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'ECHNICAL EXCELLENCE

'IC CLAIMS

560% CASH PAYOUT OR lI

400% PIC CLAIM? |

Nhich Is Better? (Part 2)

As the “CI before PTE” in Table 1
(Alternative 2) is $800,000, further
reduction of it to $740,735 will realise
a tax benefit of 68% for every dollar
claimed under the 400% PIC scheme,
which is better than the 60% CP. This
will result in 8% more reduction in cash
outflows for every such dollar shifted

Table 1 (Alternative 2), to $19,275
in Table 2(a).

As we move from Table 2(a) to
Table 2(c) with $10,000 more dollars
shifted from a CP option to a 400% PIC
claim, instead of a further reduction
in the net cash outflow, a higher net
cash outflow of $19,532 in Table 2(c)

than Alternative 2 when the following Under Alternative 3, the issue is to fromaCPtoa 490% PIC claim. This results. This suggests that the optimal
are maximised under both alternatives: determine how much of the QPE (lower explains why with $10,000 shifted from amount of conversion to a CP should
a) PTE of $152,500, and of actual QPE and $100,000) to be a CP option to a 400% PIC claim, there lie somewhere between $80,000 in
Eb] CIT rebate 0’f$36 000, converted to a CP will optimise the T is a further reduction in cash outflow Table 2(c) and $90,000 in Table 2(a), as
and this will be the case when the net cash flows of a company. 0f $800 ($10,000 x 8%) from $20,075in | illustrated in the following graph.
“Cl before PTE” is at least $740,735 Table 1 illustrates the effects of A
3y (minimum CI before PTE). Alternatives 1 and 2 on the net cash IE g
<HOO CLEMENT outflows of a company based on a “CI
TENG AUN TAN KAI GUAN We had also shown that when the before QPE and PTE” of"$2,000.000- ) — 5w
“Cl before PTE” for both alternatives is The “Cl before PTE” for Alternative 1 — 2 3
his is Part Il of a two-part series greater than $740,735, Alternative 1is is less than $740,735 '?Uf is greater than // z?g g
on how an organisation can the preferred choice as the cash outflow $740,735 for Alternatlvpt 2. Notice that S 2
best optimise the benefits of the is minimised. On the other hand, when for “CI before PTE” that is equal to or ey == 52) z
Productivity and Innovation Credit Table 1 — }g 2
(PIC) scheme offered by the Singapore 4 17 2
- { =
‘governrflent toboost produ.ctlv(lit.y a;;d Alternative 1 Alternative 2 | Table 2 illustrates the net cash } z ; 3 ; 2 B I }g 5
1(‘;‘;”‘;““;%5?;2::2? gsbgéilge:; i ($) % | outflow effects of converting different | | 00 G0 A OB 0 AN e 0L L S0 MM A S gD
artere D ) ] amounts of QPE into a CP under oPE converted to CP (in thousands)
CONVERTING OPTIMAL QPE 400,000 400,000 Alternative 3. BN e S $ e
i Thus, when $85,000 of the QPE
" - 100,000 | Table 2
AMOUNT TO CASH PAYOUT Less: amount converted to CP l is converted to a CP, there is a further
In our first article, we_examlned tbe 400% PIC claim 400,000 300,000 : reduction in the net cash outflow from
first two of thelfcf)llf)w1ng a;lteiir;ai:w:rsl . ' s ,L @ (b) © $19,275 in Table 2(a) to $18,912 in Table
Pased ona qua;l ying prg_tuc (QgE) - Tax computation (YA 2013) $ $ $ 2(b). This should represent approximately
?4%08’ Sggn creditexpenditure Cl before QPE and PTE 2,000,000 2,000,000 | QPE 400,000 400000 400,000 the optimal amount of QPE to be
I Less: 400% PIC claim (1,600,000) (1,200,000 { Less: amount converted to CP 90,000 85,000 80,000 ;;;:z:i;iz;;f(f ;ssltfit(\:a\i}?ii?;zii?
ALTERNATIVE | DESCRIPTION Cl before PTE 600,000 800,000 | 400% PIC claim 310,000 315000 320,000 the net cash outflow is minimised.
Less PTE (152,500) (152,500) x
% PIC Tax computation (YA 2013
::12::: ::?&/;nz:re Cl after PTE 247,500 647,500 | P! ( ) CONCLUSION
QPE of $400,000 o | Cl before QPE and PTE 2,000,000 2,000,000 2,000,000 If the “CI before PTE” is less than $740,735
A . )
! t §100,000 Tax @ 17% 42,075 | ‘ Less: 400% PIC claim (1240,000)  (1260,000) (1,280,000) under Alternative 1 butis grez.iter
Conver ; Less: 30% CIT rebate (12,623) (30,000) H than $740,735 under Alternative 2,
| of the QPE to a i \ Cl before PTE 760,000 740,000 720,000 Alternative 3 is the preferred choice. The
{ 60% CP and make Net tax payable 29,452 80,075 | : p :
2  a400% PIC claim | Less PTE (152,500) (152,500)  (152,500) optimal amount of QPE to be converted to
| on the remaining cP 2 (60,000) Cl after PTE 607,500 587,500 567,500 a CP that minimises ’chehnet cash outflows
QPE of $300,000 under Alternative 3 is the one that has
' i 29452 20,075
Canvart i than gt cash autfiowinlion Tax @ 7% 103,275 99875 96,475 its “Cl before PTE” closest to $740,735.
$100,000 of the 3 Less: 30% CIT rebate (300000 (29963)  (28,843) s con s onisale il cp cpfion
5 ; t t
QPdE t!; :e?;/z)g; the “Cl before PTE” for both alternatives | greater than $740,735, both the PTE g Net tax payable 73275 5o 7532 thz ;u; {1;0 gr;lgulrslc‘o QPE incurred s less
?’TC :l‘aim on the is less than $740,735, Alternative 2 is and the 30% CIT rebate are at ¢ ,000.
remaining QPE the preferred choice. their D e o ! ive 2 is th i (o (54,000) (51,000) (48,000) Khoo Teng Aun is an Associate Professor
This article examines the In this case, Al te?rnatlve Isthe 4 Net cash outflow/(inflow) 19,275 18,912 19,532 &fn‘l\vcecr‘;lr‘tr;fﬂr& e?rt\es;:'? %:galgu'f;aun:nq:es":\nt
We stated that Alternative 1 will circumstances under which preferred choice asithasa }ower net 8 Aoha it eioment Ten Kal Guan s
resultin lower overall net cash outflows Alternative 3 is the preferred choice. cash outflow than Alternative 1. Nanyang Technological University.
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