data
& Where the invoice is not O NTS verifies the
comply with the guidance, Transmitted data whether
the system corrects errors itis issued under the
OWhere transaction info. Is standard guidance
not clear, requeaest the info.
to the sender
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System operators must issue the e-tax invoice and be
compliant with the standardization guidelines and have to
send it to the Hometax.

When sending the invoice, it is required to be transformed
to the XML file format. Then NTS verifies whether the sent
files were issued in compliant with the guidelines, and

notifies the operators of verification result.



