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1.0

2.0

FORWARD

This document is the Final Report that submits to the United Nations Industrial
Development Organization (UNIDQ}, prepared by the contracter, Hongyuan Company
according to the requirements of contract of Support of the Sustainability of Hongyuan
Company (Contract No 03/166) between UNIDO and Hongyuan company, related to
the project "Energy Conservation and GHG Emissions Reduction in Chinese
TVEs-Phase II".

BACKGROUND

Since the inception of the project “Energy Conservation and Greenhouse Gas
Emissions Reduction in Chinese Township and Village Enterprises (TVEs) — Phase II”
in 2001, remarkable results have been achieved. The project innovatively created a
series of institutions, including the Revolving Capital Fund (RCF), Policy
Implementation Committee (PIC)/Local Policy Implementation Committee (LPIC),
Hongyuan Energy and Environmental Protection Co. Lid., which are playing a
significant role in assisting TVEs in these four sub-sectors to remove market, policy,
technological and financial barriers to energy sfficiency.

The project is on track to achieve direct project savings far beyond those projected in
the project’s design documents. The positive results and their impact have been duly
recognized in China and other countries.

Eight out of the nine pilot projects in the four sub-sectors have been completed, while
the other one is under implementation. Pilot technology and successful experiences
have been duplicating and promoting in 118 replication projects with an energy saving
of 809,000 tcefa, or a total CO2 emissions reduction of 2.018 million tonesfa, far
beyand the projected goals.

Beside the above mentioned activities conducted by PMO, independent replications
are emerging:

- More than 200 TVE representatives participated in technical training organized by
Xinjin Yongxing Shale Brick Company, a project pilot TVE

- People from more than 100 Chinese coking TVEs and over 10 foreign coking
experts from Bangladesh, Thailand, India, etc. visited Gaoping Xinggao Coking
Group

- People from over 50 cement companies visited the residue heat power plant at
Shenhe Cement

- The new type EE brick kiln adopted by Lucun Brick Plant was widely recognized by
more and more entrepreneurs in the same trade, and will be introduced by
Government of Bangladesh




3.0

Key project stakeholders, e.g. MOA, UNIDO and the China GEF Office place great
importance in broadly disseminating the best practice and experiences achieved in this
project.

Since the inception of the project *Energy Conservation and Greenhouse Gas
Emissions Reduction in Chinese Township and Village Enterprises (TVEs) — Phase II”
in 2001, remarkable resuits have been achieved. The project innovatively created a
series of institutions, including the Revolving Capital Fund (RCF), Policy
implementation Committee (PIC)/Local Policy Implementation Committee (LPIC},
Hongyuan Energy and Environmental Protection Co. Ltd.,

The Hongyuan Company was registered as a commercial entity in July 2003 based on
the concept of PTPMC (Production Technology and Product Marketing Consertium).
During the implementation of TVE project, Hongyuan was entrusted the respoensibility
of implementing a substantive portion of project, including preparing TORs for contracts,
managing the contracts and reporting to UNIDO. Furthermore, Hongyuan Company
was designed as a sustainable commercial entity after the completion of the project
through providing network and consulting services to TVEs. Hongyuan is playing a
significant role in assisting TVEs in these four sub-sectors to remove market, policy,
technological and financial barriers to energy efficiency.

“Support of the Sustainability of Hongyuan Company” is a capacity building contract
which was designed to help Hongyuan become a sustainable commercial company
engaged in businesses in line with the goals of the TVE project and to support the
implementation of the project as well.

in the past 4 years, Hongyuan implemented all project tasks and established its own
commercial capacity through the leaning by doing contract activities.

IMPLEMENTATION OF CONTRACT

3.1 HONGYUAN'S WEBSITE AND OPPORTUNITY PORTAL

Hongyuan's website www.jnjip.com and its internal cooperative work platform were
established since the beginning of 2005. In the past 3 years, it runs well for sharing
information internally and externally. Hongyuan's know-how and contact database were
extended continuously.

Early in 2004, the contractor purchased necessary equipments and development tools,
and developed its first generation of portal website and internal platform based on
Microsoft Share-point Service 1.0 technolegy. in the next 1 year practice, the contactor
found out Share-point Service 1.0 is net flexible for portal application. At late 2005, the
contractor upgraded the portal website based on Power Easy CM Technology which is
maore flexible and reliable.

After 1 year operation, now the contractor is upgrading the system again due to the
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3.2 BUSINESS PLAN REVISION

Till the end of 2006, Hongyuan has initialized its commercial capacity under the
guidance of PMO through leaning by doing support from UNIDO and built up its
tentative sustainable business strategies.

Hongyuan broad strategy is to establish itself as the commercial hub of activity to bring
energy efficiency, production process and business development improvements to the
identified TVE sectors by facilitating service flows between the key stakeholders (TVEs,
EE product & service providers, finance sector. and donors).

Hongyuan will focus on acduisition of CDM projects for the long term profit. Mean while
to generate cash flow, Hongyuan offer intermediary service and information service for
TVEs and energy efficiency equipment suppliers. Hongyuan will aggressively market its
services to the identified stakeholder groups, drawing fees - either simple fee for
service or via value-share arrangements - from the facilitation services it provides for
the various stakeholders.

Delivering this service portfolio relies upcon the creation of a team with excellent
managerial and technical capabilities. Key staff, including international expertise, will be
recruited. Appropriate staff will have a detailed understanding of the TVE sector and
awareness of social and economic development priorities - including specific regional
issues; detailed knowledge of relevant international energy efficiency initiatives and
their application for broader business development purposes within the identified TVE
sectors; strong capacity for evaluating customers' needs and identifying appropriate
responses {o these, together with financial evaluation capacity, excellent marketing
skills; well-developed understanding of the Chinese legal and reguiatory framework.

Based on above understanding of business strategy, Hongyuan revised the original
business including a detailed work ptan for 2007 and revised position description.

Revised business plan see annex 1.

3.3 PARTICIPATE IN NATIONAL AND INTERNATIONAL EXCHANGES

In the past years, the contractor developed series of propaganda materials like posters
and brochures and attend tens of national and international exchanges:

- Forum on characters and development trends of brick making at home and abroad,
Xianyang, Shaanxi Province, April 21, 2004,

- Forum on Technical Innovation of Brick Machinery and Circular Kilns” organized by
China Wall Materials Technology Infoermation Web in Xianyang, Shanxi, April 22.

- Forum on New Dry-Process of Vertical Kiln, Yangzhou, Jiangsu Province, April
28-27, 2004,




The 6th National Congress of Foundry Directors’ 2004, Shanghai, June 5-7 2004

The 2nd China International Coking Technology and Coke Market Congress,
Beijing, June 22-23, 2004

Training workshop on Energy Efficiency in Brick, Shenyang, June 27-30 2004

Forum on China Energy Conservation Voluntary Agreements Promotion, Beijing,
July 30 2004

2004 Norway-China conferénce, October10-12 2004.
China Industrial Energy Conservation Conference, Beijing, Nov. 26-28 2004

Forum on Investment System Reform and Energy Investment Structure, Beijing,
Nov. 26 2004

Training of Energy Performance Contracting, Kunming, Dec. 1-3 2004

China (Shanghai) Int'l Electricity Conservation Tech& Equipment Exhibition and
Technology Forum 2005, Energy Expo, 2005, Shanghai, March 23-25 2005

West-China International Water Conservancy Industry and Cement Technology &
Equipment Expo, Xi'an, Shaanxi, March 17 2005

New Type Wall Materials Exhibition, Beijing, August,26-28, 2005

Study tour in U.S.A. on EE technology and financiat promotion in metal casting and
cement sectors, August 14-28 2005

China International Coking Technology & Coke Market Congress, Beijing,
September14-15 2005

Cement CDM project seminar, Beijing, March 2006
DNV PDD 3.0 Training Courses, April 2006

IFAT China 2006, Shanghai, June 27-30 2006. Presented Hongyuan in IFAT China
2006 in June the first time as a professional CDM consultant company to public.

Asia Carbon Expo 2006, Qct. 2006, established business contact with buyer,
project developer and project owner, introduced Hongyuan to people at booths and
during the meeting, submitted PINs to EcoFYS, Natsource,JBIC, Finnder efc,
consulted DOE about problems encountered during DD developing

German Industry & Commerce CDM seminar Dec 2006, one of Hongyuan's
proposed project — Jinjiang Cement WHR and Power Generation Project was
honored Best Proposal Top 20, established business relationship with Fischtner in
2 potential COM proiects. Further cooperation is expected to continue.

GT2Z Biomass Training Course, April 2007

Through attending above mentioned exchange activities, Hongyuan's staff kept
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tracking the latest development, know-how not only in the fields of energy saving in 4
sub-sectors of TVE project but extended to COM and biomass concerned. By attending
those activities, Hongyuan staff also distributed lots of marketing materials. Hongyuan's
contact database is bigger and bigger.

3.4 MANAGE THE ENTRUSTMENT LOAN FACILITY

Entrustment Loan Facility (ELF) is one of the three integral compenents of the RCF
financing mechanism under the project. At the beginning of ELF operation, due to the
limited seed money, it is necessary to give priority to project pilot and replication TVEs
to maximize the achievement of the whole project. On the other hand, pilot and
replication TVEs are the best choices for activating RCF mechanism, because that is
an effective way to evade risk. Accordingly, progress of ELF is closely linked with
project implementation progress. By the end of Dec. 2003, contract No. 03/219 was
duly signed between the UNIDO and Hongyuan.

3.4.1 MOU ON THE ELF OPERATION

The Agriculture Bank of China (ABC), Ministry of Agriculture (MOA), and Hongyuan
signed the Memorandum of Understanding on the Operation of the TVE Entrustment
Loan Facility of the RCF at in April 26™ 2004, thanks to the PMO’s coordination and
guidance.

Some modifications were made in line with UNIDQ's contract and RCF subcontractor’s
design principles. The final version in English and a photocopy of the signed MOU in
Chinese.

3.4.2 ELF MANAGEMENT COMMITTEE

The Entrustment Loan Management Committee was set up in May 2004, which
consisted of the

- President, Ms. Yao Xiangjun

- Vice President, Ms. Wang Xinghua

- General Manager, Mr. Wang Hai

- Vice General Manager, Mr. Xiong Wei

- Manager of Entrustment Loan Facility, Dr. Hu Bo

- And external consulting specialists in the fields of finance, law, and the four
sub-sectors, to involve in Committee deliberations without voting rights.

In April 2005, due to the personnel changes of the Board, new president replace the
position of Ms. Yao Xiangjun as the leader of the Committee.
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3.4.3 PREPARATION FOR ELF OPERATIONS

After drafting, reviewing, and finalizing in a series of workshops by the committee in
June and July, relative documents are completed, they are:

- Code of Practice in Operation of the Entrustment Loan Business
- The Entrustment Loan Assessment and Management Criteria and Progress

Hongyuan has visited a number of various financial institutes and professionals
concerned, and compiled a series of forms and templates related to the Entrustment
Loan Business are generated, and they are:

- Template Evaluation Report of ELF Application
- Template Evaluation Report of ELF Mortgage
- Material Check List for ELF Application

- Application Approval Template

- Mortgage Template

- Material Check List for Application Evaluation

Hongyuan created a series of leaflet to advertise its service and the project replication.
Among them, there are two for RCF and ELF respectively.

With PMO's guidance and support, Hongyuan has discussed with ABC on transfer of
capital, and release, refreat, and interest of loan, management fee, and etc. Besides,
committee and parties concerned put more time than expected into coordination to
establish a feasible operation system. Key issues include: to bind the commercial loan
or not? And how? How to decrease ABC's handling cost to meet the interest rate
designed in MOU? Is it necessary to put on record at local agency of central bank
(People’s Bank of China)? ABC and Hongyuan have reached the final agreements on
all these questions.

On Nov. 15 2004, ABC HQs issued an official Note to its branches in Hubei, Jiangsu,
Zhejiang, Shanxi, Shaanxi, Guangdong, and Dalian, to implement the ELF in
accordance with the rules and reguiations.

On Nov. 22, a workshop was held between PMO, Hongyuan Co., ABC headquarters,

ABC branches, and the pilot TVEs to talk about details of the loans business. It is a
milestone that ABC and Hongyuan incept the ioan business.

3.4.4 APPROVAL ELF CASES

Till the report data, 2 Entrustment Loans of RCF have been issued to Dalian Jinmei
Cast Pipe Co. Ltd. and Zhejiang Shenhe Cement Co. Ltd. respectively.




D ey b B i S AT

A. Waste Heat Power Generation Project of Zhejiang Shenhe Cement Co. Ltd.

Zhejiang Shentie Cement Co. Ltd. is one of the pilots of TVE project in cement sector,
its waste heat power recovery project is the first try of waste heat power generation for
clinker production line with five-stage cyclone preheating system. Its entrustment loan
application was proved in Dec 2004 by Entrustment Loan Facility Management
Committee of Hongyuan Company, PIC and PMQ. The 200,000 US$ equivalent RMB
entrustment toan was released to Shenhe Company through ABC Tongxiang Branch
entrusted by Hongyuan Company in Dec of 2004,

In April of 2005, Shenhe Company succeeded in its waste heat power generation
project. In Dec 2006, Shenhe returned the loan on time. Shenhe closed successfully.

B. Energy Conservation Renovation Project of Dalian Jinmei Case Pipe Co. Ltd.

Dalian Jinmei Foundry is one of the foundry pilots of TVE project. Jinmei invesied 5.3
million RMB in its renovation project which covered:

- Renovate the patterning process to reduce the {over)weight of ductile iron pipe
fittings

- Renovate the melting process by replacing the sole cupolas with a duplex melting
system consisting of 2 cupola and a medium-frequency induction furnace.

- Recover used foundry sand.

- Construct a coke storage room.

Its entrustment loan application was proved in Apr 2005 by Entrustment Loan Facility
Management Committee of Hongyuan Company, PIC and PMO. 200,000 US$
equivalent RMB entrustment loan was released to Jinmei Company through ABC

Jinzhou Branch entrusted by Hongyuan Company in Apr of 2005.

Renovation of Jinmei Company is finished, but due to the delayed renovation schedule,
the return date of this 2-year loan is postponed to the end of 2007.

3.4.5 MONITORING ON THE APPROVED ELF CASES

After the disbursement of the entrustment loan to Shenhe Cement and Jinmei Foundry,
Hongyuan conduct its duties of management and monitoring on it according to the
contract. Till the report date, the 2 approved cases are running on the right way.

3.4.6 PIPELINE PROJECTS

Several pipeline projects are in the waiting lists for the final approval by the committee,
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including:

One project passed the evaluation process which is the 2nd Waste Heat Power
Generaion Project of Shenhe Cement.

Two Project is in evaluation process both are foundries.

Five brick making TVEs are application process from Xianyang of Shanxi province.

3.5 ORGANIZE THE TVE/SME FINANCE FORUM

In china more than 95% of enterprises are SMEs. Their economic and social
importance cannot be under-estimated. The problems of funding such SMEs, also
seems to cross international boundaries, because complete information about them is
not always available to providers of finance. In the jargon, information is incomplete

and often asymmetric.

SME/TVE Finance Forum is to provide an opportunity for TVE project related
management team, government, enterprises and experts to present their research both
to other academics and to the wider pelicy community.

3.5.1 KEY SPEAKERS

Ms. Cai Li

Vision Chief of TVE Bureau of MOA, Ms. Cai Li take charge of SME/TVE
Development in rural areas of China.

Ms. Wang Guiling

Vice Directar of the PMO of TVE project, Ms. Wang Guiling guided the
establishment and implementation of RCF — financial mechanism.

Dr. Hu Bo
Professor of Renmin University, Dr. Hu Bo was designer and lead expert of RCF.
Mr. Xu Hao

Division Chief of Agricuiture Bank of China, Mr. Xu Hao takes charge of SME/TVE
financing mechanism of ABC in rural areas. ABC is also the partner of RCF.

Mr. Ying Zhanyu

Professor of Central Unversity of Finance and Economics, Mr. Ying Zhanyu is one
of the main researcher in SME financing sector

Mr. Wang Hai

GM of Hongyuan Company, Mr. Wang Hai is one of the key person of RCF
committee who take charge of the daily management of RCF.




3.5.2 PROGRAM AND PAPERS

The forum program is as follow:

- 09:00 - 09:30 Opening Ceremony

- 09:30 - 10:30 SME/TVE Development and Financing Mechanisms, Ms. Caili, MOA
- 10:30 — 10:45 Tea Break

- 10:45—12:00 TVE Financing Practice, Ms. Wang Guiling, MOA

- 13:00 - 14:30 SME Financial Barriers and Solutions, Mr. Hu Bo, Renmin University
- 14:30 - 16:00 Chinese Credit Guarantees Policy and Law for SME, Xuhao, ABC

- 16:00 - 16:15 Tea Break

- 16:15 - 17:00 SME/TVE Financiaf Situation and Policy, Mr. Ying Zhanyu, CUFE

- 17,00 — 18:00 New Business Financing ABC, Wang Hai, Hongyuan

Papers and presentations see Annex 2.

3.6 MONITOR AND EVALUATE IMPLEMENTATION OF THE VA

3.6.1 VAFOR PILOT ENTERPRISES

VA was introduced into TVE project started from:

- Lufeng Cement Company, Huangshi, Hubei Province

- Yongxing shale Brick Making Company, Xinjin, Sichuan Province

- Moling Foundry Company, Jiangning District, Jiangsu Province

- Jinmet Foundry Company, Jinzhou District, Dalian City

- Liucun Hollow Brick Making Plant, Bagiao District, Xian, Shanxi Province
- Shenhe Cement Company, Zhejiang Province

- Gangyuan Coke Company, Shanxi Province

- Xinggao Coke Company, Shanxi Province

Under the guidance of PMO and PIC, contractor of VA helped local governments and
pilot enterprises:

- Evaluated the energy saving potentials according to their energy production flow.

- Developed local incentives, such as financial subsidy, interest subsidy, accelerate
depreciation, classify energy saving related expenses (energy audit, energy saving
training) inta cost,

- Developed and committed the Vas which defined the energy saving baseline,
objective, time frame and renovation program as well as incentives of local
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governments. After the commitment, pilot enterprises then started their renovation,
improved their energy standard and management rules as well as energy efficiency
awareness of employees.

Developed and implemented the evaluation system. Monitoring and evaluation
system was established based on VA and self-investigation reports of enterprises
which covered production, energy consumption, action records of their energy
saving progress and next year plan.

3.6.2 MONITORING AND EVALUATION OF VA

VA evaluaticn meeting was held in Nov 9 2005 organized by PMO which started the
evaluation procress. In Jan 2006, relevant enterprises and LPICs delivered their
self-investigation report on VA to expert team. The expert team analyzed those report
and summarized that except Gangyuan Coke Company, all other pilot enterprises can
reach their energy saving targets defined in VA. The investigation also supported the
realization of incentives. Successful experiences were summarized as follows;

LPIC should play a important rule between local government and enterprises — a
deep involvemnent in defining target, VA designing and monitoring.

Set up the scenario for energy saving as precise as possible based on detailed
data collection and analysis. Professional energy saving expert should be involved
into project as early as possible.

Involve as early as possible potential stakeholders as well as technical know-how.

3.6.3 VA REPLICATION IN A WIDER RANGE

Experiences of VA design and implementation within pilot LPICs were collected and
summarized by LPIC | contractors and introduced widely during the contract LPIC 1.
The following LPICs were involved:

Shuangliu LPIC, Chengdu, Sichuan Province
Liaoning LPIC, Liaoning Province
Xianyang LPIC, Shaanxi Province

Kian LPIC, Shaanxi Province
Guangdong LPIC, Guangdong Province
Zhejiang LPIC, Zhejiang Province
Nanjing LPIC, Jiangsu Province
Jinzhong LPIC, Shanxi Province

Linfen LPIC, Shanxi Province

Jinnan LPIC, Tianjin City

Jinzhou LPIC, Dalian, Liacning




3.7 IDENTIFY 100 TVES FOR REPLICATION THROUGH TRAINING ACTS.

4.0

Hongyuan accomplished 15 training activities, 761 trainees from 6§18 TVEs paricipated
in those activities, 394 questionnaires collected; 118 TVEs were identified in 11
potential post-pilot areas for project replication. Training materials for brick making,
foundry, and cement industry have been compiled, printed and distributed to the
trainees.

COMMERCIAL PRACTICE 2007

Before year 2006, Hongyuan has accumulated rich experiences by assisting PMO to
implement the TVE project through learning by doing approach; however, a clear
understanding of commercial operation had not been established because the main
assumption for commercialization described in the criginal business plan was never
realized.

In 2005, a big personnel turnover happed in the board of directors. In the early
beginning of 2006, the new board decided to start the commercial practice and revise
the original business based on experiences and available resources of TVE project. in
the following 12 months after that, Hongyuan Company does make efforts to develop
business capacity itself mainly in CDM and Foundry consulting services.

4.1 CDM CONSULTING SERVICES

4.1.1 CAPACITY BUILDING.

Developing in-house CDM response capabilities by training, support, and establishing
CIM-contact and request for 2 positions as CDM-analyst, and prepare working place for
permanent employed CDM technical adviser.

- Recruited a project manager in June.

- Trained by CIM internal and external experts during her probation.

- 2interns special for CDM team are employed in July and August.

- Attended cement CDM project seminar hosted by China Cement Association.

- Whole CDM team attended PDD 3.0 template training courses organized by DNV.

4.1.2 NETWORKING

Maintaining contacts to EU energy efficiency, CDM and renewable energy program,
as follow up to the Mianyang pilot project.

Established long-term relationship with UPM, a CER buyer from Germany in May.
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Signed 2 ERPAs with UPM on Shenhe and Xinggao CDM projects.

Cooperation started (MOU, subcontracts etc.) to integrate potential CDM
competitors as partners: Centre for Environmental Sustainable Technology
Transfer under the administrative centre for China's Agenda 21 (CESTT), which is
funded by Ministry of Science and Technology (MOST) and is attracting funds to
look at technology transfer and CDM for small and medium size enterprises like
TVEs.

Co-finance location assistance with COM bundling started for Sichuan Rural
Energy Office (MOU signed) and related meetings with KIW-Beijing (May to July
2006)

Frequently contact with people in NDRC, carbon fund, and DOE for information and
potential CDM opporiunities.

4.1.3 PROJECT SCREENING

Pre-project implementation assessment for different companies established
{Methanol, farm biogas, biomass pellets, biodiesel etc.) to determine CDM potential
that will yield income for the client.

Visit partners and potential CDM project in Zhejiang, Shanxi, Sichuan, Shanghai
and Harhin

Provided consulting services to international CDM developers like RWE for project
screening.

4.1.4 PROJECT DEVELOPMENT

Shenhe Cement. Draft final PDD was finished in the end of Oct. DOE desk
validation has been finished and on-site validation expects to launch early next Jan.
NNA application is expected to start in Jan 2007.

Xinggao Coke, in drafting PDD,

Gangyuan Coke, in contracting.

4.1.5 EXCHANGES

Presented Hongyuan in IFAT China 2006 in June the first time as a professional
CDM consultant company to public. About 10,000 trade visitors from 66 countries.
285 exhibitors from 26 countries presented their products and services in the
Shanghai New International Expo Centre. IFAT CHINA featured five new joint
participations from Great Britain, Japan, Korea, Switzerland and the USA. German
and ltalian companies were again represented in national pavilions as already at
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the first edition of the event. Also a large number of countries attended for the first
time the fair as exhibitors. These were: Australia, Canada, Denmark, Hong Kong,
India, Korea, Liechtenstein, Malaysia, Switzerland and Taiwan.

- Presented Hongyuan in Asia Carbon Expo 2006 in Oct. Met people, established
business contact with buyer, project developer and project owner, introduced
Hongyuan to people at booths and during the meeting, submitted PINs to EcoFYS,
Natsource,JBIC, Finnder etc, consulted DOE about problems encountered during
DD developing

- Presented Hongyuan in CDM seminar hosted by Delegation of German Industry &
Commerce in Dec, one of Hongyuan's proposed project ~ Jinjiang Cement WHR
and Power Generation Project was honored Best Proposal Top 20, established
business relationship with Fischtner in 2 potential CDM projects. Further
cooperation is expected to continue.

4.2 FOUNDRY CONSULTING SERVICES

Hongyuan successfully employed Mr. Staf Henderieckx, the international foundry
expert and supplied on-site service for the relevant staff from Jiannan TVE in Tianjin for
2 days and the staff from DHIS in Dalian for 8 days with total revenue of 120 thousand
yuan.

We published the mental casting materials on professional magazines in order to
enhance the reputation of Hongyaun.

After above successful cooperation with Mr. Staf Henderieckx, we signed the
agreement for long term cooperation with Mr. Staf Henderieckx in the future.

We actively participated in the Energy Conservation and GHG Emission Reduction
meeting held in Nanjing, visited Nanjing Moling Foundry and proposed the
technological improvement report on energy saving for Moling.

CONCLUSION

By end of 2006, the contractor accomplished all 7 project tasks. The implementation of
the contract made a great contribution to the TVE project. Under the financial support of
TVE project, Hongyuan Company has successfully established sustainable cupacity
and started its commercial practice since 2007 through “learning by doing".
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Business Pian of Hongyuan Energy and Environmental Protection Technology CO. Lid.

01 Introduction

This Business Plan is a revision of the initial business plan of Production Technology and
Product Marketing Consortium (PTPMC) which was drafted by Energy Research Institute of
Academy of Macroeconomic Research, SDPC.

This document is intended to serve as an internal document to assist Hongyuan Energy and
Environmental Protection Technology Co, Ltd (Hongyuan) — former PTPMC decision
making in the next 5 years from 2007, to indicate a range of services that can offer its clients,
and to highlight possible revenue models for these services.

02 Summary

In the past 2 decades, Chinese economy has achieved rapid increase. In the Eleventh
Five-Year Plan, the expected GDP increase is 7.5% annually. Along with the rapid economic
development, China is facing energy pressure and environmental pressure more and more.
Chinese primary energy consumption reached 2.22 billion in 2005. The projection of this
figure will reach 5 billion till 2020. China will face incredible environmental pressure at that
time,

Resource conservation has been the basic state policy in national energy strategy since 2000.
A series of positive policy enforced like middle and long term plan for energy conservation
and the decision for enhancing energy conservation. An energy control indicator — 20%
decrease of GDP energy consumption is defined in the Eleventh Five-Year Plan,

Foundation support from the project implementing agency, UNIDO, as well as from the
Center for Energy and Environmental Protection (CEEP) and the Science and Technology
Development Centre (§TDC), aims to establish Hongyuan as a mechanism for enabling
energy efficiency projects within the four TVE sub-sectors. The project seeks to make the
Hongyuan self sustaining beyond the project. Hongyuan will obtain its income by charging a
fee to the service contracts it issues.

Till the end of 2006, Hongyuan has initialized its commercial capacity under the guidance of
PMO through leaning by doing support from UNIDO and built up its tentative sustainable
business strategies. The successful operation of Entrustment Loan Facility (ELF) together
with another 2 RCF components demonstrates the performance of removing of financing
barriers in project areas.

This business plan presents a financial model and implementation strategy aimed at
maintaining Hongyuan as the commercial hub of TVE Energy Efficiency product and service
flows beyond the foundation support period, based on services that it can provide to a range
of customers, notably the target sector TVEs, energy related service providers and product
manufacturers from China and internationally, business service providers, the finance sector,
Government of China and its ministries and international development agencies.

In the next 5 years, Hongyuan will focus on acquisition of CDM projects for the long term
profit. Meanwhile, based on the first-move advantage of TVE project, Hongyuan will act as a
developer of EE projects mainly focus on acquisition and integration of various suppliers.
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Hongyuan will setup 2 service groups:

- Consuiting Services (CS), mainly focus on the services provided to TVEs in the
fields of CDM development, foundry energy improvement and financial service
(project evaluation and entrustment loan management). Team members including
technical expert of CDM, foundry and finance as well as the project management
experts.

- Web Services (WS), provide information service, intermediary service mainly
through website. Intermediary Services also take charge of project acquisition based
on their information advantage. Client Manager, IT engineer and web editor is
required as well as the help from business adviser,

Delivering this service portfolio relies upon strong marketing to the potential clients and the
creation of a team with excellent managerial and technical capabilities. The existing
Hongyuan staff brings essential understanding of and links to the TVE Sector from previous
the TVE project experience. Additional key staff, possibly including CDM expertise, must be
recruited after the DNA approval of Hongyuan’s 1% CDM project.

Within the broader 'UNDP/GEF Project, 8 pilot energy efficiency projects have been
implemented to demonstrate the potential for energy savings, emissions reductions and related
process and competitiveness improvements. Hongyuan also captured additional support from
UNIDO through learning by doing activities during the TVE project period. More important
thing is that Hongyuan is providing CDM consulting services for 2 pilots — Shenhe Cement
and Xinggao Coke. These will be leveraged by Hongyuan as marketing tools.

The financial model base case suggests that Hongyuan can potentially realize the objective of
sustainability within 5 years. To achieve this:

e Attract at least 80 partners in 2007. Website clients needs to grow at 30 % per annum. The
opportunity portal and online shop services which brokers projects between TVEs and
equipment / service providers.

¢ Enters 5 revenue share agreements with the potential CDM project owners.

¢ Provide financing services to 10 TVEs and help them to access RCF. Enlarge the capital
size of Entrustment Loan Facility up to 2 million USS$ by attracting new donors.

03 Background
03.01  Establishment of Hongyuan

Beijing Hongyuan Energy and Environmental Protection Company Ltd (Hongyuan Co) - the
former Production Technology and Product Marketing Consortium (PTPMC) of project
Energy Conservation and Greenhouse Gas (GHG) Emissions Reduction in Chinese TVEs
(TVE project), was registered as a commercial entity in July 2003 by two operating arms of

MOA — Center for Energy and Environmental Protection (CEEP) and the Science and

Technotogy Development Centre (STDC). Hongyuan’s governance structure, staff and initial

* registration fund (¥ 100,000 RMB) come primarily from its founders.
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The TVE project aims to reduce GHG emissions in China from brick making, cement, metal
casting and coking TVE sectors by increasing the utilization of energy efficient technologies
and products. The TVE project intents to removes key market, policy, technological, and
financial barriers to the production, marketing and utilization of energy efficient technologies
and products in those industries.

As one of the mechanism outcome of the TVE project, Hongyuan was designed and
established as a catalyst for building technical capacity for TVEs on energy efficiency
improvements and GHG emission reductions. Sustainable development of Hongyuan is one
of the objectives of the TVE project.

03.02 Learning by Doing

Supported by TVE project implementing agencies as well as from the Project Management
Office (PMO) and sharcholders, Hongyuan has built up its commercial capacity through
learning by doing activities including:

- Organized 16 technical training and exchange activities for TVEs in above mentioned
4 sectors on energy conservation and GHG emission reductions. All replication TVEs
were attracted and identified through those training activities. Then, Hongyuan got
the requirement of TVEs and established a long list for project development in the
future.

- Manage the Entrustment Loan Facility (ELF). Till the end of 2006, the full repayment
of the 1st entrustment loan case proved the successful practice of ELF. Hongyuan
established a professional team to handle the entrustment loan business since the
beginning of entrustment loan facility as well as a series of standardized procedures
and document. The ELF played an important role in supporting the financing of the
pilot projects, in particular by achieving a high leverage impact in mobilizing other
funds from other sources to finance the EE projects of the pilot TVEs. Then,
Hongyuan accumulated the experiences for operating such kind of financing tool and
make it more and more strong.

- Assist PMO to design and manage subcontracts (SCs); monitor the implementation of
those 43 SCs; coordinate stakeholders at each level and monitor the implementation
of VA among 30 TVEs and their local governments. Then, Hongyuan established a
wide network in the 4 sectors.

- Established and maintenance the website www.jnjp.com which is the portal of the
TVE project and Hongyuan Company. In August of 2006, the website was upgraded
to current version. Then, Hongyuan created a window and a marketing tool on the
internet to promote its services.

03.03 Commercial Practice

Before year 2006, Hongyuan had accumulated rich experiences by assisting PMO to
implement the TVE project through learning by doing approach. In the early beginning of
2006, the Annual Meeting of the new Board decided to start the commercial exploration based
on the first-move advantage of the TVE project. In the following 12 months, Hongyuan
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launched its commercial exploration and capacity building mainly focus on foundry and
CDM consulting services. A series of marketing materials were developed. See annex 1.

Foundry Consulting Service

Hongyuan employed Mr. Staf Henderieckx, one of the best foundry expert in the world, and
provide onsite consulting services to Tianjin local governments and DHIS. We published the
mental casting materials on professional magazines in order to enhance the reputation of

Hongyaun.

Besed on the experience of foundry consulting service and the network in foundry sector,
Hongyuan acquired the opportunity to organize the On-site Demonstration of Project Best
Practices and Forum on Sustainable Development of Foundry TVEs in China funded
by the TVE project, Nov 15-17, 2006.

CDM Consulting Services

In the past 12 months, Hongyuan has established CDM consulting capacity by training,
networking, project screening and development:

- Recruited a project manager Ms. Liting in June and trained by CDM experts Mr.
Heinz-Peter Mang and Mr. Markus.

- Provide 2 assistance positions for interns special for CDM. Based on the experienced
learned at Hongyuan, two interns are occupied by the CDM Center of NDRC now.

- Apply for 2 positions as CDM-analyst from CIM — Mr. Markus Schwegler and Mr.
Martin Dilger. See annex 6,

- Attended cement CDM project training seminar hosted by China Cement Association.
- Whole CDM team attended PDD 3.0 template training courses organized by DNV.

- Maintaining contacts to EU energy efficiency, CDM and renewable energy program,
as follow up to the Mianyang landfifl pilot project.

- Established long-term relationship with UPM, a CER buyer from Germany in May.
Signed 2 ERPAs with UPM on Shenhe and Xinggao CDM projects.

- Cooperation started (MOU, subcontracts etc.) to integrate potential CDM competitors
as partners: Centre for Environmental Sustainable Technology Transfer under the
administrative centre for China’s Agenda 21 (CESTT), which is funded by Ministry
of Science and Technology (MOST) and is attracting funds to look at technology
transfer and CDM for small and mediun size enterprises like TVEs.

- Co-finance location assistance with CDM bundling started for Sichuan Rural Energy
Office (MOU signed) and related meetings with KfW-Beijing (May to July 2006)

- Freduént[y contact with people in NDRC, carbon fund, and DOE for information and
potential CDM opportunities.

- Visit partners and potential CDM project in Zhejiang, Shanxi, Sichuan, Shanghai and

]
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Heilongjiang Provinces in the fields of heat recovery, methanol, CMM, landfill, farm
biogas, biomass pellets, biodiesel etc

- Provided consulting services to international CDM developers like RWE for project
screening.

- Shenhe Cement CDM Project. Draft final PDD was finished in the end of Oct. DOE
desk validation has been finished.

- Xinggao Coking CDM Project. In drafting PDD.

- Presented Hongyuan in IFAT China 2006 in June the first time as a professional CDM
consulting company to public. About 10,000 trade visitors from 66 countries. 285
exhibitors from 26 countries presented their products and services in the Shanghai
New International Expo Centre. IFAT CHINA featured five new joint participations
from Great Britain, Japan, Korea, Switzerland and the USA. German and Italian
companies were again represented in national pavilions as already at the first edition
of the event. Also a large number of countries attended for the first time the fair as
exhibitors. These were: Australia, Canada, Denmark, Hong Kong, India, Korea,
Liechtenstein, Malaysia, Switzerland and Taiwan.

- Presented Hongyuan in Asia Carbon Expo 2006 in Oct. Met people, established
business contact with buyer, project developer and project owner, introduced
Hongyuan to people at booths and during the meeting, submitted PINs to EcoFYS,
Natsource,JBIC, Finnder etc, consulted DOE about problems encountered during
PDD developing

- Presented Hongyuan in CDM seminar hosted by Delegation of German Industry &
Commerce in Dec, one of Hongyuan'’s proposed project — Jinjiang Cement WHR and
Power Generation Project was honoured Best Proposal Top 20 (Annex 2), established
business relationship with Fischtner in 2 potential CDM projects. Further cooperation
is expected to continue.

04 Strategy and Objectives
04.01 Development Strategy

Through business exploration in 2006, Hongyuan initiaily initialized its business strategy. In

the next 5 years, Hongyuan will focus on acquisition of CDM projects for the long term profit.

Meanwhile, based on the first-move advantage of TVE project, Hongyuan will act as a
developer of EE projects mainly focus on acquisition and integration of various suppliers.

Note. CDM is not an instrument to generate cash up front (i.e. loan or subsidy) but an
insirument to develop environmental profects with high financial return for several years
by generating certificates which can be sold in the international stock market like shares.

Hongyuan’s strategy is to establish itself as the commercial hub of activities to generate profit
by improving energy efficiency and generating CDM certificates by facilitating service flows
between the key.
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Hongyuan will aggressively market its services to the identified stakeholder groups, drawing
fees - either simple fee for service or via value-share arrangements - from the facilitation
services it provides for the various stakeholders.

EFL will be optimized and strengthened to fit for the requirement as an essential financial tool
to maximize the benefit of clients as well as Hongyuan itself.

Delivering this service portfolio relies upon the creation of a team with excellent managerial
and technical capabilities. Key staff, possibly including international expertise, will be
recruited. Appropriate staff will have a deep understanding social and economic development
priorities - including specific regional issues; detailed knowledge of relevant international
energy efficiency and CDM initiatives and their application for broader business development
purposes; strong capacity for evaluating customers’ needs and identifying appropriate
responses to these, together with financial evaluation capacity; excellent marketing skills;
well-developed understanding of the Chinese legal and regulatory framework.

04.02  Objectives
Short-term (2007-2008)

- Core staff of 12-15 employees

- Operating profit margin of over 20% on revenues of over RMB I m per annum
- Over 80 partners

- Core staff expanded to 15 with additional senior recruits

- Expanded project scope into at least one new technology field and to one new
market/customer group

- Secured 2 CDM projects

-~ Enlarge the capital size of ELF up to 2 million US$
Mid-term (2009 to 2012)

- Continued business development

- Potential Overseas expansion

- Secured recognition for efforts in the next ten years

- Within four years, revenue to have topped RMB 2m per annum, operating profits of
over I, staff employed 1o be over 20
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05 Market Profile

05.01  Energy Efficiency Improvement

Fast and quality growth of the Chinese economy, as well as its contribution to the global economy,
is in large part attributed to the openness of the Chinese market, which is driven by globalization. -
China is also the second largest energy producer & consumer in the world, per capita energy
user is lower than that of the world average. China's energy consumption efficiency is only one
fourth of Japan, and about 50 per cent of the US. Industrial energy consumption remains high
and structural readjustment has a-long way to go. China's double-digit growth will not threaten
global energy supply if the country improves energy efficiency and adopts new technology.

In 2000, the average energy consumption of per unit main products in electricity, steel and
iron, non-ferrous metal, petrochemical industry, building materials industry, chemical industry,
light industry and textile is 40% higher than international advanced level. For examples, the
comprehensive of energy consumption in copper metallurgy, cement and paper as well as the
paper board reaches 65%, 45.3% and 120% higher respectively than that of the international
level. The main reason is extensive economic growth mode, unreasonable economic structure,
obsolete educational techniques and equipments, and the low level of management.

Chinese energy consumption per million US$ production is 1274, 2.4 times of the world
average level in 2000. The energy efficiency of Chinese main energy density industries are
40% lower than international advantage level. China has 300 million energy conservation
potential in today, and up to 1.4 billion till 2020 with 3% energy conservation rate annually.

The story of Chinese economic growth is well known. Between 1980 and 2000, China’s GDP
quadrupled, pulling roughly 50 million people out of poverty. It is less well-known that
energy consumption only doubled during this period.

In the Eleventh Five-Year Plan, the expected GDP increase is 7.5% annually. Along with the
rapid economic development, China is facing energy pressure and environmental pressure
more and more. Chinese primary energy consumption reached 2.22 billion in 2005. The
projection of this figure will reach 5 billion il 2020. China will face incredible
environmental pressure at that time,

Over the next twenty years, China hopes to repeat this remarkable achievement. Considering
rising energy use, particularly over the last three years, this will be a challenge. Meeting this
ambitious goal will require strong implementation of a comprehensive national energy
strategy which contains aggressive policies aimed at improving energy efficiency in the
coming decades.

Resource conservation has been the basic state policy in national energy strategy since 2000.
A series of positive policy enforced like middle and long term plan for energy conservation
and the decision for enhancing energy conservation. An energy control indicator — 20%
decrease of GDP energy consumption is defined in the Eleventh Five-Year Plan.

Macro energy conservation index:

- Inthe year of 2010, each ten thousand yuan of GDP (hereafter, we use1990 as the
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Business Plan of Hongyuan Energy and Environmental Protection Technology CO. Ltd.

base figure), the energy consumption should decrease from 2.68 tce in 2002 to 2.25
tce , the annual energy conservation rate should reach 2.2% during 2003-2010, and
the energy conservation amount is 400 million tce.

- 1n 2020, the energy conservation of each ten thousand yuan of GDP should decline to
1.54 tce; the annual energy conservation rate should reach 3% during 2003-2020, and
have the energy conservation of 1.4 biltion tce.

The index for energy consumptien per unit of major products:

- In 2010, we shall reach o;' be close to the international advanced level in1990s,
further the middle and large sized enterprises should reach the international advanced
level in early of this century.

- In 2020, the enterprises should reach or be close to the international advanced level.

Foundry Sector

China has been the top one mental castings provider in the world in the past 6 years. Chinese
foundry production in 2005 is 24 million tons, stands for 28% of the world total production,
and this figure is estimated 10 reach 30 million till 2010. Even so, in order to be a leading
foundry country, China still need to make efforts to remove the following barriers:

- lower technology

- lower product quality

- heavy pollution

- higher energy consumption

- short of qualified technicians

However, we consume 0.8 -1 tce for | ton castings production, while the advanced
international level is only 0.5 tce. China has a big room for energy conservation and the EE
value for this stands for at least 25 million yuan per year. Big amount of low efficiency
foundries consist the big market for EE improvement.

Chinese economic reform generated a big amount of TVE foundries, but most of them are
quietly small. Average energy consumption of Chinese foundries is more than twice as much
as industrialized countries because more than 85% of metal was melted by low efficiency
equipments. For instance, most of domestic cupalas are working with the proportion of coke
and iron of }:5 to 1:6, few devices can work higher up to 1:8 to 1:10 stably. The main reason
is 80% of meiting devices are quietly small - 1t/h to 2t/h and less than 5% of cupola equipped
wit heat recovery and exhaust purification systems,

According to the Eleventh Five-Year National Development Plan, China will transform from
a county with large quantity of castings to a leading foundry nation. The national
development strategy in foundry sub-sector is as follow:

- Transform the development concept from to new development concept
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- Make innovation of development patiern
- Improve the development quality
- Insist on economical development and clean development

- Improve the capability of independent innovation and core comparativeness of

foundries China

- Master key technologies and improve the transforming capability from theory to
practice

- Wash out the old fashion techniques and close enterprises which destroying resources,
polluting environment and not possessing safe conditions of production.

Therefore, most of the Chinese foundries (26,000 in 2003), especial TVEs have to make a
choice between improve quality as well as energy efficiency or quit the business. The
globalization of the world economy provides domestic foundries the opportunity to enter the
international market, but higher quality and better management is required. Thus, current
situation of lower efficiency indicates an attractive market niche of foundry consulting
services appeared. '

05.02  Clean Development Mechanism (CDM)

Since Jan. 1 of 2005, EU set up a so-called Emissions Trading Scheme (ETS) which .enables
member countries of EU to trade their emissions through the European Union Allowance
(EUAs). Following the scheme, starting from 2005, those companies who have been
exceeding individual CO2 emission targets will be fined 40 euro/ton, and from 2008, 100
euro/ton. In addition, EU’s linking directive entered into force, which allow CERs to be used
for meeting emission reduction commitment, e.g., CERs could be transacted with ETS.

Currently there is a big gap between price of EUAs and CERs in carbon market, which means
purchasing of CER from CDM projects, could be very profitable. Many government agencies,
industries and funds in Annex I countries are involving in buying CERs.

By October 12, 2006, a total of 356 CDM projects were registered in the CDM Executive
Board. It is expected that 90.7 million CO2 emission reductions will be generated on an
annual basis. Asia-Pacific region is now the main market of CDM projects from a global
perspective.

Among developing countries, China holds the largest potential for carbon market
development and good investment environment. With viewpoint of market, China could
provide many high quality CDM projects with large amount of CERs for project development
in many provinces and various sectors. The detailed description of GHG see annex 7.

“Measures for Operation and Management of Clean Development Mechanism Projects in
China” went into effect on 30 June 2004. In this regulation, projects in areas of encrgy
efficiency improvement, new and renewable energy and CMM utilization are focused as the
priority area.

China’s DNA has approved 135 CDM projects until 24 Oct 2006, among which 29 are
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registered in EB, accounting for 7.65% in terms of total registered projects. The expected
CO?2 emission reduction reaches 45.58 million tons, accounting for 45.47% in terms of annual
emission reduction.

China’s mitigation potential in CDM projects accounts for 50% of the total potential of the
world and the CER revenue can reach billions of dollars. China is the biggest energy
consumer, and also the biggest CDM investment market. Totally 50~55 billion tons of CO2
equivalent credits need to be committed by Annex 1 countries under Kyoto Protocol by 2012,
about 1~1.5 billion tons need to employ CDM/JI. At present, there is no more than 0.3 billion
tons emission reduction are certificated by EB.

The market size of $2 billion by 2012 can be estimated by assuming $10 per CER. The
market size for project developer who provides consulting service for project owner like
Hongyuan takes about 5%-10% of the total value, which is equivalent to $100-200 million.

05.03 Financial Market for TVEs/SMEs

As we know, the financial barrier constrains the development of TVEs/SMEs. Compare to
other enterprises, the following 4 factors lead to the unavailability of commercial loan from
banks for TVEs:

- SMEs are high risky groups which are quietly sensitive to external changes
- Limited fixed assets (for mortgage) and weak liquidity
- Small financial size cased higher transaction cost
- Unbalanced information
According to statistic, the general findings are as follows:

- TVE/SME sector has few choices of financing, and quietly depending on their own
accumulation and credit based on close friends and relatives,

- The bank loan is an important external financing channel, but limited for liquid funds
and fixed assets upgrade, and not for long term loan.

05.04 Competition and Potential Partnership

Detailed analysis of potential competitors and partners see annex §.

06 Clients, Services and Marketing Strategy
06.01  Clients and Services

~ Hongyuan’s range of potential services and target clients is summarized in Table 2.
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Business Plan of Hongyuan Energy and Environmental Protection Technology CO. Ltd.

06.02  Marketing Principles
Hongyuan will following the following principles:
- Customer’s requirement is the core of marketing activity

- Each customer is unique. It is important to tell potential customer that we can provide
them a specified solution,

- Do what we can do, and always keep a clear understanding of our capability
- Excessive propaganda will do harm to our business.
- Do not belittle other consultants

- Do not forget we are marketing professional services. Marketing staff need not only
dedication and innovation but also the profession and sensitiveness,

- Excellent performance of marketing and project implementation. Marketing is a
procedure including not only the contract acquisition but also perfect execution.

06.03 Channel Alternatives

On-periodic papers and brochures - If management consultant can share some knowledge and
experiences with the current or potential customers through technology and information
papers, guides, reports, news in brief, brochures, schedules and other materials, the customers
will welcome them warmly. All the publications should include; the introductions of the
consulting companies which the authors belong to, the relevant information of companies and
their services, and the relative information about the customers who have been reported in the
publications about their experiences if it is allowed. '

The relation with the public media — Public media, such as publication industry, program on
TV and broadcastings insist on looking for the desirable information for the public. The
management consultants process or can assist to collect, organize and provide the information
such as the development trend of commerce and finance, the influence to factories and offices
through technology development, new energy conservation technology or the possible
influence to investment decision brought about by trade policies.

Cross sale is popular currently, although there are still some disputes about this in
professional practice. The cross sale we mentioned refers to selling services of other’fields
(strategy consultation, engineering and counselor of law) to the customers who have been
established relation and business with us in one field ( audit or finance consultation). Often, a
consulting company or at least two sections of a group will participate in the cross sale.

The relationship between audit and management consultation is always used as typical case
for the cross sale. Some auditors will point out directly the flaws or the resources not made
full use of, and then these problems will be solved by the consultation service. Or we can
depend on a more smart method: if the company has established sound relationship with the
customers in audit or other fields, we can link the customers and other service sections of the
company together in order to remove the -obstacles for project negotiation of new scctions
through the existing relation. In some cases, the customers will look for other services in the
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company forwardly to aveid consuming more resources and time for searching new service
providers.

06.04  Internet Marketing

Our investigation shows that the information barriers for promoting EE technologies are still
there, even there are alteady some websites who provide information of EE products and
manufactures, technologies and relevant news. We did not find a specific energy saving and
GHG emission reduction website who did good performance of opportunity portal and
information dissemination both.

For those enterprises that are looking for energy saving measures, especially TVSs, it is a
good opportunity to establish a professional website to provide them comprehensive
information, best practices / case studies and possible solutions in one place. The experiences
of above mention websites could be very helpful for the development and operation of new
website. It is also possible to establish some kind of partnership with some of them.

Based on the current situation of Hongyuan Company, it is better to start this website from
foundry sector then extended to other sectors,

Marketing information to attract potential members will emphasize the benefits of
participation as registered member:

- Inexpensive, low-risk access to notification of potential product and service contracts
— opportunities that are only open to registered Members.

- Hongyuan provide listing and advertisement service for equipment and service
providers on website.

- Publish and search product/service information on website
- Provide standard along web space to introduce each member’s business information
- Effective in-country representation (for international members).

- Information service providing key information critical for EE providers doing
business in China.

- Various add-value service packages to registered members who need further and
specified requirements, like individual website and subject, index promotion, AD, and
even activity organization.

The following marketing material and systems need to be created:
-~ Letter of introduction to send to prospective members

- Physical and electronic introductory brochure to Hongyuan in English and Chinese
outlining its origins, purpose, value proposition to its customers, value proposition to
being a member and contact details’

- Membership form and account for receiving membership dues

- Portal Website and CRM system
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Hongyuan has considered several membership options and the consensus mechanism are now
outlined:

- Free Member, share the basic right for information publish.

- Enterprise Member, based on the right of free member, have additional authorities to
access business opportunities information, valuable technical and market analysis
reports and newsletters. They will be charged | yuan/day in the Ist year and at least
20% annual increase...

06.05 Marketing of ELF

As current seed money contributed by GEF is only $1M. To diversify risks, it was designed
that any single entrustment loan should not exceed $200,000, or approximately RMB 1.6M
yuan, Such an amount is quite small for most TVEs in cement and coking TVEs, with typical
investment in EE projects in these TVEs often reaches more than $10M. On the other side, for
those small TVEs in brick making sector, an entrustment loan of $200,000 is quite attractive,
but they can not get the loan because they are lack of credit rating record and acceptabie
collaterals. The entrustment loan facility can only finance five projects at the same time at the
level of $200,000 for each loan. However, after the project ends, the capital base seems too
limited for so many EE projects.

Under current ELF size, Hongyuan will focus on foundry and brick making sectors as its
projects are comparatively small. The requirement of binding with an ABC commercial loan
should be eliminated. The risks can be effectively managed as long as percentage of the
entrustment loan to the total investment is kept within a certain limit, and the client can
provide acceptable collaterals or guarantee. Furthermore, as a commercial company and
manager of the entrustment loan facility, Hongyuan will be able to charge high interests in
accordance with the associated risks and be paid a carried interest for those well performing
loans. On the other hand, flexible rate is needed for ELF after TVE project in order to keep
the value of the fund concerning about the risk and time value.

At the same time, Hongyuan will keep looking for more financial vehicles to cooperate with
ELF.

- Hongyuan will attract potential donors by presenting successful practices. At the same
time, ELF need to be more flexible to make more donors involved.,

- One alternative way is 1o invite commercial fund bundled with the seed money. The
new coming fund will enlarge the size of ELF meaning while the seed money wiil
soft the condition for clients.

- One alternative is to introduce ESCO operation, with the GEF $1M funding be the
capital base of ESCO investment. As a form of equity investment, ESCO will be more
flexible to help TVEs remove their financial barriers, because they are not required to
provide collaterals. On the other hand, such an operation form will help Hongyuan
secure more project sources. What’s more, the expected return from an ESCO
investment will be higher than that of an entrustment loan. As an ESCOQ investor,
Hongyuan can share the higher return with the RCF. A hybrid of ESCO operation and

18
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entrustment loan will also be helpful for sustainable development of the RCF
mechanism,.

07 Operation and Management

07.01  Management

Through business exploration in 2006, Hongyuan initially initialized its business strategy, In
the next 5 years, Hongyuan will focus on acquisition of CDM projects for the long term profit.
Meanwhile, based on the first-move advantage of TVE project, Hongyuan will act as a
developer of EE projects mainly focus on acquisition and integration of various suppliers.

Accordingly, Hongyuan will setup 2 service groups:

- Consulting Services (CS), mainly focus on the services provided to TVEs in the
fields of CDM development, foundry energy improvement and financial service
(project evaluation and entrustment loan management). Team members including
technical expert of CDM, foundry and finance as well as the project management
experts.

- Web Services (WS), provide information service, intermediary service mainly
through website. Intermediary Services also take charge of project acquisition based
on their information advantage. Client Manager, IT engineer and web editor is
required as well as the help from business adviser.
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07.02  Organisational Structure
Figure 1 Organisational Structure
" Board i;f‘tji;'ectofs
[ " General Manager - —J
r Legal Adviser J——L\hccﬁénelalM anager .. _]
{ Business Adviser }—.

—{ CDM Assistant J

Eoundry Manager

Domestic Consultant ]

" Web Services .

_—[ Client Manager ]
—'[ l'.[:'Engin'eer ) ]
_[ Web Editor ]

07.03  Operational Administration

General Staffing levels and costs
Initial staffs in 2006 are as foliows:

Executive Team:

- General manager, ¥ 8,000 per month
- Vice General Manager, free for charge

- Accountant, ¥ 2,000 per month

20
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- Officer Assistant / Casher / Web Editor, FT, ¥ 2,000 per month

Consulting Team:

- CDM manager, ¥ 4,000 per month

- "Foundry Manager, ¥ 4,000 per month

- CDM Consultant, ¥ 21,000 per year

- International Foundry Expert, PT, ¥ 73,000 per year
- Fina;cial Expert PT, ¥ 3,000 per month

Intermediary Team:

- Officer Assistant / Casher / Web Editor, FT, ¥ 2,000 per month
- IT Engineer, PT, free for charge
Subsequent staffing level growth

It is anticipated that a Business Adviser will be required from executive team by 2007
{ ¥ 3000 per month).

The ten year growth in employees can be seen in the Table below. In Year 2007 it is proposed
that two senior and two junior technical staffs are recruited to CDM and Foundry branches.
One client manager is required to WS part. It is anticipated that the per-annum staff costs will
increase by 10%. The revised position description sees Annex 3.

Table 3: Staff projection in next 5 years
2006 2007 2008 2009 2001 2011 2012

Number of Employees 10 14 18 22 22 22 22

Executive Team 4 5 6 6 6 6 6
Consylting Services . § 7 9 11 11 1 11
intermediary Services 1 2 3 5 5 5 5

Offices & Equipment Needs and Costs

The initialized office is sized for 10 people around 80m? — this is the current office during the
project period. As some staff will keep part-time working, the initial office and furniture will
be suitable before 2008. Additionally 2 laptops are needed for year 2007.
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08 Financial Assessment

Three scenarios for future operation of the Hongyuan have been developed based on the
assumptions as indicated in the Table 5. The base case model indicates that there is a cash
flow deficiency in the early years but then Hongyuan becomes profitable (highly so) in later
years.

08.01  Key Assumptions

The following assumptions are used to drive a financial model (see Annex 3 for a detailed
breakdown). The figures have been obtained from analysis of the market and in discussions
with Hongyuan on what is considered realistic. Two further scenarios — a conservative case
and an apgressive case have been modelled. These are discussed in the sensitivity analysis.
Detail work plan 2007 sees Annex 5.

Table 4: Key assumptions

Scenario Assumptions Conservative Base Case  Aggressive

Initial website sales ¥50,000 ¥100,000 ¥ 150, 000
% intermediary service fee 3% 5% 10%
Website growth rate 10% 50% 100%
% service fee for consulting contracts 0.5% 1% 2%
% of CDM Revenues for five years 10% 50% 100%
Initial CDM price t/CO2 10% 20% 30%
Salary growth rate 3 10 12
Income tax rate ¥50,000 ¥ 100,000 ¥ 15, 000
Tax rate 3% 5% 10%

R ———— —— ——— —————————————

* It is anticipated that the per-annum staff costs will increase by 10%., staff projection
in next 5 years see table 3

Year 2007
- Recruit additional key staff to CDM and Foundry consulting groups.
- Finalize the renovation of website and start up the membership mechanism.
- Provide consulting to 10 potential CDM projects and secure to register 2 of them
- Provide consulting to 10 foundries at least.
- Provide financial consulting service to 3 potential RCF borrowers at least.
- Provide other services like project screening
- Establish contact with RCF partners and potential donors by flexible mechanism.
Year 2008
- Recruit additional staff,
- Realize commercial operation of the portal website by generate intermediary revenue.

- Share CDM revenue with 2 registered owners.
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- Provide consulting to 10 potential CDM projects and secure 2 of them at least.
- Provide consulting to 20 foundries at least.

- Provide financial consulting service to 5 potential RCF borrowers at least.

- Provide otherservices like project screening

- Enlarge the capital size of RCF up to 2 million US$ by absorbing new funds

08.02 Base Case Scenario

The following gives a summary of the base case scenario with the following sections
outlining the assumptions and resulting financials in more detail

Income Statements
The income for the first five years of operation can be seen in the Table below.

Table 5: Income projection in next 5 years

Revenue Source 2007 2008 2009 2010 2011
CDM consulting 600,000 900,000 1,350,000 2,025,000 3,037,500
CDM revenue share 2,000,000 2,500,000 3,000,000 3,000,000
Foundry consulting 216,000 259,200 311,040 373,248 447,898
Website revenue 5,000 7,500 11,250 16,875 25,313
RCF/Bank Services 90,000 150,000 150,000 150,000 150,000
Other Services 20,000 50,000 100,000 150,600 200,000
Total Revenue 931,000 3,366,700  4,422.290 5,715,123 6,850,710

From above income statement we will see that the most important income of Hongyuan will
be the sharing of CDM revenue with owners. Therefore, the most important abjective of 2007
is to secure the registration of 1* and 2™ CDM project.

Costs
The detailed cash flow 2007 sees Annex 4, for the first five years sees table 6.

Table 6: Cost projection in next 5 years

e S —————

Cost 2007 2008 2009 2010 2011
Office Rental 103,600 - 113,960 125,356 137.892 151.681
Salary 399,000 564,300 1,072,976 1,506,678 2,327,254
Office Cost 134,400 147,840 162,624 178,886 196,775
Business Cost 256,000 281,600 309,760 340,736 374,810
Total Cost 893,000 L7700 1,670,716 2,164,192 3,050,519

Cash Flow Projections

Based on above calculation of income and cost, the cash flow projections for the first five
years of operation can be seen as table 7.
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Table 7: Income projection in next 5 years

- Cash flow 2407 2008 20609 2010 2011
Income 931,000 3,366,700  4,422.290 5,715,123 6,860,710
Income tax 51,205 185,169 243,226 314,332 377,339
Net Income 879,795 3,181,532 4,179,064 5,400,791 0,483,371
Expenses 893,000 1,107,700 1,670,716 2,164,192 3,050,519
Net [ncome-Expense -13,205 2,073,832 2,508,348 3,236,599 3,432,852
Operating Margin -1% 62% 57% 57% 50%

Tax 0 T 684,364.40 82775481 1,068,077 1,132,841
Net Profit -13,205 1,389,467 1,680,593 2,168,521 2,300,011
Share capital 210000 0 0 0 0

Net Cash at year end 196,795 1,389,467 1,680,593 2,168,521 2,360,011

w

08.03 Comparative Scenarios

By adopting parameters for conservative and aggressive scenarios, table 8 shows the financial
projection of comparative scenarios. Impressive CDM revenue will give Hongyuan the
opportunity to develop its business of portal website and foundry consulting services.

Table 8: Income projection in next 5 years
N — m

Cash flow 2007 2008 2009 2010 2011
Conservative 196,795 1,222,569 1,250,760 1,331,261 838,267
Base Case 196,795 1,389,467 1,680,593 2,168,521 2,300,011
Aggressive 196,795 1,594,671 2,385,131 4,004,295 6,596,698

09 Conclusion

Foundation support from UNIDO, CEEP, STDC, aims to establish Hongyuan as a mechanism
for enabling energy efficiency projects within the Chinese TVE industry sub-sectors of Brick
Making, Cement Production, Metal Casting and Coking.

This business plan has presented a financial model and implementation strategy aimed at
guiding Hongyuan as the commercial entity beyond the foundation support period, based on
services that it can provide to a range of customers, notably the target sector TVEs, energy
related service providers and product manufacturers from China and internationally, business
service providers, the finance sector, Government of China and its ministries and international
development agencies.
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What ‘Venture’ means in
Engli
« The word "venture" means the
- @: an undertaking invelving chance, ris
exp : a speculative business enterprise
- b:aventuresome act
- ¢ : something (as money or property) at hazald in a
speculative ventune
- d: to expose to hazard : risk, gamble
~ @ {0 undertake the rsk and dangers of : Brave
{veniured the stormy sea)
- f : tooffer at the risk of rebuff, rejection or censure
- g : to proceed esp. in the face of danger
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