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Response of the Project Participants to the request for review for: " 1022 - Fuel switch at BSM sugar mills”

Questions 1 and 2 are common to all requests for review; questions 3 and 4 are common to requests 2 and 3. Therefore, the comments of the project participants to these questions are valid to all requests. In the following text, the reasons for request are italicized.
1. Further evidence regarding how the DOE has validated both the suitability of the investment analysis (Option III) and the input values used should be provided.
Since the CDM project activity generates economic benefits (through the replacement of fuel oil) other than CDM related income, the Tool for the demonstration and assessment of additionality gives Project Developers the possibility to choose between two options: investment comparison analysis (Option II) or the benchmark analysis (Option III). The PDs decided to use the benchmark analysis, because the more plausible alternative to the Project would be the continued operation of the existing boilers using the same fuel mix or less biomass residues as in the past, with no associated investments. 
The only revenues of the project are brought by the replacement of fuel oil. Hence, the input values for the calculation of the Project’s IRR are the values saved yearly with the consumption of fuel oil in comparison to the consumption in the baseline, which was calculated as the average of the three most recent years before the Project. 
The former IRR calculation used values of the quantity of oil consumed after the Project, and not the quantity saved. That was corrected. In the revised IRR calculation, also the incremental O&M costs due to the Project are being considered.

The boiler installed at ICSA is a used one, and was purchased in very bad conditions, evidenced by its purchase price: 272,727.00 pesos, or US$ 42,000.00 (rate dollar peso in 1995; see annexed boiler purchase invoice). For this reason, maintenance costs are higher than average. At the time, BSM was unable to purchase a new boiler, due to the difficulty for investments in Mexican sugar industry, as shown in section B.5 of the PDD. 

2. The barriers in the PDD appear to be barriers to market entry rather that to the

implementation of this specific project activity type.

As a result of the uncertainty associated with the sugar industry in recent years, as shown in the PDD, Mexico currently lags behind other major sugar producing countries in the areas of technology, efficiency and the production of other co/byproducts from sugar cane. 

In order to improve process efficiency, redesign steam management and reduce the consumption of fuel oil, BSM began in 1989 hiring experts from many different countries (Guatemala, Cuba, Denmark, England, South Africa, Spain, U.S. (Hawai, Florida, Louisiana, Texas and Idaho – see annexed report of the expert Robert J. Kwok after a visit to BSM, in 1992)). Hence, it took BSM over 10 years to find a good solution, provided by Brazilian companies. 
This technological barrier, combined with the lack of financing, leads to a high rate of use of fuel oil in Mexican sugar mills. This is evidenced by an inform on fuel oil total consumption per tone of sugar cane provided by Mexican Sugarcane industry committee, as shown in the Table available at: http://www.coaazucar.org/Coaazucar/menu6/final20.htm.

The average rate of fuel oil total consumption per tone of sugar cane in Mexico (7.5 liters per tone of sugar cane in 2006) is more than 10 times higher than the rate at BSM. BSM became a model for this kind of project in Mexico and has been recently consulted by other sugar mills, interested in acquiring the technology for fuel switch from fuel oil to bagasse.
3. The methodology may not be applicable because the power generated with heat from the boilers, may have increased as a result of the project activity. Therefore, it should be substantiated that:
a) The power generation capacity installed remains unchanged due to the implementation of the project activity and that this is maintained at the pre-project level throughout the crediting period

b) The annual power generation during the crediting period is not more than 10% larger than the highest annual power generation in the most recent three years prior to the

implementation of the project activity.
As it is shown in the Table below, the generation of energy increases with the expansion of sugar production. This expansion was not due to the project activity. Already in 1999, BSM elaborated a strategic plan where the goal was to increase sugar production in more than 30% during the decade of 2000.

The change of the rate energy generated/bagasse produced, compared to the baseline, is always under 10%, for both sugar mills. 

	ISRP - Harvest
	ISRP -Bagasse (dry tones)
	ISRP - Energy generated (KWh)
	ISRP –Rate energy generated/bagasse produced (KWh/ton)
	Rate of change compared to the baseline

(%)

	Baseline: 98/99
	149,063
	16,136,761
	108.3
	

	99/00
	159,249
	18,382,580
	115.4
	

	00/01
	169,617
	19,164,194
	113.0
	

	Project:  01/02
	188,595
	19,348,012
	102.6
	-11.1

	02/03
	179,110
	17,918,328
	100.0
	-13.3

	03/04
	177,060
	16,445,468
	92.9
	-19.5

	04/05
	198,442
	20,863,598
	105.1
	-8.9

	05/06
	225,567
	25,590,220
	113.4
	-1.7


	ICSA - Harvest
	ICSA Bagasse (dry tones)
	ICSA Energy generated (KWh
	ICSA - Rate energy generated/bagasse produced (KWh/ton)
	Rate of change compared to the baseline

(%)

	Baseline: 01/02
	88,140
	11,791,138
	133.8
	

	02/03
	81,353
	10,558,237
	129.8
	

	03/04
	93,144
	9,907,235
	106.4
	

	Project: 04/05
	118,059
	14,243,362
	120.6
	-9.82

	05/06
	107,411
	15,081,172
	140.4
	4.96


4. The methodology requires that where more than one credible and plausible alternative remains, project participants shall, as a conservative assumption, use the alternative baseline scenario that results in the lowest baseline emissions as the most likely baseline scenario, or conduct an investment analysis. However, two alternative baseline scenarios have been selected for the biomass: burnt in an uncontrolled manner without utilizing them for energy purposes (B3) and used as fertilizer (B6).

Two alternative baseline scenarios were selected, because that corresponds to the baseline reality: part of the bagasse was used as fertilizer, part was burnt in an uncontrolled manner. Methodology AM0036 requires that where more than one credible and plausible alternative remains, project participants shall use the most likely baseline scenario. This is ambiguous, since both chosen scenarios were more than likely: they did happen.
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