Outline of the Act for Partially Amending the Act on the Promoting Transition to the Decarbonized Growth
Economic Structure and the Act on the Promotion of Effective Utilization of Resources
*Act on the Promoting Transition to the Decarbonized Growth Economic Structure (GX (green transformation) Promotion Act), Act on the Promotion of Effective Utilization of Resources ( Resources Act )
Background and Outline of the Act
v Under the Act on the Promoting Transition to the Decarbonized Growth Economic Structure, which was established in FY2023. Japan has

been working out the specifics of the Pro-Growth Carbon Pricing Concept as a measure for striking a balance between the achievement of

carbon neutrality by 2050 and economic growth, i.e., green transformation (GX).

v/ Aiming to promote transition to the decarbonized growth economic structure ,1. legalize the emissions trading system, 2. establish a new system to
strengthen resource circulation, 3. specify the GX-surcharge collection measure, and 4. develop financial support for the field of GX.

1 Emissions trading system (GX Promotion Act)

(1) Mandatory Participation of Business Operators Above a
Certain Emission Scale
Mandatory participation of business operators with direct carbon dioxide emissions
equal to or greater than a specified quantity (100,000 tons or more).
(2) Free Allocation of Emission Allowances (Totally Free
Allocation)

»  The free allocation of allowances based on government guidelines take into account
the characteristics of the industry, and the circumstances of business operators in
transition. In allocating allowances, factors such as the risk of relocating
manufacturing facilities abroad, the status of GX-related research and development,
and new or expanded facilities will be taken into account to a certain extent.

*  Business operators that exceed their actual allocated emission allowance must procure
an emission allowance. Business operators that have made progress in reducing
emissions and have surplus allowances can sell or carry over their allowances.

(3) Emission Allowance Trading Market

* In order to facilitate emissions trading and ensure fair pricing, the GX Acceleration
Agency operates an emissions allowance trading market.

*  Business operators other than those subject to the system, such as financial
institutions and trading companies, etc., will also be allowed to participate in the
trading market if they meet certain criteria.

(4) Price Stabilization Measures

* To improve the predictability of investment decisions for business operators and to
prevent excessive impacts on the national economy, upper and lower price limits is
to be established for emissions allowances.

* To introduce a measure for business operators to pay a fixed price, considered as
depreciation, during price surges.

*  When prices fall, the GX Acceleration Agency will respond by purchasing emission
allowances, etc.

(5) Formulation of a Transition Plan

* Require eligible business operators to formulate and submit a plan that describes
their mid- to long-term emission reduction targets and the measures they will take
to achieve them.

*On the basis of the emissions trading system, collection of specified business operators’ contributions will begin
in the fiscal year 2033.

2. Strengthening Resource Circulation (Resources Act and GX Promotion Act)

(1)Mandatory requirement for use of recycled resources

In order to promote decarbonization, products that are subject of mandatory
requirement for use of recycled materials are specified, and producers of such products
are obliged to submit plans and periodic reports on their use of recycled materials.

"ll“lhe ?X Acceleration Agency is to provide necessary advice for businesses to prepare
the plan.

(2) Promotion of environmentally friendly designs

From the perspective of promoting the effective utilization of resources and
decarbonization, a certification system is to be established for excellent
environmentally friendly designs, such as designs that facilitate disassembly and
sorting of products and designs that lead to longer product life.

Special measures will be provided for business operators of certified products,
such as labeling of the certification on the products and financial support for
investment in recycling equipment.

(3) Promotion of further recycling of raw materials that are necessary for

promoting GX

In order to incentivize business operators for collection and recycling of raw
materials that are necessary for promoting GX, special measures under the Waste
Management Act (exemption from permit requirements under the act for conducting
industrial waste management business on the condition of proper processing) are to be
provided for certified business operators, that set high collection targets.

(4) Promotion of CE (Circular Economy) Commerce

A new category of "CE commerce business operators", such as sharing businesses,
is to be introduced and "standards of judgement"” are to be set for such businesses
operators to meet from the perspective of effective utilization of resources.

3. Collection of the GX-surcharge (GX Promotion Act)

Develop the technical matters such as payment deadlines, disposition to collect
arrears, and reduction or exemptions for fuels not used domestically, necessary for
the enforcement of the fossil fuel levy that is to begin in fiscal year 2028.

4. Financial Support (GX Promotion Act)

The proceeds from the issuance of the GX Economy Transition Bond will compensate
for the general fund revenue loss associated with tax credits for goods in the GX
sector as part of the strategic tax system.
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