Bank of Thailand relaxes 30% reserve requirements
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Background

In December 2006, the Bank of Thailand announced capital reserve rules concerning certain inbound capital payments. If the transaction was subject to the rule, then the payment was subject to a set aside of 30% of the total amount paid. The amount retained would be released to the payee after 12 months without interest. If its release was desired within one year, then a 10% remittance tax (i.e. 10% of the inbound payment) would be deducted. Since the rule was announced, it has been relaxed in many circumstances, including for example where the amount was for payment of shares traded on the Thai stock market or MAI (the secondary market), and where the payment was a loan or for investment in fixed income securities and mutual fund units, in cases where it was fully hedged. Note also that the rules only apply to payment of forex, not to inbound payments of Baht, including where foreign currency has been used to purchase Baht offshore.     

On 17 December 2007, BOT announced further relaxation of the rules:

1.    Inbound payments that are foreign currency borrowed by Thai companies, or for non-resident investment in property funds are permitted as follows: 

· Foreign currency borrowings, in an amount not exceeding US$1 million, with a repayment period of at least 1 year, by Thai juristic persons are exempted from both the URR and the fully hedged requirement. 
· Thai companies wishing to borrow in foreign currency and having future foreign currency proceeds from international trade or services covering the repayment of that borrowing, can request exemption from the retention rule and the full hedging requirement. 
· Payment for new units of existing property funds by unit holders, whose names appear on the unit holder registration as of the book closing date, are exempt from the retention rule and the full hedging requirement. 
2.    The maximum limit on Thai residents' foreign currency deposits, and the amount that Thai residents may deposit in foreign currencies originated abroad without evidence of future foreign exchange obligations are increased as follows: 
· Foreign currency account with funds originating from abroad: no limit on the outstanding balance, and no requirement to prove future foreign exchange obligations;
· Foreign currency account with funds originating from domestic sources: 
- For deposits without future foreign exchange obligations, the total outstanding balances are limited to US$100,000 for an individual or US$300,000 for a juristic person;

           - For deposits with future foreign exchange obligations, the total outstanding balances are limited to US$1 million for an individual and US$100 million for a juristic person. Should Thai residents wish to deposit in excess of the specified balance, only such amount that does not exceed the foreign exchange obligations within the next 12 months can be deposited. 

3.    Increase of the limit and widening of the scope for investment and lending abroad for Thai companies, including subsidiaries and affiliated companies abroad with no direct shareholding but with the same parent company, as follows: 
· A parent company in Thailand can transfer funds for direct investment in, or lending to, subsidiary and affiliated companies abroad, in an aggregate amount not exceeding US$100 million per year; 
· A subsidiary company in Thailand can transfer funds for the purpose of direct investment in, or lending to, a parent company abroad, or subsidiary and affiliated companies of the parent company abroad, in an aggregate amount not exceeding US$100 million per year, 
· Companies listed with the Thailand SET can transfer funds for investment in the two cases above without limit, and can lend in each case, up to US$100 million per year. 
4.    Increasing the limit for purchase of property abroad from US$1 million to US$5 million. 
The relaxation of the reserve requirements took effect on 18 December 2007. The relaxation of regulations on the deposit and transfer of foreign currency according will take effect on the issue of Ministerial Regulations. 

Comment

These rules are intended to help Thai companies in their trading activities against a background of a falling US Dollar and a rising Baht. 
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Bank of Thailand relaxes currency exchange rules
by

Stephen Frost, Bangkok International Associates

In July 2007, the Bank of Thailand issued liberalization of the foreign exchange rules. The new rules can be summarized as follows.
1.    Companies listed on the Thailand SET may purchase foreign currency to invest abroad in an amount up to US$100 million per year. Such companies must have positive shareholder equity as shown in their latest financial statement, and are not listed as companies under rehabilitation.
2.    Thai resident individuals and companies may deposit foreign exchange with financial institutions in Thailand as follows. 

2.1 Recipients of payment of funds from overseas, regardless of the source, may deposit foreign currency with financial institutions in Thailand subject to the following conditions: 

· Where the amount relates to future foreign exchange obligations, the total outstanding balance for all foreign currency accounts can be sufficient to cover obligations within the next 12 months, but not exceeding US$1 million for an individual or US$100 million for a company. 

· Where the amount is not related to future foreign exchange obligations, the total outstanding balance for all foreign currency accounts is US$100,000 for an individual or US$5 million for a juristic person. 

2.2   Residents with foreign currency originating within Thailand, obtained by converting Baht into foreign currency or by borrowing foreign currency from financial institutions in Thailand, can deposit such foreign currency with financial institutions in Thailand subject to the following requirements: 

· Where the foreign currency relates to future foreign exchange obligations, the total outstanding balance can be sufficient to cover obligations within the next 12 months, but not exceeding US$500,000 for an individual or US$50 million for a company. 

· Where the foreign currency does not relate to future foreign exchange obligations, the total outstanding balance may be US$50,000 for an individual, or US$200,000 for a company.
3.    The ceiling on amounts remitted by Thai residents for various purposes is also increased. The limit on payment for each purpose, e.g. payment to relatives permanently resident abroad, donations for public purposes, and payments for purchase of property overseas, is increased to US$1 million per year. 
4.    The time requirement for Thai residents to repatriate foreign currency amounts received abroad is extended from 120 days to 360 days. Further extension is possible only with permission of the BOT. 

5.    The requirement for Thai residents with foreign exchange receipts from abroad to sell or deposit such receipts within 15 days is abolished. 

6.    Rules relating to foreign portfolio investment by institutional investors are relaxed to allow institutional investors to invest in deposits with financial institutions abroad without approval of BOT. The amount deposited will count as part of the total amount allowed for investment abroad under foreign exchange regulations. 

Comment

These rules are intended to help Thai companies investing or doing business overseas and to relax the requirements that apply to Thai residents receiving foreign currency in particular circumstances.  
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