
Details of 2010 Budget changes to tax incentive schemes 
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The FSI scheme

Background

The FSI scheme covers activities in lending, 
debt capital market, equity capital market, 
fund management, trust administration and 
custody as well as headquarter services. 
Under this scheme, income from a range 
of activities (known as the “standard tier 
(ST) activities”) enjoys a concessionary 
tax rate of 10 percent. The amount of 
income that qualifies for the 10 percent tax 
is, however, subject to a qualifying base 
(QB) adjustment. Broadly, QB entails the 
computation of a ratio based on the past 
income profile of the taxpayer. This ratio is 

then applied to income from ST activities, 
with the amount so computed taxable at 
the normal corporate tax rate. The balance 
of the income from ST activities will be 
taxed at the concessionary rate of 10 
percent. 

Enhancements to the range of ST 
qualifying activities

The list of qualifying activities under the ST 
scheme has been updated. A comparison of 
the current position and the enhancements 
is presented below. 

Categories

Lending and related 
activities – where 
FSI company is a 
bank or a merchant 
bank 

Current

Income from 
granting of loans, 
other than by 
way of bonds or 
debentures, in any 
foreign currency 
which is not repaid 
in Singapore dollars 
(“qualifying bank 
loan”).

Enhancements

Income from granting of loans would 
include interest income and other 
income which is incidental to and 
in connection with the granting of 
qualifying bank loan.

Incidental income includes:

•	 income from taking over claims/
collateral under a qualifying bank 
loan;

Table 1: Enhancements to the range of ST qualifying activities

Further to the 2010 Budget presented by the Minister for Finance, the Monetary 
Authority of Singapore (MAS) issued two circulars on 1 April 2010 and 11 May 
2010 providing details of the changes to the following incentive programmes: 

(1)	Financial Sector Incentive (FSI) scheme 

(2)	Tax Incentive schemes for Futures Members of the Singapore Exchange (SGX) 
and Members of the Singapore Commodity Exchange Limited (SICOM) 

This bulletin summarises these changes and highlights their implications to 
financial institutions. 
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Categories

Debt capital market  

Equity capital 
market

Fund management, 
trust administration, 
custodian and other 
advisory services

Current

Income from 
arranging, 
managing, 
underwriting, 
selling or investing 
in qualifying debt 
securities (QDS). 

Income from 
provision of 
services in respect 
of foreign debt 
equities securities. 

Income from 
provision of trustee 
services in respect 
of foreign bond or 
loan stock issues, 
including services 
for monitoring loan 
covenants and 
administering loans 
repayments3.

Enhancements

•	 income from processing and 
handling any qualifying bank loan;

•	 up-front fees and management fees 
in respect of qualifying bank loans;

•	 income from arranging, advising 
and underwriting the qualifying bank 
loan; and

•	 income from the bank’s agency role 	
	 in administering a qualifying bank 		
	 loan. 

(Effective date: 1 January 2011)

Income from performing services as a 
broker, nominee or custodian in respect 
of QDS.

(Effective date: 1 January 2011)

Income from provision of prescribed 
services in respect of units in a foreign 
collective investment scheme1 (CIS) and 
units in a foreign business trust2.

Prescribed services means arranging, 
managing, underwriting, selling or 
providing services (including services as 
broker, nominee or custodian) in respect 
of these securities.

(Effective date: 1 January 2011)

Income from provision of trustee 
services in respect of the issue of units 
in a foreign CIS and units in a foreign 
business trust, where the proceeds of 
the issue are used outside Singapore3. 

Table 1: Enhancements to the range of ST qualifying activities (continued)

1	A foreign CIS means a CIS constituted outside Singapore (excluding any Singapore permanent establishment), not resident in 
Singapore (other than by virtue of its Singapore trustee), whose units are not denominated in Singapore dollars, and does not carry on 
a business in Singapore other than issuing units of that CIS.

2	A foreign business trust is one that is licensed or approved or exempt from such licensing or approval, under any written law outside 
Singapore administered by the agency tasked with the regulation of such a business trust.

3	Provided the payment for the trustee services are not borne directly or indirectly by a resident of Singapore or a permanent 
establishment in Singapore.
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If 1 January 2011 does not coincide with 
the first day of the basis period for the year 
of assessment 2012, the FSI-ST company 
should directly identify allowable expenses, 
capital allowances, donations and, where 
applicable, allowable impairment loss and 
general provisions between the first day  
of the basis period to 31 December 2010 
and 1 January 2011 to the end of that  
basis period. 

If direct identification is not possible, these 
items may be allocated to the respective 
periods on a time-apportionment basis. It 
should be noted that income from the FSI-
ST activities should be specifically identified 
to the respective periods.

Type of FSI-ST company

(1)	Company that took up the 
concession to extend the initial QB to 
the period ending 31 December 2010

(2)	Company with subsequent QB

(3)	Company where the initial QB is still 
applicable (e.g. the company is still 
within the first incentive period)

(4)	Company with QB of nil

(5)	Company with QB of 100%

Company with QB of nil or 100% that 
expires prior to 1 January 2011. 

Impact/action required

The relevant QB will cease to apply to 
income derived from ST activities from 
1 January 2011.
 
Instead, such income will be taxed at 
12 percent.

To approach the MAS for clarification  
of the tax treatment of income  
derived from the expiry of its QB to  
31 December 2010.

Table 2: Transitional provisions

As the computation of QB can be a 
complex process, its removal will lessen the 
compliance burden of FSI-ST companies. 
Hence, this measure should be welcomed 
by financial institutions which were 
concerned with the cost of having to 
re-compute their QB as they renew their 
ST awards. That being said, the revised 
concessionary tax rate of 12 percent 
translates into a QB of 28.57 percent at 
the previous incentive rate of 10 percent. 
It is expected that banks with substantial 
offshore business may well have a lower 
QB. These banks will face an increase in 
their effective tax rate following this change.

With the enhancements to the range of ST 
activities, financial institutions with FSI-ST 
awards (each an “FSI-ST” company) should 
review their accounting systems to ensure 
that income from the expanded list of 
activities can be captured so as to facilitate 
the preparation of tax returns.

Removal of QB and adjustment to the 
concessionary tax rate

With effect from 1 January 2011, the QB 
calculation will be removed. Instead, the 
concessionary tax rate for ST activities will 
be increased from 10 percent to 12 percent. 
With the removal of QB, the following 
transitional provisions will apply to FSI-ST 
companies.
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Changes to the Tax Incentive Schemes 
for Futures Members of SGX and 
Members of SICOM 

Currently, futures members of SGX and 
members of SICOM are taxed at the 
concessionary rate of 10 percent on dealing 
profits, fees and commissions from, as well 
as interest in connection with, qualifying 
transactions. The current incentive schemes 
that offer these tax concessions will lapse 
on 31 December 2010.

Following the expiry of these schemes, SGX 
futures members and SICOM members will:

•	 have the option to transit to the FSI 
scheme from 1 January 2011; 

•	 be approved as FSI-ST award-holders; 

•	 enjoy the concessionary tax rate of  
12 percent from 1 January 2011 to  
31 December 2013, subject to the rules 
of the FSI scheme;

•	 not need to make economic 
commitments from 1 January 2011 to 
31 December 2013 to enjoy the tax 
concessions offered under the FSI 
scheme.

SGX future members and SICOM members 
who wish to transit to the FSI scheme 
must notify the MAS of the nature of their 
business (the type of derivatives that the 
firm trades in, volume of trades and existing 
headcount etc.) by 31 July 2010. Those 
who fail to notify the MAS by this deadline 
will be taxed at the prevailing corporate tax 
rate from 1 January 2011.

If the FSI scheme were to be extended 
beyond 31 December 2013, those FSI-
ST award holders that wish to renew their 
incentive will be required to fulfil certain 
criteria (such as having a minimum of 
six professionals engaged in qualifying 
activities). They should approach the MAS 
at least six months before the expiry of the 
FSI incentive (i.e. 1 July 2013) to discuss 
their renewal applications. 

Those exchange members who are 
interested in applying for the FSI – 
Enhanced Tier scheme (which offers a  
five percent tax on qualifying income) 
should approach the MAS to discuss their 
eligibility for the scheme.

While the objective of the changes 
announced in the 2010 Budget is to 
streamline the administration of tax 
incentives, there appears to be a gap in 
the qualifying activities when SGX futures 
members and SICOM members switch 
into the FSI-ST award. For example, under 
current law, interest from margin deposits is 
subject to 10 percent tax for the former but 
it is not a qualifying income under the FSI-
ST. That being said, the counterparty and 
exchange restrictions under existing tax 
incentives will no longer apply when these 
companies transit into the FSI scheme, 
potentially resulting in a larger pool of 
incentive-qualifying income. Therefore, SGX 
futures members and SICOM members 
that switch to the FSI-ST award will need 
to review the classification of its income 
carefully when preparing its tax returns. 

Summary

The above changes are part of the Government’s on-going effort to review and streamline 
tax incentives for the financial services industry. They seek to ensure the continuing 
relevance of the tax incentives to keep up with industry changes as well as to minimise 
compliance cost. Financial institutions should evaluate if the changes impact the annual 
tax compliance process and explore opportunities to reduce their effective tax rate.
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About PricewaterhouseCoopers Services LLP (PwC Services, Singapore)

PwC Services is one of the largest providers of professional tax services in Singapore. Our tax professionals 
and directors help individuals, businesses, both public and private organisations, with tax strategy, planning and 
compliance. From financial services, treasury, fund management, mergers and acquisitions, intellectual property, 
international tax planning (inbound and outbound) and Goods and Services Tax (GST) to transfer pricing, our tax 
professionals will provide you with the ideal tax solution.

Visit our Singapore tax website at www.pwc.com/sg/tax

© 2010 PricewaterhouseCoopers Services LLP. All rights reserved.
8 Cross Street, #17-00 PWC Building, Singapore 048424 • Tel: 65 6236 3388 • Fax: 65 6236 3715

PricewaterhouseCoopers Services LLP (Registration No. T09LL0002L) is a limited liability partnership registered in Singapore under the 
Limited Liability Partnerships Act (Chapter 163A). It was converted from a company (with the name “PricewaterhouseCoopers Services 
Pte Ltd” and Registration No. 199902830D) to a limited liability partnership on 1 January 2009. PricewaterhouseCoopers Services LLP 
is part of the network of member firms of PricewaterhouseCoopers International Limited, each of which is a separate and independent 
legal entity.

These notes are designed to keep clients up to date with tax developments and do not constitute professional advice. They are of a 
general nature only and are not intended to be comprehensive. Readers are therefore advised that before acting on any matter arising 
from these notes, they should discuss their particular situation with the Firm. No liability can be accepted for any action taken as result  
of reading the notes without prior consultation with regard to all relevant factors.
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If you would like further advice in relation to the issues outline above, please call your 
local PwC contact or alternatively any of the people listed below:

Paula Eastwood	 +65 6236 3648	 paula.eastwood@sg.pwc.com
David Sandison 	 +65 6236 3675	 david.sandison@sg.pwc.com
Yip Yoke Har	 +65 6236 3938	 yoke.har.yip@sg.pwc.com
Paul Lau	 +65 6236 3733	 paul.st.lau@sg.pwc.com
Anuj Kagalwala	 +65 6236 3822	 anuj.kagalwala@sg.pwc.com
Lennon Lee	 +65 6236 3728	 lennon.kl.lee@sg.pwc.com


