e E S T RER M BLBUR IR 5 & R
PERFECTING FISCAL POLICIES TO
SUPPORT ENERGY SAVING
DEVELOPMENT

WM B A AL HE
Fu Zhihua, Research Institute for Fiscal Science, MOF
May. 2005

T E 2N 25/Main Contents

© REBUT LI 6
) WAL R = B L SR
© HBERE A MALECR

AR ARG At
5

s HAAERAFHEFLE
Rt ALK A R R

* Review and evaluation on
fiscal policies supporting
energy-saving development

« The government’s standpoint
and features in utilizing fiscal
policies to support energy-
saving development

* An envisaged framework of
perfecting fiscal policies to
support energy conservation.
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Fiscal Policy to Support Energy Saving :
Review and Evaluation

The energy-saving fiscal policies are
closely related to the overall economic
reform process and the government
administrative styles;

The energy saving fiscal policies under
traditional system did not constitute a set
of independent incentive policies;

The energy saving fiscal policies under
traditional system was not systematic or
complete, with the targets not clearly
defined ;

After the reform of fiscal system in 1994,
there have been no preferential fiscal
policies targeting energy saving;

Policy tools were simple and lack of
flexibility.
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Fiscal Policy to Support Energy Saving Development:
Review and Evaluation (Con’d)
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The energy saving work has not
been properly prioritized at
various government tiers;
Investments in energy saving
industries have been far from
sufficient;

Fiscal policies adopted to
support energy saving
development are too simple and
lack of flexibility;
Implementation results of
energy-saving fiscal policies are
not satisfactory.
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Government’s Standpoint and Features in Utilizing Fiscal
Policies to Support Energy Saving Development
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* Top level governments
have attached sufficient
importance to energy-
saving issues;

« Relevant regulatory
authorities have started
their actions.

« Social consciousness on
energy-saving has been
gradually built up.
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Notice on Carrying Out Energy-
Saving Activities, issued by the State
Council in April, 2004;

Special Planning for Mid and Long-
Term Energy Conservation, issued
by the National Development and
Reform Commission (NDRC) in
Nov, 2004;

Notice on Government Procurement
of Energy-Saving Products, jointly
issued by Ministry of Finance and
NDRC in Dec., 2004;

« Design Standards on Energy Saving

for Public Buildings, Ministry of
Construction, April, 2005.
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Forthcoming Fiscal Policies to Encourage Energy-
saving
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Preferential treatment to encourage
energy-saving products in enterprise
income tax policies;

Consumption Tax reform measure to
encourage energy saving for Vehicle
Purchase Tax and excise tax;

Fiscal policies to support
reproducible energy resources (the
establishment of a special fund for
reproducible energy sources, and
related taxation incentives)
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Basic Evaluation on the Fiscal Policies to Encourage Energy
Saving Currently Adopted by the Government
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* An attitude change from
forced “compromise” to
volunteering “offering”;

* A mindset change from
calculating only financial
returns and losses to counting
the overall social cost and
effectiveness;

¢ An instrumental change
towards more diversified
policy instruments utilized at
various levels
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Existing Problems in Current Fiscal Policies
Adopted by the Government
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Lack of comprehensive and overall policy
design;

With reforms in fiscal system (taxation
reform, fund management reform and etc.)
still under way, the formulation and
effectiveness of energy-saving policies
will be affected;

Focusing incentive measures and ignoring
restrictive measures;

Focusing measures on manufacturers and
ignoring measures on consumers;
Focusing on supporting sales of energy-
saving products and ignoring relevant
R&D, demonstration, and popularization.
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An envisaged framework of perfecting fiscal policies to support
energy conservation
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« The roles and functions of the fiscal
policies to encourage energy saving
should be well understood.

« On the one hand, the externality
issue should be solved by utilizing
energy-saving fiscal policies to
encourage and support energy-
saving development

« On the other hand, the role of
market should be given full play, as
it is not practical to overestimate the
role of fiscal policies.
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Reflection and Propositions on Fiscal Policies to
Support Energy Saving Development
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Fiscal policy is in itself a complex
and comprehensive system,
including tax exemption and
deduction, mortgage loan support,
government procurement,, cash-
based subsidies, accelerated
depreciation method, funding for
scientific research, initiation of
energy tax, fees and surcharges
and support through
intermediaries.
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Investment Policy through Government Budget
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energy saving spending in the
current account of government,
focusing on uses for R&D,
demonstration, popularization for
energy-saving technologies and
energy-saving regulation;

« To increase the investments on
energy saving spending in the
Investment Account of government
budget;

< To improve the intergovernmental
fiscal transfer system and establish
ear-marked fiscal grants from
central to local governments.
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Taxation Policies to Support Energy Saving

R T « Taxation policies to support
energy saving investment;
MR « Taxation policies to direct

o Bl AN T AL energy saving consumption;
R « Taxation policies to support
. N imports and exports of

< AT P R S energy saving products;
o ABOR « Taxation policies to

o« MEBPRERES encourage _promotion of_
WFLICER energy saving technologies.
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Taxation Policies to Support Energy Saving
Investment

« Income tax:
. AR To allow the deduction of energy saving
HEB A ﬁ'}ﬂ LR X related investment and expenses from the
taxable income;

+ VAT:
o HqaHt
. _  Toadopt consumption type of VAT for the
s RIS R B AT firm’s investment in energy saving

KRR AR, A~ technology upgrading, and to adopt
BRSO L L immediate VAT refund for firms
(EALEPAE PR manufacturing energy saving end-products;
. Clearly define and set limit on the scope and
A28 AR AR &6 B A the time frame for such preferential tax
T, ZILINRIEEAAR BB policies and be objective in assessing the
SRR, effects of the adopted VAT policies.
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Taxation Policies to Direct Energy Saving
Consumption

measures

To adjust Vehicle Purchase Tax
and Vehicle and Ship Usage
Tax in favor of energy saving;
To initiate Petroleum
Consumption Tax as soon as
practicable.
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Taxation Policies for Energy Saving Related
Imports and Exports

o SR EPREEFE R + Toallow certain deduction or
R AT exemption on Custom Duty and

I Import VAT for imports of
BRI certain energy saving
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AEh o H RBHE, «In line with the national energy
ELERFHEMEE 2 T directive policies, to apply
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! exports and lower ratio or zero
BAE. tax refund for those restricted
exports.
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Taxation Policies to Encourage
Promotion for Energy Saving Technologies

o STMEPEBAFL. * Toexempt Business Tax for

S BAT R A SAE incomes generated from the
B He development and transfer of

B A Ah Y R energy saving technologies;

s b 2 o » To exempt or deduct Corporate
R4 sl & Income Tax and/or Individual
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AAFTFERLIT T, related services, including

SRE. training, consultancy and
contracting for the
popularization of energy-saving
technologies.
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Government Procurement Policies
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at various tiers of governments should

FE R procure energy-saving products either
in a prioritized manner or a
compulsory manner.




