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FOREWORD

This year’s budget is different. It is about “quality growth and building an inclusive and

equitable society”.

As Singapore nears the halfway mark of its 10-year restructuring plan, Budget 2014 sought to

define and reaffirm the society that we aspire to have. It is about accelerating the momentum

of economic transformation that Singapore has embarked on five years ago.

This is a budget that will be remembered for years to come. At a time when many countries

have continual difficulties in finding adequate fiscal resources and achieving balance budgets,

this budget provides Singapore with the wherewithal to attend to our growing social needs. It

will indeed set new benchmarks for future budgets going forward.

As a continuance of the emphasis set in previous years, the key economic themes continue to

persist: productivity, restructuring, reducing reliance on cheap foreign manpower, long-term

infrastructure planning. What has dominated the centre stage in the 2014 budget is the

introduction of a path-breaking social initiative to enhance subsidies for Singaporeans and

measures to boost retirement savings.

A S$8 billion Pioneer Generation Package (“PGP”) was unveiled for seniors born prior to

1949, and who became citizens before 1987. It features greater outpatient subsidies,

Medisave top-up and Medishield Life subsidies. The benefits will be enjoyed by the pioneer

generation for the rest of their lives regardless of their income because the objective of the

PGP is to honour contributions of the pioneer generation of Singaporeans who have been

working and living here when Singapore was newly independent. To cater for the rising

healthcare and education cost, a 1% increase in employer CPF contribution and Medisave

top-up, together with a one-year temporary employment credit to help employers defray 50%

of the CPF increase, were also introduced.

With such a giveaway, we should see a tighter budget position in the coming years.

Eventually we should see an increase in GST rate to offset expenditure for social spending.

For the time being, the Government is tapping on past years’budget surpluses, net investment

income, and raising duties in betting, tobacco and liquor to support these measures.

On the business front, in a show of resolution to stay the course in the long-drawn process of

economic restructuring, the Government had extended and improved the Productivity and

Innovation Credit Scheme (“PIC”and “PIC+”) as well as certain funding initiatives, tax

benefits and measures to assist SMEs in exploring new markets outside Singapore.

It is pertinent to note that the Government has maintained its stance on restricting foreign

labour growth and SMEs will be worst hit by these tightening measures. They will affect

those in the service sectors such as the F&B and construction industries. Those who have yet

to embark in the productivity gains will have to seriously consider the use of technology and

innovation going forward. This may perhaps be the last call to do so.



Singapore Budget Highlights 2014 Foreword

FOREWORD (continued)

To some, the budget did not address issues concerning the rising costs of doing business in

Singapore which have indeed affected SMEs significantly. As business costs such as wages

and rentals continue to escalate, not forgetting the impending increase in employer CPF

contribution, profit margins are expected to be further eroded. There will be cash-strapped

SMEs with limited resources to invest in productivity and take advantage of the schemes.

Nevertheless, it is now up to SMEs to rise to the occasion with aplomb and dynamism.

At Acutus, we are pleased to present you with this exclusive highlight to assist you in

understanding the changes and initiatives that was unveiled in Budget 2014. As these

proposals are yet to be enacted, our comments should not be considered definitive and

readers are advised that they should not use or rely on this as a basis for formulating business

decisions.

Jack Lam
Managing Partner

22 February 2014

DISCLAIMER: This publication is issued exclusively for the general information of clients and staff of Acutus Tax Services Pte. Ltd.
The material should not be relied upon without appropriate professional advice. Acutus Tax Services Pte. Ltd. will not be liable for any
loss or damage arising out of or in connection with the material contained in this publication.
© 2014 This publication is contributed by Acutus Tax Services Pte. Ltd. All rights reserved.
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BUSINESS TAX

1. Corporate Tax

Present Position

 The current corporate tax rate is 17% with partial exemption of up to

$300,000 of a company’s normal chargeable income as follows:-

Chargeable Income Exemption

1st $10,000 @ 75%
Bal. $290,000 @ 50%

$

7,500
145,000

Total Exemption 152,500

 A 30% tax rebate capped at $30,000 per YA is available to companies from

YA 2013 to YA 2015.

 The effective tax rate for the first $300,000 is 5.85%.

Proposed

 The corporate tax rate remains at 17%.

Comments

 It is not surprise that the corporate tax rate remains unchanged as it is
considered one of the lowest in the world. Though it is 0.5% higher than those
of Hong Kong’s current corporate tax rate, the partial tax exemption scheme
and the host of incentives schemes such as the PIC scheme etc will potentially
bring the effective tax much below 17%.
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1. Corporate Tax (continued)

Comments (continued)

 An illustration of the effective tax rate for companies with a chargeable
income of $500,000 is as follows:-

Chargeable income 500,000

Less: Exempt income

- 75% on 1st 10,000 (7,500)
- 50% on next 290,000 (145,000)

------------
Chargeable income (after exempt income) 347,500

=======

Tax thereon @ 17% 59,075

Less: Corporate income tax rebate @ 30% (17,722)
------------

Tax payable: YA 2014 41,353
=======

Effective tax rate 8.27%
=======
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1. Corporate Tax (continued)

Comments (continued)

 Comparison of corporate tax rates of selected countries:-

 The above rates are top corporate income tax rates, excluding dividend,
withholding tax or other form of taxes applicable in individual country.

* Lower rates or partial tax exemption are available for the lower income bands, companies with smaller paid-up
capital etc.

** Certain income/companies that meet certain conditions enjoy a lower tax rate.

22%
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17%

30%

25%
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25%

30%
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2. Extending the Productivity and Innovation Credit Scheme (“PIC”)

Present Position

 Currently, under the existing PIC scheme, businesses can claim PIC benefits
on qualifying expenditure incurred on each of the six qualifying activities as
follows:-

1. Investments or leasing of
automation equipment

400% on the first $400,000
100% on the balance

2. Training of employees
3. Acquisition of Intellectual Property

(“IP”)
4. Registration of IP

5.
Research & Development
(“R&D “)expenditure

400% on the first $400,000 for
R&D work done in and out of
Singapore

150% on balance if the R&D
work is done in Singapore

100% on balance if the R&D
work is done overseas

6. Investments in design 400% on the first $400,000
100% on the balance

 The PIC scheme is available from YA 2011 to YA 2015.

 For each of the qualifying activities, a combined annual expenditure cap of
$1,200,000 will apply from YA 2013 to YA 2015.

 In lieu of tax deductions, businesses may opt to convert the qualifying
expenditure per activity into non-taxable “cash payout”. The cash payout rate
is 60% of up to $100,000 of qualifying expenditure. This scheme is available
to businesses from YA 2013 to YA 2015. The expenditure cap of $100,000 is
not combined across the three years of assessments.

 To qualify for PIC cash payout, businesses ie. sole-proprietorships,
partnerships, companies (including registered business trust) must have
employed at least three local employees (ie. Singapore citizen or Permanent
resident). A business is considered to have met the condition if it contributes
CPF on the payroll of at least three local employees in the relevant month.
Such contribution shall exclude a sole-proprietor, a partner or a shareholder
who is also a director of the company.
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2. Extending the Productivity and Innovation Credit Scheme (“PIC”) (continued)

Proposed

 To give businesses more time to put in place productivity improvements, the
PIC scheme will be extended for three years until YA 2018.

 For enhanced tax deductions, the expenditure cap of $400,000 of qualifying
expenditure per activity will be combined across YA 2016 to YA 2018 (ie
$1,200,000 per qualifying activity)

 The expenditure cap of $100,000 for PIC cash payout cannot be combined
across the three YAs, as is the case currently.

Comments

 Since the introduction of the PIC scheme, many businesses have indeed
benefited from it. It is not a surprise that this scheme is extended for another
three years as it is in line with the Government’s aim to increase productivity
through innovation. The three-year extension is indeed a welcome move as it
will give businesses more time to implement their productivity initiatives.

 Companies opting for the cash payout will also benefit as the $100,000 at 60%
conversion rate should ease the cash flow position of the company.
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3. Introducing PIC+ for SMEs

Present Position

 Currently, under the PIC scheme, 400% tax deduction or allowance is allowed
for the first $400,000 of qualifying expenditure incurred on each of the six
qualifying activities.

 A combined expenditure cap of $1,200,000 applies for each of the qualifying
activities for YA 2013 to YA 2015.

Proposed

 A new PIC+ scheme will be introduced to provide support to SMEs making
more substantial investments to transform their businesses.

 Under the PIC+ scheme, the expenditure cap for qualifying SMEs will be
increased from $400,000 to $600,000 per qualifying activity per YA. This
means that these SMEs that invest beyond the current combined expenditure
cap of $1,200,000 for each of the qualifying activity can claim 400% enhanced
tax deduction on an additional $200,000 of qualifying expenditure per
qualifying activity per YA.

 PIC+ will take effect for expenditure incurred in YA 2015 to YA 2018. The
combined expenditure cap is as follows:-

(i) Up to $1,400,000 for YA 2015; and
(ii) Up to $1,800,000 for YA 2016 to YA 2018.

 The expenditure cap for PIC cash payout will remain at $100,000 of
qualifying expenditure per YA.

 An entity is a qualifying SME under the following conditions:-

(i) If its turnover is not more than S$100 million, or
(ii) Its employment size does not exceed 200 workers.

 This criterion will be applied at the group level if the entity is part of a group.

 IRAS will release further details on the PIC+ scheme by the end of March
2014.



Singapore Budget Highlights 2014 Business Tax

Page 7

3. Introducing PIC+ for SMEs (continued)

Comments

 Whilst we understand that the Government may be anxious to drive the
productivity measures through business process automation and adoption of
new technologies, we are uncertain that all SMEs, especially the small ones,
would be able to benefit from this enhancement. Smaller SMEs may not have
the resources up to the annual cap of the PIC+. To some, the need for cash
flows would be more important than tax benefits.

 The definition of the term “Group Level” has not been clarified. It is
uncertain if it refers to a holding company and all its subsidiaries or it is
limited to include only Singapore incorporated subsidiaries. This is an area
IRAS should be addressing shortly.
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4. Extending PIC Benefits to Training of Individuals under Centralised Hiring
Arrangements

Present Position

 Businesses that incur training expenses on individuals deployed to their
organisations under centralised hiring arrangements are not allowed to claim
PIC benefits on the training expenses incurred, as they are not the legal
employers of these individuals.

Proposed

 With effect from YA 2014, the PIC scheme will be enhanced to allow
businesses to claim PIC benefits on training expenses incurred in respect of
the training of individuals hired under centralised hiring arrangements.

 IRAS will release further details by the end of March 2014.

Comments

 This is an objective step taken by the Government after receiving industry
feedback that training of such individuals can indeed improve the productivity
of the businesses where they are deployed.

 It would mean that from YA 2014, individuals deployed under the centralised
hiring arrangement will be regarded as employees of the business where they
are deployed, subject to the following conditions:-

(i) The claimant entity is able to produce supporting documents to
confirm that the employees concerned have worked solely for the
claimant and provide details of the recharging of employment cost by a
related legal employer entity.

(ii) The corporate structure and centralised hiring practices are adopted for
bona fide commercial reasons.

(iii) The related entity (legal employer) does not claim deductions on the
training expenses recharged to the claimant entity.

 This enhancement will benefit businesses by allowing them to streamline their
hiring process and cutting down hiring cost. This is important especially when
there is limitation to the hiring for foreign workers.
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5. Refining the Three-Local-Employees Conditions for PIC Cash Payout

Present Position

 Currently, to qualify for PIC cash payout, businesses, ie., sole-proprietorships,
partnerships, companies (including registered business trusts) must have
employed at least three local employees and CPF contributions are made on
these employees’payroll in the relevant months.

Proposed

 To reinforce the conditions that the payouts are made to businesses with active
business operations, businesses will have to meet the three-local-employees
conditions for a consecutive period of at least three months prior to claiming
the cash payout.

 This requirement will take effect for PIC cash payout applications from YA
2016.

Comments

 The intention of the Government is pretty straight forward. The benefit of this
scheme should only benefit businesses that are active. It should not be abused
through fraudulent claim.

 IRAS has clarified that for YA 2016 to 2018, the term “relevant months”
would mean all the three months in the quarter or the last three months of the
combined consecutive quarters to which the cash payout relates.
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6. Allowing the Tax Deferral Option under the PIC Scheme to Lapse

Present Position

 Businesses can opt to defer paying a dollar of their income tax for the current
YA with every dollar of qualifying PIC expenditure incurred in the current
financial year subject to a cap of $100,000.

 The tax deferral option is available for tax payable for YA 2011 to YA 2014
based on expenditure incurred in the corresponding financial years 2011 to
2014.

Proposed

 This option will lapse with effect from YA 2015.

Comments

 This option was introduced to assist businesses to relive their cash flow
concern in funding their investments in productivity. The Government is now
of the view that the PIC cash payout scheme serves similar purpose and as
such, this scheme is no longer relevant.
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7. Extending the Research and Development (“R&D”) Tax Measures

Present Position

 Currently, under section 14DA(1) of the Income Tax Act (“ITA”), businesses
can enjoy additional 50% tax deduction on qualifying expenditure incurred on
qualifying R&D activities up to YA 2015.

 Section 14E of the ITA provides further tax deduction on expenditure incurred
in relation to R&D projects approved by the Economic Development Board
(“EDB”) on or before 31 March 2015.

 Currently, businesses can claim tax deductions/allowance on R&D
expenditure incurred for undertaking R&D in areas unrelated to their existing
trade or business as long as the R&D is conducted in Singapore.

Proposed

 To continue encouraging private R&D and to give certainty to businesses, the
additional 50% tax deduction accorded under section 14DA(1) will be
extended for ten years until YA 2025.

 To attract businesses to conduct large R&D projects in Singapore, the further
tax deduction accorded under section 14E will be extended for five years until
31 March 2020.

 In line with the above extensions, businesses can continue to claim certain tax
deductions/allowances on R&D expenditure incurred for R&D in areas
unrelated to their existing trade or business as long as the R&D is conducted in
Singapore.

 Businesses can also continue to claim a further deduction of up to 300% on
qualifying R&D expenditure up to $400,000 under the PIC scheme. This
scheme has been extended until YA 2018.

Comments

 The extension of tax incentives under the R&D scheme would clearly attest to
the fact that the Government has undertaken a long-term commitment in
making Singapore a centre for R&D activities.
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8. Extending and Refining the Section 19B Writing Down Allowance (“WDA”)
Scheme

Present Position

 Currently, under section 19B of the ITA, businesses can claim 100% WDA
over a period of five years on the acquisition cost of the following types of
qualifying intellectual property rights (“IPRs”):

(i) Patents;
(ii) Trademarks;
(iii) Registered designs;
(iv) Copyrights;
(v) Geographical indications;
(vi) Lay-out designs of integrated circuits;
(vii) Trade secret or information that has commercial value; and
(viii) Plant varieties.

 An accelerated WDA scheme was introduced in Budget 2009 to allow Media
and Digital Entertainment (“MDE”) companies to accelerate the writing down
period from five years to two years, subject to EDB’s approval.

 Both section 19B WDA and the accelerated WDA scheme for MDE
companies will lapse after YA 2015.

Proposed

 Section 19B WDA will be extended for another five years until YA 2020.

 The accelerated WDA for MDE companies will also be extended for another
three years until YA 2018.

 All other existing conditions of the section 19B will remain unchanged.

 To provide clarity on the types of items that would not meet the description of
“information that has commercial value”, a negative list will be legislated to
expressly exclude the following two categories of information:

(i) Customer-based intangibles; and
(ii) Documentation of work processes.

This is in line with the policy intent of the scheme, which is to encourage the
economic exploitation of confidential information that is of the same class and
nature as trade secrets and other forms of IPRs expressly listed in the
definition.

 Businesses can also continue to claim a further 300% allowance on qualifying
cost under the PIC scheme. This is subject to an expenditure cap of $400,000.
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8. Extending and Refining the Section 19B Writing Down Allowance (“WDA”)
Scheme (continued)

Proposed (continued)

 The negative list will be published by IRAS by end April 2014 and it will be
legislated by end December 2014.

Comments

 The extension of the WDA is to enhance and promote Singapore’s position as
a global IP hub.

 The introduction of the negative list will provide clarity on the types of items
that would meet the description of “information that has commercial value”.
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9. Extension of Tax Deduction Scheme for Registration Cost of Intellectual
Property (“IP”)

Present Position

 Currently, under section 14A of the ITA, businesses can claim 100% tax
deduction on the costs incurred to register the following qualifying intellectual
property:-

(i) Patents;
(ii) Trademarks;
(iii) Designs; and
(iv) Plant varieties.

 This scheme will lapse after YA 2015.

Proposed

 To encourage businesses to protect their IP, the 100% tax deduction will be
extended for a further five years until YA 2020.

 Businesses can also continue to claim a further 300% tax deduction on up to
$400,000 of such qualifying cost under the PIC scheme which has been
extended until YA 2018.

Comments

 This is a move to encourage more businesses in Singapore to register their IPs
by helping them to defray the cost of registration and administration.

 With this enhancement, section 14A is now extended. Otherwise, costs related
to the acquisition or registration of the IP would be considered as capital
expenditure and are therefore not tax deductible.
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10. Extending and Enhancing the Land Intensification Allowance (“LIA”) Scheme

Present Position

 Businesses from the manufacturing sector that incur capital expenditure on
construction, renovation or extension of a qualifying building or structure may
apply to the EDB to qualify for the LIA scheme if the following conditions are
met:-

(i) The qualifying building or structure must be built on land that is zoned
as Business 1 or Business 2 (excluding Business White 1 or Business
White 2) under the Urban Redevelopment Authority (“URA”) Master
Plan as at the date of the development when the application is made to
the URA.

(ii) The principal activities for the business must fall within one of the
qualifying activities approved by EDB under the LIA scheme.

(iii) At least 80% of the total floor area of the relevant building or structure
must be utilised by a single user for undertaking the qualifying trade or
business.

(iv) The relevant building or structure must meet the Gross Plot Ratio
(“GPR”) benchmark applicable for the qualifying trade or business.

 The existing scheme will lapse after 30 June 2015.

Proposed

 To continue encouraging businesses to optimise land use, the LIA scheme will
be extended for five years until 30 June 2020.

 The LIA scheme will be extended to the logistic sector in recognition of the
close nexus between this sector and qualifying activities supported by LIA.

 The LIA scheme will also be extended to businesses carrying out qualifying
activities on airport and port land.

 A new condition requiring existing buildings that have already met or
exceeded the GPR benchmark to meet a minimum incremental GPR criterion
of 10% will be introduced.

 All existing conditions of the LIA scheme remain unchanged.

 The enhancements are effective for LIA approvals granted on or after 22
February 2014.

 EDB will release the implementation details by end May 2014.
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10. Extending and Enhancing the Land Intensification Allowance (“LIA”) Scheme
(continued)

Comments

 The extension of the LIA scheme to include the logistic sector is in line with
the Government’s plan to transform Singapore into a logistic hub.

 Further clarifications would be required from EDB as to the specific
qualifying activities to be carried out under airport and port land.

 The introduction of the minimum incremental GPR criterion of 10% is to
encourage businesses, especially those already in the top quartile of the
relevant GPR benchmark, to continue intensifying their land use.
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11. Waiving the Withholding Tax Requirement for Payments made to Branches in
Singapore

Present Position

 Persons making payments to non-residents that falls under the scope of
sections 12(6) and 12(7) of the ITA (eg. interest and royalty payments) are
required to withhold tax on the payments made. This includes payments made
to Permanent Establishments (“PE”) that are Singapore branches of non-
resident companies.

Proposed

 To reduce compliance cost for businesses, payers will no longer need to
withhold tax on sections 12(6) and 12(7) payments made to PEs that are
Singapore branches of non-resident companies.

 These branches in Singapore will continue to be assessed for income tax on
such payments that they receive and will be required to declare such payments
in their annual tax returns.

 This change will take effect for payment obligations that arise on or after 21
February 2014.

Comments

 Most Singapore branches of non-resident companies would have sought and
obtained withholding tax waiver from IRAS under sections 12(6) and 12(7)
payments. With this proposal, new branch offices that have been set up after
21 February 2014 is free from the approval process.

 From the recipients’perspective, the enhancement will indeed ease their cash
flow position as the withholding tax amount will no longer be withheld.

 As for the payers, it will also reduce the administrative burden and compliance
cost.
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12. Scheme for Listed Infrastructure Registered Business Trust (“RBT”)

Present Position

 Currently, foreign-sourced income derived by listed infrastructure RBTs in
Singapore is exempted from tax if the income falls within certain scenarios
under section 12 of the ITA.

 Tax exemption for foreign-sourced income received in all other situations
must be approved by the Minister of Finance, on a case-by-case basis,
including the tax exemptions for foreign-sourced dividends that originate from
interest income and foreign-sourced interest income derived from a qualifying
offshore infrastructure project/asset.

Proposed

 To accord listed infrastructure RBTs in Singapore greater tax certainty,
thereby facilitating the listing of more infrastructure assets in Singapore, the
foreign-sourced income exemption for listed infrastructure RBTs will be
enhanced as follows:-

(i) The specified scenarios under section 13(12) will be expanded to cover
dividend income originating from foreign-sourced interest income so
long as it relates to the qualifying offshore infrastructure project/asset.
IRAS will continue to verify that the qualifying conditions are met for
all specified scenarios; and

(ii) Interest income derived from a qualifying offshore infrastructure
project/asset will automatically qualify for section 13(12) exemption
provided certain conditions are met. With the change, IRAS will
verify that the qualifying conditions are met instead of the current
case-by-case approval by the Minister of Finance.

 IRAS will release further details including the effective date of these
enhancements by end May 2014.

Comments

 The enhancement provides greater tax certainty accorded to listed
infrastructure RBTs in Singapore.

 The removal of the application and approval process to enjoy the tax
exemption is also a practical move as it would save administrative cost of
compliance.
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13. Allowing the Investment Allowance (“IA”) Scheme for Aircraft Rotables to
Lapse

Present Position

 The IA scheme for aircraft rotables was introduced on 10 September 2004 to
encourage investments in aircraft rotable that would increase the productive
capacity of the aerospace maintenance, repair and overhaul companies.

 This scheme will lapse after 31 March 2015.

Proposed

 This scheme will be allowed to lapse as it is assessed to be no longer relevant.

Comment

 The phasing out of this scheme after 10 years is an indication of the maturity
of the aircraft and aerospace maintenance, repair and overhaul industry. In any
case, companies that are affected by this scheme will still be able to benefit
from the PIC scheme.
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FINANCIAL SECTOR INCENTIVES

1. Treating Basel III Additional Tier 1 Instruments as Debts for Tax Purposes

Present Position

 Additional Tier 1 instruments are a new type of capital instruments under the
Basel III global capital standards.

 Currently, Singapore-incorporated banks are required to meet the following
MAS Notice 637 requirements:

(i) Basel III minimum capital adequacy requirements from January 2013;
and

(ii) Minimum capital adequacy ratios that are 2% higher than the Basel III
minimum requirements, with effect from January 2015.

 Currently, the tax treatment for such Additional Tier 1 instruments has not
been publicly clarified.

Proposed

 To provide tax certainty and maintain a level-playing field for Singapore-
incorporated banks which issue Basel III Additional Tier 1 instruments, such
instruments other than shares, will be treated as debt for tax purposes. Hence
distributions on such instruments will be deductible for issuers and taxable in
the hands of investors, subject to existing rules.

 The tax treatment will apply to distributions accrued in the basis period for
YA 2015 and thereafter, in respect of such instruments issued by Singapore-
incorporated banks (excluding their foreign branches) that are subject to MAS
Notice 637.

 MAS will release further details by end May 2014.

Comments

 The clarification provides certainty to issuers and potential investors on the
treatment of Basel III Additional Tier 1 instruments. For the reference to the
exclusion of shares from this tax treatment, shares in the instance will include
both ordinary and redeemable preference shares.
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2. Extending and Refining Tax Incentives Scheme for Qualifying Funds

Present Position

 Funds managed by Singapore-based fund managers (“Qualifying Funds”)
currently enjoy the following tax concessions, subject to conditions:-

(i) Tax exemption on specific income derived from designated
investments; and

(ii) Withholding tax exemption on interest and other qualifying payments
made to all non-resident persons (excluding PEs in Singapore).

 Qualifying funds comprised the followings:

(i) Trust funds with resident trustee (section 13C scheme);

(ii) Trust funds with non-resident trustee and non-resident corporate funds
(section 13CA scheme);

(iii) Resident corporate funds (section 13R scheme); and

(iv) Enchanced-tier funds (section 13X scheme)

 The sections 13CA and 13R schemes impose conditions on investor ownership
levels on the last day of the qualifying funds’basis period for the relevant YA.
The investor ownership levels are computed based on the historical value of
the qualifying funds’issued securities. The section 13X scheme does not
impose conditions on investor ownership levels.

 The schemes for qualifying funds will lapse after 31 March 2014.

Proposed

 To anchor and continue to grow Singapore’s asset management industry, the
sections 13CA, 13R and 13X schemes will be extended for five years until 31
March 2019.

 The section 13C scheme will be allowed to lapse after 31 March 2014.
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2. Extending and Refining Tax Incentives Scheme for Qualifying Funds (continued)

Proposed (continued)

 The sections 13CA, 13R and 13X schemes will be refined as follows:

(i) The section 13CA scheme will be expanded to include trust funds with
resident trustees, which are presently covered under the section 13C
scheme, with effect from 1 April 2014;

(ii) The investor ownership levels for the sections 13CA and 13R schemes
will be computed based on the prevailing market value of the issued
securities on that day instead of the historical value. This will take
effect from 1 April 2014; and

(iii) The list of designated investments will be expanded to include loans to
qualifying offshore trusts, interest in certain limited liability companies
and bankers acceptance. This will apply to income derived on or after
21 February 2014 for such investments.

 Other existing conditions of the schemes shall remain unchanged.

 MAS will release further details of the changes by end May 2014.

Comments

 The extension will be appreciated by those in the fund management industry
as the change is in line with the constant development of the fund industry.

 It remains to be seen as MAS has yet to clarify as to who should be covered
under “qualifying offshore trust’and “certain limited liability companies”.
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3. Recovery of GST for Qualifying Funds

Present Position

 Currently, qualifying funds managed by Singapore-based fund managers can
recover GST on all expenses (eg. management fees, trustee fees, fund
administration fees, custodian fees, depository fees, registrar fees, tax, audit
and legal fees etc) at a fixed rate except for those specifically disallowed under
the GST regulations.

 The concession will lapse after 31 March 2014.

Proposed

 To further grow Singapore as a centre for fund management and
administration, the concession will be extended for five years until 31 March
2019.

 MAS will release further details of the change by end March 2014.

Comments

 In line with the Government’s intention to attract fund management activities
to be domiciled in Singapore, the extension is indeed a welcome relief.

 This will also provide Singapore with a competitive advantage over other
countries.
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4. Refining the Designated Unit Trust (“DUT”) Scheme

Present Position

 The DUT scheme was introduced to foster the development of the domestic
retail unit trust industry.

 Specified income derived by a unit trust with the DUT status is not taxed at
the trustee level, but is taxed upon distribution in the hands of certain
investors.

 Qualifying foreign investors and individuals (unless such income is derived
through a partnership in Singapore or is derived from the carrying on of a
trade, business or profession) are exempted from tax on any distribution made
by a DUT.

 The DUT scheme is currently available to both retail unit trusts and certain
other types of unit trusts, which are targeted at more sophisticated and
institutional investors (“non-retail unit trusts”).

Proposed

 The DUT scheme will be streamlined and rationalised through the following
changes:

(i) The scheme will be limited to unit trusts offered to retail investors with
effect from 21 February 2014;

(ii) Existing non-retail unit trusts that were approved under the scheme
prior to 21 February 2014 may continue to retain their DUT status;

(iii) From 1 September 2014, subject to the fulfillment of conditions, unit
trusts do not have to apply for the DUT scheme to enjoy the benefits of
the scheme; and

(iv) Other existing conditions of the DUT scheme remain unchanged.

 MAS will release further details of the changes by end May 2014.

Comments

 With the proposed change, unit trusts automatically enjoy the benefits of the
DUT scheme as long as they fulfill the qualifying conditions. This is a
welcome move to provide certainty and at the same time ease the
administrative burden.

 As the DUT scheme is no longer available to non-retail unit trusts, these trusts
will now have to consider other investment alternatives.
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PERSONAL INCOME TAX

1. Personal Income Tax Rates

Present Position

 The tax rate applicable to Singapore resident taxpayers range progressively
from 0% to 20% as illustrated below:

Chargeable Income Rate (%) Gross Tax Payable ($)
First $20,000
Next $10,000 2.0 200
First $30,000
Next $10,000 3.5

200
350

First $40,000
Next $40,000 7.0

550
2,800

First $80,000
Next $40,000 11.5

3,350
4,600

First $120,000
Next $40,000 15.0

7,950
6,000

First $160,000
Next $40,000 17.0

13,950
6,800

First $200,000
Next $120,000 18.0

20,750
21,600

First $320,000
Exceeding $320,000 20.0 42,350

Proposed

 There are no changes made to the current personal income tax rate for YA
2014.

 Changes were proposed for the quantum of dependant reliefs as follows:

Type of Relief Current Proposed
S$ S$

Parent relief
(i) Individual staying with dependant 7,000 9,000
(ii) Individual not staying with dependant 4,500 5,500

Handicapped parent relief
(i) Individual staying with dependant 11,000 14,000
(ii) Individual not staying with dependant 8,000 10,000

Handicapped spouse relief 3,500 5,500
Handicapped sibling relief 3,500 5,500
Handicapped child relief 5,500 7,500
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1. Personal Income Tax Rates (continued)

Comment

 There is no surprise that the top marginal rate of 20% remain unchanged. Any
increase will have an impact on Singapore’s competitive edge with other
countries within the region.

 The increase in relief is again a continuous effort made by the Government to
strengthen Singapore’s social safety to provide more for elderly and needy
families.
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2. Removal of Transfers of Qualifying Deductions / Deficits between Spouse

Present Position

 From YA 2005, a married taxpayer can transfer the following qualifying
deductions and deficits to his / her spouse for a particular YA:

(i) Unabsorbed trade losses;

(ii) Unabsorbed capital allowances;

(iii) Unutilised donations; and

(iv) Rental deficits

 The taxpayer can also carry back any unabsorbed trade losses or capital
allowances to set-off against the income of his / her spouse for the immediate
preceding YA under the loss carry-back scheme from YA 2006 onwards.

Proposed

 To simplify the personal income tax system, married couples can no longer
transfer qualifying deductions and deficits between each other (including
under the loss carry-back scheme) with effect from YA 2016.

 As a transitional concession, qualifying deductions and deficits incurred by a
married couple in and before YA 2015 will still be allowed for inter-spousal
transfers up till YA 2017, subject to existing rules.

 Any unabsorbed trade losses or capital allowances may still be carried forward
to future years to be set-off against the future years income of the taxpayer,
until this amount is fully utilised, subject to existing rules. Similarly, any
unutilised donations may be carried forward to future years to be set-off
against the future income of the taxpayer, up to a maximum of five years.

 IRAS will provide more details of the change by end May 2014.

Comments

 The removal of the inter-spousal transfers will indeed simplify the
administrative burden in keeping track of transfers between spouses. However,
it may mean that the overall tax liability of the household may increase.
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3. Removing Section 40 Relief

Present Position

 Currently, certain categories of non-resident individuals are entitled to section
40 relief that would reduce their tax payable on their aggregate assessable
income to an amount equivalent to what they would have been liable for had
they been assessed as a tax resident in Singapore and entitled to personal
income tax relief.

 These categories of non-resident individuals are:-

(i) Singapore citizens;

(ii) Individuals who are not Singapore citizens and deriving pension
income from Singapore; and

(iii) Individuals who are not Singapore citizens and are residents of
countries with which Singapore has a tax treaty that accords such
benefits on a reciprocal basis.

Proposed

 To simplify the tax system, section 40 relief will be removed with effect from
YA 2016.

Comments

 The removal is logical as it is not often used in practical situation.
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4. CPF Contribution Rate Change

Present Position

 Currently, CPF contribution rates for older workers above 50 years are lower
than those below 50.

Proposed

 Increase in Medisave contribution rates:

(i) With effect from 1 January 2015, employer contribution rates for
Medisave Account will be increased by 1% to help workers save for
their future healthcare needs.

(ii) Medisave contribution rates will also be raised by 1% for self-
employed persons with an annual net trade income of $18,000 and
above.

 Increase in CPF contribution rates for older workers:

(i) The CPF contribution rates for workers aged above 50 years to 65
years will be increased from 1 January 2015. This is in addition to the
1% increase in the Medisave Account contribution rates as follows:

 Above 50 to 55 years Increase of 1% for employer
and 0.5% for employee

 Above 55 to 65 years Increase of 0.5% for employer

(ii) The increase in employer contribution rates will be allocated to the
Special Account. The increase in employee contribution rates will be
allocated to the Ordinary Account.

 Changes to the CPF contribution rates with effect from 1 January 2015 is
summarised below:

Current Proposed

Contribution by Contribution by
Age of employee Employer Employee Employer Employee

50 & below 16% 20% 17% 20%
Above 50 to 55 14% 18.5% 16% 19%
Above 55 to 60 10.5% 13% 12% 13%
Above 60 to 65 7% 7.5% 8.5% 7.5%
Above 65 6.5% 5% 7.5% 5%
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4. CPF Contribution Rate Change (continued)

Proposed (continued)

 To assist businesses to cope with the 1% increase in Medisave contribution,
the Government will provide them with a 50% offset, through a one-year
Temporary Employment Credit. Employers will receive an offset of 0.5% of
wages for Singaporean and Permanent Resident workers up to the CPF ceiling
of $5,000.

 Furthermore, the Special Employment Credit will be enhanced for one year to
provide employers who hire Singaporean workers, age 50 earning up to
$4,000 a month, with an additional offset of up to 0.5% of wages.

Comments

 Older employees between 50 to 55 years will see a slight decrease in their
monthly net disposable income because of the 0.5% increase in employee
contribution. Notwithstanding the slight decrease in disposable income, it will
generally benefit them in future as the accumulated savings in their CPF
accounts would grow faster with a 2% increase.

 The change would however result in an increase in cost for employers.
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MISCELLANEOUS

1. Stamp Duties

 Stamp duty on certain categories of instruments is currently imposed on a
specific dollar value basis relative to the underlying consideration or value of
such instruments. With the view to streamlining the basis and calculation of
stamp duty, the following categories of stamp duty will now be subject to an
ad valorem or percentage-based rate structure:

(i) Buyer’s stamp duty on immovable properties;
(ii) Share transfer duty;
(iii) Lease duty; and
(iv) Mortgage duty.

 The applicable rates essentially remain unchanged as that of the dollar-based
structure.

 Changes have also been made to the basis of calculation of duty on leases of
immovable property to have a consistent treatment for lease of varying
tenures. In addition, stamp duties amounts will be rounded down to the nearest
dollar subject to a minimum stamp duty of S$1 per instrument.

2. Foreign Workers Policies

 The Government have introduced measures to encourage construction
companies to hire, train and retain higher skilled foreign workers and reduce
the over-reliance on large number of low skilled foreign workers:

(i) Foreign worker levy for Basic Skilled (R2) construction work permit
holders employed within the Man-Year Entitlement will be increased
from $600 to $700 effective from 1 July 2016.

(ii) The foreign worker levy for Higher Skilled (R1) work permit holders
will remain unchanged.

 Currently, Basic Skilled (R2) worker who has at least four years of experience
in Singapore’s construction sector and passes a skills test can upgrade to a
Higher Skilled (R1) status. From 1 August 2014, a new Market-Based Skills
Recognition Framework (“MBF”) will be introduced to complement the
existing upgrading pathway. Under MBF, an R2 worker who has at least six
years’construction experience in Singapore and earns a monthly salary of at
least $1,600 can also be upgraded to R1 status.

 To encourage construction companies to retain their trained and experienced
workers for a longer period, the Ministry of Manpower will extend the
maximum period of employment for R1 holders from Non-Traditional Sources
and the People’s Republic of China from 18 to 22 years. This will be effective
from 1 May 2014.

 The extension of employment period will also apply to the marine and process
sectors.
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3. Property Tax

 Property owners can enjoy a property tax exemption for up to three years for
land under development under the Approved Building Project scheme if the
project is supported by the EDB and approved by the Minister. Generally, the
Minister will only grant such status to development where the projects
involves a total investment cost of at least $500 million (excluding land costs)
or, where the project does not meet this threshold, the owner must be able to
satisfy the Minister that the project will create substantial spin-offs benefits for
Singapore.

 The Approved Building Scheme will be reviewed on 31 March 2017 to ensure
its relevance.

4. Vehicle Tax

 The Carbon Emissions-based Vehicle Scheme (“CEVS”) was introduced from
January 2013 as part of the Government’s efforts to maintain a cleaner
environment. All new purchases of passenger cars with low carbon emissions
will enjoy up to $20,000 in rebates on the Additional Registration Fee, while
those with high carbon emissions have to pay a surcharge of up to $20,000.

 To give more time to observe the impact of the CEVS, the scheme which was
scheduled for review at the end of 2014, will be extended by six months from
1 January 2015 to 30 June 2015, with a view towards continuing the scheme
thereafter.

 The Green Vehicle Rebate scheme for commercial vehicles, buses and
motorcycles, which is valid until December 2014, will also be extended to 30
June 2015.

5. Duties on Tobacco and Liquor Products

 Excise duties on cigarettes and other manufactured tobacco products have
been increased by 10%.

 Excise duties on all liquor categories (ie. beer, wine, spirits and raw materials
to manufacture alcohol) will be increased by 25%.

 These changes will take effect from 21 February 2014.
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6. Betting Duties

 The Government imposes duty on betting activities through the Betting and
Sweepstake Duties Act. The current rate of betting duty applicable on
Totalistor or Parimutuel Betting (excluding horse racing) and any other system
or method of cash or credit betting (eg. 4D, Singapore Sweep) is 25% of gross
bets (net of GST). The revised duty rate will be 30% of gross bets (net of
GST).

 These changes will take effect from 1 July 2014.

 Betting duties on horse racing, sports betting and sweepstakes will remain
unchanged.


