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Until 1982, China had adopted gratuitous exploitation system of mineral resources, and therefore lacked the fee ana tax system specifically for the mining resources. Compensation for the use of mineral resources in China began in January of 1982, and currently there forms fee and tax system comprising of six taxes or fees for mineral resource: Resource Tax, Mineral Resource Compensation, Mineral Area Royalties, Mining (exploration) Right Price, Usufruct Outlay of Mining (exploration) Right, and Special Profit Charge on Crude Oil.

The status quo of fee and tax system of mineral resources in China

The fee and tax system of mineral resources in China began to be built in January 1982, when royalties for Sino-foreign cooperative enterprises to explore offshore petroleum resources were levied. Hereafter, Resource Tax was introduced in 1984, and Mineral Resources Law of the People's Republic of China was promulgated in 1986, thus legally clarifying the compensation system of using mineral resources in China. Resource Tax was reformed in 1994, Mineral Resources Law was revised in 1996, Mining Right price and Usufruct Outlay of Mining Right were levied from 1998, and Special Profit Charge on Crude Oil was introduced in 2006. Since 2010, the reform of resource tax has been continuously promoted.

1. Resource Tax 

China's Resource Tax started to be levied in 1984 with the taxable items limited to crude oil, natural gas and coal minerals. Then followed several reforms in 1986, 1994 and 2010 to complement and optimize the tax.

Between 1986-1994 the taxable scope included crude oil, natural gas as well as coal, and expanded to other non-metal ores, ferrous metal ores, non-ferrous metal ores and halite ore, amounting to total 7 minerals. At the same time, the unit tax amount of crude oil, natural gas and coal had been improved.

Since 2010, the Resource Tax reform has been mainly focused on changing the method of levy, which has been transformed from levy based on quantity to on price for crude oil and natural gas, with calculation base being sales revenue. Moreover, the unit tax amount of other minerals is improved, such as unit tax amount of Coke.

2.  Mineral Resource Compensation 
China's Mineral Resource Compensation began to be levied in 1994, levied in proportion to sales revenue with fee rate of 0.5% to 4%. Mineral Resource Compensation=mineral’s sales revenue × compensation rate × mining recovery factor. In China Mineral Resource Compensation are revenue shared by the central and local government, the sharing ratio of which lies at 5:5 between central government and provinces or municipalities and 4:6 between central government and autonomous region.
3.  Mineral Area Royalties

Mineral Area Royalties began to be levied in 1982, aiming at Chinese and foreign enterprises exploiting offshore petroleum and Sino-foreign cooperative enterprises exploiting onshore oil. With reference to the natural year output of crude oil or natural gas for each oil or gas field, the proportion in excess of certain production is taxed at 1% -12.5%. Mineral Resource Compensation and Resource Tax are exempted for Sino-foreign cooperative who submits Mineral Area Royalties

4.  Usufruct Outlay of Mining (exploration) Right

In China Usufruct Outlay of Mining (exploration) Right began to be levied in 1996, whose amount is determined according to the land area acreage.

The levy method of Usufruct Outlay of Exploration Right is: 100 RMB per square kilometer from the first exploration year to the third exploration year; with an increase of 100 RMB per square kilometer per year starting from the fourth year, up to maximum 500 RMB.

The levy method of Usufruct Outlay of Mining Right is 1000 RMB per square kilometer per year, paid by year according to mining area acreage. 

The revenue from Usufruct Outlay of Mining (exploration) Right is respectively attributed to the central and provincial governments. The royalty revenue from exploring right and mining right within registration and administration scope of department of geology and mineral resources under state council is attributed to central government; the royalty revenue from exploring right and mining right within registration and administration scope of department of geology and mineral resources under provincial authority is attributed to provincial government.

5.  Mining (exploration) Right Price

From 1997, China has imposed Mining (exploration) Right Price on enterprises and individuals obtaining mining (exploration) right. The amount is determined by the biding result at the listed deadline. Mining (exploration) Right Price is a lump-sum payment or payments in installments, with the paying period less than 2 years for Exploration Right Price and 6 years for Mining Right Price.

6.  Special Profit Charge on Crude Oil 

In 2006, the Chinese government decided to impose Special Profit Charge on Crude Oil on its sales. Special Profit Charge on Crude Oil is the profit charge in proportion to the excess revenue derived from oil exploration enterprises charging higher price than a certain level for domestically produced crude oil. Special Profit Charge on Crude Oil is levied with 5 level excess progressive tax rate based on price, with taxable threshold being $40 and tax rate ranging from 20% to 40%. All Special Profit Charge on Crude Oil are submitted to central government.

If we correspond the above tax and fee systems with other countries’ resource fee and tax system(Royalties, Bonus, Resource Rent Tax, Mining Rights Transferring Fee), it roughly comes as: Resource Tax to foreign Royalties and Dividends, Mine Resource Compensation to Royalties, Mineral Area Royalties to Royalties and Bonus, Usufruct Outlay of Mining (exploration) Right to Mining Rights Transferring Fee, Mining (exploration) Rights Price to Bonus, Special Profit Charge on Crude Oil to Resource Rent Tax.

The problem of China's resource taxation system
It has been a relatively short period of time since mining resource fee and tax system was established, around three decades to now. It happened to be an important period for China’s economic system and pattern to transform. As a result, the current mining resource fee and tax system has the following three major problems:

Firstly, the tax and fee revenue is significantly low, failing to reflect the resource owner's interests and leading to distortion for resource prices, so that resources are allocated in a low efficiency manner and wasted rather enormously. At present, the larger scale categories among china’s resource fee and tax revenue are Mineral Resource Compensation, Resource Tax and Special Profit Charge on Crude Oil. In 2010 they were 14.18 billion RMB, 41.76 billion RMB and 88.43                Billion respectively. The scale of China's resource fee and tax revenue is much smaller than that of other countries. The main reason accounting for this is the low Mine Resource Compensation fee rate, which is around 1% currently. What’s more, resource tax being levied based on quantity amounts to another important reason for low revenue scale. The unit tax amount for mineral product is small, extremely lacking necessary match with the resource price. 

Secondly, the positioning of various tax and fee systems is not clear, with serious crossover phenomenon for their functions. For example, Mineral Area Royalties possesses the nature of both Royalties and Bonus; Mining (exploration) Right Price has the nature of bonus, able to reflect the differential income of resources; Resource Tax also assumes the duty of "adjusting the differential income”. Resource Compensation and Resource Tax are both positioned with a nature of Royalties.

Thirdly, the taxable scope is narrow, and the levy method is unreasonable. One particular   situation is Special Profit Charge on Crude Oil, which has the character of Resource Rent Tax but is only levied on crude oil resource, while for other natural resources there are no relevant tax and fee systems resembling Resource Rent Tax. Resource Taxes are levied in single way, either simply based on quantity or simply on price, therefore unable to fully reflect resource owners’ property interests (absolute rent income and relative rent income) and actually promote resources’ economic use. 

The future reform of China’s mineral resource fee and tax system

Taking into consideration other countries’ practice, in order to solve the above problems china’s mineral resource fee and tax system should be reformed in the following aspects: 
Firstly, it should be clarified positioning the various resource taxes and fees. The economic theory basis of compensation for the use of mineral resources is rent theory and user cost theory. Rent theory takes that mineral resource owners should obtain rent income, including absolute rent income and relative rent income. Absolute rent refers to the owners of various mining resources having the right to obtain economic benefits. For different types of mining resources the absolute rent differs accordingly, however, for the same type of mineral resources, it remains the same. The above two characteristics of absolute rent determine that it will be levied universally and proportionately. Relative rent, also known as differential rent, refers to the differing benefits of mining resources due to different mineral abundance, taste, tonnage, mining conditions, location and other factors. User cost theory takes that the mineral resource use costs should contain resource costs, production costs as well as environmental (ecological) costs, therefore the state-owned national resources fee and tax system should be able to compensate for resource costs and environmental (ecological) costs, and resource costs are essentially equivalent to the Rent (absolute rent and differential rent). From the perspective of practice all over the world, Royalties mostly reflects the absolute rent, while Bonus and Resource Rent Tax reflect the differential rent of mineral resources. Resource Tax reflects the environmental (ecological) costs of the mining resource use cost. 
Based on the current framework of China's mineral resource taxation system and the above understanding of theory and practice, the paper argues that in the institutional framework of China's future fee and tax, Mineral Resource Compensation should be targeted at realizing state owner’s property interests, i.e. the absolute rent aspect; Mining (exploration) Right Price and Special Profit Charge on Crude Oil should be targeted at realizing state owner’s property interests, i.e. the differential rent aspect; Resources Tax focuses on compensating for environmental (ecological) costs as well as adjusting the differential income. In order to correspond to the universal fee and tax system around the world, Mineral Resource Compensation should correspond to Royalties, Exploration (mining) Rights Price to Bonus, Special Profit Charge on Crude Oil to Resource Rent Tax, Resource Tax to environmental tax, and Usufruct Outlay of Exploration (mining) Right to the ground rent.

Secondly, the tax and fee burdens of mineral resources should be increased substantially. At present, China's tax and fee burdens on mineral resources is apparently low and lower than that in other countries around the world, thus failing to truly reflect both property interests of the owner and the social cost of environmental governance resulting from resource extraction. Therefore, fee and tax burdens on mineral resources should be sharply increased with consideration to various taxes and fees. Mineral Resource Compensation rate could be increased to 5-10%, Resources Tax burden could be increased to occupy about 3-5% of the price, and unit tax amount of Usufruct Outlay of Mining (exploration) Right could be increased by 5-10 times.

Thirdly, fee and tax system should be reformed and optimized. Based on above positioning, Mineral Resource Compensation should be levied ad valorem, with tax rate differentiated in respect of different mineral items; the taxable scope of Exploration (mining) Rights Price should be enlarged to cover all deeds in obtaining mineral exploration(mining) rights, and all the prices should be determined through open market tender, auction and listing; Resource Tax should be levied basing on both quantity and price, building differentiated tax rates for different minerals and for different qualities for one mineral; the unit tax amount of Usufruct Outlay of Exploration(mining) Right should be increased so as to reflect its cost of occupying land. 

