FAQ on Foreign Direct Investment
(Part 2)
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Frequently Asked
Questions & Answers

@. Is it considered foreign direct investment when a foreign-invested company invests in
another domestic company?

g. It is recognized as a foreign direct investment only if the foreign investor directly invests. Foreign-
invested companies are classified as domestic corporations, and thus investments in other domestic
corporations by foreign-invested companies cannot be considered foreign direct investment.

@‘ Investment associations such as the Small and Medium Enterprise Establishment
Investment Association do not have a corporate personality and are therefore
organizations, not corporations. However, in many cases foreign investors invest in
10% or more of such associations' shares. Do such cases constitute FDI as prescribed by
the Foreign Investment Promotion Act?

g* Where a foreigner invests in an entity that is not a Korean corporation or a corporation managed by a
national of the Republic of Korea, the investment is not recognized as FDI as stipulated by the Foreign
Investment Promotion Act. However, a foreign investment in certain investment associations* that is
prescribed as a special case according to a relevant special law** is recognized as FDI according to
Article 2 (1) 4 of the Foreign Investment Promotion Act.

* Venture Investor Association , Private Goods Indirect Venture Investment Association Specialized Parts and Materials
Investment Association , Agricultural and Food Investment Association, etc.

** Article 64 of the Act on Special Measures for the Promotion of Venture Business, Article 53 of the Act on Special Measures for
Strengthening the Competitiveness of Materials, Components, and Equipment Industries and Stabilizing the Supply Chain etc,,
for Materials and Components, Article 24 of the Act on Formation and Operation of Agricultural, Fisheries and Food Investment
Funds, etc.

* Source: e-People FAQ
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Q.

a.

Should foreign investors notify a merger if they take over a domestic company?

In the event of a merger, the entity must notify the merger under Article 11 of the Monopoly
Regulation and Fair Trade Act, as is the case of a domestic company.
@ Size of applicable companies

* Notifying company (foreign investor): KRW 300 billion or more in total assets or sales

* Partner company (domestic company): KRW 30 billion or more in total assets or sales
@ Mergers requiring notification

* Where a company holds at least 20% (or at least 15% in the case of a listed corporation) of the
total number of shares (excluding non-voting shares) issued by another company
Where an individual who holds at least 20% (15% in the case of listed companies) of the shares
issued by another company becomes the largest shareholder by acquiring additional shares of

that company

Where an executive officer of a large company concurrently holds an executive officer position in
another company

In the case of a corporate merger

Where a company takes over the business

Where the company participates in the establishment of a new company and becomes the largest

shareholder thereof

* Notification following the merger is permitted when a foreign investor’s total assets or sales is KRW 300 billion or more
although a large company with total assets or sales of KRW 2 trillion or more is required to notify the merger prior to it taking
place (prohibition of action).

However, even in cases requiring premerger notification, FDI notification can be made through a delegated agency such as a
foreign exchange bank (not a violation of prohibition of action).

Do capital goods only include facilities such as machinery and vehicles?

Capital goods include industrial facilities, materials for test operation, and technical services which are
not for sale and create added industrial value.

Materials (excluding those for test operation) and raw materials are not included.

+ Machinery, apparatus, facilities, equipment, parts, and accessories as industrial facilities (including
vessels, motor vehicles, aircraft, etc.), livestock, breeds or seeds, trees, fish and shellfish which are
necessary for the development of agriculture, forestry, and fisheries, and raw materials

+ Raw materials and reserve stocks deemed necessary for initial testing (including pilot projects) of
facilities as recognized by the relevant Minister and fees for transportation and insurance required for
the introduction thereof and other know-how or service necessary therefor

Article 2 (1) 9 of the Foreign Investment Promotion Act
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