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Preface 

Climate change is our most serious environmental issue and scientists have already warned that 

the world has to cut greenhouse gas emissions by 40-70% by 2050 from 2010 levels.  As an 

international city, Hong Kong must accept its responsibility to reduce emissions. The Hong 

Kong government has set a carbon reduction target of 19-33% by 2020 from 2005 levels. 

However, the authorities’ most recent proposal for an electricity fuel mix (namely: 50% natural 

gas, 25% coal, 25% nuclear) will only cut carbon emissions by 19%, the target’s lowest limit. In 

other words, we will need to save energy and develop renewable energy sources in order to 

reduce emissions further.  

The government and the two power companies will soon review the Scheme of Control 

Agreements (SCAs) following a public consultation on The Future Development of the 

Electricity Market. Unfortunately, the authorities have only recommended minor revisions to this 

regulatory approach that has been in force for more than half a century, such as lowering the 

annual permitted rate of return for the two power companies. There has been no foresight shown 

in the direction of the reforms.  

The SCAs were designed in the 1960s to make sure there was sufficient electricity to support 

Hong Kong’s rapid economic development at the time. Until now the reliability of Hong Kong’s 

electricity supply has been world class. However, the power companies have passed the cost of 

that 99.99% reliability on to their customers; they themselves have not needed to take on any of 

the risk, clearly unfair to their customers. Additionally, the SCAs cannot respond to the 

challenges of climate change. The permitted rate of return as a percentage of fixed assets 

covertly encourages the power companies to invest in electricity generation facilities; it does not 



 

encourage them to save energy. The two power companies monopolize the grid, eliminate all 

competition, and obstruct the development of renewable energy.  

Greenpeace and eight other environmental groups published a joint declaration at the beginning 

of this May
1
, demanding the government and the two power companies: 

 

1. Revise the energy efficiency incentive & penalty scheme 

Increase the SCAs’ annual energy saving target to 1%, add an electricity peak demand energy 

saving target and impose stiff penalties.  

 

2. Open the grid to distributed generation  

Prioritize renewable energy installations that have a  capacity lower than 50kW and give them 

fair terms including technical, financial, legal and safety arrangements for grid connection. 

Gradually spin off the two power companies’ power grid and power generation assets so as to 

prepare for the separation of the plants and the grid and to allow more distributed renewable 

energy to come onto the market. 

 

Greenpeace has also proposed the setting up of an Energy Saving Fund for the purpose of the 

power companies reaching the 1% energy saving target, and supports formulating a feed-in tariff 

to simulate the growth of distributed renewable energy. 

 

Energy Efficiency Fund Plan 
2
  

The plan’s main elements are: 

                                                             
1For more details please see appendix . 
2 We would like to thank Dr. William Chung, Director of Energy and Environmental Policy Research Unit at 

The City University of Hong Kong, for offering his ideas. 

 



 

1. To establish a sustainable Energy Saving Fund  with the government to shoulder half of the 

funds, while the rest are made up by charging big commercial electricity users a surcharge 

per unit of electricity used. Fund applicants can reimburse 50% of the approved expenditures 

spent for energy efficiency projects.  

2. The power companies and the government will jointly manage the Fund and decide such 

details as eligibility of fund applicants, funding amount and the approval process. In addition, 

the power companies will be responsible for carrying out strict assessment of applications 

and monitoring how those approved energy efficiency projects are being implemented.  

3. If the government confirms the total energy saving of the approved projects meets the 1% 

energy saving target, the power company may take a reward from the Fund.  Otherwise, it 

will need to pay a penalty into the Fund. 

4. The two power companies’ reward and penalty is calculated by using the expected saving in 

fuel costs from meeting the 1% energy saving target; the reward will be 0.5% of fuel costs, 

while the penalty will be 1% of fuel costs. 

The purpose of this plan is two-fold: it is directed at the failure of the existing regulatory 

framework to motivate the power companies to save energy and also Hong Kong’s lack of funds 

to drive energy saving.  

As mentioned above, power companies tend to want to sell more electricity and expand power 

generation facilities to earn more profits. Although when the current SCAs were signed in 2008, 

they included annual energy saving targets, the targets for the two power companies add up to 

only 15 million kWh, which is less than one thousandth of all the electricity sold in Hong Kong 

in a year. Additionally, since no penalty is imposed for power companies’ non-compliance, it 

renders the targets as mere window dressing. Hong Kong Electric has never made any attempt to 

meet this target.  

Greenpeace demands the energy saving target to be raised to 1%, that means an energy saving of 

about 440million kWh, a massive improvement to energy saving performance. According to the 

Public Consultation on Mandatory Implementation of Building Energy Codes, we deduced that 

the average cost of saving 1 kWh in Hong Kong in a year is about $5.2, so to save 440 million 

kWh an investment of about HKD 2.3 billion will be needed, which means that the matching 

fund for one year needs to be HKD1.15 billion. Because the scale of energy saving is large, the 



 

power companies should manage the fund and use their expertise and knowledge to check on and 

ensure the quality of approved projects. The power companies can also encourage energy saving 

via its vast network of customers. It is hoped that under a clear incentive and penalty system, the 

two power companies will work hard to meet their targets to get the reward and avoid the penalty. 

People often misinterpret the energy saving goal, such as the one Greenpeace has called for. 

Since it refers to a reduction in total electricity sold by the two power companies from a year 

earlier, and the power companies cannot control what their customers do, then they believe that 

our proposal is not feasible. This proposal's energy saving target is not actually linked to 

electricity sales, but rather it follows the calculation of the expectations of the energy saving 

measure’s avoided electricity consumption; it is the same methodology used by the existing 

SCAs’ assessment of the two power companies’ energy saving performance.  

On the other hand, the government and big commercial electricity users contributing to the 

Energy Saving Fund will help Hong Kong  continue driving energy conservation. The Fund will 

be a major force in promoting the energy efficiency of existing buildings and addressing the lack 

of investment in Hong Kong. The government's HKD 450 million Buildings Energy Efficiency 

Funding Scheme ended three years ago. Under the SCAs, the two power companies together put 

in HKD100 million to set up the five-year energy saving fund. The amount was far less than the 

government's original funding scheme, and what is even more uncertain in the long run is 

whether there will be any more new funding. The government's Energy Saving Plan for Hong 

Kong’s Built Environment does not mention any concrete measures for promoting energy 

efficiency of existing buildings.  

Some may say that it is not fair to make big commercial electricity users pay for the energy 

saving of other customers. However, commercial customers use more than 60% of Hong Kong’s 

electricity and big commercial users also enjoy preferential tariff discounts from the two  power 

companies. They have a responsibility to society to encourage energy conservation. Imposing 

additional charges on big commercial electricity users will not have as big of an impact as might 

be imagined. Take CLP for example. Greenpeace estimates that if big commercial users are 

charged an additional 2.1 cents for each kWh they use, that will be enough to raise half of the  



 

Energy Saving Fund 
3
. The surcharge will also act as an incentive to businesses to save more 

energy.  

Greenpeace suggests that the government can flexibly design and adjust the use of the Fund 

according to changes in society and developments in energy saving technologies. Anything could 

be considered from extending the Buildings Energy Efficiency Funding Scheme, funding energy 

saving projects with longer payback periods, priority funding for commercial buildings under 

multiple ownership,  to supporting emerging energy saving technologies. 

The authorities can also consider opening the Fund to various types of users, including 

commercial users. It is unlikely to lead to unfair use of public funds to subsidize businesses. In 

fact, in the past the government has subsidized commercial operations to protect the environment, 

such as to improve air quality it set up ex-gratia payment scheme for phasing out pre-Euro IV 

commercial diesel vehicles and in order to reduce waste it set up a fund to finance the local 

recycling industry. 

In summary, this plan combines energy saving targets, incentives and funding to form a powerful 

force to drive energy saving and also to help the growth of the local energy saving industry. 

 

Bring in Feed-in Tariffs 

Greenpeace supports the use of feed-in tariffs to stimulate the development of distributed 

renewable energy.  

In other countries, feed-in tariffs are usually drawn up by the regulatory authorities and are based 

on the average cost of producing renewable energy and are allocated a reasonable payback 

period. Renewable energy investors are then able to collect an amount of money equivalent to 

                                                             
3 If CLP makes energy savings of 1% a year, that's equivalent to about 330 million kWh. Using data from the 
Public Consultation on Mandatory Implementation of Building Energy Codes we estimated that it costs Hong 
Kong about HKD$5.2 for every 1kWh saved a year, if 330 million kWh are saved then that would need an 
investment of HKD$1.72 billion.  With the 50% matching fund, this means that every year it will need to 

prepare HKD$860 million. Big commercial electricity users will pay half or HKD$430 million. According to 

CLP's 2014 electricity sales, it is estimated that the electricity bought by big commercial users is about 20 
billion kWh, which means that an average additional charge of 2.1 cents per kWh will be enough to raise half 

of the amount for the Energy Saving Fund. 



 

the feed-in tariff for every 1 kWh they deliver to the grid. The benefits of this policy include 

stimulating investment into renewable energy, pushing investors to compete to reduce the cost of 

producing energy so that they can earn bigger profits, which in turn means the regulatory 

authorities adjust the feed-in tariff, causing the cost of renewable energy to gradually decline.  

The biggest obstacles to the growth of distributed renewable energy in Hong Kong are the lack 

of policy support and the monopoly of the two power companies. Under the current SCAs, the 

two power companies enjoy an 11% guaranteed return on their renewable energy fixed assets. 

However, when other owners of renewable energy facilities deliver electricity to the grid, there is 

no guarantee at all of a profit. The Zero Carbon Building in Kowloon Bay gives its surplus 

renewable energy to CLP free of charge. On the other hand, owners of renewable energy 

facilities need to negotiate conditions for access to the grid with the power companies, and often 

these are to their disadvantage.  

Some people have commented that the feed-in tariff not only increases the electricity tariff, but 

that it is not fair for everyone to foot the bill for the power companies to purchase electricity 

from a small number of renewable energy facilities. They believe that net metering is a more 

desirable choice. Greenpeace does not agree.  

Firstly, there is already cross subsidization between various customers of the two power 

companies, such as, for example, the minority of people living in the Mid-Levels: other users 

share their higher electricity transmission and distribution costs. It is not convincing to solely use 

cross subsidization as an argument against feed-in tariffs. In net metering, owners of renewable 

energy facilities can deduct the amount of electricity they deliver to the grid from the amount of 

electricity they consume, which puts the renewable energy price on the same level as the general 

electricity price. However, renewable energy needs a higher fixed capital investment, if we base 

its price on the general price, it is a covert way of extending the payback period, this would 

weaken investment sentiment and would not help to promote the development of large-scale 

distributed renewable energy. In fact, society should share the responsibility for the use of clean 

energy. 

Lastly, it is often said that renewable energy is expensive, but this ignores the fact that as 

technology matures, the cost of renewable energy is constantly falling. It also overlooks the fact 



 

that solar, wind and other renewable energies do not have any fuel costs and that clean energy 

does not add to environmental costs.  

 

Conclusion 

When the government reviewed the SCAs with the two power companies in 2005, it came out 

with a series of proposals on reforming the electricity market in Hong Kong. At that time, there 

was a public consensus on enhancing grid connection between the two power companies, 

opening the grid to renewable energy, increasing incentives to save energy and so on. Ten years 

on, and the electricity market is almost exactly the same. Faced with the crisis of climate change, 

Hong Kong cannot afford to miss any more opportunities. The power market must move towards 

energy saving and renewable energy.  

  



 
 

 

 

 

 

 

Hong Kong needs a “fitter” electricity market 

 

Hong Kong's electricity market prides itself on its safety, reliability and affordability. However one final energy policy 

objective – environmental performance – is less than satisfactory. An overestimated electricity demand and the use of 

carbon-intensive fuels has resulted in a situation where electricity generation has become the largest contributor to local 

carbon emissions. 

 

The government has just kicked off a three-month public consultation on the future development of the electricity market. 

As of right now, we do not see any clear direction from the consultation paper on the two main concerns expressed by 

green groups: (i) encouraging power companies to save energy and (ii) connecting renewable energy to the grid. 

 

We believe that finding solutions to these two issues will impact significantly on Hong Kong’s ability to combat climate 

change. In order to make our electricity market more sustainable, the government and the power companies need to 

promote energy saving and fully utilize the potential of renewable energy in the post-2018 landscape. 

 

The current Scheme of Control Agreements (SCAs) claim to promote energy efficiency by providing the power 

companies with incentives. In reality, these incentives have minimal impact. Now, when the power companies achieve a 

certain energy saving target (CLP: 12 million kWh and HEC 3 million kWh) – equivalent to less than 0.1 per cent of the 

city’s electricity total consumption – they enjoy an additional rate of return. On the contrary, when they fail to achieve 

these targets the power companies are neither penalized nor punished. 

 

In addition, when investing in the electricity market, the returns for the two power companies are guaranteed by the SCAs; 

but investments made by the private sector in renewable energy are not protected by such agreements. Interested parties 

have to negotiate directly with the power companies for the terms of connecting their power with the grid – a complicated 

process which ultimately hinders the development of renewable energy. 

 

We request that the government adopt the following two measures when reviewing the Scheme of Control Agreements 

(SCAs): 

 

1. Improve the incentive/penalty scheme:  

 

More ambitious energy saving targets need to be adopted, namely: (i) increase the annual electricity consumption 

reduction target to one per cent; (ii) set a peak demand reduction target of a four per cent drop in five years, with the aim 

of controlling the expansion of the utilities’ investment in fixed assets. Instead of an incentive-only mechanism, we 

suggest that an incentive/penalty scheme be implemented: if the power companies achieve a target, they can enjoy an 

extra rate of return on newly-built units; and if they fail to meet a target, then a certain rate of return would be deducted. 

 

2. Open up the grid to distributed generation: 

 

The current capacity of the installed solar power system in Hong Kong, by both the public and private sectors, is 1,500 

kW. To promote investment in small-scale renewable power installations for distributed generation, the government and 

the power companies should liaise with interested third parties and set a fair agreement and a fair price for distributed 

generation and grid connection. Small-scale solar power installations (with a capacity lower than 50 kW) should be 

prioritized and given fair terms which include technical, financial, legal and safety arrangements. 

 

We hope that today’s unhealthy electricity market can become healthier and “fitter”, offering fair opportunities for Hong 

Kong’s citizens, corporations and power companies, while promoting energy saving and the development of renewable 

energy. 
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