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This article was first published in the Business Times on 12 March 2020.

As businesses transact without being physically present, countries
have found it difficult to tax the income earned by foreign corporations
in their territories.
Technological advancements have dramatically
changed the global trade of goods and services,
placing immense pressure on internationallyaccepted principles governing the taxation of
cross-border business income.
Today, businesses can transact without being
physically present in a market; this is increasingly
the reality for many businesses across not only retail
but other sectors. As this continues to be the new
normal, countries have increasingly found it more
difficult to tax business income earned in their
territories by foreign corporations under existing
international tax frameworks.
In the face of this new reality, we are already seeing
certain countries starting to adapt their tax laws. As
more businesses adopt digitalisation strategies,

new tax laws that apply beyond GAFA (Google,
Amazon, Facebook, Apple) businesses are being put
in place, becoming applicable to brick-and-mortar
businesses that operate globally as well.
A growing number of countries have adopted the
destination principle, which requires foreign
residents who sell goods and services in their
territories to register for goods and services tax
(GST) purposes. The destination principle is now
being considered for application even to taxes
on revenue.
Countries seeking to implement unilateral digital
service taxes on revenue, such as France, the
United Kingdom (UK) and now Spain, have had
considerable push back from the US, where many
of the large technology firms are based.
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Pressure has been placed on those countries to wait
for an international consensus on the redesign of the
global taxation frameworks to ensure countries get a
fair allocation of taxing rights over income from such
digital sales and services.
This redesign is currently underway through the
Base Erosion and Profit Shifting (BEPS) initiative
of the Organisation for Economic Co-operation and
Development (OECD).

Singapore will lose out on revenue given its relatively
small population.
In this regard, Deputy Prime Minister and Minister for
Finance Heng Swee Keat said during his Budget
2020 round-up speech that "hub economies with
small markets like Singapore stand to lose corporate
income tax revenue if new rules (under BEPS 2.0)
are adopted".

One of the key aims of the BEPS programme is
to combat tax planning strategies used by some
multinational companies to avoid taxes, including by
"shifting" profits from higher-tax jurisdictions to be
allocated to lower-tax jurisdictions, thus eroding the
tax-base of the higher-tax jurisdictions.

The initiatives that have already been implemented in
the last five years under the original round of BEPS
proposals have seen significant changes in the field
of international taxation.
The new round of proposals (BEPS 2.0), expected to
be finalised later this year, seek to address the
challenges of the digitalisation of the economy. The
preliminary proposals look set to introduce arguably
even more radical changes to the international tax
framework, including a dramatic overhaul of transferpricing principles.

While it will be important to
calibrate the country's tax regime
and incentives in response to BEPS
2.0, any changes are unlikely to
take place until the measures are
clearer and the full implications to
Singapore can be determined.
International tax developments are of special interest
to Singapore, which has been the preferred
springboard for investments into the Asia-Pacific
region for numerous reasons, including its regulatory
environment and political stability. These factors,
combined with business-friendly tax rules and
targeted incentives, have been key considerations
for attracting overseas investments to Singapore
and making Singapore a more compelling location
for commercial ventures, for both large and
small enterprises.
The BEPS 2.0 proposals can have implications for
Singapore in a number of ways. The transfer
pricing changes in Pillar 1 of the proposals seek to
allocate greater taxing rights to jurisdictions where
the consumer is based, and there is concern that

In the latest OECD updates on the proposals, the
key types of businesses in scope of the Pillar 1
measures are those that generate revenue from the
provision of automated digital services (such as
social media platforms or online marketplaces) and
consumer-facing businesses.
Carve-outs for particular industries such as the
extractive sector, including commodity players and
the financial-services sector, are still being
considered. The OECD estimates a drop of taxable
revenue in investment hub countries by up to 5
per cent.
Multinational groups are also concerned that
the corporate tax changes in Pillar 2 of the proposal,
which seeks to impose a global minimum tax
concept, may undermine Singapore's position by
neutralising the effects of its tax incentives. A key
concern of businesses centres on whether
Singapore will increase its corporate tax rate or
the basis of taxation in an attempt to balance any
potential loss of revenue.
While it will be important to calibrate the country's
tax regime and incentives in response to BEPS 2.0,
any changes are unlikely to take place until the
measures are clearer and the full implications to
Singapore can be determined.
That said, without immediate counteracting
measures to attract multinational investment,
Singapore's competitiveness as a business and
technology hub could be threatened and diminished.
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To protect its hub status, we believe Singapore
should continue to pursue a broad mix of policy
tools, including enhancing its tax competitiveness
in new ways to encourage businesses to generate
substantive economic activities in Singapore.
In particular, a holistic approach should be
undertaken to review the attractiveness of
Singapore as the Transformation Capital of Asia,
if not globally, to position it as the best place in the
region for enterprises to lead the digital
transformation of their business models and
operational practices.
Singapore should continue to focus on building
industry-sector ecosystems for enabling and
funding collaborations to transform and innovate
solutions to be used in solving issues faced by the
country in the areas of productivity growth,
sustainability, rising healthcare and digital adoption.
Aside from benefiting companies based in
Singapore, these solutions can also be then

exported to countries outside Singapore, putting
the country in a leadership position for the region in
this sector.
The "transform-and-grow" announcements in
Budget 2020 are steps in the right direction, with
some new measures and enhancements to existing
grants to drive transformation. Indeed, moving
towards more cash-based incentives could be one
of the ways forward as BEPS 2.0 seeks to
neutralise the effect of tax incentives. With
support from the Government, companies
operating in Singapore will become more profitable
and invest locally in expanding their operations
and employing people.
It would also enhance Singapore's competitiveness
to attract the best global talent from around the
world. All this will help Singapore to withstand
and counteract the challenges posed by the new
international tax frameworks aimed at digitisation
of the economy.
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