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NCB expects fewer credit

checks on new loan
applicants this year

SUCHEERA PINIJPARAKARN
THENATION )¢ ;
CREDIT CHECKS of new loan
applicants by financial institu-
tions are expected to reach only
12.5 million this year, the lowest
in five years, as the economic
uncertainty forces financial insti-
tutions to tighten criteria for new
customers. '

Surapol Opasatien, chief exec-
utive officer of the National
Credit Bureau, said its financial-
institution members had
attermpted to screen new cus-
tomers, as reflected in the dip in
loan approvals,

1
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The first six months saw 7.52
million requests for credit .
records, so for the whole year, the
total should be 12.5 million,
lower than 13.29

" Financial - THAILAND IS EXPECTED

Cooperatives is the latest member
of the bureau with 11 million
accounts, of which 4.1 million
were indebted only to the BAAC
and 2.6 million were indebted to
the BAAC and ether financial
institutions.

At the halfway point this year,
the NCB had registered 92.09
million accounts from 93 finan-
cial institutions, of which 88.36
million accounts were in the con-
sumer system database and 3.73
million in the commercial data-
base. '

After the BAAC became a
member of the NCB, several agri-
cultural-machinery leasing com-
panies and local motoreycle
finance companies have held
meetings with the bureau, as
they want to offer more lending
products to BAAC
customers.

The bureau

institutions have TOBEGIVEN70UTOF 8  2dopted credit

toned down their
campaigns to
TaWw new cus-

now that they
have raised the
conditions on
new loans, the
campaigns may

said.
New accounts
. from the consumer system data-
base of the bureau in the first
quarter of this year showed a
decrease from the end of last
year.

The non-performing-loan
(NPL) ratio in the first quarter
climbed to 6 per cent and special
mention loans (SM) to 4 per cent.

New housing loans drepped 19
per cent quarter on quarter but
SMs increased 7 per cent and
NPLs 8 per cent. ’

However, overall inquiries will
still increase this year after
requests for credit reviews of
existing customers in the first
half surged to 22.18 miliion, com-
pared with 32.74 million for all of

Jlast year.

The NCB expects credit
reviews will climb to 36 million
this whole yearCommercial banks
are quite proactive in,checking
the credit of existing customers to
reduce the probability of default,
while specialised financial insti-
tutions (SFIs) have moved more
slowly in reviewing borrowers,

This might pose a risk to SFIs
in the future, he said.

The state-owned Bank for
Agriculture and Agricultural

FOR DEPTH OF CREDIT
oy e s INFORMATION IN THE
DOING BUSINESS 2017
RANKING AFTER THE
NCB ADDED THE CREDIT
not be useful, he - SCORING SERVICE.

scoring in May.
This will help the
members get accu-
rate scores for loan
approval decisions
and improve the
country’s ranking
in next year’s Ease
of Doing Business
survey by the
World Bank.

The credit scor-
ing by the bureau is part of the
World Bank’s Doing Business
survey. Thailand’s depth of credit
information index has been
awarded 6 out of 8 points by the
World Bank because the bureau
or registry credit scores in
Thailand did not offer a value-
added service to help banks and
financial institutions assess the
creditworthiness of borrowers.

Thailand is expected to be
given 7 out of 8 for depth of credit
information in the Doing
Business 2017 ranking after the
NCB added the credit scoring
service,

Banks will have actual costs in
seeking accurate data on loan
applicants and the interest rates
should be via risk-based pricing
to be fair to all borrowers,
Surapol said.

Consumers including small
enterprises can check their scores
before going to financial institu-
tions.

This will help them know their
chances of accessing lending and
the ability to pay debt and this
will lead to the improvement of
the ease of doing business in
Thailand, he added.
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A CLOSER LOOK AT THE NEW THALAND-INDIA TAX TREATY

usinesses are increasingly seeking
B to avoid tax by exploiting gaps and

mismatches in tax rules to artificially
shift profits to low- or no-tax locations.
Member states of the Organisation for
Economic Co-operation and Develop-
ment (OECD) have jointly set out action
plans to address this problem. Some of
these are reflected in the new Thailand-
Indta Double Tax Treaty, which will take
effect from Jan 1, 2017, replacing an
accord that has been in force for 29 years.

Tax treaty shopping has been rampant
and goes far beyond the original purpose
of avoiding double taxation, in which
the same income is taxed twice in two
states due to differences in their tax rules.
Countries can use a “limitation of ben-
efit” (LOB) clause 1o prevent such abuses.

The treaty between Thailand and the
United States has an LOB clause that
applies a two-pronged test — active con-
duct and ownership — to verify if treaty
privileges should be granted to a resident
of the other contracting state.

However, most tax treaties involving
Thailand do not contain an LOB provi-
sion. Even the new pact with Singapore

- calls for the existing LOB clause to be
abolished at the end of this year, which
will encourage more people to use

low-tax Singapore for treaty shopping.
Where an LOB clause exists, it will deny
treaty privileges unless foreign investors
remit profits received from Thailand and
pay tax in their home country first — to
prove that double taxation actually exists,

The new treaty with India does have an
LOB provision with a wide scope allowing
each state to apply “the provisions of its
domestic law and measures concerning
tax avoidance or evasion, whether or not
described as such”

While Thai tax law does not yet
contain general anti-tax avoidance rules
(GAAR), India will apply them starting
from April 2017, It will prohibit a business
arrangement if its main purpose is only to
obtain tax benefits under the tax treaty.

What other changes does the new
treaty contain? Here are four key areas
that may affect Thai companies:

Permanent establishment {PE)
threshold: Income in the nature of “busi-
ness profits” from provisien of services
(other than those related to construction)
will be subject to Thai tax only if a foreign
entity derives such income via a PEin
Thailand. Most treaties apply a “time
test” in this respect.

Under the existing treaty, an Indian
entity is deemed as having a PE in
Thailand if it carries on the services in
Thailand for an aggregate period of 183
days, irrespective of the time lapsed in
counting the total days.

To be consistent with OECD practice,
this has been changed so that the 183
days will be counted only during any
12-month period. This will allow an
Indian company that performed services
in Thailand more than 12 months ageo
to return to perform additional services
without a PE.

“Force of attraction” rule elimi-
nated: The current treaty says that where
an Indian company with a PE derives
income from Thailand from the sale of
goods or pravision of services outside
Thailand, if such goods or services are
the same or similar to those supplied via
the PE in Thailand, the income will be

deemed as being derived through the PE

[

P_.



- and subject to Thai tax. The new treaty

- repeals this “force of attraction” rule, so
only income attributable to the operation
through a PE in Thailand will be taxable
in Thailand.

Withholding tax rates reduced: The
new tax treaty will reduce maximum
tax rates on the following categories of
income:

B Dividends: The current treaty allows
for the two states to impose tax rates of
15-20% but the new treaty will reduce
the maximum rate to 10%. However, this
will have no impact on the Thai side, as
the local withholding tax rate is already
10% on dividends distributed to foreign
shareholders even if no treaty exists.

#Interest: The current treaty allows
tax at a maximum of 25%, or 10% where
the recipient is a financial institution or
insurance company. The new rate will be
10% for all recipients.

® Royalties: Taxes will be reduced from
a maximum of 15% to 10%. Also, the new
treaty no longer inctudes consideration
for alienation of intellectual property in
the definition of “royalties”

Changes to capital gains taxes: The
CulTent treaty exempts tax on gains from
the sale of all shares regardiess of whether
or not the underlying assets in the target

company consist mainly of immovable
property. Consequently, some foreign
investors will structure a'deal as a share
sale transaction to obtain a tax exernp-
tion, rather than enter into a taxable asset
sale transaction.

To deal with this type of tax planning,
the new ireaty allows Thailand to apply
domestic laws to tax gains where the
target company’s principal assets consist
directly or indirectly of immovabie prop-
erty situated in Thailand.

Even where the principal assets are
not immovable property, the new treaty
empowets Thailand to continue to
impose withholding tax on gains if they
are “paid in or from Thailand’} and if the
target company is a Thai tax resident.

While the new tax treaty with India
contains deterrents to treaty shopping,
the treaty with Singapore is moving
in the opposite direction, as we noted

above. Was such a difference driven >

merely by the use of different negotiat-
ing teams? Taxpayers need to know
whether the country is pursuing a uni-
fied tax policy.

By Rachanee Prasongprasit and Professor
Piphob Veraphong, They can be reached at
admin@lawalliance.co.th
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