Member in the Spotlight 255

Grid Upgrades
* Critical *China’s
' Clean Energy Push
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As China continues to promote renewables, the country’s power
grid will need continuous investment in upgrading. This includes
expanding energy storage infrastructure to ensure supply resilience,
representing a prime opportunity for investors to ride the powerful
tailwinds of the clean energy transition.

China’s ambitious goals to reach peak carbon emissions by 2030
and achieve net zero by 2060 are driving the rapid development of
the new energy sector, creating growth drivers to offset the Covid-
induced slowdown and present new investment opportunities.

As a whole, the new energy sector encompasses renewable and clean
energy technologies such as solar, wind, nuclear and geothermal power
generation, as well as equipment manufacturing and energy saving
and storage technologies to ensure their effectiveness and reliability.

Although renewables can help to lower the levels of pollution
produced and reduce the reliance on fossil fuels, their intermittent
nature makes it difficult to thoroughly incorporate clean energy
into the power grid. To address this shortcoming, adequate energy
storage and a smart grid is required to smooth out the delivery of
variable or intermittent power supplies generated by wind or solar.

Resilience is Key to Clean Energy Growth
Though the growth of the energy storage industry has been

impressive over the past two years, there is still a bottleneck.
Given the carbon neutrality goal and multiple reforms that aim to
accelerate transition to clean energy, the country’s power grid needs
to be significantly upgraded, especially energy storage infrastructure,
says Jim Fong, chief investment officer at China Tonghai Asset
Management Limited.

Pumped storage hydropower is the most common type of energy
storage in use today. It uses excess power to pump water from a
lower to an upper reservoir when electricity demand is low and
releases it to generate power when needed.

After the energy crunch
seen in the southwestern
province of Sichuan
in August, a rethink is
underway about how
to increase resilience
in China’s clean energy
supply. Sichuan accounts
for 30% of China's total
hydroelectric power
generation and normally
delivers a massive power
surplus to the rest of the
country. But due to a
prolonged drought across
the Yangtze basin this
year, the province was not
able to deliver as much
electricity as last summer.
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“Having sufficient
energy storage so that
we can save surplus

electricity in good times Reg 3 $ ot
and take it out in bad ik E ? ﬂﬁ
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times is one way to stay
resilient with regards to r
power supply,” Fong

says. In some regions in

the US and Europe, 80-

100% of power supply

is generated by clean

energy sources because bons
they have adequate

energy storage to

cushion the energy
intermittency.
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As well as raising the
total installed capacity
of solar and wind power
to 1,200 GW by 2030, China has set ambitious goals to increase the
non-fossil fuel primary energy share to 20% by 2025 and 25% by
2030. “There are a lot more opportunities for the energy storage
industry on the horizon if they continue with these growth rates,”
Fong notes.

To put the goals into perspective, the number of pumped storage
hydropower energy projects approved this year is double the number
of existing projects. The latest approval figures suggest that the
development pipeline will grow by double next year.

In the near term, it can be expected that investment in pumped
storage hydropower facilities will continue to rise. “This
industry is relatively niche but capital intensive,” says Fong. He
points out that key players such as turbine manufacturers enjoy
monopolistic advantages which translates into strong growth
potential.

Globally, the demand for solar PV panels has been increasing and
currently there are many foreign companies purchasing solar PV
panels. China has already become the dominant supplier of different
components across all manufacturing stages of solar panels, such as
polysilicon, ingots, wafers, cells and modules.

In addition, China is home to the world's top ten suppliers of solar
PV manufacturing equipment. China has also been instrumental in
bringing down costs worldwide for solar PV, which has resulted in
multiple benefits for clean energy transition.

Energy shortages brought about by a disruption of gas supplies from
Russia have been a wake-up call for European countries to rethink
their energy security. The crisis has reinforced the need for alternative
sources of energy. Since Chinese firms now supply three quarters of
the world's solar panels, they are poised to flourish as more countries
seek to increase clean energy production.
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Carbon Trading the Next Step Towards Decarbonisation
Carbon trading is a market-based system that aims to provide

economic incentives to encourage organisations to reduce their
environmental footprint.

In China, carbon credit is known as carbon emissions allowances
(CEAs). In 2021 CEAs were initially permitted to trade under a
pilot scheme, when the National Development and Regulatory
Commission (NDRC) approved trading in local exchanges of seven
provinces/cities: Shanghai, Beijing, Tianjin, Chongqging, Hubei
Province, Guangdong Province and Shenzhen.

One such carbon exchange is the Shanghai Environment and Energy
Exchange (SEEE) which can host trading of CEAs registered at
SEEE (also known as SHEAs). CEAs in different exchanges cannot
be traded on a cross-exchange basis, hence these local exchanges
function as segregated markets.

The European Union carbon credit market is more developed than
the market in China. In June 2022, EU carbon permits stood at €84/t,
as investors anticipated that demand for fossil fuel emissions could
outweigh available supplies, while the price of carbon permits
in China around the same time was only RMB59/t — a 10 times
difference in the price for the same amount of CO2.

Fong believes that there is plenty of room for China to catch
up with the EU in producing carbon credits to meet the carbon
emission reduction targets. “More expensive carbon credits mean
more incentive for clean energy producers to invest in critical
infrastructure,” he says.

For the 14th five-year plan, the Chinese government has set specific
goals for decreasing energy consumption and promoting recycling,
including assigning

certain carbon-

intensive industries

targets to peak

carbon emissions -

by 2030.

“One effective
method these
companies can use
is to buy carbon
credits to offset the
emissions that they
produce,” Fong
says. More carbon
credit procurement
not only will give
companies in
the clean energy
industry a boost
but also other
industry players
upstream.
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The Impact of Coal-Fired

Power Pricing Reform
In October 2021, the NDRC

announced a reform to
liberalise pricing in the state-
controlled power market.
Under the new trading
mechanism, the trading
price of coal-fired power is
determined by market forces
within a 20% trading band of
the benchmark on-grid tariff,
up from the previous 10-15%.
Under this scheme, heavy
industrial and commercial
users must buy electricity at
market prices.
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As well as other energy market A\A AVISTAGI
reforms, Fong believes that

electricity pricing liberalisation will further accelerate the transition to
clean energy by driving businesses and consumers to purchase clean
energy as an alternative to coal-fired generated energy.

The Power of Now
China Tonghai Asset Management is managing two equity funds,

namely the China Tonghai China Focus SP and China Tonghai
Greater China UCITS Fund, that have an overweight allocation to
China’s growing new energy sector, which Fong believes will yield
healthy rates of return for investors in the medium-term.

Apart from a top-down approach, he says the company’s analyst
team also employs bottom-up analysis to help fund managers pick
stocks with solid fundamentals and ideally, market leadership by
looking at their performances, valuations, competitive landscape and
market outlook.

“Some companies may make claims to be environmentally friendly
or exaggerate or misreport their carbon reduction progress through
‘greenwashing’ tricks, and this is something to watch out for when
doing due diligence and research,” Fong cautions.
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Since 2009, Hong Kong-listed companies from a wide range of
industries have taken the opportunity to gain exposure by being
profiled in Momentum’s "Member in the Spotlight” column. As
a member of the Chamber of Hong Kong Listed Companies, you
have the privilege of being featured in this column, too.

If you are interested in having your company profiled in Momentum,
please contact the CHKLC Secretariat: Karina Leung,
Tel: (852) 2970 0886; Email: karinaleung@chklc.org
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When taking into consideration data provided by companies in the
clean energy sector, they can be cross-referenced and reconciled
with figures from the State Environmental Protection Administration
of China, he says. Meanwhile, a new breed of carbon credit rating
agencies has emerged. “They provide independent, third-party
analysis to help investors cut through the complexity of carbon
accounting and validate the authenticity of carbon credit trading
activities,” Fong explains.

"When we compare the promises made in the 13th five-year plan
with the actual deliverables, it's clear that many have lived up to
expectations,” Fong adds. The 14th five-year plan has set an 18%
reduction target for “CO2 intensity” and 13.5% reduction target
for “energy intensity” from 2021 to 2025. “These targets are more
ambitious than previous ones, but policymakers are confident that
it's a mission possible,” says Fong.

Note: The interviewee is SFC licensed (Types 1, 4 and 9)

Jimmy Chow
Journalist
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