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Tax Bulletin

On 4 June 2026, the Inland Revenue Authority of Singapore (IRAS) published the Ninth Edition 

of its e-Tax Guide on Transfer Pricing Guidelines. The key change from the Eighth Edition 

(issued 19 November 2025) is a new FAQ at paragraph 5.120 on the treatment of share-based 

compensation (SBC) costs in the cost base used to determine the service income of intra-group 

services priced under the Transactional Net Margin Method (TNMM) with a cost-plus mark-up.

This clarification is welcome for multinational enterprises (MNEs) with operations in Singapore, 

particularly given the widespread use of employee share schemes as part of remuneration 

arrangements. 

IRAS has reaffirmed that SBC is remuneration for employee services and must therefore form 

part of the Singapore service provider’s cost base when applying the arm’s length mark-up. This 

applies whether the SBC is: 

(a) Incurred—charged by the related party and recognised in the Singapore entity's accounts;  

(b) Uncharged—should have been charged by the related party but is neither charged nor 

recognised in the accounts; or  

(c) Notional—not charged by the related party but recognised in the Singapore entity's accounts 

in accordance with applicable Financial Reporting Standards. 

In all three scenarios, the SBC must be included in the cost base for calculating the arm’s length 

mark-up. 
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SBC 
category

Definition
To include 
in Cost Base?

To include in 
Service 
Income?

(YA 2025 and 
before)

To include 
in Service 
Income?

(YA 2026 
onwards)

Incurred Actually charged by 
related party 
and recognised in
Singapore accounts

✓ Yes ✓ Yes ✓ Yes

Uncharged Should have been 
charged by related 
party to Singapore 
entity but was not

✓ Yes ✓ Yes ✗ Not 
required

Notional Recognised under 
FRS accounting 
standards in 
Singapore 
accounts but never 
invoiced

✓ Yes ✓ Yes ✗ Not 
required

The practical effect is that Singapore service entities carrying uncharged or notional SBC costs 

may report lower taxable service income. 

While this change provides greater clarity on the transfer pricing treatment of SBC costs for 

Singapore service entities, some issues remain unresolved. These include whether a surcharge 

may apply where taxpayers adopt the stated treatment for years of assessment before YA 2026, 

and how timing differences should be addressed where notional SBC costs are subsequently 

reflected in an actual recharge. Until further guidance is issued, MNEs should continue to support 

their positions with robust commercial rationale and documentation. 

However, with effect from YA 2026, IRAS has introduced a concession in response to taxpayers’ 

feedback and practical considerations. Taxpayers must still include SBC costs in the cost base 

for purposes of deriving the arm’s length mark-up. However, for scenarios (b) and (c) above, the 

SBC amount may be excluded from the calculation of service income.

For scenario (a), the position remains unchanged, i.e. SBC costs are to be included in both the 

cost base and service income. The table below summarises the position: 



Key practical takeaways

For Singapore service entities that charge related parties on a cost-plus mark-up basis, the key 

practical actions are as follows: 

1. Identify whether SBC costs are incurred, uncharged, or notional; quantify the relevant 

amounts; and ensure the transfer pricing calculations reflect the appropriate treatment. 

2. Review whether intercompany service agreements and transfer pricing policies should be 

updated to reflect the bifurcated treatment (cost base inclusion but service income exclusion), 

and consider whether an Advance Pricing Arrangement (APA) may be appropriate to achieve 

bilateral certainty. 

3. Review positions taken for YA 2025 and earlier to assess whether they warrant a voluntary 

disclosure, and be mindful of the time allowed for taxpayers to self-initiate prior years’ 

adjustments. 
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Contact us

Please feel free to get in touch with your usual PwC Singapore contact.
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