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Introduction and Overview

To proactively align Singapore’s tax regime with European Union’s guidance, the Ministry of Finance (MOF) has
introduced Section 10L to impose tax on gains from sale or disposal of foreign assets. This change will dilute
the prominent feature of Singapore tax regime, i.e., is non taxation of capital gains.

The foreign-sourced disposal gains will be subject to tax (at the time of receipt in Singapore) for the
scenario specified below :

Where disposal of the ‘foreign asset*’ occurs on or after 1 January 2024

by a ‘covered entity’ (unless it falls within ‘exceptions’ or fulfils the economic substance rules)

where such gains are ‘received’ in Singapore
(although a non-remittance may have adverse tax treaty implications in certain cases)

*Some examples where assets are determined to be situated outside Singapore (Foreign Assets)
a) immovable property is situated outside Singapore;
b) equity securities and debt securities are registered in a foreign exchange;
¢) unlisted shares are issued by a company incorporated outside Singapore;
d) loans where the creditor is a resident in a jurisdiction outside Singapore;
e) IPRs where the owner is a resident in a jurisdiction outside Singapore

Key Features of Section 10L

—

Foreign Assets

Section 10L covers all the
immovable assets,
securities and IPRs situated
outside Singapore at the
time of sale.

Economic Substance
Requirement

Section 10L exempts entities
meeting the ‘economic
substance’ testin
Singapore

Exceptions to Section 10L

Section 10L carves out
certain types of entities as
mentioned on Page 3

rm~
Separate Treatment of IP
A specified approach is
applied to make a distinction

between qualifying and non-
qualifying IPRs

Computation of net gains

Open market price is
considered for computing
gains where transaction price
is less than the open market
price
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Relevant Group and Covered Entity

The provisions of Section 10L are applicable only to a ‘covered entity’ that falls under the meaning of ‘relevant
group’.

A covered entity is a member of a group:

* where at least one member of such group is located outside Singapore
+ ifits financials are consolidated with the financial statements of the group.

We have provided a set of illustrative structures below to understand whether an entity in a group is a ‘covered
entity’ or not:

(

N\
SG Co. 1
No. Both Cos do are not
‘covered entities’ since none l 100%
of them is outside Singapore.
\_

75% 51%
SG Co

(SG Colis a‘covered entity’

N\ [ individual
since it consolidates with ®
Foreign Co. Whereas, SG Co 5% 751/0

2 is not covered as not
consolidated. To clarify,
SGCo2isnota foreign
stet forSGCo1l.
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Exceptions to Section 10L

The provisions of Section 10L shall not apply to the following entities:

Financial
Incentivised
Entities

Pioneer,
Development
& Expansion
Incentivised
Entities

Economic
Expansion
Incentivised
Entities

Financial
Institution*

Foreign
business not
operating in
Singapore

Entities that
qualify as an
“Excluded
Entity”

Entities under
Global Trader
Program

*As defined in the Financial Services & Markets Act

Excluded Entities - Substance Based

An entity having economic substance in Singapore falls under the definition of ‘excluded entity’ and the
disposal of a foreign asset (not being an IPR) is not taxable under Section 10L. The criteria of economic
substance differs based on the type of entity as described below:

I Pure equity-holding entity I I Non pure equity-holding entity I

An entity whose primary function is to hold shares or An entity that is not a pure equity-holding entity.
equity interests in other entities and has no income
other than dividends, disposal gains and income

Economic substance criteria:
« the operations are managed and performed in

incidental to holding activities.

Economic substance criteria:

« the entity is compliant with its relevant filing
obligations;

» the operations are managed and performed in
Singapore (whether by its employees or outsourced)
and

« the entity has adequate human resources and
premises in Singapore to carry out the operations of
the entity
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Singapore (whether by its employees or other
persons); and
« the entity has reasonable economic substance in
Singapore determined by the following:
« Number and qualifications of local full-time
employees.
« Amount of business expenditure related to
Singapore operations.
« Whether key decision-makers based in
Singapore.
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Outsourcing of Economic Activities

Further, the economic substance requirement takes into account outsourcing arrangements, where
an entity delegates its activities to third parties or group entities. To meet the economic substance
requirement, the outsourcing arrangement must fulfil the following conditions:

The economic activities are to be carried out by the outsourced entity in Singapore

The outsourcing entity has a direct and effective control over the outsourced activities carried out by
the outsourced entity on its behalf

The outsourced entity providing the outsourced services must set aside dedicated resources (e.g.,
manhours) to provide the outsourced services

The outsourced entity can provide support to more than one entity, provided that its resources are
commensurate with the complexity and level of services it provides to other entities.

Key Takeaways

Review of holding structures
Introduction of Section 10L
necessitates review of holding
structures in Singapore Qualifying IPRs
A nexus approach is used instead of
economic substance to determine
the taxable gain from sale of
qualifying IPRs

Shell companies may become
liable to capital gains tax

Shell companies lack the economic
substance and hence could be
subject to taxes on sale of foreign
assets

Tax Credits and Capital
Key Takeaways Losses
from Attributable losses can be used
Introduction to to offset the foreign gains and
Section 10L existing foreign tax credit
regime extended to Section 10L
taxable gains

Applies to various foreign
assets

Section 10L applies to various
foreign assets e.g. IPRs, real
estate, etc, apart from shares.

Reporting Requirements
Maintain relevant supporting
documents and submit additional

. information as listed by IRAS along
substance Advance Ruling with tax returns.

Advance rulings can be obtained from
IRAS to ascertain if the economic
substance requirement are met before a
sale of foreign asset.

Outsourcing Arrangements
Singapore based service providers
can add to the economic
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How Can Aurtus Assist?

Review of holding structures to analyse
applicability of S10L and evaluating a
proactive defense strategy

Obtaining advance rulings

Review of IP holding
structures to mitigate tax | written clarifications to
exposure attain tax certainty

Providing do’s and don’ts
specific to your structure to
meet the economic substance

Comprehensive advice on
holding structure including
mitigation of foreign taxes
under applicable tax treaty requirement

ABOUT AURTUS SINGAPORE

Aurtus Singapore offers a range of tax and business support services to clients in Singapore and globally.
Whether it is a new venture or an existing business, we assist in planning their tax and other compliance affairs in
a comprehensive manner.

With an experienced team of professionals, we provide well thought out strategies and solutions to complex
problems in tax, accounting & regulatory matters. Our professionals leverage on their decades of experience in
Fortune 500 as well as Big 4 companies to provide value-centric advice and seamless implementation. We
provide a complete suite of tax and business support services tailored to the business needs.

Singapore Mumbai Ahmedabad Delhi NCR GIFT City

3 Shenton Way Wework, Raheja Platinum ~ South Tower - 6066th ~ Wework, 5th.Floor 4th Floor, Pragya,

Sag Baug Road Floor, One42 Bopal- DLF Two Horizon Centre  Block No. 15, Zone 01
#13-05, Shenton House,  off Andheri- Kurla Ambli Road DLF Phase 5, Gurugram GIFT City
Singapore 068805 Road Marol, Andheri Ahmedabad - 380054  Haryana-122 002 Gandhinagar - 382 355
East Mumbai - 400 059

Disclaimer: Please note that this publication is prepared for general information and knowledge purposes only. It has been prepared based on our
understanding of the draft provisions of the Section 10L and may undergo a change upon finalization of the regulations. The comments herein are not
binding on the tax authorities in any jurisdiction and there can be no assurance that these authorities will not take a position contrary to any of the
comments here. The information contained herein is in a summary form and is therefore intended for general guidance only. This publication is not intended to
address the circumstances of any particular individual or entity. No one should act on such information without appropriate professional advice after a thorough
examination of the particular situation. This publication is not a substitute for detailed research and opinion. Aurtus Singapore and its employees disclaim any and
all liability for any loss or damage caused to any person from acting or refraining from acting as a result of any material in this publication.

www.aurtus.sg

AURTUS [/ 1



	Slide 1: Taxation of Gains on Disposal of Foreign Assets
	Slide 2: Introduction and Overview
	Slide 3: Relevant Group and Covered Entity
	Slide 4: Exceptions to Section 10L
	Slide 5: Outsourcing of Economic Activities
	Slide 6: How Can Aurtus Assist?

