1. The PP shall further demonstrate the additionality of the project activity.

Additionality demonstration has to be done through investment analysis or barrier analysis.  We have carried out a complete investment analysis in the PDD, which shows that the project activity is additional.  Our interpretation is that the comment “further demonstrate the additionality of the project activity” can only mean demonstration of barriers through the barrier analysis – which is not mandatory as per the Additionality Tool as we have already demonstrated the additionality through investment analysis.

That is not to say that barriers to investment do not exist for the project activity.  The barriers to investment are set out below:

(a) Institutional barrier

The table below provides a comparison of the capital cost and PLFs of various power generation projects.

	Category
	Cost/MW (Million Rupees)
	Normative PLF / CUF (in %)

	Wind energy projects
	42.5
	26.5

	Biomass projects
	40.0
	75.0

	Mini-Hydel projects
	39.0
	30.0

	Cogeneration projects
	30.0
	75.0

	Gas Based Projects
	25.0
	80.0

	Coal Based Projects
	40.0
	80.0


(Source KERC order dated 18 January 2005
, In the matter of Determination of Tariff in respect of Renewable Sources of  Energy) (http://www.kerc.org/order2005/Order%20on%20NCE%20Tariff%20(FINAL).doc)  
As can be seen, among all, wind projects have the highest investment cost and the lowest Plant Load Factor. The PLF for wind projects is almost 1/3rd when compared to other projects, which means that the investment cost associated with every unit of electricity generated from a wind power project is up to three times as expensive as that of other conventional and non-conventional sources.  To put this in perspective, the Bangalore Electricity Supply Company (BESCOM) spends Rs. 1.41
 for every unit of electricity that it buys from NTPC’s Ramagundam coal based thermal power plant. In comparison, BESCOM has to pay Rs.3.40 for every unit of electricity it buys from wind projects in Karnataka. 

Wind power purchases are not viewed favourably by the state transmission/distribution utilities.  In addition to paying higher tariffs for wind power generation, the state transmission/distribution utilities view wind power generation as being “infirm power” as compared to conventional power projects and other non-conventional power generation which can commit to the level of generation.  The wind power projects therefore face prohibitive institutional barrier compared to other conventional and non-conventional power projects. This is evident from the KERC order (Refer - Appendix 2 (http://www.kerc.org/order2005/Order%20on%20NCE%20Tariff%20(FINAL).doc)  , excerpts of which are reproduced verbatim below:

KPTCL/Escoms have opined that merit order should be applicable to renewable sources of energy also as otherwise they will be constrained to purchase this high cost power when adequate power is available at much lower tariff especially during monsoon season. Such purchase would not be in the interest of the licensees and consumers. With the introduction of ABT, KPTCL also explained that if merit order is not applied, KPTCL may be purchasing power at higher tariff from renewable sources of energy when it is not required and will be forced to sell the same outside the state at lower tariff incurring huge losses.

(b) Prevailing practice barrier – backing down of generation

Karnataka experiences high wind speeds during the monsoon season and this is the period of maximum power generation. The monsoon season also witnesses a lowering of power demand in the state – both on account of reduced agriculture demand (which comprises a large proportion of state’s power consumption) and availability of hydro power (Karnataka has one of the highest installed hydro capacity).  The reduced demand coupled with availability of low cost hydro generation results in backing down of wind power generation. As can be seen from the KERC Order (quoted above), distribution utilities have strong reservations about procuring high cost renewable energy (e.g. wind), especially during the monsoon season when wind power generation is the maximum. 

Even though wind power generation is not subject to merit order dispatch, there are numerous occasions on which the wind power plant is either backed down or transmission system is not available during this peak wind season.  This coupled with the fact that wind generators get a single part tariff (the revenues of wind power generation sources are linked to the actual level of generation and there is no compensation for backing down or transmission system unavailability), is a prohibitive barrier, as compared to conventional power projects (whose revenues are protected against backing down or lack of transmission system availability).

(c) Barriers due to unfavorable regulatory regime

The GoI policy, formulated in 1993 provided for incentives and facilities which included inter alia setting predetermined tariff rates for power from NCE sources, effective from 01-04-1994, and tariff escalations year on year. In order to formulate necessary framework to support the plan, Ministry of Non-conventional Energy Sources (MNES) was constituted to act as the nodal agency of Government of India for all matters relating to non conventional/ renewable energy. MNES came out with its tariff guidelines for NCE projects on 13.09.1993. The MNES policy stated that the power purchase price for wind projects would be Rs. 2.25 per kWh for the base year 1994-95 with 5% year on year escalation on the base year price. [Refer MNES policy http://mnes.nic.in/windp.html]
In 2003, the Karnataka Electricity Regulatory Commission (KERC) came out with its order on determination of tariff for NCE projects which set a tariff of Rs. 3.10/kWh  for projects implemented after September 2003 and 2% year on year escalation in tariff.  (http://www.kerc.org/orders2003/wind mill ppas.doc)
In 2005, KERC came out with a new order relating to tariff determination of NCE projects, which set a tariff of Rs. 3.40/kWh for wind projects and removed the escalation clause that was their in the earlier MNES and KERC policies. http://www.kerc.org/order2005/Order%20on%20NCE%20Tariff%20(FINAL).doc
We analyze the tariff that would be applicable to the project under the different regulatory policy regimes that have come up for wind power projects in Karnataka over the years.

	Electricity tariff (Rs/kWh)
	2006-07
	2007-08
	2008-09
	2009-10
	2010-11
	2011-12
	2012-13
	2013-14
	2014-15
	2015-16
	Average

	MNES Policy

	3.60
	3.72
	3.83
	3.94
	4.05
	4.17
	4.28
	4.39
	4.50
	4.62
	4.11

	KERC Order 2003

	3.29
	3.35
	3.41
	3.47
	3.53
	3.60
	3.66
	3.72
	3.78
	3.84
	3.57

	KERC Order 2005

	3.40
	3.40
	3.40
	3.40
	3.40
	3.40
	3.40
	3.40
	3.40
	3.40
	3.40


As can be seen, the various policies have resulted in the average tariff for wind power projects over the 10 year period progressively decreasing.  This is unlike the power generation tariffs for conventional power projects which receive a two-part tariff to cover all the costs plus a reasonable return on investments.

(e) Prevailing practice barrier – low priority for evacuation

For all sources of power generation, the transmission network for evacuation of electricity from the project is set up by the transmission utility and is not charged to the project developer. But in case of wind energy projects, building of transmission network and evacuation of energy produced is the responsibility of the project developer. The wind power investor is required to build the interconnecting transmission line, for transmitting the generated electricity up to the grid substation. The project activity is located in the remote areas of Gadag district; the nearest grid substation is at Belahatti village which is 25 kms away from the project site. The project proponent had to develop the 25 km transmission line for evacuation of electricity from the project. Further, after commissioning of the project, the transmission line is required to be handed over to the transmission utility at free of cost. 

2. Version 2 of the additionality tool is no longer applicable.

The PDD for the project has been prepared using the Approved Consolidated baseline methodology for grid connected electricity generation from renewable sources – ACM0002 version 6.0. As per the guidelines given in ACM0002 the additionality of the project activity shall be demonstrated and assessed using the latest version of the “Tool for the demonstration and assessment of additionality” agreed by the CDM Executive Board, which is available on the UNFCCC CDM web site
.

The PDD for the Project Activity was web hosted for public comments from 1st December 2006 to 30th December 2006. During this period the latest version of the “Tool for the demonstration and assessment of additionality” agreed by the CDM Executive Board that was available on the UNFCCC CDM web site was version 2.0. Therefore, in accordance with the guidance given in ACM0002, we used the additionality tool version 2.0 to assess and demonstrate the additionality of the project. 

Annex 2 to the EB30 report states that: 

The revision of an approved methodology or tool referred to in a methodology shall not affect (i) registered CDM project activities during their crediting period; and (ii) project activities that have been published for public comments for validation using the previously approved methodology or tool, so long as the project activity is submitted for registration within 8 months of the date when the revision became effective.

Version 3.0 of the additionality tool was made public on 16th February 2007
. Thus the Project Activity was published for public comments for validation prior to the Version 3.0 of the additionality tool. The validation exercise for the project was completed on 20 July 2007 and the request for registration was filed on 3 August 2007 - i.e. within less than 8 months of the date when the version 3.0 of the tool was made public. 

In light of the above, we understand that additionality tool version 2.0 is applicable to the Project Activity. We are however submitting the revised PDD using version 3 of the additionality tool along with this response.
3. For a project activity of this type, a project IRR should be calculated rather than an equity IRR.

We would be happy to calculate the project IRR for this project activity and provide the details.  However, we understand that the comment implies that using the project IRR (and comparing it with a benchmark) is more appropriate that calculating the equity IRR (and comparing it with a benchmark).

The Benchmark Analysis of the Additionality Tool requires calculation of project IRR as the appropriate measure for demonstrating additionality while the Investment Comparison Analysis requires calculation of equity IRR.  The issue here is that in India, the post tax return on equity has been a long standing benchmark applicable for power projects which is used for tariff setting and this is further explained in the Response No. 4 below.  

We believed that a benchmark that is publicly available and is used for the critical task for setting tariffs (which has a far larger economic impact on the generators and on the consumers) should be used.  When we attempted to do the Investment Comparison Analysis, we are faced with the difficulty that while we have the cost details and other information in relation to the project activity, such details are certainly not available in the public domain for other alternatives and therefore we cannot apply Investment Comparison Analysis.  We therefore applied the benchmark analysis recognizing that sectoral benchmarks should be at the project IRR level rather than at the equity IRR level but given the peculiar situation of finding a very strong, credible and conservative benchmark for equity returns in the public domain, we used the benchmark analysis for equity returns.  

We request the EB to allow us to use the benchmark analysis using the equity returns, given the above context.

4. Further information should be supplied regarding how it has been validated that the applied benchmark has been assessed to be the most suitable indicator against which to compare the IRR of the project activity.

We would request the DOE to comment on this as this relates to validation.  However, we would like to clarify the following from a project participant’s perspective:

The various publicly available documents which explicitly state the appropriate benchmark for power generation projects for determination of tariffs available at the start date of the Project are stated below:

Government notification

Government of India notification of 1992 first set out the benchmark returns for conventional private power generation projects in India.   Section 1.5 (e) states that return on equity shall be 16 percent and Section 1.5 (d) provides for reimbursement of taxes.  This set the benchmark as 16% post tax return on equity. (http://powermin.nic.in/acts_notification/tariffnotification_generatingcompanies.htm).  

Central Electricity Regulatory Commission Orders

(a) Central Electricity Regulatory Commission (CERC) carried out an assessment of the required rate of return and its advisor came up with a report in April 2000.  Page 38 of the report summarizes the cost of equity under various approaches for central power generating units.  This ranged from 16% - 20%.  (http://www.cercind.gov.in/rep1304.pdf)

(b) CERC’s Order of December 2000 confirmed 16% post tax return on equity as the benchmark for conventional power generating companies. See Page 48 of http://www.cercind.gov.in/2612/Order%20Final.pdf
(c) CERC’s tariff notification of 26th March 2001 stated that the required equity rate of return for conventional power generating companies shall be 16%.  Tax would be over and above this.  See Section Page 10 for 16% and Section 2.12, Page 15 for tax of http://www.cercind.gov.in/Tariiff/Notification.pdf
(d) CERC’s discussion paper of June 2003 stated that the preferred approach for the benchmark for conventional power generating companies would be cost of equity approach (Page 20).  It further stated that it would retain the 16% post tax return on equity benchmark and any revision in future will not revise it downward from 16% (Page 21).  (http://www.cercind.gov.in/Terms_Condition_of_Tariff.pdf)

(e) CERC’s notification of March 2004 revised the benchmark for conventional power generating companies to 14% post tax return on equity.  See Page 20 of the Order (http://cercind.gov.in/13042007/Terms_and_conditions_of_tariff.pdf).  

It is important to note that for conventional power generation companies, a two part tariff structure is followed where fixed charges are payable based on availability and therefore, investors of conventional power projects are protected from dispatch risk or unavailability of transmission facilities, etc.  Further, in addition to the above benchmark, investors of conventional power projects are entitled to incentives and protection for exchange rate variations.

State Electricity Regulatory Commission’s Orders

The following state electricity regulatory commissions have come out with orders for wind/non-conventional/renewable energy generation projects.  These states cover the major wind installations in India.  The Orders that have been issued prior to the start date of the Project Activity include: 

(a) Maharashtra Electricity Regulatory Commission set the generation tariffs for wind power projects in November 2003.  Page 48 of its Order (http://www.mercindia.org.in/pdf/Detail_Wind_Energy_Order.pdf) sets out 16% post tax return on equity as the appropriate benchmark for tariff determination of wind power generation projects.  

(b) Karnataka Electricity Regulatory Commission set the generation tariffs for renewable energy projects projects in January 2005.  Page 4 – 5 of its Order sets out 16% post tax return on equity as the appropriate benchmark for tariff determination of wind power generation projects.  (http://www.kerc.org/order2005/Order%20on%20NCE%20Tariff%20(FINAL).doc)  This Order continues to be in force.

(c) Tamil Nadu Electricity Regulatory Commission set the generation tariffs from non-conventional (renewable) power generation projects in May 2006.  See Page 83 of the Order 

http://tnerc.tn.nic.in/orders/nces%20order%20-approved%20order%20host%20copy.pdf
(d) Gujarat Electricity Regulatory Commission set the generation tariffs from wind power projects in August 2006.  See Page 9 of the Order http://gercin.org/main/Orders/ORDER-2006/wind%20enrrgy%20tariff.pdf
(e) Rajasthan Electricity Regulatory Commission set the generation tariffs from non-conventional (renewable) power generation projects in September 2006.  See Page 24 of the Order http://www.rerc.gov.in/Order/Final%20order_NES_Chairman.pdf.

Tariff setting process

While setting the generation tariffs for wind power projects, a state electricity regulatory commission goes through a transparent and detailed process for determining each of the parameters that impact the tariff and obtains relevant data in relation to each parameter from the various stakeholders.  The regulatory commission goes through this extensive public process and using the various cost parameters, the key operating parameters and the required rate of return (post tax equity return), it establishes the tariff for wind energy generation by aggregating the costs (including required rate of returns) and dividing by the expected generation from the wind projects.  The regulatory commission also carries out its mandate as striking a balance between the consumers’ interests and generator’s interests. Clearly, the regulatory commission cannot allow any generator to make excess profits at the expense of the consumers and as the tariff is set ex ante based on various parameters, the parameters themselves are chosen on a conservative basis (lower benchmark rate of return for equity, higher benchmark for plant load factor/expected generation, etc.) so as to lead to a conservative per unit generation tariff.

Conclusion

The Option III - Benchmark analysis tool allows for equity returns as the appropriate benchmark.  To quote from the text of both version 2 and version 3 of the tool:

“Identify the relevant benchmark value, such as the required rate of return (RRR) on equity.  The benchmark is to represent standard returns in the market, considering the specific risk of the project type, but not linked to the subjective profitability expectation or risk profile of a particular project developer.”  

This fits in well with the choice of equity rate of return that was chosen for this project, based on what the various electricity regulatory commissions’ orders. We believe that since the regulatory commission/government notifications provide a very sound, rigorous and transparent basis for the benchmark returns and this has been in use in India for a very long time for tariff determination which has a significantly large impact on the economics of the power plant as well as the consumer tariffs, this may be accepted as the appropriate benchmark for the project activity.
5. Further information should be supplied regarding how the plant load factor has been validated and how the variations in this assumption for the sensitivity analysis have been considered appropriate.

As explained earlier, the state regulatory commissions are mandated by the Electricity Act to determine tariff in a manner that assumes commercial principles, encourages competition, efficiency and economical usage of resources, ensures reasonable recovery of cost of generation, rewards efficiency in performance
 and safeguarding the interests of the consumers. The Electricity Act also requires that tariff should be determined in a transparent manner that requires the regulatory commission to consider the views and opinions of the public in determining the appropriate tariff. The list of participants in the tariff determination process is enclosed with the response.

The project activity involves generation and sale of the electricity to the state utility, therefore in accordance with the Electricity Act, the tariff for the project is determined by the Karnataka Electricity Regulatory Commission (“KERC”).  KERC Order for determination of tariff from wind generation sources has been based on extensive consultation, obtaining information from various stakeholders (including wind farm developers, government agencies, utilities and other stakeholders). KERC after reviewing the appeals of various petitioners and examining the data available on wind profile in the state, in its order dated 18/January/2005 (Appendix 2), ruled as follows “The Commission, after considering the above proposals and after examining the actual PLF achieved by the plants in operation, decides that a PLF of 26.5% would be reasonable for tariff computation.” http://www.kerc.org/order2005/Order%20on%20NCE%20Tariff%20(FINAL).doc
As explained earlier, the regulatory commission’s orders/government notifications consider data from various sources including wind power developers, NGOs, general public, state utilities, government agencies involved in wind monitoring, etc. and go through an extensive consultation and public hearing before arriving at the Plant Load Factor that reasonably represents the average expected PLF over the term of the PPA. The PLF is also subject to further review as more data becomes available. 

We therefore believe that it is appropriate to use this PLF in the investment analysis.  Further, to take care of uncertainties, the range of PLFs that are indicated in the regulatory commission’s orders/government notifications have been used as part of the sensitivity analysis.

6. The project applies the approved consolidated methodology ACM0002, version 6 dated 19 May 2006. The baseline has been established by using the operating margin (OM) and build margin (BM) data published in government database. The DOE validate the database as an official publication of the Government of India for the purpose of CDM baselines and confirms that the discussion of the baseline selection has been done in a transparent manner. However, in Section B.4. of PDD, the baseline scenario is directly identified according to ACM0002 as the emissions generated by the operation of grid-connected power plants and by the addition of new generation sources. But in Sub-step 1a of Section B.5., it concludes that the continuation of the current situation (no project activity or other alternatives undertaken) would not be applicable. In addition, further explanation is required on why it is impossible that a baseline scenario is constituted by the comparable utility scale hydro power project, which has been listed as one of alternatives.

Please note that ACM0002 is a special case where the baseline is determined through combined margin approach, and not through listing the various baseline scenarios and selecting the most plausible scenario (as is done in other methodologies).  We quote from ACM0002 version 6:

For project activities that do not modify or retrofit an existing electricity generation facility, the baseline scenario is the following: Electricity delivered to the grid by the project would have otherwise been generated by the operation of grid-connected power plants and by the addition of new generation sources, as reflected in the combined margin (CM) calculations described below.
Thus, Section B.4 of the PDD directly identifies the baseline scenario through the combined margin approach.  Further, no other alternative baseline scenario (i.e., the comparable utility scale hydro project as raised in the comment) consideration is either required or is allowed under ACM0002 version 6 baseline determination.  It is therefore indeed impossible to consider any other baseline scenario under ACM0002 version 6.

In relation to the comment on Section B.5 of the PDD considering alternatives, please note that this relates to the additionality determination where alternative scenarios are to be considered and these alternatives are not correlated to the baseline determination (because ACM0002 version 6 stipulates the baseline directly).  We refer to the “Combined tool to identify the baseline scenario and demonstrate additionality” which harmonizes the baseline and the additionality scenarios.  The Combined tool states that methodologies using this tool are only applicable if all potential alternative scenarios to the proposed project activity are available options to project participants and recognizes that this is not the case for grid connected power projects with reference to ACM0002 and state that benchmark analysis may be more appropriate.  

Finally, there is no inconsistency in the baseline (Section B.4) and not considering continuation of existing situation (no project activity or alternative undertaken) in additionality (Section B.5).  The continuation of existing situation refers to a situation where there is no further generation investment required, i.e., the generation availability is and will continue to be much in excess of the demand.  In such a case, the combined margin approach is not relevant because no new capacity is required to be built.  It is only by demonstrating that the continuation of existing situation is excluded as one of the alternatives, there is consistency between the baseline approach and the additionality alternatives.

7. The project directly adopted OM and BM from the government database. The DOE shall further clarify how they have verified whether the OM and BM calculation are strictly following ACM0002, and why there is no real calculation process in PDD.

This question is directed to the DOE and relates to verification of the calculations.  We have no comment on this.

� Reference: � HYPERLINK "http://www.kerc.org/order2005/Order%20on%20NCE%20Tariff%20(FINAL).doc" ��http://www.kerc.org/order2005/Order%20on%20NCE%20Tariff%20(FINAL).doc� 


� Annexure 4, KERC Order on tariff determination for Bangalore Electricity Supply Company


� Rs.2.25 for 1994-95 and 5% annual escalation thereafter


� Rs.3.10 for 2003-04 and 2% annual escalation thereafter


� Rs. 3.40 for 2005-06, fixed for next 10 years


� Refer: Page 2, ACM0002 version 6.0 available on the UNFCCC website


� Refer: EB 29 meeting report


� Refer: Para 61, Section VII of Electricity Act 2003





