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Your Trusted Partner for Success in China’s Green Market!

econet china is the only industry initiative for promoting Ger-
man Know-How for sustainability in China. Coordinated by
German Industry and Commerce Greater China (AHK/GIC), it
is dedicated to bridging German Green technology providers
with the Chinese markets by providing first-hand informa-
tion, networking and marketing opportunities.

econet china supports German SMEs in the sectors of build-
ing, energy and environment that are interested in entering
the market, strengthening companies’ positioning and ability
for exploring business opportunities in China.

With more than 10 years of experience, econet china offers a
wide range of services that can benefit your business at dif-
ferent stages. From market intelligence to general marketing
coverage, from project leads to networking events. More tai-
lor-made activities are available to meet your specific needs
and connect you with your targeted industry stakeholders.

Learn more about econet china at www.econet-china.com or
contact the econet team at inquiry@econet-china.com
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In Focus

China Moves towards Environmental Taxation to Combat Pollution

FENGRMRIRIT SR

For many years, the most serious environmental chal-
lenges facing China are its severe air, water and soil
pollution. Besides coal-fired power plants, agriculture
and the transport sector, heavily polluting industrial
enterprises are mainly responsible for China’s pollu-
tion crisis. Appropriate regulatory framework condi-
tions need to be put in place in order to upgrade the
environment and to support the industry transition to
more efficient production methods and environmen-
tally compliant technologies.

In an effort to further curb industrial emissions, a draft
on China’s first Environmental Tax Law has been sub-
mitted at the end of August to the National People’s
Congress, the country’s top legislative body. After
years of deliberation, the highly anticipated law pro-
poses levies on pollutants in air, water, as well as solid
waste and noise.

The draft targets companies that directly discharge
pollutants in key industries such as power, metal,
cement, coal and mining, chemical engineering and
pharmaceutical, as well as textiles. Meanwhile, the
agricultural sector, except for large-scale animal hus-
bandry, as well as mobile pollution producers such as
motor vehicles, ships and aircrafts are exempt from
the new tax. Treatment plants for urban sewage and
household waste will also be excluded, if their dis-
charge of waste does not exceed national standards.

The draft law sets rates for a specified quantity of air
and water pollutants as well as a range of five to 1,000
CNY (0.67-134 EUR) for each tonne of various types of
solid waste. For example, companies will be charged
1.2 CNY (0.16 EUR) for 0.95 kilogram of sulfur dioxide
emissions and 1.4 CNY (0.19 EUR) for discharging 100
grams of petroleum into the water. Regarding noise
pollution, rates between 350 CNY (47 EUR) to 11,200
CNY (1,500 EUR) per month are suggested on a range
of industrial noises, depending on the decibel level.
Carbon dioxide emissions have not been included in
the levying list, since they are already covered by Chi-
na’s carbon market that will be launched on a national
scale in 2017.
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The draft law proposes levies on pollutants in air, water, as well as
solid waste and noise
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Enterprises that successfully decrease their pollutant
emissions will be receiving tax benefits. For instance
companies that manage to reduce air and water emis-
sions to half of the national or regional standard may
only pay half the taxes. In consideration of local eco-
nomic conditions and pollution levels, provincial gov-
ernments on the other hand may also be allowed to
increase rates appropriately.

Already back in 1979, China set up a fee system for
pollutant discharge that would be replaced by the
new framework of environmental taxes. The stan-
dard environmental tax rates of the newly proposed
law are the same or higher than the current pollut-
ant discharge fees. During the existing system, China
collected 17.3 billion CNY (2.3 billion EUR) in fees for
pollutant discharge in 2015 from 280,000 companies
and between the years 2003 and 2015 more than 211
billion CNY (28.1 billion EUR).

However, the current system where local environ-
mental watchdogs are tasked with charging enterpris-
es for pollution is widely regarded as ineffective, as
it features loopholes related to implementation and
administration. Under the existing system, pollution
fees remain uncollected on a wide scale by local au-
thorities in order to help the local economy to grow.
Under the new tax system, however, national entities
are supposed to maintain more control through a cen-
tralized approach for enforcement and implementa-
tion.

Besides restructuring the current enforcement of fines
for pollution and incentivizing compliance, the newly
proposed tax is designed to change the behavior and
operation of businesses and will encourage invest-
ment in technological upgrades and cleaner solutions.

During recent years, China has already issued several
new or updated laws and standards aimed at making
industrial enterprises more accountable for their pol-
lution, such as the comprehensively revised version of
the Environmental Protection Law that entered into
force in January 2015.

The draft on the Environmental Tax Law has been
released for public consultation in June 2015 after a
proposal was first submitted to the State Council in
2013 in a joint effort by the Ministry of Finance, the
State Administration of Taxation and the Ministry of
Environmental Protection. If the reviews following the
first reading at the end of August go well, the draft
could potentially become a law already by the end of
this year.
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The newly proposed tax will encourage investment in technological
upgrades and cleaner solutions
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Sustainability Finds its Way into Chinese Football

A contribution by Kristin Brosch, HPP Hentrich-Petschnigg & Partner

FEEBKRIAIFEA RIEES

SEEHPP Hentrich-Petschnigg & PartnerfiJKristin BroschiIZ# X &

Sustainability and environmental protection are gain-
ing significance around the globe. As the world’s larg-
est energy consumer, China must significantly reduce
its CO, emissions over the next decades in order to
achieve its self-defined climate targets. The Chinese
Government is therefore promoting efficient and sus-
tainable construction — and receiving support from
pioneers such as the Federal Republic of Germany and
its solution-providing companies. As an innovative
example, a football academy has been developed in
a German Chinese low-energy cooperation project in
the Qingdao Ecopark.

The German-Chinese Ecopark in the city of Qingdao,
located on the east coast of the province of Shang-
dong represents a pilot project for sustainable coop-
eration between Germany and China. The park pro-
motes industrial restructuring, carbon consumption
reduction and environmental protection. Located
near Jiaozhou Bay, it is the city’s economic and techni-
cal development zone. In order to contribute to the
park’s sustainable goals, a football academy designed
by HPP Architects according to German standards has
been built on the site.

German Soccer on Asian Grass

Build a sustainable sports ground according to inter-
national standards: This task was accomplished in
Qingdao.

Avisionary energy concept was developed as the most
important measure in terms of building sustainability.
A fundamental component of the project is the use
of geothermal energy. Geothermal probes deliver the
energy required for heating and cooling of the build-
ing using a heat pump.

Energy is also sourced actively by means of a pho-
tovoltaic system on the roof. These measures alone
do not guarantee low energy consumption, however,
only by implementing a holistic and coordinated ap-
proach was it possible to achieve an energy-efficient
building.

AR RMASRIPESICEE BRI ER. (F
AHR ERAXNEREEE, PELREZ Rt
FEXEFEZSMHRAR, LUARBERIRERN SR
Bix. ELPERAFADEHEERAITFEMRIR,
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BRI IKAISZHE. (EA—BIFRIGF, PETRES
FIEESBESEF A T—FEBRE D,

BRPRESENTIIRENFREF  BRKRPRI
EZ A FEES N — MR, ZEX{EH™
W EEHRRE | FRERRIEFE  (RIPAR R, S TRME
B, BIZHEFRATFEX., ATRHEEXAIAT#F
R REBiR, HPPERITSESATRREEREE M
IRITEIE T Bk E i,

A German football academy has been built on the grounds of the German-
Chinese Ecopark in Qingdao according to the plans of German architects
TR IEEEE TR T B R B EER T — Bk FE

Source / E5-Fg: HPP International Shanghai
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Heat loss, for example, is avoided through the use of
highly effective insulation of the building envelope.
In addition, natural ventilation via the windows con-
tributes to a healthy interior climate. The perforated
metal facade optimises the degree of sunlight pen-
etration.

The green roof absorbs rainwater and delays drainage
of unused water. After minimal treatment, the rain-
water can be used for instance for toilet flushing or
lawn irrigation. Organic raw materials were used both
internally and externally. Through the application of
local materials, long transport routes were obviated,
which in turn reduced carbon dioxide emissions. In
addition, emphasis was also placed on the use of recy-
clable building materials.

Design following the German model

“The round thing has to go into the square thing” - this
famous football quote was used as the basis for the
architectural design of the new football academy. The
project consists of three different-sized playing fields,
a physiotherapy centre, and additional service areas.

The highlight of the complex is the facade of the build-
ing, also with regard to energy efficiency: High-quality
double glazing provides effective insulation, and maps
to the outside, what is happening on the inside. The
CNC die-cut metal curtain wall also resembles a veil,
the effectiveness of which is maximised according to
the respective direction.

“The heat entering the building is controlled by the
perforated sheet metal. The opening portion of the
facade with sun-shading and the transparency that is
maximized from the user perspective are balanced ac-
cording to the points of the compass”, explains Jens
Kump, Project Partner at HPP International Architek-
tur Consult Shanghai. According to the architect, “the
east and west facades are exposed to more impact
from the low sun, so there are fewer perforations here
in order to control the irradiation and block penetra-
tion. The metal shading of the north facade is purely
decorative and serves to complete the picture”.

The model for the design of the football academy was
- in the sense of the corporate architecture of the Ger-
man Football Association (DFB) - the German Football
Museum in Dortmund, which was also planned and
realised by Dusseldorf architects HPP. Completed in
2015, the firm won the Europe-wide competition for
the museum project back in 2011.

The new football academy stands as a pioneering ex-
ample for the mutual dialogue between China and Ger-
many and promotes exchange between the players.

BlanieEid i BB xR R PR E P 45 1 Skl T 7R
K. MBI EFNERABNEM T —MERNER
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The aim of the project was to establish a sustainable venue according to
international standards
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Source / B F-3E: HPP International Shanghai
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Putting a Price on Carbon

A contribution by Ingo Ramming, Commerzbank
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China launched seven pilot carbon trading schemes
during 2013/14 and is working on the establishment of
a National Emissions Trading System (“Chinese ETS"”).
The Chinese ETS will begin during 2017 and analysts
expect that the scheme will cover 10,000 companies
with 3 to 4 bio. tonnes of CO,. Ingo Ramming reviews
the current development in the global carbon mar-
kets, the Chinese ETS and sets out what is important
for companies to achieve operational compliance as
well as minimise the cost of compliance.

With the start of the new millennium, carbon markets
and emissions trading was the new buzz phrase which
excited not only the financial community but also poli-
ticians, environmentalists and NGOs. The start of the
EU Emissions Trading System (EU ETS) as well as the
entering into force of the Kyoto Protocol in 2005 cre-
ated a surprising feel good atmosphere and the im-
pression that this was about more than just trading.
Perhaps more importantly, carbon pricing became
a reality and moved from environmental circles into
boardrooms. The UN’s Clean Development Mecha-
nism (CDM) created not only a global carbon market
but as well a catalyst for sustainable development that
raised billions of dollars for low carbon investments in
developing countries.

It was pre-financial crisis, with a strong belief in mar-
kets, deregulation and globalisation, it was a differ-
ent time - the global economy was flourishing. It was
largely inspired by the challenges of transforming our
energy system and preventing global warming.

However, once the economic crisis hit and the 2009
UN climate talks in Copenhagen resulted in a mini-
mum consensus, it became increasingly difficult for
policy-makers to balance often mutually conflicting
goals or, as political scientist Roger Pielke Jr’s phrases
it in his ‘iron law’: “When policies focused on econom-
ic growth confront policies focused on emissions re-
ductions, it is economic growth that will win out every
time.”
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Historical Development of Certified Emission Reductions (CER, spot)
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Source / B FFE: Commerzbank Corporates & Markets, Bloomberg
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This is best illustrated by the development of the price
Certified Emission Reductions (CERs) generated under
the CDM. CERs fell from a high of more than € 20 per
tonne of CO,e to a couple of cents on the back of a in-
creasing supply and very limited demand, once instal-
lations in the EU ETS had used up their offset limits.

Since then a lot has changed, the Paris Agreement
was adopted on the 12th December 2015 and the re-
cent ratification of both China and the United States
of America creates a big boost to efforts to bring the
UN accord into force. Now, 26 states have ratified ac-
counting in total for 39.06% of the total global green-
house gas emissions. The Paris Agreement will enter
into force once at least 55 Parties accounting in total
for at least 55 percent of the total global greenhouse
gas emissions have ratified. Assuming a ratification by
the EU, Canada and Japan would mean 57 countries
with approx. 57% of global emissions and with that
the entering into force of the Paris Agreement.

Furthermore, emissions’ trading has moved from UN
circles and international discussions into national poli-
cies. According to a World Bank study, “about 40 na-
tional jurisdictions and over 20 cities, states, and re-
gions, including seven out of the world’s ten largest
economies, are putting a price on carbon. These juris-
dictions are responsible for almost a quarter of global
GHG emissions”. These include among others the EU
ETS, the Regional Greenhouse Gas Initiative (RGGI),
the New Zealand Emissions Trading Scheme, the Ko-
rea Emissions Trading Scheme, California and Québec.

China will launch a national carbon market in 2017,
building on ten years of emissions trading experience,
initially through the Clean Development Mechanism
(CDM) and more recently through its seven pilot car-
bon markets established during 2013 and 2014. The
national Chinese ETS will cover 10,000 companies
with 3 to 4 bio. tonnes of CO,. It will have significant
implications for carbon markets and trading. A suc-
cessful Chinese ETS will be a catalyst for international
markets and a global carbon price.

For companies in China, the establishment of a na-
tional ETS provides new obligations and challenges.
Companies need to monitor and verify their CO,-
emissions. Once verified, they need to surrender al-
lowances in line with the actual emissions in a respec-
tive compliance year.

In case companies have a surplus of allowances, i.e.
the actual emissions are below the (free) allocation,

" ABERHBERAREEFIE KT R X T T 8ERHRY
FIRERS , B—REBRREFIE KM,

5 AR EIE L R HEEN IS E B RIFH
RATIX—/R. —BRBHRAFNRZ B AR AT T B/
BIRIHRE, IR AFEHSIESMBERTDER,
MBENEME S S BB 20ThIS A EE
EJLoERTT.
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HEUS E/939.06% ., H#tEBRIMNNFAELNE
KEIS5, BEEHREMAMEIR R £ RS HIESS%
RS, Z MY BPIETCAERL. RANBREE. MMEAFB A
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The establishment of the Chinese ETS will generate momentum for
global carbon markets and creates compliance obligations for Chinese
companies
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they need to decide if they want to sell the surplus or
keep the allowances for compliance in the future or to
sell at a later stage.

If a company faces a compliance deficit, i.e. verified
emissions are above the (free) allocation, it needs to
cover this shortfall and purchase allowances in the
market. More strategically, it is about “make or buy”.
Is it possible to reduce CO,-emissions, what is the cost
of an abatement, is it cheaper to invest in low carbon
technologies than to purchase allowances?

Typically such an analysis does not only include carbon
costs but as well benefits from energy savings and
(resource) efficiency, which benefits the overall pro-
ductivity and profitability of an organisation. Recent
research by the Carbon Disclosure Project (CDP) found
that “industry leadership on climate engagement is
linked to higher performance on three financial met-
rics that reflect on overall corporate quality: return on
equity, cash flow stability, and dividend growth”.

Companies need to decide which entity (location), de-
partment and persons are responsible for:

e the monitoring and external verification of annual
emissions volumes, internal and external submis-
sion of the data, the regular update of emission
forecast

¢ the submission of verified emissions data to the
regulator and allowances/offsets

¢ the external carbon trading (in line with the trading
policy, trading and counterparty limits) timing of
the trades, execution, confirmation and settlement
of trades

¢ the reconciliation of allowances and offset credits
against registry accounts

These decisions are key and should be agreed formally
in a carbon strategy, approved in line with a compa-
ny’s procedures.

Equally important are decisions on external carbon
trading and the carbon risk strategy. It should follow
a systematic approach and it is important to note that
trading is not a goal in itself but a mean to achieve a
specified target.

The first step of implementing a successful carbon risk
management strategy involves identifying the risks.
These then need to be quantified and prioritised: How
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An efficient carbon risk management strategy helps to achieve operatio-

nal compliance, minimise costs and maximise opportunities
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big are they in absolute terms, and how pivotal are
they in terms of the success of individual deals or the
entire company?

Many companies already actively manage their inter-
est rate, foreign exchange and commodity risks. The
tools available for carbon are the same. Therefore, it
often makes sense to align the carbon strategy with

EFERRIRINBRRZ DXL R ARE. B
ZBRE—TRENSDE ERENREIR X21F5
FRBiR, MRAEEERRNGIE.

SLHEATIRIBR NG BB RBHFE —LBIEINBNX
b, XMBEEURBENSLR  NEEBIFMT
BEX, UREIXNNTBIRZR BN AR BIRRIAINFG

BEX#?

WFELEBKERREERMIAFIZR, INCFIEmX
b, TATHERHZN T EZERA. BL, KRB
NERIRAN G ERE SR —RAERE R XA,

FENEERZZIRGE2017FE, 288 XE
BTN, FEE—MRRENNTEERHRBX
AIXPEF RS A, NEMTHIHNEIRRA, 3
HiZRHE TS TN ASUREREZXFE—1F
L IRHEE R BT8R,

Views expressed in this article are those of the author ) ) . -
and do not necessarily reflect the opinion of Commerz- AN EEAR , FHT R B LRI THIETAR)E

bank or IETA. .

the general risk management of a company.

China’s National ETS will begin in 2017 and companies
will be obliged to comply with the rules. A proactive
approach is required to manage the carbon related
risks and reduce the cost of compliance. Experience
from other markets shows that new markets provide
as well opportunities as companies over the world
have to accept the fact that a “carbon-restrained fu-
ture” is likely.

(« N
Good to know / (EE1E~

Chinese Certified Emission Reductions (CCERs) from Sino-German GHG emission reduction projects
are now available for compliance in selected Chinese emissions trading pilots and the upcoming na-
tional carbon market in China. Developed by UPM Umwelt-Projekt-Management GmbH and its Chinese
partner Chengdu Oasis in cooperation with the Sichuan Rural Energy Office, two CCER Sichuan Rural
Household Biogas Projects (SC01 & SC02) were registered under China’s CCER scheme earlier this year.
This month, they received their first carbon credit issuance with approximately 104,000 CCERs in total.
These CCER carbon offsets can be used by any entity with compliance obligations in the emissions trad-
ing pilots of Beijing, Shanghai and Tianjin, in China’s new nationwide carbon market to be launched in
2017, as well as by any voluntary carbon offsetters globally.

The two projects support approximately a total of 27,600 households by installing efficient biogas di-
gesters and biogas cook stoves on their premises. These proven and reliable systems reduce methane
emissions originating from the widely used pits to store animal manure and provide the households
with clean biogas for cooking, thus also replacing coal as fuel and saving carbon dioxide.

HEEUPMIAMEI R EEBRA DR EPE G- AEERSEMEHRE RAT AR I &E&R4
BRI AEBRETT AR REBRUEHAF (CCER) I , B SR FRAESIE (SCO1) LAK MY
NERNFRIBESIA (SC02) , TARKE TE#£9104,00058AICCERIK(EA. XPNHEER
SKBHIMEE TS RERR , 3818 T CCERIIBERMER. IR SHNHRER , IRTHIAR
RS EEHNNEEKRZBHIAHITEL S,

bR, L. RE=WHRRZHaURET2017FEmNeERHHHPEREANSHNRUIERE
R EAERIKER KIS 5B MR REAEEITWE.

XWAPIRE RS2 HF 74927600 MR FPREE , EMEMNRMERZEZ TBRESI, AAEES AN

WP, XL AR RAGESEMAIBRSE, BT R ZERERMEENM SNBSS, B
B, (22 5MBRIKRFRHTESESWE IR, BUICRIERTREEH , BDT —SCRAIHER.
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Environment

Renewable Resources for Process Engineering — A New Solution for

China’s Environmental Challenges?

A contribution by Hanspeter Trost, Babindili Anlagentechnik

TIERAFRIEMHEBE — FRPEA

SR AYFT 3 R?

3&HEBabindili AnlagentechnikfJHanspeter TrostiIZ# &

The People’s Republic of China still suffers from major
environmental problems such as air pollution as well
as contaminated soils and water supplies. The cause
for the serious fine dust air pollution, which is espe-
cially severe during winter, are emissions from power
and heating plants, motor vehicles, furnaces, as well
as metal and steel production.

Another part of the anthropogenic dust pollution,
which has been barely taken notice of until now, origi-
nates from emissions of a variety of companies, for in-
stance in the industrial, construction, agricultural and
food sectors, especially when it comes to bulk han-
dling. However, in those sectors the emerging dusts
with particle sizes between 2.5 to 100 micrometers
for industrial, carbon and cement dusts, as well as 0.1
to 10 micrometers for metallurgical dusts and paint
mist are to be classified as unhealthy fine dust as well.

The sources for fine dust can be quickly identified,
because a large part of small and medium sized com-
panies’ production processes use powdery materi-
als. These materials are transported, stored, grinded,
weighed, mixed, and packed. Within each of these
steps, dust and fine dust is generated. In addition to
construction materials such as sand, gravel and ce-
ment, bulk materials also involve raw materials like
ores, coal or salt. Furthermore, aliments such as cere-
als, sugar, coffee, and flour as well as bulking agents,
granules and pellets fall into the group of bulking ma-
terials. Consequently, fine dust pollution has to be
taken into consideration in each process engineering
plant. This concerns almost all industrial sectors, e.g.
building material plants, chemical and plastics pro-
cessing industries, paint, rubber and food production,
pharmaceutical manufacturing as well as wood pro-
cessing.

The Chinese Government’s Will to Reform

With regard to the predominant environmental pol-
lution, the Chinese Central Government realized the

FE—EHIGETEREERAE, =S558
TEMKRREZEFERNRE. %é%‘%’—‘»ﬂlﬂﬂ’ﬁﬁh
YIS RIS IR KRIEINE | ARFTREIANIE AX— I SRAY
TTXRKE TR #ART NEE. SWIFFNEkE
FERIHERL.

EE—MeSALEAIRBSIERBIERHIERTR
MARER, BRRX—MBOHBRE T LIRS,
gnpn Tk, #Rik, RN RmIE, TEHERZT
%Eﬁﬁﬂl%%ﬂﬂ@ o Tk R ARKIBRM 2 E

12792.5-100%:K , e &M L HFRIE IR LRIER
790.1-10%K , FEIX Lot = A BT AR IEE AT
YUEYSPS PN S =NETTATEYN

Bulk materials for instance for construction generate fine dust while
being stored and utilized

B HIUIE R AT F BT B i FE =L 8

ERFE: H. D. Volz /pixelio.de
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scope of the issue and shows its will to reform through
political support. For instance, at the beginning of the
year 2015 a new Environmental Protection Law en-
tered into force, representing a revision of the pre-
vious law of 1989. Besides regulatory measures, the
law also contains regulations regarding promotion
and support of environmental technologies, as well
as fundamental changes for increased punishment of
intransigent polluters. An interesting addition is the
improved involvement of the general public.

The Environmental Protection Law is complemented
through the 13th Five-Year-Plan (2016-2020) which
defines increased efforts regarding environmental
protection and improvements of air quality. Thus, in-
creasing the share of renewable energy and a more
efficient use of resources is to be promoted in the
coming years in order to achieve a development with-
out fossil fuels towards less energy-intensive sectors,
while at the same time combating air pollution.

The debate about fine dust also has an immense im-
pact on the construction sector, which now needs to
meet stricter requirements in terms of dust free con-
struction sites, logistics and prefabricated construc-
tion. At the beginning of January 2015, for instance,
the “Green Building Evaluation Standard” had been
revised. For the first time, this standard puts now its
focus also on construction management as a key fac-
tor for evaluating green building. Thus, the combat
against fine dust emissions takes place at a large num-
ber of construction sites, which are significant pollut-
ers in cities such as Beijing and Shanghai.

National Ambient Air Quality Standard

Since the beginning of the 1980s, the air quality in
China is being regulated with the establishment of
fine dust threshold. At the beginning of January 2016,
the Ambient Air Quality Standard (GB 3095-2012) de-
veloped by the Ministry of Environmental Protection
(MEP) entered into force nationwide. The standard
determines the particulate matter threshold, divided
into two categories: one covering nature protection
zones (including landscapes, landmarks as well as oth-
er special protection areas) and another category for
urban and other areas.

Environmental Protection Needs Consideration from
the Beginning

In spite of previous efforts, China faces enormous
challenges as its economy needs to be constantly re-
vived in order to stay competitive. Usually, this means
that outdated technologies have to be modernized or

[RiFRNE A, ERERMER. LNEERMENE
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new ones need to be developed. Upgrading as well
as the new planning and development of industrial
plants should take into account environmental pro-
tection and the conservation of resources in a more
consistent manner.

Plant components used in process engineering are ex-
pected to be as easily as possible installed in various
plants while they should also interact reliably with the
components that are already in place. Furthermore,
components should be suitable for almost every pro-
duction process and work properly with every type
of product, regardless of its composition. Until now,
when it comes to process engineering only a compo-
nent is added in many cases, e.g. filters for dust col-
lection. However, especially regarding the topic of fine
dust, altered process engineering concepts and oper-
ating modes are required when using conventional
collectors.

The application of renewable resources for the con-
struction of plant components represents an innova-
tive and more sustainable approach. Its advantages
are for example a more affordable production, the
possible application in new plants and ones that have
to be upgraded, and especially the support of eco-
nomically underdeveloped regions. In those particular
regions, natural resources such as wood and straw are
abundant. These materials should be used and pro-
cessed further into industrial products.

The introduction of new technologies in economically
underdeveloped regions additionally creates syner-
getic effects. It is not only about building production
plants to manufacture new products. The usage of
plant components from renewable resources is also a
still unconventional technology which is currently not
widely spread. Thus, locational advantages can lead to
a model region which is able to serve a large number
of production sectors and industries with components
for process engineering.

In conclusion, China’s significantly intensified emis-
sions reduction regulations open up promising mar-
ket opportunities for proactive solution providers.
Companies in the field of environmental technologies
that offer innovative solutions or support the recon-
struction of Chinese industrial plants are thus put in
the spotlight. The required economic transformation
for more growth through innovation and technologi-
cal progress which is supported by the 13th Five-Year-
Plan emphasizes the interest of Chinese companies
and investors in this context.

BB R BT, TIERRXANEFRAER
EFfMUTLR  RERBEFEZENRERIPIOEIR
RIF.

Category 1 Category 2
PM10 PM2.5 PM10 PM2.5
Annual average 40 ug/m? 15 pg/m? 70ug/m? 35ug/m?®
Daily average 5 . 5 .
(24 hours) 50pg/m 35pg/m 150pg/m 75pg/m
Allowed number
none none none none

of exceedance

Ambient Air Quality Standard: threshold defined for nature protection
zones (category 1) as well as urban and other areas (category 2)
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Politics

The Voluntary Carbon Market after the Paris Agreement — Boom or Bust?

A contribution by Dr. Ralph Westermann, UPM Umwelt-Projekt-Management

BRI Z FERIBRRTE — ERERFRFR?

REUPM-IMZIBEEBRATIAIRalph WestermannE EHIZENE

2015 witnessed an historic global step forward in tak-
ing action on climate change. World leaders reached
an agreement on December 12, 2015 at the 21st Con-
ference of the Parties (COP 21) to the United Nations
Framework Convention on Climate Change (UNFCCC)
in Paris to keep the global average temperature in-
crease well below 2°C and pursue efforts to hold the
increase to 1.5°C.

As of May 1, 2016, 162 intended nationally determined
contributions (INDCs), representing 190 Parties, had
been submitted to the UNFCCC and will automatically
become NDCs after ratification. These INDCs outline
the intended national efforts towards reducing green-
house gas (GHG) emissions and climate resilient de-
velopment under the Paris Agreement. More than 90
of the submitted INDCs include proposals for emission
trading systems (ETSs), carbon taxes and other carbon
pricing initiatives.

A major step forward for global carbon pricing took
place in 2015 with China rolling out its plans for a na-
tional ETS. On September 25, 2015, the Chinese Presi-
dent Xi Jinping announced that the Chinese national
ETS will commence in 2017 including the sectors:
power, steel, non-ferrous metals, building materials,
chemical, paper, aviation and transportation. The
seven operating pilot ETSs in the provinces of Bei-
jing, Chongqing, Guangdong, Hubei, Shanghai, Shen-
zhen and Tianjin are to be merged into the national
ETS under unified rules and a detailed transition plan
is currently being developed under leadership of Chi-
na’s National Development and Reform Commission
(NDRC). Early unofficial estimates show that following
the launch of China’s new nationwide mandatory car-
bon market, about half of global GHG emissions will
be generated by jurisdictions that are putting a price
on carbon.

With all these crucial developments in international
climate policy, it is the key question for the voluntary
carbon markets, what role voluntary carbon offset-

201545, 2R IE 7SR REITEINHE
HH—2, HREEMSAE2015512512HE2RH

(BFEESEZWEZRAL) (UNFCCC) 5E21E4%E
KHFSI(COP 21) IR THNY B2 FISIE
EAREHERBERELR, EHESEBE EAAEILLS
BKE.

BZ=20165F5810 , BBERI0NMNELITHIL62(D
ERBFRZEMMEXE (INDC) HREREKEES
IRZEWERALY, fHEZEMEBEHENEREE
SR, XEEREERTEGE5 7 B2
WTFEPTERFEEESAE (GHG) HEFN SRR
KEFEHTHEN, XEBRZNERBERM
MEXHFHEBIMEET X THIENRZ R
(ETS) . BRAFIE bR EMN FEFERIIRIL.

2015 FHERH T HENEERAFNZ ZMHInH
it X EEBEREKEENHEE—L, 20155F
9258, JIEFEREEMRTEIT K T2017FEE
ERAEENZ 2T, F—MBRFRERWE. LI,
2. WER, B, &R, B, MEMizhSFE R
BT, ZBRAER R BRIt RIS, BR. T
. #E. i RYIRIRIRGMKIEAR K ZE (NDRC)
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REZHEP. RHNIFESTNE R, EHRE LT
HEEEEREHIEHTTE, KO—FHNEKEES
RS S TEXI R HFBOE T AR E M B4

FEEFRSEERXEXRZRIA RS, BRKRHIZHE
ZARE  BRRIEHSEX N L FETEREBRAR
BRETHRRHRERNHR , WSIRRIPIDEESF
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ting will play for climate protection in a world in which
nearly every country is effectively under a compliance
agreement to reduce GHG emissions.

Selected Facts and Figures about the International
Market for Voluntary Carbon Offsetting

The term “voluntary carbon markets” refers to all
purchases of carbon offsets not driven by an existing
regulatory compliance obligation.

According to this year’s , State of the Voluntary Car-
bon Markets Report”, published by Forest Trends’
Ecosystem Marketplace in May 2016, the volume of
voluntary offset transactions increased by 10% in
2015 as buyers around the world contracted 84.1m
tCO,e. The aggregated transaction volume has now
nearly reached 1bn tCO,e. On the other hand, total
market value fell by 7% to $278m, a result of the glob-
al volume-weighted average price dropping by 14% to
$3.3/tonne — a new low.

Another study by the same information provider, re-
leased just a few weeks ago, takes stock of the role of
carbon offsets in corporate carbon strategies.

Among a group of 1,896 companies that publicly dis-
closed data to CDP (formerly Carbon Disclosure Proj-
ect) in 2015, 322 firms (17%) use offsetting as part of
a carbon reduction strategy. Thereof, 248 businesses
invested in projects to reduce GHG emissions outside
of theirimmediate operations, purchasing the equiva-
lent of 39.8m tCO,e in 2014.

The single sector with the

iR¥EForest Trends&ESHIHHLF2016F58% %
NS ERN (BREBRHIAIRE) , 2015F 8 ERIKHER
ZELEFATI0%, £HRNWIESLIAW 784105
S HER. R ZEWECIXENLL0Z
MBS HEH. 5—AmE, SHETET7%E
2.78{2%50  XRHAT 2B ZEMBFONIE T
T14%AF3.33E 8, BiE 7 #{K.

E—{FE/LARNAZHBRNS— MR, ER TR
AR REERIER.

—4H2015F 1896 RN B A FHKEIEIE ([RIRER
REBEWHE ) 87, 322RAF) (17%) ERHIEHEEN
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20145 ML 73980 M Sk HE.
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Qantas (No. 13) plus eleven other airlines have been
buying voluntary carbon offsets to address some of
their unavoidable emissions — and also to prepare for
expected regulation of the aviation sector.

Aside from offsetting, 435 companies now assign an
internal carbon price — triple the number of compa-
nies that had a price in 2014 — and another 538 have

FIR1T. BT, MR ETHERE, EETRRE
BRHEREAHRAIROML S5 BRI IMLENER A | LASR RO B Dim>
BEL, Rt EERE , ARBIRAZIRSENE
MSLEHRIH. ARMERBRMEERA, PER18%
TEM_SWRAE , XEEERHH LARIKETF
N (33X TBER_aUKIE ) WRZEERE
ERAEAIRIBR KRS R B A — MRIFRIRZR 2.

v
-E plans to do so in the next couple of years. This indi-
S cates that businesses are starting to quantify climate SF8/A LI ERMEEZFELL , PENBEKRTHIHT
a risk and factor it into their operational budgets. Some 4T i2EMER  (RENEENBERIKHAZZNA =
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$18 per tCO,e makes the average price for offsets on ~ RABHFAEEBRT , REFEAVZIERHE
the voluntary market ($3.3 per tCO,e) a good deal for ~ SRiEMESEHE,
many companies looking to reduce their carbon risk.
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clear guidance from the national government about
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A New Climate Policy Framework for the Voluntary
Carbon Offset Market after Paris

To assess the likely impact of the Paris Agreement on
the world’s voluntary carbon maket both its achieve-
ments and deficiencies need to be considered.

On the upside, the Paris Agreement on climate change
is indeed a historic turning point and it will define the
global economy of the 21st century. 196 countries
have agreed to peak and then rapidly reduce GHG
emissions with the goal of achieving net zero global
emissions in the second half of this century. They are
further agreeing to build this emissions trajectory
through national climate plans which are improved
every five years. They are demonstrating the collec-
tive intent to end the era of fossil fuel driven develop-
ment by comprehensive decarbonization of all sectors
of the economy and are sending a clear and unequivo-
cal political signal to the market that the transition to
a thriving clean economy is now inevitable, irrevers-
ible and irresistible.

On the downside, the Paris climate pledges do have
a serious shortcoming: they are not sufficient to pre-
vent excessive global warming. Climate Action Tracker
(CAT), a coalition of the much respected research in-
stitutes Climate Analytics, Ecofys, New Climate Insti-
tute and the Potsdam Institute for Climate Impact Re-
search (PIK), has brought the optimism about the Paris
outcome down to earth.

CAT reveals that, compared to the 3.6°C warming by
2100 that is projected to result from current policies in
a business-as-usual scenario, the National Determined
Contributions (NDCs) adopted in Paris will probaly
lower global warming only by about 0.9°C to 2.7 °C -
but only if all governments fully implement their
pledges. Translated into global GHG emissions trajec-
tories, there is still a large emissions gap of 15bn tCO_e
between those estimated 55bn tCO,e emitted in 2030
already taking into account the Paris national mitiga-
tion commitments and those 40bn tCO,e that scien-
tists believe should not be exceeded to keep global
average temperature rise below 2°C.

How and to what extent, the voluntary carbon mar-
ket can contribute to achieving the Paris climate goals
and help closing the wide emissions reduction gap will
decisively depend on final design and operationaliza-
tion of the implementation mechanisms introduced
by the Paris Agreement. Its Article 6 creates the space
for market-based mechanisms. These would allow
countries to trade ,,internationally transferred mitiga-
tion outcomes” (ITMOs) either via ,Cooperative Ap-
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proaches” or within a new global market mechanism
that puts more emphasis on the fulfilment of sustain-
ability criteria. Unlike the CDM, which was created for
developed countries to purchase emissions reductions
units from developing ones, the two market-based
mechanisms under the Paris Agreement could poten-
tially include any country, and transfers could flow in
any direction. Any transfer of emissions reductions
among parties must therefore ensure that ITMOs are
clearly defined and that each emissions reduction is
counted only once. This will be a key topic as climate
negotiators discuss the new global market-based
mechanism, tentatively being called the “Sustainable
Development Mechanism” (SDM).

The Paris market-based mechanisms would not fully
go into effect until 2020 when countries become ac-
countable for their national contributions to the glob-
al effort for the first time, but its rules will be debated
over the coming years — with important conversations
happening during the next climate summit in Novem-
ber 2016 in Marrakesh, Morocco. It remains to be
seen how many countries will choose to incorporate
offsets originally developed for the voluntary carbon
markets to achieve their climate targets in the most
cost-efficient way. In this case, offsets would fall un-
der UNFCCC rules as soon as they were traded inter-
nationally.

New Sources of Demand for Voluntary Carbon Offsets

According to an internal paper drafted early 2016 by
the UNFCCC CDM Executive Board, in the short term
until 2020, only select supra-national or national car-
bon offset purchase programs supported by the most
ambitious and climate-friendly governments remain
the best and most reliable source of demand for these
otherwise stranded CER offsets. The CDM EB esti-
mates that the annual demand from Results-Based
Finance (RBF) initiatives could amount to around 30
million CERs. These RBF programs pay money for de-
termined climate protection results using a voluntary
or semi-voluntary approach.

Looking into the future and beyond 2020, a reason
for certain optimism among CDM project developers
and voluntary carbon offset suppliers is the aviation
industry. The transport sector has not been included
in the Paris Agreement but because of strong political
pressure to reduce air transport GHG emissions, the
International Civil Aviation Organization (ICAO) has set
a “global aspirational goal” of carbon-neutral growth
starting in 2020 and is progressing on designing a
global market-based mechanism (GMBM) to reduce
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airline emissions accordingly. A recent presentation
by ICAQ’s Air Transport Bureau estimates that airlines
covered by the GMBM will generate an offset demand
of between 288m tCO,e and 376m tCO,e by 2030 (de-
pending on how effectively they are able to reduce
emissions by other means). If the CDM or dedicated
voluntary carbon market standards such as the Veri-
fied Carbon Standard, the Gold Standard, the Ameri-
can Carbon Registry, or the Climate Action Reserve
were folded into an ICAO market-based mechanism,
it could be an enormous demand push for offset sup-
pliers that are currently struggling to find buyers in a
relatively stagnant market.

In this uncertain phase of transition between the Kyo-
to and Paris mechanisms, some new voluntary climate
protection initiatives could generate the much need-
ed additional demand for CERs but also for other car-
bon offsets. These initiatives aim to ramp up public-
and private- sector commitments for climate change
mitigation to close the large remaining gap between
business-as-usual GHG emissions, current Paris NDC
reduction pledges and those GHG emission levels con-
sidered safe by climate science to keep global warm-
ing below the critical 2°C.

Just to name two particularly successful initiatives:
The World Bank’s Carbon Pricing Leadership Coalition,
officially launched at the Paris climate talks, includes
74 countries and more than 1,000 companies that
support carbon pricing. The Science-Based Targets ini-
tiative, which launched in September 2014, aimed to
get 100 companies to set emissions reductions targets
in line with a 2°C temperature rise threshold by the
end of 2015; 174 companies, from Coca-Cola to Sony,
have already signed up to date.

A recently published report prepared by the New Cli-
mate Institute for We Mean Business, a coalition of or-
ganizations working with thousands of the world’s most
influential businesses and investors and promoting a
low carbon economy, expects that by 2030, business
could cut its GHG emissions by 3.2bn to 4.2bn tCO, e per
year below current trends, if businesses joined climate
change initiatives and took action as planned. That’s
equivalent to up to 7-9% of the world’s 2010 emissions
of approx. 48bn tCO_e. Via such self-imposed commit-
ments, business could even reduce emissions by around
10bn tCO,e or roundabout two thirds of required emis-
sions reduction, assuming that the signatory states of
Paris really implement their pledges.

Though it is too early to tell whether these initiatives
will translate into substantial carbon offset purchases
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S io1: S o 2:
Initiative Direct Impact Systemic Impact
(in bn tCO%e) (in bn tCOye)

SCIENCE BASED TARGETS

Companies set emission reduction targets
based on keeping temperature change below
2°C.

EP100

Companies commit, over 25 years, to
doubling their economic output from each
unit of energy (energy productivity).

0.3 24

RE100
Companies commit to using 100% renewable 1.2-15 45-5.7
electricity.

ZERO DEFORESTATION
Companies commit, by 2020, to using no 0.5-1.2 0.7-1.5
commaodities that cause deforestation.

LOW CARBON TECHNOLOGY

PARTNERSHIP INITIATIVE (LCTPi)

Companies work to develop and use more

low carbon technology in their industry. The

industries analyzed here are:

* Renewables N/A 9-10
» Chemicals

« Cement

« Energy efficiency in buildings

* Low carbon transport fuels

« Climate smart agriculture

« Forests and forest products as carbon sinks

Total (Taking into account overlaps) 3.2-4.2 approx. 10*

* Overlaps between initiatives mean the impact is smaller than the sum of the individual
initiatives.

Potential Emissions Reductions by Voluntary Climate Action Initiatives
BRI TR E R E
Source / EI5-5E: We Mean Business
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any time soon, market participants expect that many
of the self-imposed targets could potentially require
their member signatories to look beyond emissions
reductions in their direct control and consider sourc-
ing third-party carbon offsets at large scale.

Some Remarkable Trends and Initiatives Regarding
the Supply of Voluntary Carbon Offsets

As a means of adaptation to adverse circumstances,
some voluntary carbon market participants have re-
cently launched several promising initiatives aimed at
lifting carbon offset prices to healthy levels again.

An innovative instrument are co-benefits quantifica-
tions which look to separate the values from addition-
al ecosystem and social services from carbon offset
projects. The core idea in economic terms is to reveal
the value of the many ,positive external effects” gen-
erated by a project in order to provide project devel-
opers with an alternative or higher financing stream.

In this context, a key development for the voluntary
carbon market was the inclusion of climate change
mitigation into the UN’s new 17 Sustainable Develop-
ment Goals (SDGs) that have been adopted in Septem-
ber 2015. The SDGs are designed to replace the eight
Millenium Development Goals, which were intro-
duced in 2001, and served as a focus for international
aid and development finance from UN member coun-
tries. The new goals not only take account of the ef-
fect that climate change has on achieving the original
development goals, but explicitly list tackling climate
change as one of the goals.

As a reaction, the Gold Standard launched a compre-
hensive stakeholder consultation last year on how to
include the revised UN SDGs into its upcoming Gold
Standard 3.0. This third Gold Standard version will be
fundamentally re-designed and also seeks to quantify
co-benefits ranging from health and gender to water
and biodiversity protection, so that projects providing
more co-benefits can potentially access new financial
streams from green funds, impact investments, and
more, or sell verified co-benefits claims as a separate
asset in the world’s environmental commodity mar-
kets.

UPM'’s “Sichuan Rural Poor-Household Biogas Devel-
opment Programme” (CDM PoA 2898, GS 1239) is a
premier example of a high-grade carbon offset proj-
ect with enormous extra value. Under the umbrella
of this Programme of Activities (PoA), 400.000 low-in-
come farmer households in China’s Sichuan province
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have already been equipped with proven mini biogas
digesters and efficient smoke-free biogas cook stoves.

Beyond its strong positive impact on climate change
mitigation with an annual GHG emissions reduction of
almost 900,000 tCO,e, this PoA also substantially im-
proves the lives of more than 1.5 million members of
poor rural households in Sichuan and helps promoting
a sustainable future for the local communities.

According to an ongoing scientific study on the PoA’s
co-benefits by the Centre of Sustainable Environmen-
tal Sanitation (CSES) at the University of Science and
Technology Beijing to be published this autumn, the
Sichuan Household Biogas PoA contributes verifiably
and notably to the achievement of at least 14 out of
17 UN SDGs.

So, what does this all mean for the future role of vol-
untary carbon offsetting? The next chapter provides
some selected conclusions.

The Importance of Voluntary Carbon Offsetting in a
Post-Paris World

Despite some fresh dynamics in some sectors, today’s
international voluntary carbon market is still far too
small in comparison to the dimension of the global
climate change challenge. In addition, this market cur-
rently suffers from similar structural over-supply as it
is known from the EU ETS. Consequently, the average
price for a carbon offset unit is much too low to keep
sufficient existing projects alive or incentivize the re-
quired volume of investments in new projects to en-
courage scaling up this market and its climate protec-
tion impact notably.

However, in perspective as from 2020 onwards, vol-
untary carbon offsetting will become ever more im-
portant under the conditions of the Paris Agreement.
Ambitious voluntary climate action by the private or
public sector, that is in line with science-based targets,
goes beyond current regulatory requirements and in-
cludes voluntary carbon offsetting, can help closing
the emissions reduction gap still existing inspite of
Paris and put us back on track to achieving carbon
neutrality until the end of this century, at the latest.

Especially German companies with subsidiaries or
business activities in China, that are not subject to
legal GHG reduction obligations, can use ambitious
voluntary carbon offset programmes to improve their
competitive position and lead by example in their host
country, thus helping to spread the idea of voluntary
carbon offsetting also among Chinese businesses
without compliance duties.
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blogs.worldbank.org/eastasiapacific

Economy, Finance & Law &%, RS

Germany Trade & Invest EEEIINER SIS EE
gtai.de

Caijing 12/
english.caijing.com.cn

Caixin WA #
English.caixin.com.cn

Eco-Business 457555
eco-business.com

Environmental Finance I/ 1S £
environmental-finance.com
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Mr. Bernhard Felizeter / {@FIi% 54
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felizeter.bernhard@bj.china.ahk.de

Ms. Katja Dengler / B35 &2+

Trainee / SE34
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N, BRRRSMIES, EhESESYE
+86-10-6539-6670
dengler.katja@bj.china.ahk.de

team shanghai: / _-SBIRA :

Ms. Verena Simon / A &2t

Head of Department / B &l

Building, Energy & Environment, econet china
BN, BEREINER, EPESHESTE
+86-21-5081-2266-1698
simon.verena@sh.china.ahk.de

Ms. Wei Lu / BES 22t

Strategic Marketing Manager / (XBEFTIF42I8
| | Building, Energy & Environment, econet china
P 2N BEREMIESS, EPASHESTE

i +86-21-5081-2266-1690
lu.wei@sh.china.ahk.de

DEinternational Beijing

German Industry & Commerce Greater China | Beijing
Unit 0830 Landmark Tower Il | 8 Dongsanhuan North Road
Chaoyang District | 100004 Beijing | PR China
BEIBSSAPERK | IR
FEHCRMIEXR=FILEE 8 S
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4% 100004

Tel +86-10-6539-6633

Fax +86-10-6539-6689

E-Mail: info@bj.china.ahk.de

www.china.ahk.de

INTERNATIONAL

The German Chamber Network W

Ms. Qize Peng / &4#2i% Lt

Assistant Project Manager / BiIRIRE &1
Building, Energy & Environment, econet china
#IN. BRRRSTMIES, EhESES S
+86-10-6539-6651
peng.gize@bj.china.ahk.de

Ms. Xiao Leng / i$BE 7+

Manager / 218

Building, Energy & Environment, econet china
| BN, BERSIIER, BhESEHSTE

i +86-21-5081-2266-1817
leng.xiao@sh.china.ahk.de

DEinternational Shanghai

German Industry & Commerce Greater China | Shanghai
25/F China Fortune Tower | 1568 Century Avenue
Shanghai 200122 | PR China
BEIBSSAPERX | g
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4% 200122

Tel +86-21-6875-8536

Fax +86-21-6875-8573

E-Mail: info@sh.china.ahk.de

www.china.ahk.de



