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Prospect of Henggin tax incentives after
releasing a plan for building a
Guangdong-Macau in-depth cooperation
zone in Henggin
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On 5 September 2021, China’s Central Committee of the Communist
Party of China and the State Council released a plan for building a
Guangdong-Macau in-depth cooperation zone in Hengqin, which is a
region located in the Zhuhai, Guangdong Province. The plan aims to
encourage further economic development in Henggin, a more
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diversified economy in Macau, and a new stage of comprehensive
cooperation between Guangdong and Macau.

The plan proposes various preferential tax policies, including enterprise
income tax (EIT) and individual income tax (IIT) incentives, as well as the
relaxation of import tax and tariffs on goods.

Although detailed guidance of these preferential tax policies is yet to be
released, this article discusses Deloitte China’s preliminary observations
based on other similar tax incentives that were or are still applicable in
Henggin and neighboring regions.

(1) Reduced EIT rate of 15%

The plan proposes a reduced EIT rate of 15% for qualified enterprises. A
similar incentive was applicable in Henggin (Caishui [2014] No. 26
(Circular 26) and Caishui [2019] No. 63 (Circular 63)) where qualified
enterprises engaged in an encouraged business (as prescribed in the
catalogue released in connection with Circular 26 and Circular 63) as
their primary business were able to enjoy a reduced EIT rate of 15%. The
catalogue consisted of 80 encouraged industries classified into six
categories: high and new technologies (37 industries); pharmaceuticals
and healthcare (13 industries); science and technology, education, and
research and development (10 industries); cultural creativity (5
industries); business and trade services (7 industries), and tourism (8
industries). The two circulars and the catalogue expired on 31 December
2020.

A new catalogue is expected to be released soon, based on the previous
catalogue, and may include more industries in the following four new
categories (which are specified in the plan as the new encouraged
businesses):

* Science and technology, research and development, and high-
end manufacturing;

* Macau branding industries such as traditional Chinese medicine;

®  Cultural tourism, exhibition, and trade; and

* Modern finance.

As part of the plan, other ElT-related incentives also have been proposed
that would be available to enterprises in the cooperation zone.
Taxpayers would be able to take an immediate tax deduction or
accelerated tax depreciation or amortization for eligible capital
expenditures. For taxpayers established in the cooperation zone that are
engaged in the industries of high and new technologies, tourism, and
modern services, a tax exemption would apply to certain income derived
from new direct foreign investment. These tax incentives should
encourage enterprises to invest in Henggin in industries (such as
research and development, manufacturing, etc.) that require a large
investment in fixed assets, as well as boost new outbound investment.

(2) Individual income tax incentives



The plan proposes the following IIT incentives:

* Apartial IT exemption would be available to highly skilled and
urgently needed talent working in the cooperation zone to
achieve a 15% effective tax rate; and

* For Macau residents working in the cooperation zone, the
difference of lIT paid in Mainland China and the tax that would
be payable on the same income in Macau would be exempt
from IIT.

No details have been disclosed in the plan on how to assess the
qualification of highly skilled and urgently needed talent (qualified
talent). However, in regard to a similar lIT incentive that currently
applies in Zhuhai (as part of the IIT subsidy available in the Guangdong-
Hong Kong-Macau Greater Bay Area (GBA)), qualified talent must satisfy
basic criteria related to citizenship or residency, working requirements,
[IT paid in Mainland China and acting with integrity, as well as other
qualification requirements. Also, the current GBA IIT subsidy only applies
to foreign talent, while the first item of IIT incentives proposed in the
plan would apply to both domestic and foreign talent working in the
cooperation zone.

In the proposal for the lIT incentive for Macau residents working in the
cooperation zone, “Macau residents” is not defined in the plan.
However, based on a similar incentive for Hong Kong and Macau
residents working in Henggin that no longer applies, "Macau residents"
was defined as individuals who obtained Macau permanent resident
status under Law No. 8/1999 of the Macau SAR. Macau residents
working in Henggin included those who were employed to work or
provided independent personal services in Henggin.

The IIT incentives proposed in the plan would allow for an immediate
exemption on lIT. This is unlike the current IIT subsidy offered to
qualified talent working in the GBA where the tax authority first collects
the full amount of the IIT based on the general calculation method, and
then the finance department provides a tax-exempt subsidy to the
qualified talent.

One of the key points of the plan is to build a new mechanism of
“mutual communication, joint construction, joint administration, and
shared benefits” between Guangdong and Macau. As such, Guangdong
and Macau would jointly establish a management committee for the
cooperation zone, which would have as co-chairs the Governor of the
Guangdong Province and the Chief Executive of the Macau SAR. This
new cooperation mechanism would optimize and simplify the
application requirements and procedures for enjoying the IIT incentives,
so as to attract more Macau residents and related talent to Henggin for
employment and entrepreneurship.

(3) Import tax and tariffs on goods

The plan proposes to implement a policy of relaxing customs supervision
on goods flowing across the “frontier” and strictly managing customs
supervision on goods flowing across the “second tier.” The plan defines
"frontier" as the area between Henggin and the Macau SAR, and



"second tier" as the area between Henggin and other areas within the
customs territory of Mainland China.

Based on the proposal, goods imported from Macau to Henggin would
be duty-free or bonded, unless otherwise specified. For goods
manufactured by enterprises in the cooperation zone that do not
contain imported materials, or that contain imported materials and are
processed in the cooperation zone with an added value of 30% or more,
these goods would be exempt from import duties when imported from
Henggin to other areas within the customs territory of Mainland China.
Goods imported from other areas within the customs territory of
Mainland China to Henggin across the second-tier would be deemed as
being exported from Mainland China, and thus a refund of the value-
added tax and consumption tax may be available in accordance with the
current tax policies. Under the new cooperation mechanism, further
simplified declaration procedures are expected for the import and
export of goods and more convenience may be achieved in personnel
mobility. This should enhance the competitiveness of enterprises in the
cooperation zone and encourage more enterprises from Guangdong,
Hong Kong, and Macau to invest in Henggin.

Enterprises that are established (or are planning to establish) in Henggin
should be aware of implementation guidance to be released and assess
their eligibility for the tax incentives to improve the operational
arrangements and development plans related to Henggin enterprises.
Given the strategic positioning of the in-depth cooperation between
Henggin and Macau, investors also should consider the business
opportunities in Macau and potential tax incentives that may apply
there.
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