ndividual taxpayers can deduct the
interest paid on their mortgages during
agiven taxyear from their taxable
"income. :
From the 2008 tax year onwards, the
maximum mortgage interest allowance
hias been increased to 100,000 baht from
50,000 baht.

The current global economic crisis
hashad a considerable effecton
Thailand’s real estate market, and house
purchasing demandhas decreased
accordingly. The stagnant housing
market will have animpact on many
businesses, especially real estate
developers, financial institutions,
construction companies, and

_construction material suppliers.

To address thisissue, on Jan 20, 2009,
thecahinet passed a resolution that
provides tax measures intended to
stimulate the Thai economy. One
meastireis a personal income tax
deduction on mortgage [oan principal
payments of up to 300,000 baht. The
cabinetresolution is not yetlaw, butis
expected to be announced in the
Government Gazettein the near future.

Current rules allow only interest
payments ofup to 100,000 baht per year
to be deducted from personatincome
tax. Although existing homeowners will
still be eligible for this mortgage interest
deduction, the new property tax incentive
willbea one-time deductiononly
applying to homebuyers who make
purchases in the 2009 tax year.

As Thaiindividual income tax is
imposed atthe progressiverate of 5-37%
on net assessable income (which is
arrived at by deducting allapplicable -
expenses and allowances from gross
income earned in a given tax year}, with
atax exemption far the first 150,000
bahtof netassessable income, the
henefits of the new property tax incentive
will depend on the taxpayers income.

Taxpayers earningless than 20,000
baht a month will not obtain any benefit
from the new property tax incentive as
thereisnoremaining taxable income
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afterdeduction of expenses and other
allowances. On the other hand, taxpayers
who earn more than 20,000 baht per
month will benefit from the new property
tax incentive if they have personalincome
tax liabilities before deduction of
mortgage loan principal payments for
property purchased in 2009.

However, it would appearon the
surface that the new property tax measure
may only provide an incentive to
homebuyers who have already decided
topurchase a housein 2009. The new
propertytaxincentive may notattract
additional homebuyers as the deduction
of mortgageloan principal payments
will only apply to the 2009 tax year, but
the responsibility to pay for principal
paymentswilllast the entirelife of the
mortgage loan. So it may not be enough
to change the minds of those without
planstobuyahousein 2009.

Asthe deduction of mortgage loan
principal payments under the new
property taxincentive appliesonlyto
buyers in 2009, this maylead to
speculation as to whether such new
property tax incentive can help spur the
real estate marketin the long run.

Intheshortrun, however, it will at
least encourage sorme buyers, particularly
thosein the middle and upperclass,
who can enjoy tax savings and who want
to investinreal estate.

By Nuanvirat Kraubua, Attorney-at-Law;
Rattana Thamarasri, Consultant; and
Pongphan Narasin, Consultant, Corporate
and Commercial Department, Tilleke &
Gibbins Infernational Ltd. Please send
comments to Marilyn Tinnakul at
marilyn.t@tillekeandgibbins.com.
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