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@ e impact of new Land and Building Tax Law on Thai property developers

® Under the new Land and Building Tax Law the income-based method previously

used in tax calculation will be replaced by an assessment based on a property’s

appraised value to improve the clarity of future tax calculations. Appraised value of

-
J' '/ 23 ; property deriving from separate standard prices of land and buildings will also help
nghllgh to minimize officers’ discretion in the assessment process, whilst the different land

use purposes will have varying implications on tax treatment for property.

® E|C sees the new Land and Building Tax Law coming into effect on January 1%,
2019 having both negative and positive effects on Thai property developers.
Overall, the new law will likely cause greater disruptions to those are renting

property than those involved in selling property.

The Land and Building Tax Law will introduce two major changes to tax calculations, which
are 1) A shift o a cost approach assessment and 2) Levying tax based on land use. Firstly, tax
calculation using the cost approach under the new law is a transition from the previous income approach1 that
heavily depended on officers’ assessment views. Under the new scheme, tax determination is based on the
appraised value of the property, calculated from the sum of standard land and building prices set by the Treasury
Department. This approach separates the valuation of land and buildings, whereby the price of the latter varies with
the type of construction. The renewal of both land and building costs are adjusted at four year intervals. Secondly,
land use categories will be considered under the new tax module. Previously, tax rates were considered based on
the annually appraised value of the asset. However, under the new tax law the same building may be imposed with
different tax rates depending on the functions it serves. A two-story building used as a store on the ground floor and

as a residential area on its upper level, will be levied with a commercial and residential tax rate per the share of area

' The Household Tax and Land Act B.E. 2475 Section 8 defines “annual value” as the sum of money the property should earn during a 1 year
period. In the case of a leased property, the total rental during one year would be deemed as the annual value. However, whenever the
suitability of the rental rate is justifiably questioned by an official or a rental rate cannot be identified due to the owner occupying the property
or for other reasons, the official shall be empowered to make an assessment on the annual value based on the type of property, size, area,

location and access to public facilities.
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each occupies. Land use purposes are defined into four categories: 1) Agriculture, 2) Residential, 3) Commercial and
industrial, and 4) Un-utilized land (Figure 1). In sum, these adjustments to calculations will help standardize tax
assessment procedures, whilst separate tax treatment for the different land use purposes will enhance the clarity and
fairness of tax measures for both property owners and government. Nevertheless, the transition will impact property
developers differently. The varying effects on developers renting property as opposed to those selling property will be

discussed here.

The developers involved in selling property will likely bear higher tax burdens on property
under construction ond unso|d comp|efed units. The old Local Maintenance Tax Law have levied a low tax
rate based on median prices of land? on property under development or unsold units. The old model would apply a
ceiling tax rate of 70 baht per rai on land valued below 30,000 baht per rai. However, under the new tax law the
same property will be subject to a commercial tax rate of 2% of the asset valuation. This is regardless of whether the
development project is for housing, for which the tax ceiling rate is 0.5%. Nevertheless, while land is under
construction tax rates will be discounted down to 0.05% for the first 3 years (Figure 2), implying that a property on
land valued below 30,000 baht per rai will be levied a tax rate of only 15 baht per rai. Thus, the new tax law will likely
have a small impact on the cost of property development, with the tax reduction period allowing enough time for
project completion. Furthermore, even though details of the appraisal methodology of land under construction have
yet to be released, it is expected that taxes will be levied based on areas with completed construction at the end of

each tax period. Hence, EIC views the overall impact on property under development to be minimal.

Tax on unsold property units, however, will directly raise the cost of projects. A property on sale
that has a land and building valuation below 20 million baht on a plot of land the size of 1 rai valued below 30,000
baht would be imposed a ceiling tax rate of 70 baht under the old tax regime. The new tax law, however, would raise
tax expenses on the same property by 30% . Also, horizontal housing that is equivalent in size will use the same
standard price irrespective of their market value, thus making high-end housing market better off than lower tier
developments in terms of tax benefits. Condominiums on the other hand would suffer more severely from the change
in tax law compared to horizontal houses as the former's tax assessments would be based on market prices. EIC
therefore sees the rising costs of maintaining condominium units before their sale will have a significant effect on
condominium developers. Nevertheless, the property developers still have time to sell off completed units before the
new law comes into effect on January 1%, 2019, whereby the outstanding stock of unsold units in Bangkok and

metropolitan areas totaled 184,000 units at the end of 2016.

The developers renting out property will benefit from a 20% tax reduction. For example, a property
in the Sathorn area that generates 645 million baht in rent revenue annually would be appraised at 1,150 million baht
and levied a commercial tax rate of 1.2 % under the new law, which would mean a 20 % decrease in tax costs
compared to the older tax method. Currently the excess tax cost is already being managed through contractual

agreements by separating lease agreement into two parts; a lease agreement and a service agreement. This will

2 Local maintenance tax rates in accordance with section 7 as attached to the Local Maintenance Tax Act B.E. 2508



SCB
Economic Intelligence Center

allow developers to take advantage of the lower tax rate, whereby the property tax on rent revenue and value added
tax on services are 12.5% and 7%, respectively. As a result of the change from tax assessment based on asset

valuation future developers will no longer need to manage their tax burden via service agreements.

Nevertheless, in cases where leased property has low rental rate but high property valuation,
the cost approach tax assessment will raise tax burdens for leasers. This applies particularly to
business owners or developers that sublet government sector or state owned enterprise land in prime central areas.
The change in assessment method will raise tax burdens for sub-lessors as the property valuation increases to better
reflect land potential. As a result, sub-lessors are likely to pass on their tax burden to tenants by raising rental rate in
order to maintain profit margins. EIC feels that tenants of both residential and commercial properties will likely have
to shoulder higher rental rate that have been raised to compensate for increasing tax burdens under the new tax

scheme, however, most lease agreements specify the party responsible for tax payment.

Additional costs from taxes levied on common areas of leased property is another factor that
Wi” raise rent costs going FOI’WGFCI. The common areas of rented property will add to tax expenses because
their valuation, which were previously excluded from calculations, will be considered under the new law. Since such
costs are likely to be passed on to tenants, it can be expected that rental rate will increase in the future, particularly
those properties currently charging rental rate lower than the value of the property’s potential. However, as
demonstrated by the case of a Sathorn property mentioned earlier, changes to rental rate may be slight as the
overall tax burden to the lessor is likely to fall. Nevertheless, all parties should study the involved details in renting

property carefully before entering into lease contracts in order to avoid unnecessary tax expense going forward.

Implication @ EIC advises property owners fo make improvements to their rental
properﬁes to enable future rental rate increases, especially those that are
charging below the property’s revenue potential and those seeking to raise rental rate to
compensate for tax cost. Renovating rental property will help justify higher rental fees and
deter tenants from moving out. Renters on the other hand, will need to adjust to additional
costs from rising rental rate by reducing work space and occupying only sufficiently

needed areas for operating business.

@ The developers selling property are advised to accelerate sales of
remaining unsold units ahead of the new tax law commencement, especially
in property development projects that have expensive land and building valuations. In
preparation, the developers can retrieve appraised prices of the land and building from the
Treasury Department’s online database to calculations tax in advance and make appropriate
tax plans for future property investments. As the government expects to complete the
expedited appraisal of individual land plots by the end of this year, this would allow time for

the developers to make needed adjustments for the changes ahead.
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Figure 1: Tax rates and annual tax burden under the new Land and Building Tax Act

Ceiling tax rate 0.2%

Assetvalue ~ Taxrate Annualtax burdens

< 50 Mn. baht Exempted -
> 50-100 Mn. baht  0.05%6 25-50 thousand baht
> 100 Mn. baht 0.10% 100 thousand baht

Ceiling tax rate 0.5%
) ) Asset value Taxrate Annual tax burdens Asset value Tax rate Annual tax burdens
Residential < 50 Mn. baht Exempted o g < 5 Mn. baht 0.03% 1.5 thousand baht

> 50-100 Mn. baht ~ 0.05%  25-50 thousand baht > 5-10 Mn. baht 0.05%  2.5-5 thousand baht
> 100 Mn. baht 0.10% 100 thousand baht > 10-20 Mn. baht  0.10% 10 thousand baht

Ceiling tax rate 2.0%

. Annual tax burdens
Commercial and Asset value Tax rate Annual tax burdens Asset value Tax rate
dustrial < 20 Mn. baht 0.3% 60 thousand baht > 100-1000 Mn. baht  0.9% 0.9-9 Mn. baht
Industria > 20-50 Mn.baht  0.5%  100-250 thousand baht > 1000-3000 Mn. baht 1.2% 12-36 Mn. baht
> 50-100 Mn. baht  0.7%  350-700 thousandbaht > 3000 Mn. baht 1.5% 45 Mn. baht

Ceiling tax rate 5.0%

If a land remains un-utilization: tax rate will be increased 0.5% every 3 years

Un-utilized land Year 1-3 2.0% Year 10-12 3.5% Year 19-21 5.0%
Year 4-6 2.5% Year 13-15 4.0%
Year 7-9 3.0% Year 16-18 4.5%

Source: EIC analysis based on data from the Ministry of Finance (last updated March 21, 2017)

Figure 2: Example of tax exemptions and reductions related to the new Land and Building Tax Act

h « Public property, not-for-profit assets (e.g. religious organizations,

Property with tax LTS

p - + Intergovernmental organization (e.g. United Nations), embassies
exemption and consulates

(Under the new Land and Building Tax Act) + Common areas of housing or condominium development

+ Main residence with value lower than 50 million baht

+ Eligible for up to 90% reduction:

v'Main residence that was acquired through inheritance prior to the
enforcement of the new Land and Building Tax Act

v'Public service-related businesses (e.g. hospitals, schools)

Tax reductions » Eligible for tax rate reduction:
; v 0% for 1 year for empty land being developed into private house
(Under the Royal Decree) (non-commercial)

v 0.05% for 3 years for assets being developed into housing
project (commercial)

v'0.05% for 5 years for non-performing assets belonging to
financial institutions

» Local land tax committee/Bangkok Governor, and
Minister of the Interior can issue exemptions or

Tax exemptions or

reductions reduction to:
v Areas effected by disasters

v Asset that have been destroyed or damaged by natural disasters

(Authorized by Local Administration)

Source: EIC analysis based on data from the Ministry of Finance (last updated March 21%, 2017)
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