Basic Tax Concepts

Worldwide tax system

Under the worldwide tax system, a country would tax its residents on all their income
arising anywhere in the world. Countries such as the United States of America (USA)
extend the worldwide system even to their citizens who are not tax residents.

Pure territorial tax system

Under a pure territorial tax system, a jurisdiction (such as Hong Kong) would tax
only income soutced within that jurisdiction.

Territorial tax system

Some countries, such as Singapore, tax foreign-sourced income only if it is received in
the country.

Under Singapore’s charging provision, s 10 of the Income Tax Act (Cap 134, 2014 Rev

Ed) (the “Act”), unless an exemption applies, tax is imposed on the income of any
person:

® accruing in or derived from Singapore, or
® received in Singapore from outside Singapore.

Such a tax system is sometimes described as “territorial” (as it taxes also remittances
of income), to distinguish it from the “pure territorial” system.

92-200 Tax entities

Under the Act, the term “person” includes a company and a body of persons (s 2). A
“body of persons” means;

“any body politic, corporate or collegiate, any corporation sole and auy
fraternity, fellowship or society of persons whether corporate or not corporate
but does not include a company or a partnership” (s 2).

The following tax entities are subject to tax on their income falling withiv: s 1O(1):
an individual
a Hindu joint family (up to the year of assessment (YA) 2012 only)

a company incorporated or registered in Singapore or elsewhere

®

@

@

® 2 crustee
® an executor

® aclub

® an association, and
@

a regiscered business trust (taxation is in the name of the trustee-manager).
Partnerships

A partnership is specifically excluded from the definition of a “body of persons™ in s
2(1) and is therefore not a tax entity. Partners are taxed, either in their own capacity

as individuals or as corporate partners, on their respective shares of the partnership
income.
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sole proprietors

Similarly, sole proptietor is taxed in his own personal capacity on the profits from
1ol L]

the business.
Limited liability partnerships

A limited liability partnecship (LLP) is legally a body corporate but is treated. as a
cenership for income tax purposes. This means thac each partner of an LLP will be
pik s i
Ehargeable with tax on his share of the income from the LLP.

92-300 Income — Statutory, assessable and chargeable

The word “income” is not defined in the Act. The charging s 10, examined in
Chapter 3 (ac 93-100fE), categorises income into six different heads of charge, namely:

® income from trade, business, profession (TBP) or vocation
employrnenc income

dividenas, interest or discounts

setision, charge or annuiry

rents, royalties, premiums and any other profits arising from property, and
55 |

any other gains or profits of an income nature not falling wichin any of the
above heads of charge.

Deductions against income

A person is allowed to deduct qualifying expenses incurred il.'l the production of the
income. Where a person carries on a TBP, he can claim cap_xtal allowances (CA) on
capital expenditure incurred on the provision of plant or machm?ry for th.e purposes of
that TRP. Various conditions apply. Deductions and CA are discussed in Chapter 7
(at §7-100ff) and Chapter 8 (at q8-100ff) respectively.

Income tax is imposed at applicable tax rates (see §2-700) on the chargeable income of

a person.

Statutory income

The statutory income of a person for any YA is the aggregate of his income from
each source for the year preceding the YA. Statutory income, which includes foreign
income received in Singapore but excludes exempt income, is arrived at after

deducting:
® cxpenses allowable against each source of income, and
® applicable CA.

Assessable income

Assessable income (s 37(1)) is the remainder of statutory income after deducting:
® any loss incurred in any TBP or vocation, and

® approved donations.
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Chargeable income

A person’s chargeable income for any YA is defined as the remainder of his
assessable income after reliefs and deductions allowed in Pt X of the Act (s 38). As
these reliefs and deductions (see Chapter 12 ac §12-100ff) are available only to
individuals resident in Singapore, the chargeable income of a company would,
technically, equal its assessable income.

92-410 Basis of assessment

Year of assessment

The sratutory tax year for which income tax is calculated and charged is known as the
YA. Each YA begins on 1 January and ends on 31 December.

Example 1
Year of assessment 2018 refers to the period 1 January 2018 to 31 December 2018.

Basis period

On the other hand, the “basis period” for a YA means “the period on the profits of
which tax for that year falls to be assessed™ (s 2(1)).

Preceding year basis

Singapore adopts the preceding year busis of taxation for all sources of income (s 35(1)).

Example 2

The income to be brought to tax for YA 2078 is therefore the income accruing in or derived
from Singapore or received in Singapore from outside Singapore for the basis period 1 January
2017 to 31 December 2017.

Preceding calendar year basis

The preceding calendar year basis is applied for all income derived by an
individual, including income from a TBP or vocation in respect oS ‘which the
individual’s accounts are made up to 31 December.

Preceding accounting year basis

The preceding accounting year basis of taxation applies, however, to any source of
TBP or vocation in respect of which the individual’s accounrs are made up to a dace
other cthan 31 December.

Example 3

Mr Ho derived total income of $54,000 from employment and rental for the period 1 January
2017 to 31 December 2017.

The income of $54,000 ("'statutory income”) is derived during the year 2017 and will therefore
be assessable for YA 2018.

The following paragraphs explain how the accounting year basis is applied.

A person whose accounts are made up to a dace other than 31 December is required to
adopt the preceding accounting year as the basis period.
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Example 4
The profits of the accounting year ended 30 November 2017 are taxed for YA 2018,

Where the accounting year basis is to be adopted in determining a person’s statutory
income, the following rules apply with effect from YA 2009 (s 35(4)):

® For individuals, the accounting year basis shall apply only to the statutory

income from any TBP or vocation carried out in sole proprietorships or in

partnerships.

Example 5
Mr Wong is the sole proprietor of an electronics retail business and he owns two residential
properties that are rented out. The financial year-end of his business is 31 January.

His statutory income for YA 2018 will comprise:
— taxable income from his retail business for the year ended 31 January 2017, and

— >t vantal income for the year 1 January 2017 to 31 December 2017,

® [or companies and bodies of persons (eg clubs, charities, associations, etc), the
4ccounting year basis shall apply to the statutory income of that person from
all sources.

Example 6
Twinkle-Bright Pte Ltd prepares its annual accounts from 1 April to 31 March each year.

The basis period for YA 2018 will be the 12-month period from 1 April 2016 to 31 March 2017.
Trade income and non-trade income earned during this period will be regarded as income
assessable for YA 2018.

92-500 Change of accounting date

A person can change the accounting date of his existing TBP if he so desires. No prior
approval is required from the Comptroller of Income Tax (the “Comptroller”). The
change may be a result of:

® are-organisation

® the acquisition of another company that has a different accounting date
® 2 management decision, or

® any ocher commercial reason.

In some cases, the change may be motivated for tax reasons, ie in an attempt to obrain
a tax advantage. For example, in order to qualify for the loss-transfer system of group
relief, companies are, as a condition, required to adopt the same accounting date (see
Chapter 9 at 9-100ff).

Comptroller's power to compute statutory income upon change in
accounting date

Where there is a change of accounting date, the Comptroller has discretionary powers
to compute the income of the related YAs as he thinks fic (s 35(G)).
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The Comprtroller’s discretion to compute the statutoty income is confined to chree
YAS:

® the YA in which the taxpayer fails to make up its accounts to the usual
accounting dare (the so-called “failure year”), and

® the following two YAs.

Examples 7 and 8 explain how the Comptroller would generally exercise his discretion
in a scenario where a post-1968 TBP adopts a change of accounting dare (different
considerations govern a pre-1969 trade because the preceding year basis of assessment
took effect only from 1969). Note that there is no “fall out” or double taxation of
profits as the total profits made over the period of change would be equal to the total
profits brought to charge.

Example 7

Lowkey Ltd commenced trading on 1 January 2000 and makes up its accounts to 30
September. In 2077, it changed its accounting date to 31 December and prepared the
15-month accounts from 1 October 2076 to 31 December 2017.

Note that the failure year is YA 2017, the year Lowkey fails to make its accounts to its usual
date, ie 30 September 2017. The Comptroller has the discretion to determine the basis period
and the statutory income for the failure year, ie YA 2017, and the following two YAs, ie YA
2018 and YA 2019,

The basis periods for the relevant YAs could be determined under two alternatives:

Alternative 1

Alternative 2
Basis period

Basis period

2017 1 October 2015 to 1 October 2015 to
(failure year) 30 September 2016 30 September 2016
(12 months) (12 months)

2018 T October 2016 to
31 December 2017

(15 months)
2019 1 January 2018 to

31 December 2018
(12 months)

1 October 2016 ta
30 September 2017
(12 monthis!

1 Octobir 2017 to
31 Decaniber 2018
(15 mionths)

In this example, the Comptroller would need to exercise his discretion to determine the basis
periods for YA 2018 and YA 2019. Observe that the profits for the three-month period 1
October 2017 to 31 December 2017 could be assessed in either YA 2018 or YA 2019. If the
Comptroller is satisfied that the change was not tax-motivated, he may adopt Alternative 1 in
determining the basis periods for YA 2018 and YA 2019, However, if he is of the opinion that
the change was made to obtain a tax advantage (eg if the tax rate for YA 2019 is higher than
that for YA 2018), he has the power to adopt Alternative 2.

Example 8

Hifi Ltd commenced business on 1 April 2000 and prepares accounts to 31 December. In 2017,
the company decided to change its accounting date from 31 December to 31 July and prepared
its seven-month accounts to 31 July 2017,
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The basis periods for the following YAs could be determined under two alternatives:

Alternative 2
Basis period
1 January 2016 to

31 December 2016
(12 months)

Alternative 1
YA Basis period
2017 1 January 2016 to

(failure year) 31 December 2016
(12 months)

2018 1 January 2017 to 1 January 2017 to
31 July 2017 31 December 2017
(7 months) (12 months)

2019 T August 2017 to 1 January 2018 to
31 July 2018 31 July 2018
(12 months) (7 months)

The Comptroller may adopt Alternative 1 in determining the basis periad_s for YA 2018 an.d .YA
2019 if he is satisfied that the change was not tax-motivated. However, if he is of the opinion
that the change was made to obtain a tax advantage (eg if the tax rate for YA 2019 is lower
than that for YA 2018), he has the power to adopt Alternative 2.

RESIDENCE
92600 Residence

A werson can be resident or non-resident for tax purposes. The definition of “resident
inlSingapore” for individuals, companies and body of persons is giw.:n i.n s 2. The
residency status of a person for each YA may have an impact on its income tax
liability and obligations. The tax treatment may differ depending on the residency
status, eg:

® applicable tax rates

® the exemption of income, and

® the availability of personal reliefs and foreign tax credits.
These are further discussed in Chapter 12 (at 12-100ff) on Taxation of Resident
Individuals and Chapter 13 (at 13-1001f) on Taxation of Non-residents.

92-610 Residence of an individual

“Residence” can have a different meaning depending on the context in which it is
used. In relation to an individual, residence is usually taken to mean the place where
he normally lives and sleeps, where he carries on business or employment and where
he is to be found daily. Residence for tax putposes, however, does not solely depend
on where one is born, where one is domiciled, what one’s nationality is or the place
one calls home.

For income tax purposes, the notion of residence differs from that for other purposes.
For instance, an individual may be a permanent resident of Singapore under the
immigration rules, but he may or may not be a tax resident in Singapore.

Definition of “resident in Singapore”
Under s 2(1) of the Act, “resident in Singapore”—
“(a) in relation to an individual, means a person who, in the year preceding the

year of assessment, resides in Singapore except for such temporary absences
therefrom as may be reasonable and not inconsistent with a claim by such
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person to be resident in Singapore, and includes a person who is physically
present or who exercises an employment (other than as a director of a company)
in Singapore for 183 days or more during the year preceding the year of
assessment.”

When determining the residency status of an individual for any YA, one must look at

his personal circumstances in the year preceding the YA. There is no statutory

provision in Singapore for treating an individual as a tax resident for part of a year and

a non-resident for the remaining part of a year. This means that an individual will

either be resident or non-resident for the whole YA.

From the definition of “resident in Singapore”, the first test is qualitative.

An individual is resident in Singapore for a YA if, in the year preceding the YA, he

resides in Singapore except for such temporary absences from Singapore as may be

reasonable and not inconsistent with his claim to be resident in Singapore.

The second test, which is an alternative test for residence, is a quantitative one that

consists of two “sub-tests”:

(i) the duration of physical presence (ie stay) in Singapore is 2 183 days in the
calendar year preceding the YA concerned, and
(i) the duration of employment (but not as a company director) exercised in

Singapore is 2 183 days in the calendar year preceding the YA concerned.
The duration of employment includes weekends, public holidays and any
absences from Singapore that are temporary (eg overseas vacation leave) or
incidental to the employment (eg business trips) (source: Inland Revenue
Authority of Singapore’s (IRAS’) website at www.iras.gov.sg).

If either of these sub-tests is satisfied, the individual will be resident for that YA.

Qualitative test

The meaning of the terms “resides” and “temporary absences” found i the
qualitative test are now examined.

“resides”

The term “resides” is not statutorily defined. The ordinary meanizg o “reside”, as
defined in the Oxford English Dictionary, is:

“to dwell permanently or for a considerable time, to have one’s sectled or usual
abode, to live in or at a particular place”.

This definition was quoted with approval by Viscount Caee in Levene v IRC (1928) 13
TC 486.

Determining the residency status of an individual is essentially a question of fact. The
following factors are relevant:

® whether the individual has family ties in Singapore

® whether the individual has accommodation available to him in Singapore
® whether the individual is in Singapore or abroad for a temporary purpose
@

whether the individual has set up a permanent home in Singapore or abroad,
and

® che frequency, regularity and duration of visits to Singapore and the purpose of
such visits.

12-610
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“temporary absences”’
An individual can qualify as resident in Singapore even though he may be away from
Singapore during the whole year, part of the year, or even a few years. This is provided
that the individual’'s absences from Singapore:

@ are considered as “temporary”, and

@ are reasonable and not inconsistent with the claim that he is resident in

Singapore.

Absence from Singapore generally should not be with a view or intent to establish a
residence abroad.

Example 9
If an employee went to New York on a permanent transfer and took up a permanent position
there, the employee’s absences from Singapore would not satisfy the proviso above.

The cerm “temporary absences” does not necessarily mean a shorter duration abroad as
compared to fewresence of the individual in Singapore. Whether an absence for an
extended period may be regarded as “temporary” would depend on the:

® purpose behind the absence (Re Young 1 TC 57)

@ duration of the absence. In Federa! Commissioner of Taxation v Applegate 79 ATC
4307, the Court considered that it is a marter of degree and suggested that an
absence over a period of 10 years could not reasonably be regarded as a
temporary absence.

In Rogers v IRC (1879) 1 TC 225, a seaman working abroad over the entire duration of

a tax year, but whose family remained in the United Kingdom (UK}, was taxed on a

resident basis. The Court said:
“ ... The circumsrance that Captain Rogers has been absent from the country
during the whole year to which the assessment applies does not seem to me to
be a specialty of the least consequence. That is a mere accident. He is not a bit
the less a resident in Great Britain because the exigencies of his business have
happened to carry him away for a somewhat longer time than usual during chis
particular voyage.”

Example 10

Ronald Lee, a Singaporean who has lived and worked in Singapore all his life, was seconded to
his company's head office in New York for the period 1 June 2017 to 30 November 2018,
During that 30-month period, Lee returned to Singapore twice for holidays, each time for five
days.

Under the qualitative test, Lee will be resident in Singapore for YA 2018 to YA 2020 (inclusive).

Quantitative test
The quantitative test is an alternative test of residence for individuals who do nor
qualify as resident under the qualitative test. Under the quantitative cest, an
individual:
® who is physically present in Singapore, or
® who exercises employment in Singapore (other than as a director of a company)
for 183 days or more in the calendar year preceding the YA in Singapore

is treated as resident for tax purposes.
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In calculating the 183-day limit:
® che 183 days need not be continuous, and

® presence in Singapore for any part of a day is counted as presence for one whole
day (s 2(2)).

Example 11

(a) Professor Black is English and lives with her family in London and works at the University
of London. She came to Singapore on 15 January 2018 as a visiting professor of a local
university for a term of three months.

Professor Black will be regarded as not resident in Singapore for YA 2019.

(b) In January 2018, john, an American, came to Singapore on a temporary assignment to
work as a marketing executive of the Singapore branch of his US employer. The project
is for a term of nine months.

As John will be employed/present in Singapore for more than 183 days in 2018, he will
be regarded as resident in Singapore for YA 2019.

(c) A foreigner who is in Singapore from 1 August 2018 to 20 June 2019 would not be
treated as resident in Singapore for YA 2019 or YA 2020 as his stay in Singapore is less
than 183 days in 2018 and in 2019 respectively.

(d) By contrast, a foreigner who is in Singapore from 1 January 2018 to 20 November 2018
would be treated as resident in Singapore for YA 2019 as his stay in Singapore exceeds
183 days in 2018.

It is therefore possible that two foreigners working in Singapore for the same period of
time may have different residency stacus and consequently different tax liabilities in
Singapore merely because they commenced their employment on different dates.

To remove/reduce any potential inequity, the IRAS implemented the following two-
year and three-year administrative concessions for foreigners working in Singavore.

Administrative concession for foreigners working in Singapore

The two-year concession applies to an individual who enters Singapore on or after 1
January 2007 and whose continuous stay (including work) in Singapore is at least 183
days scraddling two calendar years. In such a sicuation, the individual will be regarded
as resident for both YAs. This concession is an enhancement of the three-year
concession.

Under the three-year concession which applies to individuals enrering Singapore
before or from 1 January 2007, a foreigner who stays or works in Singapore
continuously for three consecutive years would be treated as a resident for all che three
YAs even if the number of days in Singapore is less than 183 days in the first and/or
third year.

Example 12

If the individual's employment in Singapore spans from 15 August 2017 to 31 March 2019, he
would have been regarded as resident in Singapore from YA 2018 to YA 2020 as a concession.
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Example 13

(a) Charles, a foreigner, arrived in Singapore on 14 August 2017 and commenced
employment on 15 August 2017. He ceased employment in Singapore on 15 September
2018.
Under the two-year concession, he will be regarded as resident for both YA 2018 and YA
2019.
(If the quantitative test in s 2(1) is strictly followed, he would have been assessed as
non-resident for YA 2018 and resident for YA 2019.)

(b) David, a foreigner, came to Singapore on 1 August 2017 and commenced employment
with a local information technology company on the same day. He completed his
20-month employment on 31 March 2018.

Under the three-year concession, David will be regarded as resident for all three YA
2018, YA 2019 and YA 2020.

The above TRAS concessions apply to a foreign employee, but not to:
® acompany director
® a public entertainer, or

® an individual who is exercising a profession under s 10{1)(a) (source: IRAS’
website at www.iras.gov.sg).

(ke purpose of the concession is to reduce the individual's cax liability. If an
individual finds chat he is betrer off paying less tax based on his residency status as
determined under s 2(1), he need not avail himself of the concession.

Letter of undertaking from employer

Granting such a concession (ie treating the individual as a resident for all the YAs
concerned) may result in an unintended reduction in the individual’s tax liability for
the first YA (to which the date of his arrival relates). This may occur, eg when the
individual lefc his job without serving the minimum period of 183 days straddling
two calendar years. To ensure that the tax properly payable by him in chese
circumnstances is collectible, the Comprroller may require che individual to furnish, at
the outset, a letter of undertaking from his employer to guarantee the payment of the
difference in tax payable between the resident and non-resident bases of assessment if
he leaves Singapore without satisfying the 183-day condition.

Company directors

The definition of “employee” in s 2(1) includes a director of a company. However, che
definition of “resident in Singapore” for an individual does not extend the duration of
employment exercised in Singapore under the quantitative test to a director.

Executive director

A director is an executive director (also called working director) if he works for the
company more or less full-time and is involved in the day-to-day management of the
company.

Non-executive director

He is a non-execurive director if his involvement with the company is limited to
atrendance at meetings of the board of directors.
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The IRAS recognises this distinction and, as another concession, allows the “duration
of employment” test of residence to be applied to an execurive director. For a non-
executive director, his residency status is established on the basis of:

® the qualitative test, or

® cthe physical presence test only.

92-620 Residence of a company

A company is “resident in Singapore” if the control and management of ics business
are exercised in Singapore (s 2(1)). The phrase “control and management’ is not
defined. Control and management do not mean the carrying on of the company's day-
to-day business. Consequently, the locale of trading activities or physical operations is
not necessarily the place where control and management are exercised.

In the UK, the corresponding test for corporate residence is “central management and
control”. Tax cases there have identified this with the governing body vested with the
superior directing authority, ie policy-level decision-making powers. Such authority is
typically vested in the company’s board of directors under the company’s constitution.
The face that shareholders have the power to remove directors is not relevant in this
respect (but see exception of “controlling shareholder” below). In practical terms,
superior directing authority includes the authority to decide such matters as:

® whecher the company is to cease operations entirely
® whart the company’s business will be

® whether and when a dividend is to be declared, and
® whether a merger or acquisicion is to go ahead,

The location where the central management and control of a company are exercisciis
a question of fact to be determined by a scrutiny of the course of the busitiess or
trading (De Beers Consolidated Mines Ltd v Howe (1906) 5 TC 198).

In NB » CIT (2006) MSTC 5,571; {2006} SGITBR 2 (para 26), the &ngapore Board
of Review affirmed that there was no difference between the UK iest of “cencral
management and control” and the test of “concrol and management” ins 2(1).

Board of directors meetings

As a general rule, therefore, a company is resident in Singapore if its board of directors
holds its board meetings in Singapore, exercising the control and management of the
company's business. In the rare situation, however, where the directors “stand aside”
from their directorial duties such that the control and management of the company’s
business are in fact exercised by another body (eg a controlling shareholder), the
superior directing authority will vest with that body instead. This situation may
oceur, eg where the board of directors effectively relinquishes its directorial funcrions
by:
® nor even holding any meetings in exercise of those functions, or

® holding meetings but merely rubber-stamping the instructions that emanate
from the parent company (in other words, without giving any independent
inpur as a board into the decision-making process).
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Country of incorporation

In determining the residence of a company for Singapore tax purposes, the country .Of
incorporation does not matter. A foreign-incorporated company wfill b.e re§ident in
Singapore if the control and management of its business are exercised in Singapore.
Conversely, a Singapore-incorporated company will be non-resident if the control and
management of its business are exercised outside Singapore.

Change in place of residence

A company may change its place of residence. It can be resident in Singapore for one
YA and non-resident for another. The definicion of “resident in Singapore”, in
relation to a company, omits the reference “the year preceding the year of assessment”
found in the same s 2(1) definition in relation to an individual. Tt is therefore arguable
chat, unlike for an individual, the residency status of a company for any YA is
determined by reference to the circumstances in the YA itself and not to those in the
year preceding the YA. In practice, however, the IRAS looks at the year preceding the
YA when determining corporate residence.

Differences-n tax treatment of resident and non-resident companies

Unless ari exémption applies, both resident and non-resident companies are subject to
tax or| icome accruing in or derived from Singapore and foreign income received in
Sincarore. However, some tax implications differ:

. only a Singapore resident company may pay an exempt one-tier dividend,
while a non-resident company pays a foreign dividend (see Chapter 10 at
110-100£)

® only a Singapore resident company qualifies for tax treaty benefits, such as the
reduction or exemption of tax on income arising in the treaty country

® only a Singapore resident company qualifies for the foreign-soutced income
exemption under s 13(8) (see Chapter 14 ac {14-100ff)

® certain types of income paid to a non-resident company (but not to a resident
company) are subject to withholding tax (see Chapter 13 at §13-100ff), and

® only a Singapore resident company qualifies for the enhanced tax exemption for
new companies (see 12-900).

92-650 Inward redomiciliation regime for companies in

Singapore

The new Pt XA of the Companies Act (Transfer of Registration) contains the inward
redomiciliation regime for companies in Singapore. The regime takes effect from 11
October 2017. It allows foreign corporate entities to transfer their registration from
their original jurisdiction to Singapore where the original jurisdiction allows outward
redomiciliation. For example, a foreign corporate entity may want to relocate its
regional and worldwide headquarters to Singapore and still retain its corporate history
and branding. Compared with registering a subsidiary in Singapore, redomiciliation
may minimise operational disruption to the company. Foreign entities may choose to
redomicile for reasons such as:

® pro-business legislation

® easier access to capital markets, and

® proximity to suppliers and customers.
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To be able to redomicile, they must be bodies corporate that can adapt their legal
structure to the companies limited by shares structure under Singapore's Companies
Act. In addition, they must meet certain prescribed requirements and their
applications for redomiciliation are subject to the Registrar of Companies’ (or the
Accounting and Corporate Regulatory Authority’s (ACRA's)) approval.

The inward redomiciliation regime has extensive implications on many income tax
topics such as:
® deductions
® capital allowances, and
® foreign tax credics
(see Chapters 7, 8 and 14 respectively).
For this reason, the general legal aspects of the regime are set out below as
background (source: ACRA website at www.acra.gov.sg).
A foreign corporate entity that redomiciles to Singapore will become a Singapore
company and will be required to comply with the Companier Act like any other
Singapore incorporated company. Redomiciliation will not affect the obligations,
liabilities, properties or rights of the foreign corporate entities.
The minimum requirements for transfer of regiscration are:
® size criteria. The foreign corporate entity must meet any two of the following
crireria in the two financial years immediately preceding its application:
— its total assets exceeds $10m in value
— its annual revenue exceeds $10m
— it has more than 50 employees
® solvency criteria:
— there is no ground on which the foreign corporate entity could be found ¢
be unable to pay its debts
— it is able to pay its debts as they fall due during che period of 12-months
after the date of the application for transfer of regiscrarion
— it is able to pay its debts in full within the period of 12 moatlis after che
date of winding up (if it intends to wind up within 2 months after
applying for transfer of registration)
— the value of its assets is not less than the value of its liabilities (including
contingent liabilities)
® che foreign corporate entity is authorised to transfer its incorporation under the
law of its place of incorporation
® the foreign corporate entity has complied with the requirements of the law of
its place of incorporation in relation to the transfer of its incorporation
® the application for transfer of registration is:

— not intended to defraud existing creditors of the foreign corporare encity,
and

— made in good faich, and
® orher minimum requirements include che foreign corporate entity:
— not being under judicial management
— not being in liquidartion, or
— not being wound up etc.
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42-700 Rates of tax
Resident individuals

Resident individuals are taxed at progressive tax rates set out in Table 3 of Pt A of the
Second Schedule (for races applicable from YA 2017) (s 42) (the concept of “Hindu
joint family” was removed from the Act from YA 2013).

To increase the progressivity of the personal income tax rate regime and strengthen
future revenues, a revised tax race structure (with a top tax rate of 22% for chargeable
income above $320,000) applies from YA 2017.

See 2-950 and §2-955 for the tax rate structures.

Tax rebates

For YA 2015, resident individuals qualified for a tax rebace of 50%, subject to a cap
of $1,000.

There was no tar rebate for residenc individuals for YA 2016.

For YA 2017, resident individuals qualified for a tax rebate of 209 of tax payable,
subject téajcap of $500.

Nor~resident individuals

Toon-resident individuals are subject to tax at a flat rate of 22% on Singapore-sourced
iticome (eg rental income and director’s fees) from YA 2017. However, under certain
conditions, certain income such as interest and royalties may be subject to:

® 2 final tax rate of 15% or 10%, or

® alower tax rate as provided for under the Act or tax creaties.

Singapore-sourced employment income

For Singapore-sourced employment income, relief is provided under s 40B. The non-
resident individual is subject to tax on such income:

® acaflac rate of 15%, or

® ar the resident races with reliefs,
whichever tax liability is the higher (see Chapter 13 at §13-130).
Short-term visiting employees

Where a short-term visiting employee exercises an employment in Singapore for 60
days or less in the calendar year however, he is tax exempt on income derived from
that employment for the YA concerned under s 13(6) (see Chapter 5 ac §5-130).

Historical Note: Non-resident Singapore citizens

Prior to YA 2016, non-resident Singapore citizens with Singapore-sourced income were eligible
for reliefs under s 40(1). The progressive rates set out in Pt C of the Second Schedule (see
92-960) were used to calculate the reliefs (see Chapter 13 at §13-110). The s 40(1) relief was
withdrawn from YA 2016.

Withholding tax on certain types of income

Cerrain types of income withdrawn by or paid to non-resident individuals are also
subject to withholding tax.

Singapore Master Tax Guide Handbook 2-700
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Companies resident in Singapore
From YA 2010, the corporate tax rate for companies resident in Singapore is 17%.
Partial tax exemption scheme

The tax rate is applied on chargeable income after deducting an amount of income
exempt under the partial tax exemption scheme. From YA 2008 up to YA 2019, the
maximum amount of this exempt income is $152,500 (see I2-850 for changes to the
partial tax exemption scheme announced in the 2018 Budget).

To encourage start-ups, qualifying new companies resident in Singapore are entitled
to a maximum exemption of $200,000 of their normal chargeable income for the first
three qualifying consecutive YAs (see §2-900).

Corporate tax rebate — YA 2013 to YA 2015

From YA 2013 to YA 2015, companies qualified for a 30% tax rebate capped at
$30,000 for each YA.

Corporate tax rebate — YA 2016

To help companies, especially small and medium enterprises, the corporate tax rebace
was raised from 30% to 50% for YA 2016; capped at $20,000.
Corporate tax rebate — YA 2077

To help companies cope with the economic uncertainty and continue restructuring,
the corporate tax rebate was raised from $20,000 to $25,000 for YA 2017; the rebate
rate remained unchanged at 50%.

Corporate tax rebate — YA 2018

In the 2017 Budget, it was announced that the tax rebate would be extended For
another year to YA 2018, but at a reduced rate of 20% of tax payable and tanped at
$10,000. This tax rebate has been enhanced as announced in the 2018 Budget 0 40%
of tax payable, capped at $15,000.

Corporate tax rebate — YA 2079

As announced in the 2018 Budget, the corporate tax rebate will be extended for
another year to YA 2019, at a rate of 20% of tax payable, capped at $10,000.

Corporate tax rate

Singapore’s corporate tax rate has been decreasing over the years (see below):

Year of Assessment Tax rate

From 2010 onwards 7%
2008 to 2009 18%
2005 to 2007 20%
2003 to 2004 22%

2002 24.5%

2001 255%
1997 to 2000 26%
1994 to 1996 27%

92-700 © 2018 CCH Asia Pte Limited
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Year of Assessment Tax rate
1993 30%
1991 to 1992 31%
1980 32%
1987 to 1989 33%
Up to 1986 40%

Non-resident companies

From YA 2010, non-resident companies are also subject to tax at 17% and may
qualify for the partial tax exemption as well (conditions apply). The tax rate may be
reduced for certain incomes (see Chapter 13 at §13-1001).

Trustees and executors
From YA 2010, crustees (other than a trustee for an incapacitated person) and
executors of estates are subject to tax at 17%.

Clubs and agsociations

From Y/ 2510, bodies of persons (such as clubs and associations) qualify for the
partiz! tox exemption scheme (see §2-850) and are subject to tax at 17%.

historical Note: Prior to YA 2010

Up to YA 2009, such bodies of persons were not eligible for the partial tax exemption scheme
and were subject to the progressive tax rates in Pt B of the Second Schedule (see 12-980).

92-800 Business entities

Businesses in Singapore can be carried out in one of the following forms:
® sole proprietorship

partnership

limited liability partnership (LLP)

limited partnership (LP)

company

branch, and

registered business trust (RBT).

Sole proprietorships and partnerships

Sole proprietorships and partnerships (not including LLPs) are not legal entities and
are not separate tax entities for income tax purposes. The sole proprietors and
individual partners will be taxed in their own personal capacity on the profits derived
from such businesses. In a partnership where the partners are companies, the
partnership income will be allocated to and taxed in the hands of the corporate
partners.

Limited liability partnerships

An LLP is a body corporate (a separate legal entity) but is basically treated as a general
parctnership for income tax purposes. This means that the partners of an LLP will be
taxed on their share of the income from the LLP (see Chapter 11 at 11-420).

Singapore Master Tax Guide Handbook 92-800
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‘ CEIPUBRIEION TIK o v v svv v vvmmnian s asiosiyy ol 13- 113-120 Relief for non-resident public entertainers

Wlthholldmg tax-an ch-érter fees o 13- ‘ oresident public entercainers are given s 40A relief whereby their Singapore
Cable or wireless undertakings . .......... ... ... . ... .. .. M3 ;. e nec of allowable deductions is subject to tax at a flat rate of 15% or 10%
Agenes of non-residents .. ... 1 0encling on when the income was earned. Other Singapore-sourced income is

nerally subject to a 22% tax rate from YA 2017.
£t . . . ..
ublic entertainers” refer to stage, radio or television artistes, musicians and athleces
7 ndividuals exercising any profession, vocation ot employment of a similar nature (s

40A(4)).
Income of non-resident public entertainer excluded from s 40A relief

TAXATION OF NON-RESIDENT INDIVIDUALS

913-100 Taxation of non-resident individuals

Non-resident individuals are subject to tax on all Singapore-sourced income unless thy
income is exempt from tax, such as interest income from a deposit in an ap
bank in Singapore (s 13(1)t)). Foreign income received in Singapore by a non-resid
individual is exempt from tax (s 13(7ANa)).

e s 40A relief does not apply to the following income of a non-resident public
- .,.ten.ainer (S 40A( 1))
| ® any withdrawal from the non-resident’s Supplementary Retirement Scheme

. o s : g : ) count deemed to be income subject to tax under s 10L, or
A non-resident individual is subject to tax on Singapore-sourced income ac 222 (from (SRS) ac

the year of assessment (YA) 2017) except the following, among others: ® income from the exetcise of any other employment in Smgapo.re.
Instead, the ninsvesident public entertainer can claim s 40D relief for the above
iﬁgome (see/J32-150).
Reduced 10% withholding tax rate from 22 February 2010 to 31 March 2020
Gese income derived by a non-resident public entertainer from services performed in
s;u;)npore for the period from 22 February 2010 ro 31 March 2020 s sub]e?t to a
® certain income deemed to be Singapore-sourced under s 12(6) or s 12(7) (eg achholding tax of 10% (s 40A(2A), 45GA). The reduction in tax rate (from.l)%) to
royalcies, interest, know-how payments and rent from movable property) is . 0% for the initial five-year period to 31 March 2015 was aimed at helping local
subject to withholding tax at either 15% or 10% (as the case may be); the tax organisers accract high quality performances to Singapore, and was extended for
is a final tax (conditions apply) (s 43(3) and 43(3A)) O another five years to 31 March 2020 (s 45GA(2A)).
gains from the disposal of any real property assessable under s 10(1)(a) desiveu
by 2 non-resident real property trader are subject to withholding tax a¢ 1 %l
45DD(1))
® income derived from Singapore as a non-resident professional \is' subject to
withholding cax at 15% (final rax) unless an election is madg'(in which case, a

22% tax rate on a net basis applies from YA 2017) (s 4304),"43(5) and 458),
and

® Singapore employment income is assessed:
— ataflat rate of 15%, or
— at the applicable resident rates,

whichever resulrs in a higher tax liabilicy (s 40B)

Gross income refers to both monetary and non-monetary payments and includes, but
is not limited to:

® (in the case of artistes) — artiste fees, allowances, eg per diem allowances, and
benefits-in-kind, and

® (in the case of sportsmen) — match fees, prize money, tournament winnings,
win bonuses, allowances, eg per diem allowances, benefits-in-kind and non-cash
gifts/prizes exceeding $100.

income derived from Singapore as a non-resident public entertainer (from 22
February 2010 to 31 March 2020) is subject to withholding tax at 10% (s
45GA; see 113-120).
Only resident individuals are encitled to personal reliefs under s 39 (see Chapter 12 at
12-100ff). Certain ocher reliefs are, however, available to non-resident individuals, eg
s 40, 40A, 40B, 40C and 40D reliefs (see J13-110 to J13-150).

Administrative concession for accommodation and airfare provided by payer

As a concession, the following benefits provided by the payer are not taxable:

® accommodation {excluding value of food) for short-term engagements of 60
days or less in any calendar year, and

® cost of airfare.

1If accommodation is provided for 61 days and above in a calendar year, the cost of

, 3 . o i i i h i is taxable.
913-110 Relief for non-resident Singapore citizens and others 7 odacion for the entire stay is taxa

To simplify che personal income tax system, s 40 reliefs no longer apply from YA
2016 (s 40(7)).

Deductible expenses
Only expenses:
® which are wholly and exclusively incurred by the entertainer in the production

Historical Note: Position up to YA 2015 _ of the Singapore-sourced income, and
For the tax treatment concerning s 40 reliefs up to YA 2015, see the 2016/17 edition of this

book. ® which are not reimbursed by the payer

are deductible.

-

Singapore Master Tax Guide Handbook 1[13'120

f13-100 © 2018 CCH Asia Pte Limited

465




Taxation of Non

-residep,

As a concession, the following costs incurred by the public entertainer are dEdUCtibLe-

® accommodation (excluding value of food) for short-term en

gagements of 60
days or less in any calendar year, and

® cost of airfare.

If the stay in Singapore is for 61 days and above in a calendar

year, the cost Qf
accommodation for the entire stay is not deductible.

Non-deductible expenses

® Private expenses (eg value of food and ground transfers to and from airpore)
and ;

® expenses incurred to purt the public entertainer in a position to earn the income
(eg transport expenses incurred from hotel to the venue of service and back).

(See IRAS’ website at wWww.iras.gov.sg, updated as at 29 April 2016.)

Example 1
Ms Young, a public entertainer, has a contract to perform in Singapore for 20 days in 2018 for

a fee of $10,000. She is provided with hotel accommodation at $200 a day. Ms Young pays her

own airfare of $1,000. She deces not incur any other expenses. Her tax liability for YA 2019
would be as follows:

Fees

10,000

Hotel accommodation provided (not taxable by concession) —
10,na0

Less: Airfare paid by the public entertainer (concession) 1.909)
Taxable income 3,000
Withholding tax @ 10% 900

If the contract provides for Ms Young's Singapare income tax to be borne by the sponsor, Ms
Young will be taxable on that benefit as it constitutes income in her hands. Her net-of-tax
amount will be $9,000, and the calculations are as follows:

Taxable income, as above

9,000
Add: Income tax borne by sponsor (59,000 x 10/90) 1,000
Total taxable income 10,000
Withholding tax @ 10% 1,000

Non-resident public entertainer exercising employment in Singapore

A public entertainer does not qualify for s 13(6) exemption merely because:

® he is an employee by status, and

@ his visit to Singapore does not exceed 60 days in a calendar vear (s 13(7)).

913-120

© 2018 CCH Asia Pte Limited

Taxation of Non-residents

i iti -onditi is visit was
13(6) exemption would apply only if, as an additional Londmofn, h1s vis U.
: i eign country.
k. tially supported from the public funds of the Government of a foreig yf
b i i i i e shooting o
.511 crice, foreign actors coming to Singapore in _connec‘non with th ® Sufh '
. ,normally not regarded as public encertainers for tax purposes.
re
scenes &

t in 913-130 below
i i loyee by status, the tax treatment set ou
fOfelgn actor 1S an emp
will apply-
€13-130 Relief for non-resident employees

i i he exercise of
A non-resident employee is assessed to tax on income derived from t
non-
employment 1n Singapore:
@ at either a flat race of 15%, or
@ on the basis that he were resident,

whichever gives a higher tax liability (s 40B). .
Taxation of non resident employment income on resident basns. ) )
YA 2012 in calculating che amount of tax payable on the basis thatfr er r:){; "
Fm‘im emnloyee were a resident, the cap of $80,000 on the total amount of pers
resi §
celiefs willapply (s 40B(3A)).
H 0,
Tavatton of non-resident employment income at 15%
The 15% tax is applied on employment income:
® net of deductible expenses, but

® withour any deduction for personal reliefs.

Non-employment income .
All other Singapore-sourced income is subject to 22% tax from YA 2017, unless it
® qualifies for a reduced tax rate, or o
® ?s exempt from tax (eg interest income from a fixed deposit with an approved
banl).
initi -resi loyee
Definition of non-resident emp ‘ |
A non-resident employee is an individual who has exercised an efrdlployrzgflt in
Singapore for such period of time as not to qualify for the status -of a resident a o
® includes an individual who is in receipt of leave pay attriburable to a period o
employment in Singapore, but
® excludes a company director. | , o
However. the current Inland Revenue Authoricy of Singapore’s (IRAS) practice is to
, i -ti king director.
extend the s 40B relief to a full-time wor . | R
In practice, therefore, s 40B relief typically apph.es to a non-resident md]c\inclhglz 2; ; :
exercises a;l employment in Singapore for a period between 61 days an
i i i The reason is that:
(inclusive) during the calendar year. ‘ | )
® he would be exempt from tax on the Singapore employment income if he h;; 1.
exercised the employment as a shore-term visiting employee in Singapore
60 days or less, and | - |
® he would have qualified to be a resident in Singapore if that period was 183

days or more.

13-130
Singapore Master Tax Guide Handbook 1T

467

o _Cﬁép'ter'




468

Taxation of Non-resjggns. raxation of Non-residents

1
A g e
\per diem allowance in Singapore

From 1 January 201 G, the following tax treatment applies to employees who are based
ingapore and travel to Singapore for business:

Short-term visiting employment

It is understood that the IRAS treats an individual as exercising a short-term visiti
iting

employment only if his employment in Singapore straddles at most two caleng E e s
ar outsi

! @ che TRAS annually specifies an acceptable rate for per diem allowance in

Singapore which will not be taxable in Singapore. If che per diem allowance

exceeds the acceptable rare, only the excess amount will be taxable. This

creatment mirrors the existing practice for Singapore-based employees who

travel outside Singapore for business purposes, and

years.

Example 2

An expatriate who exercises emplo in Si i
. yment in Singapore that begins on 15 November 2017
Jw?ulzdo';l';erbefore qualify for the 60-day exemption for YA 2018 if the employment ends gia;g‘
uly » but not if it ends on 14 July 2019. e
If hi includi @ allowances received for che purposes of subsistence (including the acceprable
is stay (including employment) in Singapore is continuous and straddles 183 days rate for per diem), travelling, conveyance or entertainment will not be taxable in
or more over two calendar years, he may elect, by IRAS concession o

resident for the YAs concerned (see Chapter 2, 92-610).

Income of non-resident employee excluded from s 40B relief

The s 40B relief does not appl he fi fe s .
40B(1): pply to the following income of non-resident employees (5

® any withdrawal from the employee’s SRS account deemed to be income
to tax under s 10L, or

Singapore.

, to be taxed asa
1 : The acceptable rare for per diem allowance in Singapore for 2017 is $141 per day.

The above tax treatment also applies to non-resident directors who travel into
. Singapore on orafter 1 January 2016 for business purposes. See also §13-660.

Source: IRAE \website at www.iras.gov.sg.

Subj_eg.;“ i . :
€13-140" Relief for non-resident SRS members

Lresident SRS member is entitled to s 40C relief for che wichdrawals he makes

N (s

£, 1 his SRS account which are deemed to be income under s 10L. The effect of s 40C
 relief is that the amount of the non-resident’s SRS withdrawals deemed income (the

® income derived as a public entertainer.
Application of tax treaties

Note that Ithe above domestic tax treatment is subject to the applicable tax trearies Q)

Where. an individual is resident in a country with which Singapore has a tax trea Eﬁ‘ O amount is 509%) is assessed:
is possible that the treaty prevents the IRAS from taxing the non-resident indivg;:; w \
on any part of his income derived from an employment exercised in Singapore -va; <

tho%lgh the employment may have been exercised in Singapore for more than G0 da ‘
during the calendar year (conditions apply). ]

® at che higher of 15% flat rate, or
® on the basis chat he were resident.
Taxation of non-resident SRS member on resident basis

From YA 2018, in calculating the amount of tax payable on the basis that the non-
tesident SRS member were a resident, the cap of $80,000 on the toral amount of
- personal reliefs will apply (s 40C(3A)). In order to claim chis relief, the non-resident
Thas o file his income tax return.

Example 3

Michael is unmarried and a resident of the United States of America (USA) 4 non-treaty
. . 3 ; E ]

country. He werked in Singapore for five months in 2017, His Singapora eminloyment income

was $81,000. His tax liability for YA 2018 is as follows: . -

T S AR AR TRV e

5% flat rate basis .

Withholding tax on income received by non-citizen non-resident SRS member

In the case of a non-citizen non-resident SRS member, the following amounts are

, subject to 22% withholding tax from YA 2017:
Employment income

% ® S0% of certain SRS withdrawals deemed income to him (s 45E), and
Tax @ 15% ® 50% of the total value of investments made using funds from his SRS account
e (s 45EA).
Resident basis 913-150 Relief for non-resident deriving income from
fg:zlgﬂzzti:l;"ze“ef s 1000 activity as public entertainer and employee, etc
1,000) Relief under s 40D is available to a non-resident individual who derives income from

Chargeable income
two or more of the following sources (ie “relevant income”):

® income derived as a public entertainer which qualifies for s 40A relief

Tax liability (Second Schedule, Pt A, Table 2 rates) 3,350

As tax payable under the resident basis is lower, Michael's tax payable will be $12,150. 1 ‘

® Singapore employment income, and

® withdrawals from his SRS account.

13-1 :
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The effect of s 40D relief is that:

® the proportionate tax on each of these types of income is reduced to the 15¢

tax rate, but

® the rax payable on Singapore employment income and the SRS withdraws|s

cannot be less than that payable by a resident individual under simi]
circumstances. 8
From YA 2018, in calculating the amount of tax payable on the basis that the non

resident individual were resident, the cap of $
: 1 p of $80,000 on the toral
W il v e total amount of persong|

913-300 Deemed-source provisions

Section 12 deems the geographical source of the following income to be in Singapore:

® gaing or profits from trading operations partly carried on by a non-reside
person in Singapore (s 12(1)) B

e prf)ﬁl:s of non-resident operators of ships and aircraft arising from the outward
shipment of passengers, mail, livestock and goods from Sihgapore (s 12(2))
L prloflts of non-resident persons in the business of cable or wireless undercakings
where such profits arise from the transmission of mes in Si
ssages 5
12(3)) (see 13-850) 5 S
@ income .frorn famployment exercised in Singapore regardless of whether such
income is received in Singapore (s 12(4)) (see Chapter 5 at §5-110ff)
L

g;s:;smf;?in(s e]r;([;l)c))yment exercised outside Singapore on behalf of the
® interest and other related payments (s 12(5)) (see 913-610)

-royalties, know-how and technical service fees, management fees and rengal
income of movable property (s 12(7)) (see 13-615 to 913-650), and \
cemmlis.sion or other payments to a licensed international market agent for
organising or conducting a casino marketing arrangement with. a casino
operator in Singapore (s 12(8)).

Section 12 is not itself a charging provision; s 10(1) is (see Charter™3 ac 93-100£)
The deemed-source provisions remove the uncertainty of applyiig the source rules:
bas.ed on case principles. They do not deem the nature of the payments talling within
.thm.r ambit as income. The significance of a payment of income being deemed-sourced
in Singapore is that che IRAS would then have the right to tax it under che firse limb
of the charging provision s 10(1) (see Chapter 3, 43-100). .
Subject to certain conditions in s 12(6A) and 12(7A), certain kinds of income ate
treated as not deemed derived from Singapore under s 12(6) and 12(7).

Historical Note: Ministry of Finance Press Statement 21 December 1977
The Press Stat.ement issued by the Ministry of Finance on 21 December 1977 was codified and |
;;%a;ded on in s 12(6A) and 12(7A). As 5 12(6A) and 12(7A) took effect from 29 December
(see further 913-610, §13-630 and 113-640), the 1977 Press Statement no longer applies
For completeness, it is reproduced below: ‘
Ministry of Finance, 1977 Press Statement
"The..'ncome" Tax Amgndmenr Act 7977 which came into effect on 7 July 1977 introduced
certa.m provisions .thch have the effect of frustrating tax avoidance schemes in siphoning
off Singapore profits, particularly between associated companies in Singapore and outside

13-
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Singapore. However, some of these provisions have been given more than one possible
interpretation, thus giving rise to doubt on the scope and amount of payment to non-
residents subject to tax. For the purpose of clarification and ease of administration, where
the following services are performed outside Singapore by persons outside Singapore for
or on behalf of residents or permanent residents or permanent establishment in

Singapore, or even between associated companies, and such transactions are at arm’s

length and not with intent of siphoning off Singapore income, the Commissioner of

Inland Revenue has given the following rulings:

(a) Commission, fees or any other payments in connection with any arrangement,
guarantee, management or service relating to any loan or indebtedness — s 12(6)(a)
of the Income Tax Act.

Where the arrangement, management, guarantee or service is performed outside
Singapore, the payments for such arrangement, guarantee, management or service
are hereby treated as not covered by the provisions of s 12(6)(a).

(b) Any payment for rendering of assistance or service in connection with the

application or use of scientific, technical, industrial or commercial knowledge or

information — s 12(7)(b) of the lncome Tax Act.

Wheré the assistance or service is performed outside Singapore, the payment for

<u“h assistance or service is hereby treated as not covered by the provisions of s

12(7)(b). This does not refer to royalty which has always been subject to tax even

Lefore the 1977 Income Tax Amendment.

Any payment for the management or assistance in the management of any trade,

business or profession —s 12(7)(c) of the Income Tax Act.

Reimbursement or allocation of administrative expenses incurred by Head Office

outside Singapare and claimed by a branch in Singapore is governed by the provisions

of s 14 as before. This also applies to reimbursement or allocation of expenses

between associated companies. Both are not affected by the provisions of s 12(7)(c).

Payments to persons outside Singapore not associated to the payers in Singapore are

hereby treated as not covered by the provisions of s 12(7)(c).”

2

Where income is deemed sourced in Singapore under s 12(6) (subject to s 12(6A}) and
12(7) (subject to s 12(7A)), the payer is required to withhold tax when making the
payment (if non-exempt) to a non-resident person (s 45 and 45A).

€13-400 Withholding tax system
Singapore has a withholding tax mechanism to ensure and facilitare che collection of
tax payable from non-residents on certain kinds of Singapore-sourced income. In
general terms, the obligation to withhold rax applies to payments of certain income
(see Table 1), which are either sourced or deemed sourced in Singapore. The
applicable tax rates for each payment of income (in the absence of any tax treaty or tax
incentive that grants a tax exemption or lower tax rate) are also indicated.
Withholding tax applies to the payments listed in the table unless:

® the payment of income is tax exempt (under a tax treaty or domestic tax

incentive), or
® the requirement to withhold tax has been waived.

Exempt income

Where the income is exempt, there is no tax liability on the income. As the
withholding mechanism is only a method of collecting tax that is payable,
withholding tax would not apply to exempt income.

Singapore Master Tax Guide Handbook 13-400
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Deadline for payment of tax withheld

Where tax has been withheld from payments made to a non-resident person:

® the IRAS must be notified immediately in writing of the deduction, and

® the amount withheld must be paid to the IRAS within the s
45(1) and 45(4)).

There are penalties for failure to withhold rax and for late

withheld.

pecified periog (s

payment of the ggy

Where the payment of income to a non-resident person is on or after 1 July 2012, the

tax withheld must be paid over to the IRAS by the 15th day of the second mo

nth
following the date of payment to the non-resident.

The Comprroller of Income Tax (the “Comprtroller”) has the discretion to:

® allow banks and financial institucions to give notice and make payment of
withholding tax within such period as is acceptable to him, and

® require any person to withhold and account for tax ar a higher or lower tax rate

(s 45(2)).

With effect from 29 December 2016, s 45(1C) and 45(1D) enable:

® the Minister for Finance to make rules to prescribe a different withholding tax

rate from that set out in s 45 for any person or class of persons, and

the Comptroller to allow any person or class of persons (besides banks and
financial institutions):

to give him a notice of deduction of tax within a different period from
that specified in s 45, and

— to pay him the deducted tax within a different period from that snecujed
ins45.

The IRAS has clarified that:

® For a payment of income subject to final withholding tax af10% or 15%, the
deduction of tax would be based on the gross amount of payment,

® Where the tax on the payment is not a final tax, the deduction of tax would be

based on the gross amount of payment made to the non-resident. However,
where written permission has been obtained from the TRAS before payment s
made, the deduction of tax could be based on:

— alower tax rate, or

— alower amount of payment.

Where there is a dispute wich the Comptroller as to whether payment to a
non-resident is subject to withholding tax, the payer is still obliged to
withhold tax on the payment pending the resolution of the dispute. Orherwise,
the payer:

— will be held accountable for any tax due, and

— will be liable for penalties if the tax is not paid within the prescribed
period.

913-400 © 2018 CCH Asia Pte Limited
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: ersus non-final tax |
nal taxv “ L) G &l 1-
fp: he outset, we have explained the terms final tax”’ and “non-final tax” in Table
t the ’
Under the current tax rules:
@ Tax that is subject to withholding at: .
_ the normal corporate rate of 179 (for non-individuals), or
22% from YA 2017 (for non-resident individuals) -
;s not a final tax. This means that the non-resident recipient of the 1r1com:1
i : : _
may file a tax return with the IRAS to claim deduction for expenses whollyfal;l
exclusively incurred in the production of the income and claim a refund of the
tax overpaid.
In practice, however whete the income falls under a non-s 10(1)a) source, ei
2 ? . .
director’s fees (s LO(1)b) income), deductions for expenses are rarely claime
and allowed. |
® Tax that is subject to withholding at some other reducec.i rate su‘ch as 1'0% or
159% is adinzl tax. This means that the non-resident recipient of such 1rzcome
cannot file a tax return to claim deductions for expenses incurred (s 3(3),
4303/ Vand 43(3B)). | .
Asan exception, proceeds derived by a non-resident real property trader ri:c))
) N d . . . . t
‘e sale of real property in Singapore are subject to withholding tax at 15% bu

this tax is non-final.
Withholding tax rates . . | |
Depending on the nature of the payment, the withholding tax rate applicable to a
ayment made to a non-resident could be: o
[ yO 10%. 15%. 17% or the rate specified under a tax treaty (for non-individuals)
® 10%.15%, 22% from YA 2017 or a lower tax rate specified under a tax treaty
(for individuals). N -
Table 1 shows that among the deemed-source provisions of s 12, only s 12(6) and
12(7) payments are subject to withholding tax in s 45 and 45A:
® 10% final withholding tax applies co: ‘
toyalties or other payments in one lump sum or otherwise for the use of or
the right to use any movable property, and . . )
payments for the use of or the right to use scientific, technical, industrial
or commercial knowledge or information (ie know-how payments)

® 15% final withholding tax applies to: . |
— interest, commissions, fees and any other payments in CoNnection:
(i) with any loan or indebtedness, or . .
(i1) with any arrangement, management, guarantee or service relating to
any loan or indebtedness, and
— rent or other payments for the use of any movable property.
i 5 i e
For the above final withholding tax rates of 109 or 15% to apply, the mcor‘n l
® must not be derived from any TBP or vocation carried on of exercised by che
non-resident person in Singapore, and . .
i 6 in
® must not be effectively connected with any PE of the non-resident person

Singapore (s 43(3)).
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The non-final withholding tax rate of:
® 17% (for non-individuals), or
® 22% from YA 2017 (for non-tesident individuals)

would apply to the following payments made in the basis period ending in 2009 and
subsequent years:

® rechnical assiscance fees (show-how payments), and

® management fees.
Non-resident directors’ remuneration is subject to withholding tax ar 229
2017 (s 45B).
Before the derails on these and other payments listed in Table 1 ar
in this chaprer, che following relevanc aspects which
L2(7) are first set our in turn:

®

from YA

€ explained furchey
pertain generally to s 12(6) and

Circumstances in which income is deemed to have been paid, for withh
tax purposes.

General tax incentive under s 13(4) for s 12(6) and 12(7) paymencs.

® Tax consequences of breach of condition imposed under s 13(4) incentive (s

45AA).

Income deemed to have been paid
Withholding tax applies not only

Oldiug

to actual payments of the income made to a non-

resident person but also to payments deemed to have been made.
A payment is deemed to have been made to a person if it is:

® reinvested

® accumulared

® capiralised

® carried to any reserve or credited to any accounr, or

® otherwise dealt with on behalf of thac person (s 45(8)(b)).

Example 4

If a non-resident person instructs a Singapore resident company paying iayalties to him to
invest the amount in shares instead, the royalties will be deemed to have been paid to him
even though he did not actually receive payment.

For withholding tax purposes, the date of payment is cthe earliest of the following
dates (s 45(8)(b)):

® when the payment is due (based on the contract or agreement) (“liable to pay”

in the language of s 45(1))
® che date of deemed payment, or
® the date of actual payment.
The IR AS has stated chat:

@ in the absence of a contract or an agreement, the date of invoice would be taken

to be the date the payment is due, and

® in che case of direcror’s fees, the date of payment is the date when the fees are
voted and approved at the company’s annual general meeting.

913-400 © 2018 CCH Asia Pte Limited

paxation of

Non-residents

ample 5 . | .
E sptember 2017, Tristan Accessorfes Pte Ltd, a Singapore resident company, obtained ?[
g eg from its USA parent company USCo. Under the loan agreement, the first paymerl]
'lﬂan:frjs::)f $10,000 was due on 15 December 2017. Tristan made the actual payment only
of inte! '

i er;;‘uzgeior:i have a comprehensive tax treaty with Singapore. Assume no tax incentive
ZE;IELeJd to the payment of interest.

%ﬁgﬁie of payment” of the interest was 15 December 2017.. ; et
Tristan was required to withhold tax at 15% (final) on the interest, ie $1,500, an

amount of $1,500 to the IRAS by 15 February 2018. : : wioere

UsCo would have received only the balance (net of 15% withholding tax) of $8,500.

General tax incentive for s 12(6) and 12(7) payments | | t
cacy mai orovide for tax exemption or reduction on income such as interes
- UT‘*FL w'hllch falls within the scope of s 12(6) and 12(7) (for dertails, see the
ﬂn;l]er?g?lﬂl": featics in the Appendix to the book at Chapter 22, f122-000). A
't;lhc following domestic tax provisions may %1?0- grantl;zt(:;)exirr:;ptllo;;}r r:ﬁ;:tltlondiz
B r Falli within s é 2(7).
Lﬂ”hii:’ ! tzizczi)zz ;(Jetni?;? ttgnelzfmpt income, and that the reduced rates of
wiglﬁzidii; cax will apply (instead of those listed in Table 1) where an applicable
1
r;eaty of incentive exists.
® [xemption of tax on s 12(6) and 12(7) payments | '
The Minister has the power to grant full or Pa[tlal tax EXEl"nipthl"ld(jﬂf a;n};
payment of income under s 12(6) and 12(7) if che payr.ncnt is Hlld t_l ?Cal
surpose which will promote or enhance the economic ‘ot techne .051h
Idevelopment of Singapore (s 13(4)). Exempti(_m from tax_ls.notlh.ei.m tthiz
Guazette on a case-by-case basis. The scope of payments falling within
incentive cherefore consists of:

— interest |
¢ 1 1C/ =T t meﬂts 11]
commissions, fees and basically other service relaced pay
* k)

connection with a loan or indebtedness

— royalties

— know-how payments

— technical assistance fees

—  management fees, and

— rent for the use of movable property. N
Where a person has breached any conditio‘n imposed by th;- M‘lmstt(:rhic:
granting the s 13(4) incentive, the amount of tax that ought ot ~EJIIWISE rso;l ¢
been withheld by him from payments made by him to a non-resid entfpe e
deemed to have been withheld from those payments and is a dﬁbt.duc lro'rn j
to the Government and recoverable from him (s 45AA(1)). This rule applies

from 20 December 2011.

477
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Example 6

Section 13(4) tax exemption was granted on a payment of interest by a Singapore resident
company, SingCo, to a non-resident lender, USCo, a person who is resident in a non-treaty

country and has no business presence or other dealings in Singapore. SingCo had paid
$100,000 interest to USCo without withholding any tax.

Assume, however, that not all the conditions for the tax exemption were complied with,

Under s 45AA, the 15% final tax that ought to have been withheld and accounted for o the
IRAS is deemed to have been deducted by SingCo from the payment of $100,000 and is a debt
due from SingCo to the Government.

The tax deemed deducted by SingCo = $100,000/0.85 x 15%

=5$17,647.06

®  Approved royaliies, fees and development contributions (EEIA )

Under this incentive, the Minister may grant tax exemption or reduction for
approved “royalties, fees and development contributions”
the public interest to do so. Such income includes ro
assistance fees under s 12(7) (s 64
Income Tax) Act (Cap 86) (EEIA)).

if it is expedient in
yalties and technical
of the Economic Expansion Incentives (Relief from

Waiver of withholding tax

To reduce compliance costs for businesses, payers are no longer required to wichheld
tax on s 12(6) and 12(7) payments made on or after 21 February 2014 to PEs that are
Singapore branches of foreign-incorporated companies not kn.

own to the payers 1o
be resident in Singapore (s 45(9)(c), 45A(2E)).

These branches in Singapore:

® will continue to be assessed to tax on such payments that they receive, and

® will be required to declare such payments in their annual tax retarns,

Historical Note: Position before 21 February 2014

Prior to 21 February 2074, there was a general waiver of withholding tax on s 12(6)

made to the Singapore branch of a non-resident bank (see also q13-510)

below pertains to non-bank companies only.

Prior to 21 February 2014, a Singapare branch of a non-resident company which was part of a

substantial overseas group, could apply for a waiver of withholding tax for any of its income

deemed sourced in Singapore under s 12(6) and 12(7) if the following conditions were satisfied:
(a) the branch was part of a substantial overseas group (as a guide, a group with turnover of

at least US$50m per annum on a consolidated basis would be considered a substantial

group)

the branch had been carrying on business in Singapore for at least two years

the branch had complied well with the taxation laws of Singapore

the head office of the company undertook to pay any tax which might be unpaid arising
from the waiver

payments
. The information

(= =
— Ll =

(e) the branch provided a schedule of the names of the persons from which income to be
covered by the waiver would be received

113-400 © 2018 CCH Asia Pte Limited
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h undertock to the Comptroller to: ,
B ot i i [ ly, if not for the waiver,
: ( (i) report all payments on which withholding of tax would apply
' as income in its accounts . .
(i) confirm that such incorne had been so reported when the tax computation was filed
ii A e tax
jii) inform him should it subsequently fail to meet the condltlgn m- (a) )
iv) inform him of any impending decision to cease operations in Singapore, an .
( )(l ny approval granted for the waiver would be reviewed annually and might be
i f ondition
ithdrawn upon the breach of any ¢ : N -
thhe non-resident company could not meet the above conditions fo.r the mde}cli:j
Wﬁere it could still apply for waiver on a case-by-case basis. The company m.lghtr be rectqm
Wawer":je some security, such as a banker’s guarantee, to cover any potential l_|ab| ity to tax.
3 meiver was extended to payments made under construction or service contracts to
The wa ; _

- sapore branches of non-resident companies. . .
SIT‘EHSFi’n apore branch office of a non-resident company, which was not pa.rt of a substantia
Therseag group, could also apply for waiver of withholding tax on its interest mcomeil
gve[e granted, the waiver would be valid indefinitely unless revoked by the Comptroller.

n )
i ithholding tax — e-filing from 1 July 2016
Accounting f&r)vithholding tax —e filing fi July - —
line with.the Government's direction for more cost-effective delivery 1;1‘
> l?e ’:ﬂ‘ctronic-fﬂmg of withholding tax has been made compulsory for 1fmgs
Sew'l h:)m 1 July 2016 and the Comptroller is authorised to exempt any person from
Ui:;ulsory e-filing under certain circumstances (s 8A, 45(1B), 45D(2A)).

Historical Note: Position up to 30 June 2016 = Fo;m IR37
ipti ition prior to this change.
he description below relates to the posi . . '
I\ny perszn who withheld tax from interest, royalties, managem.en; tfees, dllreetz;t:;sd
i i -resident person was required to comp
tion or other payments paid to a non-resi .
;i?;?terFaorm IR37 to the Comptroller together with the relevant amount of tax withheld. The

following information was required to be provided:
e the particulars of the local payer '
the iature of payment (eg interest, royalties, directors’ fees, charter fees, etc)
the particulars of the non-resident payee, including country of residence
the date of payment
the period of payment (or deemed payment)
the gross amount seducied and
the rate of tax and the amount of tax deducted, an . ‘
the amount of penalty (if any) for late payment of withholding tax to the Comptroller.

Penalties | .
With effect from 1 July 2012, the rules for late payment penalcies are as follows: |
® If the tax withheld is not paid by the 15¢h day of the second mf)ﬂth follgg:r}l‘g
the date of payment, a 5% penalty on the amount of unpaid tax will be
imposed (s 45(4)(a)). )
® If the cax withheld is not paid within 30 days after the 15th day of che sz_elclorl;
month following the date of payment, an additional 1% Penalty will be
imposed for each completed month that the tax remains unpaid, sub]ec.t to{a
maximum additional penalty of 15% of the amount of tax outscanding (s

45(4)(b).

913-400
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Example 7 illustrates che penalty regime.

Example 7

Company A paid interest to a non-resident persan on 1 April 2018, the payment due d
Company A has to withhold tax and pay the amount of tax withheld to the |RAS on or

15 June 2018. If payment is not made by 15 June 2018, a 5%
imposed,

ate,
before
penalty on the unpaid tax will be

If the tax withheld is not paid by 15 July 2078 (there are 30 days from 16
2018), an additional 1% late payment penalty will be imposed on 16 July
for every completed month that the tax remains unpaid, subject to
penalty of 15% of the amount of tax outstanding.

June 2018 to 16 July
2018, and thereafter
@ maximum additiong|

A person who fails to notify the Comptroller within che s
amount of tax has been wichheld (and not just the amount of tax required g be
withheld) from a paymenc made to a non-resident is guilty of an oﬁ‘;cfe_(‘rhiE
clarification given by the underlined text was effe

cted through the amendment of g
45(5) on 26 October 201 7). On conviction, the person may be liable to:

® apenalty equal ro three times the amount of tax withheld, and

® afine not exceeding
45(5)).

A payer who fails to withhold tax from

liable to account to the Government for

45(3)).

The manager or principal officer of a com
withholding tax (s 45¢8)).

INCOME SUBJECT TO WITHHOLDING TAX

f13-610 Section 12(6) payments — interest, etc
Under s 12(6), the following

$10,000, or imprisonment for up to three years, or both

(s

any payment made to a non-resident person js
the amount which he has failed to withhold (s

pany is answerable for all matcers regarding

payments are deemed derived from Singaporoe:

(a) any interest, commission, fee or any other Payment in conneciian wich any loan

or indebtedness, or with any arrangement, management, glarantee or service

relating to any loan or indebtedness which js:

(i) borne, directly or indirectly,
Singapore except in respect
through a PE outside Sing
outside Singapore, or

(i) deductible against any income accruing in or derived from Singapore, or

(b) any income derived from loans where the
brought into or used in Singapore.

(See also Chapter 6 at 96-220 and the CH Pre Lid case summary therein.)

Where s 12(6A) applies, it ousts the application of the deemed-source provision of s
12(6) to the payment concerned. Section 12(6A) does not cover interest income, It
distinguishes and sets our different conditions for two categories of payments:

by a person residenr in Singapore or a PE in
of any business carried on outside Singapore
apore or any immovable property situated

funds provided by such loans are

® fees (except guarantee fees) relating to loan or indebtedness, and
® guaranee fees relating to loan or indebtedness.

13-610
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-

me not deemed to be sourced in Singapore under s 12(6A)
Inco cept guarantee fees) relating to loan or indebtedness: s 12(6A)(a) I
- : payment for any arrangement, management of service relating
e 12(6A)(‘1_)’ gngt1=d1}fless will not be deemed derived from Singapore if the
il o lr‘] em:ent or service is performed outside Singapore for or on beh‘alf
ﬂrﬁngemenn;s?c]lzlﬁﬁi Singapore or a PE in Singapore by a non-resident person who:
of a perso

() G

Singapore, and

i [) ] iStht‘d iﬂ
(=} iS noc an individual) iS not 1ncor Ofated, fOmed Of ft‘g

&y ent: | |
b i 1ati i ¥ a business in
B (A) does not, by himself of in association with others, carry on a |
0 . tion :
Singapore and does not have a PE in Singapore, or N
i - of in associati 1 others
(B) carries on a business in Singapore (by himself or in association wit orher
o | : : or servic
in 8i t, management
ore, but the arrangement,
or has a PE in Singapore, ; : nanagen sevice B
st-besformed through that business carried on in Singapore o g
n( X - =
that PE.
Cuarante= jees relating to loan or indebtedness: 5 12( 6A)(b) .
N g ating to an ¢
or e 12(6AND), any payment for any guar.antee relating i )mv)i/ded oo
Up‘ b dness is not deemed derived from Singapore if the guararlfec is | e
. L i in Si PE in Singapore by a guaranto
a person resident in Singapore or a k
on behalf of a person
i rson who: | |
a non-resident pe | | o
() (f he is not an individual) is not incorporated, formed or reg
1) (if he ¢
Singapore, and
(1) inany event: | | N
(A) does not by himself or in association with others, carry on a bu
0 . -
Singapore and does not have a PE in Singapore, or _—
imself or in associati ith others
(B) carries on a business in Singapore (by himself or in association w i
or has\ a PE in Singapore, but the giving of the guarantai is ;?Et e
‘ i i in Singapore at PE.
connected with that business carried on in Singapore or th

Withholding tax | | .
The final withholding tax rate of 15% will apply to interest an‘d ﬁdatfi ;t)gya s
deemed sourced in Singapore under s 12(6) (subject to s 12(6A)) and maz
resident person if che income is: - |
@ not derived by the non-resident from any TBP or vocation carried on in
Singapore, and ) o
® not effectively connected with any PE of the non-resident in Singapore (s
n
43(3)). . - )
Where both the above conditions are not met, the non-final withholding tax rate o
® 17% (for non-individuals), or '
® 220 from YA 2017 (for non-resident individuals)

;\‘Ollld ﬂi) ¥ a. ant warv 1 W llC ase 1‘[ come W()Ul(
pl N UﬂlCSS € IRA.S h S é)r n f_d a er ( n h cas &uCl".l
be tﬁxed l)y ect assessment, ar ld the pﬂ.ye[ can Pﬂ.y tlle amount ross Wltll()llt
dlf SESSII ) g

withholding any tax).
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PIONEER INDUSTRIES

919-210 General
Eligibility
An industry may qualify as a pioneer industry if the Minister considers that-

® it is not carried on in Si i or Si
ngapore on a sufficient scale for S !

g ale for Singapore’s ec ;
needs ’ "
® chere are favourable prospects for development, and
® it is expedient in the public interest to do so.

This incentive is granted to companies only.

Sunset clause

No company may be approved as a pioneer enterprise on or after 1 January 2024,
Tax relief period

The tax relief period of a pioneer enterprise can be for a period up to 15 years starti

from the production day (s 6). Profits derived from a pioneer trade or business during
the tax relief period are exempr from tax (s 13). The production day is the da onng
before which it is expected that the pioneer enterprise will produce the yi ¥
product in marketable quantities (s 5(3)(b)). P

Pioneer certificate

A pioneer certificate is issued to a company that has been granted pioneeratatus. The
certificate sets out the conditions under which the incentive is weanted These
conditions include the production day. L

In practice : iti i i

il ice, as a condition for approval, all operating expenses nwcurred before the
production day are to be treated as disallowable expenses and would not qualify as
business losses to be carried forward.

Accounts

A pioneer enterprise is deemed to have permanently ceased its old trade or business at
the r:_nd of its tax relief period and to have commenced a new trade or business on the
day immediately following the end of ics tax relief period (s 7(a) and 7(b)). The first
set of accounts of its old trade or business has to be made up for a period of up to one
year, beginning on;

® the production day of the pioneer product, or

® the earlier or earliest of the production days of the pioneer products if the
pioneer certificate specifies two or more pioneer products.

)4

19-230 Separate trade and income adjustments

[f a pioneer company derives its revenue from the sale of pioneer products which it
manufactures in Singapore and also from selling other products (which may or may
aot be related to the pioneer product), the revenue from the latter trade or business
may be considered non-pioneer income. Investment income is also taxable as non-
pioneer income at the normal corporate tax rate.

fWhere a pioneer company carries on a separate (non-pioneer) trade or business, the
following rules apply:

@ Separate accounts must be maintained for the non-pioneer trade or business (s
8(1)). This is to enable the receipts and direct expenses of the two trades or
businesses to be recorded accurately for tax purposes. Expenses common to
both trades or businesses must be apportioned on some fair and reasonable
basis.

® Where iheie is a loss from a non-pioneer trade or business, such loss has to be
broughy into the computation of the income of the pioneer enterprise unless
thevComptroller is satisfied that the loss was not incurred to obtain a tax
odvantage (s 8(2)). Therefore, a tax loss arising from a non-pioneer trade or
pusiness would reduce the pioneer income of the pioneer enterprise unless the
taxpayer can show that it did not incur che tax loss to reduce tax.

The Comptroller may consider that a loss was not incurred to gain a fax
advantage under the following circumstances:

— if the loss was due to depressed sale prices arising from recession, poor
market conditions, exceptionally strong competition and sub-standard
products

— if the loss was reasonable, direct expenses have been charged to both the
pioneer and separate trades, and appropriate and reasonable bases have
been used in apportioning indirect expenses between the trades, and

_ if the separate trade was already in a loss position before the
commencement of the pioneer trade.

(See IRAS e-Tax Guide “Pioneer Incentive: Tax Treatment of Gains and Losses
from a Separate Trade” (2nd Ed), published on 29 August 2014.)

The onus of proving that a loss was not incurred for a tax advantage is on the
pioneer enterprise.

Example 1

Pioneer

$

Non-pioneer

Subse 4 , Adjusted profit/(loss) (1,000) 900,000
o ql.lexgt.annfu acco.m:jts are for corresponding one-year periods with the final Less: s 8(2) abatement 1,000) _{1,000)
ounts being for a period not exceeding one year, ending on th i i i s ———
iiar ff.‘liefpefiod (s 7(0). ¥ g he expiry date of its Exempt income — 899,000
119-210 ——
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® Where the adjusted profit of the separate trade of a pioneer enterprise is Jegs
than 5% of the full sum receivable from the sale of goods or the provision of
services, the statutory income from the separate trade is deemed to be 59 o
che full sum receivable and the pioneer income would be abated accordingly (s
8(3)). The Comptroller may specify a rate less than 5%. In practice, the
Economic Development Board (EDB) has been delegated the responsibility for
processing applications for 2 lower percentage. The factors that the EDB woy]q
consider include:

— the importance of the separate trade to the enterprise

— the turnover of cthe separate trade

— whether the separate trade is a new or established activity
— past profit margins of the separate trade, and

— whether the separate trade’s profit margins follow market trends.

Example 2
YA 2019 tax computation
Non-pioneer Pioneer
A $
Sales 40,000
Adjusted profit (for example) 1,700 90,000
Add/(less): s 8(3) abatement (5% of $40,000 = $2,000) 300 300
Deemed profit 2,000 89,7CC
Less: Capital allowances (CA) 400 (12,000,
1,600
Less: Exempt amount (s 43(6) of the lncome Tax Act)
(75% of $1,600) (1,200)
Chargeable income L QARD
Exempt income 5, 77,700

® TWhere a separate trade is, in the Comptroller’s opinion, subordinate and
incidental to the pioneer trade, the income or loss from the separate ctrade will
be deemed to form part of the pioneer trade (s 8(4)).

919-240 Computation of exempt profits

In computing pioneer profits during the tax relief period, cthe general income tax rules
apply after any adjustments that the Comptroller may make (see s 10 and the
patagraphs below).

Medical expenses

An exception is medical expenses, where any excess of the specified percentage of

employees’ remuneration is deemed profits raxable at the normal corporate tax rate (8
14(6), Tncome Tax Act).

919-240 © 2018 CCH Asia Pte Limited
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Unabsorbed losses and capital allowances

Special rules also apply to the unabsorbed losses and unabsorbed CA that a pioneer
company may have when its rax relief period ends (s 15).

Capital allowances
In computing the pioneer profits of a company, it is mandatoty to claim:
® land intensification allowances
® industrial building allowances, and
@® CA on plant or machinery (s 10(2)),
Unabsorbed CA can be carried forward throughout the tax relief period and if any
palance remains at the end of the tax relief period, it can be set off against the income
of the company’s new trade or business in accordance with the Income Tax Act (s
13(2)).
As an exception, CA will not be deducted when computing the exempt income of a
pioneer company.if:
@ the coninany has incurred, or has undertaken to incur, capiral expenditure of
not’less than $150m
@ mure than 50% of the paid up capital is held by persons permanently resident
10 Singapore, and
9 the Minister has approved the capital expenditure as promoting or enhancing
Singapore’s economic or technological development (s 10(5)).
Where CA are not taken into account, the assets acquired by the pioneer company
during its tax relief period will be deemed to have been acquired on the day
immediately following the day the tax relief period ends (s 10(5)).

Losses

Where a pioneer company incurs losses, such losses can be set off as provided for in s
37(3) of the Income Tax Act but only against its pioneer income. However, any losses
which remain unabsorbed at the end of the tax relief period can be set off against the

profic of the company’s new trade or business subject to the substantial sharcholdings
test (s 15(1)).

Comptroller’s adjustments

If any sums payable to a pioneer enterprise in a tax relief period might reasonably and
properly have been expected to be payable after the end of the tax relief period, the
Comptroller may treat such sums as payable in respect of the new trade or business (s
9a)). Conversely, if any expenses incurred within one year after the end of the tax
relief period might reasonably and properly have been expected to be incurred during
the tax relief period, the Comptroller may treat such expenses as having been incurred
for the old trade or business (s 9(b)). These provisions are intended to prevent
companies from inflating their pioneer profits and reducing their taxable income.

Apportionment of CA upon expiry of tax relief

If the rax relief period of a pioneer enterprise expires during the basis period of a YA,
the allowances for that YA are to be computed as if the old trade or business has not
ceased, The amount of allowances computed is to be apportioned in a reasonable
manner between the old trade and the new trade (s 10(3)).

Singapore Master Tax Guide Handbook q19-240
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The old trade of a pionecer enterprise is the trade that was carried on by a pioneer
enterprise before its tax relief period expires. The new trade refers to the trade cartied
on by the enterprise after its tax relief period expires (s 7(a) and 7(b)).

The CA should be apportioned as set out below:
® Capiral expenditure incurred before the expiry of the tax relief period:

Initial allowances, under s 16 and 19 of the Imcome Tax Act, on capiral
expenditure incurred before the date of expiry of the tax relief period, are to be
allocated to the old trade.

® Assets in use at the end of both the tax relief period and the basis period:

Annual allowances for these assets under s 16, 19 and 19A of the Income Tax Ag
are to be apportioned to the old trade and the new trade as follows:

Amount to be Nurnber of days in the basis period

apportioned to = relating to the old trade or business l/l’\nnual
old trade Number of days in the basis period alowahices

Amount to be Number of days in the basis period A

apportionedto = relating to the new trade or business L nnual
new trade Number of days in the basis period allowdEe

® Capital expenditure incurred after the expiry of the tax relief period:

Initial and annual allowances, under s 16, 19 and 19A of che Income Tax Act, on
capital expenditure incurred after the expiry of the tax relief period, are to be
allocated to the new rrade.

® Assets disposed of before the expiry of the tax relief period:

Balancing allowances or charges on assets disposed of before the expiry of the
tax relief period are to be allocated o che old trade.

® Assets disposed of after che expiry of che tax relief period:

Balancing allowances or charges on assets disposed of after the =xpiry of the rax
relief period are to be allocated to the new crade.

(See IRAS e-Tax Guide “Pioneer Incentive: Capital Allowances Upon Expiry of Tax
Relief Period” (2nd Ed), published on 29 August 2014.)

Unabsorbed CA brought forward from the basis period preceding the basis petiod
during which the tax relief expires are to be allocated to the old trade or business of
the encerprise.

919-250 Other provisions

Recovery of tax

The Comptroller may recover tax if any amount of income of a pioneer encerprise
which was exempted from tax is subsequently not exempe:

® because of the Comptroller’s direccion under s 9, or

® because the pioneer status was revoked (s 14(1)).

19-250 © 2018 CCH Asia Pte Limited
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The Comptroller may raise an assessment or additional assessment on the pioneer
enterprise to counteract any profit obtained from any such amount. Where chere is no
fraud, the statutory limiration is:

@ four years for YA 2008 and subsequent YAs (s 74(1), Income Tax Act), and

® six years for YA 2007 and before.

statement of income

From YA 2009, a statement showing the amount of income in respect of its old trade
or business has to be included in any notice of assessment for any YA served on the
pioneer enterprise under the Income Tax Act (s 12). Where such a statement has
become final and conclusive, the amount of the income shown in the statement would
not form part of the statutory income of the pioneer enterprise and would be exempt
from tax (s 13(1)).

The Comptroller may, before such a statement has become final and conclusive,
declare that a specified amount of the income is not in dispute and is exempt from tax

(s 13(2)).
PIONEER SERVICE COMPANIES

€12.300 Pioneer service companies
A company that is engaged in any “qualifying activity” may be approved as a pioneer
service company. The income from a qualifying activity of a pioneer service company
is tax exempt during its tax relief period.
Tax relief period
The tax relief period of a pioneer service company can be for five to 15 years (s 19 read
with s 6). The tax relief period begins on the commencement day in respect of the
qualifying activity.
Qualifying activities
“Qualifying accivities” include the following:
® engineering and technical services including laboratory, consultancy, and R&D
activities
R&D activities were removed from the scope of a pioneer service company for
new incentive awards approved on or after | July 2017. Existing incentive
recipients will continue to have such income covered under their existing
incentive awards until 30 June 2021.
As announced in the 2017 Budget, to encourage the use of IPs arising from a
taxpayer's R&D activities, a new IP Regime has been introduced to encourage
the exploitation of IP arising from R&D activities of a taxpayer.
IP income received on or after 1 July 2017 is incencivised under a new IP
Regime called 1P Development Incentive (IDI). The IDI teok effect on 1 July
2017 and is administered by the EDB
® computer-based information and other computer-related services
® development or production of any industrial design, and

® any other prescribed services or activities (s 16).

Singapore Master Tax Guide Handbook 919-300
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Und ic : : .
. ler the Beonomic Expansion Incentives (Relief from Income Tax) (Qualify:
: 2 ; 1
ctivity) Regulations, prescribed services and activities are: VIS

® <ervi e . 2
ervices anﬂ activities which relate to the provision of entertainment, Jg;
and recreation T

publishing services
services which relate to the provision of education
medical services

services and activities which relate to agricultural technology

services and activities which relat isi
e to the provision of auro
vice mated i
facilities Wafeho‘lsmg
services which relate to the organisation or management of exhibitiong
conferences (deleted on 2 March 2017) .
® financial services
- ) ) )
business consulrancy, manggement and professional services
— vl 3 .
rvices and activities which relate to countertrade including  barger
counterpurchase, and compensation or buyback (deleted on 2 March 2017) :
® services and activities which relate to international trade

® venture capiral fund activicy (withe AW g -
y (withdrawn as i, - s
o 1 April 20155 a prescribed qualifying activicy

Vercllture capital is no longer considered to be a pioneering activity in Singapore
an l‘v‘e{lture c.ap1tal fund management has been withdrawn as a prescribed
gua ifying activity of a pioneer service company from 1 April 2015 (2015
ud_?et am;ouncement). However, a company already awarded with a Ppioneer
certificate for venture capital fund i
: management will not be aff s this
withdrawal e R

)] ge n y SS I P V P
® | eraric O ana 1ent of a 1y ma al l(l fransit system dﬁlef(:'(, a1 ]V a
O ) ( Ch

® services provided by an auction house, and

® maintaining and operating a private museumn (deleted on.2-March 2017).
INVESTMENT ALLOWANCES

119-410 General
Eligibility
A company may apply for IA in respect of i
e he fi i
ol g g o pect of the fixed capital expenditure for the

% ) .
the manufaceure or increased manufacture of any product

@ the provision of maintenance, repairs and overhaul services to any aircrafe (chis
scheme was assessed to be no longer relevant and was not extended after 31

March 2015), and

e for improving energy efficiency (approval was granted for an initial five-year
period from 1 April 2010 to 31 March 2015. The IA scheme for energy
efficiency projects (IA-EE scheme) was combined wich the TA-EE for Green
Dara Centres scheme into one scheme known as the “Investment Allowance —
Energy Bfficiency scheme” from 1 March 2015. The scheme has been extended
¢ill 31 March 2021 and is administered solely by the EDB).

Definitions

“Construction operations” include the conscruction, alteration, repair, extension or
demolition of buildings and structures and of any works forming, or to form, part of
any land.

A “space fateilite” means an apparatus placed in orbit relative to the earth for any

economicy scientific or technological purpose.

“Tived capital expenditure” refers to capital expenditure incurred on the following

irems that are used for carrying ouc the approved projects (s 66{1)):

® factory building (excluding land) in Singapore, including a building or
structure specially designed for carrying out the project under s 67(1)(b),

67(1)c), 67(1Xd), 67(1)(H) or 67(1)(g)
® the acquisition of any know-how or patent rights (see below), and

® any new productive equipment and any approved second-hand productive
equipment to be used in Singapore (see below). In relation to any project for
the operation of space satellice and for aircraft maintenance, repairs and
overhaul services, fixed capital expenditure would include any approved
productive equipment to be used outside Singapore.

Note that from YA 2011, TA will not be granted for any amount of fixed capital

expenditure incurred on the acquisition of any:
® productive equipment

@ know-how, or

® the provision of speciali i i i i
. e pecialised engineering or technical services ® patent rights
® construction operations oo el
® reducing the consumpti £
® in relaci HlP. 10_n 0 Ws_'te_.r ® enhanced CA (s 19A2A) or s 19A(2B), Income Tax Ac), ot
n relation to any qualifying activity as defined in s 16
® the promotion of the tourist industry (other than a hotel) in Si ngapore ® cobabidviifig-don slomnai s P A ore TRU, e T
® the operation of any space satell;
y space satellite under the Productivity and Innovation Credit (PIC) scheme (s 74A).
919-410 i
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A . ; ) . :
company will not be deemed to have incurred fixed capital expendirure unlegs:
o ] . - gee .
Fhe case of any factory building or productive equipment to be constryet d
or inst; i i 1 i |
’ zns.talled on site, the expenditure is attributable ro payment against w, 5
. . . . . ’ &
one in the construction of the building or the construct] i s
1 A . g struction or insrallatig
the productive equipment "2

® in che case of “ti i
0 e F}f any produgt:ve equipment, other than those for a space satelljce
i ject or Clor aircraft maintenance, repairs and overhaul services, the compa
has recerved deliver equi in Si b
ery of the equipment in Singapore, and

® in : ¢ "t i
: th; case of any productive equipment for a space satellite project or f
airc i i i ’
feralt maintenance, repairs and overhaul services, the company has recej d
delivery of the equipment (s 66(2)). i

Exclusions

I me y é, S/ pp P hE
C f
Ve. S a. .( wances d (0] bf_‘ wen to a compan or dan a IOVE(] 0] e
PIOJC( 1VES rise to income Wh]Ch 15 (S 69("‘))~

® exempt from rax under the [noome Tax Ag
] ¢ or the EETA :
scheme under Pt X), and wocher than e

® caxed at the concessionary rate of tax under the
DEL

post-pioneer incentive and the

Nevertheless, should any fixed capital expenditure be incurred on or after 1 Jan

1?96 for an apprgved project for reducing water consumption which gives Lrisza:{(
exempt of concessionary income, TA may be granted if the Minister is satisfied «i t i
is expedient in the public interest to do so (s 69(6)). In such instance, the al.Jr H: %t
to be credited to the normal 1A account and is allowed to be se; oft vt 0

credi . agcinst the
- (=}
company’s chargeable income taxed at che normal tax rate.

Tax relief

IlJnd;-r the IA. scheme, a company is granted an 1A based on an approved percentage of
the fixed cap{tal expenditure incurred on plant, machinery and factory building for an
approved project. The percentage will not exceed 100% (s 6G8(1)). ’

T.he IJ-‘_& is to be set off against chargeable income derived from that project and i
given in addition to the normal CA. Unlike unabsorbed CA unutilis}ed ]]A £ bls
carried forward indefinitely for set-off against the chargeable i,ncome in fut vl
The substantial shareholders’ and the “same trade” tests do not apply T

Qualifying period

The fixed capital expenditure must be incurred within the qualifying period of up t
five years to be eligible for TA. Where the specified item is acquirej)under aip'reo
purchase agreement made on or after 15 February 2007, the qualifyin ri d1 i-
extended up to eight years. The qualifying period begins on the “investmeft Se '{'j hs
date from which the company qualifies for the A (s 66(1)). o

19-410
q © 2018 CCH Asia Pte Limited
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certificate for investment allowances
The approval for TA is given in a certificate issued by the EDB. This certificate gives
full derails of:
@ che company
@ che project
® the product, and
@ che conditions for approval.
gome of the conditions relate to the:
® investment day
@ qualifying period
® specified percentage, and
® qualifying fixed capital expenditure.
Expenditure on submarine cable systems — 20 February 2018 to 31
December 2023
As announced-in the 2018 Budget, to strengthen Singapore’s position as a leading
digital cennectivity hub, the TA scheme will be extended to capital expenditure
incurfed on newly-constructed scrategic submarine cable systems landing in Singapore
subiect to qualifying conditions.
Al other existing conditions of the IA apply except for che following which will be
permitted for qualifying investment in submarine cable systems landing in Singapore:
® the submarine cable systems can be used outside Singapore, and
® the submarine cable systems on which TA has been granted may be leased out
under the indefeasible rights of use arrangements.
This change will take effect for capital expenditure incurred between 20 February
2018 and 31 December 2023, both dates inclusive.

€19-420 Crediting of investment allowances
Invescment allowances which have been set off against chargeable income are required
to be credited to separate TA accounts according to the tax rates applicable to the
income arising from the approved projects.
® Normal and concessionary 1A accounts

— Where an IA is given for an approved project from which only normal
income is derived, the IA is required to be credited to an account called a
“normal investment allowance account™ (INLAA) (s 69(3)).
Where an IA is given for an approved project from which concessionary
income is derived, the IA is required to be credited to an account called a
“concessionary investment allowance account” (CTAA) (s 69(4)).
“Normal income” means income subject to tax ac the normal rate of tax.
“Concessionary income” means income which is subject to tax at a
concessionary race of tax under certain provisions of the Act (s 66(1)).
Where a company derives both normal and concessionary income from a
project, the Minister ot a person whom he appoints will decide which account
the IA is to be wholly credited (s 69(5)).

Singapore Master Tax Guide Handbook 19-420
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®  Change from normal income to concessionary income

Notwithstanding s 71, as from the relevant date, where the income
from an approved project is subject to tax as concessi
normal income, the following applies:

deriyeq
onary income insteaq of

(a) Subject to (d), any balance in the NIAA will only be used for Cleductj(}_n
against the company’s normal income for the transitional year.

(b) Any IA in respect of fixed capital expenditure incurred before the date of

change will be credited to the NIAA.

(©) Any IA in respect of fixed capital expendirure incurred on or after the date
of change will be credited to the CIAA.

(d) The NIAA for the transitional year will be debited w

ith the amount of
normal income for the transitional

year not exceeding the credit in the
NIAA; and any remaining balance in the NIAA will be transferred to the
CIAA for use against the concessionary income of the company for the
transitional year and future YAs (s 69(7)).

Change from concessionary income to normal incone
Notwithstanding s 71, as from the relevant date, whete the income of a

company which is derived from an approved project is subject to tax as normal
income instead of as concessionary income, the following applies:

(a) Subject to (d), any balance in the CIAA ar the end of the basis peticd for
the YA before the transitional year will only be used for deductic

3 against
the company’s concessionary income for the transitional year.

(b)

Any IA in respect of fixed capital expenditure incurredbefore the date of
change will be credited to the CTAA.

() Any IA in respect of fixed capital expenditure incurred on or after the date
of change will be credited to the NIAA.

(d) The CIAA for the transitional year shall be debired with the amount of
concessionary income for the transitional year not exceeding the credic in
the CIAA; and any remaining balance in the CIAA will be transferred to
the NIAA for use against the normal income of the ¢

ompany for the
transitional year and furure YAs (s 69(8)).

The “relevant date” is the date in the basis period relating to any transitional
year on which the income of an approved project is subject to tax as
concessionary income instead of as normal income, or vice versa. The
“transitional year” is the YA relating to the basis period in which the income
of any approved project is from the relevant date subject to rax as concessionaty
income instead of as normal income, or vice versa.

919-420 © 2018 CCH Asia Pte Limited
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@ Where company permanently ceases to derive concessionary tncone

is sati a compan
Notwithstanding s 71(4), where the Comptroller is satisfied Elh?t a C{)Y[l;L y
; : i i i is peri tan :
has ceased to derive any concessionary income in che basis peried for any

AA 3 i i of the
(a) the CL will be debired with the amount of concessionary income
a - . o

company for that YA not exceeding the credit in that account

(b) any remaining balance in the CIAA will be debited from that account, and

) an adjusted amount of any remaining balance rei:-erred to in (b)\ will Ee
¢ credited to the NIAA for use against the normal income of the company
for that YA and subsequent YAs (s 69(9)).

€19-430 Exemptions h
here for any YA, an NIAA of a company is in credit and the company has for that

Where ’

YA any normal sncome:

i ic i e NIAA, will
an amonat of the normal income, not exceeding the credit in th s

j heexémpt and the NIAA will be debited with such amount, and

@ any remaining balance in che NIAA will be carried forward for set-off against
;he normal income in future YAs (s 71(1)). . N

in ¢ outstanding allowa
E?X;Vz;a?n?zriia;};gz iii; 151?2[?13{}1:2 Zitec(:f)ingas to be mac%e when an income
cecarn is lodged (s 71(2) and 71(3)). | .
Where, for any YA, a CIAA of a company is in credic and the company has for t
YA any concessionary income:

® al untc f € C €581 aty ncome, not E)’Cceedl [he ([(_Cilt .[l tlle CII&[}.
an amount o th onc on C , O ng 1 3
W e € )t a d L Il!l\ Wll [ t'h ted wWith suci amo t ﬁ.ﬂ{]
b Xem 1 ne C be 1 unt,

L] remaining balance in the CIAA will be carried forward for set-off against
any .

the concessionary income in future YAs (s 7 1(4)).

i AA or any amount
Any amount of normal income of a company debited from the NI i &Zm o
of concessionary income of a company debited from che CIAA is exemp

71(3)).

919-440 Prohibitions on sale, lease or disposal of assets

During its qualifying period or within two years aftf.:r Ehf? end of);t:nquzi;i{n:ilie;lﬁ:;
a company is not permitted to sell, lease or otherwme.d}spose (70(3) e s
qualified for TA without the written approval of the Minister (j ! " t.he e
total amount of the TA given for that asset may be rejpvzret t}zt; o oty Y
deducting the amounts which have prewously.b.een credite ; (il i
the amount in the relevant account is not sufﬁuent. to give hu S o e
an assessment or additional assessment may ’.be- raised on L e comp WZNE Sl o
shareholders to recover the amount. The Minister may, however,

parcly che recovery of the TA (s 70(2) and 70(3)).

19-440
Singapore Master Tax Guide Handbook il
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DEVELOPMENT AND EXPANSION INCENTIVE

19-500 Development and expansion incentive

The DEI applies not only to companies which
but also to companies which have not.

Any company engaged in a “qualifying activity” ma
and expansion company” (s 197(1)).

Qualifying activity

A “qualifying activity” means any of the following:

® the manufacturing or increased manufacturin

industry that would be of economic benefit to Singapore

any qualifying activity as defined in s 16 (see J19-300 above), or

R&D activities were removed from the scope of 2 DET company for pey
incentive awards approved on or afrer 1 July 2017. Existing incentive recipients

will continue to have such income covered under their EXISTINg incentive
awards until 30 June 2021,

As announced in the 2017 Budget, to encourage the use of IPs arising from 4
taxpayer’s R&D activities, a new IP Regime h

as been incroduced to encourage
the exploitation of IP arising from R&D activities of a taxpayer,

IP income received on or after 1

Regime called IDI. The IDI took e
the EDB

July 2017 is incentivised under a new 1D
ffect on 1 July 2017 and is administered hy

® other services or activities as may be prescribed (s 191).
Prescribed services and activities are those relating to:
® |ogistics

® freight forwarding, and

® shipping-related support services fallin

g outside the scope of s 43ZF of che
Tncome Tax Act,

The DET scheme has been extended to cover income derived from the provision of
international legal services from 1 A

pril 2010 to 31 March 2020 (both dates
inclusive) (s 19K A). This is to encoura

ge law pracrices to do more international legal
work. The incentive is available to law practices registered in Singapore:

® asacompany, or
® asa branch of a foreign company.
Concessionary tax rate

Approved law practices will be subject to tax at a conc
“expansion income” from qualifying
period of five years.

119-500

© 2018 CCH Asia Pte Limited

essionary rate of 10% on
international legal services for a non-extendable

Economic Expansion lncentiv.,,

have previously enjoyed pioneer Statyy

y be approved as a “developmen,

g of any product from any

omic Expansion Incentives

Econ

A DEI company:
@ that is approved on or after 29 February 2012, or

i i i i for an
hat has been granted an extension of its tax relief period or periods y
@® tha 1 EX ! s
qualifying activity or activities on or before 29 February 20

ax /e - ion i ” derived by it
d at a reduced rate of not less than 5% on “expansion income y

i [ e . - . . o, )

:15 ring its tax relief period from the qualifying activities

LL

Tax relief period

inicial cax relief period may be granted for a period not exceeglmg, 10 ye'ar?.m'l;l;i
p L iod may be excended for up to five years at a time, subject t0 & max
E fehef Pg“‘; 20 zars (s 19K(3)). For a DEI company which engages in om‘: (?r mor'e
tof:ll_gej;l; ac(lix:itigs and oversees, manages ot controls the condfuc;of any a?g‘ltge?itg
L. T i i an extension of the tax reh ;
E I;gl?\bT-larbzﬁ(lls(’)Szi:lZﬂIipgzlriir;o;()18 (both dates inclusive), Fhe rax relief
bﬁff"ﬁen 18 “:.L':;erfded for a period not exceeding 10 years at any one time, butghe
Pesai(l)(rle?flg D:;i;d shall not exceed in the aggregatle 4% Iye;rls (s 1211(553[:‘2;(1 hl:i(jucz)Ci
, S i i “16", 217 or 31% year,
X e::.ttmlon Ofbthfe:sx tﬁiﬁei(r)j.f;ﬂj-d;)(:; tw}:;elrl z’ﬂ is the cnncession.ary. rate o.f tax
. 'S‘]T:l)llle nt?)t thf: company’s expansion income that is derived by it immediately
qbi;jl;c;;zathe commencement of the 117", 16", 21 or 31" year (s 19J(5E)).

Expansion income

The “expansion income” of a development .and“expansionk Compzrrl]ikirslgthtienigicr}ltgs ﬁ;)lz:;
the qualifying activities which es.(ceeiieyl‘t; dg:iffnej)r;;sikmg Syrrmtige
L “a::iriig? ?fjfgg n;'lrlc:i lr:f:;h qualifying activities for th‘e three years
;fnem;g;:f; preceéding the commencejnent day. The Mi;)i)ster may specify the amount
of the “average corresponding income (s 19J(6) to 197(8)).

EXPORT OF SERVICES INCENTIVE

19-600 Export of services

i i 201
istorical Note: Prior to 14 January ' . o

:1 ort of services incentive has been repealed by the Econom{c Expansion mcen%ﬁs1 (Relief
frofnel);iome Tax) (Amendment) Act 2010, which came into operation on 14 January ; s
Up to 13 January 2011, a company or firm engaged in qualifying services could be approv
an:

® export service company, or

@ export service firm (s 44B(1) (repealed)).
Tax relief period . .
The initial t:; relief period of an export service company or firm bggan on (tjhceoic??lzeexmnde(j
day and continued for a period not exceeding 10 years. The. tax relief perlot could be extenced
foryfurther periods, not exceeding five years at any one time, but the total pe
exceed 20 years (s 44C (repealed)).

Chapter
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Qualifying services
"Qualifying services” referred to any of the following services undertaken with respect tq
overseas projects for persons who were neither residents of, nor permanent establishments
(PEs) in, Singapore (s 44A (repealed)):
® technical services, including construction, distribution, design and engineering services
® consultancy, management, supervisory or advisory services relating to any technical
matter or to any trade or business
® fabrication of machinery and equipment and procurement of materials, components anq
equipment
® data processing, programming, cormputer software development, telecommunications
and other computer services
® professional services including accounting, legal, medical and architectural services
® educational and training services, and
® other prescribed services.
Computation of profits
The income of an export service company or firm in respect of its qualifying services was
computed as follows (s 44E(1) (repealed)):
(3) Income from sources other than the qualifying services was excluded and separately
assessed.
(b) In computing the income derived from the qualifying services, the following were
deducted:
(i) all direct costs and expenses incurred in respect of the qualifying services, and
(i) all indirect expenses which were reasonably and properly attributable to the
qualifying services.
(c) CA which were attributable to income derived from the qualifying services during the
tax relief period were mandatory.
(d) For the purposes of (b)(ii} and (c), the amounts attributable to the qualifying services
were determined on a basis that the Comptroller deemed reasonable and proper.
The excess of the income ascertained under s 44E(1) (repealed), over a base amount of 15t me
determined by the Minister, qualified for tax relief (s 44E(2) (repealed)). Subject to the

Comptroller's powers of recovery of tax, 90% of the amount of the qualifying income was
exempt from tax.

Example 3

A company was granted an export service certificate. The tax relief period began on 1 January
2008. The base export profit level for its overseas profit was $40,000. CA for YA 2010 was
$36,000. Other details for the year ended 31 Decemnber 2009 are given below.

e T R i

ross revenue

- Local services 900,000

= Qualifying export services 300,000

Adjusted profits before CA 1,100,000
912-600 © 2018 CCH Asia Pte Limited
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The exempt income and chargeable income were determined as follows:
Calculation of exempt income
Adjusted qualifying profits (3/12 x $1,100,000) 275,000
,000
Less:  Attributable CA (3/12 x $36,000) (9,000)
266,000
40,000
Less: Base amount e
Adjusted qualifying income ;
00
Exempt income = 90% thereof _203,400
Tax computation for YA 2010
,100,000
Adjusted profits 1
less: CA (36,000)
| 1,064,000
0
Less: . Cxempt income (as above) (203,40
860,600
[=ss:  Exempt amount:
75% of first $10,000 (7,500)
50% of next $290,000 145,000 152,500
708,100
Chargeable income
120,377
Tax @ 17% £
Chapter

OTHER INCENTIVES

919-700 Foreign loans for productive equipment

Where 2 company engaged in any industry wants to raise a loan from a non-resident
person for the purchase of productive equipment for its trade or business, it may apply
for that loan to be an approved foreign loan.

Tax benefits

Under the approved foreign loan incentive, the loan interest is either:
® exempt, or
® taxable at a reduced rate.

The borrower will therefore:
® not need to withhold any tax, or

® only need to withhold tax at a lower rate (s 59(1)).

Singapore Master Tax Guide Handbook 119-700 ‘
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Qualifying conditions

Prior to 24 February 2015, the loan must | ini

ek ust have been for a minimum amoung of
Fr.orr_:l 24 February 2015, the loan must be for a minimum amount of $20m but ¢

Minister may approve an application for a loan of a lesser amount (s 57(1) and 57(2)) e
The prf)ducFive equipment purchased wich the loan cannot be sold, transferred .

othe.rwme dzsposed of without the Minister’s approval, unless the loan has been f\’,ll?r
repaid (s 5%?). If t‘he company contravenes s 58 or any of the conditions imposed for rh-y
approval of the foreign loan, the tax which would have been required to be Withhel§
by the company from the interest it paid to the foreign lender will be recoverab)
from the company (s 59(2)). 1
Sunset clause

A review date of 31 December 2023 has been legislated for this incentive (s 57(6))

19-720 Royalties, fees and development contributions
A company engaged in any industry which wants to enter into an agreement or
arrangement wich a non-resident person, under which:

® royalties

® technical assistance fees, or

® contributions to R&D costs
are payable to the non-resident person, may apply for those payments to be approved
royalties, fees or contributions (s 61).
The term “royalties or technical assiscance fees” includes any royalties, rentals or ary
other consideration for the right to use copyrights, scientific works patents, desiyns

’ ] . 2 U\

p.lar%s, sectet processes, formulae, trademarks, licenses or any otcher property of a
sz_nnlar nature (s 3). Fees paid to an individual for professional services rénlered in
Singapore are excluded.
Tax benefits
Approved royalties, fees and development contributions are either:

® exempt from tax, or

® raxable at a reduced rate.
Where the tax payable on approved royalties, fees or contributions is at a reduced rate
and the C.omptroller is satisfied that the payments have either wholly or partly been
expended in the acquisition of ordinary share capital in the company from which these
payments were received, the amount of income expended will be exempt (s 65)
Cessation of payments before expiry of agreement
Where any approved royalties, fees or contributions payable by the company cease to
be pﬂY&blE before the period of agreement expires, the company is required to notify
the Minister within 30 days from the date they cease to be payable (s 62(1)).
Changes in terms of agreement
A company that has been granted the incentive may not amend or otherwise vary che
termy of the agreement unless the Minister approves. However, if the consideration
remains the same and the change relates only to reduced amounts of royalties, fees or
contributions payable, the company need only to notify the Minister within 30 days
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from the date on which the amount is reduced (s 62(2)). If a company contravenes s
62(2) or any condition set for the approval, the withholding tax that would have been
pﬂyﬂble if no relief had been granted will be recoverable from the company (s 64(2)).

sunset clause
A review date of 31 December 2023 has been legislated for this incentive (s 61(4)). .

19-730 Overseas Enterprise Incentive

Historical Note: Prior to 25 February 2013
The Overseas Enterprise Incentive has been withdrawn with effect from 25 February 2013.
with broad-based changes to the domestic regime for foreign-sourced income, this incentive is
no longer relevant.
Prior to 25 February 2013, a company incorporated and resident in Singapore which desired to
expand its business by investing in an overseas company or carrying out a qualifying activity
could apply to be approved as an overseas enterprise (s 971(1) (repealed)).
Qualifying activity
"Qualifying e tivity” referred to any of the following activities in an overseas project:

® manuiacturing activities or services
infrastructure development and management
vaurism development and management
technical services including construction, distribution, design and engineering services
consultancy, management, supervisory or advisory services relating to any technical
matter or to any trade or business

® fabrication of machinery and equipment and procurement of materials, components and
equipment

e data processing, programming, computer software development, telecommunications
and other computer services

e professional services including accounting, legal, medical and architectural services

@ educational and training services, and _

@ any other prescribed activities or services. Ehaptei;: _'

Qualifying income
"Qualifying income" referred to:

e dividends received from any qualifying investment, specified in the certificate of
approval under s 971(2) (repealed), in any overseas company to the extent that the
Comptroller was satisfied that such dividends were paid out of income of the overseas
company derived from any qualifying activity, and

® income derived from Singapore or received in Singapore from outside Singapore from
any qualifying activity.

Qualifying overseas enterprise
An “overseas enterprise” was required to be a company at least 50% of whose paid-up capital
was beneficially owned by citizens or permanent residents of Singapore:

® throughout the period during which it held shares in an overseas company (in the case
of dividends received from qualifying investments in that overseas company), or

® throughout the period during which it carried on any qualifying activity (in the case of
income derived from that qualifying activity),

unless the Minister otherwise decided.

Tax relief period

An overseas enterprise was exempt from tax on its “qualifying income” for a total period of up
to 10 years, beginning on the commencement day (s 97)) (repealed).
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Computation of qualifying income
Qualifying income and other income were assessed separately (s 97M(a)) (repealed). The
Comptroller was empowered to adjust income and expenses to prevent manipulation of
accounts (s 97L) (repealed). The qualifying income was determined based on the genera|
income tax rules. In particular, the following amounts were required to be deducted in
calculating the qualifying income:

@ all direct costs and expenses incurred in respect of that qualifying income

® all indirect costs and expenses which were reasonably and properly attributable to that

qualifying income

@ allowable donations, and

@ CA attributable to the qualifying income (mandatory).
During the tax relief period, losses from the qualifying activity, unabsorbed CA and unabsorbed
donations:

@ were allowed to be carried forward for set-off against future qualifying income only, and

® were not allowed to be transferred to another company in the same group under the

group relief rules.

At the expiry of the tax relief period, any unabsorbed losses and allowances were available for
set off against other income subject to the substantial shareholdings test (s 97M(d), 97M(f) to
97M(h) (repealed)).
Indirect expenses and CA were required to be allocated to the qualifying income on a
reasonable and proper basis (s 97M(e) (repealed)).

919-740 Enterprise Investment Incentive

Historical Note: Prior to 1 September 2009
The enterprise investment incentive has been repealed by the Economic Expansion Incentives
(Relief from Income Tax) (Amendment) Act 2016, which came into operation on 19 April 2016.
This incentive was intended to facilitate Singapore companies engaged in innovative and high
grovyth‘activiﬁes with substantial developmental contents relating to any product, procesz ar
service in gaining access to venture capital. An investor who held qualifying shares in‘2.siar-up
company could qualify for a deduction for any loss incurred from the sale of qualifyiriz shares
in, or from the liquidation of, the start-up company (s 97V(1)) (repealed).
A company incorporated in Singapore and not listed on the Singapore Excivange (SGX) or an
overseas stock exchange could apply for approval as a start-up company it t:

® had a paid-up capital of at least $10,000, and

® was solely or primarily engaged in Singapore in innovative and high growth activities

with substantial developmental contents in relation to any preduct, process or service (s
977(1)) (repealed).

Tax relief period
The Minister would approve the application and award the company the start-up company
status for a period of up to five years if he was satisfied that the activities of the company were
in an area of high growth potential and would enhance the economic development of
Singapore.
Sunset clause
No approval will be given on or after 1 September 2009 (s 97T(2) and 97T(3)) (repealed).
Qualifying conditions
An eligible investor in a start-up company could qualify for a deduction for any loss incurred
under s 97V(1) (repealed) against its statutory income as if the loss were its trade or business
loss. To be qualifying shares for this purpose, the following conditions applied:

® the shares were not shares of a preferential nature

919-740
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the purchase price of the shares allotted to the investor was not less than $1,000 at any
one time
the shares were not acquired under a share option or share award scheme
the shares were not acquired through a conversion of any loan or debt securities
the shares were paid for in cash, and
at the time the shares were allotted to the investor, the total amount paid to the
company for all qualifying shares by all eligible investors had not in the aggregate
exceeded $3m (s 97U) (repealed).
A deduction would be denied if:
@ the shares in respect of which the loss was incurred were held by an eligible investor for
a period of less than one year from the date of allotment of the shares, unless the loss
arose as a result of the liquidation of the start-up company, or
@ the sale of the shares or liquidation occurred after six years from the date of allotment
of the shares (s 97V(2)) (repealed).
Gains from sale of qualifying shares or liquidation of start-ups
Where an eligible investor made a gain from the sale of any qualifying shares in, or from the
liquidation of, a stat-up company and where any loss in relation to that start-up company had
previously been dllcwed as a deduction to the eligible investor under s 97V (repealed), the gain
would be desmed to be income of the eligible investor insofar as it was not taxable as a
revenue ar trading receipt (s 97V(3)) (repealed). However:
® -no cain would be deemed to be income unless the total amount of losses allowed for
sievious YAs exceeded the total amount of the gains deemed to be income for previous
YAs
@ the amount of the gain chargeable to tax would not exceed the excess of the total
amoaunt of losses allowed for previous YAs over the total amount of gains deemed to be
incorne for previous YAs, and
@ the losses and gains referred to in s 97V(2)(a) (repealed) and 97V(2)(b) (repealed) would
be disregarded (s 97V(4)) (repealed).
Ascertaining the loss or gain on disposal of qualifying shares of start-ups
The loss (gain) on disposal of the qualifying shares in a start-up company was determined to be
the excess (deficit) of the purchase price of the qualifying shares over the greater of:
® the sale proceeds, or
® the value of the net asset backing of the start-up company as determined by the
Comptroller at the date of sale of such shares.
In the case of the liquidation of a start-up cormpany, the loss {gain) was the excess (deficit) of
the purchase price of the qualifying shares over the liquidation proceeds (s 97V(5) and 97V(€))
(repealed).

919-750 Integrated industrial capital allowances

Historical Note: Prior to 17 February 2012

The 1ICA incentive has been withdrawn following the intreduction of the IlA scheme on 17
February 2012. The changes were effected by the Economic Expansion Incentives (Relief from
Income Tax) (Amendment) Act 2073.
Where a company incorporated and resident in Singapore proposed to carry out a project
through any overseas subsidiary:

@ for the manufacture or increased manufacture of any product, or

® for the provision of specialised engineering or technical services,
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