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Corporate income tax incentive for
public infrastructure projects

Catalogue of public infrastructure projects finally released

Executive summary

Encouraging infrastructure development as a springboard for sustainable economic
growth has always been at the heart of the Chinese government. With the upsurge in
the nation’s economic activities since China's economic reform, the demand for
highways, railways, wharves, airports, power stations and so on also soared. In order
to encourage foreign participation in the infrastructure build-up, the Chinese
government put infrastructure projects within its preferential tax policies ranging
from tax holidays to reduced income tax rates under the old corporate income tax
(CIT) regime for foreign investment enterprises and foreign enterprises.

The new CIT law effective 1 January 2008 continues to encourage the development
of infrastructure in Mainland China by offering tax benefits to not only foreigners but
also domestic investors engaged in key harbor and wharf, airport, railway, highway,
city public transportation, electrical power, water resource management and other
projects to be further prescribed in a catalogue.

On 8 September 2008, the Ministry of Finance, the State Administration of Taxation
and the National Development and Reform Commission released the catalogue by
issuing a circular, Caishui [2008] No. 116 (“Circular 116"). The Catalogue of Public
Infrastructure Projects Qualified for Corporate Income Tax Preferential Treatment
(2008 edition) (hereinafter referred to as the “2008 PIP Catalogue” or the
“Catalogue") appears as an appendix to the circular. You can retrieve a copy of
Circular 116 and the 2008 PIP Catalogue (in Chinese) via the following URLs:

Circular 116:
http://szs.mof.gov.cn/shuizhengsi/zhengwuxinxi/zhengcefabu/200809/t20080916
75474.html

2008 PIP Catalogue:
http://szs.mof.gov.cn/shuizhengsi/zhengwuxinxi/zhengcefabu/200809/P02008092
3352994565331 .pdf

The 2008 PIP Catalogue retroactively came into force on 1 January 2008 to be in
line with the effective date of the new Corporate Income Tax Law (CITL) and the
CITL Implementation Regulations (CITLIR).

This issue of China Tax & Investment News (the “"News") introduces the relevant CIT
preferential treatment, summarizes the main categories within the 2008 PIP
Catalogue, suggests approaches, we believe, should be taken by company executives
and pinpoints what demands attention after all the catalogues associated with CIT
preferential treatments have been promulgated.
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Tax holidays for public infrastructure
projects

Pursuant to Item (2) of Article 27 of
the CITL, companies deriving income
from key public infrastructure projects
encouraged by the State are eligible for
certain exemption and reduction in CIT.

Article 87 of the CITLIR explains that
companies deriving income from
specific harbor and wharf, airport,
railway, highway, city public
transportation, electrical power, water
resource management and other
projects as prescribed in the 2008 PIP
Catalogue are eligible for a tax holiday
of a three-year exemption followed by a
three-year 50% reduction starting from
the first income generating year.

Notwithstanding, companies
undertaking the prescribed projects on
a contractor basis or for own use
cannot enjoy the aforesaid preferential
treatment.

2008 PIP Catalogue

The 2008 PIP Catalogue lists out 18
different projects with specific name,
scope, conditions and technical
requirements and these projects are
categorized in the following seven main
types:

Harbor and wharf

Airport

Railway

Highway

City public transportation
Electrical power

Water resource management

The Catalogue issued is in Chinese. We
do not provide an English translation of
the Catalogue as it covers a lot of
unique terms and definitions of specific
infrastructure. Please study the 2008
PIP Catalogue before making any
investment decisions.
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Recommended approaches

As mentioned earlier, the 2008 PIP
Catalogue is full of technical terms
which finance or taxation executives
may not be acquainted with. In this
respect, in-house technicians,
specialists or relevant approval
authorities should be consulted to
confirm the meaning of technical terms
in order to assess the eligibility for tax
holidays.

For company executives contemplating
the expansion of existing Chinese
subsidiaries into the public infra-
structure construction sector, income
and expenses associated with the
qualified infrastructure projects should
be separately booked from economic
results of existing operation; otherwise
it would possibly jeopardize any
possible tax holiday.

What demands attention

Apart from the CIT preferential
treatment of a tax holiday available to
gualified public infrastructure projects,
companies deriving income from
environmental protection, energy and
water conservation projects are also
eligible for similar tax holidays.
However, the requirements and scopes
of eligible projects are still pending.

In addition, although all five long-
awaited catalogues related to CIT
preferential tax treatments were issued
by relevant authorities, the detailed
administrative procedures for the
application of the specific tax
concessions are still pending. Company
executives should stay tuned for
further development on these areas.



Contact us

Beijing office:
Corporate tax partners

Alan Lan
Tel: +86 10 5815 3389
alan.lan@cn.ey.com

Andrew Choy
Tel: +86 10 5815 3230
andrew.choy@cn.ey.com

Andy Chen
Tel: +86 10 5815 3381
andy.chen®@cn.ey.com

Gregory Buteyn (US Desk)
Tel: +86 10 5815 3394
gregory.buteyn@cn.ey.com

Henry Chan
Tel: +86 10 5815 3397
henry.chan@cn.ey.com

Joseph Lee
Tel: +86 10 5815 3383
joseph.lee@cn.ey.com

Lucy Wang
Tel: +86 10 5815 3809
lucy-c.wang@cn.ey.com

Martin Ngai
Tel: +86 10 5815 3231
martin.ngai@cn.ey.com

Si-Si Xiang
Tel: +86 10 5815 2822
si-si.xiang@cn.ey.com

Guangzhou office:
Corporate tax partners

Enoch Chan
Tel: +86 20 2881 2738
enoch-yt.chan@cn.ey.com

Rio Chan
Tel: +86 20 2881 2878
rio.chan@cn.ey.com

Hong Kong office:
China corporate tax partners

Clement Yuen
Tel: +852 2629 3355
clement.yuen@®hk.ey.com

David Chan
Tel: +852 2629 3228
david.chan@hk.ey.com

Loretta Shuen
Tel: +852 2629 3778
loretta.shuen@hk.ey.com

Shanghai office:
Corporate tax partners

Alfred Shum
Tel: +86 21 2228 2298
alfred.shum@cn.ey.com

Audrie Xia
Tel: +86 21 2228 2886
audrie.xia@cn.ey.com

Bill Seto
Tel: +86 21 2228 2138
bill.seto@cn.ey.com

Brian-Joseph Foley (TARAS)
Tel: +86 21 2228 2069
brian-joseph.foley@cn.ey.com

Carrie Tang
Tel: +86 21 2228 2116
carrie.tang@cn.ey.com

Chris Finnerty (US Desk)
Tel: +86 21 2228 3005
chris-j.finnerty@cn.ey.com

Derek Chow
Tel: +86 21 2228 3009
derek.chow@cn.ey.com

Gengiang Gao
Tel: + 86 21 2228 2105
gengiang.gao@cn.ey.com

Ivan Chan

Tel: +86 21 2228 2888
ivan.chan@cn.ey.com

China Tax & Investment News

Jean-Bernard Caumont
(Continental Western Europe Desk)
Tel: +86 21 2228 2669
jean-bernard.caumont@cn.ey.com

Michael Lin
Tel: +86 21 2228 3007
michael-cs.lin@cn.ey.com

Patricia Xia
Tel: +86 21 2228 2878
patricia.xia@cn.ey.com

Robert Smith

(Customs & International Trade)
Tel: +86 21 2228 2328
robert.smith@cn.ey.com

Sarah Chan
Tel: +86 21 2228 2327
sarah-kw.chan@cn.ey.com

Stephen Lee
Tel: +86 21 2228 2880
stephen.lee@cn.ey.com

Titus von dem Bongart (German Desk)
Tel: +86 21 2228 2884
titus.bongart@cn.ey.com

Vickie Tan
Tel: + 86 21 2228 2648
vickie.tan@cn.ey.com

Walter Tong
Tel: +86 21 2228 2186
walter.tong@cn.ey.com

Shenzhen office:
Corporate tax partners

David Chiu
Tel: +86 755 2502 8180
david.chiu@cn.ey.com

Mak Ho Sing
Tel: +86 755 2502 8289
ho-sing.mak@cn.ey.com

Tianjin office:
Corporate tax partners
Alan Lan

Tel: +86 22 5819 3566
alan.lan@cn.ey.com



Ernst & Young

Assurance | Tax | Transactions | Advisory

About Ernst & Young

Ernst & Young is a global leader in
assurance, tax, transaction and advisory
services. Worldwide, our 130,000 people
are united by our shared values and an
unwavering commitment to quality. We
make a difference by helping our people,
our clients and our wider communities
achieve potential.

For more information, please visit
www.ey.com.

Ernst & Young refers to the global
organization of member firms of Ernst &
Young Global Limited, each of which is a
separate legal entity. Ernst & Young
Global Limited, a UK company limited by
guarantee, does not provide services to
clients.

About Ernst & Young's Tax Services in
China

Ernst & Young's 930 tax professionals in
China provide you with deep technical
knowledge, both global and local,
combined with practical, commercial and
industry experience. Our talented people,
consistent methodologies and
unwavering commitment to quality
service help you to build the strong
compliance and reporting foundations
and sustainable tax strategies that help
your business achieve its ambitions. It's
how Ernst & Young makes a difference.

© 2008 Ernst & Young (China)
Advisory Limited

All Rights Reserved.

This publication contains information in summary form
and is therefore intended for general guidance only. It
is not intended to be a substitute for detailed research
or the exercise of professional judgment. Neither

Ernst & Young (China) Advisory Limited nor any other
member of the global Ernst & Young organization can
accept any responsibility for loss occasioned to any
person acting or refraining from action as a result of
any material in this publication. On any specific matter,
reference should be made to the appropriate advisor.

The News is preliminary and should not be used for
making final decisions. Comments on News are
welcome and can be submitted by sending a reply
e-mail message to china.services@cn.ey.com.

www.ey.com/china

China Tax & Investment News



