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Tax Alert

In Budget 2017, Minister for Finance, Heng Swee 

Keat, announced a new tax incentive for the 

commercialisation of intellectual property (IP) from 

Singapore. The incentive, named the Intellectual 

Property Development Incentive (IDI), will provide 

concessionary tax rates on income from qualifying 

patents and other IP rights. 

KPMG is pleased to see the introduction of the IDI, 

as this was one of our key recommendations for 

Budget 2017 to boost innovation in Singapore (see 

KPMG’s Pre-Budget 2017 Report, “Building 

Enterprises of the Future”).

The IDI will take effect from 1 July 2017 and will 

incorporate the “modified nexus approach”, which 

is a substance-based test, broadly meaning that to 

qualify for the IDI, businesses must undertake 

research and development (R&D) in Singapore.

The IDI is targeted to encourage R&D in Singapore 

by complementing other tax incentives available to 

encourage innovation and tapping onto the different 

stages of IP development:

• Creation of IP:  Enhanced deductions for R&D 

expenditure (R&D Tax Incentive);

• Protection of IP:  Enhanced 

deductions/allowances for registration, 

acquisition and in-licensing of IP under the 

Productivity and Innovation Credit scheme; 

• Exploitation of IP:  Concessionary tax rates for 

IP income under the IDI.

The Singapore Economic Development Board (EDB) 

will release further details in May 2017. In view that 

most of the details on the scheme are yet to be 

released, the comments in this Tax Alert will be 

based on the features contained under the 

Organisation of Economic Cooperation and 

Development (OECD)-endorsed “modified nexus” 

approach.

What is the IDI?

The IDI will provide concessionary income tax rates 

on income from qualifying patents and other IP 

rights. Broadly, this means that royalties and licence 

fees over patents and part of the income from the 

sale of products incorporating a patented invention 

can potentially benefit from lower corporate income 

tax rates. 

The tax rate that will apply under the IDI is yet to be 

announced, but we would expect that the tax rate to 

be aligned to the rates offered under the 

Development and Expansion Incentive (DEI), which 

is currently at 5 or 10 percent in typical cases.

Administration of the IDI

The IDI will take effect on or after 1 July 2017 and 

will likely be subject to approval by the EDB. This 

would be unlike similar IP regimes, such as the UK 

Patent Box and Irish Knowledge Development Box 

schemes, which are self-assessment regimes. 

If the IDI is subject to negotiation with and approval 

by the EDB, this may mean that the EDB may 

impose incremental commitments relating to 

headcount and business spending as part of the 

incentive conditions.

It can be expected that companies will be required 

to “track and trace” and provide evidence of 

expenditure incurred, income generated from IP 

assets and activities undertaken to generate the IP 

assets.

Intellectual Property Development Incentive 

https://assets.kpmg.com/content/dam/kpmg/sg/pdf/2017/01/sg-Pre-Budget-Report-2017.pdf


“Modified nexus” approach

The IDI will incorporate the “modified nexus” 

approach endorsed by the OECD under Action 5 

(Countering Harmful Tax Practices More Effectively, 

Taking into Account Transparency and Substance) of 

the Base Erosion and Profit Sharing (BEPS) project.

In layman terms, this broadly means that the 

preferential tax treatment under the incentive will 

be granted to income arising from IP where the 

actual R&D activities are undertaken by the 

claimant himself or outsourced to third parties.

“Modified nexus” approach Issues to consider under the IDI

Qualifying 

taxpayers

• No restrictions, as long as 

conditions satisfied

• Will this apply to all businesses based in 

Singapore?

• We believe that this should not be restricted to 

multi-national corporations

Qualifying IP 

assets

• Patents and copyrighted software

• Marketing intangibles (e.g. 

trademarks) are excluded

• Is legal ownership of IP required?

• Can certain unregistered IP (so-called patentable 

inventions) be considered, taking into account 

commercial considerations for avoiding 

registration?

• Are all types of patents to be covered (or only 

utility patents)

Qualifying 

income

• Nexus ratio to be applied to 

calculate the income subject to 

preferential treatment, which will 

be dependent on the amount of 

qualifying R&D expenditure 

incurred in proportion to overall 

R&D expenditure

• Scope of qualifying income to include sale of 

products incorporating the patented invention?

• If royalties embedded in sales of products are 

required to be stripped out, what is an acceptable 

and practical method for doing so?

• How to determine the nexus ratio if expenditure 

is under dispute with the Inland Revenue 

Authority of Singapore (IRAS) or subject to 

transfer pricing adjustments?

• Expiry period of benefit?

Qualifying 

R&D 

expenditure

• Expenditure for in-house R&D

• Outsourced R&D payment to 

unrelated party

• Will the meaning of R&D be tagged to definition 

under the Income Tax Act, consistent with the 

R&D Tax Incentive?

• What if R&D expenditure is incurred before the 

IDI commencement date?

Overall R&D 

expenditure

• Qualifying R&D expenditure

• Acquisition cost of IP asset

• Outsourced R&D payment to 

related party

• What does IP acquisition cost constitute? Does it 

include royalty and licence fee payments?

The EDB will release further details on how qualifying IP income is defined along with the applicable 

concessionary tax rates and possible periods of award.

The following table looks at some of the features under the “modified nexus” approach:



Transitional provisions

With the introduction of the IDI, IP income will be 

removed from the scope of the existing Pioneer -

Services / Headquarters and the DEI - Services / 

Headquarters incentives in respect of awards from 

1 July 2017.

IP income under the current Pioneer Services 

Incentive and the DEI will continue to be 

incentivised under the existing incentive awards till 

30 June 2021.

Our comments

The IDI is similar to Patent Box regimes that have 

been in place in many European countries for some 

time. With the introduction of the IDI, Singapore is 

now the only country within the Asia-Pacific region 

other than India to have a Patent Box-type regime. 

Taking into account Singapore’s other favourable 

attributes such as strong regulatory IP protection 

regime (Singapore is rated best place in Asia for IP 

rights protection, Global Competitiveness Report 

2015-2016), wide network of tax treaties and strong 

government support for R&D, the introduction of 

the IDI will further develop Singapore as the most 

compelling jurisdiction for creating, protecting and 

exploiting IP rights within the Asia-Pacific region.

The adoption of the “modified nexus” approach 

means that the IDI will be BEPS-compliant, 

reflecting Singapore’s commitment to the BEPS 

framework. 

The IDI should be a natural extension for those 

companies that are already availing of the R&D Tax 

Incentive. However, it is desired that the definition 

of R&D under the IDI will be broader than its 

current definition under the Income Tax Act, so as 

to encourage more enterprises to undertake R&D 

activities. This will encourage a wider scope of 

innovation activities within Singapore.

How KPMG can help

KPMG’s Enterprise Incentive Advisory team is a 

dedicated multi-disciplinary team of experienced 

tax and accounting professionals, IT technologists, 

scientists and engineers. With our various technical 

backgrounds and strong industry links, we can 

provide timely and relevant advice to support your 

business throughout the IP development lifecycle 

to include R&D Tax Incentive claims, IP protection 

and exploitation of IP. 

Areas that we can assist you with:

1) Seek an advance tax ruling from the IRAS on 

the applicability of tax allowances on IP 

acquisition costs

2) Evaluate and prepare your R&D Tax Incentive 

claims

3) Undertake a health check to determine the 

applicability of the IDI scheme for your 

business (any R&D resulting in product / 

process patents and copyrighted software)

4) Develop an IP protection strategy by first 

identifying patenting and software copyright 

opportunities 

5) Review your R&D arrangements and IP 

ownership globally, including legal and 

structuring aspects

6) Conduct a study on the feasibility of having a 

centralised regional / global IP hub in Singapore 

as part of headquarters strategy

7) Review your IP Development Master Plan 

showing incremental headcount, R&D 

spending and IP commercialisation roadmap

8) Review your financial projections and put in 

place accounting and tracking systems to 

establish how much IP income would qualify 

and link expenditure to income and IP 

9) Review your revenue and transfer pricing 

model and assess if there is any embedded IP 

in your sales as well as valuation methodology 

of any acquired IP
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