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What is the Intellectual Property Development Incentive?

Intellectual Property Development Incentive “IDI” encourages companies that
use and commercialise intellectual property rights (IPR) arising from research
and development (R&D) in Singapore. The IDI is subject to the provisions of
Income Tax (Concessionary Rate of Tax for IP Income) Regulations 2021
(Regulations).

Who can apply for IDI?

Your entity can apply for the incentive if it is registered and operating in
Singapore. IDI can either be applied for as a standalone incentive, or it can be tied
in with a Pioneers Service or Development and Expansion Incentive (including
HQ) with EDB.

How does the IDI work?

Tax at a concessionary rate of 5%, 10% or 15% would be imposed on a
percentage of your entity’s qualifying intellectual property (IP) income derived
during the incentive period.

Qualifying IP income refers to royalties or other income receivable by the
approved IDI company as consideration for the commercial exploitation of
qualifying IPR (i.e. patents and copyrights subsisting in software) elected into the
IDI (referred to as elected qualifying IPR).

The percentage is determined by the modified nexus approach (elaborated in
paragraph 7 and Annex), which is an international standard set by the
Organisation for Economic Co-operation and Development.

Election of qualifying IPR into the IDI is irrevocable and will be made as part of
the Entity’s tax filings to IRAS (approval by EDB is not required).
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4. What are the terms of the IDI?

Your entity will need to meet the following conditions, as well as all standard

conditions in the Letter of Award (LOA):

Tie-in with a Primary Incentive (i.e. Pioneer Services Incentive or Development

and Expansion Incentive (including HQ))

a) Concessionary tax rate: the rate offered will correspond to the Primary
Incentive which the entity is enjoying or applying for (see table below):

Primary Incentive

Concessionary Tax Rate

(including HQ) - 15%

Pioneer Services Incentive 5%
Development and Expansion Incentive

(including HQ) - 5%

Development and Expansion Incentive 10%
(including HQ) - 10%

Development and Expansion Incentive 15%

b) Qualifying Period: Commences on the first day of the Primary Incentive or a
date specified by EDB, and ends on the last day of the Primary Incentive.

c) Your entity will need to meet the conditions in the Letter of Award (LOA) of
the Primary Incentive (i.e. Pioneer Services Incentive or Development and

Expansion Incentive (including HQ)).
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Standalone award

Concessionary | For every 5-year qualifying period
Tax Rate
5% e Employ at least 20 additional® Skilled Employees, all of
whom shall be based in Singapore by Year 5
e Incur additional? annual Total Business Expenditure
(TBE) of at least $$10.5 million by Year 5
10% e Employ at least 20 additional® Skilled Employees, all of
whom shall be based in Singapore by Year 5
e Incur additional? annual Total Business Expenditure
(TBE) of at least S$7 million by Year 5
15% e Employ at least 13 additional’ Skilled Employees, all of
whom shall be based in Singapore by Year 5
e Incur additional? annual Total Business Expenditure
(TBE) of at least S$5 million by Year 5

"The base employment against which the fulfillment of this condition is determined is the Entity’s
employment for its last Financial Year, as indicated in the EDB Supplementary Form to be
submitted by the Entity.

2The base TBE against which the fulfillment of this condition is determined is the Entity’s TBE for
its last Financial Year, as indicated in the EDB Core Form to be submitted by the Entity.

5. What are the assessment criteria for IDI Award?

Your application will be assessed based on the quantitative conditions in Q4, and
the qualitative aspects of the project, such as the expansionary nature of the
project as well as the commercial potential of the IPR that will be

commercialized.
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6. What happens if my entity does not meet the terms and conditions in the LOA?

In the event of any breach of the terms and conditions of the award, your entity
will be subject to the termination of the incentive and recovery of any associated
benefits.

If the IDI is tied with a Pioneer Services incentive or Development and Expansion
Incentive (including HQ), and the Primary Incentive or the Agreement is revoked
or terminated, the IDI will likewise be revoked or terminated, notwithstanding that
the terms and conditions of the IDI have been fulfilled.

7. What are some of the things that | need to take note of?

e The nexus approach is based on a substantial activity requirement. It is
intended to ensure direct nexus between the income receiving benefits and
the activity contributing to that income. This means that (the IDI) can only
apply to the proportion of income arising from IP where the actual R&D
activity is taken by the entity itself in Singapore. Capital contribution or
expenditure on substantial R&D activity by someone other than the entity will
mean that income arising from that activity will not qualify for the IDI.

e For the purpose of calculating the nexus ratio, your entity is required to track
and trace R&D expenditure to individual or groups of IPRs to the extent
separable. Obligation to keep such tracked and traced records will begin on
the date of award. More details of the Nexus ratio in the Annex.

e The calculation of the nexus ratio will have to be submitted as part of the
Entity’s tax filings to IRAS (approval by EDB is not required).

e If your entity does not have at least 3 full years of actual tracked data in
relation to an IPR or a family of IPR, a transitional nexus ratio based on your
entity’s aggregated R&D expenditure and acquisition / licensing costs for all
qualifying IPR (regardless if they are elected into the IDI) may be used for the
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basis period. Income that enjoyed grandfathering under Pioneer Services
Incentive and DEI cannot utilise the transitional nexus ratio.

¢ Qualifying IPRs can be grouped into families if they are interlinked such that
it is not possible to identify income/expenditure of these IPRs to each
qualifying IPR separately.

e Your entity will also be required to submit to EDB an annual progress update
(APU) in the prescribed format and/or an external auditor’s report setting out
its progress in meeting the terms and conditions of the incentive.

e Requests to terminate the incentive subsequent to its acceptance are subject
to approval. The incentive will continue to have effect until EDB notifies your
entity of the approval outcome of the request for termination.

e Your entity is not eligible for the incentive if it falls within any of the following
categories:

o Entities which fall within sanctions lists maintained by the Singapore
Government, or entities controlled or owned by individuals / entities /
countries which fall within such lists;

o Entities engaged in activities which are illegal under the laws of
Singapore;

o Entities engaged in the manufacture, distribution, sale, import or export
of goods or technology that is regulated under Part 1 of the Schedule of
the Strategic Goods (Control) Order of the Strategic Goods (Control) Act
(commonly referred to as military goods and technology) or the Arms
and Explosive Act;

o Entities engaged in the manufacture, distribution, sale, import or export
of tobacco products, as defined under the Tobacco (Control of
Advertisements and Sale) Act, and related activities;

o Entities under investigation or prosecution for, or having a history of,
regulatory issues, such as corruption, fraud, anti-competitive issues or
other regulatory breaches;
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o Entities which are licensed financial institutions (including banks, fund
managers and capital market players) or licensed insurance players
which are regulated by Monetary Authority of Singapore (MAS), unless
specifically referred by MAS to apply for the incentive;

o Entities which are ship owners or operators, or in the business of
providing maritime leasing, ship financing, ship broking, ship
management, ship agency, marine insurance or other shipping-related
support services (excluding ports and shipyards) which are regulated by
Maritime and Port Authority of Singapore (MPA), unless specifically
referred by MPA to apply for the incentive.

EDB may engage external service provider(s) and rely solely on the
information returned from these external service provider(s) in the process of
determining an applicant’s eligibility.

EDB also reserves the right to revoke or terminate the incentive if the entity
falls within any of the categories listed above during the tenure of the
incentive.

e Singapore has implemented a Domestic Top-up Tax on profits of group
entities operating in Singapore if their effective tax rate is less than 15%. This
will apply to multinational enterprises groups with annual group revenue of
€750 million or more in at least two of the four preceding financial years. For
avoidance of doubt, companies receiving incentives from the EDB are not
precluded and applicants should assess the implications accordingly.
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8. How do I apply?

The entity will be required to submit a formal application which includes the
following:

* A Core Form, which will require your entity to provide information on its
projected incremental investment in Singapore in terms of employment,
fixed asset investments and total business expenditure.

» A Supplementary Form, which will require your entity to provide additional
information on the expansionary activities that the Entity will undertake, and
declaration on meeting the requirements of the IDI as stipulated in the
Income Tax Act.
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ADDITIONAL DEFINITIONS

a)

b)

c)

Total Business Expenditure comprises remuneration for employees working in
Singapore and other expenses incurred in Singapore, i.e. paid to contracting
parties in Singapore. It excludes expenses outside Singapore, capital
investments, depreciation, and expenditure on raw materials, components and
packaging.

Skilled Employees mean “Managers”, “Professionals”, “Associate Professionals
and Technicians” or “Skilled Production Craftsmen” as defined by the Singapore
Standard Occupational Classification.

An Employee is considered to be based in Singapore if the individual is a tax
resident of Singapore.
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ANNEX - NEXUS RATIO

The Nexus ratio is as follows:

based on cumulative
. o,
Nexus ratio (A+B+C)x130% expenditure on the elected

(capped at 1) = (A+B+C)+(D+E+F) qualifying IPR in the periods
with records

Qualifying Expenditure:

A = R&D? carried out directly by the IDI company

B = Qualifying outsourced R&D? i.e. R&D? carried out on behalf of the IDI company by (i) an unrelated
party; or (ii) a Singapore-resident related party which carried out the R&D? in Singapore

C = Cost-Sharing Agreement (CSA) payments to carry out R&D? (other than excluded CSAs?®)

Non-Qualifying Expenditure™

D = Costs in obtaining (by acquisition, licensing, amalgamation, including buy in payments for CSAs)
an elected qualifying IPR or any qualifying IPR on which the IDI company has carried out R&D?.

E = Non-qualifying outsourced R&D?, i.e. R&D? carried out on behalf of the IDI company by related
party (i) that is non-resident; or (ii) where R&D? is not carried out in Singapore

F = Payments for excluded CSAs?®

T Excludes interest payments or any payments for land or building, or any alteration, addition, or
extension to any building. Note that for CSAs, as the payment is not characterised by the underlying
expenses by individual cost sharing parties (i.e. no see through) this exclusion should not affect CSA
payments.

2R&D in this context is defined under Section 2 of the Income Tax Act. R&D must be connected to the
elected qualifying IPR.

3 Excluded CSAs occur when none of the R&D is carried out by (i) the IDI company; or (i) an unrelated
party; or iii) a Singapore resident related party where the R&D is carried out in Singapore.
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