Ed Swiss [ ha

DECEMBER 2013 | SWISS-THAI CHAMBER OF COMMERCE | E-NEWSLETTER #42

NEWS BY DFDL

Thailand has emerged as one of
the economic powers in the ASEAN
region. It has adopted one of the
most open investment policies in
ASEAN and this has resulted in
its rapid industrialization and the
growth of its middle class and do-
mestic consumption levels.

While Thailand’s growth has
somewhat tapered off in recent
years, there is no doubt that it
will benefit from the further in-
tegration of the ASEAN econo-
mies under the ASEAN Economic
Community 2015. It also ben-
efits from the rapid growth and
opening up of its neighbors -
Cambodia, Laos and Myanmar. It
is often touted to become both
an industrial and financial hub
for investments in these frontier
economies.

Thailand has internalized its role
as a regional hub and has insti-
tuted preferential investment
and tax policies that seek to cap-
ture the business of firms with
interests or operations in vari-
ous ASEAN economies. Thailand
clearly wants to challenge the
dominance of established invest-
ment hubs such as Hong Kong
and Singapore and is implement-
ing rules that mimic some of the
tax advantages that these coun-
tries provide to regional head-
quarters. It is therefore not sur-

prising that the country attracts
a lot of attention from European
businesses (including Swiss com-
panies) planning on establishing
a foothold in the ASEAN market.

This short note focuses on the
tax rules that apply to income
generated by Swiss interests in
Thailand. The first section looks
at the general tax rules applied
to revenue generated by Swiss
firms doing business in Thailand
and those transmitted by Swiss
businesses in Thailand to their
respective parent entities. The
second briefly discusses the tax-
ation of Thai Regional Operating
Headquarters which are able to
access greater tax incentives.

I. Taxation of Swiss Businesses
in Thailand

Thai Corporation Income Tax

The large Thai domestic market
attracts foreign companies into
opening permanent operations
in the country either through
the incorporation of subsidiar-
ies or through the registration
of branches. These subsidiaries
and branches of Swiss compa-
nies in Thailand are subjected
to the general corporate tax re-
gime of the country. Thailand-
incorporated entities are taxed
on their worldwide income, but

branches of foreign companies
are only taxed on income from
Thai sources.

Since January 2013, the corpo-
rate income tax rate on net prof-
its has been reduced significant-
ly to 20% from the former 23%.
Smaller companies incorporated
under Thai laws enjoy progres-
sive rates from 0% to 20%.
These lower rates generally apply
to companies with paid-up capi-
tal not exceeding THB 5 million.

To sustain its advantage as a re-
gional operating hub, Thailand
provides special tax rates to
companies engaged in the in-
ternational transport business.
They are taxed at a rate of 3% of
gross receipts instead of on net
profits.

Thai subsidiaries of Swiss enti-
ties who receive dividends from
other Thai companies are gener-
ally able to exclude half of these
dividends from taxation. These
are exempt if distributed by
companies listed in the country’s
stock exchange or if the recipi-
ent of the dividends own at least
25% of the shares of the Thai
company distributing the divi-
dends.

If the Swiss entity’s Thai sub-
sidiary is used as an investment
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vehicle for foreign investments,
dividends from these foreign
companies will also be exempt
if (1) the aforementioned Thai
subsidiary owns at least 25% of
the foreign entity; (2) the shares
have been held for at least 6
months prior to the dividend
distribution; and (3) the profit
from which the dividends were
declared was subject to tax at a
rate of at least 15%.

Thai Taxation of Thai Profits of
Revenue by Swiss Companies

Revenue earned directly by Swiss

companies from their Thai in-

vestments or commercial activi-

ties in Thailand are subject to

withholding taxes in Thailand.

Thailand generally imposes the

following withholding taxes:

¢ Dividends or branch profit
remittance: 10%

¢ Royalties: 15%

® Interest: 15%

¢ Business income of non-resi-
dents: 15%

e Capital Gains of non-residents:
15%

Switzerland has a double tax
treaty with Thailand and pro-
vides some relief from the above
withholding tax rates.

Dividends withholding tax is not
reduced since the lowest treaty
rate is already set at 10%. Inter-
est income withholding tax may
be reduced if the Swiss recipient
of this income is a financial in-
stitution. In this case, the rate

is dropped to 10%. The 15% rate
still applies to interest received
by non-financial institutions.

Royalty withholding tax rates are
reduced to (1) 5% of the gross
amount of the royalties if they
are made as a consideration for
the alienation or the use of, or
the right to use any copyright,
artistic or scientific work, ex-
cluding cinematograph films or
films or tapes used for radio or
television broadcasting; and (2)
10% of the gross amount of the
royalties if they are made as a
consideration for the alienation
of any patent, trademark, design
or model, plan, secret formula or
process. The default rate of 15%
applies to other types of royalty
income.

The business profits of Swiss
companies that have no perma-
nent establishment in Thailand
are not taxable in Thailand.

With respect to capital gains, the
treaty allows Thailand to levy its
general tax on capital gains if
these were derived by a resident
of a Contracting State from the
alienation of immovables located
in Thailand or of shares or com-
parable rights in a company, the
assets of which consist wholly or
principally of immovable prop-
erty in Thailand.  The capital
gains tax from the alienation of
shares in a Thai company whose
assets do NOT consist wholly or
principally of immovable proper-
ty in Thailand is reduced by 50%
if the Swiss shareholder owns at

least 20 per cent of the capital
of the Thai company.

I1. The Thai ROH

The Thai Regional Operating

Headquarters is a special entity

that is granted incentives when

it contributes to the country’s

overall strategy of becoming a

foremost investment and operat-

ing hub. Generally, it must:

® be a company incorporated
under Thai law;

¢ have paid up capital of at
least 10 million Baht

® provide qualifying services
to its affiliates / associated
enterprises or branches in at
least 3 countries other than
Thailand

e derive 50% of its income from
providing qualifying services
to foreign associated enter-
prises and/or from royalties
received from foreign enter-
prises. (This requirement is
initially reduced to 33% for
the first three accounting
periods of operation following
its registration as an ROH.)

A subsidiary of a Swiss entity
that is registered as a Thai ROH
is taxed at a lower corporate in-
come tax rate of 10% on its in-
come from:

e the provision of qualifying
services to associated enter-
prises or foreign branches

e interest income from lending
to associated enterprises or
foreign branches

¢ royalty income derived from
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associated enterprises or for-
eign branches for the use of
intellectual property derived
from the research and devel-
opment activities of the Thai
ROH.

More significantly, dividends

arising from profits of the Thai

ROH on qualifying services will

not be subject to withholding

tax when distributed to its Swiss

shareholder.  These qualifying

services are as follows:

® management and administra-
tive services

¢ procurement of raw materials
and parts

e research and development

¢ supporting technical assis-
tance

¢ marketing strategy planning

and sale promotion

human resource management

and training

e financial advisory services

e economic and investment
analysis and research

e credit control and manage-
ment

® any other activities prescribed
by the Director General of the
Thai Revenue Department.

Its general industrial and eco-
nomic circumstances make Thai-
land a great destination for Swiss
companies wishing to expand or

establish a foothold in the re-
gion. Through its tax policies,
the Thai government has clearly
set about making things easier
for foreign companies to con-
tribute in the expansion of the
economic influence of Thailand
in ASEAN and in the Indochina
growth region.

Authors: Jude Ocampo,

DFDL Regional Tax Director and
Jack Sheehan, DFDL Partner,
Regional Tax Practice Group
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TRINA

INTERNATIONAL

ONE STOP

Your reliable Partner
in Thailand

+ Swiss Management +
Since 1996

Business Consulting
Start up — Business Registrations — Visa & Work permits

Recruiting

Accounting Services
including VAT, Tax, year-end closings, reportings

Insurance Solutions
Medical Insurances (individual and staff / groups)
Car-, Bike- & Property Insurance
Life Insurances

TRINA Management (Thailand) Co. Ltd.
18" Floor, Unit 1802; Bangkok Business Center Building
#29, Sukhumvit 63 Road, Wattana, Bangkok 10110
Tel: 02 714 4177; Fax: 02 714 4179
trina@loxinfo.co.th www.trina-thai.com

Member of the Swiss & German Chamber of Commerce

== Adhesive & Sealant Technologies ==

ergo.
MS Hybrid Polymer
best performing
window, door
and facade
sealant.

Southeast Asia Link Co., Ltd.

www.seal-ast.com
T: 02732 2092

Premier International Co.,Ltd.

We fabricate P.T.F.E. Coated Glass Fabric Material into different kind of belts for many Industries

We produce textile dryer belts, packanging belts, processing belts, backing sheets,

silicone sheets and tapes according to customer specification

Contact us: Tel.0-2935-9023 to 5 Fax. 0-2539-1743, 0-2935-9023 E-mail: premier_admin@csloxinfo.com

Website: www.premier-belting.com, www.premier-belts.com
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