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Executive Summary of A Study on International
Legislations and Legal Standards in relation to the
Supervision of Cooperative and a Propose Revision

of a Thai Cooperative Law

Cooperatives are voluntarily formed on the basis of democracy
by united persons, with the believes in the value of self-help, public
cooperation, honesty and caring for others, in order to solve problems
of members which has occurred in the operation of their businesses,
and it also aim to improve the quality of life among members. According
to the Cooperative Societies Act B.E. 2542, cooperative was defined as a

group of people who jointly operates in a business with the purpose of
economic and social benefits, under the principles of self-help
and assisting each other. At the present, there are seven catego-
ries of cooperative in Thailand, namely agriculture cooperative,
fishery cooperative, housing cooperative, consumer cooperative,

service cooperative, savings cooperative and credit union.

All types of cooperatives under the Cooperative Societies
Act are mainly governed by two government institutions which
are the Cooperative Promotion Department and the Department of

Cooperatives Auditing.
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Principally, the Cooperative Promotion Department as the registrar of
all cooperatives generally has the authorized power and responsibility
to provide registration service, promote, assist, suggest and govern
operation of cooperatives for the execution of the laws, and also has
responsibility to pave the way for the cooperatives to act in accordance
with the objectives of developing and strengthening their competency.
According to the study of Thai laws in comparison with the laws
of other countries, namely the laws of United Kingdom, Federal Republic
of Germany and Japan, together with the information gathered from the
interviews of notable persons in the area of cooperatives, the analysis

of the study shall be as follows

1. Regulatory Body

Despite the fact that the registrar is empowered to order
cooperative committees to do any act for the execution of the
Cooperative Societies Act, there is no penalty determined within the
law for the violation of the law or orders of the registrar. Moreover, the
Department of Cooperatives Auditing only has the duty to investigate
the accounts of cooperatives. It can be noticed that the main roles of
these two institutions tend to be the promoting and developing rather
than governing the cooperatives. Therefore, the law should be amended in
order to expand the roles of government institutions in governing

cooperatives and the penalty shall also be determined simultaneously.



—
N
”m‘mwmg@nﬁ]ngﬁﬁs g

2. Governing Structure

The governing structure in Thailand is centralized. In other words,
all categories of cooperatives are under the governing of the Cooperative
Promotion Department and the Department of Cooperatives Auditing,
and all the rules and regulations issued by the Registrar shall be
applied to all kind of cooperatives.

Regarding to the study, although all cooperatives in the United
Kingdom are mainly under the governing of The Prudential Regulation
Authoity (PRA) and Financial Conduct Authority (FCA) is the institution
under the Bank of England, but there are specific laws for different
kinds of cooperatives.

In Germany, DeutscherGenossenschafts und Raiffeisenverband
e. V. (DGRV) is the institution which is particularly formed to control
the operation of all cooperatives. However, branches within the DGRV
are divided to specifically govern each kind of cooperative.

In Japan, cooperatives are characterized by the differences of
the industrial groups. Also, there are different laws designed for each
category and there is no central law applies to every kind of cooperatives.

Thus, it appears that there is a distinction between Thai laws
and laws of other countries which have separate set of rules governing
financial cooperatives, whether in the form of specific institution or in
the form of specific law. Hence, the law goveming the financial cooperatives
should be precisely enacted separated from the law applying to
agriculture and service sectors, or there should be a specific institution

formed to govern such kind of cooperatives.
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3. Governing Regulations
The standard of governing cooperative shall be divided into
three types which are;

(3.1) The governing of the formation of cooperatives
The Cooperative Societies Act provides merely provides the general rules
regarding the conditions of forming the cooperatives which apply to all
categories whereas in the United Kingdom, the operation of business
and minimum operational costs are determined in the beginning, in
accordance with the size of the credit unions.

(3.2) The Goveming of Financial Stability In contrast with other
countries, the rules on financial stability apply to all kinds of cooperatives
in Thailand. Consequently, there is an absence of necessary rules to be
specifically used with the cooperatives that mainly conduct financial
services.

(3.3) The Governing of Operation

(3.3.1) Loans

It can be seen that the rules on lending money are not
clear since there is only a guidance for the registrar which only guides
the way to consider lending. Theoretically, the rules on lending of
savings cooperatives and credit unions should be separated. For example,
the United Kingdom has the distinctive rules for lending money to
members of saving cooperatives and credit unions.

(3.3.2) Investment

According to Section 62 of the Cooperative Societies Act and

Notification of Committee of Promoting Cooperatives on deposit and
other investment of Cooperative B.E. 2552, there are only certain types

of businesses which cooperatives are allowed to invest in. Therefore,
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the investment of cooperatives is lack of consideration in investment risk.
Also, the strategy regarding the cooperative investment has become
more complicated. Accordingly, it is necessary to have the law
controlling such investment, taking into account the ratio of investment, in
order to prevent the risks and damages which might occur. Also, the
rules governing the investment of savings cooperatives and credit
unions should be provided separately.

4. Audit

The auditing system of cooperative in Thailand shall be divided
into the internal audit and the accounting audit. The analysis shows
that the auditing system is not systematic because there is no separate
set of rules for each kind of cooperative which naturally has distinctive
characteristics, for example, savings cooperative and credit union which
mainly conduct financial transactions.

Therefore, by studying all related aspects regarding both national
and international cooperative legislations, a number of recommendations
shall be proposed as follows;

1. A new independent body of institution shall be established
to regulate the cooperative which conducts financial business similar to
the business of regulated financial institution.

2. The cooperative which operates the business as financial
institution and other types of cooperative shall be separately regulated
with specific supervising structure. While the cooperative which operates
the business as financial institution shall be regulated by the new body
of institution, the other types of cooperative shall remain be regulated
by the Cooperative Promotion Department and the Department of

Cooperatives Auditing.
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3. The existing cooperative legislations should be revised in
order to provide clear and precise legal provisions. For instance, the
legal provisions regarding the formation and registration of cooperative,
capital adequacy, the categorization of assets, the measure for reserve
money, asset management, the reserve requirement for business liquidity,
business investment, auditor, account preparing and reporting, should be
explicitly prescribed in the law.

4. The cooperative monitoring system of competent institute
should be adjusted to provide more effective operation.

5. The information and financial knowledge should be
adequately promulgated to the public as a member of the cooperative

to provide sufficient understanding on products and financial transaction.
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Executive Summary of The study of Tax incentives

and laws for Green Businesses

Regarding the problems of pollution control, the concept of
Eco-industrial development moved from the theoretical debates of the United
Nation forum to policy practice of some countries. Therefore, explicit role
of regulatory development in order to support “Green Industry” is
striving for a more sustainable pathway of growth, by undertaking
implementing public policy initiatives that encourage environmentally
responsible private investments.

For Thailand, after the United Nation Forum, has established
the National Environmental Board (NEB) for setting environmental policy
and measure. Later in 1975, the National Promotional and Reserved
Environment Quality Act, B.E. 2518 (1975) was enacted by the NEB.
However, Thailand has still experienced ongoing pollution problems
because the present laws cannot be used as instruments to meet
environmental protection purposes. Instead of promoting environmental
responsibility among polluters, the present series of laws primarily
represents a command-and-control approach rather than promotes
environmental sustainability of certain polluting behaviours.

The study of environmental laws of other countries, such as
the European Union, Switzerland, French, Netherlands, United Kingdom,

Germany, Japan, China and Singapore, indicates that tax incentive

43



44

The study of Tax incentives and laws for Green Businesses

measures are widely applied along with the tax collection system. The
logic is to use tax incentives to bring investment purpose and
environmental conservation together, ultimately resulting in a change of
taxpayers’ behavior in an ecologically positive way. To reach such a goal,
tax incentives that are attuned to the purpose of reducing pollution are
categorized into few a few broad categories, which are tax credit, tax
deduction or depreciation, tax exemption, and deferrals. The significant
tax benefits, such as timing of benefit and conditionality have benefits
attached to their use.

A study of the Thai’s laws indicates that environmental laws are
as follows;

(1) National Promotional and Reserved Environment Act B.E. 2535
(1992)

(2) Factory Act B.E. 2535 (1992)

(3) The Maintenance of the Cleanliness and Orderliness of the
country Act B.E. 2535 (1992)

(4)  Hazardous Act B.E. 2535 (1992)

Apart from the series of laws mention above, both incentive and
non-tax incentive measures related to environment have been mentions
in Investment Promotion Act B.E. 2520 (1978). Basically, the privileges
under the Investment Promotion Act can be divided into two types,
incentives and non-tax incentives. The aims of the law is not only for en-
couraging producers to invest in environment-friendly products, but also

enhancing a chance for Thailand to become a hub of investing and
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manufacturing hub for both domestic and export markets in order to
consist with policies and economic development plan.

However, although tax on commodity related to emission; which
represents indirect tax scheme, tax incentive for pollution control, and
pollution management fee system are clearly seen in Thailand, pollution
tax that levies on industries for pollution is not yet applied. Moreover,
the Thai’s Revenue code does not have any provision that directly deals
with incentive methods to provide environmental awareness of businesses.
It should be noted that there are only environmental tax incentive
measures available in some Royal Decrees such as the Royal Decree
issued under the Revenue Code governing exemption of income tax of
company and juristic partnership for 100% percent of technological
research and development spending, and the Royal Decree issued under
the Revenue Code governing exemption of income of the company and
juristic partnership of 25% of spending on energy saving equipment that
used to substitute the old equipment.

After analyzing the range of international practices on tax incen-
tive designs, this paper will recommend the possible role on tax incen-

tive for green business in Thailand.

The recommendation consists of three main parts.
First, some Royal Decrees issued under the Revenue Code
should be amended such as the Royal decree No.297 B.E. 2539 (1996)

governing an additional 100% deduction tax of that is allowed to
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The study of Tax incentives and laws for Green Businesses

corporate entities in respect of expenditure on  research and development
for technology and innovation. Under this regulation, the word
“research and development for environmental purpose” should be
inserted for encouraging the development of new environmental-friendly
technologies. Also, accelerated depreciation should be used as tax
Incentive for pollution-control investment. In this regard, this paper
suggest to add such system into the Royal decree No.436 B.E. 2548
(2005)s for assets or projects relating to environmental conservation.
Thus, the qualifying environmental assets, which are invested for
preventing or remedying pollution resulting from a taxpayer’s earning
activity, are normally defined for depreciation. It is clear from the outset
that the main purpose of special depreciation scheme is likely to
encourage taxpayers to invest in compliance with pollution-control
schemes.

Second, since Investment Promotion Act B.E. 2520 (1978)
focuses mainly on import duties reductions such as Announcement of
the Board of Investment No.10/2547 that announces criteria in granting
privileges in exempting import duty used for energy saving machinery.
Regarding this announcement, this paper suggests to include privileges for
machinery that produced in the country to boost the domestic
production and innovation of energy saving machinery. Also, special
depreciation and carry forward scheme should be grated to such
production. Moreover, the paper recommends that the Board of

Investment should release a policy to grant tax privileges to all type
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of industries that run environmental protection and conservation projects
rather than provide tax waivers to favored industries. Environmentally
friendly material and products business is one of the qualifying activities
that should be encouraged.

Third, to promote the use of clean technologies and knowledge
related to pollution prevention, this paper suggests the government to
establish a new specialized agency. The aim of the new agency is to
promote a knowledge-based approach to polluters. In connection with
the promotion of knowledge, the knowledge-based agency should be a
strong public knowledge center to transfer information to the businesses
in order to ensure environmental information is available to the public.
Finally, this paper also suggest to grant special incentives to specific
industrial sectors to respond to Thailand 4.0 policy to relieve tax burden
for environmentally friendly investment to industries along with

economic development.
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Executive Summary of A Study on Limiting

Personal Income Tax Allowances

In order to achieve government policies’ goals, tax allowances
and exemptions are widely used to amend taxpayers’ behavior. Several
studies suggest that countries, depending on their policies, use different
forms of tax allowances and exemptions. However, the use of tax allowances
and exemption directly causes a reduction of government tax revenue
and may effect tax structure as well. Regarding this effect, several countries,
therefore, impose limitation on tax allowances and exemptions.  Most of
countries impose fixed amount limit on tax allowances and exemptions,
however, some countries choose to impose tax allowances and exemption

limitation by using fixed percentage on assessable income instead.

During 2552 — 2556, the largest amount of tax allowances and
exemptions using by Thai personal income (PIT) taxpayers are those
related to saving group. While, those related to family and mortgage interest
are the second and third largest group. The result from Multiple Regression
Analysis on the sample of PIT taxpayers in 2555 indicates that an increasing

in tax allowance is significantly related to assessable income less expenses.

The changed in tax allowance also significantly depend on the
use of other type of tax allowances. In particular some tax allowance,
e.g. retirement mutual fund allowance and social security fund
allowance, is negatively related to other allowances. In this case, such
tax allowance is affected from taxpayers moving to earn higher

expected return from their investments.
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A Study on Limiting

Personal Income Tax Allowances
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Regarding the effect of tax allowances and exemptions limitation
methods on tax structure, fixed amount limit to tax allowances and
exemptions schemes help improving progressitivity of PIT tax structure,
in particular, for the high income group who only earn income from salaries
and wages. These tax allowances and exemptions schemes have
relatively more efficiency than fixed percentage on assessable income
limitation schemes. However, fixed amount limit to tax allowances and
exemptions schemes have ambiguous effects on progressitivity of PIT
tax structure for those who earn income from other sources.

Therefore, we suggest that fixed amount limit to tax allowances
and exemptions schemes is appropriate for Thai taxation system.
However, the government still need to use tax allowances and
exemptions as a policy’s tool, therefore, we suggest the specifid
amount for limitation should be high. Thus the specific amount fixed
amount for tax allowances and exemptions should be at 700,000 baht

for each taxpayer.
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Executive Summary of Developing Framework

for Microfinance Supervision

Microfinance institutions which include Cooperatives (Coop),
Village and Urban Community Fund (VUCF) and Saving Group (SG) are
important mechanism to support and develop community’s economies.
Even though there exists a regulatory regime for each type of microfinance
institutions, there is a lack of unity and uniformity among rules and
regulations for each type of microfinance institution, which results in a
fragmented regulatory regime, regulatory arbitrage and constructive coopera-
tion in a country level. This creates a lack of confidence in Thailand’s
microfinance system. This study aims to develop a regulatory regime
that is suitable with the nation’s economic and financial development in a
community level by conducting a comparative study between current
regulatory approaches of microfinance institutions in seven countries with
that in Thailand. The study also conducts a comprehensive survey of
stakeholders of microfinance institutions in Thailand, and such stakeholders
include experts in banking and finance, policy makers from the headquarters
of regulatory agencies, practitioners and examiners in regional areas,
executives of microfinance institutions, and customers of those institutions.

Experts in banking and finance as well as regulators from
the headquarters of regulatory agencies are aware of the lack of financial
literacy among executives, committee members, and other stakeholders in
microfinance institutions, which in their view, presents the biggest

challenge to the development of microfinance institutions in Thailand.

61



Developing Framework for

Microfinance Supervision

62

According to those surveyed, there are two measures of constructing
a new regulatory regime. The former is to establish a single regulatory
agency for each type of microfinance institutions, which resembles the
current institutional arrangement in Thailand and form a super committee
with a mandate to set national-level regulatory policies by which each
regulatory agency has to abide. The latter is to establish a single regulator
for every type of microfinance institutions which is tasked with developing
and regulating as well as setting a national microfinance master plan to
foster Thailand’s unified approach to microfinance. Furthermore, the
survey of practitioners and examiners in regional areas, executives of
microfinance institutions, and customers of those institutions suggests that a
majority of stakeholders realized the importance of elevating regulatory
standards of microfinance institutions. Even though those surveyed
agree with measures to improve supervision relating to governance and
operational risk, the level of consensus starts to falter when those
surveyed are asked about measures to improve supervision relating
credit risk and liquidity risk. The consensus regarding a way forward to
develop and support microfinance institution varies by type of each
microfinance institution. For Coops, stakeholders pay the utmost attention
to elevating regulatory and accounting standards as well as fostering
financial literacy for committee members. For SG, stakeholders view
SG’s lack of corporate person’s status and cooperation from members
is two of the biggest impediment to developing SG. For VUCF, stakeholders
are concerned about a lack of financial literary among their members

and financial and technical support from the government.
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The comparative study between current regulatory approaches
of microfinance institutions in seven countries with that in Thailand and
the survey have policy implications on regulatory regime for microfinance

institution, which can be summarized as follows:

1) In the short run, a national committee for developing and regulating
microfinance institution should be established to devise a national
microfinance master plan and coordinate with other stakeholders to institute
regulatory policies which are suitable for each type of microfinance institution.
The committee should also be tasked with setting regulatory standards for

microfinance institutions according to their with asset size

1.1) Saving Societies: the government should only support Saving

Societies but may require them to submit elementary financial forms.

1.2) Registered Microfinance Institutions: the government should only
enact crucial regulatory rules regarding governance such as eligibility of
committee members, accounting standards, and internal control process

1.3) Mediums-sized Microfinance Institutions: the government should
augment regulations for Registered Microfinance Institutions with vital
prudential measures to curb credit risk and liquidity risk.

1.4) Large-sized Microfinance Institutions: the government should apply
all areas of prudential regulations: namely governance, operational risk, credit
risk, and liquidity risks. The government should also enact rather sophisticated
measures such as capital adequacy ratio, loan categorization and provision,
2) In the long run, a central regulatory agency for every type of

microfinance institutions should be established in order to foster a unified
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approach to microfinance supervision and cultivate experts on
microfinance. This agency should be responsible for fostering understanding
of microfinance institution management, devising prudential measures for
microfinance institutions, examining and auditing microfinance institutions,
as well as assembling financial infrastructures essential to the development
of microfinance institutions in Thailand. Such infrastructures may include
the establishment of deposit protection fund to raise people’s confidence
in microfinance institutions and the establishment of Central Financial Facility
to ensure microfinance institutions’ ability to effectively manage their liquidity.

Lastly, after such regulatory agency is formed, laws regarding different
type of microfinance should be amended to ensure efficiency and uniformity
of approaches to promote and regulate microfinance institutions.

In summary, major limitation of DIT adoption in Thailand is
splitting  business income to capital income and labor income.
Furthermore, implementing 1" approach (DIT) may not be appropriate. This
is because preventing tax avoidance and evasion is difficult;
all governments need to utilize tax measures as an economic policy;
abolishment of personal income tax exemption and rate reduction is
almost impossible when considered political economy factor.

In the future, if capital flight increases significantly, implementing
2" approach (Semi-DIT) may be an appropriate option, which will make
personal income tax more efficient, as well as expanding revenue base

to accommodate Thailand’s sustainable social and economic development.
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