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Collaborating for Growth

TAPPING 
INTO ASEAN 

he Singapore government 
and business federations 
have been encouraging 
Singapore-based small and 
medium-sized enterprises 
(SMEs) to leverage the 
formation of the ASEAN 
Economic Community (AEC) 
to expand their operations 
within this region.  

Based on a poll 
conducted by the Singapore 

Business Federation during its 
conference on internationalisation in 
2014, 84% of Singapore businesses see 
Asian markets as their most important 
market, with 58.4% highlighting 
ASEAN as the key region for future 
growth potential.  

However, SMEs currently have 
not been making significant inroads 
into expanding their ASEAN consumer 
base compared to the rest of Asia even 
though there are currently no tariffs 
on almost all ASEAN-originated goods 
trading within this region. This is largely 
due to unfamiliarity with rules and 
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84% of Singapore 
businesses see 
Asian markets 
as their most 

important market.



ImplIcatIons of aEc
FOCUS

standards are based on an arm’s length 
profit, and generally, tax authorities 
prefer local comparable data. Where 
such comparable data is not available, 
this can lead to protracted disputes.  

Flow of labour
ASEAN, with regard to labour, is unlike 
the European Union where citizens 
of member states are free to travel 
and work anywhere within the region 
without restriction. Singapore citizens 
are still required to obtain work visas 
to perform substantive duties in any of 
the other nine ASEAN member states. 
Singapore, likewise, does not offer 
concessions or special exemptions from 
the usual immigration or tax reporting 
for citizens of ASEAN member states 
who wish to work in Singapore1. 

Customs and trade
From a customs and trade perspective, 

ASEAN countries for the avoidance of 
double taxation and fiscal evasion with 
respect to taxes on income, Terrific 
Tastes may still be subject to double 
taxation due to differing interpretation 
or application of Double Taxation 
Agreements (DTAs). For example, Terrific 
Tastes may be subject to withholding tax 
of 3.5% in Myanmar on gross payments 
received from a local entity for services 
rendered in Myanmar even if it does not 
have a taxable presence (also known as 
“permanent establishments”) there and 
hence, should rightly not be subject to 
tax on such income. 

If Terrific Tastes were to have 
operations, or transact with someone  
in Cambodia or Laos, it would not be 
able to rely on any DTA as Singapore 
does not have tax treaties in force with 
these countries. 

Transfer pricing
In addition, Terrific Tastes would 
need to maintain transfer pricing 
documentation that complies with the 
local tax regulations to prove that its 
contract manufacturing subsidiary is 
earning a fair margin. International 

regulations in these markets, problems 
with cross-cultural communication, 
bureaucracy and red tape, avenues for 
resolving disputes and identifying the 
right business partners.

As an illustration, Terrific Tastes, 
a Singapore-based SME which 
manufactures and sells specialised 
food flavours, intends to expand its 
manufacturing facilities in ASEAN. The 
move aims to mitigate the rising cost 
of doing business in Singapore, and to 
grow its revenue streams as well as 
market share in this region. With regard 
to its research and development (R&D) 
activities, it intends to continue to 
conduct them in Singapore. 

These are some of the issues facing 
Terrific Tastes from a tax perspective.

Key Tax issues FaCing loCal 
sMes venTuring inTo oTher 
parTs oF asean
Tax legislation and practices differ 
significantly among the ASEAN 
countries (see Table 1 for headline 
corporate and personal income tax 
rates); the tax rules are not always 
clear, and there is a development divide 
among ASEAN member states. All these 
could pose a barrier to entry into  
certain markets for Terrific Tastes.

regional tax matters
Although Singapore has bilateral 
agreements in force with most of the 

To encourage  
the intra-regional 
mobility of labour,  

AEC should introduce  
a simplified work 

permit arrangement  
for citizens of  

ASEAN countries 
seeking to work 

elsewhere within  
the region. 
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1 The process for obtaining an Employment Pass is the 
same for all applicants, irrespective of nationality 
or country of origin; www.mom.gov.sg/passes-and-
permits/employment-pass/key-facts. Similarly, the 
personal tax position for business travellers into 
Singapore and the reporting obligations of their 
overseas employer remain the same, irrespective 
of whether the individual is visiting from an ASEAN 
nation; www.iras.gov.sg/irashome/page.aspx?id=1192
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country free of duty, like they would  
be in Singapore. In addition, in the food 
and beverage industry, many ingredients 
are subject to import controls, some of 
which only local entities are allowed 
to obtain. Similarly, although it may be 
possible to operate the manufacturing 
facility under bond, the licenses and 
management of available bonded 
schemes may be beyond the capability 
of Terrific Tastes, requiring third parties 
to be called on for help. 

In the same vein, any mutual 
recognition agreements that ASEAN 
countries have around accepting 
Singapore certification of Terrific  
Tastes’ flavours, may not equally apply 
when such flavours are produced in 
another ASEAN country, resulting in 
potentially costly and time-consuming 
certification requirements in the 
destination markets.

Table 1  Current income tax rates on corporate and employment income for a tax resident of ASEAN countries,  
and indicative duty rates for flavours

Country headline Corporate  
income Tax rate

highest Marginal  
income Tax rate

Customs Duty rates

preferential non-preferential

thailand 20% 35% 0% 50%

Philippines 30% 32% 0% 1%

Vietnam 22%  
(20% from 2016) 35% 0% 5-10%

Indonesia 25% 30% 5%-150% 0%-150%

Malaysia 25% 25% 0% 0%

Myanmar 25% 25% 0% 10%

Laos 24% 24% 0% 5%

Singapore 17% 20%  
(22% from 2016) 0% 0%

cambodia 20% 20% 0%-5% 5%

Brunei 18.5% 0% 0% 0%

moving production from Singapore 
to another ASEAN country currently 
introduces a host of potential risks and 
costs. The difference in production costs 
in a lower-cost manufacturing location, 
and/or the different way in which 
qualifying content is calculated there, 
may result in the final product  
no longer qualifying for duty-free 
access to other ASEAN markets under 
the ASEAN Trade In Goods Agreement 
(ATIGA). Separately, in our example, 
if the finished flavours are shipped 
directly to other ASEAN markets but 
the invoice is issued by Terrific Tastes, 
any entitlement to preferential market 
access may be compromised and, in 
most cases, such imports would be 
subject to stricter scrutiny and checks.

Any imported ingredients used for 
production may not be able to enter  
the contract manufacturing ASEAN 
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The way To a Truly 
inTegraTeD aeC
Under the current AEC Blueprint, 
the only taxation agenda mentioned 
therein is the completion of the DTAs 
within the ASEAN countries. In view 
that there will be minimal changes to 
the domestic taxation in each member 
country, AEC may not have a significant 
impact from a tax perspective. There 
should be greater impact from broader 
commercial perspectives.

In order to achieve the AEC goals 
of transforming ASEAN into a single 
market and production base as well 
as a highly-competitive economic 
region, the member countries should 
consider collaborating to make ASEAN 
an easier place to conduct business 
from a tax perspective. Initiatives 
could include providing greater clarity 
on interpretations of domestic tax 
legislation and incentives, giving greater 
certainty to investors. For example, the 
body could consider providing clarity 
on what constitutes a “shell/conduit 
company”, “beneficial ownership test” 
and “limitation of benefits” in order to 
be entitled access to tax treaties. For 
example, a certificate of residence issued 
by the relevant tax authority within 
ASEAN should be accepted by the tax 
authorities of other member countries. 

ASEAN could consider a united 
response to efforts by the Organisation 
for Economic Cooperation and 
Development to address base erosion 
and profit shifting (BEPS). This would 
present various challenges given that 
BEPS should impact each ASEAN 
member country differently, depending 
on its economic and tax profiles. But a 
united policy document outlining the 
key principles to be adopted would be 
an important statement. 

The DTAs between the ASEAN 
members should be at least as 
competitive as those which they have 
signed with non-members. For example, 
Terrific Tastes would be subject to 
tax in Indonesia at 5% on the gross 
consideration arising from the sale 
of shares of an Indonesian company 
which is not listed on the Indonesian 

stock exchange. There is no protection 
for capital gains under the Singapore-
Indonesia DTA. In comparison, under 
the Hong Kong-Indonesia DTA, taxing 
rights to the gains derived by a Hong 
Kong tax resident seller are given 
to Hong Kong, provided that certain 
conditions are satisfied.     

To encourage the intra-regional 
mobility of labour, AEC should introduce 
a simplified work permit arrangement 
for citizens of ASEAN countries seeking 
to work elsewhere within the region. It 
should also simplify the administrative 
processes for treaty exemption claims 
for cross-border business travellers. 
These structural changes may take some 
time to implement, so in the meantime, 
Terrific Tastes (as an employer) 

In order to achieve 
the AEC goals of 

transforming ASEAN 
into a single market 
and production base 
as well as a highly-

competitive economic 
region, the member 

countries should 
consider collaborating 

to make ASEAN an 
easier place to  

conduct business from 
a tax perspective.  
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should keep up-to-date with local 
immigration, tax and payroll compliance 
requirements in the territories to  
which they deploy staff. It may also  
need to consider how to incentivise  
key employees so it can mobilise the 
right person into the right place, at 
the right time, in order to achieve its 
strategic goals. 

From a customs and trade 
perspective, there is no intention to 
create a harmonised external tariff, 
hence, duty rate differentials for non-
ASEAN originating products will likely 
remain. Although there is a commitment 
to work towards harmonising more 
than just the elimination of duty rates 
on originating products, much of this is 
work-in-progress and will still be work-
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this article is the second of a three-part series 
highlighting what AEC is, further expanding 
on its implications from a tax perspective, 
and the opportunities for members under the 
ASEAN Mutual Recognition Arrangement for 
Accountancy Services.

in-progress come 1 January 2016. 
Mutual recognition of certification, 

harmonisation of rules of origin, 
alignment of procedures and data 
requirements through the ASEAN  
Single Window, synchronisation of  
trade facilitation schemes and the like 
will not magically be implemented by 
next year. Much work is being done in  
all these areas, and although progress  
is substantial, implementation 
difficulties and even barriers will  
remain for some time to come.

AEC is a step in the right direction 
for enterprises like Terrific Tastes. 
The challenges outlined are not 
insurmountable. With the correct 
guidance, many enterprises have been 
and will continue to be successful 

operating in ASEAN. Therefore, the 
focus for the leaders of ASEAN is to 
continue to promote the harmony that 
ASEAN represents, and to reflect it in 
mutually beneficial initiatives, with the 
view of helping each other to build their 
respective economies so as to better the 
lives of their people. ISCA


