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40% of SMEs
joined formal
tax system

WICHIT CHANTANUSORN a0
[V

Just 40% of the country’s 2.6 million smal}
and medium-sized enterprises (SMEs) have
agreed to enter the single-account scheme
despite carrot-and-stick measures in place
for a year, says Prasong Poontaneat, direc-
tor-general of the Reveniue Department.

The department has tried to prod SMEs
into adopting a single account instead of

+ the two or three accounts used to obscure
actual earnings in order to avoid paying
corporate income tax.

Those SMEs that fail to register under a
single financial account by March 15 will
face heightened tax scrutiny. The single-
account scheme is part of the Finance
Ministry's plan te bring businesses into
the formal tax systermn.

The scheme allows registered SMEs with
capital of up to 5 milion baht and reve-
nue of up to 30 million baht for the 2015

accounting year to have zero tax burden

for the 2016 accounting year, a 10% corpo-

Pipavat Bhadranavik, a representative
ofthe Thai Bankers’ Association, said from
Jan 1, 2018, local financial institutions must
use the accounts businesses submit to the
Revenue Department as a key factor in con-
sidering loans.

“Credit lending will be in line with the
revenues submitted to the authorities. If
your revenue is low, the credit line will cor-
respondingly be low,” Mr Pipavat said.

Some 465,000 SMEs have participated in
the scheme, resulting in a 4% rise in value-
added tax (VAT) collected from SMEs in
the 2016 tax year. The VAT increase from
SMESs with sales of over 30 million bahi but
not exceeding 500 million was 3% last year.

Mr Prasong divided SMEs into four
categories: those ready to register with a
single account, those hesitant because they
believe officials might not find evidence of
their tax evasion, those willing to under-
state payments, and those who will never
enter the tax system. -

“Some people think it is fine to take a
risk because they believe they can come in
and negoetiate with officials, but they don't
know we have an upgraded IT programme
o reduce hurman interaction in tax calcula-
tion and collection. This makes it easier to
trace records, making it easier to catch both
SMEs and officials in evasion. If caught,
both will face a criminal charge,” he said.

“Other signs can suggest wrongdoing.
For example, some SMEs in the North
reported a combined accrued earning of
30 billion baht, but instead of a dividend
payment, the companies’ debtors were also
their directors. This does not make sense.”

rate tax rate for net profits above 300,000 ...

baht for the 2017 accounting year and a
tax exemption for net profits of less than
150,000 baht. Normal rates will resume
from 2018.
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~ TURNING ENTREPRENEURS INTO CORPORATE ENTITIES

™ ebruary was a busy month in terms
of new tax legislation. But this is
just the beginning, as the director-
general of the Revenue Departiment has
also announced an ambitious plan to
study extending Thailand’s tax jurisdic-
tion ter overseas traders in cross-border
e-cormumerce transactions, The idea isto
generate tax revenue from online busi-
nesses, as the current legislation does not
allow Thailand to tax foreign traders not
doing business within the country.

While the director-general’s plan is
well-intentioned and cold benefit the
country, the idea is in conflict with inter-
national taxation policy. A source country
such as Thailand can tax trading income
only when foreign traders conduct busi-
ness, or have a permanent establishment,
within Thailand.

Amending the Revenue Code in the
current National Legislative Assembly
under a military government would not
be difficult, but renegotiating tax treaties
with 60 countries, plus a number of trade
agreements, is a different story.

Of greater concern is the potential
- response from other countries, which

might seek (o retaiiate against Thai
conglomerates or online shops based in
Thailand. So much for the prime minis-
ter’s policy to drive the country towards
a digital economy. Imagine what kind of
world order we would have if countries
ignored international taxation rules and
simply taxed traders from other coun-
tries, who have never set footin their
jurisdictions physically but simply trade
online with their nationals,

In short, whether or not Thailand can
carry out this ambitious policv definitely
requires a lot more thinking beyond the

level of what bean counters eypically do.

Back in the real world, one new piece
of legislation we'd like to draw to your
attention has been in effect since Jan 28.
Royal Decree 630 reflects the Revenue
Department's attempt to persuade indi-
vidual taxpayers who run businesses to
carry on the business in corporate forns,
rather than as entrepreneurs.

The change reflects a belief that tax
avoidance occurs more at the indi-
vidual taxpaver level among the likes
of goldsmiths, clinics and pharmacies.
If these were corporate entities, at least
their books and records would need 1o
be scrutinised by a licensed third-party
auditor.

To eniice individual taxpavers {0 con-
vert their entrepreneurial businesses into
corporate form, changes have been made
to the Revenue Code.

First, effective from Jan 28, nominal
expenses deductible by businesses
operated by individuals (other than
employment) have been reduced from
the original 60-85% of gross income to a



new rate of only 60%. At the same time,
the emnployees’ standard deduction is
increased to 50% with a ceiling of 100,000
baht.

An entrepreneurial business can still
deduct actual expenses that are greater
than nominal expenses, if the individual
taxpayer can produce evidence and
comply with the rules for deductions.
Nonetheless, the tax saving is optimised
if the business is conducted in corporate
form, given the lower effective tax rates
as well as broader scopeto deduct actual
expenses.

Second, since converting a business
into corporate form will involve trans-
fers of assets, rights, stocks of goods and
possibly licences owned by an individual
taxpayer {0 a company, tax leakage will
oceur in the course of the restruetur-
ing. For this reason, RD 630 will exempt
personal income tax, value-added tax,
specific business tax and stamp duty for
individuals receiving income from such
{ransfers or execution of documents
in relation to the conversion to a new

company or juzistic partnership. if it is
incorporated between Aug 10, 2016 and
Dec 31, 2017.

In order for the exemptions to apply,
the individual must receive consideraton
for the transfer in the form of “ordinary
shares” issued by the company or juristic
partnership.

Also, the 2% registration fee at the
Land Department will be reduced to
0.01% for restructuring carried out from
Aug 30, 2016 to Dec 31, 2017,

While a notification from the director-
general of the Revenue Department
will be needed to provide more detailed
instruetions regarding the above
privileges, it is noteworthy that individual
taxpayers seeking the exemptions out-
lined above must receive only “ordinary
shares” from a newly set up comparty,
and not shares with special privileges
or limited privileges as they relate to the
likes of dividends and/or voting rights.

Perhaps this is intended to prevent the
individual taxpayer from selling a busi-

> ness to a third party without a genuine

intention to convert the business. Cut-
rently, it seems that an individual
taxpayer is not prohibited from selling the
shares on to other third parties, but we
will need to wait for the notification for
confirmation.

In addition, the government has
granted sweeteners by exempting tax on
income equal to 100% of the expenses
incurred from the establishment of the
aforesaid new company or juristic part-
nership, accounting and audit expenses,
for five consecutive accounting years.

Allin all, some entrepreneurial busi-
nesses are better off entering into the
corporate income tax {CIT) system, as the
CIT rate has been reduced to 20% of net
profits since 2013 (from the 30% rate that
applied until 2011}, while the personal
income tax regime applies progressive tax
rates of 5-35%, and many entrepreneurs
may fall into the higher brackets.

By Rachaneg Prasongprasit and Professor
Piphob Veraphong. They can be reached at
admin@iawalliance.co.th
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Rethinking Thailand 4.0 to get it into gear

COMMENTARY

Soonruth
Bunyamanee

ost people have likely heard
the term “Thailand 4.0"
continually since the Prayut
Chan-o-cha government
began promoting it.

Effectively responding to the policy, -

the term “4.0" has been liberally used
by state agencies in such instances as
energy 4.0, agriculture 4.0, tourism 4.0,
healthcare 4.0, education 4.0, labour 4.0,
et cetera.

It's encouraging to see state agencies
take to this policy with enthusiasm but
1 wonder how many people, including
state officials, have a clear understanding
of what this gimmicky economic model
actually is.

A survey of 1,305 Bangkok residents
conducted last month by Bansomdej Poll
found that 53% of them did not under-
stand the Thailand 4.0 concept, while
19.3% were not sure if they understood it
ur not and only 27.7% said they under-
stood #.

The result was similar to a survey
conducted last December by Nida Poll.
The pell asked the same question to 1,250
respondents nationwide and found that
57.3% of people did not fully understand
what Thailand 4.0is; only 5.2% had a
clear understanding.

The resulis of both polls hardly come
as a surprise given that I'm sure most
Thais are not even aware that the eco-
nomic model’s preceding three incama-
tions — Thailand 1.0, 2.0, 3.0 passed us
by swiftly and silently

But Gen Prayut seems to know where
the problem lies. He recently tried to
simplify his Thailand 4.0 gimmick: If you
have a mobile phone and are only using
it 10 make calls then you are stuck in the
prehistoric, Thailand 1.0, age.

But, if you can use your phone to send
e-mails or process documents, you have
graduated to Thailand 2.0; if you can use
the phone to surf the internet and find
new information, thus becoming a wiser
and more worldly citizen, you have made
it to Thailand 3.0 — nearly there.

Angd finally, if vou can use your phone
to make money via e-commerce and
selling innovative products, you have
traversed the digital gulf and nowin ...

wait for it ... Thailand 4.0.

It's quite obvious based on the prime
minister’s metaphors Thailand 4.0 is
little more than a glorified e-commerce
marketing campaign, and a parody of




A Thai ‘millenial’ tries a new game at a show in Bangkok, Thai educati

interasts in areas such as software development. THANARAK KHUNTON

Without fundamental changes...
Thailand 4.0 will remain a glittering
gimmick that will fail to materialise.

the worid's 4th Industrial Revolution
in which industrial development has
shifted away from simple digitalisa-
tion (the 3rd Industrial Revelution) to
online and innovative-based industrial
development.

H1I'mright, Thailand 4.0 will have
much more than e-commerce.

But jokes and sarcasm aside, it is
good that the government is pushing
the country to catch up with the world’s
fast-changing business and technological
landscapes with this policy.

But we need more than a few stogans
and gimmicks to make the fundamental
changes necessary Lo achieve the goals
of Thailand 4.0 and to get people and
farmers using their phone as a means o
make money. [n my opinion, at least two
fundamental changes are needed to fulfil
the Thailand 4.0 ambition, First, educa-
tion development and, second, legal
adjustment.

In the next 26-25 vears, peopie born of
the Generation X (aged 37-52 years old}
will be retired, white peopie of the later

on reeds to be adiuste to accommodate Thai youngsters’

Generation Y or Millennials and Genera-
tion Z (those who are now under 24 years
obd) will replace them.

These groups of generations were
raised in the digital and social network
epvironment.

There's no doubt that people fron
these generations will be the key drivers
of Thailand 4.0, 5.0 or 6.0, but one ques-
tion is whether the education system has
been adjusted 1o support thern.

Behavioural scientists say people in
Generation 7 have short attention spans.
Many of them have talent in specific area
ofinterest hut when it comes 1o applhy-
ing themselves to other things, which
they may be less interested in, their short
attention spans fail them,

For example, many Thai youngsters
are talented online game players and
interested in becoming software develop-
ers — but only in gaming software.

Many older people may think such an
activity is a waste of time; bat fur young
peaple, what they want (o do may, in fact,
be a wise career choice for them and their

.9



generations.

An international research agency
estimated that eSports, video and online
games, which have been made into
professional competitions, generated
global revenues of about US$900 mil-
lion in 2016, or about 31.5 billion baht,
and the number is expected to increase
substantially.

Many Thai youngsters are interested
in learning software engineering but,
according to some academics, they doh't
want to wade through the more laborious
and technical components that are part
of a course in engineering.

Have engineering schools in the coun-
try adjusted or fine-tuned their syllabuses
to accommodate the 4.0 environment?

If we look at Thailand's transport
industries, they are dramatically chang-
ing. At least 10 more electric rail routes
will be developed in the capital. Several
rail systerns will also be constructed
in big cities of key provinces including
Chiang Mai, Phuketand Khon Kaer.

One question is: Does Thailand
have sufficient capable and innovative
engineers to serve such modern transport
development or do we just have to rely
on foreign experts and imported tools
and materials for their development and
maintenance over the next few decades?

As regards to the legal aspects, the

" Thailand 4.0 model needs many adjust-
- ments. For example, last week, Chiang

Mai land transport officials arrested and
fined several Uber and Grab taxi drivers
amid criticism from netizens.

We cannot blame the officials as they
were duty bound to enforce law, the
Vehicle Act promulgated in 1967, which
does not allow for the emergence of those
online ride-sharing services.

Meechai Ruchupan, Constitution
Drafting Commitiee chairman, recently
criticised the current version of the pubiic
infarmation law, which enables peopie to
have access to state information, saving
it suits the “Thailand 1.0” era. Under the
law, people still need to submit requests
in wiiting to seek permission from state
agencies.

A new public information bill is being
drafted by the National Reform Steering
Assembly, yet it still does not accommo-
date the needs under Thailand 4.0 era as
state agencies are still allowed to disclose
infarmation through their official chan-
nels only.

Without fundamental changes to the
education and legal systems to accom-
modaie the rapidly shifting economies
of the madern world, Thailand 4.0 will
remain a glittering gimmick that will fail
to materialise.

Soonriﬂﬁ Buﬁyéﬁianee is deputy editor,
Bangkok Post.
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to clear trade
by next year

Goal to help prevent
corruption, red tape

KOMSAN TORTERMVASANA - ;-
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The government plans to create a single
online database for importing and export-
ing through a naticnal single window by
2018, part of efforts 1o avoid potential cor-
ruption and bribery in processes where
the state and private sectors meet.

Having a single online database
should allow the private sector reliable
access to greater consolidated informa-
tion resources and facilitate
import and export proce-
dures, said Takorn Tanta-
sith, secretary-general of the
National Broadcasting and
Telecommunications Com-
mission (NBTC}.

The platform can also be
used to prevent potential
corruption risks related to
lobbying or procurement

processes and eliminate red  Takom: Hope to start
operations by 2018

tape raised during face-to-
face consultations.

Initiated by the Finance Ministry, the
national single window platform is meant
to accommodare digital connectivity
among all state agencies. It is tentatively
scheduled to be implemented in 2018.

Mr Takorn said the platform also aims
to promote the development of the coun-
try's digital economy as well as create
better transparency through efficient
management and monitoring of state
digital information.

Last rmonth the Finance Ministry asked
NBTC reptesentatives to join a discus-
sion because the regulator governs the
country’s telecom and broadcasting

industries that import equipment with
massive value every year.

Presently the database systems of state
agencies in Thailand are managed based
on their own platforms, making it incorn-
venient for the private sector in dealing
with them and opening up possible cor-
ruption risks, he said.

For example, the import of some
equipment, especially in the telecom
sector, requires contacting several state
authorities before receiving approval,
leading to possible lobbying and corrup-
ton risks, said Mr Takorn.

Under the national single window con-
cept, he szid the government will create
an integrated information and database
platform from all state agen-
cies related to importing
and exporting such as the
customs, excise and revenue
departments as well as the
Agriculture and Coopera-
tives Ministry.

“The single online data-
base complements the gov-
ernment’s national data
centre,” said Mr Takorn.

The government is on
the verge of establishing a
national data centre as part
of its digital economy development
road map.

The development of a national dara
centre has been divided into three stages:
providing open digital data to the public
through state agency websites; forming
a data analytics centre; and developing
centralised state data centres.

State agencies have 300 combined
data centres with total space of 36,000
square metres.

The government is in the process of
consolidating them to 200 data centres
within five years to better manage the
country’s data systems.
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