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ately or grossly negligent.

Although Lorenz & Partners always pays great attention on updating information provided in newsletters and
brochures we cannot take responsibility for the completeness, correctness or quality of the information provid-
ed. None of the information contained in this newsletter is meant to replace a personal consultation with a qual-
ified lawyer. Liability claims regarding damage caused by the use or disuse of any information provided, includ-
ing any kind of information which is incomplete or incorrect, will therefore be rejected, if not generated deliber-

I. Introduction

The promotion discussed in this newsletter
was developed from privileges for Regional
Operating Headquarters (“ROH”) which
the Thai Government issued on 16 August
2002. The ROH scheme, however, has nev-
er been popular amongst investors because
the regulations and requirements were diffi-
cult to understand and the promoted busi-
ness activities were limited.

Therefore, the Thai Cabinet approved a new
investment promotion scheme for Interna-
tional Headquarters (“IHQ”) on
23 December 2014 which was formally an-
nounced by Royal Decrees No. 586 dated
28 April 2015 and came into effect on
01 May 2015.

Companies doing business in Thailand can
either register for ROH or for IHQ status.

I1. Definitions

An ROH can ecither be an independent
company established under Thai law or an
organisational unit of such a company. The
business of an ROH is limited to the provi-
sion of services to their respective associated

enterprises or branches in Thailand or

abroad.

An IHQ is a company registered in Thai-
land providing management, technical, fi-
nancial or support services to its associated
enterprises or branches in Thailand or
abroad (“affiliates”), or international trade
centres and therefore are permitted to oper-
ate as THQ.

An “associated enterprise” is defined as
follows:'

1) A company that directly or indirectly
holds at least 25% of the IHQ’s total
issued shares;

2) A company in which the IHQ directly
or indirectly holds at least 25% of the
total issued shares;

3) A company that directly or indirectly
holds at least 25% of the total issued
shares of a company under 1);

4) A company that has the power to con-
trol or supervise the operation and
management of the IHQ);

5) A company in which the IHQ has the
power to control or supervise the op-
eration and management; or

6) A company that has the power to con-
trol or supervise the operation and
management of a company under 4).

III. Qualifying Criteria

In order to qualify for tax privileges, an IHQ
must fulfil the following criteria:

» Registered and fully paid-up capital of
at least THB 10 million; and

» Annual expenses in Thailand of at
least THB 15 million; and

» Provision of services to at least one
associated enterprise outside of Thai-
land.

Services that an IHQ provides to its affili-
ates that qualify for tax privileges are mana-
gerial financial and technical services, as well

1 Section 3 of the Royal Decree No. 586 B.E. 2558.
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as supporting services. Such services include
e.g.

> Organizational —administration and
management and business planning;

» Sourcing of goods;

» Research and development;

» Technical support;

» Marketing and sales promotion;

» Human resources and training man-
agement;

» Business advisory setvices, e.g. finan-
cial management, marketing, account-
ing system etc.;

» Economic and investment analysis
and research;

» Credit management and control;
» Treasury centre;

» Any other activity stipulated by the
Director-General of the Revenue De-
partment.

If an THQ fails to fulfil any of the criteria, it
will be disqualified from tax incentives for
the relevant accounting year only (unlike an
ROH which would be considered disquali-
fied from the beginning and liable for all
taxes and surcharges retroactively).

IV. Tax Privileges

An THQ that meets the aforementioned cri-
teria will be granted the following tax privi-
leges for up to 15 years:*

» Exemption from corporate income
tax (“CIT”) on:

o profit derived from procurement
and sales of goods outside of Thai-
land (“out-out”);

2 Please also see the overview in Annex II.

o profit derived from services pro-
vided to affiliates abroad (“in-
out”);

o income from dividends and royal-
ties derived from affiliates abroad;

o capital gains derived from transfers
of shares in affiliates abroad (if capi-
tal gains are calculated as prescribed by
the Revenne Department).

» Reduced CIT of 10% on:

o profit derived from services pro-
vided to Thai affiliates (“in-in”);

o royalty income derived from affili-
ates in Thailand.

» Exemption from withholding tax for
payments to companies established
abroad and not doing business in
Thailand on:

o Dividends paid to the IHQ’s cor-
porate shareholders abroad (provided
such dividends are paid out of the IHQ’s
net profits or income that is exempt from
CIT);

o Interest paid to companies abroad
(provided such interest is paid on loans
that are taken out by the IHQ for the
purpose of providing loans to affiliates in
Thailand or abroad).

» Exemption from specific business tax’
on interest income derived from loans
to affiliates in Thailand or abroad for
its financial management.

» Reduced personal income tax (“PIT”)
of 15% flat for expatriates who work
for the IHQ), receive a minimum salary
of THB 2.4 million per year and reside
in Thailand for at least 180 days in
each tax year. This tax privilege is ap-

3 A specific business tax in the amount of 3.3% is appli-
cable to any interest derived from a loan extended by
one Thai company to another company.
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plicable in the years when the IHQ re-
ceives tax benefits.

When calculating the CIT, the IHQ has to
separate non-qualified income from quali-
fied income and its related expenses. If the
expenses cannot be separated, the IHQ
must apportion non-qualified and qualified
expenses by the ratio of the received in-
come. However, if such method of appor-
tion does not reflect the reality of business,
the IHQ may request approval of the Direc-
tor-General of the Revenue Department to
use other, more accurate and realistic ways
of calculation.

V. Approval Process

In order to obtain the benefits mentioned
above, an approval needs to be obtained
from the Director-General of the Revenue
Department.

Existing ROH companies can file an appli-
cation to register as IHQ and can terminate
their ROH registration without having their
ROH tax privileges suspended retroactively.

VI. BOI Promotion

Apart from the above privileges, the BOI
grants additional tax and non-tax benefits such
as:

» 100% foreign ownership;
» Land ownership;

» Exemption of import duty on ma-
chinery (only on machinery for R&D
and training activities); and

> Eased requirements for hiring of ex-
patriates.

VII. Conclusion

Thailand is competing with neighboring
countries for foreign investors who are seek-
ing to establish their trading hub in South-
east Asia. Hong Kong and other tax havens
use the so-called “Territorial Tax System”
which levies CIT only on income sourced
within the country. Thailand, on the other
hand, uses the so-called “Residential Tax
System” which means that companies that
are registered in Thailand have to pay CIT
on their worldwide profits. By granting tax
incentives to IHQs - and thereby de facto
granting an exemption from the Residential
Tax System - Thailand is trying to attract
more foreign investment. The straightfor-
ward provisions (compared to the relatively com-
Pplicated restrictions and requirements under ROH
scheme) are expected to attract more foreign
investors who may consider Thailand as an
attractive country to set up their internation-
al operations hub.

We hope that the information provided in this newsletter was helpful for you.
If you have any further questions please do not hesitate to contact us.

LORENZ & PARTNERS Co., Ltd.
27" Floor Bangkok City Tower
179 South Sathorn Road, Bangkok 10120, Thailand
Tel.: +66 (0) 2-287 1882
E-Mail: info@lotrenz-partners.com
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Annex I: ROH vs. IHQ

Requirements ROH THQ
Period for CIT reduction Unlimited 15 years
Minimum income ratio for CIT | 33% of total income must be de- None.

reduction

rived from services to affiliates in
other countries or from royalties
for R&D cartied out in Thailand
in the first 3 years;
50% after the 3% year

(But CIT reduction only on in-
come derived from services to af-
filiates in other countries or from

royalties for R&D carried out in
Thailand)

Company must be registered in
Thailand

Yes

Yes

Minimum registered and paid-
up capital

THB 10 million

THB 10 million

Minimum number of foreign
countries to which services
must be provided

Application process

Notification to Revenue Depart-
ment is sufficient.

Approval from Revenue Depart-
ment is required.

Minimum annual expenditure in

Thailand

None

THB 15 million operating ex-

penses

Accelerated Depreciation of 25% upon acquisition; residual
permanent buildings value can be depreciated within None

20 years
Staff education requirements None None
Staff remuneration require- None None
ments
Period for PIT reduction for

4 years 15 years

expatriates

Minimum income ratio of the
ROH/IHQ company for PIT
reduction

50% of total ROH income must
be derived from services to affili-
ates in other countties or from

royalties for R&D carried out in
Thailand

None. However, any expat must
stay in Thailand at least 180 days
and have an annual income of at
least THB 2,4 million (or THB
200,000 per month if staying less
than 1 year)

Incentives can be revoked

for ALL previous accounting

only for the relevant account-

retroactively periods ing period
Annex IT: THQ Tax Incentives Overview
out-out in-in in-out

Sales and procurement ser-

vices income from goods de-
livered outside Thailand

Administrative, technical and
supportt services; royalties
(from affiliates in Thailand)

Administrative, technical and

support services; royalties; div-

idends; capital gains (from af-
filiates abroad)

0% CIT 10% CIT 0% CIT
0% Specitic Business Tax
15% flat PIT
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