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Creating Passive Income for the Next
Generation with Tax Benefits

Mr. A is a businessman who makes SGD1 million per year.
After selling one of his companies, he has SGD20 million
in his bank account and a residential property. He recently
has a new born baby and he is thinking of buying a new
property. He consulted a financial advisor on the pros and
cons of buying another investment house and setting up a
trust to buy property for his baby.

Mr. A is currently paying the maximum income tax rate in
Singapore. If he buys a property under his own name and
rents it out, the rental income will be taxed at 22% as well. 

The setup of a fixed or discretionary trust

This article assumes the parent sets up a fixed trust for
the benefit of the child, hence the property income is
taxed at the child's income tax rate. If the trust structure
is a discretionary one, then the rental income will be taxed
at the trustee level, which is 17% currently.

If he set up a trust for his baby and buys the
property in trust, then he will not need to pay
for the Additional Buyer’s Stamp Duty
(ABSD) and rentals earned from the property
will be taxed based on the baby’s income tax
rate. 

Practically, the trustee pays the tax on behalf
of the baby and based on the baby’s personal
income tax rate. If the rental is $10,000 a
month, the baby’s annual income would be
$120,000. Netting off the expenses, the tax
on the rentals would be much lower as
compared to if it were under Mr. A’s name. 

In addition, this arrangement helps in asset
protection because if Mr. A’s business fails in
the future, his creditors will not be able to
come after the property which belong to the
baby. Hence, from tax planning angle and
asset protection angle, it would be more
beneficial if Mr. A buys the property in trust. 
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The asset ownership angle

However, he needs to be mindful that with such an
arrangement, the property will no longer belong to
him and his baby is the beneficial owner of the
property. When he acts as the trustee and rents out
the property, the rental income belongs to the baby.
When he sells the property later on, the proceeds
also belong to the baby and not him. From the asset
ownership angle, he needs to decide if it is more
secure to own the property under his own name.
Would it be worthwhile to save on tax and lose the
whole property to the child?

Section 33A of the Stamp Duties Act

Which also brings up a key issue. If the objective is
essentially to save on the ABSD, which can be a
hefty amount, this situation is akin to avoiding
taxes, under the scaffold of a trust in the child’s
name. This may come under the investigative scope
and radars of the tax authority and if there is reason
to believe this was the intent from the outset,
Section 33A of the Stamp Duties Act empowers the
authority to disregard certain transactions and
dispositions to charge the relevant stamp duties to
the parties involved.

Therefore, if the real objective is for investment
purpose, intended to benefit Mr. A and not the
child, it is essential for him to avoid what may seem
to be an effective tax strategy, in view of the
potentially detrimental effects faced further down
the road.  
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A trust that holds a fund/s

That said, where the purpose is to benefit the child,
a way forward then, is to create a trust that holds a
fund, with a view to buy a property for the child at
some point of time. In this instance, it will enable
parents to put to motion the first steps towards
addressing the provision of some financial security.
It would also give them the flexibility to determine,
besides the time, the circumstance of a purchase or
whether this is the best course of action, as their
children grow into their early adult years. 

It can never be sufficiently expressed that
parents find great joy, purpose and fulfilment
of providing the very best for their children.
It is imperative, therefore, that a thoughtful
and deliberative approach is taken in relation
to the provision of real estate, so that the
eventual outcome of that decision, would
help fulfil the aspirational goals of parents as
well as sustainably be in the benefit and best
interest of their children.
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