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Over recent years, ASEANO6s rapid economic gr
have inevitably led to an increase in energy demand in member states.

As the region relies heavily on fossil fuels, this raises the questiocankiecontinue to support
ASEANOs economic devel opment and its increas

This paper advocates for (1) greater political commitment and will towards the transition to
renewable and less carbon intensive energycesun ASEAN, and (2) greater pulplitvate
cooperation to close the regionds sustainabl
to renewables and lowerarbon energy sources that will enable ASEAN to achieve its climate
action commitments.

Although there have been commendable efforts in both the development and uptake of
sustainable infrastructure and renewable and less canbensive energy, the sustainable
financing of such projects remains limited. Hence, this paper recommends

strengthening ASEANO6s sustainable finance
developing an ASEASBpecific Energy Transition Mechanism and implemEmtarge

to Accelerate the Sustainable Transilidrastructure (FASfra) plans,

phasing out fossil fuel subsidies and e@mgua more leveplaying field for the
introduction of renewable energy and kessbon intensive energy sources, and

engaging the private sector to expand investments into renewable energy as well as

i mproving ASEANOGs power Igofredewableenargyc o mmo d a

N B S ITNESS G OUNEHL E

N3
L



ASEANOs demand for energy grew bylBmaodle t han
energy demand will grow by a further 60%, representing 12% of the global increase in energy

use2 As ASEAN Memb States (AMS) embark on their recovery from the economic decline as

a result of the COVHR9 pandemic, their developmental aspirations in areas like infrastructure,
digitalisation, highlech manufacturing, and electric vehicle adoption, coupled witpidlyra

growing urban middle class that will become greater energy consumers, will significantly grow
ASEANOs appetite for energy. That said, howe
demands for oil, gas, and electricity due to COY8Dgives AMS avaluable opportunity to

recalibrate their energy plans towards renewable and less carbon intensive sources.

Currently, ASEANOGs rising energy demand has
which constitute about 80% of the regional energywmth,the remaining 20% from renewable
energy? If ASEAN were to rely mainly on fossil fuels for its development, this would have serious
consequences for the environment. Ametiaged shift to lower carbon energy sources would

help ASEAN in its energgansition and meet its Paris Agreement commitn@retsting a
sustainable investment framework for renewable energy projects in sibtSas through
promoting markebased power purchase agreements in markets vehstate controlled entity
regulates andoverseesthe development of power markets,ouwld also contribute to
encoura@ng higher leved of adoption of renewable sources of energy.

A secondary effect of a decisive transition to sustainable energy is that AMS will be able to
participate in an incr&singly valuable economic sector. With a strong manufacturing base and
a competitive labour force, ASEAN can become an important regional player in the rapidly
growing economic value chain of sustainable energy equipment and solutions.

The cost of renewdd energy is also declining rapidly. It is already generally cheaper than
fossil fuel alternatives and will become more so in the coming years. A shift to renewable energy
sources will reduce the cost for AMS of growing their domestic energy supplies.

Lastly, large companies around the world are increasingly committing to net carbon zero
operations. It will be difficult for them to maintain and increase their investments in AMS if they
do not have access to clean energy.

Based on this premise, theaative of this paper is to (1) reiterate why AMS need to accelerate

their transition towards renewable energy and less carbon intensive energy sources and
solutions, and (2) provide concrete recommendations on how European businesses and
policymakers candst work with all stakeholders in ASEAN (including ASEAN leaders and
industry players) to help advance the region

The ELASEAN Business Council commends ASEAN for making inteamatioegional
commi t ments to combat <climate change. ASEANS®
the 2016 Paris Agreement, ASEAN Plan of Action and Energy Cooperation (APAEC), Strategy

1l EA, O0Southeast Asia Energy Outlook 20196 (Paris, 20
2 Ibid, p. 26.

SDol f Gielen, 0Singapor Singdpord letarnatmnal Eoengy WeslEusel18, 320),We e k , 6
https://lwww.siew.gov.sg/docs/defauiource/event/2020/asearenergy-transitioroutlook doH

gielen_irena.pdf?sfvrsn=2.
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5b of ASEANOGs Comprehensi ve i R#&EPridhtyeBtonomier a me w
Deliverable (PED) under its Sustainability thrust as the 2021 ASEAN Chair, and the joint
statement by ASEAN Finance Ministers and Central Bank Governors in March 2021 to establish
the ASEAN Taxonomy Board and develop an ASEAMdiaydor Sustainable Finance (ASEAN
Taxonomy) (see table 1 for more details).

Table 1. ASEAN's international and regional commitments on energy transition and policies.

Agreements Commitments

2016 Paris Agreement Limit global warming to well below 2, preferably to 1.5
degree Celsius, compared to prelustrial levels (Ratified
by all AMS).

ASEAN Plan of Action for | ASEAN Power Grid| To expand regional multilater;

Energy Cooperation Phase electridy trading, strengthen gri

(2021 0 2025) resilience and modernisation, 38

promote clean and renewab
energy integration.

Energy Efficiency | To reduce energy intensity by 32%
and Conservation | 2025 based on 2005 levels an
encourage further energgfficiency
and conservation efforts, especially
the transport and industry sectors.

Renewable Energy | To achieve an aspirational target f
increasing the component
renewable energy to 23% by 202"
in the ASEAN energy mix, includ
throughincreasing the share of RE
installed power capacity to 35% b
2025.

Regional Energy To advance energy policy an
Policy and Planningipl anni ng to acc
energy transition and resilience.

Civilian Nuclear To build humaresource capabilitie
Energy on nuclear science and technology
power generation.
ASEAN Comprehensive Strategy 5b Facilitating [the] transition
Recovery Framework sustainable energy
Brunei 6s 20 2| Sustainability Thrus| 8t PEDS ASEAN Joint Declaration
Chairmanship Energy Transition and Energy Secl
ASEAN Taxonomy for To establish the ASEAN Taxonomy Board and deve

Sustainable Finance (ASEA 0 mutliteir e d -dvidefsGBsEiAdile finance taxonomy.
Taxonomy)

i e\ N B S ITNESS G OUNEHL E



Domestically, some AMS have made similar policy commitments through various domestic green
plans such as I ndonesiads Green Growth Pr oc¢
Vi etnamos Nati onal Strategy on Greeny Growt |
Determined Contributions (NDCs) as part of the Paris Agreement.

AMS have also announced their aspirational targets for increasing the share of renewable
energy in their energy mixes (see table 2). However, th&SEAN Energy Outlook found that

the AMSTarget Scenario, which is the scenario that models the situation if AMS only meet their
domestic renewable energy targets, is insufficient to meet its APAEC targets by 2025 and 2040
respectively (see table 3).

Table 2. Renewable energy targets underthdd®6 domest i€ energy pl ans.

Country Renewable Energy Targets

Brunei Darussalam | 10% of renewables the energy mix by 2035

Cambodia Power 3% of residential electricity demand through solar PV,
2035.

Indonesia 23% of renewables in the energy mix by 2025, aBd% by 2050

Laos Increase the share of smstlle renewables in total energ
consumption ®0% by 2025

Malaysia 20% of renewables in the energy mix by 2025 (excluding hydrg

Myanmar 12% of renewables in the energy mix by 2025 (excluding hydrg

Philippines 26.9% of renewables in the energy mix by 2030

Singapore Produce enough solar energy to power 350,000 households, ol
4% o0f Singaporeds energy dema

Thailand 49% of renewables in the energy mix by 2037

Vietnam The ™ Power Development Plan (PDP) stipukaié$ wind, 15.5%

hydro, 2.1% biomass 3.3% solar in the electricity mix by 203(
The & PDP to be announced in 2021 is expected to raise t
targets.

4Tim Ha, ORunning out of Excuses: Where Do-BusineSsput heas
October 1, 2020, https://lwww.ectusiness.com/news/runnimggof-excusesvheredoessaitheastasias
energy-transitiopstandin-2020/,

)
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Table 3. Projected percentage of renewable energy in total energy mix under current AMS' energy policies VS. APAEC targets
andSustainable Development Goals.

Target un

Energy Policies APAEC Target SDG Target

Year 2025 2040 2025 2040 2025 | 2040
% of Renewable Energy i

Total Primary Energy 17.7% 22.1% 23% | 28.7% | 17.2% | 21.7%
Supply

The APAEC Target Scenario outlines what it would take to achieve the regional targets for
energy intensity and renewable energy outlined in APAEC&0P6, and how the measures
could transform ASEANOS energy systé@oas beyol
(SDG) Target Scenario builds on the APAEC Target Scenario to explore what ASEAN Member
States would have to do to achieve 3 of the SDG 7 targets by 2030, namely: to ensure universal
access to affordable, reliable and modern energy services; stiafifaimcrease the share of
renewable energy in the global energy mix; and double the global rate of improvement in
energy efficiency (from 2015 | evels). While
the proportion of renewable energy within thdomestic energy mix align with those of the

SDG Targetthey fall short of the declared APAEC Target. Thus, ABlHA&Niccelerate its

transition towards renewables and less carbon intensive energy sources and solutions if it wishes
to fulfil both its rgional targets and international commitments on transitioning to cleaner
energy.

The urgency in accelerating the transition towards renewable energy stems primarily from the
fact that the impact of climateatge is pronounced for all AMS:

Vietnam, Myanmar, the Philippines, and Thailand are amongst the top 10 countries in
the world that are impacted the most by climate ch&nge.

Jakarta is the fastest sinking city in the woA@% of the city are already below sea

level and some areas are sinking as fast as 20 centimetres pe? year.

Bangkok is sinking at 30 millimetres per year, while Ho Chi Minh is sinking at 80
millimetres per yedt.

In Thailand, 12 million people would displaced by annual floods by 2050.

For Vietnam, 31 million people would be affected.

The entire ASEAN region will also be affected by the increased frequency and intensity
of typhoons, floods, droughts, and increased spread of tropical diseastswiaener

SACE, 0The 6th ASEAN Energy Outlook (AEO0O6)06 (Jakart a:
6pavid Eckstein, Vera K¢nzel, and |GarmanaatcBanuad 2081, , 0 G| o
htips://www.germanwatch.org/en/19777.

"TASEAN Today, OFor Southeast Asia's Sinking Cities, C
commentaries covering ASEAN business, fintech, economics, and politics, Aprii 6, 2021,
https://lwww.aseantoday.an/2021/04/for -southeasasiassinkingcitiesclimatechangeis-a-designproblem/

8 |bid.

9 |bid.

10Ccl i mate Central, OFl ooded Future: Gl obal Vul nerabi l
(Climate Central, 2019), p. 6.
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weather, with loweincome and vulnerable families being affected the most. With this,
the Asian Devel opment Bank estimates that
GDP by 21001

Climate change will also have adverse financial impadiseoASEAN economy. Findings from
Swiss Re Institutebds Climate Economics | nde
Singapore and Thailand would lose economic output totalling more than seven times their GDP
by 2050, and ASEAN as a region coldde 37.4% of their current GDP by 2048, if steps are

not taken to mitigate climate charigel his makes the ASEAN market the most vulnerable in the
Asian regioA3

The financial drivers for change extend beyond the impacts of damaging eletedésl

events. The lorgrm trend of cost for power generation is clearly in favour of renewable
sources (see figure 2, page 11). Manufacturing industries in ASEAN wagitdveliy
disadvantaged if they rely on expensive fossil fuel generated electricity, both because of the
higher cost, and through the possibility of carbon border adjustment mechanisms that add a
carbon price to exports. Further, without clean energgefiukSEAN will become unattractive

to foreign investment flows. As large companies, both domestic and international, implement
their commitments to achieve net zero carbon operations, investment decisions will increasingly
be driven by the availability ©zero carbon electricity supply for factories, offices, and
transport.

In addition, regulators and stock exchanges have been placing more focus on ESG disclosures.
Stock exchanges in Singapore, Malaysia, Thailand, Vietnam, Indonesia and the PAhlilippines
require listed companies to produasstainabilityreports annually. While some exchanges
started off withe | unt ary gui delines ororexmluairthéreemd si D
is an increasing shift towards mandatory disclosures that cenoergrds global standards

such as the Global Reporting Initiative (GRI), Task Force on-Retadésl Financial Disclosures

(TCFD) or Sustainability Accounting Standards Board (SASB). Both investors and investees will
be under increasing pressure to regmmn climaterelated metrics.

Therefore, there are not only international pressures, but also strong economic rationale and
practical reasons to accelerate the energy transition.

While there is an urg# need to reduce carbon emissions, the reality of the situation is that the
world is still dependent on fossil fuels. As of 2019, 84% of the global energy system still
depended on fossil fuels, and 64.2% of global electricity generation used foss# flrels.
ASEAN, fossil fuels are projected to make up 86.4% of the total energy mix irt22025.

Industries such as cement, steel, aviation, maritime shipping, ahdulotgicking are
significant carbon emitters but face practical difficulties in inconpgregnewable energy

11 David A. Raitzeet al ., O0Southeast Asia and the Economics of
Metro Manila: Asian Development Bank, 2015), p 43.
12Cherie Gray and Thomas Haller, 068The Economics of C

21, 2021. https://lwww.swissre.com/rigkowledge/mitigatingclimaterisk/economiesf-climatechange
impactsfor-asia.html

13 |bid.
14Ro b er t FBsailfFueks &til Supply 84 Percent Of World Enekgg Other Eye Openers From BP's Annual
Review, 6 Forbes (Forbes Magazine, June 25, 2020) , h t

reviewnewhighsin-global-energy-consumptieand-carboremisionsn-2019/
ISACE, 0The 6th ASEAN EFnergy Outlook (AEO6)06, p. 18.
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sources into their operatioksThes e i ndustries are i mportant t
steel industry produces 77% of the long products and 30% of the flat products consumed in
Southeast Asid. Vietham and Indonesia are altarge cement producers with a domestic
production capacity of around 100 Mega Tonnes (Mt). Thailand produces 60Mt, and Malaysia

and the Philippines produce around 33Mt. Each of these countries produces equal to or more
than their domestic demand, whictames t hat these i ndustries ar
for greater infrastructure developméptAlthough carbon pricing might encourage Carbon
Capture Units, switching to natural gas alternative renewable energy technologies for these
industries are still unavailable at the scale needed. As such, these industries are still heavily
dependent ondssil fuels.

Moreover, renewable energy still faces challenges. For example, solar and wind generate
energy intermittently due to varying environmental condiionaking energy storage systems
essential. However, energy storage systems face limitiikenisigh costs, the low energy

density of storage systems, complex maintenance, and the relatively varied efficiency levels of
electricity storage and transmissioOA SEANOs power grids also reql
to incorporate electricity fromenewable sources. In addition, the production, installation and
disposal of solar panels, wind turbines and batteries are not themselves without a carbon
footprint. This ©66carbon debtdd must be paid
lifecycles.

Although different fossil fuels emit different levels of carbon, they all have significant adverse
impacts on the environment. From table 4, Coal (including anthracite, lighitensuious, and
bituminous) produce the mostQ@hile dieselgasoline, and natural gas produce less. Given

that natural gas is the least carboriense fossil fuel, the fossil fuel industry markets it as a
bridge fuel that can be used as an intermediary to fill in the gaps that renewable energy sources
cannot meenithe short to medium term. If this were true, ASEAN could reduce the use of fossil
fuels hierarchically, starting with coal and oil. In the long term, ASEAN could gradually phase
out natural gas in its energy mix by identifying and classifying the saofirtasiral gas based

on how much carbon was emitted during its production and transportation. However, even though
natural gas emits less carbon dioxide than coal, it releases another greenhousetiene,

which traps about 120 times more heat tharboa dioxide. Fugitive methane emissions may

also occur in production and transmission or distribution. That said, mitigation technologies for
monitoring, as well as policies for monitoring, reporting, and repairing obligations exist, and
should be appliedtrictly to allow the sustainable use of natural gas in the transition. Moreover,
the extraction of natural gas is dangerous because it can threaten watersheds, poison drinking
water, clog up streams, and pollute the air for miles around-cadwn altenatives like
sustainably produced hydrogen fuel are also hazardous because of the low ignition energy and
high combustion energy of hydrogen. Whi | st
sustainable production relies on the expansion of renewablés only carbofree hydrogen

6Scott Foster and David Elzinga, 0The Role of Fossil
in a Sustainable Energy System (United Nations, 2013), https://wang/an/chronicle/article/rolefossifuels
sustainableenergysystem.

’Yyeoh, Wee Jin. 0The ASEAN Steel Industry Sit-uation.
Operation and Development. March 19, 2020.

I8Manas Tamot i a,ToughSTonestChhenas ot i Asita.on Ahead?d6 (Singapore

19Gautam Gowrisankaran, Stanley S. Reynolds, and Mari
Energyo (Cambridge, Massachusettd)1 National Bureau of
20Liangzhong YAO et al., oChallenges and Progresses of

Sy s_t donrsal od Modern Power Systems and Clean BEneayyt (October 19, 2016): p. 521.
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production relies on electrolysis based on renewables. Green hydrogen can be seen as a source
of secondary electrification for hatd-electrify sectors, whilst fodsdlsed hydrogen cannot be

seen as a credible alternative electricity. All in all, in the long term, ASEAN must move towards
transitioning from less carbomnense fossil fuels to renewables.

Table 4. Kg of C@emitted per million British thermal units (Btu) of energy by fuelitype.

Coal (anthracite) 103.69
Coal (lignite) 97.70
Coal (sukbituminous) 97.20
Coal (bituminous) 93.03

Diesel fuel and heating oi| 73.16

Gasoline (without ethanol| 71.30
Propane 63.04
Natural gas 53.07

In short, the energy transition journey in ASEAN witlobglex as it encounters multiple
overlapping constraints. A combination of levers must be used to facilitate the transition of
industries that remain dependent on fossil fuels from using carbon intensive fossil fuels. Carbon
capture technology and projecmnay help ASEAN achieve-meto emissions in some of these
economic and industry activities within AMS. These may include a Carbon Capture Utilisation
Storage (CCUS) system whereby carbon is upcycled into chemicals, diamonds and fuels, or a
Carbon Captur Storage (CCS) that stores carbon underground. However, these technologies
are still costly and have yet to be tested at scale. Therefore, AMS should embark on other
decarbonization measures in the meantime. In addition, this paper calls for policyofieanew
that promote energy efficiency and sdgdport A
carbon pricing mechanisms to encourage companies to decarbonize.

To help ASEAN accelerate its transition towards renewabrgy and low carbon solutions, it

is crucial to understand the challenges this region face. This paper identifies 5 challenges
ordered based on what the Council sees as tF
energy transition.

To control the COWID® outbreak and soften its economic impact, AMS have spent a
large proportion of their fiscal budgets to ensure that lives and livelihoods are protected
(see table 5%2 Foreign currencreserves have shrunk and budgetary deficits have
widened. Given that 75% of financing for green projects are currently from public funds,
the key challenge for AMS would be to decide how and where to allocate scarce public

2ly. s. Ener gy | nf orHova Miucho @arbok dioxide is Ptodueet Wigen Diffeent Fuels Are
Burned?, 6 Frequent | yUS\ &demydInfogmatos Admmmiststion (EIA)Qlanje 17, 2020,
https://www.eia.gov/tools/fags/faq.php?id=73&t=11.

22 Joseph Incal caterDef,i cO ASEANt aBu dHiedh : I nsights, o
https://mww.gbm.hsbc.com/insights/globialsearch/aseatbudgetdeficitsstay-high.

(O
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funds as they gear towards ea@mic recover¥® As the pandemic is far from over,

future rounds of fiscal stimulus packages can incorporate sustainable development and

energy transition policies.

Table 5. Amount Spent on COV&Fiscal Support by ASEAN Country in 2020.

Country FiscalSupport
(USD- 2020)

1 |Singapore 75 billion
2 | Thailand 49.69 billion
3 | Malaysia 27.81 billion
4 |Vietnam 12.03 billion
5 | Philippines 12.37 billion
6 |Brunei 337.24 million
7 | Cambodia 1.33 billion
8 Myanmar 395.06 million
9 |Indonesia 504 million
10 [ Laos 5.77 million

% of GDP

(2019)
20%
9.15%
7.63%
4.6%
3.3%
2.5%
5%
0.52%
0.045%
0.032%

While the number of sustainable infrastructure proj@dtecluding those involving
renewable energy, arencreasing, the financing of developing world sustainable

infrastructure is limited and lacking sufficient private investment. Green financing is
crucial in providing much neededfumt capital to develop large renewable energy
infrastructure projectsASEAN. Despite ASEAN having an estimated US$3 trillion worth

of green finance opportunities between 2016 and 2030, the cumulative ASEAN issuance

of green loans and bonds is US$13.4 billion from 2013 to 2019. This makes up only
t h e finaneegopportuid@tie’d. DIB$ Bamknnoted that, between
2016 and 2030, the current average annual supply of green finance is around US$40

0.

45 %

of

billion, while the average annual demand is US$200 b#idine growth rate of green
finance issuance in ASEAN igawing rapidly, though it is not growing fast enough to
supply
opportunities by 20388 Furthermore, given that 75% of green finance is from public
funds, the strained gorament budget caused by COVID will significantly impact
the green finance flows in the near futtirelhus, ASEAN needs to not only ramp up the

ensur e

flows of green finance but also needs to encourage greater private green investments.

t hat

there is

a

suffic

Some of the challengegentified by members of the Councdlude:

the lack of a standardised taxonorayrrounding sustainable finance,

the lack of performance data disclosure,

23DBS Bank, 0Green Finance Opportunities
24DBS Bank, o6GOpporEunanctes in ASEANOG, p
of the Market 20196 (Singapore: Climate
25DBS Bank, 0Green Finance Opportunities
26 ASEAN Working Committee on Capital Market Bel o p me nt , OReport
ASEANO6 (Kuala Lumpuduir: ASEAN, 2020), pp.
27DBS Bank, 0Green Finance Opportunities

o}

ent

in ASEANO6 ( Si
13; Cedric Ri
Bonds I nitiat
in ASEAN©OG, p

on Promotin
3

n

ASEANG,

N BB TNESG [C O NEH O

p



relatively higher credit and capital market risks,

a lack of highquality renewable energy projects in the pipeline that would be
attractive to private investors,

a reliance on prject finance and a lack of capital market instruments to channel
funds into multiple projects; and

increased concerns of political instability.

The above challenges contribute to the uncertainty and high investment risks associated
with developing worldustainable infrastructure, which in turn impede the flow of private
investment.

Thus, while ASEAN has a tremendous potential to foster a vibrant and robust green
finance ecosystem, a restricted green finance ecosystem poses a significant roadblock
that ASEAN and businesses need to collaborate closely to overcome.

That said, ASEAN member states are taking steps to plug the gaps in green finance. For
exampl e, Mal aysiads Bank Negara Mal-aysi a
based Taxonomy Discussbaper 6 in 2019 as a guidance
identifying and classifying economic activities that contribute to climate change
objectives. Mor e r ecend thy Monetiy rAgtfooityoaf e 6 s C
Singapore- has engaged in developg a more detailed taxonomy defining projects

and companies that would qualify for green finance.

Whi | e Singapor e and Mal aysi ads nati onal
leadership within ASEAN in developing taxonomies domestically, the Councs believe
that an ASEAMide taxonomy is crucial for an orderly and effective regional transition
towards sustainable finance. We acknowledge the intention of ASEAN Finance Ministers
and Central Bank Governors to develop an ASEAN Taxonomy for Sustainable Finance
(ASEAN Taxonomip)and are optimistic about its potential to provide a coherent and
common framework for sustainable finance within which AMS can implement or enhance
their national sustainability initiatives. We look forward to seeing progress in its
devdopment by the end of 2021.

Further, since 2019, ASEAN Member States such as Singapore and Indonesia have
participated in the International Platform on Sustainable Finance. The IPSF is a
multilateral forum that was created in support of the World Bank, the EU, and 16 other
partner caintries to share and align sustainable finance regulatory measures. Through
the forum, members can exchange and disseminate information to promote best
practices, compare their different initiatives, and identify barriers and opportunities of
sustainableifhance, while respecting national and regional contexts. We would support

a broader ASEAN and AMS patrticipation in the initiative and, where appropriate,
greater alignment on sustainable finance initiatives and approaches.

The transition towards renewable energy will be difficult without robust public policies
that regulate and incentivise its growth and adoption. Currently, some AMS have been

Bank Governor s,

s and Cen al
MGM) 6, p.. 5.

28ASEAN Finance Minister tr
s6 Meeting (AF

Centr.al Bank Governor
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more proactive in puttg forward regulatory and fiscal policies to promote the growth
and adoption of renewable energy than others (see table 6).

Table 6. Summary of AMS regulatory and fiscal policies to promote the growth and adoption of renevé@ble energy.

Ufee @ BN|KH| ID | LA|MY|MM| SG| TH| PH | VN
Policy
Regulatory| Renewable energy in Intended | _ . . . . . 8 o . .
Policies | Nationally Determined cj1o9tofojoejojofojpo o
Contributions
Renewable Energy Targets 0 0 0 0 6 6 6 S S 6
Feedin-Tariffs/Auctions/Premiun o) o) o) o) 0 o
Payment
NetMetering/BiIIing/Direct o} o} o} o} o}
Consumption supply
Biofuel blend o} o} 0 0 0
obligation/mandate/target
EIe_ctri(_: Utility quota o} o} o} 0
obligation/RPS
Tradable Renewable Energy o)
Certificate
Fiscal o < . . . . .
Incentives | Tax Incentives ofo]06 0 °c 1 0|0
and public -
finanF():ing Public - 5 5 5 s 5 5 O O
Investment/loans/grants/subsidie cjo6jotjofojpo oo
/rebates
Reduction in sales, VAT or o o} o} o} o}
Taxes
Tendering 0 6 S S S
Investment or Production Tax o) o) o)
Credits
Energy Production Payment S S

The effectiveness of public policies is just as important as the size of the policy portfolio.
found

The @ ASEAN

2Roman Vakulchuk et
ASEAN Centre for Energy, 2020), p. 2.
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improved through more stable policies, clearer and less complicated permitting
processes, and stronger regulations and inceflives.

In most AMS, the current power purchasing agreena@meworks do not incentivise
investment in power projects fuelled by renewable energy sources. This is because a
government ont rol l ed entity (e.g., l ndonesi aos
that oversees and regulates the power market sets powshpse agreements with
independent power producers. These agreements mean that theostttdled utility

pays a fixed payment (capacity payment) to the independent power producer
irrespective of the actual amount of electricity generated. This imEmtive state
controlled utility to use these independent power producers, even if they are powered
by fossil fuels. Hence, policymakers nedonsider and adopt more competitive and
sustainable power purchase arrangements that enable investmenbimieatiyn viable
renewable energy projects in AMS.

Indonesia, Brunei, Malaysia, Thailand, and Vietnam allocate a considerable amount of
their GDP on costly fossil fuel subsidies (see table 7). Spending scarckipdblan

fossil fuel subsidies constrains the growth and adoption of renewable energy and low
carbon energy solutions in ASEAN as they make renewable energy artificially more
expensive than fossil fuéldMoreover, fossil fuel subsidies divert public$uhdt could

be used to invest in renewable energy and low carbon solutions projects or other public
goods32

Targeted policy support and industry drive since 2010 have spurred a remarkable
decrease in the costs of renewable electricity from solar amtipewer, which are now
competitive with that of fossil fuels. Specifically, between 2010 and 2020, the global
weightedaverage LCOE (levelised cost of energy) of utiitigle solar PV for newly
commissioned projects fell by 85%, while onshore and @&fshod projects fell by
about half (56% and 48% respectively) (Figure32)he global weighte@dverage

LCOE of bioenergy for power projects experienced some volatility in the same period,
but ended the decade at about the same level it began, which \igsra at the lower

end of the cost of electricity from new fossil-fuuell projects. The global weighted
average LCOE of hydropower rose by 18%, which was still lower than the cheapest
new fossil fuefired electricity option, and that of geothermalvwer has ranged
between USD.071/kWh and USD 0.075/kWh since 2016. In 2020, this figure was at
the lower end of this range, at UBM71/kWh, having declined 4% yeaonyear. The
results of an LCOE study in ASEAN similarly found that the LCOE generatedifnas
forms of renewable energy could compete with that of electricity generated from
conventional fue$s.In short, without taking into account subsidies, taxation, and other
incentives, the costs of renewables are now cheaper or similar to thsgibfufels.

S0ACE, o0The 6th ASEAN Energy Outlooké, p. 131.
SlRichard Bridle and LucKHuekli tSwmsi diTehe dmpRemn e wdb|IFeos
(Winnipeg, Manitoba: International Institute of Suakde Development, 2014), pp-%

32Donald P. Kanak, 0608 For -FirechHettricityandad Cl i mate: Retiring
Promoting Sustainable Energy Transition in Developing
33 IRENA (2021), Renewable Power GeneratCosts in 2020, International Renewable Energy Agency, Abu
Dhabi, p. 14.

34ACE, 0 6QosiswEkHlectriity LCOE) for Selected Renewable Energy Technologies in the ASEAN Member
States 11,06 ASEAN Centre for Energy (ACE), February

~
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Source: IRENA Renewable Cost Database

Note: This data is for the year of commissioning. The thick lines are the global weighted-average LCOE value derived from the individual
plants commissioned in each year. The project-level LCOE is calculated with a real weighted average cost of capital (WACC) of 7.5% for
OECD countries and China in 2010, declining to 5% in 2020; and 10% in 2010 for the rest of the world, declining to 7.5% in 2020. The single
band represents the fossil fuel-fired power generation cost range, while the bands for each technology and year represent the 5th and
95th percentile bands for renewable projects.

Figure 2. Global LCOE trends from newly commissionedsutligyrenewable power generation technologies from 2010 to
2020, screengrab from IRENA Renewable Cost Database

Table 7. Cost of Fossil Fuel Subsidies by A8EAtY for 20185

Indonesia| 3.1 32.3 Billion 120.65
Brunei 1.7 230.6 Million 537.58
Malaysia | 0.6 2.2 Billion 69.78
Thailand | 0.3 1.5 Billion 21.63
Vietnam |0.3 735 Million 7.69

5. Underdeveloped Power Grid Capacity for Renewable Energy Integration
Power grids are crucial in the transmission of renewable energy to households and
industries. As the AMS actively work towards their APAEC renewable energy targets,

3Cl ®ment Payerols, O0Energy Transition |ssuemergwithin /
ubsi di 0 - i w. i ea. 0 p i /l ener gy




they must ensure that their power grids can account for the increased demand and
generationof intermittent electricity from renewable energy. Seeing how Vietnam, as

one of ASEAN &snrdnenvaldeiemegy develapment, has struggled from

its underdeveloped grid, power grids must develop in step with renewable energy
expansior® Doi ng so wi | | al so strengthen AMSO |
implementing the ASEAN Power Grid.

Moreover, the uneven distribution of economic activities between urban and rural areas
has resulted in an uneven access to power supplies. pekagici AMS like Indonesia

and Philippines, many regions still do not have stable access to electricity. Consequently,
these regions often use snsalile diesel fuel. To ensure decarbonization across the
country, electricity grids capable of providingeeamble energy must be able to reach
sparsely populated areas.

The EU has developed a Just Transition Mechanism (JTM) to ensure that the transition
towards a climateneutral economy happens in a fair wéaving no one behind. The

JTM provides targeted support to people in industries and regions, such as coal mining
regions, which will suffer the greatest secionomic impacts of the transition. ASEAN

will need to consider developing a similar toohagitat the regional level or in each

AMS. This will require funding, which can come from both public and private sector
sources as set out in the Energy Transition Mechanism below.

To assist ASEAN in overcoming the challenges it fasegrgy transition, this paper believes

t hat bol stering ASEANOs sustainable finance
amongst the other recommendations the Council has proposed. Viatdeblowtechnologies

already exist formostindustries The bi gger i ssue is improving
at a reasonable cost, while managing the secanomic effects of change. On this note, the EU

has the practical resources and expertise to provide technological and financial support. More
importantly, the rapid success and feasibility of the following recommendations is premised on
the commitment of stakeholders in ASEAN (i.e., governments, industry players@andesiate

entities such as power generation companies) in ensuring treeimentption and seeing them

though operation.

This section is splitinto 2 portidris1) St rengt heni ng ASEANOs Sus
which aims to provide practiediven solutions to attract more private capital into green
projects and (2) Chaihges and Recommendations Framework, which aims to provieedligh
recommendati ons to the other challenges of
this paper.

The ELABC advocates for an Energy Transition Mechanism (ETM) as a practical recommendation
in helping AMS transition to renewable energy and low carbon energy solutions.

%Joyce Lee and Feng Zhao, O0GlIlobal Wind Report 201906 (
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The ETM is a financial mechamisampioned by Prudentidiat aims to retire carbeintensive

fossil fuekun power plants earlier than their intended lifespan (see figuté B)e ETM is
formed for a specific country and comprises two complementary facilities: The Carbon Reduction
Facility (CRF), and the Clean Energy Facility (CEF).

The ETM would be funded by letgym investors with low costs of funds, e.g. developed country
governments, national development finance institutions, multilateral banks, all of which have
especially low funding costs in the current low/negative interesterevironment. There is
potential to blend those public sources with private sector inveatrdgmilanthropic or impact

capital Instead of developing a new and costly bureaucracy to oversee the ETM, ASEAN could
form a study group with existing gldbar regional multilateral development banks (MDBSs) to
explore the potential of MDBs acting as the lead shareholder and administrator that drives the
establi shment of each AMSd ETM b¥Ekmedrniom t hei
ETM inv@ment and technical assistance, the developing country (and its energy and climate
authorities) would commit to an agreed schedule for replacement of -¢ardasive power,

with agreed standards for energy access and security, alongside programs ® @&fjSsir
transition for affected stakeholdefhese agreements would also require strong provisions to
ensure follovthrough and to prevent the building of new efir@d power plants.

Current owners of carbantensive power assets woulthtribute their assets towards the CRF

in exchange for cash and potentially equity or debt in the ETM. Those utility asset owners, which

in many cases are statevned power companies, would be expected to use the cash for
renewables investmentsand jusatn si t i on. The power assets pl a
continue to operate for an agreed period wh
lifetime, but long enough to pay back the ETM investors/lenders. In parallel, the CEF
collaborates wih the national authorities and power sector to provide finance, technology
assistance and knewow to accelerate renewables. As the CEF builds up renewable energy
capacity and storage, the CRF retires its assets.

If the ETM can be proven feasible in sii@countries, it would be a practical way to retire at
least 50% of existing carbeimtensive power assets, dramatically scale up demand for
renewable energy (see figure 4) and provide resources for just transition. If well integrated with
national devapment plans, the ETM would also create sustainable jobs to support a green
recovery from the impacts of COVID.

S’Donal d Perry Kanak, OHow to Accelterriags, & hwo rElncg r Eoyo fra
January 25, 2021, https://www.weforum.org/agenda/2021/01/howio-acceleratethe-energytransitionn
developingeconomie

8Donal d Kanak, 606 How to replace coal -power
Business, Jurte 2020, https://www.ecebusiness.com/opinion/hdesreplacecoalpower
withrrenewablesn-developingcountries/
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o Based on agreements with national governments and energy Long-term investors with low cost of funds, e.g. developed
authorities, consistent with Nationally Determined country central governments, national development finance
Contributions, an ETM is established for a given country, with institutions, and/or multilateral banks

a target of transitioning a large amount of carbon-intensive

power, e.g. ~50% of current coal-fired capacity by 2035 o Investors invest in the ETM
e owns carbon-intensive asset an
O CRF bon-int tand
!‘!‘! “ continues operations until agreed
decommissioning date. CRF uses
o Multilateral bank oversees the ETM and ensures the ETM's » Pruceeds from operations to repay
adherence to agreed energy transition plan investors
o o CEF provides finance, technology

assistance and know-how to host

it - 5
Hi : Energy Transition Mechanism country to laccelerate renewables,
I storage, grid upgrades, etc.

|

— | o |
Carbon-intensive Asset . Clean Energy 1 o ETM investors receive returns from both
power asset owner, Cashand equitlv Facilitv (CEF) 1 CRF and CEF. CEF and CRF cashflows can
i { be enhanced to achieve faster and more

1 . P
. . L e ust transition:
Carbon-intensive power asset owner contributes ]

asset in return for cash and equity from ETM.
Cash can be used for just transition and CEF
investments in renewables, etc.

* Carbon credits

* Diversion of fossil fuel subsidies

» Energy surcharge

= Performance payments for achieving
specific environmental and/or social
outcomes

Cash

Figure 3. How Energy Transition Mechanism would work, by Donald Kanak, from
https://www.weforum.org/agenda/2021/01/howto-acceleratethe-energytransitiorn-developingeconomies

Business as usual With the Energy Transition Mechanism
Electricity generated Electricity generated

Demand for renewables
increases 2-3x of BAU

Today 2030 2060 Today 2030 2060
Total energy demand Existing coal-fired power assets
) . . . retired early, creating additicnal
- Coal-fired assets generation and retirement over time demand for renewables

Renewable energy generation over time

Figure 4. How the ETM accelerates the retirement of cartssive assets while boagtiemand for renewable energy as
the total energy demand increases, by Donald Perry Kanak, from https://www.weforum.org/agenda/2021/01dhow
acceleratethe-energytransition

Thus, we strongly urge ASEAN to taindmezr t he
circumstances atalinch a project with the goal of a natiaide rollout.

De-risking Green Investments
The major impediment to attracting private investment has been identified as the high investment

risks associated with developing world sustdniafrastructure. Hence, this paper recommends

(1) the derisking of green projects and (2) the development of a sustainable infrastructure
labelling system which also contributes to reducing the uncertainty and risks surrounding
sustainable infrastrucéuinvestment.

Firstly, investments in developing regions like ASEAN inevitably carry higher risks. Consequently,
the costs of financing projects in ASEAN can be close to double that of those in developed

ing ASEAN's ErdreyTramnAilios



https://www.weforum.org/agenda/2021/01/how-to-accelerate-the-energy-transition-in-developing-economies

countries (see figure ¥)In order for green investment mechasifike the ETM to be feasible,
investment costs in ASEAN must be reduced. This is because lower investment costs would
translate to a lower levelised cost of electricity from newer renewable energy sources, which
means more competitive utilities pricemfelectricity generated from renewable sources as
compared to fossil fuel. Thus;rdé s ki ng green projects is criti
energy transition.

Developed country Developing country

(Wind vs. Gas) (Wind vs. Gas)
M Financing Cost
(Equity)

M Financing Cost
(Debt)
Operating Cost
(incl. fuel cost)

M Investment Cost/
Depreciation

>

PRE-TAX LCOE (USD CENTS/kWh)

Wind Gas Wind Gas
(onshogeeal (LLET) (on; GT)

Developed Country Developing Country
Cost of Equity = 10% Cost of Equity = 18%
Coct of Deht — 890 =

Figure 5. The Impact of financing costs on wind and gas peweration costs in Developed vs Developing countries, from
"Derisking Renewable Energy Investment" by United Nations Development Programme, 2013, p.12.

AMS can deisk green projects using 2 main instrundfifsPublic Policy Derisking Instrument,
(2) Fnancial Deisking Instrument.

The Public Policy Bisking Instrument focuses on removing the underlying barriers that heighten
investment risks. Such barriers can exist in the form of public policies that are unfriendly to
investments or inefficientrbaucratic processes. Examples of Public Polidgkdey Instruments
include passingolicies that guarantee grid access for new renewable energy souyces
easing foreign ownership restriction®r streamlining permit issuance processes

Policies thamandate the disclosure of the performance data of sustainable infrastructure
would also increase transparency and reduce the risks and uncertainties of private investment.
A lack of understanding and quantification of the benefits (revenue, resultantie amtiorty,

and environmental and sotiealth benefits) and risks of infrastructure projects in the planning
and financing stages, and the absence of quantitative data on the financial and risk
performance of infrastructure projects in the investmehiatioa proces®,increases the risks

and uncertainties of private investment.

To reduce these risks and uncertainties, there must be mandatory obligations to disclose the ESG
performance data of infrastructure projects across their fulljdkes. However, a consensus on

the sorts of disclosures that the issuers of securitiesrehka to their investors must first be
achieved. The Task Force on Climeli#ted Financial Disclosures (TCFD) and Sustainability

390. Waissbein et al., oODerisking Renewable Energy I|nyv
Public Instrumentsto Poome Renewabl e Energy I nvestment in Devel opi
Nations Development Programme, 2013), 12.

409l ncreasing private sector investment into sustainat

January D20, p.12
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Accounting Standards Board (SASB) are two organisations that have begun theatinsstalli

of such a consensus. SASB vides a clear set of industspecific metrics and standards for
reporting ESG informatio®n the other hand, thECFD evaluates company exposure to and
management of climatelated risks and opportunities, and references SASB Standards as an
appropriate framework by which to fulfill the TCFD recommendations.

Based onsucha uniform agreeeupon standard, stock markets and funding models for
sustainable infrastructure projects must include mandatory obligations for ESG data disclosure
and assessmeiT his, as well giblicprivate agreements that share risks and rewards between

both sectorswill help mobilise finance towards sustainable infrastructure, which will in turn
improve the quality of sustainable infrastructure projects in tienrélgp ensure the success of
AMSd public investment into green investmen
Public Policy Desking Instruments as possible and select the best fitting instrument for their
context.

Financial Deisking Instrumés are meant to transfer financial risks to another actor. Utilising
Financial Deisking Instruments shifts theraskard profile of an investment more favourably

to the investor with a higher prospective rate of returns. The Council commends ASEAN for
innovating a financing and egsking initiative called the ASEAN Catalytic Green Finance
Facility (ACGF). The ACGF provides public loans and technical assistance to public green
infrastructure projects to catalyse private capital into these projedsnifiative recognises

that public funds (which makes up 75% of the total investment in green projects) is not sufficient
and it is crucial to attract private capit&lThe United Nations Development Programme further
stressed the need for a stronger paiprivate partnership to attract private capital, mentioning

thato Il n or der t o -upuenewable energylinl dgvelapingcbuatries, it is clear
that private sector inv&stment must be at th

As such, to further attract more ptevaector investment, the Council recommends thae&MS

to enhance the adoption of insurance in the planning and investment proc&ss.example,

green investments could include construction insurance against delayscancpheiion, or
climate risknisurance against residual risks related to weather and natural catastrophe events,
to mitigate the risks involved in constructing and operating new renewable energy infrastructure.
Generally, this would significantly reduce the risk profile of green nmeets, reduce the cost

of financing which increases financial returns, make decarbonisation mechanisms like the ETM
more feasible, attract more private investments, and lower the LCOE of renewable energy to
make renewable sources more price competitiva floasil fuel sources (see figure 6).
Reinsurance would also create an opportunity for laogde investments to be pooled to
accelerate and achieve scale.

419 ASEAN Gr een CASEAN Greeri QatalfiaFadiMadaluypongPhilippines: Asian Development
Bank, 2020), 4.

920. Waissbein et al. ., oDerisking Renewable Energy | n\
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renewable

energy project

FINANCIAL RETURN
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Infeasible

renewable
energy project

Example:
price premium
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»
RISK OF INVESTMENT
Example: guaranteed access to the grid

Figure 6. Utilising Policy and FinanciariBking Instruments can enhance the feasibilithefvable energy projects, from
"Derisking Renewable Energy Investment," by United Nations Development Programme, adapted from Glemarec (2011), by
United Nations Development Programme, 2013, p.13.

Secondly, there is currently no avenue through which iavestorerify which assets are
genuinely sustainable. Thus, the Council calls for the development of a sustainable infrastructure
labelling system that (1) assesses sustainability issues over the whole lifecycle of an asset, (2)
helps the market easily sajrasset sustainability, and (3) through a globally applicable label,
transforms sustainable infrastructure into a mainstream, standardised, liquid asset class. Such a
label could be based upon the recommendations or best practices of the IPFS (lafernation
Platform on Sustainable Finance) to make it compatible or comparable with the EU Taxonomy.
The | abel would help investors make <capital
transition to a sustainable economy.

A prime example of a sustainahlgrastructure labelling system is the ptynlicate initiative,
Finance to Accelerate the Sustainable Transitistructure (FASfra), which is conceived

by Climate Policy Initiative (CPI), HSBC, the International Finance Corporation (IFG)d OECD a
the Global Infrastructure Facilifylt aims to raise private investment in developing world
sustainable infrastructure. However, the HAER label is underpinned bgtandards for
sustainable infrastructtinat are in turn mapped around the hiighrel work done omprinciples

for sustainable infrastructared the detailedEU taxonomgsee figure 734 Given that the EU
taxonomy was developed primarily for the EU and sets a high bar for many technologies, it
may be overly testing for the emerging aomies in ASEAN.Instead, a sustainable
infrastructure labelling system that is developed for the developing world and based on the
recentlyendorsed ASEAN taxonomy, would be a realistic and achievable target that still meets
the goal of shifting the deloping world infrastructure market to a higher quality equilibrium.
Consequently, not only would governments and project developers be incentivised to embed
ESG into new infrastructure in ASEAN at the design armdpséruction phases, the label would
also attract private finance at the construction phase and new institutional investors at the post
construction phase.

B Ridl ey, M i-lfrl; aaeplbliepridate Angalive to raise private investment in developing world
sustainable infrastructure, 6 HSBC Centre of Sustainat
44 |bid, p.7.

45 |bid.

46 |bid, p.8

0, e\ N B S ITNESS G OUNEHL E



Figure7. Global or regional inititatves n s ust ai nabl e i nf r as {nfrayapublieprivate indtiativee e ngr ab
to raise private investment in developing world sustainabl
Finance, p.7.

In addition to phasing out fossil fuel subsidies and repurposing them to subsidise renewable
energy and low carbon solutions projects, carbon pricing is another mechanism that can harness
market forces to encourage investments irchotyon techology and infrastructure. A carbon

pricing mechanism, in the form of a carbon tax or fee, aataptrade system or emissions
trading scheme that depends on governments allotments or permits, would create fiscal
incentives for companies and governmertsuer their emissions by switching to more efficient
processes or cleaner fuels.

Il n a nutshell, further progress in ASEANO®S
closer publiprivate collaboration on data disclosure and project risk allocadiwh.a more
consistent and coherent system for assessing and communicating priority ESG elements of
sustainable infrastructure in financial markets.
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