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. The Institutional Framework of Public Interest Corporations in
South Korea

Yoshiharu Shiraishi
President and CEQ, International Institute for Volunteering Research

1. Legal Environment of the Charitable Sector in South Korea

Similar to Japan, South Korea has a diverse range of nonprofit legal entities,
each chosen according to the applicable institutional framework. The most
representative legal entities include corporate associations and foundations. In
addition, there are school corporations, social welfare corporations, medical
corporations, social enterprises, cooperatives, and microcredit institutions,
among others (Table 1). Furthermore, with the enactment of the Framework
Act on Cooperatives in 2012, social cooperatives were introduced as a legal
entity that integrates nonprofit characteristics with economic activities.

These nonprofit legal entities are eligible for certain tax benefits. However,
similar to Japan’s public interest corporation system, South Korea has
established a public interest certification system for organizations that engage in
activities with a high degree of public interest. Obtaining public interest
certification allows organizations to benefit from more favourable tax incentives,
including donation tax benefits.

To qualify for public interest certification in South Korea, organizations must
satisfy specific requirements, including clarification of public interest objectives,
restrictions on profit-making activities, assurance of governance, financial
transparency, and disclosure obligations. Specifically, organizations must clearly
define their public interest objectives, such as education, academia, culture,
welfare, and environmental protection, and limit profit—-making activities. If
revenue is generated, it must be utilized in a manner that serves public interest
objectives. Additionally, organizations must ensure the independence of the
board of directors and include a certain proportion of external directors. They
are also required to fulfill financial reporting obligations, with larger
organizations being subject to mandatory audits. Furthermore, public disclosure
of activities and financial information is mandated, creating a system that allows
society to assess the organization’s public interest status.
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The distinguishing feature of South Korea’s public interest certification
system is that it encompasses not only incorporated associations and
foundations but also nonprofit organizations such as school corporations and
social welfare corporations. Notably, the inclusion of certain social enterprises
and cooperatives within the scope of public interest certification marks a
significant divergence from Japan’s system. Regardless of the type of legal
entity, organizations that meet specific certification criteria can obtain public
interest certification.

However, the oversight authorities for public interest certification vary
depending on the type of corporation, complicating the certification process.
Organizations seeking certification must thoroughly review the requirements set
forth by the relevant governing bodies. Acquiring -certification provides
advantages, including tax benefits, enhanced access to funding, increased social
credibility, and stable public interest activities.

South Korea’s public interest corporation system shares similarities with
Japan’s Special Public Interest Promotion Corporations while exhibiting
structural differences. Both countries apply their certification frameworks to
entities with public interest purposes, mandate financial transparency, and offer
tax incentives.

In Japan, the supervisory jurisdiction of Special Public Interest Promotion
Corporations varies by legal entity type, a characteristic also present in South
Korea, where certification is granted by the respective ministries. However,
differences exist in the scope of eligible corporations. In Japan, only specific
entities—such as public interest corporations, certified NPOs, school
corporations, social welfare corporations, and independent administrative
agencies—qualify. In contrast, South Korea’s system encompasses a broader
range of entities, including social enterprises, cooperatives, nonprofit
organizations, public interest foundations, and medical corporations.

Furthermore, Japan has standardized -certification criteria, ensuring
evaluations are conducted based on uniform benchmarks. In contrast, South
Korea applies different standards depending on the supervisory ministry, leading
to inconsistencies in evaluation criteria and certification scope. While both
systems share fundamental principles, they diverge in terms of eligible
corporations and certification standardization.

The following chapter will provide a detailed examination of the legal
frameworks governing incorporated associations and foundations, which are key
forms of nonprofit legal entities in South Korea.
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Table 1: Major Nonprofit Legal Entities in South Korea

Legal . Social . Medical
Entity School Corporation Enterprise Cooperative Corporation
Legal Private School Act Social Enterprise Cooperative Act Medical Act
Basis Promotion Act
Authori | Ministry of Education | Ministry of Ministry of Ministry of Health
ty Employment and Economy and and Welfare
Labor Finance
Purpose | Operation of private Creation of Mutual assistance Operation of
educational employment and among members medical
institutions such as realization of through joint institutions such
kindergartens, social value business operations | as hospitals,
elementary schools, through a clinics, and
middle schools, high sustainable nursing care
schools, and business model facilities
universities
Charact | — Unlike corporate — A hybrid entity | — Allowed to — A legal entity
eristics associations and between for— engage in profit— established to
foundations, school profit and making activities, operate medical
corporations are nonprofit but profits are institutions,
established organizations. — distributed among distinct from
exclusively for Aims to create members. — corporate
educational employment Based on member associations and
institutions. — opportunities, investments and foundations. —
Eligible for special particularly for democratic Profit—making
support, including disabled persons, | governance, activities are
corporate tax the elderly, and unlike corporate restricted, but
exemptions and low—income associations and medical
government individuals. — foundations. - institutions may
subsidies. — A Eligible for Social receive medical
certain level of government cooperatives service fees. —
financial assets is subsidies and tax | recognized as Transparency in
required for benefits. — public interest hospital
establishment. — A Required to organizations may management is
board of directors is allocate a receive tax ensured through
established to make portion of its benefits. — board
decisions on school revenue to Requires a governance and
management. public interest minimum of five strict financial
purposes. — members, oversight. — The
Unlike corporate emphasizing establishment of
associations and member decision— hospitals and
foundations, it making. — clinics requires
primarily General rigorous
engages in cooperatives screening by the
business engage in profit— Ministry of
activities. making activities, Health and
while social Welfare.
cooperatives
focus on public
interest.
Profit— Not allowed Partially allowed Partially allowed Not allowed

Making
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2. Establishment of Corporate Associations and Foundations

In South Korea, the establishment of corporate associations and foundations
as nonprofit organizations requires approval from the relevant supervisory
government agency. The legal basis for this requirement is stipulated in Article
32 of the Civil Act, and the specific procedures vary depending on the type of
legal entity (Table 2).

The establishment process for nonprofit organizations involves submitting an
application to the relevant supervisory agency, including a statement of
purpose, articles of incorporation, a list of members (for corporate associations),
and a certificate of basic assets (for foundations) (Table 3). Once approval is

Table 2: Comparison of Institutional Frameworks for Corporate Associations and
Foundations as Nonprofit Organizations

Legal Entity

Association

Foundation

[.egal Basis

Article 32 of the Civil Act

Establishment Approval from the relevant supervisory authority (Ministry of Culture, Sports

Approval and Tourism, Ministry of Education, Ministry of Health and Welfare, Ministry
of Environment, etc.)

Constitutional Securing basic assets Requires a minimum number of

Requirements members

Purpose of Public interest activities (e.g., environmental protection, human rights

Establishment advocacy, cultural promotion)

Governance Managed based on decisions made Asset management overseen by the

Structure by members board of directors

Application Articles of incorporation, list of Certificate of basic assets, minutes

Documents executives, financial plan, activity of the board of directors” meeting,

plan

articles of incorporation

Disposition of
Assets

— Upon dissolution, assets are
typically transferred to other public
interest organizations or
government agencies based on a
resolution of the general

assembly. — Members cannot
directly receive the organization’s
assets.

— If the foundation is dissolved,
remaining assets must be allocated
to projects serving public interest
purposes. — Founders or specific
individuals cannot receive the
organization’s assets.

Corporate Tax

Reduced under certain conditions

Donation Tax

Deductible under certain conditions

Real Estate Tax

Exempt

VAT

Not exempt

Inheritance and
Gift Tax

Tax—exempt for asset transfers related to public interest purposes
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obtained from the supervisory agency, the organization must register as a legal
entity with the Ministry of Justice, thereby formally acquiring corporate status.
Subsequently, the organization is required to register for tax purposes with the
National Tax Service (NTS) and apply for exemptions from corporate tax and
value—added tax (VAT).

Furthermore, corporate associations and foundations can transition into
public interest corporations by obtaining public interest certification, allowing
them to fully utilize tax benefits and other preferential treatment. As a result,
organizations that intend to engage in activities serving public interest
objectives should consider obtaining public interest certification after
establishment as a strategic option.

Table 3: Required Documents for Establishment Application to the Supervisory
Authority

Required Documents Association | Foundation
Statement of Purpose O O
Articles of Incorporation O
[ist of Members O P
List of Executives O O
Certificate of Basic Assets X O
Activity Plan O O
Budget and Financial Plan O QO
Minutes of the Founding General Meeting O O
Application Form to the Supervisory Authority O O

3. Procedures for Public Interest Certification

In South Korea, the public interest certification process is administered by
both the relevant supervisory government agency (based on the organization’s
field of activity) and the National Tax Service (NTS). To obtain public interest
certification, an organization must first submit an application to the supervisory
agency and then complete registration with the NTS.

Upon receiving the application, the supervisory agency conducts a
comprehensive evaluation of the organization’s public interest objectives
through an internal review committee. If the organization meets the required
standards, it is officially recognized as a public interest corporation. To receive
tax benefits as a public interest corporation, registration with the NTS is
mandatory, requiring the submission of financial and other relevant documents.
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Table 4: Comparison of Institutional Frameworks for Corporate Associations and
Foundations as Public Interest Corporations

Legal Entity

Association Foundation

[.egal Basis

Public Interest Corporation and Public Interest Trust Act

Establishment Public interest certification by the supervisory authority

Approval

Constitutional A minimum number of members (typically five or more)

Requirements Securing basic assets

Certification Requirements

Purpose of Clearly define public interest objectives such as education, academia,
Establishment culture, welfare, and environmental protection

Restrictions on
Profit—Making

Business operations for profit—making purposes are prohibited; revenue—
generating activities contributing to public interest objectives are allowed

Activities

Governance Independence of the board of directors and appropriate selection of
Assurance executives are required

Financial Mandatory financial reporting; organizations exceeding a certain scale must
Transparency undergo audits

Disclosure Activity and financial information must be disclosed to allow public
Obligations assessment of the organization’s public interest status

Revenue— Allowed

Generating

Activities

Articles of
Incorporation and

Proper organizational management must be established, ensuring the
elimination of conflicts of interest among executives

Governance
Governance Managed based on decisions made Asset management overseen by the
Structure by members board of directors

Certification Process

(Application to
the Supervisory
Authority)

Required Documents: — Public interest corporation certification application
form — Articles of incorporation — Business plan — Financial statements —
Donation management plan — List of executives — Audit report — Activity
records for the past three years (not required for corporations established
within the last three years)

Application for
Tax Benefits to
the National Tax
Service

After obtaining public interest corporation certification from the supervisory
authority, an application for tax benefits must be submitted to the National
Tax Service (NTS).

Required
Documents (for
NTS
Application):

— Public interest corporation certification issued by the supervisory
authority — Financial statements — Donation management plan — Business

revenue utilization plan for public interest purposes — Pledge for eliminating
conflicts of interest among executives




o0 Civil Society Forum Vol.16

Legal Entity

Association

Foundation

Disposition of
Assets

— Upon dissolution, assets are
typically transferred to other public
interest organizations or government
agencies based on a resolution of the
general assembly. — Members cannot
directly receive the organization’s
assets.

— If the foundation is dissolved,
remaining assets must be allocated
to projects serving public interest
purposes. — Founders or specific
individuals cannot receive the
organization’s assets.

Corporate Tax

Revenue from public interest activities is tax—exempt or significantly reduced

Donation Tax
Deduction

Donors to public interest corporations are eligible for income tax deductions

or tax credits

Real Estate Tax

Exemptions or reductions for properties used for public interest activities

Value—Added
Tax (VAT)

Exemptions applied to certain public interest activities

Inheritance and
Gift Tax

Exemptions or reductions available

Once the NTS registration is completed, the organization is designated as a
“specified donation organization”, allowing it to receive tax benefits, including
donation tax deductions.

Additionally, organizations that obtain public interest certification are subject
to annual financial reporting obligations to ensure transparency. Specifically,
they must submit business reports, financial statements, and audit reports (for
organizations above a certain scale) to both the supervisory agency and the
NTS each year. These requirements ensure the proper management of public
interest corporations and maintain public trust in their operations.

4. Conclusion

This paper provided an overview of the institutional environment of the
nonprofit and public interest sector in South Korea, focusing on the
establishment requirements for corporate associations and foundations,
procedures for public interest certification, and tax incentives. While South
Korea’s public interest corporation system shares similarities with Japan’s
Specified Public Interest Promotion Corporations, it differs in that the
certification process is managed by various supervisory agencies rather than a
centralized authority, and that certain social enterprises and cooperatives are
also eligible for public interest certification. Additionally, the system is
structured to allow organizations to receive tax benefits by registering with the
National Tax Service (NTS) as a “specified donation organization”.
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In recent years, South Korea has implemented regulations to enhance
transparency and governance within public interest corporations, including
mandatory external audits and strengthened disclosure requirements.
Furthermore, the expansion of social enterprises and cooperatives has
diversified the structure of public interest corporations, fostering initiatives
aimed at addressing emerging social challenges. In addition, tax reforms aimed
at promoting a culture of charitable giving have gained momentum, leading to an
increased utilization of online donations and crowdfunding platforms.

Looking ahead, key challenges include the standardization of certification
criteria, the enhancement of governance effectiveness, and the establishment of
sustainable funding mechanisms. While South Korea’s public interest
corporation system accommodates flexible legal structures, ongoing efforts to
improve transparency and refine regulatory frameworks will be crucial for its
future development.

Notes

L. In South Korea, cooperatives are categorized into “nonprofit cooperatives”
and “social cooperatlves Social cooperatives are required to demonstrate a
higher level of public mterest with a legal obligation to operate businesses
aimed at solving social issues.

2. South Korea has public interest corporations dedicated to providing financial
support to low-income individuals, offering low—interest loans and financial
assistance to enhance the economic stability of socially disadvantaged
groups.

3. A “specified donation organization” refers to an entity designated by the
National Tax Service (NTS) under South Korean tax law. Donations made to
these organizations are eligible for income tax deductions and tax credit
benefits for donors.
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