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About the research
The survey and report were written in collaboration with Clean Energy
pipeline, a specialist provider of clean energy news, data and research.
Transaction data has been extracted directly from Clean Energy pipeline’s deal
databases. Clean Energy pipeline is a division of VB/Research.
The survey was conducted in Autumn 2012 and
was completed by five types of respondents:
corporates, investors, debt providers, service
providers and government agencies. To
supplement the survey, interviews were also
conducted with the following individuals:




Michael Fredskov, Regional President of
Novozymes China, a biotechnology company
focussed on enzyme production for energy,
agricultural and pharmaceutical industries
Ben Hill, President of Europe at Trina Solar, a
vertically integrated manufacturer of solar PV
equipment










Arturo Herrero, Chief Marketing Officer at
Jinko Solar, a producer of solar PV power
equipment
Maximilian Hinz, Strategy Analyst at
Xinjiang Goldwind Science & Technology, a
manufacturer of wind turbines
Paul Carter, UKTI Energy Trade Consul
Nicolas Holmes, Managing Director of
Quatraflow, a developer of water treatment
solutions
Max Jonsson, CEO of Chemrec, a developer
of black liquor gasification technology
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Foreword
According to an ancient Chinese proverb “when
the wind of change blows, some people build
walls, others build windmills”. No doubt the
author did not have renewable energy policies
or international trade relations in mind when this
was penned but the words are apposite in the
challenging circumstances of 2012.
As we go to press, the European Commission has
announced that it is launching an investigation
into government subsidies alleged to have been
provided to Chinese solar PV manufacturers.
This follows on the heals of the United States
International Trade Commission upholding the
imposition of increased import tariffs on Chinese
solar equipment and China’s complaint to the
World Trade Organisation against subsidies
provided by some EU governments. It seems that
many people are building walls.
So who is building windmills and where? In last
year’s report we highlighted a growing trend for
Chinese turbine manufacturers and European
and US developers to enter into strategic
partnerships in order to deploy Chinese turbines
outside China, coinciding with a downturn in
wind energy deployment in the Chinese domestic
market. Our survey showed that respondents
expected a significant deployment in North
America and emerging EU markets. As you can
see in this year’s report, the shine appears to
come off the attractiveness of North America
and the EU is seen as a more attractive prospect
going forwards. This may be the result of the
lack of clarity concerning the extension of US
incentives that are due to end shortly. However,
it is not good news for all of Europe. Actual or
planned cuts in incentives in parts of Central
and Eastern Europe have had a clear effect on
the appetite of Chinese companies to invest in

these regions, and investment is, unsurprisingly,
focussed on areas with more stable policy
frameworks. Questions about political and
economic support for renewable energy across
much of Europe continue to affect investment
irrespective of the geographic origin of capital.
In this report we review the topics that we
initially explored in “Enter the Dragon: how
China will impact Europe’s renewable energy
landscape”, which we published in 2011. It is
a wide ranging report based on research and
interviews with leading figures in the industry
and considers the state of the market one
year on, the drivers behind investment, which
technologies and investment opportunities that
are most attractive to investors in Europe and
China and the opportunities for Chinese investors
in Europe and for European companies to provide
equipment and services to the Chinese markets.
Taylor Wessing has had a long-term involvement
in the cleantech and renewables sectors
and provides expert legal advice across the
investment cycle, from early-stage fund raising
and venture capital through commercialisation to
full-scale project development and finance. We
advise companies, investors and financiers in the
cleantech and renewable energy sectors across
Europe.
We are very grateful to the large number of
participants who have given their time and
insights in responding to the survey that
underpins this report and to the interviewees
mentioned on the opposite page. This report is
part of the Taylor Wessing Future Energy Forum
in which we set out to to stimulate dialogue
around developments in the energy sector. We
hope that you will enjoy reading it.

Key Contacts

Dominic FitzPatrick
UK, Head of Energy
+44 (0)207 300 4689
d.fitzpatrick@taylorwessing.com

Carsten Bartholl
Head of Renewable Energy
Germany
+ 49 (0)40 3 68 03 108
c.bartholl@taylorwessing.com

Christoph Hezel
Head of Renewable Energy
China
+86 (10) 858 758 86
c.hezel@taylorwesing.com

Dr. Michael Krämer
Senior Associate
Dubai
+971 (0)4 309 1011
m.kraemer@taylorwessing.com
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Executive Summary



Four
out of five
Chinese survey
respondents
are considering
investing and/
or acquiring in
Europe during
the next 18
months.

Real deals
Twelve months ago survey respondents
were unequivocal in predicting an eruption of
cross-border M&A activity between Chinese
and European clean energy companies. This
completely contradicted activity at the time
- only 13 cross border acquisitions involving
Europe and China occurred between 2009 and
2011 compared with the 233 deals announced
between European and North American
companies during the corresponding period.
They were right. Chinese companies announced
ten acquisitions of European clean energy
companies in the first half of 2012 alone, the
same number that were announced between
2009 and 2011. This only tells part of the story.
Chinese companies have been even more active
in acquiring stakes in large European energy
companies. In the last 12 months Chinese
companies have become partial owners of
Portuguese utility EDP, UK water utility Thames
Water and Portuguese grid operator REN,
representing over $5 billion of deal value.

Why now?
Why has China suddenly emerged as a major
acquirer of European energy assets? This sea
change in activity is best explained by two key
factors and an essential new ingredient.
Firstly, following a period of dynamic growth,
China’s renewable energy sector is expected to
slow during the next five years as a direct result
of measures taken by the central government to
curb the growth in new alternative installations.
This, coupled with an increasingly competitive
domestic renewable energy manufacturing
sector, is pushing Chinese energy companies to
enter new markets. M&A is the fastest route into
a new market.
These drivers are not new, and were discussed at
length in last year’s report. The fresh ingredient
this year that has really catalysed recent deal
activity has been the large number of distressed
European clean energy assets that have become

available. Most of the European solar companies
acquired by Chinese companies during the
last 12 months were facing bankruptcy. It is
also unsurprising that two of China’s largest
acquisition targets – EDP and REN – are based
in Portugal, one of the Eurozone’s sclerotic and
most indebted economies.

China now places Europe ahead of
North America
Another reason why Chinese acquirers are
increasingly focused on Europe is that they now
consider the region more attractive than North
America. Roughly four out of five Chinese survey
respondents are considering investing and/or
acquiring in Europe during the next 18 months,
significantly more than the c.50% considering
entering the North American market. This bias
towards Europe is new. Only 12 months ago
Chinese survey respondents considered the two
regions equally attractive.
The decreasing lure of North America can
partly be explained by growing renewable
policy uncertainty in the US, which has been
exacerbated in the run up to the US presidential
election. Chinese wind turbine manufacturers will
have almost certainly have been turned off by
the lack of clarity on a potential extension of the
wind energy production tax credit. Solar subsidies
in the US may be guaranteed until 2016, but the
industry is still very much in its infancy and is tiny
by comparison with Europe.
Many Chinese renewable energy equipment
manufacturers are also enamoured by the
growth opportunities offered by new European
markets such as Romania and Turkey, which
are just embarking on renewable energy
build out programmes and are not dominated
by established European competitors. It
is unsurprising that most of the recent
development partnerships Chinese equipment
manufacturers have forged in Europe have been
with Romanian and Turkish developers.
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Twelve months ago Chinese renewable energy
equipment manufacturers had pretty much
ruled out acquiring established European
manufacturing assets as a serious expansion
strategy. Instead, the emphasis was firmly on
forging partnerships with European project
developers and acquiring pre-construction stage
projects where their products could be deployed.
This is now changing – 39% of Chinese survey
respondents are considering acquiring established
European equipment manufacturers, double the
20% that regarded this as a viable strategy last
year. This spike in interest appears to be driven
solely by depressed valuations of European clean
energy manufacturing companies, which have
been hit hard by a damaging cocktail of subsidy
cuts and increasing competition from China.
To date most Chinese acquisitions of European
manufacturing assets have involved the
purchase of individual production facilities or
divisions of larger companies. Chinese firms
have not yet announced an acquisition of a large,
well established European renewable energy
manufacturing brand. However, this may change
very soon. There are rumours that Vestas, the
world’s largest wind turbine manufacturer, is
currently being stalked by a large Chinese turbine
supplier. For the moment Chinese acquisitions
in the supply chain remain restricted to fringe
operators.

Gaps in Chinese supply chain create
opportunity for Europe
There is an increasing realisation amongst
European and Chinese companies that China will
not meet it ambitious targets in a whole range
of clean energy sectors, as outlined in its recent
five year plan, unless it imports technology and
engineering expertise from around the world.
For example, China has set a target 30 GW
of installed offshore wind capacity by 2020, a

quantum leap on the c.200 MW that is currently
installed. For this to be achieved it will need
to develop rapidly a fully fledged supply chain
from scratch. Given Europe’s, and specifically
the UK’s and Germany’s expertise in developing
offshore wind farms, there should be plenty of
opportunities for European companies to export
knowhow in areas of process engineering, project
development, installation and maintenance.
Offshore wind is not the only sector in which
there are opportunities for European companies.
China has also outlined ambitious growth plans
in solar, energy efficiency, smart grid, bio-energy.
Even in sectors such as onshore wind, which has
already experienced tremendous growth in China
in recent years, there will still be opportunities for
European firms to export advanced technology,
particularly given China’s renewed emphasis on
quality and a general move towards improving
standards.
European companies are certainly aware of this
opportunity – some 60% of European survey
respondents cited “gaps in the local supply chain”
as an important driver for Chinese expansion
this year, over double the 22% that mentioned
this factor last year. There is concrete hope that
opportunity is not flowing in just one direction.



European clean energy
manufacturing companies have
been hit by a damaging cocktail
of subsidy cuts and increasing
competition from China.



Distressed European manufacturing
assets are attractive
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2012 - Understanding the
Chinese-European deal landscape
China grasps the M&A nettle
Until very recently M&A activity between
Chinese and European clean energy companies
was virtually non-existent. Chinese utilities and
renewable energy equipment manufacturers
focused almost exclusively on their domestic
market whilst their European counterparts
concentrated on more accessible opportunities
in Europe or North America. To illustrate the
point, there were only 13 cross-border M&A
transactions involving Chinese and European
companies between 2009 and 2011, compared
with 233 between Europe and North America
over the corresponding period.
In last year’s report we predicted a sea change in
activity. Over 80% of European and Chinese clean
energy business executives surveyed in July 2011
forecast an increase in the number of Chinese
acquisitions of European clean energy companies
and projects during the coming 18 months. A
similar percentage anticipated a rise in the volume
of Chinese project finance flowing into Europe.
Last year’s predictions have proved well founded
with Chinese companies acquiring stakes in a
variety of European energy assets across multiple
sectors during the past year. As shown in the
table below, acquisition targets ranged widely in
size from Portugal’s largest utility EDP and the
UKs largest water utility Thames Water,

to small technology outfits such as the Centre for
Integrated Photonics (CIP), a photonics research
laboratory based in the UK.
Admittedly, the largest acquisitions do not involve
pure-play clean energy targets. However, they
do confirm appetite among Chinese firms to
acquire European energy assets. In terms of
pure-play clean energy deals, Chinese companies
announced ten acquisitions of European clean
energy companies in 1H12 - the same number
announced between 2009 and 2011.
Survey respondents are unequivocal that this
is just the beginning - over 75% of survey
respondents predict that the number of Chinese
acquisitions of European clean energy companies
and European clean energy projects will increase
during the next 18 months.
In complete contrast, not a single European
acquisition of a Chinese clean energy asset has
been announced in 2012. As discussed later in
this report, European clean energy companies are
targeting expansion in China through technology
licensing and partnerships rather than through
acquisitions. Reflecting this, a mere 15% of survey
respondents (a 50% drop on the percentage
recorded in our 2011 survey) are forecasting an
increase in the number of European acquisitions
of Chinese companies during the next 18 months.

Over the next 18 months, how do you expect the following aspects of cross border renewable energy
deal activity between China and Europe to change? (Select one answer for each category)
Number of acquisitions of European
companies by Chinese firms
Volume of finance (debt and equity) allocated to
European projects by Chinese investors
Number of acquisitions of
European projects by Chinese firms
Number of Chinese companies increasing their
proportion of total revenues from Europe
Number of European manufacturing facilities
established by Chinese companies
Number of European companies increasing their
proportion of total revenues from China
Number of Chinese manufacturing facilities
established by European companies
Volume of finance (debt and equity) allocated
to Chinese projects by European investors

% forecasting an increase in 2012

Number of acquisitions of
Chinese projects by European firms

% forecasting an increase in 2011

Number of acquisitions of
Chinese companies by European firms
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Notable Chinese acquisitions of European cleantech and renewable energy assets
Target

Sector

Country

Deal value
($USD
millions)

Date
Announced

Acquirer

Energias de Portugal
(EDP)

Diversified utility

Portugal

3,515

12 Dec 2011

China Three Gorges Corp.

Thames Water Utilities
Ltd.

Water utility

UK

1,100

20 Jan 2012

China Investment Corp.

REN

Grid operator

Portugal

510

2 Feb 2012

State Grid Corporation
of China

Vestas Wind Systems
A/S (towers factory)

Wind

Denmark

19

14 June 2012

Titan Wind Energy
(Suzhou) Co Ltd.

Sunways AG

Solar

Germany

16

25 April 2012

LDK Solar Co. Ltd.

Saab AB

Green
Transportation

Sweden

Undisclosed

13 June 2012

National Electric Vehicle
Sweden AB

Scheuten Solar
Holding BV

Solar

Netherlands

Undisclosed

12 June 2012

Guangdong Aiko Solar
Energy Technology Co.
Ltd

Solibro AB

Solar

Sweden

Undisclosed

5 June 2012

Hanergy Holding Group

Anothen Recycling
Company

Recycling & Waste

UK

Undisclosed

3 May 2012

New Oriental Energy &
Chemical Corp.

Scheuten Solar
Holding BV
(certain assets)

Solar

Netherlands

Undisclosed

3 April 2012

Sunway Technology
Investment Co. Ltd

Centre for Integrated
Photonics Ltd

Solar

UK

Undisclosed

25 Jan 2012

Huawei Technologies
Co. Ltd

Europe trumps North America as
preferred destination for Chinese capital
Europe seems to be winning the race with North
America to attract Chinese capital. Almost 80% of
Chinese survey respondents plan to acquire and/
or invest in Europe during the next 18 months,
a 20% increase on the percentage recorded
last year. In contrast only 54% of Chinese
respondents plan to acquire and/or invest in the
US this year, representing a 10% decline on the
2011 survey response.
This may seem surprising given the Eurozone
financial crisis, not to mention ongoing cuts to
renewable subsidies in Italy, Germany and Spain,
Europe’s largest renewable energy markets.
However, Europe still represents a much larger
addressable market for Chinese companies than
the US. To put this in context, the European
Photovoltaic Industry Association predicts that
a maximum of 16.6 GW of solar capacity will be
installed in Europe in 2013. This represents a 24%
decrease on the 21.9 GW installed in 2011, but it
is still over 3x the 4.6 GW forecast to be brought
online in the US this year.

Other factors are also dissuading Chinese
companies from investing in the US. For example,
there is considerable uncertainty as to whether
the US wind energy Production Tax Credit will
be extended before it expires at the end of
2012. Indeed even if the subsidy is renewed, it
is likely that there will be a significant drop off
in installation next year due to lengthy project
installation lead-times. The Global Wind Energy
Council estimates that North American onshore
wind installation will fall to 8,000 MW in 2013, a
27% decrease on the 11,000 MW that is expected
to be brought online in 2012.
It is also worth noting that a number of other
key US clean energy subsidy programmes have
expired since last year’s report was published.
These include the 1705 loan guarantee
programme, which underwrote financing of some
of the largest and most prolific renewable energy
projects in the US, which expired in September
2011, and the 1603 cash grant programme, which
provided a grant in lieu of tax credits for certain
projects that commenced construction before the
end of 2011. Concerns about future US support
for renewable energy have also been amplified in
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recent months by the Presidential election.
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50%
40%

Since the publication of last year’s report a major
trade dispute has broken out between the US and
China regarding solar module exports. In March
2012 the US Department of Commerce imposed
anti-dumping duties ranging from 2.9%-4.73% on
imports of solar modules manufactured in China.
This instantly led to a 45% year-on-year drop in
imports of Chinese-manufactured modules to the
US in May 2012. In the following months, Chinese
solar PV cell, wafer and module makers were
then hit with an average tariff of 31% by the US
Commerce Department.

20%

It is not immediately obvious what the impact of
these duties will be. It is possible that Chinese
solar equipment manufacturers may decide to
establish manufacturing facilities in the US to
avoid the tariff, although this would undermine
their ability to offer low-price goods. It is
more probable that Chinese solar equipment
manufacturers will shift manufacturing facilities
to other low-cost manufacturing regions, such as
southeast Asia or Mexico. “The anti-dumping tax
will make the situation a little bit more complex
but at the end of the day we can overcome this
by integrating cells manufactured outside of China
into our modules,” explained Arturo Herrero, CMO

European responses

80%

Trade dispute redefines renewable
landscape

In retaliation, it is rumoured that the Chinese
Ministry of Commerce will investigate antidumping and anti-subsidy practices by US-based
polycrystalline silicon makers. To complicate
matters further, the European Commission
launched an investigation into alleged dumping
of solar panels by Chinese manufacturers on the
European market in early September, following a
complaint from a consortium of European solar
companies led by German group SolarWorld AG,
filed in July.

Chinese responses

90%

30%

Interestingly, Chinese solar manufacturers
may elect to refocus on European markets if
shifting manufacturing operations becomes
too onerous. Almost three quarters of survey
respondents believe that Chinese solar equipment
manufacturers have already started to refocus
their attentions on Europe due to tariff duties.
Even if European import duties are implemented on
Chinese manufacturers, the likely size of any tariff
means that trade will be unaffected. “If it happens
it will be tiny,” predicts Arturo Herrero, CMO of
JinkoSolar. “I don’t expect a similar outcome to
what has happened in the US. We expect that any
tariff will not be very large. It is also quite difficult
to prove that any dumping has taken place.”
Paradoxically, the introduction of such a
tariff may also spur Chinese solar equipment
manufacturers to acquire manufacturing assets
in Europe to circumvent these charges. “The only
investment that might make sense is to acquire
a cell producer in case Europe implements an
anti-dumping tax,” explained Arturo Herrero.
“Otherwise I would say that there is no other
reason for a Chinese company to acquire a cell or
module manufacturer.”
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producing for the US market.”
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More than anything, this reduced interest in
North America by Chinese companies serves as a
warning to governments worldwide looking to lure
Chinese capital - if policy certainty is not provided,
Chinese companies will invest elsewhere. Chinese
companies seem willing to change their expansion
strategies very quickly to focus on countries with
a stable policy environment. Then there is the
growing Chinese / American trade dispute.

Over the next 18 months, which regions will you seek to acquire/
invest into and why?
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Interestingly, acquisitions of European
solar manufacturing assets may be doubly
advantageous in that they would enable a
Chinese company to also circumvent any US
import tariffs. This benefit was highlighted by
Korean solar company Hanwha SolarOne, upon
closing its acquisition of German manufacturer
Q-Cells in September 2012.

For example, Bulgaria unexpectedly cut solar and
wind feed-in tariffs by 50% and 22% respectively
in June 2012. Prior to these cuts the country
appeared primed for a renewable energy boom.
Plans to cut renewable energy subsidies have also
been implemented or mooted in other countries
in the region including Poland, Croatia, the Czech
Republic and Estonia.

“The ability to source cells from multiple markets
will become a distinct competitive advantage in
the face of duties for Chinese manufactured cells
in the US and quite possibly Europe,” a Hanwha
SolarOne executive said at the time.

It should be noted that while Chinese appetite
to invest in Central and Eastern Europe has
weakened, the region is still considered more
attractive than most major European renewable
energy markets including France, targeted by
25% of Chinese survey respondents, Italy (24%)
and Spain (19%). Furthermore Central and
Eastern European countries that have maintained
or increased their subsidies for renewable energy
remain prime targets. Romania is a good example
following approval in October 2011 of its longanticipated green certificate subsidy scheme for
renewable energy producers, which is expected
to unlock investment in 3.6 GW of wind capacity
by 2015.

Emerging European markets no longer
an absolute priority
Do you agree that implementing tariffs on Chinese
solar imports to the US are leading to Chinese firms
refocusing their attention on Europe
3%

8%

26%
Strongly agree
Agree
Disagree
Strongly disagree

63%

Twelve months ago Chinese companies were
firmly focused on emerging European markets
such as Central & Eastern Europe and Russia,
in the belief that these countries offered the
greatest growth potential for them in Europe.
Critically, these countries are not dominated by
major European renewable energy equipment
manufacturers, as is the case in northern, western
and southern Europe.
This year there is a marked decline in interest
in emerging European markets - only 33% of
Chinese survey respondents plan to invest and/or
acquire in Central and Eastern Europe and Russia
this year, 33% below the percentage tracked
last year. Reduced interest is a direct result
of renewable energy subsidy cuts, planned or
already implemented, in many Central & Eastern
European countries.

Since then Sinovel, China’s largest wind turbine
manufacturer, has signed a major turbine supply
deal with Romanian companies C-Tech Ltd and
Rokura Ltd, in early 2012, who are collectively
planning to develop 1.2 GW of wind energy
capacity in Romania in the next four years. More
recently, in August 2012, Chinese solar module
manufacturer Shanghai Chaori Solar Energy
Science & Technology Co. signed a framework
agreement with German solar project developer
Realpart Holding GmbH to jointly develop 266
MW of solar photovoltaic (PV) plants in Eastern
Europe, over half of which will be developed in
Romania.
This activity highlights the growing selectivity of
Chinese renewable energy companies in Central
and Eastern Europe. As few project finance banks
have experience in lending to this region, a strong
country-specific project finance market is a major
enticing factor for Chinese firms considering
expansion in this region.
“Our view on Eastern Europe has always been
country specific,” confirms Ben Hill, President of
Europe at Trina Solar. “For example the Czech
Republic is a market that, as a major industry
player, we don’t like, as it is boom and bust. We
really like sustainable growth and the situation
in the Czech Republic has really tarnished the
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image of the whole of Eastern Europe from the
perspective of solar PV, in much the same way as
Spain has for Southern Europe.”

Over the next 18 months, which sectors will you seek to
acquire/invest in within China?
50%

“There was also a lot of noise about Bulgaria but
very few installations materialised. The demand
and the resource was there in Bulgaria but the
only problem was the country risk. Very few
investors were prepared to make that risk. The
feed-in tariff has since been reduced and there is
also talk of taxes on energy earnings. Romania is
still there and we are shipping a lot there, as well
as Slovenia, Slovakia and Poland. The key is not
just having demand in a particular country, but
also matching that with financing.”

Clear sector favourites
Energy efficiency, solar and wind are the most
attractive sectors to Chinese and European
companies on the acquisition trail. Some 46%
of Chinese survey respondents plan to acquire
and/or invest in European energy efficiency
companies during the next 18 months, the same
proportion that are seeking to invest in wind and
solar projects. Solar, wind and energy efficiency
are also sectors of upmost priority for European
acquirers, being targeted by 44%, 43% and 39%
of European survey respondents respectively. In
contrast the tidal, wave, biofuels and geothermal
sectors are likely to be sidelined by both regions,
being targeted by less than 15% of Chinese and
European survey respondents.
As explained later in this report, Chinese renewable
energy equipment manufacturers want to acquire
pre-construction stage projects where they can
deploy their products whereas Chinese utilities are
interested in operational projects to accelerate their
expansion internationally. The significant demand
for energy efficiency acquisitions likely stems
from China’s emphasis on energy efficiency in its
most recent five-year plan. Significant technology

European responses
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Future expansion by Chinese companies into
Central and Eastern Europe will be supported
further by state support. In April 2012 Chinese
Premier Wen Jiabao announced that green
investment will make up part of a $10 billion credit
line to be established by the Government of China
to support co-operative projects in Central and
Eastern Europe. Few details have been disclosed
about the loan, although one assumes that credit
will only be provided to projects that deploy
Chinese-manufactured equipment.

Chinese responses

45%

knowhow will have to be imported if China is to
meet its ambitious energy efficiency targets.
Interestingly European companies are targeting
a wider range of sectors in China, including wind
and solar equipment manufacturing, sought
after by 37% and 29% of European survey
respondents respectively, energy efficiency
(31%), energy storage (29%) and biomass (29%).
Investment in wind manufacturing is likely to be
focussed on advanced technology components
and specialised parts such as gearboxes for
offshore wind applications.
As explained later in this report, China has vast
ambitions for offshore wind deployment during
the next decade and, given its small installed base,
will need to rely heavily on imported technology
and knowhow in the coming years. European
companies should be well placed to exploit
this opportunity as countries such as UK and
Germany have already established a domestic
offshore wind supply chain.
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Over the next 18 months, which sectors will you seek to
acquire/invest in within Europe?
50%

Chinese responses

45%

European responses
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Japan unlikely to compete with China
for European assets
China is not the only country to have flexed its
muscle on the international M&A scene in recent
months. Japanese trading houses and large
industrial corporations in particular have been
particularly active in acquiring European clean
energy assets during the last two years. Japanese
companies acquired eight European companies
in deals valued at $2.8 billion in 2011, a significant
increase on the four deals valued at $200 million
in 2010. Thus far in 2012 Japanese companies
have announced acquisitions of four companies
valued at $1.2 billion.
The two most active Japanese acquirers have
been Marubeni Corp and Mitsubishi Corp.
Marubeni announced the acquisition of a 50%
stake in the 172 MW Gunfleet Sands offshore
wind farm for $324 million in September 2011.
This was followed by its $850 million purchase of

the offshore wind specialist Seajacks International
in March 2012. Meanwhile Mitsubishi has acquired
a series of offshore wind transmission assets in
UK waters in the last 12 months, including Walney
1, BorWin1, BorWin2, HelWin2 and Dolwin2.
Despite this sudden surge in interest it is unlikely
that Japanese and Chinese firms will end up
competing for the same European targets.
Japanese acquirers seem to be primarily
interested in large-scale, low-risk operational
power-generation assets, similar to the ones
outlined above. Their European expansion
strategy seems to be based on identifying
assets that deliver long-term, low-risk returns,
without any strategic advantages for equipment
deployment. As explained later in the body of this
report, Chinese investment in Europe is developed
around an export strategy for their renewable
energy equipment manufacturers, meaning
acquisition targets will primarily take the form of
pre-construction-stage projects or companies in
the supply chain.

Southeast Asia emerging as a
compelling alternative for Chinese
capital
Since the publication of last year’s report
many south and southeast Asian countries
have introduced or increased feed-in tariffs for
renewable energy generation. For example the
Philippines approved a long-awaited feed-in tariff
for a number of renewable energy technologies
in July 2012, albeit at rates that were lower than
initially anticipated. In the same month Indonesia
hiked feed-in tariff rates for geothermal projects
whilst launching tenders for eight development
zones and introducing tax holidays for geothermal
project developers, all as part of plans to
significantly increase geothermal capacity.
Survey data indicates that these initiatives are
grabbing the attention of Chinese companies –
some 43% of Chinese corporate and investor
survey respondents plan to invest in and or
acquire in southeast Asia during the next 18
months, more than the number targeting any
European country besides Germany.
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“Renewable energy investors are increasingly
looking to south and southeast Asia,” explained
Lee Bagshaw, Senior Counsel at Taylor Wessing.
“Most investment typically has gone to China
and India, but countries such as Thailand, the
Philippines, Pakistan, Malaysia and Vietnam are
becoming more attractive. These growth markets
have highly diversified renewable resources.
There is the potential for solar, wind and hydro
projects as well as abundant biomass resources.
In addition, Indonesia has a significant percentage
of the world’s geothermal energy. The implication
of the emergence of these markets is that they
may in time attract investment from China that
might otherwise have been allocated to European
projects.”
The extent to which Chinese investors and
acquirers will divert capital away from Europe
to southeast Asia is likely to be minimal in the
short term, primarily as these markets are
still yet to reach scale. Indeed the number of
Chinese companies and investors planning to
target Europe as a whole is almost double the
number targeting southeast Asia during the next
18 months. However in the second half of this
decade southeast Asia may grow to become a
serious competitor to Europe for Chinese capital.
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Chinese expansion into Europe
Key drivers and opportunities

In last year’s report we suggested that Chinese
renewable energy equipment manufacturers were
being pushed into Europe by increased domestic
competition and a slowdown in domestic demand
and pulled into Europe by the dynamic growth
potential of less mature markets in Central,
Eastern and Southern Europe that were only
just embarking on extensive renewable energy
investment programmes.
In recent months the “push” factors have
intensified to the extent that international
expansion is now an absolute imperative.
Dynamics in the wind sector
Looking at the wind sector alone, it is estimated
that 12-15 GW of new capacity will be brought
online in China in 2012, which is below the 17.6
GW installed in 2011 and the 18.9 GW brought
online in 2010. With new installation levels
shrinking annually, Chinese turbine manufacturers
are being forced to identify alternative markets.
“We follow National Development and Reform
Commission’s (NDRC) guidance in the 12th
5-year plan carefully when it comes to grid
capacity issues,” explained Maximilian Hinz,
Strategy Analyst at Goldwind, China’s second
largest wind turbine manufacturer. “Essentially
the NDRC has made a pretty firm commitment
to keep connecting 14-15 GW a year and is bullish
Do you agree that European expansion is
important as a highly competitive Chinese
manufacturing market is eroding margins
domestically?
3%
18%

15%

Strongly agree
Agree
Disagree
Strongly disagree

64%

Do you agree that there is no need for Chinese firms to
expand internationally as there is ample demand for
renewable energy equipment in China for manufacturers
to maintain their current growth rates?
7%
13%

24%

Strongly agree
Agree
Disagree
Strongly disagree

56%

on grid improvement and future connections
to the grid. However, in the current market
environment a significant number of Tier3 original
equipment manufacture (OEM) as well as certain
Tier2 OEMs will struggle to survive and are likely
to exit the market in the next 2 to 3 years.”
Reduced demand has had a profound result on
companies’ overall profitability. Trading conditions
have also worsened as domestic producers have
cut prices to win business. Between 2006 and
2011 the number of wind turbine manufacturers
that had established production capabilities
in China increased from five to 80. Naturally
this has had a severe impact on margins. By
way of example the weighted average gross
margin of Sinovel, Goldwind and Mingyang,
the three publicly traded Chinese wind turbine
manufacturers, fell to 3.4% in 1Q12, significantly
below the 11.7% gross margin achieved in 1Q11
and 19.3% in 1Q10.
Survey data confirms the need to expand
in Europe. Over 80% of survey respondents
agree with the statement that “European
expansion is important as a highly competitive
Chinese manufacturing market is eroding
margins domestically”. Correspondingly, over
three quarters of respondents disagree that
“there is no need for Chinese firms to expand
internationally as there is ample demand for
renewable energy equipment in China for
manufacturers to maintain their current
growth rates”.
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competitive
Chinese
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market is
eroding margins
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Chinese equipment manufacturers
seek profitability in Europe
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Dynamics in the solar sector
China’s solar equipment manufacturers have
not fared any better. A damaging cocktail of
production overcapacity in Asia and reduced
demand in the world’s major markets of Germany
and Italy, has severely impacted revenues and
margins. The six largest Chinese solar equipment
manufacturers (Yingli Solar, Jinko Solar, Suntech,
Trina Solar, LDK Solar and JA Solar) generated
combined revenues of $1.9 billion in 1Q12, a 48%
decrease on $3.6 billion in 1Q11. Average gross
margins weighted by market capitalisation for
the same six companies fell to -8.3% in 1Q12,
compared to a positive margin of 25.7% in 1Q11.
Given that the plight of many of these
companies has been caused in part by the
erosion of feed-in tariffs in Germany and Italy,
it is unlikely that expansion to Europe’s major
markets will be a high priority. However many
solar equipment manufacturers are still seeking
growth opportunities in new Eastern European
markets. “Romania is rapidly emerging as a
growth market,” confirmed Arturo Herrero, CMO
of JinkoSolar. “Bulgaria looked promising, but that
market is now closed due to feed-in tariff cuts.
The best strategy is to work with wholesalers as
most installations in Europe will be on residential

and commercial rooftops. Feed-in tariffs across
Europe for large scale projects are almost over
so there is no point in working with large scale
developers.”

Pre-construction stage projects
remain favourite target
Like last year, the most favoured method for
European expansion is to secure exposure to
construction-ready projects through strategic
partnerships with project developers. Some
70% of Chinese survey respondents planning
to expand into Europe are considering this
strategy, making it by some margin the preferred
approach. Meanwhile, 54% of the same group
of respondents are planning to acquire preconstruction stage projects directly (45% in
2011).
Recent examples include Sinovel, which
announced a partnership in May 2012 with
Romanian companies C-Tech Ltd. and Rokura Ltd,
to develop 1.2 GW of wind capacity in Romania.
This followed the establishment in April 2012
of a partnership between Sinovel and Turkish
construction group Ağaoğlu to develop a 600
MW wind farm in Turkey.

Over the next 18 months, which of the following initiatives will your company adopt
to facilitate expansion into Europe? (Chinese responses)

Strategic partnerships with project
developers already active in Europe
Acquisitions of innovative
technology companies
Acquisitions or investment
in pre-construction stage projects
Technology licensing
Acquisitions of project developers
Acquisitions or investment
in operational projects
Acquisitions of established
equipment manufacturers
Establishing a manufacturing base
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“There is a lot more activity around Chinese
companies doing solar or wind deals in Europe
confirms Robert Fenner, Partner at Taylor
Wessing. “In some cases they are acquiring
pre-construction stage projects, in some cases
they are funding them and in some cases they
are simply supplying them. I’ve seen more of
this in solar than in wind but it definitely takes
place in both. This is being driven by equipment
manufacturers just trying to sell more products.
It’s not much more than that. In part this is in
response to the Chinese market becoming more
competitive and prices coming down. So they are
looking at markets into which they can sell their
solar panels or wind turbines.”
With more Chinese pursuing this strategy in
Europe than ever before, many are starting
to provide earlier project development-stage
financing in addition to construction project
finance in order to forge ties with developers at
an earlier stage.
“Finance is still the critical component required
to unlock demand,” confirms Dominic FitzPatrick,
Head of Renewable Energy UK at
Taylor Wessing. “Before we saw Chinese
equipment manufacturers partnering with
Chinese banks to provide construction finance.
Now we are also seeing some Chinese and

other southeast Asian companies who have
the capacity using their balance sheets to
provide earlier-stage development financing. As
the competition becomes ever more intense,
suppliers are having to do more to secure orders
for their products, particularly in the solar sector.”
Chinese wind turbine manufacturers have a
natural advantage in forming these partnerships
because they often have close ties with Chinese
State banks capable of providing project finance,
as well as utilities that may act as an eventual
acquirer of a project. For example financing for
the $1 billion Ağaoğlu project, which will deploy
Sinovel turbines, is being provided by the China
Development Bank.
In recent months the capacity of Chinese turbine
manufacturers to offer financing to its European
development partners has increased significantly.
In January 2012 Goldwind, China’s second largest
wind turbine manufacturer, secured a $5.5
billion credit line with China Development Bank
to finance overseas expansion. This followed
a $5 billion financing package between China
Development bank and Chinese wind turbine
manufacturer Mingyang in October 2011.

Over the next 18 months, what type of Chinese firms will be
amongst the most frequent acquirers and investors in Europe?
Renewable energy
equipment manufacturers

Large industrial corporations

Utilities

Renewable energy technology developers

Financial investors such as
private equity and infrastructure funds

Project developers
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Both companies can draw on these reserves to
offer vendor financing to their European project
development partners.
“Chinese banks are also often willing to finance
projects as long as they use lots of Chinese
content,” explained Max Jönsson, CEO of
Chemrec. “Renewables and biochemicals plants
are often large scale and can cost hundreds
of millions. So this is certainly an important
advantage, especially given the lack of liquidity in
the west.”
It should be noted that acquiring pre-construction
stage solar and wind energy projects is a
strategy that can only realistically be pursued
by the large, well capitalised Chinese equipment
manufacturers. Smaller competitors simply lack
the balance sheet to make such acquisitions. With
a growing number of Chinese renewable energy
equipment manufacturers falling into financial
difficulties, the number of companies capable of
pursuing this initiative is depleting.
“We have certainly seen this happen and many
Chinese solar PV manufacturers are pursuing
this strategy, one of which is Trina,” commented
Ben Hill, President of Europe at Trina Solar. “But
approximately 35% of Chinese manufacturers
have gone out of business in the last six months,
so most companies don’t actually have the
balance sheet to be able to actually do this.”

China now considering acquisitions of
European manufacturing assets
Twelve months ago the likelihood of a Chinese
company acquiring European clean energy
manufacturing assets seemed remote. It didn’t
seem to make sense - Chinese producers
already had a significant market share in Europe
through partnerships or distribution networks.
Furthermore, the sheer size of Europe’s leading
wind turbine manufacturers compared with their
Chinese competitors also ruled out the possibility
of acquisitions in this sector.
With valuations of many European renewable
energy equipment manufacturers now at historic
lows, Chinese energy companies are starting
to consider them seriously as targets - 39%
of Chinese survey respondents are currently
considering acquiring established European clean
energy equipment manufacturers during the next

18 months, almost double the 20% that were
considering such a strategy last year.
A number of transactions in the first half of
2012 indicate that there is genuine interest. In
April 2012, Chinese solar polysilicon and wafer
manufacturer LDK Solar acquired a 38% stake in
Sunways AG, the German solar PV manufacturing
and development company adding to the 33%
stake it purchased earlier in the year. This was
followed in June 2012 by Chinese renewable
energy group Hanergy Holding Group’s acquisition
of Q-Cells’ solar thin-film manufacturing
subsidiary Solibro. Later the same month Titan
Wind Energy Co Ltd, China’s largest wind turbine
tower manufacturer, announced the acquisition
of Vestas’ turbine tower manufacturing plant in
Varde, Denmark.
All three of the acquired assets were acquired as
part of a distressed asset sale. Q-Cells officially
filed for insolvency in April 2012, and is currently
divesting non-core assets before executing the
sale of the company itself. Sunways AG’s earnings
plummeted in fiscal year 2011 as revenues fell
50% year-on-year, while Vestas divested its
tower production facility as part of a €150 million
cost-cutting exercise that will see it shed 10% of
its workforce.
Given the dismal financial performance of some
of Europe’s largest renewable energy equipment
manufacturers, there are also rumours that some
of Europe’s leading brands may end up under
Chinese ownership. For example it has been
rumoured that Chinese turbine manufacturing
giants Sinovel, Goldwind and Ming Yang are
targeting an acquisition of Vestas, the world’s
largest wind turbine manufacturer. Vestas’ stock
is currently trading at €3.2 per share, 67% below
its price a year ago, leading to periodic speculation
over a potential takeover by one of its rivals.
However, struggling European clean energy
companies should not expect a bailout from
China. There were deep strategic ties between
acquirer and seller in many of the examples
listed above before an acquisition occurred.
Furthermore, whilst appetite amongst Chinese
survey respondents for European manufacturing
acquisitions has increased during the past 12
months, this strategy is far less popular than
other initiatives.
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“In the supply chain I think most M&A activity
will really be cherry picking of production
facilities and manufacturing divisions, rather
than acquiring entire manufacturing brands,”
predicts Carsten Bartholl, Head of Renewable
Energy Germany at Taylor Wessing. “However,
Hanwha from Korea has recently taken over the
larger portions of the insolvent German module
manufacturer Q-Cells. There are more German
solar businesses facing bankruptcy or facing
financial trouble and as a general rule for Chinese
investors there may really be no need to bring
your competition back to life.”
“In the long run Chinese companies will be
more interested in investing in European wind
companies. There is already some Asian interest.
Daewoo, for example, holds a stake in the
US company DE Wind, which has production
facilities in Germany. The strategy here is to
gain technical knowhow and to concentrate
specifically on the service side of the business.
They definitely need to build up servicing
capabilities and I don’t believe they have them
yet.”

No deal seems too large
In recent months Chinese acquirers have started
to capitalise on depressed valuations and
executed some of the largest ever acquisitions of
European utility assets.
In December 2011, China Three Gorges Group,
owner of the $22.5 billion Three Gorges Dam,
the world’s largest hydro project, announced
that it had won a bid to acquire a 21% stake in
Portuguese utility Energias de Portugal (EDF) for
c.€2.7 billion. The deal is one of the largest ever
investments by a Chinese company in a European
business. One month later, Chinese sovereign
wealth fund China Investment Corporation (CIC)
acquired an 8.68% stake in UK water company
Thames Water for an estimated $1.1 billion. This
was followed in February 2012 by news that
State Grid, China’s largest utility, had acquired
a 25% stake in Portugal’s national grid operator
REN for $508 million, making it the first time
a Chinese company had acquired a European
national grid operator.
Survey data suggests that Chinese acquirers
are not only interested in acquisitions of huge
European energy companies, but are also keen on

owning stakes in operational renewable energy
projects - almost half of our Chinese survey
respondents are considering such a strategy
during the next 18 months, over three times
the percentage that were considering such an
approach last year.
This surge in interest stems from a growing
desire among large Chinese utilities to expand
their power generation capacity outside China.
A number of large power producers, including
Huaneng Power, China Datang and China
Longyuan have all completed IPOs in recent
years, and are planning to use these funds to
expand into new markets. Survey data confirms
Chinese utilities’ growing interest in Europe almost 60% of respondents expect Chinese
utilities to be active acquirers of European clean
energy assets in during the next 18 months, a
10% increase on the number expecting them to
be active last year.
In fact Chinese utilities are already demonstrating
their appetite to acquire portfolios of operational
projects. State Grid, China’s largest utility, is
reportedly in talks to acquire a controlling stake
in global power producer AES Corp’s US wind
energy assets, which are valued at $1.65 billion,
while China Longyuan has acquired a small
number of operational onshore wind projects
in Canada. State Grid will also partner with
National Grid, Mainstream Renewable Power
and REN to complete a pre-feasibility study for
the development, financing, construction and
operation of a 5,000MW electricity transmission
system which will export large-scale renewable
energy generated from wind, from Ireland to
the UK. That said, apart from the portfolio of
renewable energy power projects owned by EDF,
there have not yet been any examples of Chinese
companies acquiring operational European
renewable energy power projects.

Bridging the technology gap
China’s 12th five-year plan for 2011 to 2015
places a firm emphasis on mass deployment of
a number of cleantech and renewable energy
solutions, including energy efficiency, smart grid
and electric vehicles. For example, the plan calls
for the establishment of a network of 2,000
charging stations with 400,000 electric vehicle
chargers in more than 20 pilot cities by 2014. In
addition to ramping up deployment of cleantech
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solutions, the plan also calls for an end to what
China’s Premier Wen Jiabao describes as the
“blind expansion” of wind and solar installations. In
wind, China has reduced installation targets and
is now emphasizing the quality of its installations
rather than sheer quantity.
Given the need to rapidly build up a supply
chain in these industries there is an urgent need
for Chinese companies to import and acquire
advanced technology – two thirds of Chinese
survey respondents are currently considering
acquiring innovative European clean technology
companies during the next 18 months, up from
the 55% that were planning to do so in 2011.
A more telling statistic is that 78% of Chinese
survey respondents planning European expansion
are motivated by a need to obtain cutting edge
technology, making it the most significant driving
factor. Last year it was the third most important
factor behind strong market growth potential and
strong government incentives.
There are some indications that this trend is
starting to manifest itself. For example, National
Electric Vehicle Sweden (NEVS), which is
51% owned by Hong Kong-based National
Modern Energy Holdings Ltd, acquired bankrupt
automaker Saab in June 2012. NEVS plans to

rebrand Saab as a producer of electric vehicles
and begin shipping product to China in 2014.
This followed the acquisition in January 2012 of
the Centre for Integrated Photonics, a developer
of advanced photonic hybrid integrated circuits
and IP-based opto-electronic modules for the
communications and renewable energy markets,
by Chinese information and communications
solution provider Huawei Technologies Co Ltd.
There are also an increasing number of examples
of Chinese companies growing their exposure to
clean technology by investing directly in earlystage cleantech companies globally. The most
prominent example of this was when China-based
industrial and automotive giant Wanxiang Group
completed the largest ever investment in a US
venture-funded cleantech company in February
2012 when it allocated $420 million to GreatPoint
Energy, a US-based developer of the Bluegas
hydro-methanation technology, which converts
coal to natural gas in an ultra-efficient process.
In the same month Wanxiang Group invested
$25 million in the US-based electric vehicle
manufacturer Smith Electric Vehicles Corp. More
recently, in August 2012, the same company
invested $450 million in return for an 80% stake
in US advanced battery company A123 systems.

Which of the following factors are driving you to acquire European companies?
(Chinese responses)

To obtain cutting edge technology

There is strong market growth potential

Our products are sold at
higher margins in this region
There are strong government
incentives in this region
There are gaps that can be
exploited in the local supply chain
We can benefit from lower
manufacturing costs in this region
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As reflected in the above examples, Chinese
companies primarily seem to be focussed on
investing in and acquiring technology companies
in the energy efficiency, energy storage and
electric vehicles sectors, industries which are
primed to exhibit substantial growth in the next
decade in China. In contrast, apart from a small
number of transactions, there is limited appetite
to invest in and acquire Western wind and solar
technology companies. This can be explained
by the fact that Chinese solar and wind energy
equipment companies invest heavily in research
and development into new technology, limiting
the need to import technology.
“There may be opportunities for European
companies to plug technology gaps in China’s
renewable energy supply chain although these
are likely to be limited as the Chinese companies
are doing a pretty good job themselves at the
moment,” explained Robert Fenner, Partner at
Taylor Wessing. “I don’t think that the leading
Chinese solar and wind energy equipment
manufacturers will really need to license
technology from Europe. They have developed
their own technology and I think it is very good.
The leading Chinese solar and wind companies
are not crying out for European technology.
Somewhat worryingly for European cleantech
companies, most early-stage technology
companies securing Chinese investment are
based in the US. The survey data indicates that
Chinese companies have an appetite to acquire
and invest in European cleantech companies but
actual transactions are few and far between.
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European expansion into China
Key drivers and opportunities

Europe aims to plug supply chain gaps
in China’s new growth sectors
A number of clean energy sectors are set to
experience explosive growth in the coming
years after being prioritised in China’s most
recent five year plan covering the period 20112015. For example the central government has
called for accelerated deployment of smart grid
technologies capable of connecting the vast
quantities of planned renewable capacity to the
grid.
In response, a number of utilities have announced
massive smart grid investment programmes.
For example State Grid, China’s largest utility,
plans to invest $250 billion in electricity network
upgrades during the next five years, of which
$45 billion will be allocated to smart grid systems
and technology. In the following five-year period
it plans to invest a further $240 billion in grid
improvements, of which $45 billion will be in
smart grid technology. Offshore wind is also
a priority. China intends to ramp up installed
capacity from a tiny base of c.200 MW to 5 GW
by 2015 and then to 30 GW by 2020. This would
make China the largest offshore wind market in
the word if these targets are met.
As these industries are all being built from
scratch, there will likely be many opportunities

for European companies to plug gaps in
the local supply chain by providing essential
technology and knowhow. Significantly, almost
60% of European survey respondents cited
the opportunity to plug supply chain gaps as
an important motivating factor for Chinese
expansion, more than double the 22% that were
motivated by this factor in 2011.
With Europe being the world’s most advanced
offshore wind market, there should also be
many opportunities for companies with core
technology or services-based expertise. The only
area in which European companies will find it
difficult to access China’s offshore wind sector
is in turbine supply, due to the dominance of
domestic manufacturers Sinovel and Goldwind.
Both companies are already engaged in
developing large-scale turbines for offshore wind
applications.
“The UK’s comparative advantage does not
necessarily lie in the large-scale heavy metal
manufacturing,” explained Paul Carter, UKTI
Energy Trade Consul. “But we have world
leading companies in the technology, the project
management, the gearboxes, getting the
electricity in the grid and the wind prediction
rates. That is where the UK is strong and that is
where we are going to try and get more involved
in China’s wind sector.”

Which of the following factors are driving you to acquire and/or invest
in Chinese companies? (European responses)

There is strong market growth potential

We can benefit from lower
manufacturing costs in this region
There are gaps that can be
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There are strong government
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Our products are sold at
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Although China’s onshore wind energy sector is
expected to slow in the coming years, there are
still likely to be opportunities for European firms
in this sector due to China’s renewed focus on
quality. Paul Carter, UKTI Energy Trade Consul,
believes that this need for advanced technology
solutions in onshore wind will open the door
for many European technology companies.
“The UK has a very diverse range of small and
large companies who have expertise across the
entire onshore wind sector,” he said. “It could be
something as seemingly prosaic but actually very
important as predicting wind speeds. There are
also electronic consultancy companies specialised
in getting electricity from the turbines to the
grid. Given problems with power outages in
China there will also likely be opportunities for
companies making more reliable gearboxes.”
Of course technology is only one component
of any supply chain. Chinese companies will
also need to obtain process engineering and
technology integration knowhow if they are to
develop integrated supply chains capable of
meeting the demands of the country’s future
high growth industries. Indeed some industry
experts believe that the greatest opportunities
for European firms in China lie in exporting
process engineering expertise and knowhow,
rather than technology itself.

“There is no shortage of technology in China, but
what they don’t have is the process engineering
skill set to actually take the mechanical engineers,
take the electricians and glue a process
together,” explained Nicolas Holmes, Managing
Director of Quatraflow. “They don’t have much
expertise in actually deploying and applying the
technology. That is what they need. Knowledge
transfer is much more important than technology
transfer. The Chinese will certainly pay for this
expertise now as they no longer just want to
reverse engineer technology. They want to
understand how, why and where it works in the
process.

IP protection remains a major concern
Although China represents a huge market
opportunity for European clean energy
technology companies, significant concerns
remain over IP protection. Since the publication
of last year’s report these concerns have
intensified due to the high profile case
between Sinovel, China’s largest wind turbine
manufacturer and AMSC, a supplier of
technology components and software for wind
turbines.

Over the next 18 months, which of the following initiatives will your
company adopt to facilitate expansion into China? (European responses)
Strategic partnerships with project
developers already active in China
Establishing a manufacturing base
Acquisitions of established
equipment manufacturers
Acquisitions of innovative
technology companies
Technology licensing
Acquisitions or investment
in operational projects
Acquisitions of project developers
Acquisitions or investment in
pre-construction stage projects
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The perceived lack of protection of western IP in
Chinese courts has had a significant impact on
the willingness of European companies to license
to China – almost 90% of survey respondents
agree with the statement that “concerns over IP
protection are a significant factor in dissuading
European firms from licensing their technology
to China”. Last year half of all European survey
respondents were considering licensing
technology to China, making it the second most
popular Chinese expansion strategy. Tellingly,
this year only 35% of European clean energy
executives plan to license to China, making it the
fifth most attractive means of expansion.

Do you agree that concerns over IP protection
are a significant factor in dissuading European
firms from licensing their technology to China?
10%

2
%

35%
Strongly agree
Agree
Disagree
Strongly disagree

53%

“We have been in China for 16 years and
as any foreign company operating in China,
protecting intellectual property rights is always
a concern, as it is elsewhere in the world,”
explained Michael Fredskov, Regional President
at Novozymes China. “The Chinese patent law is
quite advanced. Some years ago China adopted
very advanced patent laws. But China is a place
where it seems more difficult to get relevant
patent protection in place if you do not have a
presence there. So if you are just exporting to
China that can be difficult. Also, while they have
very good patent law, enforcement is always the
big challenge. China is a very big country and
enforcing your rights in a city that is very far
away can often seem like a daunting task if you
are not a large organisation.”
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Sectors in focus
Solar
While China has been home to many of the
world’s largest solar equipment manufacturers
for a number of years, its domestic market has
only just started to take off. Approximately 2,200
MW of solar PV capacity was installed in China in
2011, bringing cumulative capacity to 3,093 MW.
This is over three times the 893 MW that was
operational at the end of 2010.
According to the European Photovoltaic Industry
Association, cumulative installed solar capacity
in China could more than double to 8,100 MW in
2012, rising to a staggering 29,100 MW by 2015,
as long as sufficient support mechanisms are in
place. This would exceed China’s National Energy
Administration’s target of 21 GW of installed solar
capacity by 2015, which was increased from a 15
GW target in August 2012.
“We expect the Chinese solar market to reach
4-5 GW in 2012, with Jinko Solar selling 150-200
MW, which is an extremely big jump on less than
1.5 GW that was installed in 2011,” explained
Arturo Herrero, CMO of JinkoSolar Holding Co
Ltd. “This rate will continue to grow exponentially
as the national government’s target is to install 20
GW of solar energy by 2015 as opposed to 2020
as originally planned. This means that subsidies
are likely to be maintained.”

This projected growth will be driven by three core
incentive structures:






The Golden Sun Programme, which offers
subsidies to designated rooftop, BIPV and
projects in rural areas. Some 1,000 MW of
capacity is expected to be commissioned
through this programme in 2012, significantly
more than the 140 MW commissioned in 2011.
This growth is expected to occur despite
tariffs for projects awarded through the
programme being cut by 21% from CNY 7 per
watt to CNY 5.5 ($0.87) per watt in May 2012.
The tariff remains highly attractive compared
with equivalent subsidies in Europe and North
America.
The BIPV program, which offers a CNY 9
($1.42) per watt tariff to small-scale BIPV
projects. It is estimated that 128 MW of
capacity was commissioned through this
programme in 2011.
A national feed-in tariff, launched in August
2011 at a rate of CNY 1.15 ($0.18) per KWh.
This rate was reduced to CNY 1 ($0.16) at the
beginning of 2012. It is anticipated that the
majority of capacity expected to come online
during the next three years will be subsidised
under the national feed-in tariff.

Annual installed solar capacity in China
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Annual installed solar capacity in Europe
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Despite the dynamic growth potential of the
Chinese solar market, it is highly unlikely that
European solar equipment manufacturers benefit
from this growth given the dominant position
of domestic equipment manufacturers. Indeed
despite 2,200 MW of solar capacity being
installed in China in 2011, neither Solarworld nor
Q-Cells, two of Europe’s largest solar equipment
manufacturers secured a single sale in China
during the year. The only area where European
firms may be able to profit from China’s solar
boom is in exporting project development and
engineering expertise.
“There will be opportunities for European firms
to benefit from China’s solar boom in terms of
exporting project development, engineering and
EPC contracting expertise,” confirms Arturo
Herrero, CMO of JinkoSolar Holding Co Ltd.
“However, the actual modules themselves will
mainly be provided by Chinese companies.”
In total contrast to China, Europe’s solar energy
sector is widely expected to stagnate in the
coming years following two years of rapid growth.
According to the European Photovoltaic Industry
Association, 21.9 GW of solar PV capacity was
brought online in 2011, a 64% increase on the 13.4
GW installed in 2010 and significantly more than
the 5.8 GW installed in 2009. However, this year
installations are only expected to reach 21,634 MW

(best case scenario) and even less in 2013 (16,591
MW). This decrease is due to an anticipated
decline in installations in Germany and Italy as a
result of extensive cuts to feed-in tariffs. In 2011
Germany and Italy accounted for a combined 77%
of total European solar PV installations.
As predicted in last year’s report, Chinese solar
equipment manufacturers are already starting to
expand into other markets in light of the expected
downturn. In 2011 49% of the combined revenues
of six of China’s largest publicly traded solar
equipment manufacturers were derived from
European sales in 2011, down from 56% in 2010.
Nevertheless, Europe remains a substantial
market. Irrespective of the predicted boom in
solar installations in China and reduced demand
in Europe, it is still estimated that Europe will
account for 29% of the global market in 2015
over twice the size of the Chinese market.

Wind
China’s wind energy sector is diametrically
different to solar in that it already has substantial
installed capacity. China overtook the US to
become the world’s largest wind energy market
in 2010 after installing 18,928 MW, bringing
cumulative capacity to 44,733 MW, just eclipsing
40,298 MW in the US.
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However, the rapid period of expansion which
has seen onshore wind installation almost double
every year between 2005 and 2010 has now
ended. Only 17,631 MW was brought online in
2011, marking the first time that installation
decreased year-on-year. In the coming years,
annual installation is targeted in the 14-15 GW
range. This decrease is a result of direct action
by the Chinese government to curb growth and
improve the quality of its wind farms.
In order to reduce new wind installations and
ensure that grid outages are not repeated the
Chinese government has implemented the
following initiatives:




Development is being encouraged in low-wind
speed areas in Southern and Eastern provinces
to reduce pressure on transmission networks.
 Projects under 50 MW, which could previously
secure planning permission from local
government, must be approved centrally in
order to regulate the number of small-scale
projects seeking grid connection at any one
point in time.
Although annual installation levels are expected
to slow to 14-15 GW per year, this still represents
a significantly larger market than anywhere
else in the world. Indeed some 56 GW of wind
capacity could be brought online between 2012
and 2015, assuming a conservative estimate of
14 GW of installed capacity every year. This is
significantly more than the 50 GW and 38 GW
that are expected to be brought online in Europe
and North America respectively during the
corresponding period.


A grid code and 17 technical standards
have been introduced to raise the quality of
turbines. As of June 1, 2012, all turbines must
be equipped with low voltage ride through
technology, which helps prevent power outages.
Construction of wind farms can no longer
commence before full planning permission
is approved. Wind farms will not be eligible
for subsidies or guaranteed grid access
if construction is started prior to this.
Furthermore, all wind farms must submit a
plethora of performance data one year after
operations have commenced to ensure the
project is not encountering problems.

As mentioned earlier, China’s renewed focus
on quality and grid efficiency may well open
up opportunities for European companies to
license technology to China, particularly in areas
such as smart grid, gearbox design and turbine
components.
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For European wind turbine producers that have
already established a manufacturing presence
in China, the projected decrease in annual
installations could be highly damaging, especially
given the increasing dominance of domestic
turbine suppliers such as Sinovel, Goldwind and
Mingyang. “Despite China’s proclaimed goals
under the current Five-Year-Plan to boost the
renewable energy market (with a clear focus
on wind), the market has become extremely
competitive for foreign investors with only low
profit margins,” confirmed Christoph Hezel,
Partner at Taylor Wessing. “Foreign investors that
have built up their manufacturing capacities in
China over the past years, are now increasingly
struggling to win tenders against domestic
competitors. For these foreign investors it will be
crucial to team up with domestic companies to
overcome these obstacles. This is especially true
in the wind sector.”
For Chinese wind energy companies, the main
opportunities in Europe lie in supplying turbines to
projects under development in emerging markets
such as Poland, Turkey and Romania, where the
large European turbine manufacturers are less
established. However, in offshore wind, supplying
turbines is almost impossible due to the strong

market position of Siemens and Vestas, which
have provided virtually all of the turbines used in
European offshore wind projects. Instead Chinese
companies will likely find opportunities in other
areas of the offshore wind supply chain, such
as shipbuilding. Indeed, in June 2012 it emerged
that Chinese company Jiangsu Jiaolong Heavy
Industry Group had secured a contract with
an undisclosed client to build an offshore wind
installation vessel for European projects.
Given the sheer volume of investment in both
projects and the supply chain there will also likely
be many opportunities for Chinese firms to invest
in the sector. “We are seeking investment from
China into the UK’s renewable energy, particularly
in sectors such as offshore wind,” explained Paul
Carter, UKTI Energy Trade Consul. “Stage three of
the UK’s offshore wind development is so much
bigger meaning we desperately need to scale
up manufacturing and we do have something
of a financing gap. We are looking around the
world for investors, including in China. The UK is
currently the largest offshore wind market and
China will probably be the largest in 20 years’ time,
so it makes a lot of sense for us to work in both
directions.”
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About Taylor Wessing
Taylor Wessing has been advising on legal
issues relating to climate change in key areas
such as clean technologies, renewable energy,
environment and planning and emissions trading
for many years. We have also consistently
worked to minimise the impact our own business
has on the environment. We have implemented
an Environmental Management System
and are the first law firm to be awarded the
internationally accepted standard, ISO 14001, by
the BSI.
Our Energy and Environment Group brings
together a team of lawyers with specialist
expertise from across our international offices.
We provide expert legal advice in a number of
key areas such as clean technologies, renewable
energy, environmental planning and emissions
trading. Our clients in the cleantech and
renewable energy sectors include early-stage
companies, developers, utilities, investors and
financiers.
Our longstanding expertise in this field and the
breadth of our practice means that we are able
to offer our clients practical and commercial
advice from the outset.
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