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Preface

In 1999, Vice Minister Li Jiange of the State Council Office for Restructuring the
Economic System (SCORES) invited the assistance of the World Bank (the Bank) in
research on the regulatory framework for the Chinese oil and gas sector. This initiative led
to almost three years of fruitful cooperation in this area between the Bank and the SCORES:
Institute of Economic System and Management ( IESM ), funded jointly by these
institutions and supported by a grant from the Public-Private Infrastructure Advisory
Facility (PPIAF) . World Bank missions visited Beijing for this purpose on 10 occasions
between September 1999 and April 2002. The publication of two reports was an important
milestone in this work. The first discussed reform needs in the oil and gas sector as a whole
(the Consolidated Joint Report) .PThe second carried the research into the area of
economic regulation of long-distance gas transmission and urban gas distribution (the
Report on Economic Regulation) .@

The present report, the third and last in the series, was prepared pursuant to approval
by the PPIAF of a study to be carried out on the implementation of the regulatory
framework for China’s downstream gas sector.

This report concludes the joint effort. It presents the model legislation designed, with
appropriate regard both to international best practices and to China’s particular
circumstances, as a means to implement modern economic regulation to help achieve the
Government of China’s (GOC’s) policy goals for the sector. The legislation is found in
annex 1, Model Legislation Regarding Transmission and Urban Gas Distribution Based
on International Practice and Experience .

This report takes as given the GOC’s general objective to introduce competitive market
forces wherever possible in the oil and gas sector and its specific policy objectives for the gas
industry. It responds to the view expressed in the Consolidated Joint Report that a properly
designed legal framework is required to establish and reinforce the regulatory system. And
it builds on the analysis presented in the Report on Economic Regulation and is

@® Modemizing China’s Oil and Gas Sector: Structure Reform and Regulation.Consolidated Joint Report of The
World Bank and the IESM, SCORES.Beijing: IESM, SCORES.Washington, D.C.: World Bank.First printing:
March 2001 (ISBN 7 - 5005 — 5024 — 3/F-4491) .

@ China: Economic Regulation of Long-Distance Gas Transmission and Urban Distribution . World Bank and the
IESM, SCORES.Beijing: IESM, SOORES.Washington, D.C.: World Bank. First Printing: August 2002 (ISBN7 —
5021 - 3894 —3/TE-2815) .



appropriately cross-referenced to both preceding reports. The gas market situation and
assessments made in these reports are summarized in annex 2, Gas Industry Market
Structure and Pricing: Current Situation, Objectives for Reform , and Transition to
Wholesale Competition .

The regulatory framework this report presents is related to the industry “downstream”
of the outlet of gas purification plants. It does not deal with the other important regulatory
issues, such as health, safety, and the environment, or with pipeline rights of way.
However, if policymakers were to decide that it should deal with these issues, the
framework could be easily adapted to those needs.

Work on the current report began in December 2000, with the benefit of the papers
given and views exchanged at the December 14 ~15 Workshop “China Oil and Gas Sector
Regulatory Reform” that had been organized by the Institute. A second valuable workshop
on “China’s Gas Sector: Legislation and Regulatory Reform” was held, also in Beijing,
April 9, 2002. Its findings are summarized in annex 3 of this report, Gas Sector Reform
and Regulation : Consensus and Difference-A Summary of the April 2002 Workshop .
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