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Tax Newsflash on Greater Bay Area
Challenges and opportunities in
investing and doing businesses in
Greater Bay Area from tax and business
perspectives

The Guangdong-Hong Kong-Macao Greater Bay Area (GBA)
covers a region of nine cities (Dongguan, Foshan,
Guangzhou, Huizhou, Jiangmen, Shenzhen, Zhaoqging,
Zhongshan and Zhuhai) in the Guangdong Province of
Mainland China, the Hong Kong Special Administrative
Region (HKSAR) and Macao Special Administrative Region
(MCSAR). According to the statistics of 2016, with not more
than 5% of the nation's population, the GBA actually
produced 12% of the annual GDP. It has been in leading
position with respect to financial services, technology and
advanced manufacturing, heavy industry and modern
service.



As stated in a report! published by Deloitte China in February
2018, the GBA will likely become another global bay area,
with the same ranking as the famous Tokyo Bay Area, New
York Bay Area and San Francisco Bay Area. Having
considered the three different legal and regulatory
frameworks that have been implementing in the Mainland,
HKSAR and MCSAR, the GBA has to explore a unique
operational model to facilitate the convergence and mobility
of talents, technologies and funding and to showcase the
potential capabilities of becoming a top global bay area.

The commitment of establishing the GBA was mentioned a
number of times in the Mainland Chinese government's
reports. Since then, Deloitte China has been keeping a close
look at the potential investment and operational impact on
the investors in the area. In July 2017, the National
Development and Reform Commission (NDRC), the People's
Government of Guangdong Province, HKSAR and MCSAR
jointly signed the Framework Agreement on Deepening
Guangdong-Hong Kong-Macao Cooperation in the
Development of the Greater Bay Area®. The Framework
Agreement stipulates the objectives, principles and focus
areas in building the GBA as well as the requirements in
formulating the related regulatory arrangement. Different
stakeholders may have different interpretations of the
Framework Agreement. This article is to analyze the key tax
and business considerations from an investor's point of view.

In the Framework Agreement, governments in the GBA will
formulate a positioning strategy to ensure cooperation
amongst the three jurisdictions:

e Guangdong Province: a pioneer location in
implementing the Nation's "Open Door Policy" and key
driver in economic development; to construct a strong
base for technology and innovation, advanced
manufacturing and modern service industry

¢ HKSAR: to reinforce and improve its position as the
international financial, shipping and trading centre,
strengthen its important functions as a global offshore
RMB business hub and global asset management
centre, drive professional service and innovation and
technology business development and establish an
international legal and arbitration centre for the region

e Macau: to drive the establishment of global tourism
and recreational centre and a platform for business
cooperation between Mainland China and Portuguese
speaking countries

o Ultimate goal of GBA: to establish a more vibrant
economic region, a location with the best quality for
living, working and touring, a role model to
demonstrate more intense cooperation between
Mainland China and the two SARs and to jointly build a
top ranking international bay area and cluster of cities
with global standard

From the investor point of view, careful consideration should
be made with respect to the above positioning strategy of
the GBA, the business objectives and the corresponding
government support. That includes selection of the desired



business location, alternatives of business entry, ways to
collaborate with local government, financing model,
identification of an optimal business model, etc., so that the
overall efficiency, competitiveness and return on investment
can be maximized.

The Guidance on key policies of foreign investments into
Mainland China mainly consist of the Foreign Investment
Catalogue (2017 Edition), Negative List for Investment in
Free Trade Zone, Closer Economic and Partnership
Arrangements (CEPA). In the past, governments of the
Guangdong Province and Shenzhen have explored ways to
relax the requirements to encourage foreign investments3.
That includes open-up of some of the restricted businesses in
the manufacturing, service and financial industries, lessening
the limitations of foreign investment ratio in financial and
motor vehicle industries. These measures indeed laid down a
solid footing to adopt a more opened approach in the GBA.

The Framework Agreement also emphasized the importance
of building a new and open economic mechanism and a high
class platform to interface with the high-end businesses,
consolidating innovative resources and facilitating
collaboration within the GBA. These requirements will
undoubtedly bring more opportunities to investors and
businesses in the Area. More detailed policies in this regard
are expected to be published. At the same time, this is in
line with the prevailing directives of the Guangdong Province
and Shenzhen in opening up foreign investment entry and
the relaxation policy in financial and service industries. With
the commitments of the local Mainland governments in
providing a better business environment and the open
economic environment in HKSAR and MCSAR, it is the belief
that the GBA will introduce more innovative measures and
broaden the overall perspective in order to attract foreign
investments. It is therefore very important to explore
possible ways of investment entry into Mainland China while
fully complying with the prevailing Foreign Investment
Catalogue or Negative List.

GBA implements the concept of "one country-two systems-
three custom zones" which covers three different tax and
legal frameworks. That includes an open approach adopted
in HKSAR and MCSAR and, at the same time, nine fast
growing and unlimited potential Mainland cities, free trade
zones, development zones and high technology zones. Each
of the cities/regions assumes its unique function. Such
dynamic business environment provides an attractive
platform for investors to invest in the GBA (with replication
in other areas in the Mainland) as well as investment outside
of the Area. It also offers alternatives of different investment
models to achieve the desired outcome. Through these
channels, the Mainland government can also implement
industry and market liberalization progressively.



Mainland is facing huge market opportunities in revamping
its supply of goods and services. This will facilitate
businesses of the GBA in demonstrating their competitive
advantages and building a higher commercial standard.
Intense collaboration will also create a bigger market
prospect and more employment opportunities. Investors in
specialized industries from HKSAR and MCSAR will get a
chance to penetrate into the Mainland market (property
development, education, healthcare, elderly care, exhibition,
tourism and property management) and, together with the
collaboration with the local government, build a better living
environment in the GBA. Additionally, Chinese investors can
leverage HKSAR and MCSAR as a platform for "Belt-and-
Road" initiative", overseas listing/fund raising, overseas
investment, internet business, cross border e-commerce and
globalization.

Innovation is a core initiative of companies which strive for
more competitive market positions. Innovation can be
demonstrated through technology development, business
model optimization and human resources management.
Under the prevailing tax regulations of Mainland China and
HKSAR, there are a number of tax policies to encourage local
and cross-border innovation and research and development
(R&D) activities. Policies implemented in the Mainland
include more favorable enterprise income tax rate and
extended loss carried forward period for High New
Technology Enterprises, additional income tax deduction of
qualified R&D expenditure (includes subcontracting fees to
overseas R&D service providers), incentives to innovation
and design enterprises, Value-Added Tax (VAT) reform
implementation and reduction in VAT rate. With respect to
HKSAR, the government is also dedicated to explore and
implement policy of additional deduction of qualified R&D
expenditure (200% or 300% where applicable), two-tiered
tax rate mechanism and facilitation of listing of bio-technical
companies and companies issuing shares of different rights.
All these are in correlation to the overall integration process
within the GBA that development of high-potential
companies can be enhanced and more innovative technology
and business models can be explored.

Environmental protection has always been a focused area of
the Mainland government. With the implementation of
Resources Tax effective 1 January 2018, we believe that
local governments in the GBA will support and encourage
projects which can achieve protection of environment and
create a better business and living environment. At the same
time, some of the businesses which cannot meet the
prescribed requirements may need to relocate to other city
or even outside of the nation. From the business point of
view, selection of the new business location and compliance
with the local government's requirements are key factors to
be considered.



Deloitte China's Report also mentioned that collaborative
developments within GBA will involve refinements of
relationships between investors and local governments, and
that between companies and their customers. This will
require alignments with market practices and demands.
Local governments will also play a positive role to drive the
initiative. In this connection, more collaborative and co-
sharing business models will be developed and the
corresponding operating and tax costs should be fully
determined. Taking the "co-sharing work space" business
model as an example, income from office leasing is subject
to 11% VAT. Under the concept of "co-sharing work space",
income from the provision of meeting facilities may be
subject to a lower 6% VAT. Another example is the
recruitment of executives where the wages and salaries
payments will trigger Individual Income Tax and social
security obligations. If the human resources become part of
the "co-sharing work space" arrangement, the service fee
income generated may be subject to 6% VAT instead. Based
on the aforesaid examples, the operating and tax costs
under the "co-sharing" and "traditional” business models can
differ significantly. Besides, the concept of "co-sharing” in
the financial and service industries can help enhancing
management efficiency and exploring potential preferential
VAT treatment granted to exportation of services.

Deloitte China has been closely looking at the overall
development of the GBA initiative and the soon to be
published GBA proposal and related policy. At the same time,
we maintain continuous dialogue with the governments,
business associations and companies within the Area. We
welcome any comments and thoughts to facilitate the
communication.

Deloitte China provides full range of professional services
and supporting tools in relation to the GBA with an aim to
help governments to improve the business environment and
to offer investors with more and better investment options,
collaborative solutions and innovative business models.

Deloitte China will conduct series of marketing activities and
publications in relation to the GBA initiative. Connect us
through Deloitte China's WeChat, Facebook and official
website for more details.

Reference:

1 Please visit Deloitte website for the Report:
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2 For details, please refer to the official website of the National Development and
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3 Please refer to: YueFu [2017) No. 125, ShenFuHan [2017] No. 74

Appendix:

Extract of the Framework Agreement on Deepening Guangdong-Hong Kong-Macao
Cooperation in the Development of the Greater Bay Area

Objectives:
. Strengthening the role of Guangdong as a drive of national reform and an
engine of economic development, and to build a base for technology and
innovation centre and advanced manufacturing and modern services;
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. Enhance the international finance, shipping and trading centre of HKSAR,
strengthen its global offshore RMB business hub and international asset
management role, facilitate the development of professional service and
innovation and technology businesses and construct an international legal
and dispute resolution centre for the region;

. Facilitate the construction of MCSAR as world-class tourism and
recreational center, a platform for business association between Mainland
and Portuguese speaking countries, a base for Chinese mainstream cultural
exchange and collaboration, and ensure a sustainable and reasonable
development of diversified economy

. Construct the GBA to become a more vibrant economic region, a location
with the best quality for living, working and visiting, a role model to
demonstrate deeper cooperation between Mainland and the two SARs and
to jointly build a top ranking international bay area and cluster of cities
with global standard

Cooperation principles:

An opened approach to lead; innovative to drive
Complement with strengths; collaborate to win
Market driven with the support of governments
Pioneer to change with focused breakthrough
Environment is priority; "go green" is the key

Focused area:

. Connect through building of infrastructure
Improve the standard of market integration
Create an international technology and innovation centre
Collaborative development of a modernized industry mechanism
Build a quality community for living, working and touring
Enhance the competitiveness of globalized cooperation
Support the construction of a cooperative platform
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