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Development and Reform Commissions (Price Bureaus) of all
provinces, autonomous regions, municipalities directly under
the Central Government, and cities specifically designated in
the state plan, and of Xinjiang Production and Construction
Corps; China Huaneng Group Co., Ltd., China Datang
Corporation Ltd., China Huadian Corporation Ltd., China
Energy Investment Corporation, State Power Investment
Corporation Limited, SDIC Power Holdings Co., Ltd.; State
Grid Corporation of China, China Southern Power Grid Co.,

Ltd., Inner Mongolia Power (Group) Co., Ltd.:

In order to implement the spirit of the Several Opinions of the
CPC Central Committee and the State Council on Further
Deepening the Reform of the Electric Power System and the
Several Opinions of the CPC Central Committee and the State
Council on Advancing the Reform of the Price Mechanism, to

accelerate the promotion of market-oriented reform of
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electricity prices, to orderly liberalize the electricity prices in
competitive segments, and to enhance the market-based
degree of electricity trading, and upon approval of the State
Council, the following opinions are hereby offered on
deepening the reform of the on-grid tariff formation

mechanism for coal-fired power generation.

I. Necessity of the reform

Since 2004, the benchmark on-grid tariff for coal-fired power
generation and the coal-electricity price linkage mechanism
have been gradually established and have become an
important benchmark for the formation of on-grid tariffs. They
have played an important role in regulating governmental
pricing behavior, promoting reasonable formation of various
types of on-grid tariffs, optimizing investment in the power
industry, guiding efficiency improvement of power
enterprises, and promoting healthy development of upstream
and downstream industries of the power sector. In recent
years, with the continuous deepening of market-oriented
reform in the power sector and the accelerated liberalization
of electricity prices in competitive segments, the current
benchmark on-grid tariff mechanism for coal-fired power
generation has become difficult to adapt to the evolving
situation. It is particularly manifested in the failure to
effectively reflect changes in electricity supply and demand
and in power enterprises’ costs, which is not conducive to the
coordinated and sustainable development of upstream and
downstream industries of the power sector, and is not
conducive to giving play to the decisive role of the market in

the allocation of power resources.

= 2/12



I A FR M S B2 B 2 DR T IR A MR A P I LA T JR LA S ) 4 2 L

SEH R, E SRR T ) ]
B AR AL Al 5 B AR S SO B
Wit , BER “EERE. BOT
Pisk” , B RFBOTHEE A SE 4
PEIRITHE ST HHE s 2018 SFH REFE
TAES W B ERR T /1T
WRGFERE . =0T, Rl SE
B2 LBHE, “HWHFRE+E
HiEm” MEMHBESRL; %
Hu BB TR AL S 5 AR AN WK
£ SO%HIRRIE & B B M s B L B
BEWHZRE R, AKRTHETT
SEENL; A A S BERR AR BEAA |
PRIEDLZE = s 8 A /NI B T IR
K, BE—DHACRE R L R R
T BRI B 2 B R 2 IR SR A
BHEAE, DAL PR TS
SRR R MR IR

= BB RN

(=) BB, BETHL
Jil, B CEEPE. BOTE
k7 BRI S, BRI
K P EAPLEISE, R
REB A MU s AR, 5T

@ Wolters Kluwer mEISET" 2158

The relevant documents of the CPC Central Committee and
the State Council concerning the reform of the electric power
system and of the price mechanism clearly state that it is
necessary to adhere to the principle of “controlling the middle
segment and liberalizing both ends”, and to orderly liberalize
electricity prices in competitive segments other than
transmission and distribution; the Central Economic Work
Conference in 2018 also explicitly required enhancing the
degree of market-based electricity trading. At present, the
reform of transmission and distribution tariffs has achieved
full coverage, and the pricing mechanism of “permitted costs
plus reasonable return” has been basically established; the
scale of market-based electricity trading has been
continuously expanding in all regions, and the tariffs for
approximately 50% of the on-grid electricity of coal-fired
power generation have already been formed through market
trading, and spot markets have begun to be established;
nationwide power supply and demand are relatively loose,
and the utilization hours of coal-fired generating units are
below normal levels. There is already a solid foundation and
favorable conditions for further deepening the reform of the
on-grid tariff formation mechanism for coal-fired power
generation. The opportunity shall be seized to accelerate the
promotion of market-oriented reform of electricity prices in

competitive segments.

Il. Overall approach and basic principles

(1) Overall approach. Adhering to the market-oriented
direction, and in accordance with the institutional framework
of “controlling the middle segment and liberalizing both
ends”, further deepen the reform of the on-grid tariff
mechanism for coal-fired power generation, accelerate the
establishment of a price formation mechanism that can

effectively reflect changes in electricity supply and demand
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and that is organically linked with market-based trading
mechanisms, and lay a solid foundation for fully and orderly
liberalizing electricity prices in competitive segments,
accelerating the establishment of the decisive role of the
market in the allocation of power resources, and better

playing the role of the government.

(2) Basic principles.

Adhere to overall design and phased implementation. In
accordance with the requirements of market-oriented reform,
top-level design shall be strengthened and everything that
can be allocated to the market shall firmly be allocated to the
market, and the government shall not make improper
interventions; meanwhile, implementation shall proceed in
phases, the elasticity of the price formation mechanism shall
be orderly expanded, large price fluctuations shall be
prevented, full liberalization of the on-grid tariffs for coal-fired
power generation shall be gradually realized, and the steady

progress of the reform shall be ensured.

Adhere to overall planning and effective linkage. Full
consideration shall be given to the relationships among
different types and various segments of tariffs, and overall
planning shall be made for the on-grid tariff formation
mechanisms for nuclear power, hydropower, gas-fired power
generation, and new energy power generation, as well as the
sales tariff formation mechanisms for various types of users,
so as to ensure the effective linkage of the measures to
deepen the reform of the on-grid tariff mechanism for coal-

fired power generation.

Adhere to coordinated advancement and guaranteed supply.
The complexity of the reform shall be fully recognized,

opinions and suggestions shall be widely solicited, and
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supporting safeguard measures shall be strengthened in
order to ensure that the reform is carried out in an orderly
manner. The development of power markets shall be
accelerated, and the market-oriented reform of electricity
volume and electricity prices shall be pushed forward in a
coordinated manner so as to ensure the safe and stable

operation of the power system and secure power supply.

Adhere to strengthened regulation and standardized order. In
accordance with the requirement of equal emphasis on
liberalization and regulation, regulation of electricity pricing
behavior shall be strengthened, a control mechanism for
abnormal price fluctuations shall be established, and systems
regarding market norms, trading principles, power
dispatching, fund settlement, risk prevention, and information
disclosure shall be improved so as to ensure the reasonable

formation of the on-grid tariffs for coal-fired power generation.

Ill. Reform measures

(1) In order to steadily achieve the goal of fully liberalizing the
on-grid tariffs for coal-fired power generation, the current
benchmark on-grid tariff mechanism for coal-fired power
generation shall be changed to a market-oriented pricing
mechanism of “benchmark price plus upward and downward
floating range”. The benchmark price shall be determined
based on the current local benchmark on-grid tariff for coal-
fired power generation, and the range of floating shall be such
that the upward floating shall not exceed 10% and the
downward floating shall in principle not exceed 15%. For spot
trades carried out by power trading centers in accordance
with the plans for electric power system reform, this
restriction may not apply. The National Development and
Reform Commission shall, in a timely manner and in light of
market development, adjust the benchmark price and the

range of floating.
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(2) For the electricity volume of coal-fired power generation
currently implementing benchmark on-grid tariffs, if the
conditions for market trading are met, the specific on-grid
tariff shall be formed within the range of “benchmark price
plus upward and downward floating” through market-oriented
means such as off-exchange bilateral negotiations or
centralized bidding (including listed trading) on the exchange
by market entities such as power generation enterprises,
electricity retail companies, and power users, and shall be
determined mainly through annual contracts and other
medium- and long-term contracts; for the electricity volume
corresponding to the electricity consumption of industrial and
commercial users that temporarily do not yet meet the
conditions for market trading or have not participated in
market trading, the benchmark price shall still be

implemented.

(3) For the electricity volume of coal-fired power generation
corresponding to the electricity consumption of residential
and agricultural users, the benchmark price shall still be

implemented.

(4) For the electricity volume of coal-fired power generation
whose on-grid tariff has already been formed in accordance
with market-based trading rules, the current market-based

rules shall continue to apply.

(5) After the reform of the on-grid tariff formation mechanism
for coal-fired power generation, the current coal-electricity

price linkage mechanism shall no longer be implemented.
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IV. Supporting reforms

(1) Improve the sales tariff formation mechanism. For the
electricity prices of industrial and commercial users whose
on-grid tariffs are formed through market-oriented means,
including the on-grid tariffs formed through market-oriented
means, transmission and distribution tariffs (including cross-
subsidies and line losses, the same below), and governmental
funds, the catalogue tariffs shall no longer be implemented.
For the electricity prices of users whose supply is guaranteed
by power grid enterprises, the local catalogue tariffs shall
continue to be implemented. Among them, residential and
agricultural electricity shall continue to implement the current

catalogue tariffs, so as to ensure stable price levels.

(2) Stabilize the price subsidy mechanism for renewable
energy power generation and the price formation mechanisms
for nuclear power, gas-fired power generation, and cross-
province and cross-region power transmission. For renewable
energy power generation projects that fall within the scope of
national subsidies, the portion of their on-grid tariffs within
the local benchmark price (including tariffs for
desulphurization, denitrification, and dust removal) shall be
settled by the local provincial power grid, and the portion in
excess shall apply for subsidies from the National Renewable
Energy Development Fund in accordance with prescribed
procedures. For the price formation mechanisms for nuclear
power, gas-fired power generation, and cross-province and
cross-region power transmission that previously referred to
the benchmark on-grid tariff for coal-fired power generation,
such reference shall be changed to reference to the

benchmark price.

/B 7/12



I A FR M S B2 B 2 DR T IR A MR A P I LA T JR LA S ) 4 2 L

(=) A8 B 7 FFAR B 4 BR
Ko AT “EAMEMT ETES” 4
LB B R, EAEM P
BEBE. B, BRAEEM. Pid
W Ak AR BRI B, ZEAT
HEMREA -, SSEPATIITE
RHE RN BRI R i LR
WREBITHTHH R, LM
MR B B BRd B
AEHETS R AT

QUPI P S & Y k2
fillo DL 2018 SENEM, LKEFHE
HEMRKEEER, E%E N
LTI GRS R S X AN A, DA
S v o AL BRI B RO P R
FAERBTE R A -

(F) SEERBIRS BN TR
Bl o I LT RAR DL
S5, @A £H. BR3H%E
RSB I, DIAMEREE R B
BHEEA, REEHETRGLERE
BAT. X TRIENLER = E
AR EIE 4, TS ABAMEN
i, AEBEMAERETET NS

@ Wolters Kluwer mEISET" 2158

(3) Clarify environmental protection tariff policies accordingly.
For the electricity volume of coal-fired power generation that
implements the “benchmark price plus upward and downward
floating” pricing mechanism, the benchmark price shall
include tariffs for desulphurization, denitrification, and dust
removal. For the electricity volume whose supply is still
guaranteed by power grid enterprises, on the basis of
implementing the benchmark price, the current ultra-low
emission tariff policy shall continue to be implemented.
Where the on-grid tariffs for coal-fired power generation are
fully liberalized and formed by the market, the on-grid tariffs
shall include tariffs for desulphurization, denitrification, and

dust removal as well as ultra-low emission tariffs.

(4) Standardize the cross-subsidy adjustment mechanism.
Taking the year 2018 as the base year, and comprehensively
considering factors such as growth in electricity volume, the
amount of cross-subsidies shall be determined in an overall
manner when verifying the transmission and distribution
tariffs of power grids, in order to balance the additional profit
and loss arising from power grid enterprises’ guaranteeing

electricity consumption by residential and agricultural users.

(5) Improve the price formation mechanism for ancillary
services. The prices of ancillary services such as peak-load
regulation, frequency regulation, reserve, and black start
provided by coal-fired generating units shall be formed
through market mechanisms, so as to compensate the
reasonable costs of coal-fired power generation and ensure
the safe and stable operation of the power system. For
provinces where the utilization hours of coal-fired units are
seriously low, a capacity compensation mechanism may be
established, and capacity tariffs and electricity volume tariffs

shall be formed through market-oriented means.
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V. Implementation arrangements

(1) All regions shall, in light of local conditions, organize and
carry out the reform of the on-grid tariff mechanism for coal-
fired power generation, formulate detailed implementation
plans, and, after approval by the people’s governments at the
provincial level, file them with the National Development and
Reform Commission before November 15, 2019. Regions that
do not yet meet the conditions may temporarily not implement
floating, and shall implement the benchmark price (namely the
current benchmark on-grid tariff for coal-fired power
generation). Regions where spot markets are actually in

operation may implement the rules of the spot market.

(2) In provinces that implement the “benchmark price plus
upward and downward floating” pricing mechanism, upward
floating shall temporarily not be implemented in 2020, so as to
ensure that the average electricity prices for industrial and
commercial users only decrease and do not increase. The
National Development and Reform Commission may regulate
the floating approach for the years after 2020 according to

circumstances.

(3) The National Development and Reform Commission shall
dynamically track the implementation, and in light of the
overall progress of the reform of the electric power system,

carry out assessments and adjustments in a timely manner.

VI. Safeguard measures

(1) Strengthen the safeguard of electricity consumption by
residential and agricultural users and others. The electricity

volume for residential and agricultural users as well as the
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electricity volume for industrial and commercial users that do
not meet the conditions for market trading or have not
participated in market trading shall be supplied on a
guaranteed basis by power grid enterprises, mainly through
priority power generation plans, and any shortfall shall be
proportionately guaranteed by all generating units of power

generation enterprises that participate in the power market.

(2) Regulate governmental behavior. All regions shall adhere
to the market-oriented direction, carry out market
development and electricity trading in accordance with market
rules and operation rules formulated by the State, and shall
not set unreasonable thresholds for the admission of users
and power generation enterprises, and shall not make
improper interventions in the processes of trading

organization, price formation, and the like.

(3) Strengthen regulation of price behavior in the power
market. Full reliance shall be placed on the existing power
trading markets in all regions, the role of market management
committees shall be actively brought into play, and rules
concerning market trading and operation shall be improved,
so as to standardize the trading behavior of market entities
and ensure that market trading is fair, impartial, and open.
Market regulatory authorities shall be actively assisted in
promptly investigating and punishing unlawful and irregular
pricing behaviors in the power market such as price collusion
among market entities, conclusion and implementation of
monopoly agreements, and abuse of dominant market
position, as well as acts by local governments that abuse
administrative power to exclude or restrict competition.
Market entities are encouraged to participate in price
supervision. Relying on the market credit system, price credit
records of market entities shall be established, and joint

punishments shall be imposed for pricing violations.
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(4) Establish an electricity price monitoring and risk
prevention mechanism. Price authorities shall regularly
monitor the fluctuations in trading prices of coal-fired power
generation and assess the reasonableness of such
fluctuations. When trading prices experience abnormal
fluctuations, intervention measures shall be timely taken in
accordance with the law so as to ensure that the reform of the
price formation mechanism for coal-fired power generation

proceeds in a steady and orderly manner.

(5) Strengthen policy interpretation and guidance. Various
means shall be adopted to comprehensively and accurately
interpret the policies on deepening the reform of the on-grid
tariff formation mechanism for coal-fired power generation,
strengthen public opinion monitoring and early warning,
actively respond to social concerns, and make sound
emergency plans, so as to create a favorable public opinion

environment for the reform.

These Guiding Opinions shall be implemented as of January
1, 2020. Price authorities of all regions, power grid
enterprises, and power generation enterprises shall fully
recognize the importance, urgency, complexity, and difficulty
of deepening the reform of the on-grid tariff formation
mechanism for coal-fired power generation, earnestly assume
their primary responsibilities, carefully refine the reform
implementation plans, conscientiously ensure
implementation, and ensure the steady implementation of the
reform.
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