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Message
from Chairman

Dear Members and Friends:

Following the successful launch of ECCK White Paper in 2015, | would
like to proudly present the third edition of the ECCK White Paper, a
compilation of industrial issues from our member companies, covering
the second half of 2016 and the first half of 2017.

The ECCK always strives to position itself as the major communica-
tion platform for the European business community. In order to effec-
tively represent our members’ interests and implement the necessary
changes to better the Korean business environment, we have several
standing industrial committees to collect issues and opinions. To bet-
ter provide information and transparency, the ECCK White Paper took
shape as a medium to share such information. Therefore, this publica-
tion provides an overview of the regulatory landscape in Korea as well

as industry-specific challenges and prospects.

Each year, Korea and Europe are becoming better trade and invest-
ment partners. | am particularly proud to say that the foreign direct
investments made in the year 2016 by the EU into Korea was USD 7.4
billion, which is three times the investments made in 2015, and the
biggest ever in Korea'’s history. Considering the ever-developing rela-
tionship between Korea and Europe, the significance of knowing the
market trends, regulatory framework, and emerging opportunities in
Korea is paramount. On that note, the ECCK will continue to stand in
the forefront of these issues and be the first point of contact for our

members.

As we hope to grow and improve from this publication, we heartily en-
courage and welcome your feedback. | hope many good dialogues will
be sparked by the White Paper, and a special thanks to our members
for their input into this publication.

Thank you.
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Dimitris Psillakis
Chairman,
European Chamber of Commerce in Korea
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ECCK
Introduction

ECCK Vision &
Mission
Statement

The European Chamber of Commerce in Korea (ECCK) is a distingu-
ished association of European companies operating in or related to
Korea. With the authorization from the Ministry of Trade, Industry, and
Energy, the ECCK was officially founded as a non-profit organization
on December 3, 2012.

Established with the blessings of the EU Delegation and the European
business community in Korea, the ECCK’s primary objective is to pro-
vide its members with information, communication, and access per-
taining to the business and regulatory environment of Korea. While
European firms form the largest membership base of the organization,
the ECCK welcomes companies of all nationalities to join and share the
experience first-hand.

Entrusted with member’s mandate, the Board of Directors presides
over the organization. The Advisory Board embodies representatives
of national chambers and embassies, providing general guidance and
advice. The Secretariat functions to execute the Chamber’s day-to-

day activities and operations.

The ECCK aims to promote a sustainable relationship between Euro-
pean corporations and Korean government by working hand-in-hand
with both parties. Furthermore, the Chamber strives to cultivate an
optimal business environment and community for the European com-

panies all the while operating for the benefit of the Korean society.

The ECCK is committed to advancing the interests of companies from
Europe operating in Korea. We cooperate with organizations that share
mutual interests to fairly represent the European business community
and promote an optimal business environment in Korea. To achieve

these objectives, the ECCK focuses on:

e Ensuring a fair and open business environment by facilitating dialogue
with the government

e Collecting and disseminating information on the business as well as
economic and regulatory developments in Korea and Europe

e Creating networking opportunities for members and partners

e Contributing to the Korean society by supporting corporate social
responsibility activities and promoting good corporate governance
practices

e Becoming a commercial and cultural ambassador to Korea

Board
of Directors

Dimitris Psillakis (Greece)
Chairman of the Board
President & CEO
Mercedes-Benz Korea

Dimitris is a Greek citizen and has been holding the position of Presi-
dent and CEO at Mercedes-Benz Korea in Seoul since September 2015.
He started his career with the Daimler Group in 1992 at Mercedes-Benz
Greece and has many years of international management experience
in sales and marketing. Before joining Mercedes-Benz Korea, he served
as head of passenger car in Latin America.

André Schmidtgall (Germany)

Vice Chairman of the Board

Country Retail Manager & Managing Director
IKEA Korea

André is a German citizen and has been holding the position of
Country Retail Manager/Managing Director at IKEA Korea Ltd. since
2013. He started his career as Shopkeeper Living Room at IKEA Ham-
burg in 1993 and had held various positions at IKEA since then - inclu-
ding Store Manager and Deputy Retail Manager. Prior to the current
position, he was Retail Manager/Managing Director at IKEA Finland
from 2009 to 2013. .

Jan Benggaard (Denmark)
Vice Chairman of the Board

' Managing Director

A - Oerlikon Balzers Korea

Jan is a Danish citizen and is the Managing Director of Oerlikon Balzers
Korea Ltd since November 2016. In Busan, he has been the Managing
Director and Chief Executive Officer of Wartsild Marine Systems (previ-
ously L-3 Marine Systems) since 2002. Before moving to Busan in 1998,
he worked as a project engineer and later as Sales Manager in char-
ge of regional operations in the Americas and Europe. Jan’s honorary
assignments include being a Board Member and Treasurer of Busan
International Foreign School since 2005 as well as a Vice Chairman of
the ECCK since February 2015.
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of Directors

Mauricio Coarasa (Mexico)
Vice Chairman of the Board
CFO & Corporate Secretariat
AXA Korea

Mauricio is a Mexican citizen, and has been CFO and Corporate Se-
cretariat of AXA Korea since 2015. Before moving to Korea, he was
in AXA Mexico (Strategy and Investments). In his pre-insurance life,
Mauricio was a financial regulator for the Mexican government,
a consultant at McKinsey & Company and a real estate developer at
his own firm. Mauricio joined the ECCK Insurance Committee upon
arrival to Korea, and since last year he was appointed Chairman of
such Committee.

Dirk Lukat (Germany)
Director of the Board
Managing Director & CEO
Schenker Korea

Dirk is a German citizen and has been Managing Director & CEO of
Schenker Korea Ltd in Seoul since January 2015. He started his career
at the former Schenker & Co. GmbH in Frankfurt and held a number
of management positons at DB Schenker in Singapore, Vietnam, and
India. Before coming to Korea, he served as General Manager of Schen-
ker-Seino Co., Ltd in Japan and was active in the Logistics & Transport
Committee of the European Business Council. He has comprehensive
experience in the logistics industry including Contract Logistics, Air &
Ocean Freight, Fairs & Exhibitions, and Projects for over 20 years. Dirk
joined the ECCK as a member in January 2015.

Philippe Hubert (France)
Director of the Board
CFO

Veolia Korea

Philippe is a French citizen and is CFO of Veolia Korea since March 2016.
He worked for Veolia for the last 15 years in various positions at the
Head-Office and as CFO of Water France activities. Before joining Veo-
lia, Philippe worked for Total Upstream in several countries.

Steve Dyer (Switzerland/South Africa)
Director of the Board

CEO & General Manager

JT International Korea

Steve is a Swiss and South African citizen and has been holding the po-
sition of CEO/General Manager of JT International Korea Inc. since Ja-
nuary 2015. He has been working for JT International since 1997 and has
held global and regional positions in Human Resources across Asia, CIS,
Middle East and Africa. Prior to coming to Korea, he was General Mana-
ger for Singapore, Thailand, Bangladesh and Nepal from 2010 to 2014.

He is also a member of the Singapore Board of Directors.

Torben Karasek (Germany)
Treasurer of the Board

CFO

BMW Group Korea

Torben is a German citizen and has been acting as CFO at BMW Ko-
rea, Seoul as well as CEO at BMW Insurance Services Korea Ltd since
January 2014. Originally, Torben started his career in 1992 in banking
and worked for 10 years in total for Landesbank Berlin and Bankgesell-
schaft Berlin. He moved to the BMW Group in the beginning of 2002.
He held various executive positions at BMW'’s German headquarters
and overseas branches. Before coming to Korea, he served as the CFO
of BMW Brazil from October 2010 to December 2013.

Kay-Jannes Wegner (Germany)
Trustee of the Board

Senior Attorney

Kim & Chang

Kay-Jannes is a German citizen and dual qualified lawyer (Rechtsan-
walt, Germany and Solicitor, England and Wales). He has been wor-
king as a senior attorney with Kim & Chang since 2011, primarily ad-
vising European clients. Before moving to Korea, Kay-Jannes practiced
with international law firms in London from 2001 to 2007 and Singa-
pore from 2007 to 2011.



ECCK
Secretariat

Christoph Heider
President

Christoph Heider joined the ECCK on June 1, 2013. Before joining the
ECCK, Christoph Heider had been with Bayer AG, a German phar-
maceutical company since 1997. He held various positions in Bayer, in-
cluding CFO at Bayer Korea, Head of Accounting & Reporting at Bayer
Japan as well as Regional Manager for Legal Entity Accounting APAC
at Bayer AG in Germany.

Bo Sun Kim

Vice President

Sven-Erik Batenburg

Head, Legal & Internationl Affairs
Hwonnarae Ha

Busan Chapter Represemtative, Marine & Shipbuilding/
Logistics Committees

Youngsoo Han

Head, Chemical Committee

Ansook Park

Director, Cosmetics/

Healthcare Committees

Changhoon Rim

Head, Automotive Committees
Minkyung Sohn

Head, Financial Services

Hyokyung Suh

Head, Food & Beverage Committees
Jeong Hyun Kim

Manager, PR & Communications
Hyewon Shim

Assistant Manager, Event Management
Hyeeun Cho

Assistant Manager, Membership Management
Hyun Sung Rhee

Manager, Finance Control & HR

ECCK Services
& Programs

Committees & Forums

Committees and Forums are the centrepieces of ECCK activities. Com-
prised of participating member companies, Committees and Forums
assist members to keep informed of regulations, to improve market in-
telligence, and express positions on specific trade issues. Committees
address industry-specific issues to Korean government counterparts.
Meanwhile, Forums focus primarily on cross-industry topics, such as

human resources and are open to all members free of charge.

Events

The ECCK organizes conferences and seminars of industrial relevan-
ce for knowledge sharing. In particular, we are actively engaged in
dialogues with government agencies to represent the European in-
dustries’ concerns and issues. Furthermore, formal and informal net-
working events are hosted to encourage information exchange and
business relationships. Finally, the ECCK functions as the first point of
contact for European executives and officials coming to Korea.

Publications

As a platform of communication, the ECCK circulates regular publi-
cations to inform our members of the current market situation, key
regulatory issues, and notable social trends in Korea. In addition, we
conduct surveys on the business climate in Korea and interviews with
industry experts.

Major publications include:

o ECCK White Paper

o ECCK Membership Directory

e ECCK Connect (quarterly magazine)

e The Monthly Highlights (monthly newsletter)

e Business Confidence Survey

EU Sponsored Programs

The ECCK has built cooperative ties with the European Commission
and have contracted to conduct research and promotional programs.
Since 2013, the ECCK has contributed to Market Studies Papers as part
of supporting the EU Gateway Business Mission, an EU-funded busi-
ness delegation of European SMEs to Korea for successful market ent-
ry. The ECCK is also a member of the EBO Worldwide Network ASBL.
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Changhoon Rim
Head,

Automotive
Committees

Automotive

Overview of the Industry

The imported automobiles in Korea have occupied 12.4% in 2016. Among
those, European automobiles take more than 70% in market share,
constantly keeping high ratio of European automobile manufacturers in
the imported automobiles market in Korea. In heavy duty commercial
vehicles industry, the market share of imported trucks from Europe is
also a growing trend. Fuel efficiency and convenience of the imported
commercial vehicles seem to be the major factors making up the market
share. In the tire industry, on the other hand, global tire manufacturers
are creating a market for both new and replacement tires, with their high-

performance tires that are applicable to premium class automobiles.

Meanwhile, European automobile manufacturers are constantly
investing in the domestic market. Expansion of service network
and improvement in logistics system have been consistently
making progress to enhance convenience for domestic consumers.
Enhancement of the national confirmation process is also on its
process, specifically to respond appropriately to regulations on car

safety and gas emission in Korea.

In regard to automobile regulations, the parts self-certification will be
expanded to additional items and be enforced from January 10, 2018.
Following such regulations, the expanded parts have to meet the national
safety standard and be sold with the KC mark attached. In commercial
vehicle industry, to prevent accidents of full-size cars and to foster safer
traffic environment, full-sized freight cars now have to install emergency
automatic brake equipment and road deviation warning equipment to
prevent accidents and to foster safer traffic environment. In addition, the
regulation to submit technical information and other relevant information
on complimentary repair services by automobile manufacturer and
technical information has been enforced for the government to analyze
safety-related matters of automobiles in advance. Also with regulations
on tires, government havs implemented policies regarding fuel efficiency
and environment. Upon the autonomous regulation on indicating noise-
performance of tires implemented on September 2017, tire manufacturers
have been voluntarily following it and trying to disseminate noise-efficient
tires in the market.

In regard to car technology, new technologies like eco-friendly vehicles,
autonomous driving cars, and connected cars are on a rising trend. To
keep pace with the Fourth Industrial Revolution, the global automobile
industry have been working on reflecting to the new technological
paradigm. However, it seems that sufficient preparation time to
adequately secure the new technology and social infrastructures, and to
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review on reasonable regulations is needed rather than adopting rapid

changes of new technology.

Through the EU-Korea FTA, the two parties have been seeking
for efficiency in mutual recognition of technical regulations and
authentication processes. Although the regulatory harmonization
between the two has been making much progress, some partial
differences still remain. In this sense, it seems that further agreements
between Korea and Europe are needed to achieve regulatory

convergence.

It is very desirable that when implementing and amending domestic
automobile regulations, the government takes manufacturer’s
opinions into consideration by conducting a public hearing and
meeting. For import manufacturers, however, it seems that they need
more time in terms of responding to implementation/amendment of
regulations and making decisions than the domestic manufacturers
as most parts including product development and production are

placed abroad.

The domestic regulations are established and amended based on the
public welfare and common interest of the overall environment in Korea,
and foreign manufactures are actively taking part in this direction.
However, import manufacturers still face constraints regarding different
conditions on development and production. It seems that the government
and automobile manufacturers have to facilitate more communications
to further promote benefits for domestic consumers. In addition, import
manufacturers would need to involve more actively in domestic businesses

to expand investment and revitalize the Korean economy.

Key Issues

Passenger Vehicles Committee

1. Specifications of Test Cars for Certification

Although a test car for exhaust gas certification is the one with the
same specification to be sold in Korea, the National Institute of
Environmental Research(NIER) requires that the test should be
conducted by vehicles with its identification number for sale in Korea.
Hence, although there is practically no difference in the test result of the
two cars, they are conducting an additional test with a vehicle that has
a vehicle identification number for sale in Korea due to a request from a
relevant organization. This is not only time-consuming but it also incurs

unnecessary burden of test cost and time.

Recommendation

We request for admitting the test result of a vehicle that has the
same specification to be sold in Korea even though the result was not
necessarily acquired from a vehicle with a vehicle identification number

for sale in Korea.

2. Minimum Ground Clearance

Under the Article 5 of the Rule regarding Performance and Standards of
Vehicles and Vehicle Parts, when unoccupied, vehicles should have at least
12cm of space from the ground, excluding the parts that are supposed to
contact the ground. This may hinder carmakers and importers to develop
or sell high-performance vehicles in Korea, let alone that such regulation

does not exist in Europe and the US.

With the following situation, ECCK and European Commission have
constantly proposed the amendment of regulation to the government
authorities. As the outcome, Korea Automobile Testing & Research
Institute (KATRI) is reviewing the global regulation to compare it with local
standard, and planning to report the research result to the Ministry of Land,
Infrastructure and Transport (MOLIT).

Recommendation

As UNECE regulation does not regulate the minimum ground clearance
of passenger vehicle, it is more reasonable that the Korean safety
standards do not include regulations on the ground clearance for

passenger vehicles.

3. Self-Certification Parts-KC Mark

In line with the extended application of the self-certification of parts

to be enforced from January 10, 2018, all applicable parts that meet
the safety criterion should be sold with the KC mark indicated. Due to
differences of development and production environments for imported
car manufacturers, they often encounter the situation of having to attach
the KC mark to auto parts in Korea. In a practical sense, however, this is
challenging as the process of attaching the KC mark may result in package

removal and damages to the products.

Recommendation
We request to allow attaching the KC mark on the surface of product

package, when it is difficult to indicate the mark on the product itself.
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4. Increasing Subsidies for Plug-in Hybrid Vehicles (PHEV)

In accordance with the ‘Regulation on Requirements for Eco-friendly

vehicles,” if a plug-in hybrid car has more than 2,000 cubic centimeter
displacement, it is not entitled to get a subsidy although it is an eco-friendly

vehicle that is greatly contributing to reducing green-house gas emissions.

Recommendation
We request to subsidize plug-in hybrid with more than 2,000 cubic
centimeter displacement cars which are relatively effective to cut green-

house gas emissions.

5. Production Date for an Imported Car and Its Recall Notice

Before Delivery to a Customer

An Imported car is often put at a disadvantage since its production date is
set by different standards with that of a domestic car. In the case of recall
for a domestic car, its production date is by the time the car was released
from the Vehicle Preparation Center (VPC), and the recall takes place at
this phase. On the other hand, the production date for an imported car
is by the point it was cleared. For this reason, even if the imported car
subject to recall has not been delivered to a customer yet, its manufacturer
is required to complete a process with the KATRI on sending mails or text
messages and publishing the notice on newspaper. This process does not
correspond to the original purpose of a recall, that was supposed to notify
production defects to a car owner, who does not exist in this case. This

process further incurs unnecessary costs and time.

Since the work involved in the VPC after the clearance is part of the
manufacturer’s internal procedures for imported vehicles, it is reasonable
that the imported vehicles should follow the equivalent standard of
determining a production date and recall procedures with that of domestic
vehicles.

Recommendation
Production date and following recall execution for an imported car should
be determined from the point of release or sale of a vehicle as it is for a

domestic car.

6. Reporting Process on Vehicle Recalls for Production Defect

Currently, auto-related duties are separated between the MOLIT and
KATRI. It causes great inconvenience when manufacturers report vehicle
recalls as they have to make a visit to both organizations and complete

the reporting process respectively.

Recommendation
We request for making the reporting process on vehicle recalls simplified
and integrated between the MOLIT and KATRI.

7. Penalty for Violating Safety Standard upon Voluntary Recall

The current regulation imposes fines to manufactures who voluntarily
conduct a vehicle recall and if the recall is related to a safety component.
The recall occurs when the applicable part does not meet the safety
requirements, but it also occurs as a preventive measure to a potential

flaw. For the latter case, the penalty imposition seems inappropriate.

Recommendation
We suggest that the recall execution as a preventive measure for a
potential flaw should be separately examined with the one caused by

actual violation of vehicles safety standards.

8. Submission of Documents on Complimentary Inspection and

Repair Services
According to the Article 33 Section 3 of the Motor Vehicle Management

Act, manufactures are required to submit documents on complimentary
inspection and repair services to the MOLIT. However, because of the
excessive amount of content and scope to be covered, it is often a burden
for the manufacturers. In case of the US that implemented the Early
Warning Reporting (EWR) earlier than Korea, manufacturers are required
to submit a document on complimentary inspection and repair services
one time, and additional documents are required only upon the request.
The current Korean regulation requires to submit documents pertaining
to all the 16 items on complimentary inspection and repair services.

Recommendation
We request for minimizing the scope of required documents on
complimentary inspection and repair services.

Heavy Duty Commercial Vehicles Committee

1. Self-Certification of Parts-KC Marking
In line with the extended application of the self-certification of parts

to be enforced from January 10, 2017, all applicable parts that meet
the safety criterion should be sold with the KC mark indicated. Due to
differences of development and production environments for imported
car manufacturers, they often encounter the situation of having to

attach the KC mark to auto parts in Korea. In a practical sense, however,
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this is challenging as the process of attaching the KC mark mart may

result in package removal and damages to the products.
Recommendation
We request to allow attaching the KC mark on the surface of product

package, when it is difficult to indicate the mark on the product itself.

2. HS Code of Semitrailer-Towing Tractors

During the EU-Korea FTA negotiations, semitrailer-towing tractors were
excluded from application of the FTA because of the wrong HS Code,
which was erroneously stated in the Annex 2-C-1 of the EU-Korea FTA. As
a result, equality acknowledgement of vehicles safety standards under
the FTA is not applicable to these tractors.

Recommendation
We request that the clause in question to be corrected, so that the FTA
Clause may be applied to semitrailer-towing tractors.

3. Vehicle Width Standards
The Article 4 of the Performance and Standards of Vehicles and Vehicle

Parts states that a vehicle’s width cannot exceed 2.5m. On the other
hand, the vehicle width standards in Europe is wider than that in Korea
with 2.55m despite similar vehicle width standard. Double-decker buses are
allowed in Korea now despite their width of 2.55 because they are treated
as an exception to the policy. Considering the practical road conditions, it
should be taken into consideration to allow vehicles with width of 2.55m.

With the following situation, ECCK and European Commission have
constantly proposed the amendment of regulation to the government
authorities. As the outcome, KATRI is reviewing the global regulation
to compare it with local standard, and planning to report the research
result to MOLIT.

Recommendation

We request to revise the vehicle width standards in Korea to 2.55m.

Tires Committee

E-mark Certification for Tires of Foreign Origin

In accordance with the Electrical Appliances and Consumer Products
Safety Control Act, tires subject to safety self-assurance of consumer
products, need to get safety certification in Korea. The Act allows

exemption for tires that already received safety certification in foreign

countries, and the exemption equivalently applies to tires of European
origins with European certification mark (E-mark) . However, for tires that
are manufactured not only in European countries but also in countries
outside Europe, the same technology standards that are applied to tires
from Europe are applied, and E-mark is given as verification. Therefore,
products with the E-mark should be all recognized for equivalent

technology standards regardless of their origins.

Recommendation

We request that tires manufactured in countries outside Europe, if they
already obtained E-mark, are to be exempted from safety certification
as stated by the Electrical Appliances and Consumer Products Safety
Control Act.
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1. Approximately 41,000,000 adults
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Overview of the Industry

The alcoholic beverage industry is regulated by a number of different
government authorities: The National Tax Service (NTS) issues licenses on
production and distribution, the Ministry of Food and Drug Safety (MFDS)
regulates labelling, inspection and surveillance, while the Ministry of
Health and Welfare (MOHW) is responsible for the implementation of the
national Health Promotion Act in which advertising of liquor is controlled.
For this reason, Korea's rules and regulations on alcoholic beverages
directly affect production and sales activities as well as marketing and
advertising.

In July 2017, there was a notification of revision on liquor tax by NTS. The
main issues include abolishing the labelling requirements for distribution
classification (i.e. for hypermarket, for household) for small quantity
batch production liquor (fruit wine, distilled soju, brandy, general spirits,
liquor, and others), which made it easier for liquor manufacturers and
distributors to manage labelling and inventory. The NTS also announced
a revision of the standard on promotional items supply with alcoholic
beverages. This revision marks a significant change with the previous
standard which was invoked in the Korea Fair Trade Commission’s prize
notification.

As the National Health Promotion Act was revised in March 2016, the
MOHW amended warning labels on alcoholic beverages to draw more
attention to health risks of alcohol. This applies to liquor manufactured
or imported from August 2017. Products with the existing labels are
permitted for sales by manufacturers/importers to wholesalers/retailers
by February 8, 2018, announced by concerned authorities.

According to the Korea Customs Service (KCS), quantity of principal
imported liquor products in 2016 reached 2.75 million liters (equivalent to
6.7 liters per adult’) which shows increase of 21.8% over 2015. However,
in terms of amount, the rate of increase was only 3.7%, showing the

increase of imported liquor products at relatively low unit price.

Beer import was at 2.2 million liters (equivalent to 5.3 liters per adult),
an increase of 29% from the previous year. Although this increase rate
seems to be smaller when compared to the 43% increase in 2015, there is
a steady but large increase in terms of import volume. Leading exporting
countries to Korea are Japan, China, and Germany in order. Import
volume of beer from European countries account for 48% (1.06million
liters) of the total beer imports. French beer grows rapidly by doubling its
import volume each year whereas it occupies 3.3% (7million liters) only of

total import volume. Import volume of wine was 30 million liters (730ml
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per adult), a reduction by 3.1% over the previous year. Leading exporting
countries to Korea are Chile, Italy, and France in order. Import volume of
whisky was 21million liters (510ml per adult), and therewith increased by
2.4% from the year before. Whisky import had been on a downward trend
since 2010, but slightly reviving from 2014. Leading exporting countries to
Korea are the UK, the US, and Canada in order.

The reason behind the rapid market expansion of imported beers can
be attributed to social ambience where people want to drink lightly for
health, coupled with the propensity to consume various products with
different flavors. To cope with current domestic market situation, local
liqguor companies have greatly contributed to the market growth through
introducing a variety of imported beers.

Key Issues

1. Implementation of Reasonable Labelling Requirements on Alcoholic

Beverages
(1) Timing and preparation duration for revisions on Korean labelling

requirements

Currently, various authorities including the NTS, MFDS and MOHW are
involved in regulating the labelling requirements on alcoholic beverage.
For this reason, their requirements are often inconsistent or even
contradictory. In order to meet such requirements, manufacturers and
importers have to bear the costs incurred by different guidelines and
implementation deadlines. The MFDS, which supervises the labelling, said
at the information session that they will discuss these challenges with

concerned authorities, but specific plans have not been announced yet.

(2) Easing Criteria for Exaggerative and Deceptive Advertisement

In accordance to Enforcement Decree of the Food Sanitation Act Article
8 (Range of false labels, exaggerated or slanderous advertisements and
exaggerated packaging), award records from renowned domestic and
overseas associations are not allowed to be indicated on products nor to
be used for advertisement. Thus, it draws limits to promotion activities.

In addition, the award records from associations in manufacturing
countries that have been printed as parts of labelling design, should also
be removed or be fully covered for inspection. The incurring costs and
damages to labels further deteriorate the product value, giving enormous
difficulties to importing companies.

Recommendations

In terms of the implementation deadlines and methodology of the
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Korean labelling requirements, we request introducing regulations that
are reasonably accepted by manufacturers, consumers, and distributors,
through sufficient discussions among concerned authorities. For instance,
we recommend for changes to be applied every 2 years at a time and to set

a one-year preparation duration following the amendments.

Furthermore, since some awards on alcoholic beverages are
internationally recognized and are professionally operated by a group of
experts, we request for establishing laws that allow indicating of award

records on a product.

2. Creating Market Environment for Fair Competition

To clarify standards on liquor promotional items and to mitigate the scope,
the NTS amended regulations pertaining to the standards in July 2017
and claimed to have expanded promotion opportunities for companies.
However, actual application of such revisions to importing companies
showed that the scope was drastically reduced, resulting in limited
promotion opportunities. In 2016, the Korea Fair Trade Commission (KFTC)
abolished its notifications pertaining to supply of promotional items, which
regulate the items’ price range and total amount. However, the KFTC's
anticipated consequences on easing market barriers for new enterprises
and bringing the price down for consumers have not been fulfilled,
specifically in alcoholic beverages industry, due to ‘price range and total

amount allowed for promotional items’ remained in the NTS notification.

(1) 1% or Less for Liquor Tax Base sorted by Liquor Type of the Previous Year
e When companies, handling many types of liquor, wishing to import
different types of liquor to expand their business, or those with poor
business performance wanting to get back on track, introduce a pro
duct to the market, they actively carry out sales promotion activities to
raise brand awareness within the first 2 to 3 years. If the total amount
of aa promotional budget is limited to 1% of the liquor tax by liquor type
of the previous year, companies with poor performance in the prece
ding year or those without import record of liquor type concerned will
be prevented from entering market itself, making fair competition im

possible.

e Unfair exclusion clauses: An insulated liquor bag is excluded from the
goods subject to limit of consumer giveaway value. Since production
cost of the insulated liquor is relatively high, it is challenging for small
and medium sized importing companies to offer something similar as
the cost-sales-ratio is by far higher than at bigger corporations. This, in
turn, discourages companies from conducting sales promotion

activities with a variety of products in the market competition.
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(2) Reduction in Consumer Benefits

The current trends of alcohol consumption include light drinking for health
and higher demand for a variety of flavors. Even though providing various
giveaways to consumers can be an effective tool in cutting down an actual

price and expanding product options, such opportunities are limited.

Recommendations

We request that domestic and foreign companies are given an equal chance
for competition without discrimination. They should not be restrained from
introducing a variety of products to consumers who have rights to choose
freely. Furthermore, we request to adjust allowance for promotional items
to 5% of the total sales profit, in consistent with the basic objective of
mitigating scopes for promotional items and further expanding promotion
opportunities for companies. Last but not least, we request for abolishing
limits on price range and the total amount of promotional items, of which

are exceptionally applied to alcohol beverages.

3. Improvement on Efficiency in Logistics

Under the current guidelines, alcoholic beverage manufacturers,
importers, and wholesales should have contractors/vehicles for shipping
their beverages exclusively. Therefore, a logistics company can only handle
alcoholic beverages from a specific manufacturer/importer. They are not
allowed to transport other products or alcoholic beverages from other
companies. Due to the guidelines, small importers bear a heavy burden
as it is hard to afford exclusive transportation and high costs for a small
quantity of products.

Recommendations

We request that the current regulation to be reviewed to allow mixed
loading for alcoholic products from multiple companies. In addition
to cost reduction in distribution, such change is likely to help logistics
companies improve professional handling of alcoholic beverages in
logistics industry as well as their shipping services. It will improve profit
margins for businesses because companies that produces and sell liquors
in small quantities will greatly benefit from the reduction of distribution

costs. This will also reduce consumer’s cost burden at the end.
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Chemical

Overview of the Industry

Since 1960, the Chemical industry played a key role in the country’s
economic development, leading dramatic emergence of Korea on the
world stage by fueled growth of export. Today, Korea is ranked as the most

competitive country out of the 35 Asian nations in the world.

Despite the industry’s incredible growth, the number of occurrence of
series of chemical accidents does not seem to get lower. In response to
the notable incidents which served as impetuses to restructure Korea’s
chemicals control regime, the Ministry of Environment (ME) recently
announced the draft amendments of The Act on the Registration,
Evaluation, Etc. of Chemicals (“K-REACH"). However, the industry is
questioning the feasibility of the amendments made because it is a
heavy burden for companies to register more than 7,000 substances

within the required time frame.

EU-REACH is a regulation of the EU, adopted to improve the health and
safety of the public and decrease environment risks, while enhancing the
competitiveness of the EU chemicals industry. It also promotes alternative
methods for hazard assessment of substances in order to reduce the
number of tests on animals. As K-REACH was established mainly based on
EU-REACH, the purpose of the implementation is to protect health and
safety of the public and environment from chemical hazards, and further
to follow the global trend announced in World Summit on Sustainable
Development (WSSD 2020), Johannesburg. The industry is continuously
putting its utmost efforts to follow its related regulation, however, there
are still growing concerns of practicality, enforceability, and feasibility
of K-REACH.

With the rapid expansion of the Chinese chemical industry, the
competition between Korea and third countries are getting more
intense. In order to strengthen the competitiveness of the chemical
industry, the Korean government and industry need to work together
on creating the regulation that can mutually comprehend the need of
both sides.

Key Issues

1. Registration of All Existing Chemical Substances

In the amendment of K-REACH announced in December 2016, a person
who manufactures or imports more than one (1) ton of existing chemical
substances (including polymer substances) per year are required to report

to the ME. According to the government announcement, the number of
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existing substances is approximately 7,000 in total which is a tremendous
burden to the industry. Most of those substances are chemicals of very low
hazard or not hazard classified. Moreover, polymer substances are basically

not hazardous because its molecules do not get through bio-membrane.

There has been no prior precedent of joint substance cases for polymer
substances, and sameness check which is essential for joint submission is
difficult to carry out because molecular weight and structure may differ
depending on the manufacturing process even it has the same chemical
identification codes (CAS registry number).

Accordingly, substances that are not classified as hazardous should be
exempted from registration because the hazard assessment of such
substances is irrelevant. Also, registration should be required only for
polymer substances of very lower molecular weight or known to be
hazardous, and criteria for sameness check of polymer substances should
be setup first, and only after this setup, registering of polymer substances

must be regulated.

2. Toxicity Testing Data and/or Inhalation Toxicity Data for

Registration of Low-Volume Chemicals

Under current provisions of the K-REACH law, “if deemed necessary for
the hazard assessment”, the government authorities may require testing
data even for low-volume chemicals. However, effective since the second
half of 2016, National Institute of Environmental Research (NIER) requires
submission of toxicity testing data and/or inhalation toxicity testing data
(including acute toxicity test on fish) if chemical imports are over 10kg
per year. However, there is no standard for data requirements on each

substance.

There are many low-volume perfume materials in household products
which are being used worldwide, but need to withdraw from the registration
or stop manufacturing or importing immediately because it does not have

the required toxicity data available.

The industry is required to reformulate perfume material composition, or
stop manufacturing and importing products or generate toxicity testing

data by conducting animal testing even for low-toxicity chemicals.

Recommendation

The ME is preparing to implement notification system for chemicals less
than 100kg, which will not require any toxicity and inhalation toxicity
testing data. However, the system will go into effect after July 2018
at the earliest. Thus, it is recommended the requirement of additional
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data of low volume substances to stop immediately after the K-REACH
amendment is finalized.

3. Exemption of Chemicals Used for R&D Purpose

Under current provision of the K-REACH, the government is requiring
excessive number of requests of documents in order to be exempted from
the registration of substances for the purpose of R&D. The companies are
required to submit data report on technical, management and disposal of
chemicals.

The ME’s control of the chemical usage for R&D is necessary, but overly
restrictive requirements can negatively affect the R&D activities and the

competitiveness of the country’s chemical industry.

Recommendation

It is recommended to simplify the documentation requirement for
chemicals used for the purpose of R&D, and should allow to register such
substances without additional documents.

4. Disclosure of Confidential Business Information and

Legalization of the Review Process

Congressmen have been continuously proposing for legalization of
reviewing process of trade secret, such as the legislative bill of prohibition
of abuse of chemical trade secret and partial amendment bill of ISHA
(Industrial Safety and Health Act), etc.

Currently, if the chemical substances listed in section 3 of Material Safety
Data Sheet (MSDS) are considered as confidential business information
(“trade secret”), it is required to receive official approval. However, the
lawmakers are proposing to protect the trade secret. These proposals
were caused by strong comments that there were too many “trade
secret” indications.

However, the recipients of the information provided by MSDS does not
require data on composition but rather information on hazard classification
of the substances. With that, according to the UN GHS guide (Purple
Book), trade secret need to be preferentially protected and it is not required

to write all information on ingredients.

According to the EU-Korea FTA to the 1-e Annex 2-E, “Implementing
appropriate  regulatory mechanisms and  protecting  confidential

information”, should be treated as the objective and principle of the FTA.
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Recommendation

It is recornmended to amend current guidance for the preparation of MSDS
to align with the GHS guide, not to write components that have no hazard
or do not contribute to the hazard classification of the mixture in section
3 of MSDS.

5. Business License of Hazardous Substance Sales

For any business which imports and sells hazardous chemicals, it is
required to obtain a business license even if the workplace does not
have any chemical handling facility. In order to obtain business license,
following requirements must be satisfied: (i) appointment of one
supervisor who will be in charge of managing hazardous substances
(i) employment of one or more of technical specialist who satisfies the

condition of eligibility for workplace with 10 workers or more.

Even if the workplace consists of only departments for import and
sales management without any chemical handling facility, a hazardous
substance manager can be appointed among existing employees by
attending regulated training for 8 hours or more. However, in practical
terms, it is almost impossible for such workplace (with or without 10 or
more workers employed) to hire a full-time technical specialist who has
a national qualification for safety, environment, etc. or master’s degree
in related field.

Recommendation
It is recommended to exempt workplace without hazardous substance

handing facility to hire a technical specialist from the requirement.
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Cosmetics

Overview of the Industry

With the ongoing popular trend of K-beauty around the world, the
Korean cosmetics exports continue to surge as the companies are
expanding into new markets. In 2016, Korea's cosmetics production was
KRW 13.15 trillion, up 21.6% from the previous year and the exports rose
65.6% to KRW 4.85 trillion (USD 4.19 billion), with an average growth
rate of 39.8% over the past five years.

As a result, the trade surplus also surged 112.0% YoY to KRW 3.60 trillion
(USD 3.02 billion). Korean cosmetics exports to China in 2016 amounted
to KRW 1.82 trillion (USD 1.57 billion) which was the largest export
destination, following Hong Kong, the US, and Japan. The amount of
exports to China, Hong Kong, and Taiwan still remains high, but cosmetics
exports to European countries have increased significantly as well.

While exports to France amounted to USD 33.0 million in 2016 which
is up 138.4% from the previous year, the exports to ltaly and Spain
totaled to USD 15.13 million (+246.6%) and USD 15.65 million (+276.0%),

respectively’.

The Korean government is pursuing the goal of turning the cosmetics
industry into the country’s future growth engine in the era of Industry
4.0. In order to achieve this goal, the government plans to establish
advanced safety management systems which consumers are entitled
to and improve regulations to align with the international standard in a
manner to boost the industry’s growth.

Key Issue

1. Efficacy Data Requirement for Functional Cosmetics for Atopic Skin

Clinical trials designed to assess the efficacy of functional skincare
products are required to be performed and evaluated under the
guidance and supervision of a professional specialized in the related
field or an individual with no less than five (5) years of experience in a
research institute, a hospital or other related establishments. However,
effective from May 30, 2017, functional skincare products for atopic skin
are required to conduct clinical trials only at the clinical institutions
designated by the Ministry of Food and Drug Safety (MFDS) or overseas
institutions approved by on-site inspection of the MFDS.

The conditions required to conduct the efficacy evaluation for functional
cosmetic products are highly restrictive. In Europe, there is no mandatory

requirement to conduct efficacy evaluation of cosmetics at hospitals.
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With that, import products are required to conduct additional clinical
trials Korea to prove that the import product is a cosmetic product
that helps dryness of skin caused by atopic skin. Yet, this goes against
fairness with other functional cosmetic products that recognizes data

evaluation conducted in overseas research institutions.

Recommendation
As with other functional cosmetics, efficacy data evaluation conducted
by local and/or overseas cosmetic efficacy testing institutes should be

recognized for functional cosmetics for atopic skin as well.

2. Contents of Product Ingredients in Electronic Data Interchange (EDI)

System for Receiving Import Approval

In accordance with Consolidated Public Notice of Foreign Trade Act,
the cosmetics importers are required to submit a list of name and
composition of ingredients in the product (excluding the composition of
ingredients that are not restricted by the MFDS) to Korea Pharmaceutical
Trade Association (KPTA) to receive import approval. If the importers
already submitted the ingredients list through EDI system, they are
exempted from submitting the list again pursuant to Regulations on
the Report of a Track Record of Manufacturing or Importing Cosmetics

and a List of Raw Materials for Cosmetics.

However, KPTA announced that it is planning to require importers
to submit a list of composition of product ingredients to receive the
EDI approval. However, this precondition is not only duplicative but it
can also be considered discriminatory against import products since
domestic products are not subject to report the product formula

composition.

Recommendation

[t is recommended to revise the required product information for
imported cosmetics designated by Consolidated Public Notice (Article
35, paragraph 9) of Foreign Trade Act: deleting items of ‘content’. It is
equally recommmended to revise the Regulations on the Report of a Track
Record of Manufacturing or Importing Cosmetics and a List of Raw
Materials for Cosmetics of MFDS notification to add items of 'contents'

of restrictive ingredients to the local cosmetic manufactures for fairness.

3. Cosmetics Product Packaging

The regulation for product packaging for cosmetics is not reflecting
the industry’s characteristic which requires unique and creative design
packaging for the products. In other European countries, there are no
regulations that specifically controls the packaging of the cosmetic

products. Therefore, global cosmetics companies are required to
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repackage different product packaging pursuant to the regulation in
Korea. Such regulation can diminish the competitiveness of Korean

cosmetic products in the global market.

Recommendation

It is recommended to exclude cosmetics products from the list of subject

category of the regulation standard on packaging of products.

Sven-Erik

Batenburg
Head,
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Committee

KOCCA (2017), 2016 Report on
Fashion  Distribution  Structure
and Survey (ZLHQ| THM 7E 7= Y

HefAL),

Fashion & Retail

Overview of the Industry

Fashion is in high demand amongst Korean consumers, who exhibit a
positive attitude towards and high-level awareness of European brands
and products. From 2010 to 2016 the Korean fashion market has grown
by close to 25%, with an average growth rate of 3.7% per year'. This
seems to have contributed to the success of many industry participants
in the fashion and retail sector in Korea. Korean consumers tend to
have a very high level of brand awareness, and are also relatively well

travelled, both are factors that benefit European brands.

Since its entry into force more than six years ago, the EU-Korea FTA
has offered preferential treatments for a wide range of EU textiles
and leather products shipped directly from the EU to Korea. This has
increased interest on the part of EU companies in taking advantage of

the FTA in their business with or in the Korean market.

ECCK is pleased to note that with the introduction of new legislation
in 2017 it is allowed to indicate the Korea Certification Mark (KC
Mark), a compulsory marking which denotes compliance with Korea’s
product safety requirements, on tags attached to fashion products.
The indication of various types of information on tags is customary in
multiple jurisdictions and in light of such, the adoption of such in Korea
can facilitate the distribution of products to the Korean market and
decrease costs.

A high number of regulations, nevertheless, remain in place, and these
pose a hurdle to the actual import and sale of various products from
overseas companies. While the reasons behind the regulations are
understandable, mandatory requirements and regulatory obligations
are drafted or put into practice in a manner incompatible with
international standards or norms. This has resulted in higher operational
and market access costs, which in turn are reflected in higher consumer
prices in comparison to other countries.

Korean consumers have good awareness of brands and product prices
globally. As a result, Korean consumers prefer to purchase European

products outside of Korea, rather than locally.

In order to stimulate local purchases, and increase government revenue
following such, ECCK favors a re-assessment of particularly onerous

restrictions on imported products to Korea.
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Key Issues

1. KC Mark Indication
Pursuant to articles 35(2) and 45(2) of the Enforcement Regulation of

Safety Control Act on Electric Products and Consumer Products (“the
Act”), foreign suppliers of products subject to safety assurance and
supplier’s assurance of conformity are required to indicate the KC mark
on those products prior to their customs clearance. The objective of this

requirement is to protect Korean consumers against unsafe products.

In order to maintain competitive prices, it is customary for global
companies to manufacture products in a single country and then
distribute these to their various markets. Given that the KC mark is only
applicable to the Korean market, the current indication requirement
necessitates companies to make substantial changes to their global
production and distribution structures. This results in efficiency losses and
therefore higher operational costs, which finds their way to the Korean

consumer in either a higher sales price or reduced product offerings.

Recommendation

In light of the adverse effects of the current requirement to indicate the
KC mark prior to customs clearance, we propose that it will be allowed
for KC marks to be indicated on products after their customs clearance,
but before they reach the consumers. In doing so, the impact will be

mitigated, while the purpose of the requirement will still be respected.

2. Method/Requirement of Indication

In order to facilitate recalls, Article 6.1.2 in the Safety Standard Annex 1
of the Act (Textile Product to the Supplier’s Assurance of Conformity),
it is required to indicate information on products which can be used to
objectively determine when the products were manufactured. A number
of methods can be used, including the products’ manufacture year and
month, first sale season, lot number, style number, barcode number or
QR code. While these methods are implemented for textile products,
these are not accepted for a range of other products, including leather

products, metal jewelry in contact with skin, or sunglasses.

Recommendation

As the indication methods acceptedin Article 6.1.2. of Annex 1 are sufficient
to identify when products were manufactured, it is recommended to
unify the indication method to all Annexes on Safety Quality Labeling
Standards for the convenience of consumers as well as industry.

2. European Commission (2015),
Report from the Commission to
the European Parliament and
the Council - Annual Report
on the Implementation of the
EUKorea Free Trade Agreement
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3. Direct Shipment Requirement

Article 13 of the EU-Korea Free Trade Agreement provides that “preferential
treatment provided for under [the FTA] applies only to products [...]

which are transported directly between the Parties”.

For efficiency purposes, it is common for companies to use a regional
hub when distributing their products globally. Based on the FTA, it
is not allowed for companies to transport their products to regional
hubs for subsequent repackaging and redistribution however. The strict
requirement of the FTA has proven to be an undue burden on companies
and have led certain companies to decide not to utilize the FTA in doing

business with Korea?.

Recommendation

It is recommended for the European Union and Korea to agree on an
amendment of the FTAthat would allow for repackaging and redistribution
in appropriate circumstances.

4. DMFU Content Test Method
Annex 1.B on the Infant Textile Products of the Act sets a standard for the

quantity of Dimethyl Fumarate (DMFU) that may be contained in child
textile products. In addition to child textile products, this standard is also
applied to leather products (as per Article 5.2.4 in the Annex 3 (leather
product) of the Act).

At the start of 2017, the DMFU standard for child leather products, indicated
in Article 5.2.4 in the Annex 1 on Child Leather Products of the Act, has been
amended to align with the international standard for DMFU amounts as set
by the International Organization for Standardization (ISO), ISO/TS 16186.

Recommendation

It is recommended that the DMFU standard for all types of leather
products is unified. Given that the standard for child leather products
covers a particularly vulnerable segment of consumers and that
this standard has been aligned with an international standard, it is
recommended for Article 5.2.4 in the Annex 3 (leather product) of the
Act to adopt this standard as well. An alignment with this international
standard for all leather products will assure that consumers are kept safe,
while at the same time decreasing companies’ substantial expenses that

are incurred in the use of different standards.

5. Price Labelling Requirements

Pursuant to Article 5-3 of the Enforcement Regulation on the Open
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Price System, the font size of the text on price labels should be over 15
points. While this might be acceptable for more common articles sold at
supermarkets (such as E-Mart, Lotte Mart and Home Plus), the required
font size is not suitable for all types of products, for which the corporate
or brand image is part of important information to be conveyed to
consumers. This is indeed so particularly for globally marketed products
for which consistency, for example with regards to the price labels, is of

fundamental importance for consumer perception.

In addition, pursuant to Article 5-1 of the Implementation Guideline
for the Price Labelling Obligation, the companies are required
to indicate the sales price in a form and size that is clear and
precise enough for consumers to easily read and understand it. The
permissible methods for such price indication include label, tag,
stamp and a collective list.

In practice, companies always provide consumers with a clear and
precise sales price indication. It is however not always possible to do so
in the narrow scope of the regulation. Companies, for example, place
a list of collective product prices in close proximity to the products
displayed or use various mediums to indicate the product price (for
example for products where tags are attached to products, but placed
inside of the items).

Recommendation

We recommend that the font size on price labels should be aligned
with globally accepted standards. It is further recommended to allow
companies to comply with the objective of the legislation (providing
proper information to consumers) in manners that are outside of the
limited methods provided for in the legislation.

6. PH Restriction Level under the Safety Quality Labelling Standards
Non-industrial fabrics are required to have a pH value between 4.0

and 7.5 pursuant to Clause 1 of Article 4 of Supplement 1 of the Safety
Quality Labelling Standard. This pH value is more stringent than what
applies to cosmetic products (a pH value between 3.0 to 9.0) which
have a larger direct contact area with the human skin.

Recommendation

In light of the fact that non-industrial fabrics have a less direct contact
area with the human skin than cosmetic products, we would like to
request the Korean government to positively consider applying a pH
value standard to non-industrial fabrics that is similar to, if not more

lenient than, cosmetic products.
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/. Changes in Legislations

It is practically very difficult for foreign companies to keep abreast of
every single regulatory change. Legislative changes require companies to
re-adjust their intricate production processes, which quite often results
in high cost burdens. In addition to ensuring the introduction of changes
that are least trade-restrictive, a reasonable period of time between the
publication of the regulatory change and its implementation should be
provided for.

Recommendation

In order to ensure European companies’ compliance with laws and
regulations and to have them attain the intended level of consumer
protection in Koreq, it is recommended that any envisaged regulatory
changes are timely shared with ECCK in order to allow for insights to be
provided before their enactment.
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Overview of the Industry

Korea's food industry is supervised largely by two government
ministries. The Ministry of Food and Drug Safety (MFDS) is in charge of
making policies and amendments on food - health supplements - food
additives - apparatus, along with food containers - package hygiene
- safety management. The ministry also regulates manufacturing,
import, distribution and sales of food. Meanwhile, the Ministry of
Agriculture Food and Rural Affairs (MAFRA) takes responsibilities of
overall food provision together with quality management, distribution,
price stability of agricultural products. Its duties also include promotion
of environment-friendly agriculture and fisheries and the management
of and support for organic food. The MAFRA handled the EU-Korea

Equivalence Arrangement on Organic Processed Food in February 2015.

The responsibilities pertaining to agro-livestock and fishery products
safety have been transferred from the MAFRA to the MFDS since 2013.
Processing of livestock products, previously subject to the Livestock
Products Sanitary Control Act, will be transferred to be under the Food
Sanitation Act upon the proposed Act in April 2016. After the transfer,
livestock processed products (processed milk, meat, and egg products)
will be managed same as general processed foods under the standards
and specifications of food. Accordingly, the standards and specifications
between food and livestock products were integrated, and the number
of food types will also be reduced from 361 to 273.

In line with the enforcement of the Special Act on Imported Food
Safety Control initiated by the MFDS in February 2016 in an attempt
to enhance the safety of imported foods, overseas manufacturer
registration prior to customs clearance has been put in place, together
with complete guidelines on exporting country’s hygiene evaluation
process and importing standard on livestock products (applies only to
livestock products without previous import records). In addition, the
Korean government can conduct hygiene inspection on manufacturing
factories overseas. It is necessary to keep an eye on special laws being
enforced to enhance safety control on imported food, especially when

those laws are often stricter than the ones for local products.

In February 2017, labelling regulations on genetically modified organisms
(GMO) were amended. The scope of GMO labelling requirements was
expanded from major raw materials (top 5 most used) to raw materials
whose genetically modified DNAs or genetically modified proteins

remain after production and processing.

Korea's self-sufficiency rate has been gradually increasing since 2011,

1. Processed food (including health
functional food), agro-forestry
products, livestock products, and
fishery products

2. Processed food, health functio-
nal food, food additives, food
containers and packing, and
food survey treatment

3. Source: 2016 food drug statistical
annual report
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from 45.2% in 2011, to 50.2% in 2015, but the country only ranked 26
among the 34 OECD nations. Food' production in 2015 reached KRW
122.86 trillion, an increase by 1.10% from the previous year. Import
volume of food was KRW 26.36 trillion, an increase by 8.29% from
the year before. Of these, processed food? production accounted for
KRW 70.41 trillion, decreased by 0.41% from the previous year, and its
import was at KRW 3.66 trillion, an increase by 7.33%. The number-one
exporting country to Korea in 2015 was the U.S with KRW 3.66 trillion
(USD 3.233 billion), accounting for 22.4% of the entire import volume of
food. The other leading exporting countries to Korea - China, Australia,

Vietnam, and Brazil - took up 58.32% of the total import volume?®.

Key Issues

1. Document Requirements for Genetically-Modified (GM)

Foods Labelling Exemption

In accordance with Labelling Standards for Genetically-Modified Foods,
importers should prove that GM Foods were not used and submit
following documents - Identity Preservation (IP) Handling Certificate
(in the case of processed food, manufacture's certificate will be used
for acknowledgement instead), exporting government’s certificate,
and domestic inspection report. When the importer fails to prove this,
the products should be labelled as ‘Has possibility to include GMOs’ in
Korean labels. In the case of domestic inspection report, since inspection
is executed by each shipment and each lot (manufacturing number),
it incurs huge expenses on inspection costs and charges for bonded
warehouse (taking 1 to 2 weeks before customs clearance). Therefore,
importers are left with the 2 other choices listed below, but it is practically
difficult for them to provide the required documents in reality.

o |P Handling Certificate: A supplier, seller, or manufacturer/ processor of
the final product should submit documents to certify that the pro
duct was managed separately from GMOs in each handling stages
(seed purchase, storage, transportation, manufacturing/processing,
shipping, and importing). There will be considerable expenses incurred
for a regular company to track down agricultural ingredient for
imported processed food and to perfectly control that GMOs were not
used. In fact, very few companies can submit such documents.
Especially for countries that does not have IP Handling Certificate,

securing such documents is almost impossible.

e Manufacturer’s Certificate: Currently, manufacturer’s certificate
required by the MFDS during customs clearance should include content,

guaranteeing of IP handling. Since manufacturers make products
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using ingredients supplied through a separate contract with
ingredient companies or technical specifications, they do not have
authority to control processes from initial production to transportation.
For this reason, it is unreasonable for overseas manufacturers to

include contents that they have no control over.

Recommendations

In the case of manufacturer’s certificate, we suggest acknowledging
a certificate that can prove that a manufacturer was supplied with
non-GMO ingredients and managed them separately from GMOs in
producing the final product. A follow-up management system can be

then introduced for supervision.

2. Expansion of Non-GMO Labelled Products
While Europe and the US do not forbid the use of “Non-GMO” labels
signaling that foodstuffs do not contain GM crops (e.g. peaches, apples,

and etc.) or were not produced using GMOs (approved GMO ingredients
such as soybean, corn, cotton, canola, sugar beet and alfalfa), the labels

in Korea are not allowed when the following conditions below are all met.

(1) GM agro-livestock and fishery products approved for food (e.g.
soybean, corn, cotton, canola, sugar beet and alfalfa) and products
manufactured/processed based from these ingredients

(2) Products containing more than 50% of raw materials subject to the
labelling, or those containing the largest quantity of the raw material
subject to labelling

(3) O allowance on adventitious or technically unavoidable GMO genes
in the final products (while there is allowance of maximum 3% of

GMO genes for the general products)

Since Non-GMQO labels are given only when the aforementioned 3 con-
ditions are all satisfied, processed food barely gets the labels. For this
reason, foreign companies often give up on exporting their products to
Korea due to costs incurred from creating additional labels just for the
Korean market.

Recommendations

We request for expansion of raw materials allowed for Non-GMO labels
(the range of food allowed to use GMOs should be expanded from
the existing 6 types to the entire food) and portion adjustment of raw
materials allowed for Non-GMO labels (e.g. 50%->10%/1st priority - top

5 priority). Also, we suggest allowing maximum 3% of GMO genes.
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3. Improvement of EU-Korea Equivalence Agreement on

Organic Processed Food

The EU-Korea Equivalence Agreement on Organic Processed Food took
effect in February 2015. This means that as long as organic processed
foods conform to terms and conditions of the Agreement and are
certified pursuant to respective laws either in Korea or the EU, they

can be labelled as ‘organic’ and sold in the counterpart country.

(1) The Agreement is not applicable to final products that were
delivered to Korea from a warehouse in a third country even though

they were manufactured and certified in Europe.

(2) When the countries where the organic certificate is issued and
where products are manufactured are different, the Agreement is not
acknowledged even if the two countries are EU member states.

(3) In accordance with Chapter Ill of EC No. 834/2007 stating clauses
on banned pesticides, radiation irradiation treatment and GMO under
Annex 1-A-3 of the Agreement, Europe gives organic certification to
those verified by the EU for having produced without using prohibited
substances and methodologies. Nonetheless, those certified products
have to go through verification processes again in Korea in order to be

exempted from getting GMO labels during customs clearance.

Recommendations
The EU-Korea Equivalence Agreement is valid for 3 years and expires on
January 31, 2018. Upon the expiration, we strongly request for renewal

of the Agreement with the following considerations.

(1) We request for acknowledgement of the Agreement for a product
to transit via a third country if its manufacturing and certifying
countries are both EU member states.

(2) Given the free movement of goods within the EU, we suggest
that the EU member states be recognized as one group and that
the products manufactured and certified within the EU be certified

equivalently.

(3) We request that organic processed foods certified by the Korea-
EU Equivalence Agreement be exempted from GMO labels or that the
procedure for GMO labelling exemption be simplified by replacing it
with the NAQS import certificate.
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4. Improvements on Food Import Clearance Process

Different requirements on document submission and notation standard
for each cargo, despite importing the same products, degrades
predictability and remains as a huge obstacle to importing. Korean
labels of imported food are attached on its package based on prior
reviews from importers and then mass-produced by manufacturing
factories overseas. However, if the need for changes to these labels is
detected by the MFDS at the point of import to Korea, the importers
have to go through extra works on attaching a sticker or disposing
package stocks left in the manufacturing factories overseas. The
reasons for labelling modification are as below:

(1) In addition to differences in food standards between Korea and
foreign countries, Korean labels are determined and reviewed solely by
importers, e.g. different standards applied to indications of natural/

synthetic materials and 'no artificial additives.’

(2) Different information may be required upon the same product,
depending on government officials in charge of importing, e.g. they
may review in-depth on production process as well as secondary and

tertiary law materials

(3) While it is not allowed to review documents in advance, document
review and standard examination (physico-chemistry/microorganism)
are executed at the same time when a product is imported. Delays
in customs clearance may result in pending stocks and penalties by

distributors on delays in delivery.

Recommendations

Considering duration of marine transport (6 weeks from Europe),
expiration date of food (4~6 months), and requirements by clients
(minimum 90 days left until expiration date), it is urgent to cut down
time and cost for documents reviews and maintenance works during
customs clearance. We request for separating processes between
documents review and standards examination. Reviews on documents
and Korean labelling design should take place in advance, and
examinations on standards and customs clearance history of the same

product should be executed at the point of import.

We also suggest providing clear guidelines on document requirements
so that importing manufacturers can have sufficient preparation time
in advance.
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5. Sufficient Preparation Time Upon Regulation Amendments

Importing manufacturers are at a disadvantageous upon regulation
amendments, considering that it takes longer for them to adapt to
the changes than local manufacturers. Sufficient preparation time and
deadline notices are necessary if the amendments are about non-safety

issues such as administrative procedures.

(1) Transitional Measures for Removed Food Types

Standards and specifications between foods and livestock products
were integrated, and the final version was announced in August 2017.
As a result, the number of food types was reduced from 361 to 273. As
the certain food types were removed over the course of adjustment,
regulations pertaining to the deleted types were also removed instead

of integrating them into other similar laws.

Following the announcement of the final verson, some food that
were sold in Europe and other countries and that were imported in
Korea without any problems before became prohibited. This seems
like depriving consumers of their right to choose from a variety of
product options. Thus, it is unreasonable to prohibit import of some
products, that had been already approved, not for safety issues but for

administrative convenience.

(2) Providing Sufficient Preparation Time Upon Changes to Food
Labelling System

Food labelling systems in Korean include those related to food as well
as those required by other ministries. Because each ministry requires
different guidelines and multiple implementation deadlines, this
accordingly causes frequent changes to the Korean labelling systems.
For imported food, it is often the case that products are imported with
the Korean labels attached already, and the whole process from product
packaging to shipment takes up to 3 to 4 months. Also, considering that
those products are manufactured in a large quantity to reduce the unit
price, frequent changes to the labelling systems cause a disposal of
labels in stock, a severe waste of resources and high costs incurred from

these additional management.

Recommendations

When revising regulations for administrative convenience, we request
to the government to discuss with companies and give sufficient notice
prior to the changes so that the companies can prepare in advance and
minimize the loss. Also, we request to the MFDS to take the initiative
in regularizing the revision process in the labelling system. Afterwards,

1-year preparation should be given prior to the changes.
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Healthcare

Overview of the Industry

Led by robotic technology, artificial intelligence, big data, and life
sciences, the healthcare industry is one of the fastest growing sector
in the era of industry 4.0. In addition, with the growth of the aging
population and increasing demand for improvement of the quality of

life, it is inevitable, but to expand the related fields continuously.

In 2016, Korea’s pharmaceutical market size was KRW 21.73 trillion,
an increase of 12.9% from the previous year. The production of
pharmaceuticals has reached KRW 18.81 trillion in terms of value
(+10.8% from the previous year). The exports worth KRW 3.62 trillion
(USD 3.12 billion) (+5.9% from the previous year) and import amount
is KRW 6.54 trillion (USD 5.64 billion) (+13.8% from the previous year)'.

The Korean government is aiming to strengthen the country’s
competitiveness in the global market by promoting the importance
of international harmonization and improving the regulation in line
with international standards. Yet, the government focuses on the R&D
for local development of new drugs and lowering the price, instead
of recognizing the value of new drugs and fostering of the overall

pharmaceutical industry.

The market size of the Korean medical devices in 2016 was KRW 5.87
trillion (+11.5% from the previous year), the ninth largest in the world. The
production of medical devices is worth KRW 5.60 trillion (+12.0% from
the previous year) with the average growth rate per 5 years at 9.6%. The
export amount is USD 2.92 billion (+7.7% from the previous year) and the

import amount is USD 3.15 billion (+7.1% from the previous year)?.

With a steady stream of new high-tech medical devices being launched
in the market, it is necessary to create a related regulatory framework

that can support and manage possible risks.

Key Issues

Pharmaceuticals

1. Premium Pricing for ‘Global Innovative New Drugs’

As part of the government’s effort to expand R&D investment in
Korea, the ‘Global Innovative New Drugs', which are recognized as
having contributed to the country’s healthcare industry, will receive
premium pricing from the public health insurance when all of the

following criteria is satisfied (e [approved in Korea for the first time
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in the world] or [meet one of the following requirements: the whole
manufacturing process took place in Korea, jointly developed by a global
and local pharma manufacturers under a joint R&D agreement, or made a
significant contribution to the society] e clinical trial (phase | or above) was
conducted in Korea e [developed by innovative pharmaceutical companies
or considered equivalent] or [R&D investment ratio is above average of
innovative pharmaceutical companies or global-local pharma contract for

open innovation]).

OnJune 7,2017, the Ministry of Health and Welfare (MOHW) and Health
Insurance Review & Assessment Service (HIRA) announced details of the
requirements: ‘social contribution” and ‘global - local pharma contract
for open innovation’. But lots of innovative new drugs by multinational
pharmaceutical companies are difficult to meet these criteria, which
can be considered as a discriminatory against international pharma

manufacturers.

Recommendation
The premium pricing policy forinnovative new drugs needs to be simplified
and it should be fairly applied not only to the local manufacturers but
also to the global pharmaceutical companies. Also, it should operate
with greater predictability and transparency to recognize the spirit of
the EU-Korea FTA.

2. Capping on Sales
The MOHW is reviewing the Global Budgeting System (GBS) in order to

constrain drug expenditure covered by the health insurance. The GBS
will impose an annual sales cap for each individual pharmaceutical
company. If the GBS is implemented, it will weaken patient’s access
to medicines and negatively impact the growth of pharmaceutical
industry. Also, the National Health Insurance Service (NHIS) is reviewing
to impose sales caps for all drugs listed on the list of the national health
insurance by implementing the Risk Sharing Agreement (RSA) scheme.

Recommendation

To ensure patients’ access and provide appropriate recognition of the
value of innovative medicines, it is recommended to not implement
GBS or RSA. The frameworks will demotivate and hinder usage of the

essential medicines and severely harm patient’s access control to drugs.

3. Risk Sharing Agreement (RSA)

The RSA system allows the reimbursement of ‘semi-essential’ drugs’,

which are exempted from the economic evaluation. Yet, the HIRA
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is requiring the cost-effectiveness data of the medicines that are
subjected to the RSA renewal process for 2017. As a result, the companies
are experiencing difficulties in preparing the renewal assessment due
to erratic and opaque requirements by the government. Most drugs
that are subject to the RSA have been approved after going through
the economic evaluation under the same procedure with the other
new medicines. It is unreasonable to require a mandatory economic
evaluation for the renewal process of the RSA drugs. The RSA has many

restrictions in terms of scope, contract duration, and VAT double charge.

Recommendation

It is recommended that, excluding the outcome-based RSA medicines, the
Pharmaco-Economics (PE) data should not be a mandatory requirement
for the RSA renewal evaluation. The HIRA should assess whether the drug
is applicable to the RSA criteria, and the renewal process must be based
on the negotiation with the NHIS using the budget impact analysis data
only. For safe and timely patient’s access to drugs, the RSA contract
needs to be renewed without conducting PE evaluation until the drug is
approved as generic drug. In addition, the scope of RSA application needs

to be expanded if there is no alternative drug therapy.

4. Comparators and PE Evaluation

The insurance drug pricing for new products gets determined by
examining the Weighted Average Price (WAP) and PE assessment
of all other comparators in the market. When calculating WAP or PE,
all comparators in the market are subject to appraisal including old
drugs and generic drugs, which will evaluate financial value of the new
medicines lower than the original comparators. The pricing system
does not recognize the appropriate price value of new drugs, and fairly
reward the R&D investment which inhibits further innovation. Also,
overly restrictive conditions of PE assessment make it difficult to fairly

evaluate the predictability and innovation of drugs.

Recommendation

It is recommended to create a pricing system that allows using WAP
and PE evaluation on the most appropriate and reasonable comparator
drugs. All generic drugs and old drugs that are listed for more than a
decade should be excluded from the assessment. Also, the PE evaluation

shall be applied reasonably in order to fairly reward the innovation.

5. Pre-Price Cut of Reimbursement Expansion and

Price-Volume Agreement (PVA)

Pre-price cut rule for guideline expansion or change of non-
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reimbursement to reimbursement as well as price-volume agreement
(PVA) are post price management rules. The purpose is to mitigate the
budget impact caused by the expansion of the reimbursement guideline.
Especially for change from non-reimbursement to reimbursement,
driven by government policy agenda, the volume increase is estimated
by reimbursement claim data only, not reflecting actual volume. Despite
actual volume growth is lower than the change of claims value, the
price-cut rate is based on the claims data. It causes the misalignment
with the intention of this rule and unreasonable price-cut. If the PVA is
applied in the following year and other post price controls are applied,
the impact is much severe.

Recommendation

Abolishment of pre-price cut by guideline expansion is recommended.
If there is a limitation of claim data-driven change from the non-
reimbursement to reimbursement, the calculation of pre-price cut
should be based on the actual usage volume rather than limited claim

data only.

6. Financial Transparency Report
The MOHW introduced the ‘Korean Sunshine Act’ to root out illegal

rebate in the pharmaceutical industry, effective from June 3, 2017.
All drug providers are required to prepare a report of any economic
benefit provided to a medical institution or health care professional. If
requested by the MOHW, the companies must submit related reports
and documents to the MOHW. Also, pharmaceutical companies
or wholesalers must provide all documents or reports if a medical
institution or health care professional request any documents or reports
related to them. If the amount of request is beyond the threshold, it can

be a big burden for companies.

Recommendation
It is recommended to create an approval limit to control the requested

amount of the report.

7. Vaccine Sovereignty

In the wake of major outbreaks of infectious diseases in Korea, Influenza
A (HINT1) in 2009 and MERS in 2015, the Korean vaccine manufacturers
have been investing in R&D and increasing vaccine production capacities.
The industry is asking the government bodies and regulators to support
the vaccine development. Under an emotive catchphrase “Vaccine
Sovereignty”, the government is aiming to produce 20 vaccines among

28 major vaccines by 2020. In order to increase the vaccine production



Healthcare
Committee

46

rates in Korea, the Ministry of Food and Drug Safety (MFDS) initiated
a public-private consortium in March 2017. The consortium consists of
MFDS, Korea Centers for Disease Control and Prevention (KCDC) and
five (5) Korean vaccine manufacturers. Yet, it can be considered as
discriminatory against global vaccine companies in terms of regulatory
approval process and national immunization. The MFDS should not
concentrate on supporting the launch of specific vaccines in the market,
but rather focus on its particular role in regulating the drug safety of

the public.

Recommendations
The regulatory authorities must ensure its objective to improve patient
access to drugs by pursuing a fair review process of both local and

global manufactured products.

Medical Devices

8. Value of Innovative Medical Devices

The Value Appraisal Standard (VAS) system was introduced but it does
not provide appropriate recognition of the value of premium innovative

medical devices with new technologies.

Recommendation
It is recommended to adopt a new scheme of VAS to fairly evaluate the

value of innovation.

9. Import Prices for Reimbursement Pricing Cut

The Korean government is using import price to lower the cost of
reimbursement. It has no legitimate grounds and continuous reduction

of price is causing a negative impact on the industry.

Recommendation
It is recommended to find alternatives such as actual transaction price

reimbursement system.

Minkyung Sohn
Head,

Insurance

Committee

Insurance

Overview of the Industry

The ECCK Insurance Committee understands that the government has
the responsibility to provide a regulatory framework, where clients of
insurance products are adequately protected while insurance firms should

be encouraged to develop diverse insurance services of good quality.

The ECCK Insurance Committee believes that the keys to having such an

environment are:

e Strong regulation and supervision that does not impose
unnecessary burden to insurers

e Transparency and predictability. Regulations must be clear and
appropriate to the financial market conditions and policy goals
while at the same time minimizing the “regulatory cost of
compliance” arising from new regulations

e Predictable and smooth organization's structural changes and
reshuffling at financial authorities that does not hinder regular
business operations of insurance firms

e Close cooperation between Financial Services Commission
and Financial Supervisory Service, in order to advance efficiency of
supervision and monitoring

e Ensuring that all market participants compete on the same field
under the fair competition environment

o Flexible rules with exceptions rather than 'one-fits-all' rule to support

product innovation

Key Issues

1. Introducing Regional Variables in Motor Insurance Pricing

For the last few decades It has been confirmed that the motor insurance
loss ratio clearly differs by region. In other advanced markets like the US or
Europe, the price has been differentiated by region since a long time ago.

In Korea, there have been discussions on such price differentiation since
the ‘90s. However, there has been no tangible result from such discussion.
Some insurance companies analysed the regional variables based on the
internal data (through univariate analysis that excluded the effect from
other variables) and confirmed that there was differences in frequency

and severity by region.

Recommendation
Insurance companies suggest that the regulation should be lifted so that

different motor insurance price would apply to each region. By doing so,
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insurers may split the regions based on zip-codes and differentiate the
price reflecting the level of accident risk of each region, which is affected
by their traffic environment. In addition, it may ensure that fair price apply
to each insurance subscriber, and avoid customers paying more for motor

insurance that what they should, in order to “subsidize” other customers.

2. Increasing the Deductible in Driving Under the Influence (DUI) and
Unlicensed Driving

According to statistics of 2015, there were more than 24,000 traffic
accidents involving drunken drivers, resulting in 600 deaths and 40,000

injuries, and it caused the cost of KRW 1 trillion to the society as a whole.
In order to raise awareness on the severity of the drunken driving and to
prevent any recurrence, both the Supreme Public Prosecutors Office and
National Police Agency have enhanced the crackdown on driving under

the influence (DUI), and the social consensus is being formed.

The Act of Compensation on Loss Caused by Automobiles states that the
deductible that applies in the case of drunken and unlicensed driving is KRW
3 million for bodily injuries and KRW 1 million for property damage caused.

However, this amount is not enough to discourage this kind of behaviour.

In some OECD countries, governments have gone as far as suspending
coverage for customers who cause accidents while driving under the
influence of alcohol. In addition, in the case of drunken driving, the US
government suspends the driver’s license and impose a fine of KRW 13
million. In case the driving causes the victim’s death, first-degree murder
would apply, and the driver may get up to 50 years of prison time. The
members of OECD have even strong penalties for drunken driving,
including Sweden where the driver may be sentenced to confinement or

monitoring through electronic devices.

However, in Korea, the drivers’ whose driving license was either revoked or
suspended due to traffic violation (drunk driving, in particular) are pardoned.
According to the statistics, the frequency of traffic accident increases after

the ones that have the history of traffic violation are pardoned.

Recommendation

We request to increase the amount of deductible that applies in the case
of drunken and unlicensed driving stated in the Act of Compensation on
Loss Caused by Automobiles. The Act should be revised so that the flat
deductible of KRW 3 million that applies in the case of Bl claims should
be differentiated depending on the injury and disability grade stated in
Attachment 1 of the Enforcement Decree of the Act on Compensation for

Loss Caused by Automobiles.
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Alternatively, the deductible amount should be increased significantly
to increase awareness of the damage caused by drunken driving and
to decrease the number of such driving that destroys families and
causes much social cost. For instance, the deductible may increase to
KRW 10 million in case a person causes a Bl claim when blood-alcohol

concentration (BAC) is over 0.1%.

In addition, considering the social and economic cost caused by
drunken driving, the government should reconsider pardoning of such
drunken drivers.

3. Introducing a System to Boost the Use of Replacement Parts

Vehicle repair cost has been increasing year by year. In 2015, motor
insurance payment for property damages corresponded to 60% of total
payment. According to KIDI, vehicle repair cost, such payment was KRW
3.5 trillion in 2009, and increased to KRW 5.6 trillion in 2015. Skyrocketing
trend became a big burden to insurance industry and customers, as such

higher costs are eventually reflected in premium levels.

In the case of countries like US, Japan, and Europe, with advanced motor
insurance market, to save on vehicle repair fee and insurance cost, the
parts not produced by automakers (“replacement parts”) are used for
repair, and it has boosted the growth of the replacement parts market.
However, in Korea, while there is legal ground to spur the growth of the
market with the revision of the Automobile Management Act, there are

not many cases where the use of such parts is allowed.

In the US, a non-profit organization called Certified Automotive Parts
Association (CAPA) provides the parts of good quality at a price lower
than that of OEM ones to encourage competition in the parts market.
In addition, they encourage the use of the non-OEM parts through
having the Insurance Business Act regulate the ground based on which
the non-OEM parts are used and make the use of parts with certified

quality mandatory.

Recommendation

With the revision of the motor insurance terms and conditions, the
relevant laws and regulations such as the Act of Compensation on Loss
Caused by Automobiles, the use of replacement parts suitable for the

vehicle’s age should become mandatory in property damage claims.

If the use of replacement parts is broadly introduced with the activation
of a quality certification system, high quality low priced parts can be

distributed in the market. That would enhance consumer’s right of choice
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in car parts, and would also promote healthy competition in automotive
aftermarket. Eventually, the optimization of the level of vehicle repair cost
is expected to contribute to the development of both the aftermarket

and the insurance industry.

4. Use of Electronic Signatures for Insurance Contract Application

Currently, electronic signatures are widely used by most insurers for
policy application purposes. In case of the policy applications where
policyholders and insured are different persons, however, written
signatures must be obtained from the insured, due to the requirement
under the Commercial Code of Korea (CCK). The commercial need for
electronic signatures and the level of convenience to customers is high,
whereas the stringent legal requirement of “written” signature impede
both the commercial need and customer benefits. A legislative proposal
to amend the relevant provision of the CCK has been submitted to the
National Assembly previously, and yet, it has not been progressed, which

was to the dissatisfaction of the affected industry.

Recommendation
We request for a strong support from the financial regulator to change this
law to the best interest of not only insurance companies but also insurance

consumers.

5. Expanding Products for Banca Channel

Insurance products that can be sold through bancassurance channel
have not been expanded since 2005 (The Enforcement Decree to the
IBA Section 40-2 Appendix 5). Because of this, whole life and term life
insurance products still cannot be sold and riders for protection products
are not allowed through bancassurance channel. Now is the time to
review whether and how to expand the insurance products that are

allowed in bancassurance channel.

Recommendation
We request for expanding the bancassurance products to whole life
and term life insurance product, and allowing the riders for protection

product in bancassurance channel.

6. Cross-Selling Between Life and General Insurance Products

The cross-selling between life and general insurance products prescribed
under the Insurance Business Law (the “IBL") is not in the form of business
collaboration between insurance companies. In other words, cross-selling

under the current IBL is a system whereby an insurance agent has a
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discretion to choose to solicit products of a general insurance company
in addition to the life insurance company which he/she is affiliated to
or vice versa. However, this cross-selling agent system appears to be
contradicting to the exclusive agent system that is still effective under
the current IBL Article 85, which prohibits an insurance company from
entrusting an insurance agent belonging to another insurer and an
insurance agent from soliciting for another insurer other than the one
s/he belong to. This is so, given the rationale behind such exclusive
insurance agent system, namely, to encourage insurance companies to
train their agents as insurance professionals by investing in the education
and management of their insurance agents. Notwithstanding the
purpose of introducing the cross-selling system, i.e., to increase income
source of insurance agents, insurance companies are facing difficulties
in managing their insurance agents including education and supervision
of them, as they don't have access to information on their insurance
agents’ cross-selling status, which may ultimately result in the risk of

mis-selling to the insurance consumers.

Recommendation

[t would be necessary to amend the relevant IBL and/or regulations
thereunder to (i) allow insurance companies to choose their
cross-selling partners, or (ii) require insurance agents who are engaged
in cross-selling to disclose information on their cross-selling status
and insurance companies involved, etc. to the insurance company they
are affiliated to.

7. GA's Own Liability and Exemption of Insurance Company from GA's

Own Misconduct

A large-sized General Agency (“GA”) is often bigger than insurance
companies in its scale and is out of the insurance companies’ control.
The current laws and regulations are unreasonable to the extent they
require the insurance company to bear all liabilities for an unlawful act
committed by such GAs or their officers and employees. In particular,
the IBL provides that the insurance company shall be liable for any
losses incurred to the policyholder, etc. in the course of solicitation, with
the exception that the insurance company shall be exempted from such
liability if it has duly fulfilled its duty of supervision. It is inappropriate to
apply this provision per se to GAs.

Recommendation

Customer complaint resulting from mis-selling by an insurance agent
affiliated to a GA shall be deemed as a complaint made towards the
GA, not the insurance company. In light of the fact that insurance

companies have limited control over GAs, it would be necessary to
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reduce the scope of insurance company’s liability to customers caused
by GA's unlawful behaviour.

8. Establishment of Standard for Oriental Medical Treatment and Cost

The portion of oriental medical costs paid for Bodily Injury (Bl) claims by
insurance industry keeps rising every year (2014: 19%, 2015: 23%, 2016:
28%). Even more so, the claims payment portion of oriental medical
cost for outpatient claimants is 59%. Accordingly, average claims cost
for minor injuries has sharply increased.

Claims payments for oriental medical treatments not covered by
national health insurance are increasing. Among the total claims
payments to oriental hospitals by insurance industry, the portion
of medical treatments which are not covered by the national health
insurance is steeply increasing every year (in 2016, the portion of
payments the insurance industry paid to oriental hospitals took 50%
of the total; the portion has been increased from 34% in 2015 and 40%
in 2016).

The oriental treatments not covered by the national insurance are mainly
herbal medicine and oriental physical therapy (e.g. acupuncture), of
which payment by the insurance industry increased by 163% in 2016
compared to 2015.

Insurance industry keeps asking Ministry of Land, Infrastructure and
Transportation (MOLIT) to set standards for the treatments and costs.
However, the announcement of the standard has been delayed for more
than four months (according to the last pre-announcement, public
notification of the standards should have been made on January 20,
2017).

Recommendation

The ministry needs to expedite the notification of the standards on
oriental medical treatments and costs so that excessive treatments and
false payment requests by oriental hospitals to insurance companies can
be reduced. In addition, the standards on oriental medicine prescription
need to be established (54% of the payments to oriental hospitals are

not covered by the health insurance).

The establishment of the standards will reduce the burden of medical
bills on the patients, prevent the medical cost differences on the same
treatments among oriental hospitals and reduce the spending of
unnecessary social expenses by preventing excessive treatments and

duplicate physical therapies from both western and oriental hospitals.
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9. Excluding CPI from the List of Insurance Products subject to Forced Sale

Related laws and regulations: Supervisory Regulation of Banking Business
Act (Article 88 Paragraph 6 Items 1, 2) / Supervisory Regulation of
Insurance Business Act (Article 5-15, Paragraph 9) /Detailed Supervisory
Regulation of Insurance Business Act (Article 3-12, Paragraph 2).

By its nature, CPIl product is closely related to loans. This product cannot
exist without loans. The purpose of purchasing this CPl product is to
cover the credit risks that could take place to banks (=lender) in case of
the death of the loan borrower who is the policy holder for this product
at the same time.

In this sense, CPl has to be treated as a kind of the objects (e.g. real
estates, financial products, suretyship certification) that banks can get
to obtain security interests like collateral, pledge, etc.

Also, CPl can be introduced to customers as a way of securing the
credit risk of loans in the lending process, according to the regulations
according to the operational manual of bancassurance business issued
by Financial Supervisory Service (FSS). Then, it is desirable to introduce
CPI product during the loan process.

Also, just as customers have to subscribe fire insurance in order to
avoid the risk of fire when applying for residing houses-backed loans/
mortgage loans, CPI should be recommended to customers in order to

cover the risk of death and other diseases.

Current supervisory regulations on Insurance Business Act and Banking
Act prohibit the sales of CPl within one month before or after the
execution of loans. The Detailed Supervisory Regulation on Business Act
lists out the activities and products that the Chairman of FSS set as
its exemptions which are judged as having a small risk of protection
of customers. This list includes group insurance, general insurance, and
property insurance like fire insurance but does not include CPI.

Compared with other insurance in the perspective of protection of
customers, CPl is one of the insurance products which distort custo-
mers’ interests the least in terms of premium size and which projects
the customers’ interests against financial institutions when accidents
take place. In that sense, CPI should be regarded as conforming to the
objective of the list of products prescribed in the Detailed Regulation of
Insurance Business Act.

Recommendation

Based upon the above rationales, we request to include CPlin the list of
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products which are set out as exemptions in Article 3-12 of the Detailed

Supervisory Regulation of Banking Business Act.

10. Applying the Same Standards for the Forced Sales to Insurance

Products as Banking Products

Related laws and regulations: Supervisory Regulation of Banking
Business Act (Article 88 Paragraph 6 Items 1, 2)/ Detailed Supervisory
Regulation of Banking Business Act/Supervisory Regulation of Insurance
Business Act (Article 5-15, Paragraph 9)/Detailed Supervisory Regulation
of Insurance Business Act (Article 3-12, Paragraph 2).

According to Article 88 Paragraph 6 Item 2 of the Supervisory Regulation
of Banking Business Act and Article 5-15 Paragraph 9 of the Supervisory
Regulation of Insurance Business Act, the sale of insurance products
made within one month before or after the execution of loan is classified
as a forced sale being subject to prohibition, regardless of the size of
insurance premium amount whereas the sale of banking products is
subject to a forced sale when it is made within 1 month before or after
the execution of loan put when the monthly instalment amount exceeds
1% of the loan amount.

The standards for forced sales being prohibited are different between
banking products and insurance products, generating the unfairness in

regulation for each product.

In this regard, the answers received from Financial Services Commission

(FSC) were two points:

The first point was that bankers will be inclined to recommend insurance
products over banking products because of the commission coming
from the sales of insurance products.

However, as the maximum limit of the commission for bancassurance
is no more than 50% of that of the other channels, the size of the
commissions from selling insurance products through bancassurance
will not be big enough to entice the banking staff into recommending
insurance products over banking products. Under such a situation, if
another restriction of monthly instalment having to be within 1% of the
loan amount is adopted for insurance products, this will actually keep

the commission amount that banks will receive very low.

The second point was that insurance products do not guarantee
the principles like banking products do and that this will eventually
bring in customer complaints. As banking staff basically concerns
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about the long-term relationships with their customers more than
commission revenues, they will be cautious in selling insurance products
in consideration of the possibility of complaints. And, the monthly
premium of less than 1% of the loan amount belongs to a small amount,
the possibility of complaints will not be high.

Recommendation

Same standards should be applied for the forced sales to insurance
products as banking products. Alternative solution is to include
insurance togetherwith banking productsin the Article 67, Paragraph
1, Item 4 of Detailed Supervisory Regulation of Banking Business
Act, which put small amount of banking products as exemption to
Article 88 Paragraph 6 Items 2 of Supervisory Regulation of Banking
Business Act.

11. Bills Regarding Special Type Workers

Several bills to promote rights of the so-called Special Type Workers,
including insurance agents, among others, are pending in the National
Assembly. That is, amendment of bills of Labor Standards Act, Labor
Union and Labor Relations Mediation Law, National Pension Law,
Employment Insurance Law and Workers Compensation Insurance Law
were submitted. These amendment bills purport to grant Special Type
Workers 4 mandatory insurances (i.e. national pension, employment
insurance, workers compensation insurance and health insurance) and
3 basic labor rights (i.e. the right to form a union, right to collective
bargaining and right to strike).

Insurance companies offer numerous work opportunities for insurance
agents through independent service contracts. From the perspective
of insurance companies, this was possible mainly because they do not
have the heavy burden of maintaining and managing insurance agents
as their permanent employees. If these bills are implemented, it will
impose a huge burden on insurance companies both financially and
operationally, and as a result, the insurance industry may no longer be
able to provide abundant job opportunities for agents in such flexible

way as it is doing now.

Recommendation

A careful review should be done first on what is actually necessary to
promote rights of insurance agents who account for the most number
in the so-called Special Type Workers.
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12. Bills Regarding Statute of Limitations (Sol) Applied to

Insurance Benefit Claims

Regarding Sol applied to insurance benefit claims, amendments to
Commercial Code of Korea (CCK) and Insurance Business Law (IBL) are
pending in the National Assembly. The proposed revision of CCK requires
that: (i) the SolL be extended to five years from three years; and (ii) the
running of SoL is suspended if the beneficiary could not receive insurance
benefits for reasons attributable to insurance companies or a procedure
for mediation of disputes has been filed. The proposed revision of IBL
provides that the running of Sol is suspended from the time when a
beneficiary requested payment to the point when the insurance company

replies to that.

Recommendation

The revision (i) of CCK needs to be carefully reviewed as frequent revision
of law may undermine legal stability. The SolL applied to insurance benefit
claims was extended to three years from the previous two years recently
in 2014. In case the revision is adopted by the National Assembly, a
supplementary provision should be added so that the new Sol of five years

of applied to policies purchased after the revised law went into effect.

The revision (i) of CCK and the amendment to IBL, both of which would
allow separate conditions to suspend the running of SolL on insurance
policies, needs to be cautiously reviewed as such amendment may impair
the major legal principal that conditions for suspensions of SolL are strictly

limited to protect legal stability.

13. Financial Consumer Protection Bill

The government submitted Financial Consumer Protection Bill (“Bill”)
to the National Assembly on May 23, 2017 in an effort to put various
consumer protections policies into a single legislation. Similar bills
pending in the National Assembly submitted by lawmakers will also be
reviewed together with the government bill. The FSC is now drafting the
Enforcement Decree of the Bill.

In case of the government bill, despite the different business characteristics

"

within the financial sector, due to the “one size fits all” approach embedded
in the bill, its negative impact on the business would be tremendous
for insurance industry. For instance, the Bill would impose “suitability”
requirement that has been applicable only to variable insurance, as being
considered an ‘investment product’ under the Financial Investment Services
and Capital Markets Act (FISCMA), even to protection type insurance that

has no bearing upon investment. Also, the Bill would categorize insurance
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policy loan into a loan product in classifying financial products into 4
categories: savings, investment, protection, and loan. An insurance policy
loan clearly is not a loan as it is not a standalone insurance product, merely

being attached to the insurance policy.

Furthermore, the Bill allows purchase agreement of a financial product to
be rescinded by a consumer for as late as five years after the sale/purchase
if a financial company breaches any of the six market conduct principles:
suitability; need-based sale; duty to explain; ban on unfair competition;
fair solicitation; and advertisement rules. This would impair legal stability
of insurance business, especially given the fact that insurance consumers
are already granted such right of cancellation through the ‘cooling-off’
period or cancelation right due to mis-selling, which is available under
insurance-related regulations. This would also pose the risk of abuse by
customers in case of variable insurance, which entails investment loss
by nature of the product, having nothing to do with market conduct of

insurance companies.

According to Article 48 of the Bill, not the complaining customer but the
relevant financial company is to bear the burden of proof if the customer
argues s/he suffered a loss due to mis-selling and non-compliance of
the duty to explain. We believe that this is unfair for financial industry
and lacks legal ground as it contravenes the long-standing/established
civil law principle that disputant or whoever brings the claim or dispute
should prove one’s claim/dispute. In addition, the above Article imposes
strict liability on financial companies even though strict liability is rarely
recognized other than product liability, medical tort or similar cases. The
strict liability proposed in this Bill is expected to cause insurance fraud
cases and black consumers. The damage ultimately will be attributed
to innocent customers and insurance companies’ cost to defend strict

liability will eventually be shifted to consumers as well

The Bill would also prohibit litigation if it involves a small amount, i.e.
KRW 20 million or below as is currently prescribed under the Bill, or when
mediation procedure is commenced. We believe that the threshold
amount set for the prohibition of litigation is too high, not to mention
that such prohibition is unconstitutional in the first place. The threshold
amount would in fact encompass most of the civil disputes, and therefore,

needs to be adjusted down.

According to the bill by lawmakers, the court may levy punitive damages
on financial companies up to three times the amount lost by financial
consumers. The adoption of such punitive damages may work as an

unfair discrimination against the entire financial sector.
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The bill by lawmakers also provides that consumers may file for a class
action lawsuit when financial companies cause damages to a large
number of consumers. It is a discriminatory measure against financial
companies given that class action is not allowed in other industries such

as the communications sector where disputes arise frequently.

Recommendation

Certain parts of the proposed Bill and its Enforcement Decree, for being
introduced under the single regulation approach pursued by the Bill,
not taking into account of the particular industry, or insurance from
our perspectives, should be re-considered. Those parts include: market
conduct regulations without regard to insurance products or insurance
business; categorizing insurance policy loan as a type of loan product;
cancellation right by reason of mis-selling granted for a prolonged period
beyond what is already available under the current insurance regulations;
and unfair shift of the burden of proof imposing strict liability to financial

companies concerning claims of loss, among others.

Threshold amount for small amount disputes regarding prohibition
of litigation needs to be lowered, if the prohibition cannot be entirely
abolished. That is, if the threshold of KRW 20 million is to be maintained
in the Bill, it should be lowered in Enforcement Decree down to KRW 5
million or less.

Whether or not to adopt punitive damages and class action lawsuit as is

proposed in the bill by lawmakers should be reconsidered prudently.

14. Improving Legal Procedure for Payment of Interim Dividends

A stock company can pay interim dividend during the fiscal year before
its closing. This is based on the Commercial Code Article 462-3(Interim
Dividend), which provides: “a company that closes its book annually
can pay interim dividend once during the fiscal year by prescribing in its
Articles of Association that the company can determine to pay interim
dividend to shareholders of the record date through a Board resolution.”
Meanwhile, most public companies which pay interim dividend determine
to pay interim dividend by holding two separate Board meetings, namely,

one to set the record date and another one to pay dividend.

The aforesaid procedure does not hold water because no company which
sets the record date for the purpose of paying interim dividend would
ever decide not to actually pay dividend. Nonetheless, these companies
do hold separate Board meetings to first decide the record date for
purpose of paying interim dividend and then to pay the dividend, for the

following reasons:
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(1) The current Commercial Code (quoted above) does not provide
specific requirements on this point, unlike the old Securities Transactions
Law provision which introduced interim dividend for the first time in 1997
(i.e., its Article 192-3(Special Provision re Dividend—no longer effective
after being incorporated into the present Financial Services and Capital
Markets Act): a company could pay interim dividend by determining a
certain date and then holding a Board meeting within 45 days from there
to pay interim dividend. That is, separate Board meetings are clearly

required here.

(2) In case of a listed company, per Public Disclosure Regulation Article
7, Paragraph 1, ltem 2, Ma(5), public disclosure must be done when: (a)
Board decides the record date for interim dividend payment; and (b)
Board decides to pay interim dividend. In case of (b) disclosure, a “market
price dividend rate” must be included. This rate means the dividend
amount per share for the average market price of the shares from two (2)
days before the record date till one (1) week prior [to the Board resolution
to pay dividend]. Since (a) disclosure must be done two (2) weeks before
the record date (per Commercial Code Article 354, Paragraph 4), if a
company holds one Board meeting to decide both the record date and to
pay the dividend, this market price dividend rate cannot be available at
the time of the relevant disclosure, in which event the company has to do

what is known as a supplementary disclosure.

Recommendation

In order to resolve the inconvenience and onus of having to hold two
separate Board meetings for one and single matter, we would like either:
the current Commercial Code clarify this part (like in the old Securities
Transaction Law provision quoted above) or the relevant public disclosure
rule implements a measure whereby companies which hold one single
Board meeting, i.e., (a) and (b) in one meeting, to save the unnecessary
effort to make such supplementary disclosure.
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Overview of the Industry

Intellectual property rights (IPR) are the legal foundation through
which ownership is provided over creations of the mind, better known
as intellectual property (IP). Common types of IPR are trademarks and
industrial designs (which serve to differentiate products or services
and enable informed purchasing decisions) and patents (which reward

technological innovation).

In the current global economy “knowledge is [..] the driver of
productivity and economic growth™ and a nurturing and supportive
IP environment is an essential condition for a vital and a successful
economy?. Reports conducted in the European Union have indicated
that IP is integral to countries’” GDP, employment and trade®. IP
supports innovation and creativity, leading to increased prosperity and
competitiveness. It is therefore of paramount importance that the
creation of IP is stimulated and that proper protection is assured, as any
infringement cascades down from the IP owner, affecting the economy
as a whole. The assurance that legal protection is available for new
creations sparks further innovation, while a lack of (factual or practical)
protection for IP can in turn serve as a deterrent to innovation. This is
further exacerbated by the increased fusion of the physical, digital and
biological spheres through new technologies (commonly referred to as

the Fourth Industrial Revolution).

Against this background, the ECCK is pleased to note a number of
noteworthy developments to improve the Korean [P environment.
These include the agreement on cooperation and exchange of
information between the Daejeon District Prosecutors’ Office and the
Korean Intellectual Property Office (KIPO), allowing for more aligned
operation. Additionally, the introduction of criminal penalties for the
sale of products that imitate the appearance of another party’s product
(commonly referred to as ‘dead copies’) under the Unfair Competition
Prevention and Trade Secret Protection Act (UCPA) as of July 2017 will
further enable IP holders to enforce their intangible assets. Finally, the
continued publication of a report of the Korea Customs Service (KCS)'s

seizures of counterfeit goods is commendable.

While various improvements have been made, the overall perception
of IP protection in Korea has gradually decreased, with Korea ranking
49t out of 138 countries in terms of IP protection in the World Economic
Forum (WEF)'s Global Competitiveness Report 2016-20174 (compared
to 23 out of 131 countries in a WEF report in 2007/ 2008%). A similar
perception was reflected in the Business Confidence Survey 20169, in

which respondents indicated that both IP legislation and IP enforcement
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were not as effective as they could be. This has prompted President
Moon to indicate that “concerns over IP protection in Korea [exist]”

amongst foreign industry.

The Moon administration has placed a key focus on utilizing the Fourth
Industrial Revolution to further drive the Korean economy and has noted
that “[IP] is the driving force behind the Fourth Industrial Revolution”,
with KIPO committing to leading “the creation of strong and flexible IP
protection policies and thoroughly prepar[ing] for the Fourth Industrial
Revolution in [its] resolve to facilitate economic growth and innovation”.

The ECCK IPR Committee remains willing and ready to continue
providing support to all parties involved in enhancing the Korean IP
environment, ranging from increasing innovation by raising awareness
of IP among all levels of society, to enhancing IP enforcement. In an
effort to enable such improvements, a number of common challenges
that could benefit from amendments in legislation or practice are listed
below. ECCK welcomes the openness to cooperation from all relevant
stakeholders in order to obtain tangible and sustainable improvements.

Key Issues

1. IP Studies

Awareness of the benefits of IP is of fundamental importance for the
establishment of a nurturing and supportive IP environment. Knowledge
of the importance of IP for the economy and society as a whole will
allow for the dedication of appropriate resources to the promotion of IP
creation as well as its protection.

In order to enhance public awareness about the value of IP, the European
Union Intellectual Property Office (EUIPO, formerly known as the Office
for Harmonization in the Internal Market, OHIM) has conducted a range
of studies through which both the benefits of IP, as well as the impact
of infringements of IP are quantified. These studies and the calculation
models used therein have been published on EUIPO’s website.

Recommendation

It is recommended that the Korean government conducts studies into
the contributions of IP to the Korean economy as well as the impact of
IP infringements, as these currently dot not appear to have been made.
The results of these studies can be used in setting its policies as well as

enhancing public awareness and promoting a culture of respect for IP.
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2. |IP Enforcement Practices

While multiple government agencies have a mandate to take action
against IP infringements, IP enforcement is generally not considered a high
priority. In order to enhance IP enforcement, it is important that a high
level of expertise amongst government officials is retained and that their
commitment is secured.

Recommendation
[t is recommended that an emphasis is placed on tackling IP-related crimes
and that successful IP enforcement is fairly recognized.

Given the international nature of the counterfeiting industry, regular
exchanges of information and practices with foreign law enforcement
officials are also recommended.

3. Sentencing of IP-Related Crimes

Article 61 of the Agreement on Trade-Related Aspects of Intellectual
Property Rights (TRIPS) holds that member countries “shall provide for
criminal procedures and penalties to be applied at least in cases of wilful
trademark counterfeiting or copyright piracy on a commercial scale [...]
includ[ing] imprisonment and/or monetary fines sufficient to provide a
deterrent, consistently with the level of penalties applied for crimes of a

corresponding gravity”.

While the Trademark Act, Design Protection Act and Patent Act all allow
for up to seven years of imprisonment in case of infringement, sentences
and penalties for IP infringements in Korea remain low compared to other
developed nations. In particular, criminal fines as low as a few hundred
thousand Korean won are still handed down to sellers of counterfeit

products. This is a stark contrast to the sellers’ profit margins.

Particularly in light of the high profitability of counterfeiting’, handing down
higher punishments for the sale of counterfeit goods can serve as a strong
deterrent to IPinfringements and decrease the current high number of repeat
offenders. In countries such as France, Hong Kong, Singapore and the United

Kingdom counterfeiting is more often met with actual prison sentences.

Recommendation

[t is recommended that higher sentences are handed down for
counterfeiting, which take advantage of the firm sentencing that
the respective Acts allow for. It is further of importance that repeat
offenders receive sentences that have a stronger deterrent effect. It is also
recommended that information and practices are exchanged with foreign
judiciaries and industry representatives.

8. WTO Press Release (April 2017),
Trade Statistics and Outlook-Trade
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amid policy Uncertainty.

9. KCS Statistics.
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4. Border Seizures

Customs Offices are the first line of defence when it comes to
contraband and counterfeit items. Particularly in light of the expansion
of the global trade (the World Trade Organization (WTO) forecasted
that the global trade will expand by 2.4% in 2017, from 1.3% growth in
trade in 2016)® and the increasing number of counterfeit goods in the
global trade (2.5% of global trade in 2013 versus 1.95% in 2007), the role
of the Customs Offices in assuring that illegal products are kept at bay
cannot be overstated.

Itis against this background that various Customs Offices have published
annual reports on their seizures of counterfeit products. At the start
of September, KCS has published a report on its seizures of counterfeit
goods. This marks the second year in a row that such publication was
made and ECCK is very pleased to note this continuation as well as
the fact that the report has been made available in both Korean and
English. This underscores KCS" awareness of the fact that counterfeiting
is a global issue, rather than a local concern, and further facilitates
consumers, industry and organizations around the globe to take note
of KCS' activities.

In recent years an increased use of small consignments for the
distribution of counterfeit goods across borders has been observed.
This trend was also observed in Korea through an increased number of
cases handled by KCS in 2015 compared to 2014. Given that 2016 saw an
increase in both the number of imports and exports compared to 20157,
we note with interest the 3% decrease in the total number of seizures
conducted by KCS in 2016 compared to 2015.

While the report indicates the total number of seizures and provides
information on how these seizures are made up, the report contains
three different indication methods to quantify the seized items. These
are the number of items, the total weight of the seized products, as
well as the products’ combined value. The use of inconsistent and
uncommon units to indicate such data makes it a challenge to get a
proper understanding of the actual seizure results.

Recommendation

In order to protect consumers in Korea from counterfeit products,
it is important that a sufficient number of officials are dedicated to
the clearance of shipments. It is recommended that officials’ skills to
conduct investigations in a swift yet thorough manner are developed
assuring that imported products receive a proper inspection, which
does not unduly impede on trade activity.
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To further maximize the impact of the essential publication on KCS'
counterfeit seizures, it is recommended for such publication to be aligned
to the practices adopted by for example the European Commission and
Japan. It would in particular be beneficial if such publication could
indicate both the number of items seized (rather than the total weight
of the seized items) and their value, in addition to the total number of

seizures.

5. Transhipped Cargo and Free Trade Zones

The Busan Port has retained its status as one of the world’s largest ports
in 2016, as it handled the shipment of close to 19.5 million containers.
Of all the containers handled by the Busan Port, more than half used
Busan as an intermediate destination, before being shipped to another

location. This process is commonly referred to as “transhipment”.

In order to further facilitate trade, a number of free trade zones
have been established in Korea. In these free trade zones regular
administrative hurdles are alleviated and bureaucratic necessities are

minimized.

In a 2015 report® Europol and the EUIPO, indicated that “transit
points for transportation of goods from Asia to Europe, which act
as major hubs for container traffic because of their large free trade
zones [...], have also become significant enablers for the activities of
counterfeiters”. The situation has not changed since, as “[f]ree trade
zones [...]" continue to be associated with a number of IPR crimes,
and harmonised enforcement standards are still required in certain
geographical areas”.

While transhipped containers take up the majority of the containers
handled at the Busan Port, transhipments are rarely subject to
inspection. Additionally, the fact that free trade zones are operated by
various government entities, elevates the risk of abuse. Recent cases
have highlighted the fact that abuse of Korean free trade zones is not
merely theoretical, but an actual reality.

Recommendation
It is recommended that mechanisms that provide adequate control
over transhipped cargo and standards for IPR enforcement at free

trade zones are implemented.

6. Open Sale of Counterfeit Goods

Since its establishment, ECCK has been committed to curtailing the
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counterfeit industry in order to protect consumers, the government as
well as industry, and importantly, bring an end to the negative image
of Seoul. ECCK has initiated a cooperation with the Seoul Metropolitan
Government and Seoul's Central Distriict Office to tackle the open sale of
counterfeit goods in major touristic areas in Seoul, such as Dongdaemun,

[taewon, Myeongdong and Namdaemun.

The commitment displayed by the officials involved, in particular the
mayor of the Central District Mr. Chang-Sik Choi and his Counterfeit
Crackdown Task Force, has resulted in the seizure of close to half a million
counterfeit items by the end of 2016 in Seoul alone. Importantly, it has
also resulted in a drastic decrease of the open display of large quantities
of counterfeit products in Seoul’s major touristic areas.

Recommendation

The continuous efforts by a number of dedicated officials are praiseworthy
and have shown to be effective. It is however important that the burden
of these anti-counterfeiting activities is shared amongst all capable
authorities. This will result in more systematic, effective and therefore
sustainable enforcement. Without such, it will simply not be possible to

bring an end to the creation, distribution and sale of counterfeit goods.

While activities are often focussed on Seoul, it is important to not
confine activities to Seoul. In various cities all over Korea the open sale
of counterfeit items during peak hours, such as at nights and during

weekends, is still widespread™.

7. Pro-Active Measures by Online Intermediaries

Over the past decade the amount of the transactions made through
online sources has increased globally. In Korea alone, the total value of all
products sold online has risen fivefold from 2006 to 2016. The counterfeit
industry has keenly followed such trend and has also expanded to
the online space in order to distribute their illegitimate products to

(unsuspecting) consumers.

This online expansion of the counterfeit industry has prompted the
issuance of a number of guidelines and best practice documents. In a
publication of 2011%, the OECD mentioned that online intermediaries play
an increasingly important role in curbing the sale of counterfeit goods
and also pointed to an increasing wish for proactive, rather than reactive,
measures by online intermediaries. The International Chamber of
Commerce'’s Business Action to Stop Counterfeiting and Piracy (BASCAP)
has also suggested a number of best practices for online intermediaries™,

which have also been adopted by a number of online intermediaries.
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In an effort to better reflect the increasing role of online marketplaces,
a number of amendments to the Act on the Consumer Protection in
Electronic Commerce, etc. have recently come into force. While this
effort is recommendable, it stops short of making changes that will
ensure that no counterfeit products are sold online and consumers are
properly protected.

Additionally, while some online intermediaries take strong actions
against abuses of their services for the sale of counterfeit products, the
adopted practices differ substantially.

Recommendation

In order to protect consumers and enhance the reliability of the
e-commerce environment in Korea, it is recommended that new
legislation is proposed which takes proper account of the role various
online intermediaries play. In establishing such legislation input should
be gathered from all relevant parties involved.

It is further recommended for all online intermediaries to adopt three
pro-active measures in order to further limit the possibilities for sale
of counterfeit goods through their services, thus resulting in a greater
reliability of their services. The following three measures have been
adopted by online intermediaries in various advanced countries and do
not require the online intermediaries to engage in any assessment of

whether the products sold are genuine or counterfeit:

o Adoption of filters for certain terms (such as ‘counterfeit’ and ‘fake’);
e Implementation of efficient and expeditious take-down procedures;
e Deletion of ID and account(s) of sellers caught offering counterfeit

products for sale.

8. Damage Calculation Methods

A further deterrent to IP infringements, is the possibility that IP owners
initiate civil litigations, in addition to the criminal procedures handled
by the Prosecution Service. During such litigation, parties held to have
infringed IPR can be ordered to financially compensate damages caused
by their infringement.

A number of calculation methods are available to claimants in order
to calculate the damages stemming from the infringement of their
IPR in Korea. These are calculations based on either claimant’s lost
profit, based on the defendant’s profit, or based on what would have
constituted a reasonable royalty. In case it is difficult for the court to

verify the facts necessary to prove the amount of such damages, the
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court can calculate a reasonable amount of damages based on the
circumstances of the case.

These four calculation methods are in line with global standards. In
multiple countries (including Germany, Japan and the United States of
America) the damages are most commonly calculated on the basis of
what would constitute a reasonable royalty. The high burden of proving
either the lost profits or the unjustifiably gained profits and the absence
of the standards to decide on the quantification of reasonable royalties,
make that in Korea damage awards are most commonly rendered

based on what the courts deem reasonable.

Recommendation

Since March 2016, the Patent Act has been amended to enable courts
to order defendants to submit ‘materials’ (a term broader than the
previously used ‘documents’) essential to prove infringements or to
calculate the amount of damages based on the aforementioned
methods. An additional change is that in case a party fails to follow the
order to submit materials without any reasonable grounds, the court
may deem that the claim of the other party on the record of materials
is true. ECCK welcomes such amendments, as these enable the court to
effectively acquire essential evidence. In light of such, it is recommended
for other IP related acts, including the Trademark Act and the Design
Protection Act, to be amended accordingly.

Additionally, in order to further increase the predictability of damage
awards it is recommended for the judiciary to set standards for the
acceptance of expert opinions on the quantification of reasonable

royalties, in consultation with IP practitioners.

9. Statutory Damages

Given the economic impact of IP, it is of particular importance to deter
any infringements. In light with such, the Trademark Act does allow
for statutory damage claims, provided these do not exceed 50 million
KRW. However due to the lack of a minimum amount and the inclusion
of a relatively low maximum amount, the current provision practically

excludes many cases.

Recommendation

In order to increase the actual use of the statutory damage provision
of the Trademark Act and to allow for this provision to have a
truly deterrent effect, it is suggested that a minimum amount of
compensation would be introduced and that the current maximum

amount would be increased.
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Overview of the Industry

Kitchen & Home Appliances Committee handles food apparatus,
containers, small home appliances, etc. The relevant authorities are:
Ministry of Food and Drug Safety (MFDS) which tests the food safety
from using food apparatus and containers as well as packages, Korean
Agency for Technology and Standards (KATS) under the Ministry of
Trade, Industry and Energy (MOTIE) which hosts the safety verification of
small household appliances, and National Radio Research Agency (RRA)
under the Ministry of Science, ICT and Future Planning (MSIP) in charge
of electromagnetic compatibility verification. The Korea Environment
Corporation (KECO) under the Ministry of Environment (ME) is running
EcoAS, a recycling system for electric and electronic goods.

According to National Statistical Office (NSO), the household appliance
market reached KRW 19.8 trillion as of the end of 2016, an increase
by 32% (4.3 trillion) from KRW 15.5 trillion in 2012. Despite durable
characteristics of home appliances, its steady market growth can be
explained by niche products with further specified functions. It has been
also found that such a result is partly driven by consistent proliferation
of one- and two- person households' and the popularity of TV cooking

programs in Korea.

As the market is expanding, the import quantity is increasing as well.
However, the importers face high non-tariff barrier to enter the Korean
market. Above all, any food-related products including apparatus and
containers must be tested in detail for each material and color to ensure
the food safety. Electronic goods should be determined whether they
must go through one or more required tests for verification as described

below in order to be imported.

In terms of EMC Registration/Certification, the MSIP gives a KC mark
and approval number differently according to the state: Conformity
Certification, Conformity Registration or Provisional Conformity, as a
result of the ministry-hosted conformity assessment for communications
equipment. Goods requiring electricity and radio frequency are
subject to the EMC Registration/Certification, including products with

rechargeable battery such as Bluetooth.

In terms of Electrical Appliances and Consumer Products Safety Control
Act, the MOTIE gives a KC mark and approval number differently
according to the state: Safety Certification, Safety Confirmation, and
Supplier’'s Declaration of Conformity. Such classification depends
on standards provided by the Manual for Electrical Appliances and

Consumer Products Safety Control Act?. The KC system provides

1. According to the National Sta-
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an integrated national certification mark. In 2011, each different
government office marks became under control of a unified mark. But
the process of certification application is separately implemented by
each office on its own discretion. The certification number is also given

and marked separately.

Products approved from abroad after strict local tests are also subject
to the Korean test process. Even though Korea has Mutual Recognition
Agreement (MRA) to help streamline the process between signed
parties, but the recognition scope remains very limited since most of the
agreements are still at Phase One (recognition for the local laboratories’
test report). The local test report will help during the Korean certification
process, but most companies tend to give up as it is very challenging
to get the approval. It is hard to release products in time because the
process is highly time- and cost-demanding. Test fees and charges are

also a big burden for many companies.

Key Issues

1. Easing Test Standards for Household Scales

Requirements for a scale with a measuring capacity of 1kg or less
are simpler than that are over 1kg, which needs formal approval. The
procedure to obtain formal approval is extremely strict. Particularly,
digital reading scales requires too much information related to key
technologies such as source program. Under these circumstances,
foreign suppliers who are unwilling to open their technical information,
are giving up exporting to Korea. Due to such regulatory hurdles and
requests, household scales in the domestic market are limited in type
and most of them have excessively-high capacity and prices, while detail
precision is not even needed at home. In this regard, the regulation is
considered to hamper the purpose of the FTA between Korea and the
EU which has been aimed at giving Korean consumers an opportunity to
have access to more various products at reasonable prices.

Recommendation
We recommend that the formal approval for household scales to be
removed, considering most economies such as the EU, the U.S., and

Japan do not require the approval for household scales.

2. Conformity Assessment for Electronic Goods

Conformity assessments for electrical safety and electromagnetic waves
are considered non-tariff barriers. Currently, the MRA is effective in which

countries agree to treat a test report or certification issued from another
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signing country as same with that of their own. That is, parties who
signed the MRA recognizes ‘conformity assessment results’, produced by
the other parties, as the result they conclude. The MRA is established
to facilitate trades among countries by cutting cost and shortening the
period of the test. Korea and the EU mutually agreed on the Phase One

(Recognition for the local laboratories test report).

EU-Korea FTA: Annex 2-B/ Electronics / Article 1 General Provisions / (d)
promoting “one test” and where practicable, a supplier’s declaration
of conformity through elimination of duplicative and unnecessary

burdensome conformity assessment procedures.

(1) Streamlining the Mutual Recognition Process of Electromagnetic

Conformity Assessment Report

At present, international standards (IEC-CISPR) and Korean standards
(KN) are different in the electromagnetic test for the same products.
Likewise, these circumstances do not easily allow the “one test”. The only
way to certify the report from EU, the mutually agreed laboratory in the
EU can host a test with KN. But it is rather less efficient than a test in
Korea in terms of time and cost. There would be difficulties to deliver
an accurate test method to the local people while they have no idea
of the Korean standards. Moreover, if the test fails to respond to the
requests for submitting modified samples, it could be too late to release
new products in time. For these reasons, the European companies give
up to apply their test report as it is to Korea and take the test in Korea
again. The Korean standards are different from that of the most of the

countries which created a difficult trade barrier for the Korean importers.

Recommendation

We request for facilitating cooperation and exchange between Korea
and the EU in mutually agreed test laboratories, so that the EU test
laboratories hold a Korean standard-based test and send the results to

Korean laboratories directly to issue the test report.

Furthermore, we hope that the international standard-based test report

would be recognized as equal to the Korean standard-based report.

(2) Expanding the Scope of Supplier’s Declaration of Conformity

Europe defines both Electrical Appliances Safety Certification and EMC
Registration/Certification as Supplier’s Declaration of Conformity, inwhich
suppliers self-declare their product safety and assume responsibilities.
Korea requires suppliers to obtain confirmation or certification for safety
from the government authorities. Since the conclusion of the EU-Korea
FTA, the concept of Supplier’s Declaration of Conformity has been first
introduced to Korea. In terms of Electrical Appliances, suppliers conduct
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the conformity assessment on their discretion for items subject to
Supplier’s Declaration of Conformity among products determined to
be safer. But it is doubtful if any progress, even gradually, was made
compared to the initial stage, because only a few products have been
added since then. As for conformity assessment for electromagnetic
waves, all electrical products are subject to obtaining certification or
registration and suppliers cannot prove the product safety on their own.
Since January 2017, the MOTIE has made it mandatory for manufacturers
or importers of electrical appliances subject to Supplier’s Declaration
of Conformity to report it to the Minister, the Conformity has lost its
meaning.

Recommendation

We request for active expansion of the list of Supplier’s Declaration of
Conformity for the safety verification of electrical products. We also
suggest creating the list of Supplier’s Declaration of Conformity to the
electromagnetic conformity assessment list.

(3) Conformity Assessment for Wireless Equipment

The capacity of Bluetooth has been upgraded through multiple times
of revisions so that it can respond to the requirements for the rapidly
changing Internet of Things (loT) environment. Apart from the Versions
4.1 and 4.2 in relation to the network connection, performance,
transmission distance, and security of the internet, whole new functions

which can be added in the future are awaiting.

Despite the rapidly changing industry, the regulations do not live up
to the technological development. For example, all Bluetooth-based
products are required to take a radio frequency test. According to wireless
equipment conformity assessment (KS X 3123:2015), hopping mode test
is applied to Bluetooth products and mostly the results have no problem.
The hopping mode test is unexceptionally applied to LE mode Bluetooth
in Korea. But the rest of the countries skip the test for LE mode products.
Therefore, if you put a test for foreign products according to the Korean

rule, problems may occur.

In addition, circuit diagrams are required to be submitted when wireless
equipment is certified, not only final product diagrams but also module
diagrams and parts layout. But manufacturers do not want to disclose
such confidential information and especially when the parts are
manufactured by a third party, the document submission would be even
harder. This would serve as an obstacle to enter the market.

Recommendation

We request that the conformity assessment to operate with more
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flexibility, considering evolving technologies and product variations,
rather than assessing technologies based on the uniform regulations.
Furthermore, we hope that parts diagrams would be reviewed whether

they are necessary for the conformity assessment.

3. Certificate Exemption for Market Research Samples

Getting domestic certificate including electrical safety and
electromagnetic certifications are required for electrical appliances to
be imported and sold in Korea. However, in case of sample products
imported for a marketability check, it is highly questionable whether
it is still necessary to go through certificate examination processes
and spend extra time and cost. Considering these structural obstacles,
electromagnetic certifications are exempted for up to 3 pieces that
are imported for market research samples. However, electrical safety
certifications don't include legal grounds for allowing such exemption.
For this reason, importing companies often encounter difficulties on
promptly bringing samples of new products to the domestic market,
leading to unfair competition against domestic manufacturing
companies that have no such certification duties. In other words,
the regulation makes it harder for foreign companies to introduce a
variety of new products to consumers in Korea. (For the case of the
electrical safety examination, it costs KRW 2.5 million per product and

takes 9 weeks).

Recommendation

We request that up to 3 sample products, of those are for the market
research purpose, allowed to be imported without the electrical safety
examination upon exemption approval of the Korean Agency for
Technology and Standards (KATS), as the exemption is already applied

to electromagnetic examinations.

In order to prevent from uncertified products to be distributed in the
market, importers should take full responsibilities by attaching a ‘not for

sale’ sticker on sample products and dispose accordingly.

4. Simplifying Food Inspection on Imported Apparatus and

Containers for Food

When new apparatus and containers are imported, areas directly
touched by food should go through the scrutiny for each material
group. And, the re-examination is not required when importing the
same products afterwards, but documents need to be submitted. Given
the fact that such food apparatus or containers, mass-produced like

industrial products, are being inspected by types of material and color,
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improvement on its regulations and procedures, of those are clearly

apart from food, is needed.

(1) Minimum Weight of Imported Apparatus and Containers for Food

Any imported apparatus or containers for food weighing less than
100kg (minimum standard notified by the MFDS) should go through the
scrutiny process if the quantity exceeds the minimum standard. Given
the fact that such food apparatus or containers are mass-produced
like industrial products and are being reported according to types of
material and color, it seems unnecessary for the need of the standards
on minimum weight. In addition, repetitive scrutiny process incurs
additional costs and time.

Recommendation
We request for the initial scrutiny result to work as a verification to be

exempted from further scrutiny regardless of the minimum weight (100kg).

(2) Reviews on a Korean & English title of materials used in apparatus or

container package in Korean Food Standards Codex

Korean Food Standards Codex and Korean Food Additives Codex cover

materials used in apparatus or container package. However, the codex

is not properly reflecting recent changes including English titles for new
materials, marking it challenging for companies to put Korean labels.

Furthermore, a long title of a synthetic material may not only cause of

potential typos when labelling in Korean and English but it also makes it

harder for consumers to read and understand. Examples are as follows.

e Differences in notation upon the same material: In case of notating
stainless in Korean, 2B Q12| A is how it is written in standard dictionary
whereas it is written in 2H|2I2{|A in Korean Food Standards Codex

e Not reflecting up-to-dated titles of newly developed synthetic
materials (e.g. Tritan)

e Abbreviation of synthetic materials:

—acronym: Acrylonitrile-butadiene-styrene copolymer = ABS
-abbreviation: Polyethyleneterephthalate = PET

Recommendation

We request for regular updates on the Korean Food Standards Codex
and Korean Food Additives Codex on materials used in apparatus or
container package, as the industry and new materials are continuously
being developed. In order to reduce confusion among companies and
consumers, consistency in the materials’ titles, when written in Korean,
needs to be achieved. For complicated synthetic materials, we request
for allowing the abbreviation commonly used in the food standards
codex to make it easier for importers, supervisors, and consumers to

read and understand.
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Overview of the Industry

Shipping Industry
In 2016, the shipping industry constantly suffered from sluggish supply

and demand from reduced shipping traffic together with continuous
supply of new vessels. In August last year, Hanjin Shipping, the world’s
7th-largest container shipper, filed for court receivership (the corporate
rehabilitation proceedings) and went bankrupt. This certainly had a large
negative effect on domestic shipping & logistics companies while global
shipping companies has grown their market positions. The proportion
that domestic shipping companies take from the total trade volume in
the Busan Port declined from 38.5% in the first half of 2016 to 34.0%
this year while that of global shipping companies increased from 61.5%
t0 66.0%.

According to Clarksons Research released in July 2017 on the container
records of World Container Regular Shippers by North American Routes
(departure from Asia and arrival in North America) from January to
April 2017, the record for most shipping companies has greatly increased
compared to the same period last year. The Clarksons attributed this
phenomenon to foreign shipping companies who have secured the supply
goods transported from Hanjin shipping. Hanjin had traditionally shown
its strength in North American Routes, accounting for 7.62% (6th in the
world) of the shipping container volume in North American Routes before
the court receivership. In North American Routes, eleven shipping lines
have shown records increased by more than double-digit compared to the
same period last year. Among them, Hyundai Merchant Marine recorded
the highest growth rate of 38% compared to the same period last year.
It is unlikely that the market condition will show great improvements in
2017, but at least it probably won’t get more deteriorated.

In order to revitalize the shipping industry, the Korean government will
establish the Korea Maritime Promotion Corporation under the Ministry
of Oceans and Fisheries next year in Busan. As a control tower of the
shipping industry, the Korea Maritime Promotion Corporation is expected
to rehabilitate the industry from its long-term recession and to provide
various institutional support. The new government has been committed
on restoring the shipping industry and has included ‘creating global
marine power through coexistence of shipping and shipbuilding’ in the

100th national affairs of the five-year plan of state affairs in last July.

Air Freight Industry
The sluggish cargo sector reached 2.98 million tons of accumulated

cargo tonnage in September 2016, an increase by 5.9% compared to
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same period last year. While the growth rate of the global economy
remained low, the demand towards domestic cargo has been uncertain
as well. However, the growth rate of the domestic cargo sector has
leaped greatly than the same period of the previous year, as the traffic
volume has been increased due to cost reduction from low oil price,
increased cargo from the growth of passenger demand, and increased
amount of imports/exports for international air freight products such as
the US, Europe, and Southeast Asia.

The domestic cargo sector in 2017 is expected to be recovered considering
the geographical advantages and competitiveness (transshipment
cargo) of Incheon International Airport, along with the expanded
FTA with China and other countries. However, the drastic increase in
growth rate is not likely to happen due to increasing uncertainties
from slowdown of the global economy and instability of domestic and
overseas political environment, followed by delays in policies and slump
in production activities. The capacity of Gimhae and Gimpo Airport is
significantly lower compared to Incheon International Airport that has
the world's highest capacity in handling cargo, and this also calls for

resolving regional gaps.

In the first half of 2017, the number of flight passengers was increased
by 6.6% and reached 53.08million, the highest record in all the first
half of the year. Increased demand for air travel among Koreans from
expansion of flight routes to Japan, Southeast Asia, and Jeju led to this
record high figure despite reduced demands for flight routes to China.

In line with the increased amount of air freight from the recovery of
global economy, brisk exports of semiconductors and displays, and
increased demand for direct overseas purchase of IT products, the total
amount of air freight including baggage was 2.1million tons (1.5Tmillion
tons excluding baggage), increased by 7.9% compared to the same
period last year. The International air freight increased by 8.5% from
1.8million tons to 1.96million tons (1.45 million tons excluding baggage)
due to growth across the regions, including Southeast Asia (16.2%),
Japan (14.6%) and Europe (11.4%), excluding China (-7.1%). In case
of the domestic air freight, the total amount of baggage increased,
followed by increased number of domestic flight passengers. However,
this was counterbalanced by decreased amount in air freight, leading
to 140,000 tons of the total amount of the domestic air freight with
increased rate of 0.3% compared to the same period last year (6800

tons excluding baggage in the first half of 2017).

While major carriers take large portions of the total amount of air
freight, low-cost carriers take the major portion of the total baggage
amount in domestic air freight. In terms of the total amount of air
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freight sorted by airlines, low-cost carriers feature a significant increase
in the air freight whereas those from major airlines - Korean Air and
Asiana Airline - have increased by one-digit respectively. According to
the International Air Transport Association (IATA) survey conducted
in early April 2017 among people in charge of airlines freight in airline
companies, the survey participants anticipated bright outlooks towards

demands for air freight as well as for profits gained from the freight.

The application range of drones has expanded from military uses in
early days to other various fields including logistics & transportation,
agriculture, information  communication, disaster  observation,
environment and traffic. Especially in the field of logistics &
transportation, global companies have been playing central roles in
developing the drone industry. Launching of drone delivery service is
being discussed as well not only in remote - mountainous areas but also

in city areas for quick and accurate delivery.

International Express Shipment Industry

According to the Incheon Customs Express Logistics Center's
performance analysis of the year in celebration of the one-year
anniversary of the center’s opening in July 2016, customs clearance
services have greatly improved as customs clearance process has
shortened from about é hours to 4 hours (from the point of aircraft
arrival to carrying out a product). Direct connection between the
center and aircraft moorings helped optimizing the freight route,
and establishment of the automatic sorting system made prompt
transportation possible sorted by an express carrier and destination.
Reduction in fees for handing and transporting freight by express
carriers led to reduction in logistics cost of the express carriers by
more than 30%. The logistics cost for the residing companies in the
center has been cut down, and the one-stop process of customs
clearance enabled the direct overseas buyers to enjoy affordable
logistics services. In particular, having affiliated agencies - the
Agriculture, Forestry and Livestock Quarantine Headquarters, the
Food and Drug Administration, Chemical Management Association -
stationed in the center made it possible to impelment the one-stop
customs clearance process. Also, as a result of the intensive inspection
on express freight, the number of prohibited items has increased by
31% for security hazard articles (62 items to 81 items) and 75% for
drugs (68 items to 119 items). The Incheon Customs Express Logistics
Center has responded to this by executing all inspection tasks in the
integrated X-ray inspection room and significantly enhancing the risk

management capabilities.
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Key Issues

1. Government Support for Consortium of Shipping Logistics Block Chain

The technological innovation of the block chain lies on the prompt
transaction enabled without intervention of third parties from centralized
institutions such as a bank and government. In addition to reduced
transaction time, the block chain also removed the hacking risk of
central database since transaction records are saved in shared ledgers on
respective individual or corporate computer. For these reasons, the block
chain technology is expected to bring great positive effects if applied to the
fields of shipping-port-logistics container. Since June 2017, the consortium
has been reviewing on applying actual import and export traffic to the
block chain system.

Recommendation

Preparation processes for the domestic industry and related government

authorities to introduce the block-chain technology in Korea is a step beyond

than other countries like Singapore, China, and the United Arab Emirates. In
order to establish a business ecosystem and early activation of the block
chain technology applied to the domestic shipping, port and logistics
sectors, we request for active support from the government as listed below.

e For the Ministry of Oceans and Fisheries and the Korea Customs
Service to entrust the related works to the previous intermediary or
designate a new intermediary in accordance with the "Act on Entry
and Departure of the Ship" and "Customs Act".

e Reviews needed on using the original standard form of B2G
electronic document existing in the Port Operational Information
System of the Ministry of Oceans and Fisheries and the National
Customs Information Network of the Customs. In other words, the
need for standardization of electronic data interchange (EDI) form
for each business or participating authority in the block chain.

2. Establishment of Indoor & Outdoor Infrastructure to Test on

Performance and Environmental Impact In Accordance

With the 'Drone Industrial Development Plan'

The government has drawn a basic plan on the drone industry
development under a mid/long-term vision and goal, in order to promote
it as a new future industry through a 10-year roadmap. Also, as amended
aviation safety law and aviation business law was passed in the assembly
plenary session in July 2017, night flight of a drone and its flight outside
the visible range are now allowed for commercial purposes upon getting a
special approval. Accordingly, it is necessary to establish an ecosystem for
the drone industry through developing technology, traffic management,
security and testing platform.
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Recommendation

Korea does not have sufficient guidelines by the government along
with lack of indoor & outdoor infrastructures for evaluating drones’ test
flight, performance, and environmental impact. Therefore, we request

for implementing systemized guidelines to certify drone safety.

3.Easing Tax Burden for Non-Residing Foreign Corporations Through
Applying Zero VAT Rate in Free Trade Zone (FTZ)

When a non-residing foreign shipper consigns the operation of a global

distribution center to a logistic company (3PL) inside the FTZ, it must
pay taxes when bringing in goods for storage purposes (not for use or
consumption) from a tariff zone to a non-tariff zone in FTZ. Zero VAT
rate is applied only when the purpose of bringing in goods to FTZ is
under the premise of export to another country.

Recommendation

We request for easing the provisions of the revised law and allowing the
good carried into the FTZ to be able to be re-imported to the country
after import declarations.

4. Lack of Screeners in the Customs Office

The Korea Customs Service (KCS) has been mandated the Customs
Office an X-ray screening task on imported goods, and sat the minimum
time of screening for individual shipment from last July. However, the
remaining problems are lack of staffs and screeners to meet the needs
and services for express companies. As a result, the clearance process
for imports takes more time, and express companies operating their
own facilities experience inconvenience from lack of the screeners from
the Customs Office.

Recommendation
We request for providing sufficient screeners to meet the demands and
alternative solutions for express companies who operate with their own

screeners.
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Following decreased global amount of shipbuilding new orders, Kore-
an shipbuilding industry had faced a crisis and has been struggling to
overcome this situation. As of May 2017, the accumulated volume of the
global new shipbuilding orders has been slightly increased whereas the
shipbuilding volume has been slightly decreased. Until this May, the to-
tal quantities of worldwide shipbuilding order have recorded 6.53 million
CGT (Compensated Gross Tonnage), an increase of 11% compared to the
same period last year. Despite the increase in orders, however, order pri-
ces fell by 4.0% to USD 19.74 billion, which may have been affected by

reduced ship prices and intensive orders for high-priced cruise last year.

As of the end of July 2017, global order backlog reached 74.70 million CGT,
which has decreased from 76.09 million CGT in June. The global order
backlog has not been recovered for the past five months since it had
fallen below 80 million CGT in last March for the first time in 12 years and
9 months. As per country CGT, China is the largest of global backlog of
orders with 25.87 CGT; Korea with 16.47 CGT; Japan with 16.24 CGT.

In the bulk carrier market, the supply pressure has weakened from re-
duced amount of shipbuilding order for bulk carriers. Along with stricter
environmental laws and subsequent scrapping of numerous ships, bot-
toms are expected to be increased by less than 3%. Market improvement
is more likely to continue over the next two to three years due to sluggish
shipbuilding orders since 2015 and weakened pressure on supplying new
shipbuilding for the next two to three years. In the container ship market,
there have been indications for improvements over the first half of 2017,
thanks to the rising volume of global trade in the container ship market
along with the lasting effect of the scrapped ship in relatively large quan-
tities since 2016.

The accumulated order backlog of offshore plants by three major Korean
shipyards (before delivery) reached approximately USD 64.3 billion (KRW
77.58 trillion) as of the end of November 2016. Among them, Samsung
Heavy Industries ranked the highest with USD 24.3billion; Hyundai Heavy
Industries with USD 21 billion; and Daewoo Shipbuilding & Marine Engi-
neering with USD 19 billion. Three major Korean shipyards may possibly
achieve a small surplus, as a significant portion of the surplus problem
is being resolved this year. However, this may be too early to conclude
due to possible risks of the contractors to cancel the order and different

circumstances by companies in terms of delivery time.

Nonetheless, the medium-sized domestic shipyards’ order status seems
rather promising. In April 2017, the STX Offshore & Shipbuilding signed a
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letter of intent (LOI) with two shipping companies and won orders for
four oil tankers from two domestic shipping companies. It was the first
order contract resumed since November 2015. In July, the regeneration
process was concluded, leading to revitalization of businesses. Sungdong
Shipbuilding & Marine Engineering, which has left with only Refund Gua-
rantee (RG) procedures for seven oil tankers ordered in May, has finally
acquired new works for the first time in one year and a half upon the
issuing of the RG.

Key Issues

1. Shipbuilding Equipment and Offshore Plant Equipment Localization

Strategies of Korean Shipyards

Because of the depression in the Korean shipbuilding industry, major
shipyards in Korea have been consistently trying on localizing shipbuilding
equipment. But excessive localization to replace imported equipment may
cause potential collusion and irregularities formed between shipyards and

local suppliers, further leading to unfair competition.

Recommendation

We request for executing localization strategies through technological co-
operation between foreign equipment companies and domestic equipment
companies. In this way, patent disputes against foreign companies with ori-
ginal technologies, along with potential safety risks coming from indiscrimi-

nate technology replication, can be prevented in advance.

2. Unfair and Impractical Purchase Terms and Conditions

Unfair practices of local shipyards against the suppliers are prevalent. Such
practices include processing delivery of goods prior to signing a contract,
frequent requests for layout changes, cutting a unit price without mutual
agreement, and requiring an additional contract to avoid legal liability.
This is especially challenging for a participating biding supplier when

using E-based purchasing systems because the supplier should accept
general terms and conditions as a precondition which contain rules that
global companies find hard to accept. These preconditions in the E-based
purchase system which force to accept general terms and conditions of

buyers cause unfair competition between local suppliers and global ones.

Recommendation

For global companies to compete in a fair condition with domestic compa-
nies that participate in a bidding by accepting unreasonable conditions to
win the contract, we request to adopt a standard purchase agreement that

can is reasonably acceptable by both sellers and buyers.
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3. Tradition of the Lowest Bid Award System

In accordance with the traditional purchase practice by local shipyards that
give the entire delivery volume to the lowest bidder, local suppliers have ac-
cepted biddings below the manufacturing costs, which are not acceptable
for global companies. This not only causes unfair competition, but also keeps
the industry system from developing, followed by deterioration of production

quality and the avoidance of R&D investment to Korea.

Recommendation
For fair competition between local and global suppliers, we request to impro-
ve the bidding system by adopting criteria of selecting a bidder based on its

technical skill, product quality, and business experience.



Youngsoo Han

Head,

Green Working

Group

Green Work

Group

ing

Overview of the Industry

The Korean government’s commitment to sustainable development,
which started with the Earth Summit in 1992, is a continuation of
these consistent developmental efforts. The government established
the National Action Plan to implement the Rio Agenda 21 in 1996
and Presidential National Commission on Sustainable Development
(PNCSD) in 2000. Since its inception, the PNCSD has developed specific
strategies for sustainable development in various areas - energy, water,
gender, social welfare, land, climate change, transportation, conflict

management and official development assistance (ODA).

Among them, the ECCK will focus on “Energy Efficiency” and “Carbon
Neutral”. The recent G20 Summit in Germany also highlighted the
critical role of leading industrialized and emerging economies to deliver

their commitments toward ensuring sustainability and resilience for all.

The Republic of Korea is one of the world’s largest Green House Gas
(GHG) emitters. About 90% of GHG comes from the energy sector,
while 8% from industrial, 3% from agriculture and 2% from waste
sector. The only sector that reduces GHG emission is Land use, Land-use
changes and forestry (LULUCF). However, like many other countries, the
current GHG reduction targets are rather insufficient to fulfill the global
goals outlined in the Paris Agreement, which aims to keep the increasing

rate of global temperature below 1.5°C.

One of the best ways to cooperate with the Paris Agreement is “Smart and
Sustainable Cities”. Despite the prevailing perception that it may require
enormous amount of resources, it can be sufficiently accomplished by
re-novating, re-imaging and re-utilizing existing resources. The global
trend toward "Smart and Sustainable Cities" is growing rapidly to help
cities achieve social, environmental and economic sustainability.

Furthermore, energy security is also a vital issue for Korea since the
country relies almost exclusively on imported energy, which takes up
over 95% of the total energy volume in Korea. In order to improve the
energy independence and stability, the Korean government should
layout a more specific vision for a clean energy future. “Zero-Energy
building” can be one of the alternative options if it is incorporated
with the vision towards “Smart and Sustainable Cities” and relevant

regulation implementation.

The government, companies and people shall stay flexible in adopting
changes while the role of the government should focus on implementing

regulations, which are mutually agreed between the government and
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the society. These overall efforts will eventually lead to fulfilling the
target goals of “Carbon Neutral”, “Smart and Sustainable cities” and

the Paris Agreement.

Key Issues

1. Creating Shared Value (CSV)
Korea is one of the world's fastest growing economies and thereby has a

significant impact on billions of people around the world through sourcing

of raw materials as well as the natural environment its industry depends on.

Both the government and industry need to re-evaluate about each aspect
of their value chain, their impact and identifying new opportunities on

creating economic values while solving social and environmental problems.

Many companies misunderstand that corporate social responsibility
(CSR) and charity activities are for creating shared value, and this puts
obstacles on the scale of their investment and the impact on the society
and environment. CSV is about identifying opportunities on driving profits

while satisfying the needs of the society.

The CSV principles promoted by the government will certainly lead to
accomplishing the “sustainability” and “compliance” and bringing long-

lasting positive impacts.

2. Smart and Sustainable Cities

Cities consume almost 80% of the global energy with more than 80%
emission of greenhouse gases and are in consistent fight against climate
changes. Considering these impacts of cities, it is clear that action should

be taken to make cities become more livable, smart and sustainable.

Technology is an integral part in establishing “Smart and Sustainable City.”
According to Cushman Wakefield's report on "Tech Cities 1.0", tech cities
have outperformed in bringing positive effects in almost all economic-
related sectors including GDP, jobs, and housing. Cities in Korea have
increasingly become smart and sustainable. However, with Korea being
one of the top 10 countries emitting the Global GHG, much more needs to

be done to "decouple" economic growth from energy consumption.

Recommendation
The definition of “Smart and Sustainable City” should be clearly defined
by the government so that the corresponding strategies and resources

can be implemented efficiently. Denmark is a key example to benchmark
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as Copenhagen has been successful in driving economic growth and
continuously reducing the GHG emissions with the goal of fulfilling
"Carbon Neutral" by 2025.

The ECCK Green Working Group (GWG) members consist of global leaders
from the European countries who stand ready to work in partnership
with the Korean governments and local companies to assist in building
"smarter and greener.” By developing innovation hubs, we can greatly
contribute to improving the local economy and job creation as well as
establishing better living conditions. We can also advise on creating a
roadmap toward carbon neutrality by decoupling of economic growth

and GHG emissions.

3. Refurbishment of Real Estate

Energy saving strategies for existing buildings include utilization of
renewable energy. There are positive outlooks for the real estate
landscape in Korea:

e  Majority of the construction projects were done around 1990s, and
those buildings and infrastructures will be over 30 years old by 2020.
Thus, maintenance demands will be drastically increased after 2020.

e Expansion of green construction business will come along with
demands for energy saving throughout the nation.

e There will be a growing recognition among the industry on the needs
for energy-efficient design standard and policies.

e  New construction will need more of ‘Green/Smart building technology’
+ 'Advanced methodology on  manufacturing  process’+

‘ICT integration’ Building Information Modeling (BIM).

Despite these great prospects, nevertheless, there is no clear funding
strategies outlined from the government, and some open questions still

remain unaddressed.

Recommendation

We request the government to provide strategies and resources to

enhance refurbishment of buildings.

e Proper application process or standard on funding programs to
refurbish private households.

e Dedicated consultant/association to advise on technology

e Test or certification process done by 3 parties to certify adaptability

of the technology

4. Funding for Industrial Energy Efficiency

Despite clear benefits and favorable payback periods, opportunities on
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increasing energy efficiency remain untapped. The overarching problem
is that energy efficiency has not been integrated into daily management
and operational practices in the business world. Improving energy
efficiency in buildings and facilities can be achieved not through new
technologies, but through practical changes in energy management
mechanisms. Effective energy management can lead to more efficient
energy use without necessarily affecting production, product quality or

employee morale as well as safety and environmental standards.

Recommendation

Apart from the newly-established Energy Service Company (ESCO)
system, we request a new approach to increase the awareness for
industrial energy efficiency. Also, we suggest to the government to come
up with attractive funding programs, consisting of four steps below:

e  Consultation (3¢ party, Government funding)

e  Concept creation (3 party & client, Government funding)

e Change (Owner Investment, Bank loan)

e Measure & Verification (3 party)

5. Zero-Energy Building

For the zero-energy building policy and insulation/energy-efficiency of
buildings, more detailed plans should be outlined on the energy appliance
sector or on the heating, ventilating and air conditioning (HVAC) sector.
Also, the government’s policy and incentive programs towards renewable

energy should be properly managed with more flexibility.

Recommendation

We request for the government to have a specific timeline and standard
to make it mandatory to use high-efficiency appliances. Afterwards, a
dedicated monitoring system can be implemented to keep track of
efficiency on energy uses executed by renewable solutions.
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Key Issues

1. Per Article 44-3 of the Corporate Income Tax Law (CITL), a merger
between domestic sister companies that are wholly owned by the same
domestic parent company is eligible for automatic tax free treatment
without further conditions needing to be met. However, a merger
between domestic sister companies that are wholly owned by the same
foreign parent company is eligible for tax free treatment only when

certain conditions are met.

Recommendation

For equality between domestic and foreign companies, it is recommended
to amend the law to allow automatic tax free treatment for mergers
between domestic sister companies that are wholly owned by the same
foreign parent company.

2. Multinational companies frequently engage in intercompany financing
transactions for efficient cash management. In this regard, regulations on
intercompany financing transactions under the Law on Coordination of
International Taxation (LCIT) are not reasonable. More specifically, when
a domestic company makes a loan to foreign related parties, the default
interest rate is stipulated by the Head of the NTS (currently at 4.6%),
which is higher than market rate. On the contrary, when a domestic
company borrows from foreign related parties, LIBOR (for 12 months)

plus 1.5% is deemed as arm length interest rate.

Recommendation
It is more reasonable to have the same deemed arm’s length interest rate

for both borrowing and lending.

3. Under Article 21-2 of the Presidential Degree of the LCIT and Article 11 of
the LCIT, foreign invested companies are only required to submit a Master
File and Local File if they exceed certain size thresholds whereas foreign
invested companies that meets certain conditions are required to submit

Country by Country Report regardless of their size.

Recommendation

In order to reduce the compliance burden for small foreign invested
companies, it is recommended to limit the Country by Country Report
requirement to only foreign invested companies that exceed a certain size
threshold.
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4. According to Article 43-2 of the Presidential Decree of the CITL, bonus
payments to officers of a company are deductible only when such bonus
payments are determined in the Articles of Incorporation, Shareholders’
Meeting or BOD meeting. However, most foreign invested companies
determine the bonus in each employment contract under internal rules
and policies of the parent company. In particular, for a Korean branch
office of a foreign company, it is practically very difficult to change the
Articles of Incorporation or hold a shareholders’ meeting or BOD meeting

just to comply with Korean tax law.

Recommendation

Considering the general practice of foreign invested companies, it is
recommended that the CIT is amended to allow the deduction of bonus
payments to officers of a company provided such bonus payment is paid
in accordance with an employment contract.

5. Korean branches of foreign banks are subject to the thin capitalization
rules. In addition, such branches are also subject to a disallowance of
interest expense when their capital amount is less than a deemed capital
amount calculated under Article 129-3 of the Presidential Decree of the CIT.

Recommendation
It is considered that the thin capitalization rule is sufficient to regulate
excessive borrowing and it is not fair to impose additional regulations on

branches of foreign banks compared to domestic banks.

6. Under Article 24 of the VAT Law, when a taxpayer provides services to a
foreign company, the services can be eligible for zero rate VAT when such
service falls under the list of qualified services in the relevant Presidential
Decree. In this regard, it is difficult in practice to determine whether or
not certain services fall under the list of the qualified services and there
therefore exists uncertainty in applying zero rate VAT.

Recommendation
In order to remove uncertainties in applying zero rate VAT and for the
sake of taxpayers’ convenience, it is recommended to change the list of

qualified services from a positive system to negative system.

7. As a result of the recent change in Article 24 of the VAT Law, zero rate
VAT is applied on reciprocal basis for professional services and business
support services provided to a foreign recipient. Therefore, Korean

taxpayers much check whether the foreign country where the foreign
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recipient of such service is established provide VAT exemption or zero rate
VAT to apply zero rate VAT.

Recommendation

In practice, it is very difficult for taxpayers to check each country’s VAT law
and VAT treatment of professional service and business support services
provided to foreign entities. Therefore, it is strongly recommended that
the Korean tax authorities provide a list of countries that provide the same
VAT treatment (VAT exemption or zero rate VAT) as Korea on professional
services and business support services provided to foreign entities so that
taxpayers can make reference to such list and determine the correct VAT

treatment.
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EUROPEAN
CHAMBER

OF COMMERCE
IN KOREA

European
Chamber of
Commerce in
Korea...

We aim to promote an optimal business environment for both Euro-
pean and Korean businesses.

We serve as an active public voice for European companies conduc-
ting business in or related to Korea.

We closely follow current market trends and changes in the regula-
tory environment relevant to the interests of the European business
community in Korea.

We function as the first point of contact for European executives or
officials visiting Korea.

For more information, please visit our website www.ecck.eu.
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