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In 2017, witnessed by President Xi Jinping, China’s National
Development and Reform Commission, the People's Government of
Guangdong Province, the Government of the Hong Kong Special
Administrative Region, and the Government of the Macao Special
Administrative Region signed the Framework Agreement on Deepening
Guangdong-Hong Kong-Macao Cooperation in the Development of the
Greater Bay Area (“the GBA”), which sets out the goals and principles,
and key areas, of cooperative development of the GBA.

In the little more than four years since, thanks to the efforts of
governments, industry players, enterprises, and society, and supported
by encouraging policies, the GBA now ranks among the world’s top bay
areas in size, population, GDP growth, and cargo and passenger traffic,
and is expected to become the largest bay area and metropolitan region
globally.

Development priorities for core cities of the GBA

For multinationals with investments or expansion plans in the GBA, the
region offers clear advantages in industries such as finance, technology,
manufacturing, trade, professional services, transportation, and tourism
& leisure. It is one of the most suitable places for investing into the
Chinese Mainland and connecting with international markets. For
example, Hong Kong, as an international metropolis, has been a
platform for communication and cooperation between Chinese and
foreign enterprises in outbound and inbound investments, with its
convenient business environment, sound financial system and
information technology infrastructure, high-end talent and international
professional services. Hong Kong's neighbor Macao has unique
advantages when dealing with Portuguese speaking countries.
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Source: Outline Development Plan for the Guangdong-Hong Kong-Macao
Greater Bay Area, Guangdong-Hong Kong-Macao Greater Bay Area - Home

The GBA will be a vital engine of China's economic development. Many
companies have shown a keen interest in business opportunities in the
GBA that connect the Chinese Mainland and international markets, and
formulated plans to leverage preferential policies, such as those in
Qianhai or Henggin under the "Hong Kong + Qianhai" or "Macao +
Henggin" models, utilize the intellectual capital of the three regions and
personal income tax subsidies in the GBA, link domestic and
international markets through Hong Kong and Macao to optimize their
overall tax burden, and benefit from local governments’ preferential
investment policies.

In the context of "one country, two systems, and three tax jurisdictions",
reconciling differences in tax systems is one of the priorities for
enterprises investing and doing business in the GBA.

Due to differences in the tax systems of the Chinese Mainland, Hong
Kong, and Macao, there is no simple or universal tax planning solution
for enterprises investing in the GBA. Therefore, it is essential for those
that have investments in or plans to expand into GBA markets to
understand the critical considerations in financial and tax management.

Based on our observations and experience, common issues encountered
by enterprises in the planning and implementation stage usually revolve
around choice of structure, sources of fund, supply chain management,

and daily operations.

How to fully leverage How to establish suitable
tax incentives under investment and financing
different tax systems structures for business

arrangements

How to properly
structure supply chains N . Howtodeploy
and business profits / ~ staffin the GBA
across the three regions |

We suggest starting with decisions on investment structure, financing,
supply chain management, and daily operations. Questions to ask
include: Why choose to invest and operate in the GBA? What are the
characteristics of the GBA that are attractive to your company? How
does the investment environment in the GBA compare to those of other
Asia Pacific regions? Are you able to stay up-to-date with the latest
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changes in tax regulations in the three regions of the GBA and
international tax trends (such as BEPS 2.0) and consider their specific
implications?

Asking the following questions in the checklists helps enterprise
management address key issues around investment in the GBA from tax
and business perspectives, and identify problems and seek solutions that
target their priorities so they can develop proper tax strategies and
operational decisions.

Investment structure

v" What are the industry and operational arrangement
considerations (e.g. business model and supply chain
management) for your investment in the GBA? Does your
investment plan fit the positioning of the GBA in the Outline
Development Plan for the Guangdong-Hong Kong-Macao Greater
Bay Area and the 14™" Five-Year Plan?

v" What are the factors you would consider when choosing a specific
investment area in the GBA (e.g. its four core cities’ or free trade,
development, or high-tech zones)? What are the differences in
business operation costs and supply chain management between
these different investment areas, and do they match your
company's investment plans?

v" What kind of legal entity would your company choose for its
investment in the GBA (e.g., establishing a representative office,
branch, subsidiary or partnership)? What are the business and tax
implications of these different legal forms?

v" When designing your investment structure, are you thinking of
establishing an offshore holding company or a Chinese holding
company? What is the purpose of setting up these holding
companies? Any alternative potential locations? If an offshore
holding company is already established, should it relocate to Hong
Kong for its future operation?

v" What kind of withholding tax would your company bear on future
dividend repatriations from your investment in the GBA? Will
dividend income be eligible for tax incentives under bilateral
taxation arrangements?? Specifically, are you concerned about
being a tax resident under the tax laws of the Chinese Mainland,
Hong Kong or Macao? Does your company meet the business
substance requirements and conditions of the beneficial owner?
In addition, what specific foreign exchange management
requirements and procedures need to be undertaken if dividend
distribution involves cross-boundary payments? Are the
facilitation policies and measures applicable?

v" What are the possible options for your company to exit your
investment in the GBA, and what would be the tax costs? Are the
proceeds from the investment exit eligible for tax incentives
under the bilateral taxation arrangements? If an indirect transfer
of equity interests in the Chinese Mainland enterprise is involved,
will this result in domestic tax compliance obligations?



Financing

v" What is your company's plan to arrange a financing structure
conducive to future investments and operations in the GBA?

v" From the business and tax perspectives, what is your preferred
ways of financing (e.g. direct investment by shareholders, loans
from overseas shareholders or related parties, or loans from
overseas or domestic banks secured by a group company)? What
are the tax costs under different ways of financing? How can
interest income become eligible for tax incentives under bilateral
taxation arrangement? Is it possible to claim an offshore
exemption for interest income in Hong Kong? Are there any
potential risks arising therefrom? What are the VAT input
deduction issues for interest expenses paid by a Chinese Mainland
enterprise?

v Are your financing costs eligible for tax deduction? Is the pricing
of related party loans or secured transactions reasonable?

v" How do you manage cross-boundary funds involving the Chinese
Mainland, Hong Kong, and Macao? Are there any specific
restrictions or facilitation policies and measures for foreign
exchange management in the GBA?

v" Would you consider setting up the group's treasury center in
Hong Kong? What are the business advantages and tax benefits to
doing so?

Supply chain management and daily operations

v" How do you manage your business model in the GBA and overall
supply chain tax costs of specific functions (e.g. procurement,
manufacturing, sales, R&D, and internal management)? How do
you coordinate supply chain arrangements between Chinese
Mainland and overseas markets?

v' What are the main taxes applicable to your operations in the
Chinese Mainland, Hong Kong and Macao (e.g., corporate income
tax® and withholding tax, VAT, customs duties)? Is the company
eligible for tax incentives?

v" What is the individual income tax liability for senior management
working in the GBA and what tax incentives might apply? Are your
senior management eligible for any individual income tax
incentives of the GBA? How can you assist your senior
management in meeting the tax compliance requirements for
individual income tax subsidies?

v Is your company eligible for financial subsidies provided by local
governments in the GBA? What are the specific requirements of
different local governments for companies to apply for financial
subsidies? What procedures should companies follow?



v' Apart from related party transactions for the sale and purchase of
goods, do you need to arrange and manage other related party
transactions out of business considerations (e.g. intra-group
transactions for the provision of services or licensing of intangible
assets)? How do you satisfy transfer pricing compliance
requirements and manage risks around related party transactions
inside and outside the GBA?

v" How do you manage customs compliance risks within the GBA
and coordinate the management of customs and transfer pricing
compliance requirements?

v" How do you address potential permanent establishment risk for
Hong Kong or Macao companies in the Chinese Mainland?

v" How do you manage compliance requirements such as corporate
income tax and stamp duty in the Chinese Mainland, Hong Kong,
and Macao regarding intra-group restructuring involved in your
operations (including restructuring transactions in the Chinese
Mainland or related offshore restructuring transactions)? Is the
company eligible for tax deferral or exemptions?

v Is your company's approach to tax compliance and day-to-day
management able to meet the requirements of local tax
authorities in the GBA? Do you have professionals with tax
experience in the three tax jurisdictions across GBA to handle the
company's tax management? Does your company consider
adopting digital tools/assets to assist in tax management?

v" How do you manage day-to-day tax compliance in the Chinese
Mainland, Hong Kong, and Macao, and respond to local tax
audits?

Notes:

1 Hong Kong, Macao, Shenzhen, and Guangzhou.

2 Arrangement between the Chinese Mainland and the HKSAR for the Avoidance of Double Taxation
and the Prevention of Fiscal Evasion with respect to Taxes on Income; Arrangement between the
Chinese Mainland and the Macao SAR on the Avoidance of Double Taxation and Prevention of Evasion
of Income Tax; and the Arrangement between the HKSAR and the Macao SAR for the Elimination of
Double Taxation with respect to Taxes on Income and the Prevention of Tax Evasion and Avoidance.

3 Corporate income tax in Mainland China, profits tax in Hong Kong, and complementary tax in Macao.
4 The original was published on GBA Digest series of perspectives Issue 2 in December 2021.
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