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lafe sonves A+B lausasluiiudesay 20 ¥09 Gross wage & salary income

3.2.2 1msnsysladmiviudAdn sy

dmiuiuAmdniin CRS: iasinnByarwiiuiovay 1.3 ve3genviefiesn Cash

Receipt ualdliu 7 a1ulou

3.2.3 1asn1ssladmiuyananaly

dwsuyanaily: idusieTaundiudsteduildesnluaiasutuituusesay 20

YoeyarAuAMIaUINTS AU Esnseantulaiasutu

14 g55Wnsandy, <http//www.sanpakornsarn.com/> , 8 &1AY, 2555
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Korea’s Cash Receipt System manual, <www.nts.go.kr>, 2007
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- )Introduction

1. What is the “Cash Receipt System”?

Cash Receipt System

The National Tax Service (NTS) of the Republic of Korea implemented the Cash Receipt
System in 2005 with the view to better tracking cash sales of self-owned stores and
businesses. When a consumer pays cash at a store for the goods and services purchased
and asks for a Cash Receipt to be issued, that part of the cash transaction is automatically
notified to the NTS.

How it Works
2.Purchase data

1.Cash ‘ transferred

purchase & (real-time)
i 9 acah Ef/‘ 3 Transaction b

L 4.Cash 3.Transaction

N | | |/ Receipt issued approved

Consumer Registered Cash Receipt
N Store Systems Operator
Indicated by a
"Cash Receipt Sticker"

attached on door

5.Transaction records

6.Consumption records ‘ ' (Transmitted at least
(For tax credit purposes) “ " once daily)

A

NTS

SZ NTS2007 | 5



(1) A consumer goes to a store that has a device which issues Cash Receipts(or a “registered
store”), pays cash, and provides any one of his or her cell phone number, cards of various

sorts, or resident ID number for personal identification purposes.

(2) The store enters the number in the Cash Receipt device, which sends, in real time, the
identification with the cash purchase record to a Cash Receipt System Operator, who then
grants approval for a Cash Receipt to be issued at the store.

=
5
—
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=

(3) The Cash Receipt System Operator then sends the data collected from stores to the NTS
over a dedicated line at least once daily. Such data is used to track taxable income.

2. Background

Due in large part to a government policy promoting the use of credit cards (which began in
2000), the credit card's share as a percentage of total private consumption grew from 12.3%
in 1998 to as high as 41.7% in 2004, contributing to exposing taxable income. Such
developments notwithstanding, cash portions still remain high and are a main obstacle in
detecting income earned by those who are self employed.

The Cash Receipt System was devised as a way of building a new taxation infrastructure

capable of better exposing taxable income.

3. Outcome

2005~2006 Cash Receipt Issuance

By Value By Number
US $ 51.7B 1.18B
16.8B 382
Unit : US$ 154B Unit : 1M 256
1258 ¢ 27 B
71 lﬁ
1H 2H 1H 2H 1H 2H 1H 2H

Issuance in value Issuance in number

6 |



Cost-Benefit Analysis

@ Benefit: US$526 million in tax revenue increase

The US$19.5 billion in the total Cash Receipts issued in 2005 is estimated to have
contributed to US$526 million in tax revenue increase. The figure is based on the level of
taxable income exposure, effective VAT rate, and effective income tax rate.

@ Cost: US$42.2 million in IT system implementation and operation

Equipment Purchase 15.26M
Implementation Program Development 3.68M
Sum 18.94M
Lottery Prizes 3.79M
Promotions 1.05M
Operation Call Center Labor 147
Tax Credits for Cash 16.95M
Receipt System Operators
Sum 23.26M
Total 422M

S&NTS2007 | 7






Main Components
of the System

1. Relevant Provisions in the Tax Law

Businesses Required to be Registered as “Cash Receipt Issuers”

As business-to business (B2B) transactions in Korea are already well tracked through the
tax invoices that trading parties exchange, those businesses required for registration as
“Cash Receipt Issuers” were initially scoped to include mostly business-to-consumer (B2C)
operations, namely, those in retailing, food, lodging, and services.

‘ Cash Receipt

Cash Purchase

1) A store has to first register itself as an Issuer of Cash Receipts. Registered Issuers are called “Cash Receipt
Issuers,” or “registered stores.”

SZ NTS2007 | 9
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Mandating Registration

In the early stages of implementation, registration was voluntary. However, starting July,
2007, businesses with a gross revenue of a certain amount or greater, or in specified
industries, will be mandated to register as a Cash Receipt Issuer (or a “Registered Store”).

Issuance Threshold

Following a review of network cost, effective tax rate, operational efficiency, and societal
payment customs, US$5.26 (5,000 KRW) was determined as the minimum spending required
for a Cash Receipt issuance.

Incentives for Issuers and Consumers

Issuing Store

VAT credit at 1% of total amount for which Cash Receipts were issued

Income tax credits and exemption from tax audits, provided certain conditions are met

Consumer

Income deduction for amount exceeding a set level

Automatic entry to monthly lottery draw

Cash Receipt
System
Operator

US$18.42 per Cash Receipt terminal installed

Tax credit of 2.3 US cents per issuance (1.62 US cents for on-line issuance) to cover approval

and transmission cost

10 |




2. IT System

Conceptual Map of the IT System behind the Cash Receipt System

[ User |

. Taxpayer Service Area Internal Service Area
axpayer
P J + User registretion = oD m e
history look-up Sj=lan SHEE Cash records
« Correction request _ (accumulated)
. +CR Qard application Dalals || RS o
: © Inquiries hronized
A + Lottery result Syrt]ﬁrough -
e | e o (.
for CR i Issued e batch fo establishng
+SMSftext msg's) I e >
+ Answers to inquiries —————————
Call Center System
B o
s o veongures
5 D N
i Approval
: No.is .
1 issued Links cash records + & Retums flawed
fo terminal records ; data collected
: fo build previous ;+ the day before
H day's data N
: Data Transmission/ Ly

Lashn Recelpl

Reception Area

[ Usage
=y

VAT reporting

Tax base
establishment

| Relevant

~Transmiegion/ "k 1o External Syst « Unidentiiab i
Transmission/ : ) Reception System Link to External System
Reception System Dedicated Line records
. o + Lottery entr
Cash data Daily baich linking: = e o thru"mileage card ) -----oo--ee S
processing +New cash records: and
T | GO < s
della processing | g * Unideniieh g
Managerent & ex%mpl }\/ndugtries “Lotery winners | oS

« The IT infrastructure behind the Cash Receipt System comprises 35 servers, 170 copies of
21 different software versions, and 110 sets of 12 different types of underlying equipment.

» The system relays cash transaction data between the NTS and the Cash Receipt System

Operator. The data is stored and delivered to either the system user, NTS employee, or call
center representative.

S NTS 2007 | 11
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Terminal Installation

By providing chips free of charge that enables a credit card
terminal to issue Cash Receipts, we were able to minimize issuers'
cost burden arising from having to install new terminals.

Realtors and private education facilities typically have too few transactions to consider
installing a Cash Receipt device. In order to lighten their cost burden of purchasing something
that they won't be using too frequently, the NTS is providing a service whereby Cash Receipts
are issued over the Internet.

Proper Identification

@ Cash Receipt Issuers

A business registration number is used as a unique identifier for the purpose of tracking a
store owner's total sales for which a Cash Receipt had been issued.

& Consumers

Resident ID number, mobile phone number, and card numbers
of various sorts (e.g., credit cards, debit cards, Cash Receipt
cards, etc.) are used to identify consumer purchases.

Cash Receipt-Purpose
Identification Card

Cash Receipt System Operator

A Cash Receipt System Operator is someone that relays Cash Receipt issuance records
from the store to the NTS.

The existing credit card terminal network is used for transmitting cash transaction records.
A Cash Receipt System Operator was selected through an open bid among network
operators (i.e., telecommunications operators, POS providers, automatic funds transfer

operators, etc.).

Sending out and Receiving Cash Transaction Records

Cash transactions recorded on the store terminal are sent out in real time to the Cash
Receipt System Operator through the existing credit card network.



The Cash Receipt System Operator then collects the data and sends them to the NTS on a
daily basis over a dedicated communication line linked directly to the NTS. (An extra charge is
added only for the installation and use of the dedicated line.)

Transaction records
(real time)

A\ 4

Transaction records “‘ "‘

transmitted
| < o\/ .
Z — & )
% Z Transaction S NTS
: d
KRegistered Approve Cash Receipt
Store System Operator

Website and Consumer Call Center

A Cash Receipt website is up and running to allow consumers and business owners to view
their cash consumptions and sales records, and to communicate with tax officials regarding
the Cash Receipt System.

A call center is set up to handle calls exclusively pertaining to taxpayer inquiries and
requests on Cash Receipts. The consultations, handling of inquiries, and overall operation are
outsourced to a private company.

Cash Receipt Website Cash Receipt Call Center

S NTS
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3. Steps Taken for Stable Operation

In order to encourage consumers to ask for Cash Receipts more frequently, the NTS
provides tax credits at the end of the year to filers who report cash consumptions for which
Cash Receipts were issued. There is also a lottery every month and a total of US$6.16 million

is currently given out to winners each year.

Stores that have registered as issuers are given a tax credit in proportion to the amount of

sales for which Cash Receipts were issued.

Once the IT system enabling the CRS was completed at the end of October, 2004,
department stores, large discount stores, and other such places with heavy customer traffic
were selected for a pilot run of the system. It was a test of how all the components came
seamlessly together, from when a consumer is issued a Cash Receipt at the point of sale to
when data is sent out from the store to the Cash Receipt System Operator and then on to the
NTS, and back again to close the loop at the consumer level when he or she logs on to the
Internet to view past purchase records and sees who has won the lottery.

All available forms of promotions were used, from nationwide street campaigns and how-to
sessions to mass media promotions using TV, radio, the Internet, and promotional video clips.
The first year's performance was analyzed, for instance, by age, gender, and region, to
customize promotions for different demographic segments.

In order to lighten a store owner's cost burden of purchasing a Cash Receipt terminal, a
chip was developed and distributed free of charge which, when attached to an existing credit
card terminal, enables the issuance of Cash Receipts. Those refusing to have a Cash Receipt
issuing device installed were identified for administrative guidance by the NTS.

All new credit card terminals now come Cash Receipt-enabled.



Distribution of Cash Receipt Cards

A Cash Receipt Card, a card used exclusively for personal identification for Cash Receipt
purposes, is distributed to consumers free of charge so that they're able to have their receipts
issued faster and with enhanced convenience.

Treatment of Stores Refusing Issuance or with a Low Issuance Rate

Some business owners have no or little issuance track records because they are reluctant
to have their cash income exposed. The NTS made visits to such stores and provided
practical administrative guidance, including recommending issuance and showing them how
Cash Receipts are issued.

Many channels were put into place that allow consumers to report registered stores that
refuse to issue a Cash Receipt. Businesses being reported of such denial are placed under
NTS treatment of varying degrees, ranging from receiving simple administrative guidance to
being asked to provide a business activity statement/revised return and being selected for an
audit.

Civil Watchdog System

Effective from July, 2007, a new tax law provision will mandate stores to register as Cash
Receipt Issuers, and tax authorities will impose penalties on non-abiding businesses while
awarding taxpayers with monetary rewards for reporting those that refuse to issue a Cash
Receipt.

Cash
Receipt
\ System

S NTS
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6"C0nsiderations for
Implementation’

Who should Register?

In Korea, they are primarily stores and companies that sell directly to the end customer.
However, even a B2B business may be asked to issue Cash Receipts if it does not have a
system that can properly allow the NTS to identify its transactions.

Mandating Registration

It should be best left to public acceptance, compliance level, and social infrastructure to
decide whether registration as issuer and subsequent issuance of Cash Receipts should only
be encouraged or be made compulsory.

Setting a Threshold

Consideration should also be given to the minimum amount, if at all, required to warrant a
Cash Receipt to be issued. This should be considered in the context of societal customs of
payment, economic costs, and operational efficiency.

Incentives

Cash Receipt Issuers, Consumers, and Cash Receipt System Operators alike need to be
granted incentives of one form or another if the system is to gain wide public acceptance. An
optimal solution may be reached when considered within the unique financial and economic
framework of individual countries.
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Cost of Installing Terminals

Who should bear the cost of terminal installations will have to vary depending on the
existence of a credit card terminal network and financial availability.

Cash Receipt System Operators

You may choose to have the issuer send transaction information directly to the tax agency,
or have an intermediary operator, as does Korea, collect the data on behalf of the tax
authority. It should be noted that the size of a country's economy and the way its
infrastructure is configured will largely determine how much it will cost to implement the

system.

Cash Receipt Call Center

The staffing level at your tax office and budget should serve as a good measure in deciding
whether to run the call center yourself or have it outsourced.
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