Sustainable Energy Program

The China
v B T & 4 it K A B

/™ SENIOR POLICY ADVISORY
COUNCIL MEETING

Presentation Handouts

2004 11 12
November 12th 2004

Green Lake Hotel Kunming

KIEHERR « Rtk ~
Hhese SH

Bk 5B - A LA A
£ ® KA 4 &

The David and Lucile Packard Foundation, The William and Flora Hewletr Foundation,
in partnership with the Energy Foundation

184 B4 San Francisco Office: 1012 Torney Avenue, #1 + San Francisco, CA 94129, US.A,
& Tel: (415) 561-6700 = 4 i Fax: (415) 561-6709 « @ -F 444 Email: china@elorg = M35 Web: wwwelchinag.org
EEAFL: PEETWEE R 19 FERLE 2403 F « iR
Beijing Office: CITIC Building. Room 2403, No. 19, Jianguomenwai Dajie + Beijing 100004, PR, China
Email: china@eforg = Fa5 Web: wwwefchina.org

TULLIE]

Tel: (86-10) B526-2422 « {4 i Fax: (B6-10) 65253764 « oy Fin s

dr ok
dr &



20044 11 H 12 H
BB 225

8:30  WimFF
FIoRA LS. BURAA(Colburn S, Wilbur) , i 2% B S i 1) 25 53 25 F

8:35 EABMHZRASHHMRAKS
5%, SEARKMBEFE LSS
B, BN TR S TR R

By A B AR I s B Pk

8:45 o v ] BRI s R R PR A BRI IR R e
G BRI Z SR e
9:15 Wig: 1L P ESTA . AR A4

2. AIRFSRAPMR R RS R A TE B O R
3. WA ST RER AL &

Ao HEBIALEE, BILBURSIE MM KA R (MR

9:45 o B U REVE I EA M RN T e 1 ) R
XL, R A2 2 IR )

10:00 o FE VRS SO 1 o SER B B A A A
WME, EEHEDRERRS

10:15 o« XSTR R REIRAE . (BRRD BI)L AR
Ak (Jan Hamrin) , W UEARZ 0

10:30 Wig: 1L RPCEIREE B SN N R H 2

2. o> R 2 A0 A PR )
3. WD 5E sl A BRI e BEE

10:45 KB




B=HRar: IARBUN B bR AERI e, 2 R BUR T S e B BUR Y B R
(DAWTE)

11:00 o CIRBERZMPEANYR Y IRBUR B RS ) R
F, AER RTINS

11:15 o WLBNZERRAL 25 e A v 1) S it 22 DL
R, FEVEH AR

11:30 o RELIE S A @R s R A b ST T RCR
8, TR

11:45 o $RRBURF 28 S0 BN RN I o 805 T AY) S e 1 [ s 28 56
2 S24F] (Barbara Finamore), 4R YIRS 2 A&

12:00 W 1. SOl A, STIHATE AR bR vE
2. WINBUMTIS, CHRIRETRED)E ik

12:30 &

FES: FATREBER, SNEEREEREARARE DAitie)

13:45 o BT BOBURE, ek AT FRERRE YR K R
G, BRI

14:00 o« HEZNREUEANAS S, ARRETT RERN AT AR RER UK e
KRS, B R OO 7 W e 42 W E 9

14:15 o T FEL 7 B o o 1 [ o 22 56
i g (David Moskovitz), Hi ) W4 11-Xil

14:30 o oL fE H AR ERMY
FHE, LK

14:45 We: 1. SCEETIREECE, HEsh @ Re RO T f A e B R E T3
2. sRiEAE T RERAE S A

15:15 W e

BRI R T BURIAT I E

15:30 o EFRTT KRR R A, AT RRS T A I R AT A
i, R ER AR

15:45 s EErl Ktz B E

YK




NI BB BRI & R R R

16:00 Wig: 1. WES RN A AT, (SR RE RO R e
2. O E TR AR RIS IR H
17:50 SWEE
PR A LS. Jg kA (Colburn S. Wilbur) , 1y SR IBUHE I i) 25 53 2%
KD EEEHR IR G H MR
18:00 fk&
18:30 #E




CHINA SUSTAINABLE ENERGY PROGRAM
7™ SENIOR PoLicy ADVISORY COUNCIL MEETING

“STRENGTHENING ENERGY PoLICcY IMPLEMENTATION”
KUNMING GREEN LAKE HOTEL, KUNMING, YUNNAN PROVINCE, P.R. CHINA

AGENDA

FRIDAY, NOVEMBER 12, 2004

8:30 am WELCOME REMARKS
Colburn S. Wilbur, Chair, Senior Policy Advisory Council, and
Trustee, The David & Lucile Packard Foundation

8:35am INTRODUCTIONS: NEW SENIOR PoLIcY ADVISORY COUNCIL
MEMBERS
Fu Zhihuan, Chairman, National People’s Congress (NPC) Financial and
Economic Committee
Mao Rubai, Chairman, NPC Environmental Protection and Resources
Conservation Committee

PART ONE: CHINA’S ENERGY CHALLENGE

8:45am China’s Energy Strategy and Renewable Energy Future
Mao Yushi, Unirule Institute of Economics

9:15 am Discussion

e China’s Industrialization and Urbanization Path

e The Relationship Between “Development as the Top Priority” and
“Sustainable Development”

e Launching a Dramatically More Energy Efficient Society

PART TwoO: NEW AND AMENDED LEGISLATION—ENHANCING
IMPLEMENTATION (PANEL PRESENTATIONS)

9:45 am Amending the Energy Conservation Law
Liu Xianfa, Department of Environment and Resources Conservation, National
Development and Reform Commission (NDRC)

10:00 am Public Interest and Regulatory Functions in the New Electricity Law
Yang Kun, State Electricity Regulatory Commission

PAC Meeting 1 November 12, 2004



10:15 am

10:30 am

10:45 am

International Perspectives on the Renewable Energy Promotion Law
Jan Hamrin, Center for Resource Solutions

Discussion
e Adding Energy Conservation Law Amendments to the National People’s
Congress Agenda
e The Urgency of Amending the Electricity Law to Define Regulatory
Authority

e Further Comments on the Draft of the Renewable Energy Promotion
Law

BREAK

PART THREE: THE NEED FOR STRONG REGULATION AND ENHANCED

GOVERNMENT BUDGETS FOR IMPLEMENTATION &
ENFORCEMENT (PANEL PRESENTATIONS)

11:00 am

11:15 am

11:30 am

11:45 am

12:00 pm

12:30 pm

SEPA’s Regulatory Functions and Implementation of the
Environmental Impacts Evaluation Law
Wu Baozhong, Beijing Oriental Environmental Research Institute

Implementing Vehicle Fuel Efficiency Standards
Wu Wei, China Automotive Technology and Research Center

Fuel Quality and Public Health: Correcting the Self-Regulation of
Large State-Owned Enterprises
Fu Lixin, Tsinghua University

Enhancing Government Investment in Implementation and Enforcement—
An International Perspective
Barbara Finamore, Natural Resources Defense Council

Discussion
e Improving Regulations to Require Technology Performance Standards
e Improving Government Budgets to Bolster Regulatory Capacity for
Inspections, Monitoring, and Enforcement

LUNCH

PART FOUR: TAPPING MARKET INCENTIVES TO SPUR CLEAN ENERGY

TECHNOLOGIES (PANEL PRESENTATIONS)

1:45 pm

Establishing Fiscal Policies and Price Reforms to Catalyze Sustainable
Energy Development
Fu Zhihua, Research Institute for Fiscal Science, Ministry of Finance

PAC Meeting
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2:00 pm Energy Price Reform to Spur Energy Efficiency and Renewable Energy
Development
Liu Shujie, Institute of Economic Research, NDRC

2:15 pm Tapping Utility Revenues—An International Perspective
David Moskovitz, Regulatory Assistance Project

2:30 pm Promoting Industrial Energy Efficiency Agreements
Wang Xuejun, Peking University

2:45 pm Discussion: Part Four Topics

e Improving Market Incentives to “Pull” Advanced Energy Efficiency and
Renewable Energy Technologies Into the Market
e Emphasizing the Role of Enterprises in a Clean Energy Economy

3:15 pm BREAK

PART FIVE: ENHANCING LOCAL IMPLEMENTATION

3:30 pm Summary: International Mayors’ Forum on Sustainable Urban
Transportation and Building Energy Efficiency
Wu Yong, Science and Technology Department, Ministry of Construction

3:45 pm International Mayors’ Forum: Kunming Pronouncements
Mayor, Kunming Municipal Government

PART Six: SENIOR PoLICY ADVISORY COUNCIL
—MEMBER COMMENTS AND DISCUSSION

4:00 pm e How to Further the Effective Implementation and Enforcement of
Legislation, Regulations, and Incentives to Promote Clean Energy
Technologies
e Advice for the CSEP Program

5:50 pm Closing Remarks
Colburn S. Wilbur, Chair, Senior Policy Advisory Council, and
Trustee, The David & Lucile Packard Foundation

6:00 pm ADJOURN
6:30 pm BANQUET

PAC Meeting 3 November 12, 2004




China’s Energy Strategy and
0 Renewable Energy Future

MAO Yushi

Unirule Institute of Economics

1.
Market system development changed energy use pattern

Lo
Over the last several thousand years, human
development has depended on energy use.

ah
w

GDP
Since the 19t century, we have seen a shift in
development: rapid population growth, higher
life expectancy, and increased GDP per capita.




1.
Market system development changed energy use pattern

&

Development of a market system deepened a division of
labor, promoted science & technology, and enhanced
productivity.

&

Energy use has evolved from wood to coal, oil, natural gas,
hydro, and nuclear, and increased efficiency as a result.
Engine drive has changed from steam to internal
combustion, gas turbine, and nuclear. Each improvement
has taken several decades to a hundred years.

2.

Energy Price Determines Which Resources are Developed
and Utilized

#2050

After 2050, this rapid growth pattern will slow
because of diminishing returns and limited
natural resources. It leaves room for the
development of renewable energy. But great
savings may be achieved due to the abolishment
of military expenditures.




2.

Energy Price Determines Which Resources are Developed
and Utilized

&

Market price will force substitution of resources and
technological innovation. Renewable energy will replace
fossil fuels.

&

Market price will reflect resource constraints, and influence
the economic structure. Markets will resolve the scarcity of
resources.

3.
Renewable Energy Needs Market Support

&

Renewable energy will gradually replace fossil fuel, provided no
major discovery of the latter, such as the methane hydrate.

&

The speed of the replacement depends upon the relative prices of
alternatives.

&

The most promising renewable resource is wind power, whose
cost is comparable to fossil fuels.




3.
Renewable Energy Needs Market Support

&

Wind’s lack of predictability restricts its economic competitiveness.
&

Barriers should be removed and allow renewable energy to connect
to the grid.

&

Biomass may play an important role in energy supply.

&

There will be no energy crisis because of substitution and the
flexibility of economic structure.

4.
Energy Efficiency is a Low Cost Energy Resource

&
Energy efficiency can substitute for energy and other
non-energy resources.

&

The economics of energy efficiency depends on the
relative price of energy since we not only want to save
energy, but other resources.




S.
In order to internalize external costs, legal intervention and
calculation of social costs are needed.

o
-

External costs, especially environmental pollution, are not
included in energy prices. A tax or fee should be added to the
price of energy, proportional to the degree of environmental
damage.

o]
-

Because the external costs are difficult to determine,
government regulations are often used to require energy
conservation. This is a second best solution.

6.
China and the World, Two Energy Market Patterns

]

Globalization changed the allocation of natural resources: the
market replaced warships; money replaced arms.

2]

China can get sufficient resources from the world market
without any confrontation with other countries.




6.
China and the World, Two Energy Market Patterns

&

When China becomes a major buyer, the price structure on
the world market will change dramatically.

&

This will benefit various countries because the market
improves resource use and allocation efficiency.

1.
Climate Change and the Greenhouse Effect

&

The unknown impact of global warming is a real threat to
the energy sector. This makes renewable energy’s role
more significant.




1.
Climate Change and the Greenhouse Effect

2]

Greater attention to other greenhouse gases, such as
methane and HFC compound, which are more damaging than
carbon dioxide though their concentration is less.

&

The impact of global warming is not entirely clear, but more
evidence is being compiled.

8.
Oil Supply Security Issues

&

Current high oil prices are temporary, since both demand
and supply will respond. An oil price drop is foreseeable.

2]

Oil strategic reserves are necessary, but how much? How
and when to use it? Should it be used for price speculation?
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Review of energy
conservation legislation
in China

Evaluation on
Implementation of The
Energy Conservation
Law

Recommendations for
improving The Energy
Conservation Law and
speeding up energy
conservation legislation




I. Review of energy conservation legislation InSCHne

Provisional Regulations on the
Report on The Control of Energy
Strengthening of Energy  conservation

Conservation Work

Planned Economy

The Energy Conservation
Law of the People’s

IRepuinc of China

199K 4

Market Economy

I. Review of energy conservation legislation G

In January 1980, the State
Council approved and issued
the Report submitted b the
State Economic Commission
and the State Planning
Commission.

Thereport marked the advent of
alarge-scale energy
conservation era in China. It
was a pioneering piece of work
in energy conservation
legislation in China.




|. Review of energy conservation legislation insCHn

Establish and improve nationwide energy
administrative institutions step-by-step and in
a top-down manner

All large-sized enterprises were required to
set up energy engineers and energy
department. Other enterprises were also
required to assign special personnel to take
care of energy conservation management.
Subsequently, the State Council has
successively-issued five energy conservation
directives: "Reducing the amount of oil burnt
in‘the various boilers and industrial kilns",
"Electricity conservation”, "Product oil
conservation", "Conservation of the amount of
coal used in industrial boilers", "Rational use
of energy through the development of coal
washing and sorting processes".

|. Review of energy conservation legislation InSCHlne

1986 1 12

- Promulgated by the State
Council on January 12, 1986.

* Laid a foundation for The
Energy Conservation Law and
represented a standardization of
China’s energy conservation
legislation for the first time.




|. Review of energy conservation legislation insChne

Contents

General provisions
Energy conservation management

Fundamentals of energy conservation
control

Energy supply management

Industrial energy consumption
management

Management of the energy
utilization in urban-rural life

Promote technological
progress

Rewards and punishment
Publicity and education

Supplemental provisions

Energy conservation management
system

Administrative body and its
responsibilities

Management for key energy consumers

Energy conservation testing and
supervision

Energy.conservation measurement,
statistics and standards

Energy conservation design
specifications

Sources of funding for energy
conservation technologies

Energy conservation loans, etc.




|. Review of energy conservation legislation insChne

e 1097 11 1 Approved by the Standing

988s T L 1 Committee Meeting of the 8th
National People's Congress

o on 1st November 1997 and
came into effect on 1st
January 1998.
The legislation process lasted
15 years, creating an era of
legally mandated energy

conservation.

|. Review of energy conservation legislation InSCHlne

0
+—
=
Q
+—
=
@)
)

+ General provisions
« Energy conservation management
< Rational utilization of energy

« Advancement of energy
conservation technology

« Legal liabilities

+ Supplemental provisions




Formulate energy conservation
plans

Management and supervision
of the energy conservation work

Standards of rational energy
utilization

Stipulations

Prohibit new highly energy
intensive projects

Energy conservation standards

Limit energy consumption per
unit product output

|. Review of energy conservation legislation InSCHlne

+ Phase out excessive energy-intensive products
“ Energy conservation certification

< Energy conservation statistics

+ Management of key energy consumers

+ Equipment energy consumption labeling

+«+ Energy conservation training




Il. Evaluation on Implementation of The Energy ConSenats

The former State Planning
Commission, the State Economic
and Trade Commission, the Ministry
of Construction, the Ministry of
Communications and the Ministry of
Railway-formulated and promulgated
a series of supplemental regulations.

[I. Evaluation of Implementation of The Energy ConSemnas

Energy Conservation Management
Measures of Key Energy Consumers

Management Measures of Energy
Saving Product Certification

Management Measures on Saving
Electricity

Regulation on Development of
Cogeneration

Technical Provisions for Feasibility
Studies on Cogeneration Projects

Regulation on Energy Conservation for
Residential Buildings

Regulation of Preparation and
Evaluation of "Energy Saving Chapter”
of Feasibility studies for Fixed Assets
Investment Projects, etc.




Il. Evaluation on Implementation of The Energy ConSenias

Various localities have formulated
local energy conservation regulations
in line with their local conditions and
scored notable achievements.

- 20 provinces, autonomous regions
and municipalities have issued and
implemented energy conservation
regulations or measures.

8 provinces, autonomous regions and
municipalities have entered
legislation procedures.

Various localities have formulated
and implemented over 70 energy
conversation regulations.

Il. Evaluation on Implementation of The Energy ConsSenas

Notable results have been
achieved in implementing
compulsory national energy
efficiency standards for energy
consumption products and
certifying energy-saving products

- Issued and implemented 14
compulsory energy efficiency
standards
Industrial equipments
Home appliances
Lighting devices
Have certified 21 energy and water
saving products




Il. Evaluation on Implementation of The Energy ConSenias

4 provinces (municipalities) including
Shanghai and Yunnan have established
energy conservation supervision centers

- Authorized by the government according to
law

- With special funding from the State treasury

>  Supervise energy conservation

Financial departments in 12 provinces
(municipalities) including Zhejiang and
Jiangsu have also allocated special funds to
support their provincial energy conservation
centers to monitor energy conservation in
enterprises and carry out energy
conservation supervision and management
according to law.

Il. Evaluation on Implementation of The Energy ConsSenas

Management of key energy
consumers has-been
strengthened

- Hunan, Zhejiang, Shandong
and other provinces have
formulated-and implemented
effective supervision and
management systems with
notable achievements.




Il. Evaluation on Implementation of The Energy ConSenias

1. Its contents and requirements are
too general.

2. It focuses on the industrial sector,
paying not enough-attention to the
construction or‘transportation sectors;

In terms of system design, there is
overemphasis on tapping existing
potentials;

As for management model, there is
overemphasis on enterprise process
management.

Il. Evaluation on Implementation of The Energy ConsSenas

3. No energy conservation
administration department or
administrative supervision
responsibilities, systems or
mechanisms are specified. In
particular, supervision and
administrative institutions
have not been clearly
formulated.

10



Recommendations for improving The Energy COnSeNENon
Law and speeding up energy conservation legisliation

Relevant localities should seize
upon the current favorable
opportunity and formulate
implementing regulations,
measures and management
systems as soon as possible.

Recommendations for improving The Energy COnSENENoN
Law and speeding up energy conservation legisliation

Conduct research on new ways
of thinking for energy

conservation legislation

- Fully summarize over 20 years of
energy conservation experiences

- .~“Give full consideration to China’s
national conditions according to the
actual needs under the market
economic conditions
Engage in full discussions on
issues like “what and how” the
government should manage and
supervise energy conservation and

try to reach consensus.

11



Recommendations for improving The Energy COnSeNENon
Law and speeding up energy conservation legisliation

2. Take a firm footing on
comprehensive energy
conservation and strengthen
management and supervision of
energy conservation in construction,
transportation and government
sectors: In particular, strengthen
the‘management and supervision
of energy efficiency in new
enterprises, new buildings, new
transportation vehicles and new
energy-consuming equipment.

Recommendations for improving The Energy COnSENENoN
Law and speeding up energy conservation legisliation

Intensify system design of
supervision

Specify management,
supervision systems and
mechanisms, including leading
departments, responsible
departments, supervisory
institutions and teams.

12



Recommendations for improving The Energy COnSeNENon
Law and speeding up energy conservation legisiation

4.

Give full consideration to the
operability of the legal system

Truly reduce administrative
systems, focus on improving and
specifying necessary and
effective systems and effectively
address the problem of generality
and inefficiency.

Reduce and even abolish
enterprise or process
administration systems and
focus on designing good
systems featuring “controlling
the source, setting strict
thresholds and managing big
energy consumers"

13



Amendment of Electricity Law: “Scientific
Development” and Electricity Regulation

Yang Kun

State Electricity Regulatory Commission

The Amendment Process
.

° 1996 4 e Enacted on April 1,1996
1 e Played an important role
° in safeguarding power

industry development,
protect various
stakeholders’ interests

° e No longer appropriate
under the context of new
reform




The Amendment Process
e

e 2004 e The amendment of the
Electricity Law was listed
in the NPC and State
Council’s plan for 2004.

e NRDC and SERC jointly

® responsible for drafting.
e Amendment draft
° completed and circulated

for comments.

The Amendment Process
]

---No appropriate provisions
for electricity market, new
regulatory system, or
consideration for universal
service and other
supporting arrangements.

---Key issue is how to
coordinate power sector
development with
sustainable development




Primary Understanding of Scientific
Development of the Power Industry

° e The Power sector is a
basic industry, integral to
social development and
everyday life.

° e Produces electricity while

consuming resources and
generating pollution

° e Should bear social
responsibilities

“Scientific Development” of the Power

Industri Means

1 1. Support the
development of the
national economy

_ - Incorporate electricity
planning into the
overall planning of the
national economy and
make it consistent with
resources and
environmental
protection.




“Scientific Development” of the Power

Industr‘ Means

2 2. Sustainable Electricity Development

- Electricity production and
consumption should pay attention to
resource use, environmental
protection, and pollution reduction.

- Implement renewable energy
mandatory market share policy, give
priority to renewables for grid
connection, require 100%
procurement by the grid company

- - Encourage demand-side
management and electricity saving

- Establish public benefits fund to
support energy efficiency and
renewable energy

“Scientific Development” of the Power

Industri Means

o3

Guarantee secure electricity supply

o4

Protect consumers’ and public interests
o5

Provide universal service, support public welfare
improvement




The Role of Electricity Regulatory System in
Realizing Scientific Development

® e An independent regulatory
agency is needed to be
compatible with the
restructured electricity
industry, safeguard electricity
market order and fair
competition.

2003 e SERC, established in early
2003, has established regional
markets, formulated
regulatory provisions, and
market and price regulation
and institutional development,
but still has a long way to go.

The Role of Electricity Regulatory System in
Realizing “Scientific Development”

e Government Regulation is
needed to address the market
failures of natural monopolies.

e Regulation should focus on
monopolies, e.g. market access,
pricing, information disclosure,
grid connection, product
quality, anti-monopoly and
universal service.




The Role of Electricity Regulatory System in
Realizing “Scientific Development”

Regulation by law. Speed up the amendment of Electricity
Law, promulgate Electricity Regulatory Provisions, and
formulate anti-monopoly laws

Separate government functions from the regulator’s
functions and grant all necessary authority to the regulator.

The Role of Electricity Regulatory System in
Realizing “Scientific Development”

Strengthen regulation on monopoly side, properly relax
regulation on competitive side.

Establish a coordinated and balanced operation
mechanism between government agencies, regulatory
body, power enterprises and industrial associations.




RENEWABLE ENERGY DEVELOPMENT AND
UTILIZATION LAW of CHINA

CSEP PAC Meeting
Kunming, China
November 12, 2004

2004 11 12
Jan Hamrin, PhD  Executive Director

Center for Resource Solutions

Ceniter for,
@ WwWw.resource-solutions.org
ESOURCE SOLUTIONS

Background

» 2 Versions of law

were drafted

— NDRC -

— Tsinghua —

University o 8

8 months of

comments
* Both submitted

final drafts to

Center for, NPC end of June
@SOURCE SOLUTIONS




Background (cont.)

e NPC .
consolidated the
two versions

» Consolidated « 8
draft issued for
commentin
August

Center for,
gESOURCE SOLUTIONS

Summary of August Draft RE Law

Chapters:

1. General
Principles

2. Resource
Management &
Development 3.
Plan

3. Industry 4
Guidance & .
Technology

Center for, Advancement
@ 4. Promotion &
Tsource sowmons  APplication




8

8.

Center forg
ESOURCE SOLUTIONS

Chapters:

5. Price
Management &
Fee Sharing

6. Economic
incentives

7. Legal

Responsibilities
Explanatory

Summary of August Draft RE Law (cont.)

~

Center lorg
ESOURCE SOLUTIONS

Comment

More detailed
than past energy
laws

Not as detailed
as earlier drafts
or most western
legislation




8

 Comprehensive

in scope

— Bulk RE
generation

— Off-grid RE
generation

— Biomass Fuels

— Solar Water
heating

— Rural RE

* Encourages
broad public
participation in

Center for
gesounce soLumions PFOCESS

Summary of August Draft RE Law (cont.)

8

* Will develop an
approved
national plan
with targets no
lower than:

— 5% RE by 2010

— 10% RE by 2020

e Provincial level
targets
consistent with
available
resources &

Center for,
@ economic
ESOURCE SOLUTIONS development

Summary of August Draft RE Law (cont.)

2010
5%

2020
10%




8

Bulk Power
* Multi-policy approach
— Feed-in Tariff

— Gov. Tendering
Policy

— Mandate for
large generators

— Voluntary
Markets
permissible

Center forg
ESOURCE SOLUTIONS

Summary of August Draft RE Law (cont.)

8

» Development Plan
will include:

— Industry
Directory with
“Development
Guidance”

— RERD&D as a
priority with a
separate plan

— Training and
education

Center lbr?
ESOURCE SOLUTIONS

Summary of August Draft RE Law (cont.)




Summary of August Draft RE Law (cont.)
8

e Grid interconnection
and purchase of all —
output guaranteed
e Grid construction .
costs appropriately
assighed to parties

e Article 24, Electricity

Price Sharing, is N 24
extremely important —

— Costs are spread -
over all electricity —

Center '0'? consumers
ESOURCE SOLUTIONS

Summary of August Draft RE Law (cont.)
8

* Provides for soft .

loans o
o Offers tax
benefits o
including VAT o

» Specifies legal
responsibility

and specific fines
for non-

cemm? compliance
ESOURCE SOLUTIONS




Legal Responsibilities/Issues
/

* Very important .

section

* Fines are
greater than
cost of
compliance

» Didn’t Specify:
Are fines one-
time, annual, on
each

Ceniter for occurrence,
@ etc.?
ESOURCE SOLUTIONS

Issues: Bulk Power

* Policies not well o
integrated

— Unclear how

they apply to
targets —
« Mandate placed °* —

on large

generators may
not be

appropriate in

Center for, mid- to long-term
gEESOURCE SOLUTIONS




Issues: Bulk Power (cont.)

» Targets appear to be . ‘
‘energy’ rather than g
electricity specific
Need timelines for
setting targets, rates
and development
plans

Should regularly .
report to State

Centerforg Council on progress
ESOURCE SOLUTIONS

Issues: Bulk Power (cont.)

* Some activities .
required by law
are not funded
in the law

— Fines could go
into RE fund —

— PBF or another

fund should be
Ceniter for,
@ESOURCE SOLUTIONS

specified _ PBE




Ceniter for, °
gESOURCE SOLUTIONS

Need more
specific
transmission
planning and
interconnection
rules

More specifics on
national versus
provincial
responsibilities
Require a
standard PPA for
RE

Issues: Bulk Power (cont.)

Price Management

» The differential price

system is good but no
detail on when to do
bidding and when to
use the feed-in price

* Article 24, Electricity
Price Sharing, is

extremely important

— Costs are spread over
all electricity

Center for,
@ consumers
ESOURCE SOLUTIONS

24




Price Management (cont.)

Need Price Principles:

1. Sufficient to attract 1.
investment 2.
Known in advance 3.

3. Access to price for 15
minimum of 15 4.
years

4. Only prospective 5.
changes for new
contracts

Centter for,

5. Standard PPA

should be drafted
ESOURCE SOLUTIONS

Other Sections

» Rural & Remote Power .

— Gov. will provide financial
subsidies

— Grid companies
responsible for operating
facilities

» Solar Water Heating .

— Real estate developers

and property managers
must allow solar water

Center for, heating and PV PV
@unce SOLUTIONS

10



Other Sections (cont.)

Bio-fuels:

 Fuel Gas & Heat o

— Encourages
utilization and
access to
distribution system e

e Liquid Fuel -
— Encourages
purchase of

biological liquid fuels
by petroleum

Center for, selling companies
quce SOLUTIONS

Industry & Technology

e Setting .
technology and
product
standards as
well as
occupational
training are all
good

» National testing
centers are also
good but how to

Ceniter for,
@ pay for them?
ESOURCE SOLUTIONS

11



Conclusions

 Excellent .
process

 Good draft but
could still be
improved .

* RE Law will be
key to RE

Center for development in
China
ESOURCE SOLUTIONS
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Government Supervision and
Implementation of the Environmental
I

Jing Wenyong
Beijing Oriental Environment Research: Institute

Establishment and Development ofi EIA System in China

1
Use International Expérience as Reference

Promote Legislation Building in China

Featuresiof the EIA System for Construction
Projects




Establishment and Development'of EIA System in China

3
Features of the EIA System

1
EIA System has strict legal enforcement

2
ElA is a legal procedure for inspection‘and approval of
construction: projects

3
Classification of EIAsmanagement-on: construction projects

Establishment and Development of EIA System in China

)
Features of the EIA System, for Construction Projects

(4)

Implements an ElA:qualification:examination:system

@) :

Multi-departmental collaboration and-inspection




Establishment and Development'of EIA System in China

4

The EIA"System plays an important roletin social
and economic development

&y
Promotes rational distribution-of industry.

) ;
Prevents and controls new pollution;promotes treatment of
existing pollution

3)
Promotes.improvement.of enterprises: technology.and cleaner
production

Establishment and Dévelopment of EIA System in Chiha

4

The EIA System plays an important role in social
and economic development

4)
Promotes environmental awareness, particularly
by enterprises

S)
Protects life and environment




Necessity of EIA Legislation

“Administrative Regulations.an the Environmental
Protection of Construction Projects” are the first
administrative enviroanmental protection
regulations, but they are not laws.

EIA conducted in construction projects are not
adequate fer comprehensive environmental
protection and sustainable resource use:

Necessity of EIA Législation

3. Consider:

@)

EIA Law has;the administrative authority which existing
environmental protectionlaws and other laws lack

&)

EIA policy and planning-are critical te, addressing
environmental pollution problems at the “source”:




Necessity of EIA Législation

consider:

(3)

Legal authority' does not exist with respectto EIA
policy and planning.

Therefore, one comprehensive law on EIA must be
formulated.

Government Supervision and Implementation.of EIA Law.

Publicity'and Implementation

Realize three transformations:

*

From specific project management towards comprehensive
management

*

Frommicro management towards'macro management

*

From passive management toward active management




Government Supervision and Implementation’ of EIA Law

Formulate neecessary regulations

1
Issue management'methods on EIA expert database

2
Issue examination methods on EIA reports

3
Build/EIA database

Government Supervision and Implementation of EIA Law

Formulatemnecessarysregulations

()
“Compilation of:Detail Planning Range for Environmental
Impact.Statement (trial implementation)’ and-Compilation.of
Detail Planning Range for.Environmental Impact Chapters or
Explanations (Trial Implementation)”

5 G )

Promulgate “ Technical EIA'Guidelines (Trial Implementation)”




Government 'Supervision-and Implementation of EIA [“aw

Carry out research to strengthen guidance of EIAsin key.
industries and regional planning

Through case study, examine.contents and measures of EIA in
energy planning and the relevant policy recommendations that

wereput forward.

Government-Supervision.and Implementatioh of EIA LaWw

Main contentsS of EIA in energy planning
(1)

Analysis on planning contents

*

Total amount and compaosition of energy consumption

*

Total amount and compaosition of energy end use

*

Discharge of ‘pollutants
*

Quality of atmospheric environment




Government Supervision and Impleémentation of EIA Law

(2)
EIA of Energy Planning

Identification of planning environmental impact

*

EIA Planning Jndex

*

Prediction of energy consumption

*

Effect analysis of discharge amount of atmospheric
pollutants

*

Effect analysis-of quality of -atmaespheric-environment

Government Supervision and Implementation of EIA Law

©)

Policy.recommendations on EIA in energy planning

Link “Planning of Compilation Regtlations” with
legal provisions;for planning.EIA

Energy planning and projects, and their distribution should
considerenvironmental objectives

Screen and optimize EIA methods in‘energy planning




Policy. Recommendations

1

Strengthen environmental protection workiin the power
industry-as animportant'goal for power.sector reform.

{14 9.

Reguire unanimous approval:on EIA of planning and
construction projects.

3

Concerned government agencies should work hard te set up
EIA Law'and lay out obligations and responsibilities,
incentives; and penalties.




Promote Fuel Efficiency Standards
Implementation to Improve
Vehicle Energy Efficiency

Wu Wei

CATARC

7th Senior Policy Advisory Council Meeting

November 12, 2004

— Main Points

GB/T 19233 -2003
GB 19578-2004

mThe Testing Methods and Fuel Efficiency Standard
for Light-duty Vehicles have been officially issued.

mThe Chinese vehicle fuel efficiency standard system
has been established.




m Efforts are still needed to perfect the Chinese
vehicle fuel economy standard system and its
supporting policies.

m Coordinated efforts from all stakeholders are
needed for strong implementation.

I.
Standard Content and Features

1. Scope

50km/h 3
500kg M1

mApplies to M1 category vehicles (positive-ignition engine
or compression-ignition engine with a maximum design
speed of 50km/h or more, total mass not exceeding 3.5 tons)

mDoes not apply to non-liquid and methanol/ethanol fueled
vehicles




Phase I Phase IT
Total Vehicle Mass Ordinary Special Ordinary Special
CM), kg Passenger Structure Passenger Structure
Vehicles Vehicles Vehicles Vehicles
CM<750 7.2 7.6 6.2 6.6
750 CM<865 7.2 7.6 6.5 6.9
865 CM<980 7.7 8.2 7.0 7.4
980 CM<1090 8.3 8.8 7.5 8.0
1090 CM<1205 8.9 9.4 8.1 8.6
1205 CM<1320 9.5 10.1 8.6 9.1
1320 CM<1430 10.1 10.7 9.2 9.8
1430 CM<1540 10.7 11.3 9.7 10.3
1540 CM<1660 11.3 12.0 10.2 10.8
1660 CM<1770 11.9 12.6 10.7 11.3
1770 CM<1880 12.4 131 11.1 11.8
1880 CM<2000 12.8 13.6 11.5 12.2
2000 CM=2110 13.2 14.0 11.9 12.6
2110 CM=<2280 13.7 14.5 12.3 13.0
2280 CM<2510 14.6 155 13.1 13.9
2510 CM 55! 16.4 13.9 14.7

B
Determining Limits for Special Vehicles

M,G

The fuel consumption limits will be relaxed for:
m Automatic transmission vehicles
m Vehicles with three or more rows of seats

m Category M, G vehicles




3.
Enforcement Date

2005 7 1
2008 1 1

Newly approved vehicles:
July 1, 2005 for Phase I; January 1, 2008 for Phase II.

2006 7 1
2009 1 1

Vehicles in production:
July 1, 2006 for Phase I; January 1, 2009 for Phase II.

4.

Chinese and International FE Standards

X R & B AR A
Limits of fuel consumption for passenger cars
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Significance of Implementation

1.
The standard makes the Chinese mandatory vehicle standard
system a complete system, and marks the end of China’s void in
vehicle energy efficiency standards.
2.
The publication of the standard will strongly promote
improvements in the Chinese vehicle technology level. It will
have a significant impact on enterprises, consumers, and society.
3.
The standard was published at an important period
in auto industry development.
4.

The standard is the foundation for its related
policies and regulations.




1. Current Problems

Rapid increase in vehicle population and the
tendency toward heavy-duty vehicles is leading to
increased pressure on energy efficiency .

Oil consumption and oil dependency have triggered
energy security problems.

Chinese vehicle standard & regulation system is

incomplete; its role is limited and supporting policies
are needed.

Lack of government measures and policies on
organization, implementation, and support.

Lack of consistency and agreement in vehicle products
administration.




Recommendations to strengthen standard
implementation and its support system

The fuel efficiency standard should be implemented by the
Vehicle Products Administration.

NDRC and the General Administration of Quality Supervision,
Inspection and Quarantine must strengthen their supervision
and administration of vehicle products market entry and
conformity, and guarantee both domestic and import vehicles
receive equal treatment.

Conduct research on economic measures to penalize products
that fail to meet the standard.

Increase the Public Budget to support the implementation of
energy efficiency projects. Establish a declaration,
publication, and labeling system and strengthen public
education and information dissemination.

Strengthen the cooperation and coordination between
government authorities.




Next Steps
1. [13 2

Implement the Fuel Tax as soon as possible.

2.
Complete other fuel efficiency standards and regulations,
propose limit requirements for light-duty commercial
vehicles and other vehicle types.

3. [13 2

Amend the Energy Conservation Law to establish a
comprehensive and standardized administration system.

4.

Reform the vehicle products administration system to
establish an effective vehicle efficiency system.

Keep the government authorities informed of the
implementation status of the standard.

Government departments should organize the revision of
published vehicle fuel efficiency standards at the
appropriate time.
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Fuel Quality Improvement
and Public Health

Fu Lixin
Tsinghua University

Vehicle Pollution Threatens Health

Vehicle emissions contribute greatly to the
deterioration of urban air quality.

The downtown area is a high human
exposure zone where heavy traffic and
concentrated human activity coexist.




High Exposure Microenvironment
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Vehicle population and fuel consumption continue to increase




Adverse Health Effects of Different Pollutants

Pb

co

NOx

PM

HC

Ozone

Adverse Health Impacts Chain

Vehicle N Pollutant Emissions
CO,NOx,vOC
Combustion ( ! X, !
Dispersion l Chemical
Reaction
( ) )
Adverse Health Effects Human Exposure
(Dose-response)




Fuel Quality Impacts Health

Unleaded gasoline has decreased the lead
concentration in the ambient atmosphere. The
blood lead levels of children has declined.

Fuel quality improvement and “three-way
catalytic converter” application helped to control
the deterioration of vehicle pollution.

Need for Fuel Quality Improvement

Vehicle pollution is still serious and more
attention should be paid to high exposure
microenvironment.

China has adopted Euro Il for Light Duty
Vehicles and Heavy Duty Vehicles. Euro Il
and Euro IV are under consideration.




Need for Fuel Quality Improvement

Better fuel quality is the prerequisite for
advanced vehicle technology and thus lower
emissions.

Fuel quality improvement is an effective tool
for controlling vehicle emissions.

Gasoline

By reducing vapor pressure, the emissions of in-
use vehicles can be reduced.

By modifying its composition, the reactivity of
exhaust can be reduced and adverse health
effects decreased.




Gasoline

Changing its composition can reduce toxic
emissions.

We must be cautious in using gasoline

additives to avoid unexpected adverse health

effects.

Gasoline

GB 17930 1999

VS.

GB 17930 1999 Unleaded Gasoline Standard vs. European Standards

Euro-I11, 1V Euro-1, 1l GB 17930

Min. Max. | Min. | Max. | Min. | Max.
RVP kPa 56.0 60.0 56 64 32
T10 42 58 70
T50 90 110 120
T90 155 180 190
% v/v 10 20 35
% v/v 28.0 40.0 40 40
% v/v 1.0 5.0 2.5
mg/kg 100 400 800




Diesel

Particle matter (PM) emissions can be decreased
by reducing the diesel sulfur content.

/

Fuel quality improvement will enable the
application of some good diesel vehicle/engine
retrofit technologies for in-use vehicles.

Examples: oxidation catalyst and catalytic PM
filters

Diesel
GB 19147-2003 VS.
GB 19147-2003 Diesel Fuel Standards vs.European Standards
EU-1II, IV EU-I, 1l GB 19147
Min. | Max. Min. | Max. | Min. | Max.
52.0 54.0 49 53 45~49
-T50 245 245 300
-T90 320 340 355
-T95 345 350 365
55 55 45~55
mg/kg 300 500 500
mg/ml 0.025 0.025 0.025




Alternative Fuels

Alternative fuel conversion should be considered for
commercial fleets in urban center areas.

Concerns: size, distribution, and composition of PM
emissions, especially for fine particles which have
more significant adverse health effects.

Alternative Fuels

Concerns: photochemical reactivity, ozone
generation potential

Select the appropriate alternative fuel types
based on each city’s needs and reduce the
adverse health effect to the maximum extent.




Conclusion

To reduce the adverse health effects of vehicle
emissions, vehicle fuel quality must continue to be
improved.

More detailed analysis and control is required of PM
size distribution and composition, toxic emissions and
exhaust reactivity. This has put higher requirements on
fuel quality.

Conclusion

The impact on public health must be
incorporated into the entire process of
developing fuel quality standards and
alternative fuel programs.
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Estimated Energy Efficiency

Investment in China 1981-2002

B Energy Conservation Investment



Total Energy Efficiency Investment as % of Total
Energy Investment




Enhancing Government
Investment in Implementation
and Enforcement: An
International Perspective

Barbara Finamore, Senior Attorney
Natural Resources Defense Council
www.chinacleanenerqgy.org www.chinacleanenergy.org r

Presentation at

China Sustainable Energy Program

7th Senior Policy Advisory

Council Meeting

November 12, 2004 Kunming, China 2004 11 12

Essential Roles of Central
Government

Provide Strong
Leadership

Establish Integrated,
Comprehensive Policy
Frameworks

Develop Codes and
Standards

Resolve Policy
Conflicts

Provide Funding for
Local
Implementation/Enfor
cement




Local Government

Implementation
-

m Building Codes

m Appliance Standards

m Demand-Side
Management
Programs

m Regular (3-5 Year)
Updates

m Enforcement Actions

Funding Needed For:

m Staff Salaries and
Training

m Inspections

= Monitoring

m Verification

m Third Party Reviews

m Response to Violations .




US Govt. Funding Supports
Local Implementation

State Energy Program m
Grants

Technical Assistance
Reports

Training Materials
Best Practices Guides
Implementation
Strategies

Case Studies and
Comparisons

US Govt. Funding: Results

—t— Independent study found annual energy
cost savings of 1.17 million source Btu’s and
$7.23 in annual energy cost savings for
each $1 of US funding used for grants,
technical advice, and oversight to support

local governments




Example: Building Codes

T

m US Govt. develops core
resource materials and
provides financial and
technical assistance to
States to upgrade and
implement their minimum
building energy codes
Annual funding: US $4-5
million
Results in energy savings

of nearly $700 million per
year

400-500

Local Implementation: California
Building Codes

_f_

Detailed Requirements
Involving:

Architect or Designer
Builder or Developer

General Contractor and
Subcontractors

Inspectors and Plan
Checkers

Owner/First Occupant




Local Implementation: California
Building Codes

T
Requirements Include:
m Certificate of Compliance

m Mandatory Measures
Checklist

m Installation and
Insulation Certificates

m Manual With Instructions
for Operating and
Maintaining Building

European Union

|
TRecommends minimum leve| =
of investment for EE/DSM
programs of 2 percent of the
total net revenue of each
member state from electricity
and natural gas sales

m Investments must be
additional to current energy
efficiency activities financed =

from the state budget

m  Would greatly boost
implementation




Australia Appliance Energy
Standards and Labeling

T

Role of National Government:

m Define test procedures for
measuring energy
consumption
Set minimum performance
criteria
Define noncompliance
penalties
Check testing program

m Certain enforcement
powers

Australia Appliance Energy
Standards and Labeling

Local Governments
Responsible for
Enforcement, But:

Local Enforcement
Regulations Vary
Penalties Not Always
Strong Enough
Enforcement Proceedings
Rare

Oversight Not Very
Transparent




Australia Appliance Energy
Standards and Labeling

|

| Independent Panel
Recommendations:
m Public Reporting of
Violators

m Overall Uniform National
Framework

m Wider Range of Sanctions

m New National Organization
to

Promote Greater
Enforcement Consistency




























Electricity Pricing Policies That
Promote Sustainable Development

Liu Shujie

Institute of Economic Research
National Development and Reform Commission

Contents

1. Improve the Electricity Price
Structure

I1. Adjust Differential Prices to
Reflect Users’ Costs to the
System

I11. Internalize External Costs

V. Standardize and Integrate
Government Funds Collected
from Electricity Price

V. Expand Consumers’ Right to
Choose




. Improve the Electricity Price Structure

1. 1. Expand the implementation of a
time-of-use (TOU) pricing system.
2. Adjust price differences between

2.“ 7 different time periods according
to local conditions.

3. Implement “seasonal electricity
pricing” in regions with strong
seasonal differences.

a. % ” 4. Encourage “critical peak pricing.”

5. Implement “seasonal pricing” in

5. regions with high hydropower
“ 7 share.
6 6. Adjust the design of

interconnection tariff system.

11. Reflect Users’ Costs

1 1. Current differential prices do
' not match power supply cost.
B N There are excessive “cross
subsidies.”

2. User classification to be
2. designed according to
voltage class and users’ load
features.

3. Low residential tariff is a
major issue for raising
electricity prices in the near
term.




$I 1. Internalize External Costs

1. 1. External costs like
environment and resources
not included in power
enterprises’ cost accounting.

2. 2. Need a significant increase in
pollution fees and resources
3 tax.

3. Tariff policies should
encourage investment in
environmental protection.
The principles and methods
for desulfurization cost need
to be established soon.

$ IV. Standardize and Integrate Government Funds

1. 1. Promoting RE development
and implementing DSM both
need public funds.

2. Raising these public funds
through electricity

2 surcharges is in line with the
' principles of fairness and
efficiency.
3. There are already successful
3. experiences for such policies

in foreign countries.




§IV. Standardize and Integrate Government Funds

4

4.

Standardize and integrate
government funds collected
along with electricity price
Change name to “Public
Benefits Fund”

Add: energy efficiency and
promoting development of
renewable energy

Surcharge
Unified fund allocation

$ V. Expand Consumers’ Right to Choose

1

3 [13

1. In competitive fields, market

mechanisms effective in
saving resources

2. Generation separated from

grid, absence of competition
increases transaction cost.

3. Speed up pilot work on

“direct purchases for big
consumers.”

4. Make institutional

arrangements for “green
power transactions.”




Tapping Utility Revenues:
An International Perspective
DSM

David Moskovitz

November 12, 2004

2004 11 12
The Regulatory Assistance Project
50 State Street, Suite 3 177 Water St.
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Energy Efficiency

» Experience shows >
investment in end-use
energy efficiency has
large environmental and

economic benefits >
» Utility sector involvement
is especially important >

» Energy efficiency meets
energy needs at half the
cost of power supply




China Needs Energy Efficiency

» Chinese researches show > 2020
utility DSM could reduce
the need for generation
capacity by more than 100
GW by 2020 > 7 13
» China’s energy intensity
of 13 products in 7 6%
industries is 6% to 36% 36%
higher than advanced
countries

Energy Efficiency Power Plants

» Preliminary analysis >

for ADB shows

building EPPs is much

faster and cheaper than

new conventional >

power plants 600
» Example: Jiangsu 600

MW EPP in 2 years 8 [/

average cost less than

8 fen/kwh




Jiangsu Province Efficiency Power Plant
Electricity Savings (at Generation Voltage)

Peak Demand MW

Cumulative annual

New Cooling/Lighting Equipment
/

33 122 323
Industrial Motor Drive Systems
117 373 840
Residential Appliances*
39 105 215
Total 189 600 1,377

«Residential cooling is included in the New Cooling/Lighting Equipment program

680

1,600

326

2,606

Jiangsu EPP

Jiangsu
2750
2500
2250
Cumulative 2000
Annual Peak
Demand 1750
Mw/yr 1500
(generation 1250
voltage) 1000
750
500 -
250 -
o HEE ‘ ‘
Year 1 Year 2 Year 3 Year 4
O Residential Appliances™
B Industrial Motor Drive Systems
O New Cooling/Lighting Equipment




Barriers

e There are many o
barriers

e China lacks an DSM
adequate and stable
DSM funding
mechanism °

e International DSM
experience shows that
utility funding for
DSM works well

Efficiency is Integral to the Electric Sector

» Countries in Europe, the >
Americas, Australia, and
the Pacific Rim and many
states in the US make
efficiency (DSM) part of
the electric utility business DSM

» The costs of DSM are
included in prices that » DSM
customers pay




Implications of Restructuring

» Restructuring of the >
electric industry in
Europe, the Americas, and
Australia did not eliminate DSM
the market barriers to
DSM >
> Most jurisdictions that had DSM
DSM programs before
restructuring retained
them after restructuring

DSM and Industry Restructuring
DSM

» With restructuring, most > DSM
jurisdictions assigned the
DSM obligation to the
unbundled distribution

utilities -
~ MA, CT, RI, NJ, Norway
» Some jurisdictions >

assigned the obligation to
other entities —
governmental or third-
party under contract with -
the government
~ NY, OH, ME, OR




Funding Methods

» Included in electric prices,
along with all other
approved costs of service

— e.g., NSW, MN, IL, FL,
UK, Brazil

» Public benefits funding
through a small surcharge
on prices, often referred to
as a system benefits
charge (SBC)

— DSM in most restructured

markets, e.g., VT, WA,
MA, CT, OH, NY, NJ

SBC
- DSM

Recommendations for China

» Make DSM utility
obligations

— DSM program design and
delivery

— RE through an RPS or feed-

in tariff
» Treat the costs of DSM
like any other utility cost
and recover them through
retail rates

DSM
- DSM

- RPS

DSM




Policy Recommendations for the Energy Efficiency
Agreements Pilot Program in the Iron and Steel Industry

Xuejun Wang

College of Environmental Sciences, Peking University

Background

2

China’s energy consumption per capita is half the world average, but its
energy utilization per unit output is twice the world average.

*

Industry consumes 2/3 of total energy, and 3/4 of electricity.

China is suffering a serious energy shortage, seen in this summer’s
electricity shortages and high coal and oil prices.




Government and Industry Efforts

All stakeholders are formulating strategies and plans to mitigate
energy and environmental pressures.

A new issue has emerged: how to adopt policy measures to
achieve the targets of these strategies and plans.

Energy efficiency agreements (EEAs) could be an important
policy tool for energy saving and environmental protection.

Development of Energy and Environmental Policies

Mandatory Market Based Voluntary
Regulation Instruments Actions




Energy Efficiency Agreements (EEAS)

EEAs are a new policy mechanism in which enterprises can reach
agreements with government authorities and promise voluntarily to
reach certain targets for energy saving in a given period of time.

In return, the government authorities provide incentive measures.

Energy Efficiency Agreements (EEAS)

EEAs encourage enterprises to set more aggressive energy
efficiency targets.

The government needs to provide incentives to achieve its targets.

EEAs can link the strategic objectives of the country and enterprises,
and help to achieve the energy saving targets.




Energy Efficiency Agreements (EEAS)

° p »
EEAs are commonly enforced in conjunction with other “non-voluntary”
regulations and policies.

Compared with other mandatory measures, EEAs provide enterprises with
a dynamic and flexible mechanism.

o
EEAs promote the transformation of industrial environmental management
from end-of-pipe treatment to cleaner production.

EEAs encourage communications and confidence between government
and enterprises, and between enterprises and the public.

International Experience

EEAs are widely applied and accepted by industry and
governments.

In some countries, enterprises can choose EEAs to replace or
reduce carbon taxes.

Enterprises participate in EEAs as an important tool for
improving image and competitiveness.




International Experience

Government established EEAs as an active measure for
improving management efficiency.

29 89
00 22.3%

In the Netherlands, 29 industrial sectors signed EEAs with the
government. Energy utilization efficiency increased 2% each
year. Totaling 22.3% from 1989 to 2000.

EEA Pilot Study in Shandong Province

With the support of NDRC and the Energy Foundation, a pilot
study of EEAs has been implemented

Energy efficiency agreements were signed between the Provincial
Economic and Trade Commission and two iron and steel
enterprises

3 30
13 7 5
Energy Savings Target: 300,000 tons coal equivalent in 3 years.

The two enterprises exceeded their original target by more than
137,500 tons




EEA Pilot Study in Shandong Province

2004 6

In June 2004, the Shandong EEA pilot was evaluated.

Achieved innovations in policy and management

Achieved energy saving and pollution reduction targets

Officials from NDRC:

Expand the pilot to the entire iron and steel industry

Carry out more studies on policy and indicator systems

Tentative Ideas for Joint Application of EEAs and Pollution Levy

EEAs push enterprises to create more aggressive energy saving targets.
However, incentives need to be provided to help enterprises achieve these
targets.

*

No changes in existing regulations and policies are required, leading to
easy implementation.

*

After issuing the new Pollution Levying Regulation, EPBs will no longer be
allowed to use pollution charges for themselves. The obstacle from EPBs
will no longer to be an issue.




Site Investigation on the Possibility of Joint Application of EEAs and
Pollution Levy in Jinan, Shandong

2004 8

In August 2004, we investigated the possibility of jointly applying EEAs
and pollution levy in Jinan. We visited various enterprises and
government agencies.

2004 660
2005 1000

The pollution charge paid by Ji-Gang has grown in recent years,
estimating to reach 6.6 million RMB in 2004, and 10 million in 2005.

Enterprises pay more attention to the pollution charge. All government
agencies and enterprises showed significant interest in and support of
this program.

Site Investigation on the Possibility of Joint Application of EEAs and
Pollution Levy in Jinan, Shandong

For those enterprises involved in EEAS, the contracts signed
between the government and enterprise should include articles on
incentives such as:

If the enterprise reaches a certain energy saving target, the local
financial and environmental agencies shall provide funds from the
pollution levy to the enterprise as a subsidy, used for energy saving
and pollution reduction.




Policy Recommendations for Energy Efficiency Agreements Pilot

Iron and steel industry is a major energy user and polluter.

Rapid growth in demand for iron and steel has stimulated the
rapid increase of investment in this sector.

Larger scale investment in this sector may trigger serious energy
waste and pollution issues.

Policy Recommendations for Energy Efficiency Agreements Pilot

“ ” ] ”

Considering the success of the first phase of the pilot program in
Shandong, we suggest establishing a new pilot program jointly
applying EEAs and pollution levies.

NDRC and SEPA could jointly issue a government document and an
Implementation Guideline, encouraging local economic and trade
departments and environment departments to implement the program.
They should encourage iron and steel companies to sign EEAs.




Policy Recommendations for Energy Efficiency Agreements Pilot

The local economic and trade departments are responsible for
signing EEAs with enterprises, and supervising the implementation.

Environmental protection departments and financial departments
shall set the amount of subsides for enterprises.

Iron and Steel Association of China, the Energy Conservation
Association of China can encourage enterprises to join the EEAs.

They can also take on other responsibilities designated by
government agencies.

Policy Recommendations for Energy Efficiency Agreements Pilot

Local environmental protection departments should promise to
include enterprises in key pollution control programs, and
provide subsidies and loan interests for enterprises.

The enterprises should promise to achieve certain energy
saving targets within a certain period of time.

The amount of subsides should be determined through
negotiation between government and enterprises.




Experiences in Europe and other
areas have demonstrated that
EEAs could play extremely
important roles in energy saving
and environmental protection.
Properly designed, it can also
play a key role in reaching energy
saving targets for Chinese
governments and enterprises.

10



