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O Questions concerning tax investigation (national tax
administration)
© The National Tax Service of Korea employs taxpayer protection
officers within its organization to help protect the rights and
benefits of taxpayers by handling their complaints while
prohibiting any extension of the period of tax investigation.
However, there has been some criticism to the effect that the
service tends to focus on convenience in tax collection rather
than on actually protecting taxpayers, as the taxpayer protection
officers are operated within the service. Therefore, some have
contended that the taxpayer protection officers should be placed
under the National Assembly or that their activities should be
reported to the National Assembly.
® Does the parliament have a separate organ that protects the
rights of taxpayers from the internal tax service?
@ Does the parliament have devices that enable proactive and
follow-up control of tax investigations by the internal tax service?
® Does the parliament have an organ that supervises the internal

tax service
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In Korea, the Framework Act on National Taxes stipulates that
personal information concerning the taxation of individual
taxpayers shall not be leaked out of the National Tax Service.
Based on that provision, the National Tax Service has
persistently refused to submit taxation information on taxpayers,
although the National Assembly is vested with the inclusive
authority to request the submission of such information.
Accordingly, there has been criticism that the National
Assembly is not provided with sufficient information required
for deliberating taxation-related draft bills.

@ Does the internal tax service of report to the parliament

information concerning the taxation of individual taxpayers? If so,

what are the supporting provisions and how frequently is the

information reported?

In Korea, municipal or local autonomous governments are also
vested with the authority to conduct tax investigations similar
to that entrusted to the National Tax Service. It was recently
pointed out that taxpayers suffer a double burden of tax
investigation as municipal governments are also vested with the
authority to conduct tax investigations. Therefore, an
amendment to the relevant Act has been introduced to the
National Assembly with the express aim of limiting the
authority for tax investigation to the National Tax Service only.

® Are the municipal governments also vested with the authority to

conduct tax investigations?
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o Article 59 of the Constitution of the Republic of Korea declares
the principle that “Types and rates of taxes shall be determined
by Act.” (no taxation without representation).

® Are the types and rates of taxes also determined by law?

@ In this connection, a substantial part of the taxation requirements
has been delegated to the Korean branch of administration on the
basis of their highly specialized technical contents, despite the
constitutional principle of no tax without representation. Thus, the
National Assembly can hardly control tax statutes. How is the

situation in this regard?

© In Korea, the Korean administration proposes draft amendments
to the tax laws each year, which the National Assembly
examines in connection with the yearly budget proposed by the
administration. Most tax laws remain valid permanently upon
being enacted or amended. However, the Act on Tax Abatement
(which regulates exceptions to taxation) is enforced for only two
to three years at a time, and the National Assembly determines
its extension each time the short period of enforcement elapses.
On the other hand, the rate of direct taxes in the UK is
enforced only for one year under the Finance Act, which is
amended annually. This could be a scheme for strengthening
the parliamentary authority on taxation.
Are the tax laws also amended annually? What is your comment

on the UK-system of amending tax rates each year?
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In Korea, the tax law amendments proposed by the administration
are reviewed first by a taxation subcommittee of the Strategy &
finance Committee, a standing committee of the National Assembly.
The taxation subcommittee examines the amendments to tax laws
proposed by the administration by individual article or clause,
usually by holding fifteen or more sessions. The key contents (tax
rates and/or key taxation requirements) of the amendments to tax
laws proposed by the administration are often modified or revised.

® Which department reviews proposed amendments to the tax laws?

How aggressively are law bills proposed by the administration examined?

@ Are there any organs that support such examination?

In 2013, the Korean government announced that it would
allocate an additional 27.2 trillion won if budget funds over the
next five years (2013~2017) in a bid to impose taxes on shadow
or underground business activities. To that end, the Korean
National Tax Service introduced such systems as those for
‘utilization by financial institutions of suspicious information
concerning tax evasion’ and for ‘voluntary declaration of
overseas bank accounts’. It announced that it would collect an
additional 3.6 trillion won in taxes in 2014 by augmenting its
tax investigation based on such information.

@ However, some criticize that the proposed collection of additional

taxes through augmented tax investigation efforts cannot be

long-term programs for securing more tax sources. What efforts are

being made to reduce underground business activities?

@ Currently, the lawsuits filed against taxes imposed by the National

Tax Service in Korea are seeing an increase in terms of both the

number of cases and the amounts involved. How is the trend?
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© In order to collect information that can be used as evidence of
tax evasion, the Korean government pays to those who provide
information concerning tax evasion reward money amounting to
5% to 15% of the tax amount collected based on such
information. The amount of taxes thus collected is showing an
upward trend as the maximum limit of the reward money was
recently raised. (In 2014, the Korean National Tax Service
disclosed that it had collected 1.5301 trillion won in additional
taxes based on information concerning tax evasion, whereas it
had only collected 477.9 billion won in 2010.)
How does the government collect information that can be used
as evidence of tax evasion?
@® If a similar system of monetary reward is implemented, what is

the level of the reward provided? How effective is such a system?

O Questions concerning review of budget development and
financial closing
© The Korean administration proposes its budget bill to the
National Assembly in October of each year, and the latter
reviews and finalizes the budget. Through the budget review
for the fiscal year 2015, the total amount of the government’s
proposed budget was changed by only 1% or so, as the total
expenditure of 375 trillion won increased by four trillion won
while reduced by 3.3 trillion won. In this regard, some criticize
that the National Assembly has failed to examine the
government’s proposed budget more thoroughly overall.
® To what extent does the parliament increase or decrease the draft

budget organized by the government?
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® What has been suggested to strengthen the parliamentary review

of the government’s proposed budget?

© The members of the National Assembly are required to make a
statement of expenses as estimated by its Budget and Policy
Office whenever they propose a law bill by which the
government’s expenditure would increase or its revenue
decrease. Accordingly, the Budget and Policy Office was
requested to estimate the cost of 394 law bills proposed in 2014,
but the number of cases of cost estimation rose dramatically to
1,542 cases as of the end of November 2015.

Does the parliament have a similar system? Do you think such a

system is effective?

© The Korean government submits a government financing plan
(Government Financial Operation Plan) for the ensuing five
years whenever it proposes its annual budget to the National
Assembly. The plan presents the government’s forecast of
government payment balances and government liabilities for the
next five years and priorities in the allocation of funds to
various sectors. The Korean National Assembly also introduced
a procedure by which the government is required to report its
financial plan for the next five years to one of its permanent
committees (Strategic Planning and Finance Committee) 30 days
in advance in order to present the government’s directions in
developing the financial plan.
Does the government develop a mid-term financing plan that sets
out its plans for the next five or more years? If so, what control

procedure or means does the parliament have in such plans?
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8th ANNUAL MEETING OF OECD PARLIAMENTARY BUDGET OFFICIALS

AND INDEPENDENT FISCAL INSTITUTIONS
SESSION 4 — Evaluation and peer review at IFls

Achievements and Tasks of NABO's Budget Analysis

-Presentation at the Annual Meeting of OECD Parliamentary Budget Officials

& Independent Fiscal Institutions-

Kwangmook KIM
Chief for Budget Analysis
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I . Introduction

The Budget Analysis Office that I head is the largest unit under the National Assembly
Budget Office (NABO), which produces analytic reports on budget plans and implementation to
provide the members of the National Assembly of Korea with support in parliamentary

consideration of budget bills and account settlements.

NABO’s analyses on budget proposals are highly trusted and influential in making
amendments to the scale and programs of the government’s budget bill. This sometimes creates

conflicts between NABO and the government, which is responsible for planning the national budget.

In this regard, presentation today will be focused on NABO’s responsibilities and

achievements in national budget analysis and its future tasks.

II. Functions of NABO

NABO was established in 2003 as a fiscal institution to directly report to the Speaker of
the National Assembly and support budgetary process of the legislature. It aims to help the
National Assembly to efficiently keep the government in check and oversee its operation of

national finances. NABO celebrated 14 years of operation this year.

NABO has two goals: One is to monitor national budget planning and implementation.
The other is to provide reliable advices on the nation’s fiscal policies. The former goal is set
to remove inefficient, unessential, and wasteful elements from the government’s expenditure, thus
holding the government in check and monitoring it to ensure its sound management of national
finances. The latter is set to assume a more proactive role in coming up with desirable

directions for national financial policies.

NABO’s responsibilities cover five main areas: 1) analysis of budget bills and account
settlements; 11) bill cost estimation; iii) economic analysis; i1v) national program evaluation;
and V) research and analysis on matters upon request from a committee or member of the

National Assembly.
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First, “analysis of budget bills and account settlements” is NABO’s core responsibility that

supports the National Assembly members throughout the budget cycle.

Second, “bill cost estimation” is to provide estimated cost of bills submitted by the
members of the National Assembly so that the parliamentarians can improve the bills in
connection with the bills’ financial implications.

These two roles are exclusively handled by the Budget Analysis Office that I lead.

Third, “economic analysis” is the main function of NABO’s Economic Analysis Office,
which analyzes and forecasts the management of national finances and macro-economic trends.

Fourth, “national program evaluation” is handled by the Program Evaluation Bureau.

Lastly, “research and analysis” describes the permanent activities of all of NABO’s offices
and bureau to examine and analyze topics as requested by the committees or members of the

National Assembly.

All of these functions of NABO have been strengthened over the years, resulting in the
expansion of the institute. Its workforce grew by 150%, from 92 in its founding year in 2003
to 138 in 2015. The Budget Analysis Office was recently enlarged with the new addition of the
Bill Cost Estimates Division III, and its workforce stands at 51, the largest among NABO’s

offices and bureau.

III. Achievements of NABO

Budget analysis consists of analyzing the budget bills the government submits to the
National Assembly and providing suggestions such as budget cuts, budget increases, or policy

improvement measures for parliamentarians.

In South Korea, budget planning authority rests with the executive branch and the National
Assembly reviews and confirms the budget proposal of the government. As part of this process,
NABO analyzes the government’s budget plan, develops a feasibility assessment report and

provides it to all members of the National Assembly in advance of budget bill consideration.
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While NABO’s budget bill analysis presents independent opinions about budget cuts,
budget increases, or policy improvements, most of the opinions are about budget cuts. NABO
proposes budget cuts for low-priority programs to ensure the fiscal soundness of the
government. The high adoption rate of NABO’s budget cut opinions during the National
Assembly deliberations is a fitting testament to the influence of the NABO reports in the
budgetary process.

For instance, 2.3 trillion KRW(roughly 2.0 billion US dollars) out of the 3.8 trillion
KRW(about 3.3 billion US dollars) budget cut the National Assembly made in the 2016 budget
bill was based on NABO proposals. Over the past five years, the adoption rate of NABO’s
opinions has remained quite high up to 85.9% at its peak. In other words, nearly nine out of
ten budget cuts made by the National Assembly were the result of referencing NABO’s budget

analysis.

Additionally, NABO offered a total of 534 suggestions in its 2016 budget bill analysis
report, and 142 among them were adopted during the National Assembly’s deliberation. During
the 2014 account settlement review, the National Assembly adopted 225 out of NABO’s 415
opinions. Furthermore, NABO’s total number of suggestions based on its analysis is increasing

each year.

Given the significant influence of and confidence in NABO’s budget bill analysis reports,
it is very important for NABO to clearly present reasonable grounds for its budget cut
suggestions. In recognition of this, the Budget Analysis Office classified its opinions into 12
types as a means to manage its analysis report topics. The nine of the 12 categories are

rationales for budget cuts while others are for budget increases, policy improvements, and etc.

According to the classification of our 534 suggestions for the 2016 budget bill, 66.1%
were for budget cuts, 25.7% were for policy improvements, and 6.6% were for budget
increases. The three most frequently listed reasons for budget cut proposals were, among others,

over-estimation of budget cost, prediction of poor execution, and weak program planning.
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< Classification of the Types of FY2016 Budget Analysis Suggestions >

Cases Ratio(%o)
Violation of Law/ Regulations 37 6.9
Lack of Legal Basis 20 3.7
Violation of the Parliamentary Request for g 15
Revision
Lack of Necessity/ Public Value 31 5.8
Budget Cuts Similar/Duplicate Program 37 6.9
Weak Program Planning 50 9.4
Prediction of Poor Execution 57 10.7
Poor Program Performance 39 7.3
Over-estimation of Budget 74 13.9
Sub-total 353 66.1
Budget Increases | Under-estimation of Budget Cost 35 6.6
Policy Improvements & Suggestions 137 25.7
Others 9 1.7
Total 534 100

IV. Future Tasks of NABO

The Ministry of Strategy and Finance, which is responsible for budget planning, exerts
substantial influence both within and outside the government based on its budgeting authority.
NABO is the only public institution in South Korea that can critically scrutinize and keep a

close check on government budget proposal.

However, as NABO’s institutional capacity to influence the governmental budget bill grows

stronger, the government makes corresponding efforts to keep NABO in check.

The direct and indirect criticism and policy actions of the government against NABO
ironically spawned the positive effect of raising the public’s awareness of and confidence in the
organization. As the conflicts between the government and NABO have been frequently reported
by the media, those who were previously unaware of NABO have begun to recognize its role

and develop trust in it.
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With NABO’s authority ever strengthened, ensuring its independence has become one of
the most important priorities. In this regard, the Budget Analysis Office strives to promote

expertise, impartiality and creativity in its works.

First, as a means to enhance NABO’s analytic expertise, it is mandated that all NABO
reports are put for outside expert consultation and review before publication. For example,
NABO’s budget bill analysis reports must undergo review by external experts in each field,
including former deputy ministers and professors, prior to publication. During the review
process, external experts offer diverse advisory opinions, which provide valuable guidelines for

revising or supplementing NABO’s reports.

In addition, the practice of knowledge sharing is promoted within the institution in order
to turn individual knowledge into collective knowledge and organizational capability. When each
analyst presents his or her analysis, all other analysts evaluate it based on their own
work-related knowledge, thereby complementing the analysis, sharing individual knowledge

across the organization and enabling an accumulation of knowledge within the organization.

In order to ensure political impartiality, the Budget Analysis Office has set up
multi-layered and tight cross-checking measures from report planning to publication. As
mentioned earlier, external expert feedback is a highly valid tool for NABO to secure not only

expertise but also objectivity and neutrality.

Furthermore, NABO strives to select current financial issues as analysis topics, rather than
political issues, through active discussions among analysts from the report planning phase. In
the publication phase, the reports are thoroughly verified to be free of any political bias or
subjective opinions through four rounds of internal reviews comprised of two department-level

reviews and another two high-level official reviews.

Lastly, to foster creativity, which is the driving engine behind the continuous development
of our organization, NABO makes it the highest priority to motivate its staff for achievements
by adopting 100% performance-based evaluation system. It is based on the belief that
organizational creativity stems from the intrinsic motivation of individuals, which is fostered by

a fair evaluation system.
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Management-level officials, including the heads of departments or higher, hold several
meetings to assess the quality of analysis reports and score them with Grades A, B, or C
within each analysis topic. Grade A is given only to particularly creative and in-depth thematic

analysis reports.

Furthermore, the performance of each analyst is measured by scoring work-related
activities, including hosting and attending seminars and releasing topic reviews. The basic
approach of this system is to give favorable evaluations to those who work more actively and
relevantly. The system has been unprecedented within the National Assembly. The performance
scoring criteria is disclosed to all analysts at the beginning of the year to collect their feedback,

so that, the system can be managed in a transparent manner for fair assessments.

The Budget Analysis Office is committed to creating an atmosphere which encourages
self-motivated achievement and creativity by rewarding creative analysis and relevant

self-development efforts.

V. Conclusions

The ultimate objective of NABO is to contribute to the promotion of parliamentary
democracy in national budget cycle by enhancing its institutional independence with strengthened
expertise, impartiality and creativity. The independence of an organization cannot be achieved
without high level of work capacity and performance. NABO will continuously endeavor to
promote its independence, strengthen the National Assembly’s control over government finances,

and realize the vision to promote parliamentary democracy in national budgetary process.
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“Benchmarks for Independent Fiscal Institutions’ Long Term Fiscal
Sustainability Analysis”

— Trevor Shaw, Budgeting and Public Expenditures Division, OECD
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