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A Study to Develop Financial and Fiscal
Measures that encourage Thai investors

to make direct investment in Myanmar

As Thailand is approaching ASEAN Economic Community in 2015,
it is a great opportunities for Thai corporates and entrepreneur to
expand their businesses cross - border. This research and study report
has been prepared to present factors which could be impediments for
Thai businesses in making direct investment in Myanmar, and develop
possible recommendations on financial businesses and fiscal measures
that would encourage Thai corporates in expanding trade and investment
in Myanmar.

Myanmar is becoming one of the most favorite investment
destinations in the world, with its rich natural resources and relatively
low labor cost when compare to most ASEAN countries. Myanmar’s
population is over 58 million, which can be regarded as the fifth largest
economy in ASEAN. If we combine Myanmar population with those of
surrounding economies, market size can reach up to 2,800 million
consumers. As of 30 June 2014, Myanmar Investment Committee has
approved foreign investment from 36 economies, where 28 of those
have accumulated investment in Myanmar at the amount USD 36.65

Billion. China is the largest investor who shares 38.67% of the
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accumulative investment, while Hong Kong shares 17.60%, Singapore 12.41%
and Thailand 8.20%. The popular sectors for foreign direct investment are Energy
and Gas (37.19%), Electricity (36.16%), and Manufacturing (7.99%). Since
2008, Myanmar government has been promoting foreign investment in
Myanmar by issuing several laws and regulations. Dawei deep sea port
and industrial area is one of the first project that a Thai developer has
received concessions to develop such area. Recently, Myanmar govemment has
issued a spedific law to support establishment of Special Economic Zone (SEZ2) to
facilitate investors and promote foreign direct investment into the country. At the
time of this report, there are 3 Special Economic Zones namely Dawel, Kyauk Phyu
and Thilawa.

Compare to other foreign investors, Thailand has gained geographical
and cultural advantages for having longest joint border, where shared
culture and tradition can be found. Moreover, most Myanma
are traditionally favored Thai goods and services over others.
In this connection, five major sectors in Thailand which are,
food and agriculture, healthcare services and tourism, logistics and
transportation, alternative energy, and retailing and wholesaling are
having most competitive potential in Myanmar.

In addition, the ASEAN Connectivity Blueprint provides Thailand
advantages over other competitors as we are located in the central of all
connections. However, as being newly opened economy, Myanmar is still
lack of necessary infrastructures, financial services, appropriate investment

laws and regulations, political stability, and skilled labor which are major



O

challenges to foreign investors

This report is intended to study key problems and identify
challenging factors for Thai investors who wish to make direct investment in
Myanmar. The information used in this research is collected from public
document, public and private sectors interviews, and from surveys
dispatched to listed companies in Stock Exchange of Thailand. Financial
and Fiscal related recommendations in this paper are as follow

(1) Financial Measures, such as, modify regulations governing
cash carrying between Thailand and Myanmar to facilitate trade and
investment, improve Thai regulations on collateralized lending by
allowing borrowers to use some movable or intangible assets as collaterals,
develop direct exchange rate between Baht and Kyat, allowing local
currencies to be used for payment of goods and services, establish an
investment fund to help support private sector in conducting feasibility
studies and market survey during the pioneering stage of investment in
Myanmar, allowing private sector to raise fund through foreign
investment trust fund, providing loans through Export-Import
Bank of Thailand (EXIM), improving Baht Bond issuance regulation
to include foreign company that received investment grade rated
from Thai rating agencies.

(2) Tax Measures. The paper proposes reformulating tax
scheme to minimize tax burden to Thai investors such as allowing Thai
locally incorporated company to reclaim tax which has been paid
in foreign countries, exemption of tax for repatriation of dividend

subjected certain conditions. In addition, the paper suggested that
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companies can have deductable allowance of expenses concerning
feasibility study, pioneering cost and acquisition cost, including tax

credit for the tax paid on the repatriated amount of dividend.

(3) Other measures. The paper suggested the Thai government
to request Myanmar to liberalize financial services sector in order
to improve quality of services in Myanmar. In addition, Thailand
should continue to support the development of infrastructure in
Myanmar through NEDA, invest in Dawei Special Economic Zone and its
related areas, and establish special economic zone on Thailand - Myanmar

joint border area to facilitate cross - border trade.

Apart from aforementioned recommendations, effective
investment policies and measures should be synchronized
and complimented by all supporting agencies. Establishment
of One - stop service center for Thai investors overseas is
strongly recommended. Roadshow and Business - Matching activities
should be coordinated among authorities in order to deliver effective
result while using resources efficiently. Thailand should also offer technical
assistance for Myanmar to develop comprehensive laws and regulation
to facilitate investment, and create Thailand - Myanmar officials

and agencies network for closer collaboration.
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A Study to improve taxation law
related to tax avoidance activities of

the offshore investment of Thai corporations

Presently, the Thai economic system places high priority on economic
expansion, resulting in the country’s dependence on intemational trade, as a
means to accelerate investment and production in Thailand. Thus, in order to
promote overseas investment, the Bank of Thailland has further promoted
capital outflows aimed at supporting more investment aboard, as well
as the Ministry of Finance has launched a rule to mitigate the effects of
double taxes. Moreover, since AEC will transform ASEAN into a region
in 2015, policy measures to enable easier movement of goods and
capital are being implemented. In this phenomenon, the creation of
multinational companies and cross-border investment, such as setting
up an offshore corporation, are commonly done by the entrepreneurs
in order to reduce the aggregate tax burden. Transfer pricing, Treaty
Shopping and Tax haven are widely used method to shift profits across
borders to avoid or reduce tax.

Currently, neither specific anti-avoidance rules nor penalties
provisions are described under the Thai tax law. Although the Revenue
Department introduced its transfer pricing guidelines in the form of
Departmental Instruction (DI) No. Paw. 113/2545, there is only general
guideline designed to guard against tax avoidance arising from
transaction between related parties conducted at higher or

lower than market place. In practice, the guideline cannot efficiently
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be applied to all transfer pricing cases. It is therefore just an internal

guideline to assist revenue officers in reviewing taxpayers’
transfer prices for compliance with the arm’s-length principle.
In fact, although the provision of Associated enterprise that
aims to prevent transfer pricing in international transaction
has been inserted in tax treaties that Thailand has enter into
with other countries, such provision cannot fully be applied
due to the lack of Anti-Avoidance rules in domestic laws. Also, unlike
the transfer pricing provision, there is no detailed or any specific guideline in place
in Thailand to fight Tax haven and Treaty Shopping. As a result, the Thai
entrepreneurs use these legal loopholes to avoid their Thai tax burden
by establishing their companies or subsidiaries in an offshore jurisdiction.

Under the OECD guideline, many methods have been suggested
to prevent tax avoidance in international transaction. Among all member
countries, Anti-tax avoidance scheme of the United States provides
the most comprehensive measure, and substantially followed the
recommendations from the OECD guideline. In detail, the US
Anti-Avoidance provisions could be found in several laws such
as Internal Revenue Code, Regulatory Regulation and Double Tax
treaties that the US has concluded with other countries. However, in
practice, to avoid tax, many methods are often used in conjunction
with one another since that cross border tax avoidance situations
involve issues related to jurisdiction. Unfortunately, there is no
general international rule to combat Tax haven and Treaty Shoppinsg.
Thus, the global trend for preventing tax avoiders is international
cooperation among governments for exchanging tax data and

collection.
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Therefore, this paper will suggest Thailand to develop domestic
measures aimed at preventing tax avoidance in international transaction of
offshore entities. The Thai revenue code should be revised to insert the
more comprehensive anti-avoidance provisions, as well as the new
measures such as the requirement for companies to report their overseas
assets. With this disclosed information, the Revenue Department can extend
taxpayer’s database to be used for tax assessment in the future. Moreover,
the Departmental Instruction (DI) of the Revenue Department on transfer pricing
should be updated and improved its enforcement role. In this regard, the penalty
for tax avoiders therefore should be hish enough to deter fraud. Besides, the
study of the global trend to prevent illegal tax avoidance and evasion
is suggested to conduct in order to improve the Thai tax law. Therefore,
not only the improvement of the present laws that Thailand needs to
be taken in combatting tax avoidance of multinational cooperation,
but it is necessary for Thailand to apply new measures to help collect

the unpaid tax and enable the efficiently collection of the government.
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Proposal to Developing Financial Measures

to Support Green Economy

Not unlike the past, the Thai economic growth still very much
relies on limited natural resources, most of which are irreplaceable or
slow to replenish such as coal, petroleum, and minerals. The increasing
scarcity of such resources resulted in their prices rising, pushing the
costs of manufacturing upwards. Moreover, the usage of these so-called
“Brown Energy” resulted in adverse climate change and increasing
pollution. Therefore, the adoption of the idea of Green Economy,
which focuses on developing renewable or environmental-friendly
energy sources, will result in the expansion of Thailand’s potential

output as well as sustainable social and economic development.

In spite of such tangible benefits, financial support for Green
Economy in Thailand is still limited. This could be attributed to a
number of reasons. Firstly, most businesses, especially the small
and medium sized ones, still do not realise the long-term benefits
of the transition to a greener and more cost-efficient
manufacturing. Secondly, financial institutions, be they
Specialised Financial Institutions (SFls) or commercial banks,

still do not have sufficient expertise to correctly assess the risk
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and viability of Green-based projects. Last but not least, initial
investment for such projects can be very capital-intensive,
thereby discouraging both the manufacturers and the banks to

be involved in borrowing or lending in the first place.

In order to kick start Green Growth in Thailand, it is imperative
that the state be heavily involved in funding and supporting the industries
who are involved in producing alternative energy, or willing to improve the
efficiency and environmental friendliness of their manufacturing system.
In addition, the financial measures to support Green Economy
should be administered via the SFls, whose mission to fulfill
the gaps within the financial system and vast banking network

make them the ideal institutions to do so.

The aims of this research are threefold. Firstly, to explore various
financial measures to support Green Economy via SFls, with specific focus on
the investment to increase the efficiency of energy usage. Secondly,
to analyse and assess the impact of the aforementioned measures.
Thirdly, to develop the body of knowledge regarding financial measures
to support Green Economy, especially the investment to increase the

efficiency of energy usace.

There are both qualitative and quantitative aspects to
this research. Not only was financial data of SFls analysed in
order to assess their capabilities in supporting Green Economy, but

the experts from both the SFIs and commercial banks were



s

also interviewed in order for the researchers to gain further
insights into appropriate measures in supporting Green
Economy. In addition, the Cost - Benefit Analysis model
has also been developed in order to quantify the benefits : both
in terms of energy saved and pollution reduced, of the transition to a
greener economy. Finally, the researchers will propose policy
recommendations regarding financial support for the development of
Green Economy by the SFIs, especially in investment to increase the

efficiency of energy usage.

The analysis of the opportunity and potential of SFIs
in supporting Green Economy revealed that the overall financial health of
SFls are sound, with virtually every SFIs being capable of supporting
Green Economy with varying degrees of capability and potential.
The exception is the Secondary Mortgage Corporate, whose limited
mission restricted its ability to assist in this regard. As for the
interviews with the experts from both the SFIs and commercial banks, it can
be concluded that both has supported Green projects covering all types
and sizes of business, with the focus on alternative energy enterprises
such as solar and wind power play and loans to increase the efficiency
of energy usage. In contrast, the limitations on Green Economy support
are complicated loan granting process, inconsistent quantity and quality
of raw materials used as alternative energy, and high risk nature of the
projects both credit and operation-wise. In order for the state to support

Green Economy, the experts suggest the use of Quasi - fiscal measures
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like low - interest loans and credit guarantee as well as fiscal measures
such as tax incentives. In addition, other measures like the
establishment of one stop services to smooth the processes for the
entrepreneurs and the dissemination of Green Economy knowledge

to the public should also be considered.

After the application of Cost - Benefit model to analyse
the benefits pertained to the investment to support green
economy, it was found that total monetary benefits of such investment
made in accordance with Energy Conservation Plan (2014 - 2030) is 7.2 trillion
baht, of which 6.5 trillion are direct benefits from the conservation of
energy and the rest (500,000 billion baht) from the reduction

in Carbondioxide emission.

Regarding the profitability of such projects, overall Benefit to
Cost Ratio (B/C Ratio) was calculated at 1.8, with individual B/C Ratio
for each industry ranging from 1.2 to 3.8. In all, after taking into
account all sorts of benefits, investment to support Green Economy

shall yield substantial returns.

With respect to policy recommendations, the researchers have
advocated the following three financial measures to support Green
Economy; 1) Green Loan, low interest loans granted by SFIs with the
state subsidising the interest differentials. In addition, the interest rate
of each loan will vary according to its corresponding B/C Ratio. 2) Green

Guarantee. This is in the form of loss guarantee by the Export- Import



Bank of Thailand (EXIM) should the green loan in question become
delinquent. Moreover, the Thai Credit Guarantee Corporation (TCG)
will also guarantee loans to small and medium enterprise entrepreneurs
who wish to gain access to green loan despite having insufficient
collaterals. 3) Green Fund involves using the Government Savings
Bank (GSB) as the source of low interest fund for the commercial banks
to issue loans to support green projects. The state shall also

be responsible for subsidising interest differentials.
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Improving Efficiency in The Local Government

Fiscal Planning

Research on “Improving Efficiency in The Local Government
Fiscal Planning” is conducted with an aim to establish a technical
assistance process between researchers, local authorities’ executives
and staff, in order to enhance local authority’s efficiency in fiscal
planning, especially in the areas of revenue projection, expenditure
management and fiscal position assessment. These procedures
should be carried out via fiscal structure and information analysis, fiscal
indicators, as well as a SWOT analysis on fiscal planning to be used in a
formulation of appropriate local fiscal strategy.

This research selected 2 local authorities for case  studies,
namely Kua-Kot Municipal and Tha-It-Tumbon Administrative
Organization, according to the recommendation of The National
Municipal League of Thailand and Tumbon Administration Organization
Council of Thailand, in congruent with the guidelines for selection set
by researchers. During the research period, researchers had cooperated
with the staff of both local authorities in analyzing fiscal planning in
2 major areas, including the fiscal data analysis and SWOT analysis,
in order to develop a proper local fiscal strategy.

Conceptual frameworks of this research comprises 1) Fiscal Indicators
analysis and formulation as a numerical benchmark for local fiscal planning,

to which achieving these indicators should be set as a target for local
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authority for improving fiscal planning. 2) Revenue projection for local
authority should be improved in its preciseness, which will also improve
the efficiency in budget and public services provision. 3) Local fiscal
strategy should be derived from SWOT analysis in order to capture all
necessary factors. In addition, the methodology in this research focused
on the exchange of views and brainstorming between researchers and
local authorities’ executives and staff. This also included
technical assistance in the fields of fiscal position assessment,
revenue projection, formulation of fiscal indicators and fiscal
SWOT analysis, which is normally done only at the aggregate
level

The result of this study can be concluded that the two local
authorities still face some limitations in fiscal planning. They
can increase financial independence via enhancing their own
revenue collection and improving revenue projection. They also face
an obstacle in capital expenditure disbursement from the lack of staff
and a limit on personnel budget imposed by the Ministry of Interior. For
fiscal balance, the consecutive surplus position does not reflect the
actual fiscal position since their balances exclude the disbursement of
their reserves, which should be incorporated into their fiscal position.
Although these local authorities have not incurred any significant level
of debt, the study recommended the framework and monitoring
process that should assist them to efficiently manage debt in the
future. Besides, the study also recommended these local authorities to
utilize their assets more commercially in order to raise their own revenue.

Policy recommendations on local authority fiscal planning

from this research can also be summarized by each relevant aspect
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as follows;

1. Revenue: Local authority should set a target to raise the proportion
of their own revenue to total revenue via asset management, expansion of
taxation map and asset registration coverage in order to enhance revenue
collection as well as increase their financial independence, which will be
beneficial to their ability to set the direction of development for their own
jurisdiction. Moreover, local authority should improve revenue projection
method by incorporating factors that reflect their own revenue
capacity and macro-economic situation. They should also establish a
connection with central government agencies that are responsible for
national revenue and budget formulation, such as the Fiscal Policy Office or
the Department of Local Administration or Cffice of The Decentralization to the
Local Govemment Organization Committee.

2. Expenditure: Local authority should set the budget each
year that can respond to the need for public services in the area by
setting ratios of each expenditure to total expenditure at a
proper level according to their past performance and priority.
They also need to increase their spending capacity by
strengthening the internal cooperation between staff as well as
outsourcing some of their responsibilities to private company, such as
fee collection, in order to gain from economy of scale.

3. Fiscal balance: Local authority should assess their own fiscal
position by factoring in their reserve spending, which will reflect their
actual status beyond the surplus requirement that was set by
the Ministry of Interior’s regulation. Such requirement only makes local
authority neglecting the necessity of fiscal planning and can lead to a

fiscal shortage or insolvency in the future.

y
DI
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4. Fiscal reserve: Local authority should improve their
revenue projection method, as a more precise projection will
lead to a decrease in excess reserve and an increase in their
capacity to provide public services.

5. Debt: Local authority with robust fiscal position can
consider borrowing as a funding option for infrastructure or
public services provision. Principal and interest management should
also be implemented concurrently. Additionally, local authority should
also prepare any essential financial knowledge such as borrowing

contract with exceptional clause for natural disaster.
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A Study on improvement of withholding
tax system for enhancing competitiveness

and supporting ASEAN Economic Community

Withholding tax system in Thailand has implemented since
1979, which aim at reducing tax evasion, increasing efficiency
of tax administration and relieving tax payer’s burden when
the time of paying tax arrives. Subject to this system, whoever
receives incomes must be deducted parts of their incomes by
payees and the payees have a duty to pay the deducted tax for the
Revenue Department.

After we review withholding taxation in Thailand, we find that
withholding tax system has not been satisfied with three principles of
taxation, composed of equality, certainty, and efficiency. Withholding
tax system is quite complexity, there are 7 rates on different type of
income, different payers and payees. Furthermore, some rate is too high
which creates a heavy tax burden for enterprises.

In this paper, we study on the proper of withholding tax system
in Thailand and review income tax laws which involve with withholding
tax system, and study how to improve this system to enhance competitiveness of
enterprises which is preparation of Thailand for regional integration under the
ASEAN Economic Community in the future.

In the study of withholding tax system in seven countries,
United State of America, Japan, Singapore, Malaysia, Philippines and

Hong Kong, we find that most countries have applied withholding tax system
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for a long time, their main reason is reducing tax evasion. Some countries
such as Singapore and Malaysia have applied it only for non - residents
because there are a lot of foreign investors in their countries.
For United States of America, this measure aims at salary men
instead of corporations.

Data from interviewing enterprises (from focus group and
questionnaires) told us that withholding tax system in Thailand is
quite complexity especially tax rates and implementation methods,
lead to high cost of administration of enterprises and tax return system
is also sluggishly, furthermore there is an overlap in paying withholding
tax and income tax, lead to increase unnecessary burden to enterprises.

As mentioned above, we have some recommendation which
may be a guideline for improving withholding tax system as follow;

1. Reducing corporate tax rate withheld from 3 percent to
2 percent of net profit while maintaining withholding rate of individual
tax. While Personal withholding tax rate on business income should be
reduced from 3 to 2 percent

2. Tax return system should be improved in the short and

long run

Short run : improving verifying system of business financial
statements to be more quickly and easily when tax payers want to
file tax returns and set up the system gathering necessary data from tax
payers. Moreover, tax return period should be limited.

Long run : Tax authorities should allow tax paid to
be deducted from tax must be paid in the following year.

3. Income tax laws should be gathered into a group

and be adjusted to have a more flexibility to economic changes.


http://dict.longdo.com/search/sluggishly
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4. It is necessary to provide tax guideline, which composes of
information about income taxation and withholding taxation to help tax
payers understand tax system

5. Lastly, tax authorities should create stability, predictability
of tax rules and limiting administrative discretion.

In conclusion, we convince that withholding tax system
will be more efficiency if it is improved as we recommend above.
This improvement will help enterprise to increase competitiveness
by reducing cost, increasing business cash flow and profit, lead
to increasing corporate tax revenue for government at the

same time.
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