Preface
Recommended Tax Optimization Strategy for a Japan Company with a Subsidiary in Thailand

This document outlines a structured tax optimization strategy for an Japan incorporated
company operating through a Subsidiary in Thailand. The strategy leverages four principal
mechanisms, carefully structured in accordance with the Thailand-Japan Double Taxation
Agreement (DTA) to mitigate double taxation risks and optimize cross-border tax exposure:

Dividend Distributions

Royalties and Licensing Arrangements
Shareholder Loan Financing
Management and Service Fee Allocation
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Each lever is analyzed with consideration of withholding tax implications, transfer pricing
requirements, deductibility rules, and treaty relief provisions under the Thailand-Japan DTA.

1. Dividends (The "Exclusion" Advantage)

For Japanese companies, dividends are often the most efficient repatriation tool because
Japan offers a nearly 100% tax exemption on foreign subsidiary dividends.

Thai Withholding Tax (WHT): Under the DTA, the WHT is capped at 10%.
Thai Statutory Reserve: As with all Thai Limited Companies, you must set aside 5% of net
profits into a legal reserve until it reaches 10% of the subsidiary's registered capital.

e Japan Side (95% Exclusion): Under Japan’s Foreign Subsidiary Dividend Exclusion rule,
95% of the dividends received from a foreign subsidiary (where the HQ owns at least 25%
for at least 6 months) are exempt from Japanese corporate tax.

o Result: You only pay Japanese tax on the remaining 5% (which is treated as an
administrative expense). This is far more efficient than the "Tax Credit" systems used
by China or Indonesia.

2. Royalties and License Fees

Japanese companies often provide high-tech "Know-How" or use established Brand
Trademarks.

e DTA Rate: The WHT is capped at 15% for most royalties (including patents and
trademarks).

e The "Tax Sparing" Benefit: This is a rare and powerful feature of the Japan-Thailand DTA.
Japan allows a "Deemed" Foreign Tax Credit. Even if Thailand grants you a tax holiday
(e.g., via BOl incentives) and you pay 0% or a reduced rate in Thailand, Japan may let you
claim a credit as if you had paid the full Thai tax.



Efficiency: Royalties are deductible expenses in Thailand, reducing the 20% Thai CIT.
While the 15% WHT is higher than the 10% dividend WHT, it provides a larger deduction
against Thai profits.

3. Shareholder Loans (Interest)

DTA Rate: WHT on interest is 10% if the lender is a Japanese financial institution (like
MUFG, Mizuho, or SMBC) and 15% for a standard Japanese corporate HQ.

Japan Side: The interest income is taxable in Japan at the standard rate (approx. 30%
combined), but the Thai WHT can be used as a Foreign Tax Credit to offset the Japanese
tax liability.

Thin Capitalization: Japan has a 3:1 debt-to-equity ratio rule. If the loan from the
Japanese HQ to the Thai subsidiary exceeds this, the interest on the "excess" debt may
not be deductible in Japan.

4. Management and Service Fees

Given the close integration of Japanese supply chains, HQ support is common.

WHT Rate: Generally 0% if the services are performed in Japan.

Technical Fee Risk: The Thai Revenue Department (TRD) frequently tries to classify
"Technical Services" provided by Japanese engineers as Royalties (15% WHT).

Strategy: Ensure agreements clearly define the "Business Profit" nature of the service (0%
WHT under Article 7 of the DTA) and avoid any mention of "transfer of know-how" or
"proprietary processes."

Summary Table: Japan-Thailand Repatriation (2026)

Method Thai WHT (DTA) Thai CIT Deductible? Japan Tax Impact

Dividends 10% No 95% Exempt from
Japanese Tax.

Royalties 15% Yes Taxable, but Tax
Sparing may apply.

Interest 10% — 15% Yes Taxable with Foreign
Tax Credit.

Service Fees 0% Yes Taxable in Japan
(Standard CIT).




2026 Strategic Recommendations for Japanese HQs

1. BOl Incentives: Many Japanese manufacturers in Thailand operate under Board of
Investment (BOI) promotion. If your subsidiary has a BOI "Tax Holiday," dividends paid
out of BOI profits are often exempt from Thai WHT (0%) during the incentive period.

2. Anti-Tax Haven (CFC) Rules: Japan’s Controlled Foreign Company (CFC) rules are very
strict. If the Thai subsidiary's effective tax rate falls below 20% (which is easy if you have
BOI incentives or high deductions), Japan may "pull" those profits into the Japanese tax
base immediately unless you can prove the subsidiary has "real substance" (office,
employees, local management).

3. Transfer Pricing: The TRD and Japan’s NTA (National Tax Agency) share data. Ensure your
"Cost-Plus" or "TNMM" margins are consistent across both countries' filings.

Contact us if you would like to discuss further
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The information contained herein is provided for general informational purposes only and does not constitute legal,
tax, accounting, or other professional advice. It is not intended to address the specific circumstances of any
particular individual or entity.While we endeavor to ensure that the information presented is accurate and up to
date as of the date of publication, no representation or warranty (express or implied) is made as to its accuracy,
completeness, or continued validity. Laws, regulations, and administrative practices may change, and their
application may vary based on specific facts and circumstances.Accordingly, no person should act or refrain from
acting based on this information without obtaining appropriate professional advice following a thorough
examination of their particular situation.
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