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A.2. Description of theproject activity : |

This project activity consists of increasing efficcy in the bagasse (a renewable fuel source,uesid
from sugarcane processing) cogeneration facilit€atz Alta sugar mill (Cruz Alta), one of the two
sugar mills owned bycucar Guarani S.A. (Guarani). With the implementation of this projettie mill

is able to sell electricity to the national gridpaling the dispatch of same amount of energy prediby
fossil-fuelled thermal plants to that grid. By thtdte initiative avoids C@emissions, also contributing to
the regional and national sustainable development.

By investing to increase steam efficiency in th@auand alcohol production and increase in the
efficiency of burning the bagasse (more efficienildys), Cruz Alta generates surplus steam and itises
exclusively for electricity production (through bar-generators).

The sponsors of the CABCP are convinced that bage@generation is a sustainable source of energy
that brings not only advantages for mitigating gllolvarming, but also creates a sustainable conmetit
advantage for the agricultural production in thgasgane industry in Brazil. Using the availableunalt
resources in a more efficient way, CABCP helps nbagce the consumption of renewable energy.
Besides that, the project is used to demonstratéethsibility of electricity generation as a sidesiness
source of revenue for the sugar industry. It istiwptto highlight that out of approximately 320 suga
mills in Brazil, the great majority, produces enefgr on-site use only, and not for grid supply,iethis
mainly due to the low-efficiency of the cogeneratamuipment installed on those sugar mills.

Furthermore, bagasse cogeneration also plays aortamp role on the country’s economic development,
as Brazil's sugarcane-based industry provides gpraimately 1 million jobs and represents onehef t
major agribusiness products within the trade baaofcthe country. The Brazilian heavy industry has
developed the technology to supply the sugarcashesiny with equipments to provide expansion for the
cogeneration, therefore such heavy industry dewedop also helps the country to create jobs and
achieve the sustainable development.

Bagasse cogeneration is important for the energyesly of the country. Cogeneration is an alteweati
that allows postponing the installation and/or disp of electricity produced by fossil-fuelled geatéon
utilities. The sale of the CER generated by thejgmtowill boost the attractiveness of bagasse
cogeneration projects, helping to increase the ymraoh of this energy and decrease dependency on
fossil fuels.
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Cruz Alta also believes that sustainable developméhbe achieved not only by the implementatidn o
a renewable energy production facility, but also dayrying out activities which corresponds to the
company social and environmental responsibiligasgescribed below:

Social Contribution

Guarani has implemented a number of social aawiin order to improve its employees and also the
surrounding communities’ quality of life. To the ployees, Guarani offers assistances as: a babtpkit,
help those families who recently got a child; fualeservice, covering 100% of the costs involved in
funeral activities linked to its employees or arfytloeir legal dependents; subsidies for orthopedic
apparels and glasses; subsidies to facilitate thhehpse of school material by the employees’ fasili
subsidies amounting to 40% of medicines cost; falb@wvances, for food purchases; primary medical
services provided at both units (Cruz Alta and @ngrthrough a work physician and a clinical one;
basic medical assistance in the city of Olimpiagtlgh health insurance; odontological assistancalfo
the employees and their legal dependents, withptixeeof the dependents of those working in thalrur
activities or employed temporarily, in the two oiim located in the two units, and moreover a sybsfd
70% of those kind of services provided in privdiaics for the same people; scholarships, paying 70
of technical courses and 50% of language coursdscted among applicants; 100% company-covered
life insurance; transportation to and from the spilmplementation of the Safety Training Observatio
Program, designed by Dupont.

To the surrounding communities, Guarani has estaddi initiatives such as: donation of 400 uniform t
shirts to Washington Junqueira Franco school, & ¢Hy of Olimpia; donation of blankets to be
distributed among poor families and homeless pedajdeation of sports material to Dr. Anténio Reis
Neves school, situated in Olimpia; donation of mmusaterial and uniforms to interschool activities i
Olimpia; confection of 300 books of compositions tloe project Escrever é vida— writing is life — to
the region’s schools; donation of one wheelchaamation of milk and medicines to children with
serious health problems; donation of school andtspuoaterial to religious entities and schools \hic
help poor children; confection of material for pEpwith listening problems in the city of Olimpia;
preparation and technical assistance for the naante of one school crop providing guidance to
students and teachers in the region; donation 4207 kg of food to various entities in the region;
students’ visit to Cruz Alta unit, focusing intejioem between the community and the company;
odontological campaign for students between 7 &ngears old in some of Olimpia’s schools.

Because of such activities, Guarani has been ctuigtad with the “Friend of the children company”
award, by ABRINQ (toys manufacturers Brazilian national associgfion1997.

Guarani’s industrial processes are also a matteaod for the company, and quality is on top ot tha
care. At Cruz Alta unit, the production of liquitdhinverted sugar is certified in compliance witle t
ISO 9002 norm. But Guarani is currently consideregtifying other processes in Cruz Alta, including
the production and sale of electricity.

Environmental Contribution

The CABCP is not the first attitude towards the immment Guarani establishes. Traditionally, its
actions are focused on the direct preservatiohefégional vegetation. Two measures can be underli

! http://www.fundabring.org.br/
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First, in conformity with the Brazilian Forestry @® Codigo Florestal published in September 1965,
Guarani is taking care of the 743 hectares localtedg the river Turvo, one of the main of the State
S&o Paulo. This area is classified as an arearofgment protectionArea de Protecdo Permanente
APP) because of the proximity of a natural wateuree and due to the quality of its surrounding
vegetation. Also, in compliance with the law n°4.70f September 15th, 1965, and although Guarani
does not possess any land, the firm has startddlimit in collaboration with its can suppliers thea
called as legal reserv®R¢servas Legais This surface tends to cover a minimum of 20%hef total
owned area cultivated. The law’s main objectivedsprotect some natural resources such as water
sources, rivers from an intensive landscape userder to achieve this goal, plantation of sugarecis
simply prohibited there. Cruz Alta went further arwhsiderably improved the landscape in the region
where it actuates by planting 76 ha of native vagmt on those natural areas. To complete its mctio
yearly distributions of seedlings to cane supplipeople living at the margin of the Turvo rives,the
municipality and schools of Olimpia and to assadoret for the nature preservation, located in S& Jo
do Rio Preto, biggest city in the region, are beiagried out. Today, the amount of seedlings pthnte
reaches the figure of 10.000 and Guarani inten@srplify this result in the future.

A.3.  Project participants:

Aclcar Guarani S.A.(Cruz Alta), a Brazilian private company.
Econergy Brasil Ltda. (Econergy), a Brazilian private company.

\ A.4.  Technical description of the project activity |

\ A.4.1. Location of the_project activity |

‘ A4.1.1. Host Party(ies): |
Brazil.

\ A4.1.2. Region/State/Province etc.: |
Séo Paulo.

\ A4.1.3. City/Town/Community etc: |
Olimpia.
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A.4.1.4. Detail of physical location, includingnformation allowing the

Olimpia is located in the northwest of the State&sab Paulo and in the southeast of Brazil, as ean b
seen in Figure.1

Source: Elaborated from SEBRAESP
Note: The municipality of Olimpia appears in ligiteen.

Figure 1: Geographical position of the city of Olinpia

2 SEBRAE-SP (2003).
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Sectorial Scope: 1-Energy industries (renewableontrenewable sources)

A.4.3. Technology to be employed by the projecttvity : |

The predominant technology in all parts of the waidday for generating megawatt (MW) levels of
electricity from biomass is the steam-Rankine cyaleich consists of direct combustion of biomasa in
boiler to generate steam, which is then expandexuighh a turbine. Most steam cycle plants are lacate
at industrial sites, where the waste heat from gteam turbine is recovered and used for meeting
industrial process heat needs. Such combined mehpawer (CHP), or cogeneration, systems provide
greater levels of energy services per unit of bissmaonsumed than systems that generate electrierpow
only.

The steam-Rankine cycle involves heating pressiinzager, with the resulting steam expanding toealriv

a turbine-generator, and then condensing back terviar partial or full recycling to the boiler. Aeat
exchanger is used in some cases to recover heatffue gases to preheat combustion air, and a de-
aerator must be used to remove dissolved oxygen fvater before it enters the boiler.

Steam turbines are designed as either "backpréssurécondensing” turbines. CHP applications
typically employ backpressure turbines, whereirasteexpands to a pressure that is still substantiall
above ambient pressure. It leaves the turbineastil vapor and is sent to satisfy industrial hgateeds,
where it condenses back to water. It is then gdhrta fully returned to the boiler. Alternativelyf
process steam demands can be met using only apaiftithe available steam, a condensing-extraction
steam turbine (CEST) might be used. This desigludas the capability for some steam to be extracted
at one or more points along the expansion patimieeting process needs (Figure 2). Steam that is not
extracted continues to expand to sub-atmosphegisspres, thereby increasing the amount of eldgtrici
generated per unit of steam compared to the basspre turbine. The non-extracted steam is converted
back to liquid water in a condenser that utilizeskgent air and/or a cold water source as the ctblan

% Williams & Larson, 1993 and Kartha & Larson, 20p0,01
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Figure 2: Schematic diagram of a biomass-fired stea-Rankine cycle for cogeneration using a condensing
extraction steam turbine

The steam-Rankine cycle uses different boiler desiglepending on the scale of the facility and the
characteristics of the fuel being used. The injii@ssure and temperature of the steam, togethierttve
pressure to which it is expanded, determine theuamnof electricity that can be generated per kiogr

of steam. In general, the higher the peak presancetemperature of the steam, the more efficient,
sophisticated, and costly the cycle is.

Using steam-Rankine cycle as the basic technoldgytsocogeneration system, for achieving an
increasing amount of surplus electricity to be gatesl, Cruz Alta began its efforts in three phases,
which are:

Phase 0 (until 2002):Until 2002, Cruz Alta did not use to commercialgdectricity. It had two 4 MW
and one 2,4 MW backpressure turbo-generators iedtand active, totalling 10,4 MW installed
capacity. To supply steam, three 22 bar boilerewsed.

Phase 1 (2003)in Phase 1, Guarani stalled a 21,8 MW backpredsbe-generator and a 63 bar boiler
in Cruz Alta, while deactivating one 2,4 MW baclgsere turbo-generator and putting a 22 bar boiter o
stand-by, with total capacity in this phase reaglt#f,8 MW.

Phase 2 (2005/2006)n Phase 2, the expansion and optimization ofrilastrial processes continue at
Cruz Alta’s unit. A 25 MW backpressure turbo-generawill be installed, along with another 63 bar
boiler. The 22 bar boiler put on stand by in Phasell become active, and a 4 MW backpressure turbo
generator will be put on stand by. Therefore, theltinstalled capacity at Cruz Alta will reach $MW

in Phase 2and this is the maximuapacity for CABCP.

Guarani has a PPA signed with CPFL (Companhia $taulie For¢ca e Luz, a leading electricity

distributor in Brazil), valid from 2003 to 2012, ax@ng it is contracted to supply electricity. Acgimg
to this contract, Guarani has to deliver at leds860 MWh per year. This is a minimum required for
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CABCP Phase 1, but the mill can sell any extra-arthq@uoduced above of that threshold to CPFL,
following PPA’s clauses. For Phase 2, Guarani igotiating an addendum for the extra amount of
electricity it will produce with the new facilities

Moreover, the technology for expanding the eleityriavailability from biomass in the sugar indusisy
for the local utility companies, an advantage, e baseload for the utilities in Brazil are suppdrt
mainly with hydro-generation and the Sugar Milliredentally, supplies electricity during the dry

season.

PHASE 0 (Before 2003)
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Figure 3: CABCP Phase 0 scheme
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PHASE 1 (2003)
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Figure 4. CABCP Phase 1 scheme
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PHASE 2 (2005) DISTILLATION
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Figure 5: CABCP Phase 2 scheme
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Table 1 shows how Cruz Alta’s cogeneration infriasinre will be updated according to CABCP phases.

Table 1: Cogeneration equipment upgrades

Phase 0 (until 2002) Phase 1 (2003) Phase 2 (2005/2006)

Total Installed Capacity: 10.4 MW Total Installed Capacity: 29.8 MW Total Installed Capacity: 54.8 MW
Active Active Active

Turbo-generators: Turbo-generators: Turbo-generators:

Two 4 MW backpressure One 21.8 MW backpressure One 25 MW backpressure

One 2.4 MW backpressure Two 4 MW backpressure One 21.8 MW backpressure

One 4 MW backpressure

Boilers: Boilers: Boilers:

Three 22 bar One 63 bar Two 63 bar
Two 22 bar Three 22 bar
Stand By Stand by
Boilers: Turbo-generators:
One 22 bar One 4 MW backpressure
Uninstalled

Turbo-generators:
One 2.4 MW backpressure
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Figure 6: Energy Balance Diagram Document for Phasg.

Further, as bagasse cogeneration requires a cobsigasse supply to the sugar mill's boilers, éréhis

an interruption in bagasse supply, for exampletduen interruption in sugarcane supply to the ritiig
boilers would not be able to produce the steamirediy both the sugar/ethanol production process a
the power-generation. Therefore, in order to aveddver-generation interruptions, the cogeneration
expansion plan in CABCP includes investments indigar/ethanol production process that reduce the
steam consumption in the sugar and ethanol pramtugtrocesses. This fine-tune improvement is
necessary in order to drive as much steam as pedsilthe cogeneration project. Consequently, the
greater the quantity of electricity production, thigher the investment per MWh produced is sought.
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A.4.4. Brief explanation of how the anthropogenic emissianof anthropogenic greenhouse

account national and/or sectoral policies and circmstances:

By dispatching renewable electricity to a grid,ctlieity that would otherwise be produced usingsfbs
fuel is displaced. This electricity displacementi wtcur at the system’s margin, i.e. this CDM eij
will displace electricity that is produced by maugi sources (mainly fossil fueled thermal plantg)oh
have higher electricity dispatching costs and atieited only over the hours that baseload sou(loes-
cost or must-run sources) cannot supply the giié ¢d higher marginal dispatching costs or fuelaie
—in case of hydro sources — constraints).

Bagasse is a fibrous biomass by-product from saga&processing, which accounts for about 25 percent
on weight of fresh cane and approximately one thirthe cane’s energy content. In a typical Braaili
sugarcane mill, burning bagasse for generatiomadfgss heat and power production is a practicadyre
established. It is estimated that over 700 MW ajdsse-based power capacity is currently instalied i
the state of S&o Paulo ohlyThe energy produced from these facilities is afadl consumed for their

on purpose. Because of constraints that limit #eess of independent power producers to the adectri
utilities market, there is no incentive for sugareanills to operate in a more efficient way. Lovegsure
boilers, very little concern with optimal use anghtrol of steam, crushers mechanically activated by
steam, energy intensive distillation methods, afeva examples of inefficient methods applied to the
sugar industry as normal routine.

The Brazilian electric sector legislation currentgcognizes the role of independent power producers
which has triggered interest in improving boilefi@éncy and increasing electricity generation d@tan
allowing the production of enough electricity natlpto satisfy sugar mills’ need but also a surplus
amount for selling to the electricity market. Fertmore, the ever increasing electricity demand s@en
opportunity for some bagasse cogeneration powetgla Brazil. Additionally, the feature of elecity
generation from sugarcane coinciding with dry merahthe year, when hydroelectric generation system
- the most important electricity source in the doyin is under stress, should provide considerable
complementary energy and make bagasse cogenegddidiricity attractive for any potential purchasers

Nevertheless, some barriers pose a challenge fadeimentation of this kind of projects. In most cgse
the sponsors’ culture in the sugar industry is veych influenced by the commodities — sugar and
ethanol — market. Therefore, they need an extraniive to invest in electricity production due tet
fact that it is a product that can never be stonedrder to speculate with price. The Power Purehas
Agreement (PPA) requires different negotiationIskivhich is not the core of the sugar industryt Fo
instance, when signing a long-term electricity cact, the PPA, a given sugar mill has to be comfide
that it will produce sufficient biomass to supptg icogeneration project. Although it seems easy to
predict, the volatility of sugarcane productivityaynrange from 75 to 120 ton of sugarcane per hectar
annually depending on the rainfall. So, the revefiasn GHG emission reductions and other benefits
associated with CDM certification offer a worthydincial comfort for the sugar mills, like Cruz Alta
which is investing to expand its electric powerggiion capacity and to operate in a more ratiowalg
under the above mentioned new electric sector wistances.

* S&o Paulo. Secretary of Energy, 2001.
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1st Crediting  (Phase 1) (Phase 2) Total
Period 2003 2004 2005 2006 2007 2008 2009 CERs
Total CO,
CMISSIONS g 781 16.126 27.346 38.872 44.296 54.240 54.240 | 244.901
reductions,
tCO2elyear

This project activity is to redu@44.901 tCQe over 7 years. CERs produced until Dec/04. Data for
2005 and on are estimates.

\ B.1. Title and reference of the approved baseline ethodologyapplied to the project activity: |

AMO0015: Bagasse-based cogeneration connectedéteatricity grid.

B.1.1. Justification of the choice of the methodoby and why it is applicable to the project

This methodology is applicable @ABCP due to the fact that (i) the bagasse is producedcansumed
in the same facility -Guarani-; (ii) the project would never be implemented bg public sector, as well
as it would not be implemented in the absence dfIC&s shown in the additionality chapter below) (ii
there is no increase on the bagasse productionodile project activity itself/ and (iv) there wile no
bagasse storage for more than one year.

B.2.  Description of how the methodology is applieth the context of the project activity. |

The project activity follows the steps provided thg methodology taking into account the (b) Simple
Adjusted OM calculation for the STEP 1, since themauld be no available data for applying to the
preferred option {c) Dispatch Data Analysis OMEor STEP 2, the option 1 was chosen. The follgwin
table presents the key information and data use@termine the baseline scenario.
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ID number Data type Value Unit Data Source

1. EG Electricity Obtained MWh Cruz Alta
supplied to | throughout
the grid by | project
the Project. | activity

lifetime.

2. ER CO, emission| 0,452 tCQe/MWh Calculated
factor of the
Grid.

3. ERomy CO, 0,452 tCQe/MWh This value was calculated
Operating using data information from
Margin ONS, the Brazilian
emission electricity system manager.
factor of the
grid.

10. Fraction of 2001= 0,457 |- This value was calculated
time during 200~ 0,550 using data information from
which low- 2003~ 0,582 ONS, the Brazilian
cost/ electricity system manager.
must-run
sources are of
the margin

B.3.  Description of how the anthropogenic emissioref GHG by sources are reduced below

Application of the Tool for the demonstration and a&sessment of additionality of Cruz Alta.
Step 0. Preliminary screening based on the startindate of the project activity

(a) The starting date of this project falls aftst January 2000, which is evidenced by the Enviemal
Installation Licence of CABCP in"8September 2002.

(b) Guarani has discussed CDM participation ircdgeneration project much before the project shart.
fact, it received a proposal to develop a CDM mrbfn the 29 of July 2002. The consequence of these
talks was a Project Idea Note dated 4 December,20@¥ided to the World Bank Carbon Finance
Business by the project developer prior to thequiogtarting date of October 5, 2003.

Step 1. Identification of alternatives to the projet activity consistent with current laws and
regulations.

Sub-step la: Define alternatives to the project astity
1. There were only two possibilities to implement thi®ject activity: one was to continue the current

situation of the sugar mill, focusing only on thedguction of sugar and alcohol and thus investing t
enhance the efficiency and increasing the scalésofore business. The other option was the project
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activity undertaken, which is the investment madeiricrease steam efficiency and production for
electricity sales purposes by acquiring high-edfidy boilers and turbo-generators.

Sub-step 1b: Enforcement of applicable laws and redations

2. The alternative, which is to continue with the BAltuation before the decision of implementing this
CDM project activity is consistence with the apphite laws and regulations.

3. Non applicable.
4. Both the project activity and the alternative scemare in compliance with all regulations.
Step 3. Barrier analysis

Sub-step 3a ldentify barriers that would prevent the implementation of type of the proposed
project activity

1. and 2.According to COELHO (1999)“large scale cogeneration program in sugar-alceactor has
not yet occurred, due to several barriers, maiognemic, political and institutional”, such as:

I. Technological Barriers

Technological barriers represent a very importssiié for increasing bagasse cogeneration in Beazil,
despite of the fact that Rankine-cycle is a welhwn technology - the cogeneration units operaté wit
low-efficiency and are not competitive comparingdiher generation options. In this way there is a
tricky issue about technology and economic valuesth technology. Although this technology is well
developed, the economic value for its applicat®mot present for projects on the scale similath&
sugar mills in Brazil. COELHO (1999) justifies thay highlighting that the unit costs ($/installedAR

are significantly influenced by the scale-effecs the bagasse cogeneration unit should have a small
scale due to the high cost for transportation effirel (bagasse), investments are high. Therebwa
lower cost of capital is wanted, the result ismapdified installation and lower efficiency.

COELHO (1999) also states that the great majoffithhe sugar mills still rely on inefficient techrmgjy,
such as on 22 bar pressure boilers, even in the efaSao Paulo, the most industrialized in Brazil.
Moreover, when there is a necessity to change ewnfs it is usual not to consider purchasing high-
efficiency boilers due to conservativeness, lackrafwledge or even lack of interest to generatplaar
steam for electricity sales purposes.

Finally, SWISHER (1997)considers it difficult to convince the local dibtitor that the energy to be
acquired, generally generated during the harvestose is sufficiently reliable to be accountedhe t
distributor’s planning.

® COELHO, Suani TMecanismos para implementacdo da cogeracdo dei@titde a partir de biomassaim
modelo para o Estado de S&o Paulo. Sdo Paulo:@Pnagnterunidades de pos-graduacdo em energia, 1999

® SWISHER, JUsing area-specific cost analysis to identify lawremental-cost renewable energy optioasase
study of co-generation using bagasse in the Sfagfo Paulo. Washington DC: Prepared for Globalifenment
Facility (GEF) Secretariat, 1997.

This template shall not be altered. It shall be completed without modifying/adding headings or logo, format or font.



PROJECT DESIGN DOCUMENT FORM (CDM PDD) - Version 02

CDM - Executive Board page 17

Il. Institutional and Political Barriers

From the electric sector point of view, accordiogQOELHO (1999), acquiring electricity other than
hydroelectric would not be a priority, arguing theihce bagasse based electricity is generated only
during the harvest season, no firm energy couldbffered. However, the biggest advantage of the
bagasse based electricity is that it is producednduthe period where hydroelectric plants face
difficulties due to the low level of rains. As asut, COELHO (1999) suggests that there is a dicanit
prejudice and conservativeness of the distributdnen deciding whether to purchase bagasse based
energy or not.

From the sugar mill point of view, save rare eximep, COELHO (1999) says that the great majority of
sugar mills do not consider investments in cogdimrgfor electricity sale) as a priority. The smct
“even in the new political context, does not seenma@ve motivation to invest in a process that ésse
with mistrust and no guarantees that the produltthaive a safe market in the future. Moreoversiti
fact that “the sugar mills are essentially managethmilies, which hurdles the association witheexal
financial agents” that would allow the sector tonb@re competitive and diversifying its investment.

From the point of view of the economic agents, @keessive level of the guarantees required to fi@an
the projects is a common barrier to achieving arfaial feasibility stage, deeply discussed in SWHEH
(1997).

Other barriers have more to do with the lack ofcadée commercial contractual agreements from the
energy buyers (i.e. bankable long-term contractd @ayment guarantee mechanisms for non-
creditworthy local public-sector and private cuséos) making it much more difficult to obtain long-
term financing from a commercial bank and/or a tiguw@ent bank. Some other financing barriers occur
simply due to prohibitively high transaction costghich include the bureaucracy to secure the
environmental license.

Since 1997, according to SWISHER (1997), the anceonent of a Cogeneration Decree has been
awaited, and that was supposed to have a positilkeehce on corporate decision-making with respect
biomass project implementation. The original Cogetien Decree proposal, which was never approved,
called for mandatory purchase by the regionaltigdi- “‘concessionarias” from cogenerating and self-
generating facilities Instead of renewable energy, the government etparplan for electric energy,
approved in February 2000 is based on fossil fueNatural Gas. This expansion plan called
Thermoelectricity Priority Plan (PPT) became a itgalright before the energy crisis. The
Thermoelectricity Priority Plan beneficiaries, whiaere mainly natural gas thermal plants, through t
Ministry of Mines and Energy (MME) Decree 3.371rfrd-ebruary 2000, counted on guaranteed, long
term and attractive price conditions on Natural Gapply and Energy sales, together with financing
from the national development bank BNDES. And thoube PPT plan is not likely to be fully
implemented, the public-sector policies for renel@amergy are not considered reliable enough by the
executives of the private sector to support cogiter expansion in the sugar mills. This assumpison
clearly shown in the following list of rules and/@gulations in the energy sector that have beemse
the last 10 years:

March 1993 Law 8.631 sets a tariff regulation for electrieeegy;

" Presidential Decree on the co-generation of eteetrergy, draft of 5 August 1997.
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February 1995 Law 8.987 establish public concession for energy;

July 1995 Law 9.074 regulates concession for electric gneegtor;
December 1996Law 9.427 creates National Energy Agency (ANEEL);
August 1997 Law 9.478 sets the National Council for Energgriping (CNPE);
October 1997 Decree 2.335 regulates the ANEEL task;

December 1997 Implements ANEEL;

May 1998 Law 9.648 establishes the Spot Market for Eledmergy (MAE) and the Operator
National System (ONS);

July 1998 Decree 2.655 regulates MAE and ONS tasks;

February 2000 Decree 3.371 regulates the ThermoelectricityrRyi®lan (PPT);

April 2002: Law 10.438 sets the Program for Incentive AltémeaEnergy (PROINFA), stating
that contracts shall be signed within 24 monthsnfiits date and that there will be different
economic values for the acquisition of 3.300MW I&ctricity capacity from renewable sources

by the state owned Eletrobras, for plants stadipgrations before December 30, 2006;

August 2002 MP 64 is a presidential act to change the cargiit in order to permit the energy
sector regulation including the PROINFA,;

December 2002 Resolution 4.541 from ANEEL regulates the impletagion of PROINFA,
stating that economic values would be defined wi80 days;

March 2003 Decree 4.644 postponed for 180 days, from it®,ddte economic value and
operational guidelines announcement;

June 2003 Decree 4.758 indefinitely postponed the dateliereconomic value and operational
guidelines announcement and revoked the above omextiDecree 4.644.

November 2003 Law 10.762 of 11 November/03 revised Law 10.43826f April 2002
institutes PROINFA.

March 2004: Decree 5.025 regulates the Law 10.438 as of 246 2p@2.
For this CDM project analysis purposes, at the tifme project started there were no institutional
incentive like PROINFA to be considered. Therefdh® company’s decision to sign a long-term PPA
with the local distributor undoubtedly representedignificant risk that the mill was willing to tak
partially thanks to the expected CDM revenue.

I1l.  Economic and Investment Barriers
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“There are several reasons for the Brazilian iggitreluctance to offer higher prices for co-getexut
power. One important reason stems from their assamghat their costs are geographically uniform —
i.e., that there is essentially a single valuetli@ir avoided cost in the industrial sector. Itbbst value
does not indicate that sufficient savings are awd from buying co-generated power, and then tlsere
little economic motivation, under either a publiomopoly or a privatized competitive structure, ér
utility to pay enough for co-generation to satigiytential investors’ financial criterid’ as stated by
SWISHER (1997). In fact, the economic cost is ##spn that Brazilian utilities do not buy cogenerat
electricity energy, at least, while the energy secegulation does not guarantee them the riglpaiss
such cost through to the end user tariff. The obsbgeneration electricity ranges from US$ 35 88U
105 per MWh, according to the Expansion Plan 20010Xrom Brazil Government, which is described
as higher than the marginal cost for electricitpansion in the system — US$ 33/MWh

COELHO (1999) also highlights as one of the majabfems of selling surplus energy to the grid as
being the economic value paid to the sugar millclvimot enough to remunerate the capital invested i
the expansion of a cogeneration project. Furthegrithe fee for accessing the grid does not conteib
for making feasible the sale of the surplus enéoge distributors”.

Summarizing, SWISHER (1997) considers that the nulificulties are found in: (agmall sizes of
projects and installation costs as the fixed costs are high and usually insialtat do not tend to be
large, there is a huge economic barrier towarddementation of these sort of projects, as returitis w
be low comparing with such fixed costs. (byailability of long-term financing: traditionally,
infrastructure projects use to have had wide actedsng-term financing, situation that has changed
after the electric sector privatizatiofc) lack of guarantees:besides technical guarantees, investors
require commercial guarantees establishing a pardde objective of privatization is to foster anket
based economy but banks still require governmemtatantees to ensure long-term investments in the
private sector, (diack of local funding: lack of familiarity with project finance tools dmue to the high
interest rates in Brazil.

IV. Cultural Barrier

Due to the nature of the business in the sugarsimglthe marketing approach is narrowly focused on
commodity type of transaction. Therefore, the eleity transaction based on long-term contract (Bow
Purchase Agreement) represents a significant brealkgh in their business model. In this case, the
electricity transaction has to represent a safestment opportunity from both economical and secial
environmental perspective for convincing the sugdis to invest in.

There are also questions regarding the manageypaloity of the companies that comprise the Brailia
sugarcane industry. According to WALTER (1994}hey have in many cases demonstrated the will to
undertake investments in new technologies, butawittsufficient financial and entrepreneurial capaci
to complete such projects.

8 Joel Swisher personal communication with Rolls Rdgower Ventures project manadéark Croke, August 26,
1997. Swisher J. 1997 pg. 76.

° “As may be seen, the unit costs of the alternatimerces of energy are still high compared to taeginal cost of
expanding the system, nowadays calculed as US$38/MWanslation by Econergy Brasil. IN: BRAZIL, Mstry
of Mines and Energy, 2001, pg. 80.

0 WALTER, A.C.S.Viabilidade e perspectivas da co-geracéo e geragdmelétrica no setor sucro-alcoolejro
1994. Thesis (Doctorate). UNICAMP, Campinas.

This template shall not be altered. It shall be completed without modifying/adding headings or logo, format or font.



PROJECT DESIGN DOCUMENT FORM (CDM PDD) - Version 02

CDM - Executive Board page 20

Sub-step 3b: Show that the identified barriers woud not prevent the implementation of at least
one of the alternatives (except the proposed projeactivity).

The alternative to this project activity was to jetbe current situation and focus strictly in itwre
business which is the production of sugar and alcorherefore, as the barriers mentioned above are
directly related to entering into a new businessctecity sale), there is no impediment for sugalts to
maintain (or even invest in) its core business.

Step 4. Common practice analysis.
Sub-step 4a: Analyze other activities similar to te proposed project activity

The sugar sector, historically, always exploitesdbtomass (bagasse) in an inefficient manner byingak
use of low-pressure boilers. Although they consain®st all of their bagasse for self-energy gemnamat
purposes, it is done in such a manner that no wsiglectric energy is available for sale, and rngasu
company has ventured in the electricity marketluhé recent years.

Similar project activities have been implementeddading companies in this industry, mainly aftede/
do Rosario started to implement its project thatidly served as a sector benchmark. However, tmese
few examples in a universe of about 320 sugar mlisrrently, other similar project activities under
implementation are, for example, Santa Candida,vneEquipav, Nova América. All together similar
projects in the sugar industry in Brazil are restédl to approximately 10% of the sugar industmcei
the other 90% are still burning their bagasse fossite use only in the old-fashioned inefficientywa
That clearly shows that just a small part of théster is willing to invest in cogeneration projects
Moreover, majority of similar projects currentheibg implemented are carried out as CDM project
activities. So far, Econergy Brasil has reportektast 26 CDM bagasse cogeneration projects inilBraz

Sub-step 4b: Discuss any similar options that arecaurring

This project activity type is not considered asidely spread activity in Brazil as only a small fgon of
the existing sugar mills in the country actuallpguce electricity for sale purposes. Also, mosthef
existing similar activities are being developedC&M project activities.

Step 5. Impact of CDM registration

The impact of registration of this CDM project &ty will contribute to overcoming all the barriers
described in this Tool: technological, institutibend political, economic and investment and caltur
barriers by bringing more solidity to the investréself and, therefore, fostering and supportihg t
project owners’ breakthrough decision to expand tsiness model. In this way, the project acyivst
already engaged in a deal to sell its expected CERs

Notwithstanding, the benefits and incentives mergin the text of the Tool for demonstration and
assessment of additionality, published by the CDBJ-&ill be experienced by the project activitieglsu
as: the project will achieve the aim of anthropagegBHG reductions; financial benefit of the revenue
obtained by selling CERs will bring more robustngsthe project’s financial situation; and it ikdly to
attract new players and new technology (there amgpanies currently developing new type of boilers —
extra-efficient — and the purchase of such equigneeito be fostered by the CER sales revenue) and
reducing the investor’s risk.
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The definition of the project boundary relatedhe baseline methodology is applied to the project
activity in the following way:

Baseline energy gridFor CABCP, the South-Southeast and Midwest subsystethe Brazilian grid is
considered as a boundary, since it is the systewhioh Cruz Alta is connected and therefore receive
all the bagasse-based produced electricity.

Bagasse cogeneration planthe bagasse cogeneration plant considered as bgundmprises the
whole site where the cogeneration facility is lecht

1. Date of completing the final draft of this baselseztion

22/02/2005.
2. Name of person/entity determining the baseline
ECONERGY BRASIL (Contact information in Annex 1)high is participant in this project, is

responsible for the technical services related i&s@&mission reductions, and is therefore, in behalf
of Cruz Alta, the developer of this document, alhitsacontents.

25y-0m™

1 Specialists from the Brazilian National Agency Blectric Power (ANEEL -Agéncia Nacional de Energia
Elétrica) suggest using 25 years of lifetime for steamite®, combustion turbines, combined cycle turbimed
nuclear power plants, according to Bosi, 2000,%. 2
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‘ C.2 Choice of the _crediting periodand related information: |

‘ C.2.1. Renewable crediting period |

\ C.2.1.1. Starting date of the first crediting_period: |

10/05/2003.

‘ c.2.1.2. Length of the first_crediting period |

7y-Om

\ C.2.2. Fixed crediting period |

‘ C.2.2.1 Starting date: |

NA

| C.2.2.2. Length: |

NA

‘ SECTION D. Application of a monitoring_methodologyand plan |

‘ D.1. Name and reference of approved monitoring metidology applied to the_project activity: |

Approved monitoring methodology AM0015: “Bagassadzhcogeneration connected to an electricity
grid”

The monitoring methodology was designed to be adpio the Vale do Rosario CDM Project. Due to
the great similarity of the project, the same mdtiogy was chosen in order to monitor the emissions
reduction of this project activity.

The methodology considers monitoring emissions ¢édns generated from cogeneration projects with
sugarcane bagasse. The energy produced by thetpcojdd be electricity exported to a grid-conndcte
system and/or energy used to substitute fossil défegrid connected. And that is exactly the casthw
CABCP: the project exploits a by-product from thugarcane milling process (bagasse) to produce and
commercialize renewable electricity connected tegional Brazilian grid. The methodology is therefo
fully applicable to CABCP.
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Moreover, besides being a methodology to be usectonjunction with the approved baseline
methodology AMO0015 (“Bagasse-based cogeneratiomexied to an electricity grid”), the same
applicability conditions are described and justifie item B1.1 of this document.
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ID number | Data Source of | Data Measured (m), | Recording | Proportion| How will the Comment
(Please use | variable | data unit calculated (c) | frequency | of datato | data be
numbers to or estimated (e) be archived?
ease Cross- monitored | (electronic/
referencing paper)
to D.3)
D.2.1.2. Description of formulae used to estimatproject emissions (for each gas, source, formuladgorithm, emissions units of CQ
equ.)

Not Applicable

boundary and how such data will be collected and &hived :

ID number| Data variable| Source of data Data unit Measured (mRecording | Proportion | How will the data | Comment
(Please use calculated (c), | frequency | of datato | be archived?

numbers to estimated (e), be (electronic/ paper

ease Cross monitored

referencing

to table

D.3)
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1. EG Electricity Readings of the MWh Monthly 100% Electronic and Double check by receipt of sales
supplied to energy metering paper Will be archived according to
the grid by connected to the grid internal procedures, and kept for
the Project. | and Receipt of Sales two years after the end of the

crediting period.

2.EFR CO, emission | Calculated tCe@/MWh At the 0% Electronic and Will be archived according to
factor of the validation paper internal procedures, and kept for
Grid. and two years after the end of the

baseline crediting period.
renewal

3. ERomy (o{0} Factor calculated tCO,e/MWh At the 0% Electronic and Will be archived according to
Operating from ONS, the validation paper internal procedures, and kept for
Margin Brazilian electricity and two years after the end of the
emission system manager. baseline crediting period.
factor of the renewal
grid.

10. Fraction of | Factor calculated index At the 0% Electronic and Will be archived according to
time during | from ONS, the validation paper internal procedures, and kept for
which low- Brazilian electricity and two years after the end of the
cost/ system manager. baseline crediting period.
must-run renewal
sources are
on the
margin.

D.2.1.4. Description of formulae used to estimatbaseline emissions (for each gas, source, formefalgorithm, emissions units of

CO, equ.)

Fiior m.yls the amount of fuel(in a mass or volume unit) consumed by relevant power|
B I:i,j,y'COEFi,j I:i,k,y'COEFi,k sgﬁrcég in year(s)y ( ) g P
— 1) ik j,m Refers to the power sources delivering electrititthe grid, not including low-
EFOM,Simple_adiUStedy - (1_ / y) GEN +/ y GEN (tCOe/GWh) Joperating cost anrzj must-run power plantg, and dinggji]mgortw from the g?id
InY K.y COER;jor m)y Is the CO2 emission coefficient of fuigltCO2 / mass or volume unit of the

fuel), taking intoaccount the carbon content offtheds used by relevant power sources |

i k
(or m) and the percent oxidation of the fuel in yepy, a

EF, = Wowm EFOM + Wewm EFBM (tCOZe/GWh) GENr m)yls the electricity (MWh) delivered to the grid byuscej (or m)

electricity
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BEeIectricity,y: EFeIectricity . EGy iI?]Eteéer?San(,y(:Aée the baseline emissions due to displacement ofriglity during the year y
Wowm, Wem Are the weights given to the operating margin (Gl the build margin (BM)
in the emission factor calculation.

EG, Is the net quantity of electricity generated in hiagasse-based cogeneration plant
due to the project activity during the year y in Mynd

EFelecticityy IS the CQ baseline emission factor for the electricity.

ID number Data Source of Data | Measured (m),| Recording| Proportion| How will the data Comment
(Please use| variable data unit calculated (c),| frequency| of data to be archived?
numbers to estimated (e), be (electronic/
ease Cross- monitored paper)
referencing
to table
D.3)

D.2.2.2. Description of formulae used to calcule project emissions (for each gas, source, formwdéalgorithm, emissions units of

CO; equ.):

Not Applicable
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ID number | Data Source of Measured (m), | Recording | Proportion| How will the data| Comment
. Data .
(Please use | variable | data . calculated (c) | frequency | of datato | be archived?
unit . :
numbers to or estimated (e) be (electronic/
ease Cross- monitored | paper)
referencing
to table D.3)

emissions units of CQequ.)

ERy = BEwermal, y + BEciectricity, y — PE, - Ly ER,: are the emissions reductions of the project activitinduhe year y in
tons of CQ
BEthermal, y =0
BEeiecticity,y: Are the baseline emissions due to displacement ctrieiéy during
PE,=0 the year y in tons of CO
L,=0 BEwema,y Are the baseline emissions due to displacement ahtilemergy

during the year y in tons of GO
BEeiectricity, y = EFeIectricity . EGy
PE;: Are the project emissions during the year y in tdns@,.

Ly: Are the leakage emissions during the year y in toibf
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D.3. Quality control (QC) and quality assurance (QA) praedures are being undertaken for data monitored

Data Uncertainty level of data Explain QA/QC procedures planned for these datagrsuch procedures are not necessary.

(Indicate table and | (High/Medium/Low)

ID number e.g. 3.-1,;

3.2)

1 Low These data will be directly used for calculation of eiisseductions. Sales record and other records are
used to ensure the consistency.

2 Low Data does not need to be monitored

3 Low Data does not need to be monitored

10 Low Data does not need to be monitored

D.4 Please describe the operational and managemesttucture that the project operator will implement in order to monitor emission reductions

The structure for monitoring this project actiwiyll basically consist of registering the amountenergy sold to the grid (EJ5 There are two operations
that the project operators must perform in ordesrisure data consistency, despite of the facthigwill actually consist of the monitoring of osimgle
variable.

1. The monthly readings of the calibrated meter egeiprmust be recorded in an electronic spreadsheet
2. Sales receipt must be archived for double chedkiaglata. In case of inconsistency, these aredtzsetd be used.

Moreover, according to the law, the meter equipnséatl be periodically calibrated to comply witkettegulations for independent power producers
connected to the regional grid.

D.5 Name of person/entity determining the monitoriig methodology

ECONERGY BRASIL (Contact information in Annex 1)high is a participant in this project, is respotesifor the technical services related to GHG
emission reductions, and is therefore, in behalfrofz Alta, the developer of this document, andtgaltontents.
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\ SECTION E. Estimation of GHG emissions by sources |

\ E.1. Estimate of GHG emissions by sources: |

This project activity does not burn any additiongliantity of fossil fuel due to the project
implementation. Therefore, the variable JPlpresented in the methodology, does not need to be
monitored.

Thus, PE, =0

E.2. Estimated leakage

Cruz Alta did not sell sugarcane bagasse beforatpkementation of CABCP.

Thus,Ly=0

\ E.3. The sum of E.1 and E.2 representing the projéactivity emissions:

L,+PE =0

\ E.4. Estimated anthropogenic emissions by sources of gnehouse gases of the_baseline:

The baseline methodology considers the determimatiche emissions factor for the grid to which the
project activity is connected as the core dataet@étermined in the baseline scenario. In Brazdre
are two main grids, South-Southeast-Midwest andtiNNprtheast, therefore the South-Southeast-
Midwest Grid is the relevant one for this project.

The method that will be chosen to calculate ther@pey Margin (OM) for the electricity baseline
emission factor is the option (I9imple Adjusted OMsince the preferable choice (Djspatch Data
Analysis OMwould face the barrier of data availability in Bita

In order to calculate the Operating Margin, dailgpatch data from the Brazilian electricity system
manager (ONS) needed to be gathered. ONS doeggutrly provide such information, which implied
in getting it through communicating directly withet entity.

The provided information comprised years 2001, 26868 2003, and is the most recent information
available at this stage.

Simple Adjusted Operating Margin Emission Factor Cdculation

According to the methodology, the project is toedetine the Simple Adjusted OM Emission Factor
(EFom, simple adjusted,)y - Therefore, the following equation is to be salv
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- F,;,COEF, . F.,,-COEF,
EFOM,simpIe adjustedy = (1_ /y) ! +/y - (tCOZE/GWh)
- GEN,, GEN,,

j k
It is assumed here that all the low-cost/must-famts produce zero net emissions.

Fi v, COEFR,

ik

=0 (tCOe/GWh
GEN (tCO, )

k

ky

The ONS data has been provided to the validatothénspreadsheet, the dispatch data is treatedl as t
allow calculation of the emission factor for thesnthree recent years with available informatiohjol
are 2001, 2002 and 2003. Therefore:

~ F. 200 COEF,
EFOM,SimpIe_adjustedZOOl = (1_ /2001) - GEN \ EFOM,simpIe_adjusted2001 = 515tC02/GWh
) j,2001
J
o I:i,j,ZOOZ'CC)EFi,j
EFOM,simpIe_adjustedZOOZ = (1_ /2002) - GEN \ EFOM,simpIe_adjustedZOOZ =419 tCQ/GWh
] j,2002
I
~ F200eCOEF
EFOM,simpIe_adjustedZOOZ = (1_ /2003) - GEN \ EFOM,simpIe_adjusted2003 =405 tCOZ/GWh
j,2003

i
The Operating Margin emission factor for CABCP hert calculated as the weighted average of the
above numbers and the total electricity dispatdhethe plants analyzed in each of the consideradsye
This gives:
EFOM,SimpIe_adjustedZOOl 2003 = 452tC02/GWh

Electricity Baseline Emission Factor Calculation

The combined margin is determined according to AMDAS:

EF,

electricity

= Wow EFom + Way EFgy

Where wyy and wy are the weights given to both the Operating Maagid the Build Margin. For this
project’s case, Wy is 1 and wy is 0, and therefore:

EF = Fy,, = 452tC0O.e/GWh.

electricity —
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The baseline emission would be then proportionahéoelectricity delivered to the grid throughole t
project’s lifetime.Baseline emissions due to displacement of electricitycatculated by multiplying the
electricity baseline emissions fact@Melecricity.y) With the electricity generation of the project activity.

BEeIectricity,y: EFeIectricity . EGy

Therefore, for the first crediting period, the Esiigs Reduction (or the baseline emissions)
will be calculated as follows:

BEeIectricity,y =0,452 tCQ/MWh . EGy (In tCQG)

E.5. Difference between E.4 and E.3 representing the egsion reductions of the project

The emissions reduction of this project activity is

BEeciectricityy — (Ly + PE) = 0,452 tCQIMWh . EG, -0  BEejectriciyy = 0,452 tCQ/MWh . EG,

E.6. Table providing values obtained when applying formiae above:

Guarani Bagasse Cogeneration Project

Iltem 2003 2004 2005 2006 2007 2008 2009 Total CERs
Installed Capacity, MW 29,8 29,8 54,8 54,8 54,8 54,8 54,8

Electric energy to be sold to CPFL

MWhiyear 21.639 35.676 60.500 86.000 98.000 120.000 120.000

Reduction

Baseline emission factor

(COZe/MWh 0,452 0,452 0,452 0,452 0,452 0,452 0,452

Total CO , emissions reductions,

9.781 16.126 27.346 38.872 44.296 54.240 54.240 244,901
tCO2elyear

Grid-Connected Emission

Electricity produced until Dec/04. Data for 2005 an  d on are estimates.

SECTION F. Environmental impacts

F.1. Documentation on the analysis of the environmentampacts, including transboundary
impacts:

One impact that causes a great concern within thlgarsane industry is the one happening on
watercourses or sheds from stillage, a by-produeh fsugarcane processing very rich in potassium and
organic matter. To discard it without treatmentldoeasily lead to eutrophization of those environtae
and cause severe problems, such as massive ddatimgfcreatures having that environment as habita
and by that acidification of the water.

Being Brazil the biggest sugarcane producer inwtbhdd, the environmental problems that could arise

from the irresponsible management of such wastédcbe huge. To avoid such degradation, tough
environmental legislation was put in place to mizenthose impacts. And Guarani is fully complying
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with that legislation, using the stillage dilutedthe cane fields as a fertilizer, respecting tireghold
for potassium concentration in the fluid.

Moreover, Guarani takes a great concern in theaglebvironmental impact of the sugarcane production
due to the use of chemicals products. In ordemjarove its general management, 8% of the area where
Guarani gets its cane from is under conversiorpfoducing organic cane. It means, in compliancé wit
the technical norms of organic production, no ugdeatilizers or other agrochemicals, and shows
another commitment of the company to reduce th&watural impacts its activities cause. The first
benefice of this news production practices is aicédn of the pesticides’ use on the whole cultdat
area. This is due to the implementation of a bimalgcontrol toward one of the main pest of sugaeca
(Broca de canp Regarding the use of herbicides, the growth etmanized harvest will led to a
sugarcane straw deposit directly on the field. €uiristudies have shown that this material is araktu
herbicides.

DAIA is the department within the secretary of @omiment responsible for analyzing environmental
impacts arising from a project. After receiving atwhsidering the Preliminary Environmental Report
(RAP) — a demand from CETESB for projects that dorequire an environmental impact assessment,
DAIA issued a report about CABCP. According to @@nclusions, CETESB must add the following

demands, additional to its own:

1. Presentin detail a plan to control and monitolegas emissions from the boilers;

2. Recover vegetation around the point where the phtgs its water, planting 34,800 seedlings
with some of the region’s native species, followitg forestry technical procedure 211/01-
E.T.SJ, from the natural resources departmenteoS#o José do Rio Preto municipality;

3. Not log native trees or any vegetation in permanprégservation areas (APP’s) when
implementing the substation. Also, the transmiss$iio® must only pass over the areas indicated
by the project design, including APP’s, followinget forestry technical procedure 018/02-
E.T.RB, from the natural resources department®Barretos municipality;

4. Present the final administrative authorizationsrfrthe department of electricity, water and
sewage (DAEE), relating to damming, taking, andchtdning water in Cdrrego Babacu (Babacu
watercourse), and relating to taking undergrountémasing deep pipes.

Guarani was then granted the Installation LicerseCfABCP; however, CETESB added 2 other
technical demands for the project, stated below:

5. Give proper destination to industrial and domestdid waste, not causing environmental
pollution, following pertinent national environmahtegislation;

6. The launch of pollutants in the atmosphere, fromhbilers, must be done using chimneys, and
the colorimetric density of the smog must complyhvérticle 31 of State Law 997/76 regulation.

Guarani has complied with all these requiremergsyas confirmed by a technical inspection made by a
CETESB agent in July 2003. The Working Licensediesady been granted by CETESB.
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There will be no transboundary impacts resultirggrfrCABCP. All the relevant impacts occur within
Brazilian borders and have been mitigated to comptis the environmental requirements for project’s
implementation.

F.2.  If environmental impacts are considered signifant by the project participants or the host
Party, please provide conclusions and all references $apport documentation of an environmental

The impacts from CABCP are not considered significdhey arise from activities (cane crushing and
bagasse burning) that were already in place befoeeproject, though in different conditions and
circumstances.

SECTION G. Stakeholders’comments |

\ G.1. Brief description how comments by local stakeholderhave been invited and compiled: |

The stakeholder consultation process for CABCP seasied through different ways. Initially, on th& 3
of June, 2003, Guarani held a meeting at Cruz Atarder to present the project to its employees,
inviting all the ones the could attend to the nregetiThe objective was to answer the various questio
raised in the firm, since the announcement of Ac@zarani’s participation to the Kyoto Protocol.

Later, on the 8 of June 2003, Guarani held another meeting. Thst imaportant local stakeholders
where invited to get to know about the Kyoto Prot@nd Guarani’s project at Cruz Alta. They were:

- Olimpia Rural Workers Trade UnioSifidicato dos Trabalhadores Rurais de Olimpia

- Olimpia Agro alimentary Industry Trade UnioBifidicato dos Trabalhadores da Industria de
Alimentacéo de Olimp)a

- Municipal Administration of OlimpiaRrefeitura Municipal de Olimpia

- Municipal Legislation Chamber of Olimpi&€&mara dos Vereadores de Olimpia
- Environmental Police;

- Environmental NGO (Aplavinama);

- Environmental NGOAssociagdo de Recuperacdo do Médio Jieté

The meeting was divided in 4 rounds, being: welegrthe guests, introduction of global warming and
the Kyoto Protocol, presentation of CABCP, andtuisithe new installations. All the explanationsreve
made in simple language, attempting to the factntbst of the participants did not have any faniiyar
with the issue.

Introduction to Global Warming and the Kyoto Praibc
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In this part, Guarani presented a short historeailew of the last environmental steps, occurring
since the main reunion hold in 1992, in the cityRid de Janeiro. This part of the presentation
gave us the opportunity to remind the audience ughtlte GreenHouseGas Effect and what are
the commitments of each one of the countries ire@in the Kyoto Protocol.

Presentation of CABCP

After the historical explanation presented in tinstfround, Guarani presented its project. The abje
was to explain what exactly cogeneration is and waéljing electricity produced with biomass can be
considered as an environmental project. The folhgwioints were explained in details:

1. What cogeneration is and why it is new to produtergy for the grid.
2.  What the 4 reasons are that made CABCP, an enveotainproject:

GHG emission reduction project;

utilisation of a waste to produce energy;
utilisation of biomass instead of fossils combuiss;
lack of “clean” electricity in the Brazil in theifure.

3.  What renewable combustible is and why electricitydpiced with biomass can be considered as
“clean” electricity.

4. The life cycles of carbon (balance between photibegis and respiration) for a forest and for
an annual crop like sugar cane.

5. How to evaluate the quantity of GHG non-emittedhi@ atmosphere due to CABCP through the
concept of baseline.

6. Foreseen results of the project until 2009 in teofM®ns of CQ.

Even though discussions on baseline issues areusuted by complexities, Guarani intended to pass th
idea to the audience not only in a qualitative lghat also in a quantitative one, showing the campis
following strict international trends. To end thpeaking part, a discussion was held between the
company representatives and the audience, withtiqneeing answered.

Visit to CABCP installations

To complete the presentation, a visit around th@ fpermitted the stakeholders to see the first new
installations implemented in Aglcar Guarani in 20@3ne more, questions related to Aglcar Guarani’s
activities could be raised.

Previously to this meeting, Guarani took to the ljguthe initiative of expanding its cogeneration
facilities in order to supply electricity to theidir The company published similar announcementa/
newspapers: one regional and the official newspaptite state of S&o Paulo, both published on #ie 2
of August, 2002. In the announcement, Guarani dedlda had registered the Preliminary Environmental
Report (RAP -Relatério Ambiental Prelimindmwithin CETESB in order to obtain the pertinemelises

for the improvement in its facilities, includingethnvestments for CABCP. The announcement let open
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manifestations from any interested party regartlginitiative, within a month after the publicatidNo
reply was gotten.

G.2. Summary of the comments received:

During the meeting, three interventions were made.

The first one was a question raisedRrgfeitura Municipal de Olimpighe city council. It dealt with the
problem of cane’s burning before harvest, whicarismportant source of GOsn't then a contradiction
to present CABCP as an environmentally friendlyjget? After all, burning bagasse is the same thmg
burning the dry leaves of cane in the field.

AcUcar Guarani’s answer AcuUcar Guarani proved through its actions in dimn of the local
community that it is a responsible enterprise. @qgagently, Aclcar Guarani is already thinking how to
stop as soon as possible burning cane. The olgedivo try to fulfil the obligation of the stataw
regarding this point, before the giving deadline36fyears. Moreover, as it was explained during thi
reunion, bagasse is a renewable combustible, ak agebhny other biomass. The carbon cycle of
sequestration is short in comparison to a foremisequently what is emitted in the atmosphere today
will be, in a way, recaptured by the plant tomorrow

The 2% intervention was due to t@amara dos Vereadores de Olimpiad referred to the future price
of electricity for the community. What will be ie&volution?

AcUcar Guarani’s answer although the installed capacity gives AclUcar @oarthe possibility to
produce the same quantity of electricity as the @resumed by a city of 60,000 habitants duringar,ye
this electricity is currently sold to CPFL. The q&iof kWh is negotiated between AclUcar Guarani and
CPFL.

With the growing of sugar industries producing &ieity and with the future possibilities of choogi
the origin of your electricity, the price of kWh gnhe lower. But this is not an Aclcar Guarani's sel
decision.

The 3* intervention came fronPolicia Ambiental (Environmental Police). After thanking Aclcar
Guarani for this presentatioRplicia Ambientalunderlined the fact that the occurrence of suchtme

in regional firms is not usual. There are few opyioities given to the local stakeholders to knovainils
going on under a technical and environmental pofntiew. For that reason, this meeting is already
welcoming. But, most of all, few opportunities @igen to the local stakeholders to meet themsedvels

to discuss upon those kind of subjects.

The Policia Ambientawould like to underline that throughout reunioike Ithis the enormous potential
of pollution driven by firms could maybe be redueedl essentially better known.

\ G.3. Report on how due account was taken of any commentsceived: |

As shown in item G.2 above, the interventions frima stakeholders were promptly answered and
explanations were provided in a clear way. Nontghefm showed opposition to the project or suggested
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modifications; on the contrary, as stated in ttst iatervention byPolicia Ambientalthe meeting was
praised as an unique and very welcome opportuaigive stakeholders a voice in the project anchib e
their doubts.

Realisation of open reunions is actually in theatstof the art” in all democratic countries. Beside
dealing with the obligations of each one of théalwlders, the main difficulty is to present, witte
same understandable language, the technical pofiritee project to a large panel of persons (schools
trade unions). To achieve completely this goal, dsgiGaurani intends to renewal this action with
another type of audience.

Moreover, to open the discussion with a larger enci, the presentations will be kept in a free sxoa
Guarani’s Internet site.

This template shall not be altered. It shall be completed without modifying/adding headings or logo, format or font.



PROJECT DESIGN DOCUMENT FORM (CDM PDD) - Version 02

CDM - Executive Board page 37

Annex 1

CONTACT INFORMATION ON PARTICIPANTS IN THE PROJECT _ _ACTIVITY

1.1 Project Developer Responsible for the CDM Project Ativity

Organization:

Econergy Brasil Ltda.

Street/P.O.Box:

Rua Pard, 76 cj 41

Building: Higienopolis Office Center
City: Séo Paulo

State/Region: SP

Postfix/ZIP: 01243-020

Country: Brazil

Telephone: + 55 (11) 3219-0068

FAX: +55 (11) 3219-0693

E-Mail: -

URL: http://www.econergy.com.br

Represented by:

Title: Mr.

Salutation:

Last Name: Diniz Junqueira

Middle Name: Schunn

First Name: Marcelo

Department: -

Mobile: +55 (11) 8263-3017

Direct FAX: Same above

Direct tel: + 55 (11) 3219-0068 ext 25 and/or mebil

Personal E-Mail:

junqueira@econergy.com.br
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1.2 Project Activity Host Company

Organization:

Aclcar Guarani S.A.

Street/P.0O.Box:

Rodovia Assis Chateubriand, km 155

Building:

City: Olimpia
State/Region: SP

Postfix/ZIP: 15400-000
Country: Brazil

Telephone: +55 (17) 280 1000
FAX: +55 (17) 280 1039
E-Mail:

URL: http://www.acucarguarani.com.br
Represented by:

Title: Mr.

Salutation:

Last Name: Stuchi

Middle Name:

First Name: Antonio
Department: Administration
Mobile:

Direct FAX: +55 (17) 280 1039
Direct tel: +55 (17) 280 1000

Personal E-Mail:

astuchi@aguarani.com.br
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Annex 2
INFORMATION REGARDING PUBLIC FUNDING

There is no public funding in this project.

Annex 3
BASELINE INFORMATION

Baseline determination in this case means detetimimaf the electricity emission factor of the st

to which the project is connected. Project partioig have chosen the approach Simple Adjusted OM in
order to calculate the Operating Margin, and ditdmesed to calculate the Build Margin since its viatig

is assumed zero in the emission factor determinatio

In order to get the necessary information to use dpproach chosen, participants contacted the
electricity system manager (ONS), as the daily atigp data is not readily available. The spreadsheet
with the calculations was given to the validator.

Moreover, other ONS data was required, this oneiobt through the manager's website. Such
information is necessary to calculate the lambdaofa and the load duration curves from which the
factor was inferred are shown below.

Below the Load Duration Curves obtained with datarf ONS (ww.ons.org.by used to calculate the
lambda factor.

Load Duration Curve - 2001
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Figure 7: 2001 Load Duration Curve S/SE/MW (sourceONS — Operador Nacional do Sistema)
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Load Duration Curve - 2002

45000,0

40000,0

35000,0 - \

30000,0 4

25000,0 4

@LDC
0O Hydro+Nuclear
20000,0 4

15000,0 4

Mwh/h

10000,0 4

5000,0

0,0

H O~ WL O d NN M d N~ ®Md N O d NN ®md N O d N D Mo
¥ 0¥ 0 ¥ ® M 0 ®m 0o N A NNO A O d o o WwoWwo YT oY o0 T DN 00 0
N ¥ ~NO N TN ONT NN TN OIS ONTREOONY OO AT O 0 A F O
A H H d NN NN MMM ®m Y Y Y 0L Lo O © O ~NN~NN~NNO®©® ©
Hours

Figure 8: 2002 Load Duration Curve S/SE/MW (sourceONS — Operador Nacional do Sistema)

Load Duration Curve - 2003
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Figure 9: 2003 Load Duration Curve S/SE/MW (sourceONS — Operador Nacional do Sistema)

Annex 4
MONITORING PLAN
According to the section D of this document, thdyorariable that will be monitored in this project
activity is the quantity of energy exported to tived, from year 2003 up to the end of the last itiregl

period. Since no leakage nor any off-grid emissicimsnge were identified in this project activitiyete
will be no need to monitor the variables for theases. The monitoring will occur as follows:
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Energy Invoice
emitted by Cruz Alta
to CPFL.

1) Archiving (for two
years after the end of the
crediting period or the
last issuance of CERs fo
this project activity,
whatever occurs late

Y

2) Registeringof the
amount of energy in
the spreadsheet
"CABCP.xls"

Figure 10: Monitoring procedures for Cruz Alta

The quantity of energy exported to the grid willrhenitored through the energy invoice emitted byzCr
Alta to CPFL, the energy distributor. The archivingl occur up to two years after the end of the
crediting period or the last issuance of CERs ffiig project activity, whatever occurs later. Theoant

of energy will be registered in the spreadsheet BCR.xIs", which shall be the instrument for the

further Verification.
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