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Response to request for review 
9.8 MW Renewable Energy Generation for the grid at South Asian Agro Industries 
Limited in Raipur District, Chattisgarh (1175) 

 

Dear Members of the CDM Executive Board,  

We refer to the issues raised in the requests for review raised by three Board members concerning 
DNV’s request for registration of project activity 1175 “9.8 MW Renewable Energy Generation 
for the grid at South Asian Agro Industries Limited in Raipur District, Chattisgarh” and would like 
to provide the following clarifications. 

Comment 1: 
Further evidence is required to support the benchmark calculation. 

DNV Response: 
The selection of the Weighted Average Cost of Capital (WACC) as a benchmark for the proposed 
project activity and the calculation of the WACC are in our opinion justified and acceptable. The 
financial analysis for the project, including the WACC calculations, was submitted as annex to the 
PDD when the project was submitted for registration.  

Our opinion is and was based on the following: 

� The total finances obtained for the project include two components, i.e. loan and equity. 
Subsequently, the project IRR is based on the total investment (including the debt and the 
equity portions). In order to evaluate the financial viability of the project, the project developer 
is required to assess the expected minimum returns on all components of the investment made. 
Hence, the benchmark selected needs to be such that, the expected minimum returns takes into 
consideration the risks associated with each of the components of the total investment. Thus, 
from investor’s perspective, the WACC is in our opinion the appropriate benchmarks for 
comparing project IRR since it is the weighted average of the total cost of the different 
components of the investment.  

� DNV was able to confirm the correctness of the WACC based on the following evidences that 
were reviewed:  

• The interest rate of 12% on the debt portion of the investment and 11.5% on the working 
capital, considered for the WACC calculation was verified against the detailed project 
report (DPR). A copy of the section that states the interest rates in the DPR has been 
attached as Annex I to this email. 
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• The post tax returns of 16% on the equity portion expected for project was confirmed 
against the DPR as well as that of the returns as allowed by the Chhattisgarh Electricity 
Regulatory Commission for biomass based power projects. Attached is Annex II: Extract 
of the CERC tariff order for biomass based power plants, page 15. 

• Additionally, as per the Companies (Transfer of Profits to Reserves) Rules, 1975 for 
India, in cases where the dividend proposed is between 15% and 20%, (as is in the project 
case of 16%) the project proponent is required transfer to the reserves, not less than 7.5%* 
of the current profits (please see link below). Furthermore, the Income Tax Act, 1961 
requires the project proponent to remit dividend distribution tax at the rate of 13.0685%† 
before declaring the return on equity. Attached is Annex III: Extracts from Direct Taxes 
Ready Reckoner –Taxmann’s 2004-05 for the source of dividend distribution tax (DDT) 
considered. 

Considering the above mentioned taxes and returns, the total return on the equity post tax works 
out to be 19.90%. The weighted average of the return on equity (19.90%) and the return on debt 
(12%) and working capital (11.50%) is estimated to be 14.47% as illustrated in the calculation 
sheet already provided as an annex to the PDD when the project was submitted for registration. 
The same has been provided again as Attachment I: Financial Calculation sheet, to this response.  

Comment 2: 
Further evidence is required regarding how the DOE has validated the input values, such as 
biomass price and interest payments, used in the calculation of the project IRR. 

DNV Response: 

� Biomass Prices: DNV was able to confirm the biomass prices, as used in the IRR calculations 
against the DPR for the project and the quotations signed by the biomass suppliers for the 
project. The biomass prices during the initial stages were INR 650 per metric tonne, which 
was verified against the detailed project report. However, the prices showed an increasing 
trend with the approach of implementation stage of the project and the same was confirmed 
against the quotations provided, which are in the price range of INR 850 to INR 1100. Taking 
a conservative approach, the project proponent has used the lower values amongst the prices as 
provided by the suppliers in the quotations. This is further in line with the prices of INR 850 to 
INR 900 per metric tonne, as submitted in the DPRs by various biomass based power 
generators to Chhattisgarh Electricity Regulatory Commission (CERC). A copy of the 
quotations is provided as Annex IV, biomass prices as stated in the DPR as Annex V and the 
extracts of the CERC tariff order for biomass price, page 18 and 19 as Annex VI respectively 
have been provided. 

� Interest Payments: The interest payments calculations as stated in the IRR calculation sheets 
were confirmed by DNV against the interest rates in the DPR for the project. It has been 
verified that the interest rates on term loan and working capital are 12% and 11.5% 
respectively. The interest subsidy of 2% available for up to INR 20 million on the term loans 
has been deducted from the total annual interest payments. The revised IRR calculation sheets, 
to include a new spreadsheet: “workings”, to show the detailed interest calculations annually 
has been provided as Attachment I: Financial Calculation sheet, to this email.  

 

                                                 
* Clause 2 (percentage of profits to be transferred to reserves), sub clause (iii), Companies (Transfer of Profits to Reserves) Rules, 1975, Ministry of 

Corporate Affairs, Govt. of India. http://www.mca.gov.in/MinistryWebsite/dca/actsbills/rules/CToPtRR1975.pdf    
† Income Tax Act, 1961  
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Comment 3: 
Further evidence regarding the current practice of construction of biomass plants in the region is 
required to substantiate the prevailing practice barrier, as the PDD indicates that biomass prices 
have risen in response to demand. 

DNV Response: 
As stated in the PDD and the validation report submitted, DNV is of the opinion that the price for 
biomass in the state of Chhattisgarh have risen owing to commercial reasons like the unstable and 
unregulated biomass prices. DNV was able to confirm that the biomass prices in the region have 
seen a variation from INR 650 during the DPR stage to INR 1100 as per the biomass price in the 
quotations provided by the suppliers. A copy of the quotations (Annex IV), biomass prices as 
stated in the DPR (Annex V) and the extracts of the CERC tariff order (Annex VI) are provided. 

In comparison to the baseline case, where the Coal India Limited (CIL) regulates and fixes coal 
prices in India, the price for biomass are not regulated by any organisation or agency and is on the 
contrary, driven by market forces. Owing to the commercial opportunity created by the 
establishment of biomass based power generation, an increasing trend in the biomass prices have 
been noticed.  

Additionally, the increase in the biomass prices, is further attributed by the increased cost of 
collection and transportation of the biomass. Cost of diesel used in trucks, which are the main 
means of biomass transportation, has seen an increase by about 80% between 2002 and 2007*.  

The prevailing practice, however, for the region remains thermal based power generation, as 
confirmed against the annual reports published by the Ministry of Non-conventional Energy 
sources (MNES), which show that the installed capacity (MW) of the biomass projects (11MW) as 
compared to that of thermal based power generation (1615MW) was a meagre 0.68% in 2002-
2003†. By the year 2005-2006, the same is seen to show an improvement to about 2178MW 
installed capacity for thermal based power generation as opposed to the 88.5MW for biomass 
based power generation, which amounts to 4.06% of the total installed capacity, as stated in the 
MNES annual report for 2006-07‡). 

Hence, DNV is of the opinion that the prevailing practice in the region is clearly, thermal based 
power generation, while power generation utilising the renewable biomass sources faces 
additional risks due to the unstable biomass prices, as discussed above.  
 

Comment 4: 
Further corrections in the calculation of project emission, as stated in page 28, column 7, as the 
unit of the NCV of coal should be kcal/kg instead of kcal/kWh. This correction has to be made also 
in the corresponding excel file annex B. 

DNV Response: 
The PDD and the annex B (CER calculation sheet submitted during request for registration) have 
been corrected to reflect the above mentioned comment.  

The revised PDD and the emission reduction calculation sheets have been provided as Attachment 
II and Attachment III, respectively.  
 

                                                 
* The historical price of diesel from Indian oil web site is considered for estimation. The Kolkata city diesel prices are considered 

appropriate, which is the nearest city to Chattisgarh among the other listed cities in the table. Web link: 
http://www.iocl.com/Diesel_prices.aspx  

† Table no. 5.11, Annual Report 200-03  http://mnes.nic.in/annualreport/2002_2003_English/ch5_pg11.htm  
‡
Statistics as on 31.12.2006, Table 3.2, the grid interactive biomass power - including co-generation 
http://www.mnes.nic.in/annualreport/2006_2007_English/HTML/ch3_pg5.htm 
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Comment 5: 
Regarding project emissions, the fuel consumptions evaluation are based on an assumed 86,930 
total consumption of mixed fuel at full capacity load (see excel file annex B). This has to be 
justified and correctly documented by stating the source, the rated fuel mix, the NCV of the fuels, 
the assumed power plant efficiency, etc. 

DNV Response: 
The project proponent has estimated project emissions based on the assumption that 10% of the 
total fuel consumption is accounted to the co-firing of coal during start-ups and emergency 
situations. The total fuel requirement for the project at full capacity load is worked out based on 
the station heat rates, fuel mix and the calorific values. The detailed fuel requirement estimations 
have been included in the emission reduction calculation sheets under the spreadsheet “fuel 
requirement” and have been provided as an attachment in Attachment III- CER calculation sheet.  

The assumptions and the sources for the ex-ante estimation of fuel requirement have been as stated 
below. However, the actual emission reductions and the project emission calculations are 
calculated ex-post based on the actual fuel consumptions.  
 

Parameter Value Unit Source 

Station Heat Rate (SHR) 3700 kcal/kWh 

CERC Tariff Order - clause 14, 
sub clause (13), page no. 19 – 
Annex IV 

   
Fuel consumption   
Rice Husk 90 % PDD 
Coal 10 % PDD 

  
Gross Calorific Value (GCV) 

Rice Husk 3200 kcal/kg 

CERC Tariff Order - clause 14, 
sub clause (13), page no. 19 – 
Annex IV 

Coal 4200 kcal/kg 

The gross calorific value of 
coal is based on the information 
published by the Ministry of 
coal*. 

Weighted average GCV 3300 kcal/kg  
  

Specific Fuel consumption 1.12 kg/kWh 
Calculated value based on SHR 
and GCV for the fuels used. 

 

Gross Electricity 
generation 77616 MWh/y 

Estimated assuming a 
maximum of 330 days of 
operation as stated in the DPR. 

 
Total fuel consumption 86930 tonnes  

 
 

                                                 
* Gross calorific value of ‘E’ grade coal is considered; http://www.coal.nic.in/point4.html  
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Comment 6: 
The statement that “However, the study concluded that no negative impacts are possible from the 
proposed project activity. Satisfied with the study and Environmental Management Plan (EMP) 
proposed to implement during construction and operation Govt. of India has issued its consent for 
implementation of project activity” is not correct and has to be deleted. The EIA identified some 
adverse impacts on the environment. 

DNV Response: 

The PDD has been revised to address the above mentioned comment. Please find attached the 
revised PDD as Attachment II.  

 

We sincerely hope that the Board accepts our aforementioned explanations. 

Yours faithfully 
for DET NORSKE VERITAS CERTIFICATION AS 

  
Michael Lehmann C Kumaraswamy 
Technical Director  Manager – South Asia 
International Climate Change Services Climate Change Services 

 

Annexes:  
� Annex I: A copy of the section of the DPR that states the interest rates.  
� Annex II: Extract of the CERC tariff order for return on equity for biomass based power 

plants, page 17. 
� Annex III: Extracts from Direct Taxes Ready Reckoner –Taxmann’s 2004-05 for the source 

of dividend distribution tax (DDT) considered. 
� Annex IV: A copy of the quotations signed by the suppliers 
� Annex V: A copy of the section of the DPR that states the biomass prices and  
� Annex VI: Extracts of the CERC tariff order for biomass price, station heat rates and gross 

calorific values, page 18 and 19. 
 
Attachments: 
� Attachment I: Financial Calculation sheets. 

� Attachment II: Revised PDD. 

� Attachment III: Revised emission reduction calculation sheets. 
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plant. 

 
 
 



 

 

Annex III : Extracts from Direct Taxes Ready Reckoner –Taxmann’s 2004-05 for the source 
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Annex IV: A copy of the quotations signed by the suppliers 
 

 
 
 
 



 

 

 
 
 



 

 

 



 

 

 



 

 

 



 

 

Annex V: A copy of the section of the DPR that states the biomass prices  
 

 



 

 

Annex VI: Extracts of the CERC tariff order for biomass price, station heat rates and gross 
calorific values, page 18 and 19.  
 

 
 
 
 



 

 

 
 

 
 
 


