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SECTOR OVERVIEW 
 

1. The proposed equity investment in the Sino-Green Climate Investment Fund is intended 
to promote resource conservation and environmental protection through investment in 
companies and projects related to climate change, including energy efficiency improvement, 
renewable energy development and utilization, resource recycling and conservation, and 
environmental protection. It also seeks to promote the development of the onshore private equity 
industry in the People’s Republic of China (PRC). 
 
A. Energy Sector Overview 

2. With its large population, fast urbanization, and rapidly growing economy (average gross 
domestic product [GDP] growth exceeding 10% since 1980), the PRC has become one of the 
largest energy consuming and greenhouse gas (GHG) emitting countries in the world. Despite a 
19% reduction from 2006 to 2010, the country’s energy intensity remains at a high level of 1.04 
tons of standard coal equivalent per CNY10,000 GDP, which is three times the average in 
countries of the Organisation for Economic Co-operation and Development (OECD). Accounting 
for two-thirds of primary energy supply and four-fifths of electricity generation, coal consumption 
in the PRC tripled over the past 10 years from about 1.0 billion tons in 2000 to 3.2 billion tons in 
2010. Massive coal extraction and combustion have resulted in enormous anthropogenic carbon 
dioxide (CO2) emissions, raising the PRC’s share in global fuel-induced CO2 emissions from 
10.5% (about 2.2 billion tons of CO2 emissions) in 1990 to 22% (about 6.5 billion tons of CO2 
emissions) in 2008.1 The CO2 intensities in 2008 were 0.41 kilograms per dollars of GDP (based 
on the market exchange rate, 2000 price) in OECD countries and 2.5 kilograms per dollars of 
GDP in the PRC, compared with the world average of 0.73 kilograms.2

  
   

3. Such carbon-intensive economic growth has had adverse environmental, social, health, 
and financial implications. The PRC is becoming more vulnerable to the dangers of desert 
expansion, glacier retreat, rising sea levels, and repeated heavy droughts and floods.3 Acid rain, 
caused mainly by coal burning, falls on one-third of the country’s territory and nearly half of its 
farmland, and 48% of cities fail to meet national air quality standards. A study by the World Bank 
estimated that the combined health and non-health cost of outdoor air and water pollution in the 
PRC has amounted to a financial burden of about $100 billion per year (about 5.8% of the PRC’s 
GDP).4

 

 Proactive efforts to lessen the carbon intensity, while helping to curtail environmental 
degradation, are vital to continued poverty reduction and inclusive economic growth in the PRC. 
A related, and mounting, concern is energy security. With fast future economic growth, massive 
industrialization, and rapid urbanization expected to significantly increase energy demand, and 
with already less than half of petroleum consumption in the PRC being met by domestic 
production in 2010, the PRC is particularly vulnerable to fluctuations in energy prices; as is the 
case with climate change, this situation often hurts the poor the most, as energy price spikes 
have far-reaching effects on livelihoods. 

4. Facing the double challenge of sustaining long-term socioeconomic growth while 

                                                
1 International Energy Agency. 2010. CO2 Emissions from Fuel Combustion. Paris. 
2  Key Emission Indicators (accessible from the list of linked documents in Appendix 2 of the report and 

recommendation of the President). 
3 The latest information released by the China Meteorological Administration shows that the average temperature of 

the earth’s surface in the PRC has risen by 1.1 degrees Celsius over the past century, from 1908 to 2007, and that 
the PRC experienced 21 warm winters from 1986 to 2007. 

4 The World Bank. 2007. Cost of Pollution in China: Economic Estimates of Physical Damages. 
http://siteresources.worldbank.org/INTEAPREGTOPENVIRONMENT/Resources/China_Cost_of_Pollution.pdf  
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protecting the environment, the Government of the PRC recognizes the need to improve its 
energy efficiency and redefine its energy mix toward a more environmentally friendly 
combination. To that end, the government is firmly committed to (i) reducing the GDP carbon 
intensity by 40%- 45% from the 2005 level; and (ii) expanding the renewable energy share in the 
total energy supply to 15%—both by 2020. These efforts would work to narrow the 
demand–supply gap, mitigate rising energy prices, and lessen the dependence on imported 
fossil fuels, which would consequently contribute to sustainable development and poverty 
alleviation by ensuring the poor’s access to cleaner and more affordable energy. Without these 
efforts, it will be nearly impossible to achieve the PRC’s goal of building a harmonized and 
environmentally friendly society and make tangible contributions toward combating climate 
change.  
 
5. The level of investment required to address climate change mitigation and environmental 
protection, through (among other means) the provision and dissemination of new low-carbon 
technologies, is enormous. Recent estimates indicate that the mitigation measures needed to 
stem the growth of GHG emissions in the PRC over the next 10 years require total investments 
of more than $1,000 billion, 25% of which would need to be in the form of equity. Increasing 
concern about energy security and growing public demand for reducing energy costs and 
addressing climate change has led to a convergence of social, political, economic, environmental, 
and entrepreneurial forces that is collectively driving the creation of vast opportunities for 
businesses to benefit as early movers in climate change and environmental technologies and to 
capitalize on the substantial policy support that exists in the PRC for the country to transition to 
low-carbon and climate-resilient growth. For the climate change sector to flourish, however, 
financing must be made available for related businesses and projects; this entails a need to 
mobilize private capital, as public resources will be insufficient to finance projects and 
businesses related to climate change on the required scale. Most local financial institutions are 
not equipped with suitable instruments, with respect to financial engineering as well as risk 
management, for investing in the climate change sector. Private sector enterprises are generally 
reluctant to invest in clean technology because they would have to bear full project costs and 
risks, while economic and environmental externalities will be shared by all. Furthermore, without 
the support of local financial institutions they have to rely solely on retained net income to 
implement technologies to reduce pollution emissions beyond government requirements. These 
market imperfections warrant timely and effective public interventions and call for more proactive 
efforts on the part of development institutions like the Asian Development Bank (ADB) to 
encourage private-sector participation and public–private partnership. 
 
6. Private equity is one form of financing that could play a vital role in meeting this need for 
investment. The fund proposed for investment will target the market of the PRC, whose 
environment is conducive to allowing the growth and success of clean energy private equity. The 
attractiveness of the investment environment for private equity funds in the PRC depends on 
several key factors. The first is the institutional environment for business development and 
private equity fund operations, which determines the ease with which businesses can operate 
and access essential goods and services, and the ease with which private equity fund operations 
can be carried out. The second is the market conditions in the sectors targeted by the fund, 
which include technology demand and market size and which, to a large degree, determine 
growth potential in key sectors. The third is the clean energy policy environment, which is 
important in creating both incentives to invest in clean energy and markets for clean energy 
products. Because the sector deals frequently with new technologies, clean energy will 
frequently have a higher risk profile and higher costs than incumbent technologies. Policy 
interventions are therefore essential in creating an environment within which clean energy can 
effectively compete, thereby enabling the wider adoption of these technologies. The government 
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is actively developing mechanisms to stimulate clean energy and sustainable technologies. 
 
7. The opportunity for clean energy industries in the PRC is substantial, supported by a 
long-term government policy commitment to the promotion of investment in the development and 
wider diffusion of clean energy. The 12th Five-Year Plan, 2011–2015 has adopted a target for 
the reduction of the energy intensity of GDP of 40%–45% from 2005 levels by 2020. Various 
legislative, investment incentive, and regulatory programs at the sectoral and local levels support 
these high-level plans. Mandatory energy efficiency standards have been introduced for a range 
of appliances such as air conditioners, refrigerators, computer displays, and washing machines. 
Building energy efficiency standards and incentives for the purchase and supply of green 
building materials have also been adopted. In the transport sector, more fuel-efficient vehicles 
enjoy preferential tax rates, and the purchase of electric and hybrid vehicles in some 
municipalities is subsidized. Renewable energy technologies enjoy a range of incentives, 
including substantial feed-in tariffs, mandatory connection and off-take regulations for utility 
companies, subsidies for the purchase of off-grid renewables technologies, tax relief on 
renewables investments, and interest-free loans for eligible projects. In addition, decreases in 
the level of subsidies for fossil fuels and increases in end-user energy prices should also support 
demand for energy-efficient products. Water sector policy initiatives have similarly mandated 
increases in resource use efficiency. Supporting legislative changes have strengthened pollution 
controls and adopted fees for wastewater discharge, as well as provided concessional loans for 
wastewater treatment projects.  
 
B. Private Equity Market Overview 

8. While restrictions on capital flows, sectoral restrictions on investment, and sometimes 
bureaucratic and unpredictable administrative procedures pose challenges for private equity 
fund operations, they are likely to be manageable. As early as January 2003, the government 
issued the Administration of Foreign-invested Venture Capital Investment Enterprises (FIVCE) 
Provisions, which opened the doors for foreign fund managers to set up a yuan 
(CNY)-denominated private equity fund. When a private equity fund is structured as a FIVCE 
with a “non-legal-person” form, it is granted pass-through tax status, thus avoiding the 25% PRC 
corporate tax rate.5

 

 The FIVCE regulation, together with other regulations governing foreign 
investments in the PRC, established the rules on the conditions and procedures of FIVCE 
formation, capital contribution, requirements for fund management company, foreign exchange 
settlement, investment, exit, and distribution. Many of the investment and exit restrictions initially 
faced by FIVCEs have been eased over time, as some early provisions governing foreign 
investments are no longer implemented in practice. However, the requirement that the capital of 
FIVCEs should be invested mainly in high and new technology enterprises is one remaining 
hurdle that prevents FIVCEs from becoming a more popular CNY fund structure. Many fund 
managers find it difficult to accept this requirement as it restricts them from investing in other 
profitable opportunities. Nevertheless, it is a proved and tested legal structure and many 
precedents from establishment, investment, divestment to distribution reduced legal and 
regulatory uncertainty. This is particularly attractive for certain sector-focus and/or thematic funds 
such as clean energy funds or climate change funds, as their mandate has already narrowed 
their investment target to high and new technology enterprises. 

                                                
5 Before 2008, the PRC national tax authorities always recognized the tax pass-through status of FIVCE. However, 

such status was not specified in the 2008 Law of the People’s Republic of China on Enterprise Income Tax, which 
results in uncertainties in FIVCE’s tax status. In practice, FIVCEs can still obtain confirmation from the tax 
authorities that no enterprise income tax is payable at the fund (FIVCE) level. 
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9. There have been further developments in the legal and regulatory environment for private 
equity investments in recent years. In June 2007, the Partnership Enterprise Law became 
effective; this allows private equity funds to be registered in the form of tax transparent limited 
liability partnership. The revised Enterprise Income Tax Law and the associated Regulations on 
Income Tax Issues of Partners of Partnerships became effective in January 2008, and clarified 
the tax issues. These laws and regulations opened the doors for domestic PRC fund managers 
and investors to set up tax-efficient onshore private equity funds.  
 
10. Onshore CNY funds featuring limited liability partnership structures only became 
available to foreign fund managers and investors in March 2010, when the Measures for the 
Administration on the Establishment of Partnership Business by Foreign Enterprises or 
Individuals in China came into force, which explicitly permits the establishment of partnerships in 
the PRC by foreign enterprises or individuals. In January 2011, the Registration of Partnership 
Enterprises with Foreign Investment Regulations adds further clarity regarding the establishment 
of CNY-denominated private equity funds in the form of Foreign Invested Limited Liability 
Partnership (PEFI). Because these laws are new, they are still subject to interpretation and there 
is ambiguity regarding investments, exit, and foreign exchange conversion by PEFIs. Over time, 
clarifications from relevant government departments and issuances of supplementary rules and 
regulations will gradually reduce the legal and regulatory uncertainty faced by PEFIs. For 
example, a notice published by the Ministry of Commerce on 3 March 2011 clarified that PEFIs 
will be treated as foreign investors under the PRC’s current foreign investment regime (even 
though they are organized in the PRC under PRC law). Consequently, when a (fully or partially) 
foreign capital funded CNY fund makes investments in portfolio companies in the PRC, it will be 
required to comply with the PRC’s foreign investment and foreign exchange approval 
procedures.  
  
11. Various local governments have also taken proactive steps in adopting local policies and 
incentive programs to attract more private equity funds to be established in their municipalities. 
For example, in October 2008, Chongqing municipal government issued an Opinion of 
Chongqing People’s Government on Encouragement of Development of Equity Investment 
Enterprises, which clarified the permitted legal forms of the private equity fund and fund 
management company, favorable tax treatment, and various incentives and subsidies. In 
January 2009, Beijing issued an Opinion on Encouragement of Development of Equity 
Investment Fund. It mainly focuses on the tax treatment and incentives available to equity 
investment funds established in Beijing, and it expressly provides that such incentives be equally 
applicable to both domestic and foreign-invested equity investment funds. In September 2009, 
the Tianjin municipal government promulgated Special Measures on Promoting Development of 
the Equity Investment Industry, attempting to streamline administrative procedures and provide 
fiscal incentives to bolster private equity market development.  
 
12. In January 2011, Shanghai’s regulatory authorities officially launched the 
foreign-invested private equity investment enterprise pilot program with the issuance of the 
Implementing Measures on the Pilot Program of Foreign Invested Private Equity Investment 
Enterprises. Under the PRC’s current foreign exchange and foreign investment regime, 
international sponsors are not permitted to convert their registered capital into CNY for purposes 
of making capital contributions when they establish a wholly-owned subsidiary or a joint venture 
with a PRC company to serve as the general partner and/or the management company of the 
future CNY fund. However, the Shanghai pilot program permits qualified foreign-invested private 
equity investment funds and fund management companies to convert their foreign currency 
capital into CNY as capital contributions to CNY funds. Since then, the Shanghai authorities have 
received a number of pilot enterprise applications. Carlyle, Blackstone, and DT Capital have 
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been approved as pilot enterprises, with Carlyle and Blackstone each obtaining a foreign 
exchange quota of $100 million. The Beijing government is expected to publish rules for similar 
pilot schemes in the near future. 
 
13. With the support of local and central governments over the past years, and increasing 
liberalization of markets, and especially rapid development of capital markets to facilitate clean 
energy private equity fund exits through initial public offerings and third-party sales, the private 
equity industry in the PRC will continue to evolve and grow. This is particularly true in the case of 
CNY funds, which fulfill the critical function of channeling domestic saving into productive 
investments, including those in climate change mitigation. Some of the portfolio companies with 
investments from climate change private equity funds may be able to generate carbon credits 
that can be traded in the international or domestic carbon markets, because their businesses can 
effectively abate greenhouse gas emissions. Such carbon credits will improve the financial 
performance of these portfolio companies and enhance the returns on the investments of the 
private equity funds.  
 
14. A very small number of domestic fund managers have the industry and sector knowledge, 
investment expertise, and a good understanding of the private equity industry. However, some 
foreign fund managers are bringing their knowledge and expertise into the CNY funds, since the 
restrictions on foreign-invested CNY funds have been gradually removed. With the rapid growth 
of the CNY funds, a new generation of domestic private equity fund managers is expected to 
emerge from different backgrounds to become the driving force of the PRC’s private equity 
industry. This will create an efficient and effective platform to mobilize financial resources to 
accelerate development of the clean energy and climate change industries in the PRC. 
 
 




