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Take Effect in 2018
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The

("Environmental Protection Tax Law"), which was
adopted at the 25th Session of the Standing Committee of the
12th National People's Congress of the People's Republic of
China on 25 December 2016, will take effect on 1 January
2018.

The Environmental Protection Tax Law is the fourth
substantive tax law in China, following the Individual Income
Tax Law, Enterprise Income Tax Law and Vehicle and Vessel
Tax Law. The promulgation of the Environmental Protection
Tax Law is expected to have a profound and far-reaching
effect on environmental protection in the country and the
overall tax system in China.

Background

The Environmental Protection Law of the People's Republic of
China (Trial Implementation) promulgated in 1979 first
established a system of pollutant emission charges. After three
decades, the system has positively contributed to the
reduction of polluting emissions in the country and also
exposed certain deficiencies, such as the lack of stringent
regulation and enforcement. To rectify these deficiencies, the
Chinese government decided to introduce a fee-to-tax reform
to achieve environmental protection. The Environmental
Protection Tax Law, which inherits the general framework of
the pollutant emission charges system, may be viewed as an
upgraded system of pollutant emission charges. Unlike the
predecessor legislation, the Environmental Protection Tax Law
will be administered (and tax collected) by the tax authorities
rather than environmental protection departments. The
controversial issue of carbon dioxide emissions is not within
the taxable scope of the law.

Highlights

Composed of five chapters, 28 articles and two attachments,
the Environmental Protection Tax Law contains definitions of
taxpayers, taxable scope, taxable items and rates, tax base,
calculation of tax payable, tax reduction and exemption, as
well as tax administration.

1. Taxpayers

Enterprises, entities, other producers and operators that
directly emit taxable pollutants into the environment within the
territory and other sea areas under the jurisdiction of the
People's Republic of China are taxpayers of the environmental
protection tax.

2. Taxable pollutants

Taxable pollutants specifically refer to atmospheric and water
pollutants, solid waste and noise specified in the Table of
Taxable Items and the Rate of the Environmental Protection
Tax and the Table of Taxable Pollutants and Equivalent Values
attached to the Environmental Protection Tax Law.

3. Taxable items and rate
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The Table of Taxable Items and the Rate of the Environmental
Protection Tax attached to the law specifies taxable items, as
well as the applicable tax rate.

There are four categories of taxable items, namely,
atmospheric pollutants, water pollutants, solid waste and
noise, which will be taxed as follows:

e Taxable atmospheric pollutants will be taxed at RMB 1.2 to
RMB 12 per pollution equivalent;

e Taxable water pollutants will be taxed at RMB 1.4 to RMB
14 per pollution equivalent;

e Taxable solid waste will be taxed at RMB 5 to RMB 1,000
per ton by type;

e Taxable noise will be taxed at RMB 350 to RMB 11,200 per
month based on the noise level.

The applicable tax rates of taxable atmospheric and water
pollutants will be determined by the provincial governments
within the above ranges.

4. Tax base and calculation of tax payable

The Environmental Protection Tax Law clarifies that the tax
base of atmosphericand water pollutants will be determined
by the pollution equivalent humber converted from the
pollutant emission amount. The tax base of solid waste will be
determined by the solid waste emission amount. The tax base
of noise will be determined by the decibels exceeding the limit
imposed by the state.

The pollution equivalent humbers of atmospheric and water
pollutants will be calculated as follows:

Pollution equivalent number = Pollutant emission amount
(kg)/Pollutant pollution equivalent value (kg)

The tax payable of atmospheric, water pollutants and solid
waste will be calculated as the tax base, multiplied by the
applicable tax rate. The tax payable of industrial noise will be
the specific applicable tax amount corresponding to the level
determined by the tax base.

5. Tax reduction and exemption

The Environmental Protection Tax Law stipulates several
circumstances that can be temporarily exempt from the tax
(e.g. agricultural production, motor vehicles, vessels, aircrafts
and other mobile pollution sources). In addition, where the
concentration value of the taxable atmospheric or water
pollutants emitted by taxpayers is lower than the nationally
and locally stipulated pollutant emission standards by 30%,
only 75% of the environmental protection tax will be payable;
and where it is lower than such standards by 50%, only 50%
will be payable.

6. Tax administration
Taxpayers will pay environmental protection tax to the

competent tax authorities where the taxable pollutants are
emitted. Environmental protectiontax generally will be



calculated on a monthly basis and settled on a quarterly basis.
The tax authorities will compare the data in tax returns with
data from the competent environmental protection authorities.
If there is any inconsistency, the tax authorities may submit
the data to the environmental protection authorities for further
review.

Pollutant emission costs continue to increase

The scope of the environmental protection tax and
computation methods can be traced back to the Administrative
Regulations on the Collection and Use of Pollutant Charges
promulgated in 2003 and the Administrative Measures for the
Pollutant Emission Charge Collection Standards
("Administrative Measures") promulgated in accordance with
the regulations. The Administrative Measures classify pollutant
emission charges into charges for waste water, exhaust gas,
solid and hazardous waste and excessive emission of noise.
Taxable items under the Environmental Protection Tax Law
basically are in line with this classification.

Since the issuance of the Administrative Measures, the
pollutant emission charge rates have been significantly
increased. Currently, there are standards only for the lowest
charge rates for atmospheric and water pollutants, which are
RMB 1.2 and RMB 1.4 per pollution equivalent, respectively.
However, certain provinces and municipalities have increased
their rates; for example, Beijing has increased the rates to
eight to nine times the lowest rates. The environmental
protection tax reflects this trend by setting the upper limits for
the tax rates at ten times the lowest charge rates, which are
also the lowest tax rates. Meanwhile, stringent enforcement
will play a pivotal role for tax collection once the
Environmental Protection Tax Law becomes effective.
Therefore, it can be expected that pollutant emission costs
likely will continue to increase and polluters will have to pay a
higher price for their actions.

Pollution control effects are yet to be seen

In accordance with the Environmental Protection Tax Law, the
competent environmental protection authorities will be
responsible for pollutant monitoring and management, with
the tax authorities responsible for implementation and
collection of the tax. Emission data collection of taxable
pollutants largely relies on the automatic pollutant monitors
installed by enterprises themselves, data from monitoring
agencies or other methods. Restricted by available technology
and current conditions, the competent environmental
protection authorities face daunting challenges in achieving
comprehensive and effective monitoring of taxable pollutants,
which also affects the collection of environmental protection
tax that will be paid.

Moreover, enterprises sometimes emit pollutants
surreptitiously, which will make it more difficult for the tax
authorities to effectively implement the environmental
protection tax. Overall, the full play of the Environmental
Protection Tax Law to reduce pollutant emissions will require
the joint efforts of tax, environmental protection and other



government authorities to establish an effective and more
robust monitoring mechanism. There is a one-yeargap
between the adoption and implementation of the
Environmental Protection Tax Law, which will give the
authorities time to develop and promulgate detailed rules for
pollutant emission monitoring and tax administration. Affected
companies should closely monitor future developments.

Industrial upgrading may be expected

As mentioned above, with the implementation of the
environmental protection tax, enterprises' pollutant emission
costs are bound to increase as the tax rates may rise and tax
administration intensifies, thus inevitably affecting profits. To
address these challenges, enterprises may decide to accelerate
industrial upgrading and reduce pollutant emissions to boost
their reputations and achieve competitive cost advantages.
Meanwhile, manufacturers of environment-friendly equipment,
providers of environmental protection technologies, suppliers
of online monitoring equipment for environmental protection
are expected to benefit from the new law and gain more
opportunities for future development.
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