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Dear Members of the CDM Executive Board,

We refer to the issues raised in the requestsdoiew by three Board members regarding our
request for registration of project activity 209@rfer Mongolia Bayannaoer Chuanjingsumu Wind
Power Projec¢t and would like to provide our initial responsetie issues raised.

Comment 1:The PP should further explain and the DOE sholddgify how the investment analysis
was validated as credible and appropriate, theralsp taking into account that all data for the IRR
calculations were sourced from the FSR, with omlg exception, in particular:

a) the basis for the assumed tariff in the FSR (Altil2007), being FSR 0.5528 RMB/kWh incl.
VAT and resulting in an IRR of 8.46%;

b) this tariff assumption is conflicting with the calations in the propositional letter from the local
DRC (February 27, 2007), which indicates an elettyitariff for the project of 0.54 RMB/kWh
incl. VAT, making the project financially unattraxet and forcing the project developer to apply
for CDM.

c) the basis for the assumed tariff in the FSR andhdnghe change in tariff is not considered to
be an E+ policy, according to EB 22, Annex 3, péra.

d) Furthermore the DOE is requested to clarify howlieggion of the calculations in the
spreadsheet provided indicates that applying thiéftased in the FSR yields a different IRR
from what was obtained in the same document.
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DNV Response:

a) The calculation of the tariff in the FS®.5528RMB/kWh incl.VAT) is based on local economi
development and project assessment criterion ssdeshod of Compiling Pre-Feasibility Study
Report for Wind Power Projectssued by National Development and Reform Commi{i¢DRC)
and according to national or local wind power ma@nditions. However, the electricity tariff in
China for renewable energy such as wind power gulated according to thblotice on tariff
determination methdcby the governmental tariff bureau. The regulatioes according to market
principles cover costs and ensure a certain lek@rafit. Therefore, the final (actual) tariff of a
project is definedex-postwhen considering the circumstances of local amitrak government
policies, the economic situation and consumptiatust

The timeline for the selection of the electricigyiff can be described as follows:

- September 2006: the FSR dated September 2006 watoped by third party entity Xinjiang
Wind Design Institute which is accredited diredily National Construction Ministry. The FSR
indicate a tariff of 0.5528 RMB/kWh (incl. VAT).

- February 2007: Letter from the local DRC, dated RAbruary 2007, proposes a reduced
electricity of 0.54 RMB/kWh (incl. VAT).

- April 2007: The FSR approval letter dated 11 iA@007 for Inner Mongolia Bayannaoer
Chuanjingsumu Wind Power Project was issued byate government.

Based on the tariff for the proposed project sadiftem the “Propositional letter for tariff” issued
by the local DRC on 27 February 26@®hich is prior to the start of the project actyviif 8 June
2007), the project IRR was calculated to be 7.6&1g thus below the selected project IRR
benchmark of 8%. Both the FSR and the letter frbm lbcal DRC were made available by the
project proponent and verified by DNV.

b) The tariff assumed in FSR is a price estimaiefthe FSR designer based on the local economic
development, national regulations and the specifmmstances of the proposed project. However,
the electricity tariff in China for renewable enegsuch as wind power is regulated according to
the “notice on tariff determination method” (NDRQ@H) No.514), by the government tariff bureau,
the regulation is in respect of market principlesering the cost and ensuring a certain level of
profit. Therefore, the final/actual tariff of a peot is definedex-postwhen considering the
circumstance of local and central government polegonomic situation and consumption status.
The project participants have to adopt to the ftainéy achieve and decide to go ahead with the
project or not.

The IRR calculations were provided in a spreadshéet calculations were verified and found to be
correct and in accordance with the EB’s latest gog on the assessment of investment analyses
(EB41). The assumptions used in the calculation® weemed to be correct by DNV. The project-
IRR without CDM revenues is 7.67%, which confirniatt the project in the absence of CDM
benefits and compared to the benchmark of 8% idimancially attractive. With CER revenues the
project IRR increases to 10.95%, which is abovebdgrechmark

¢) The basis for tariff in the FSR is clarifiedahabove.
According to EB 22, Annex 3, para. 6:

! FSR developed by Xinjiang Wind Power Design Gragl@thool in September 2006 and approved by thel@avent and Reform
Commission of Inner Mongolia Autonomous Region orAptil 2007.

>NDRC2005, No.514

® The propositional letter on the expected tariffra proposed project from local Development anfibfRe Bureau on 27 February 2007.
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‘National and/or sectoral policies or regulationsathgive comparative advantages to more
emissions-intensive technologies or fuels overdesssions-intensive technologies or fuels’.

Therefore, the type E+ policy would result in iresed GHG emissions.

The change of the assumed tariff in the FSR (0.58R@/kWh) into a realistic tariff of 0.54
RMB/kWh does not contradict the Chinese policyaadur of renewable energy industry. DNV has
verified the tariff of thermal power plants @659 RMB/kWh (incl. VAT] in Inner Mongolia
Autonomous Regionand ascertained that the tariff of renewable eesrgire composed of two
parts: 1) levelised price of thermal power; andh2) subsidy above levelis®@®659 RMB/kWhfrom
the central government. The reduction from the mesl0.5528 RMB/kWh to the realistic 0.54
RMB/kWh (still above the levelised tariff of therinaf 0.2659 RMB/kWh)falls into the normal
subsidy range. The conclusion is that those sigssidtill reduced in magnitude, still pertain be t
renewable energies such as wind projects to beostgapby national and/or sectoral policies or
regulations. E+ policy is therefore not considemdvant in this context.

d) Taking the tariff of 0.5528RMB/kWh as input imet calculations in the spreadsheet provided, the
IRR is 7.67%. The 8.46% as indicated in the FSRdl&eptember 2006 appears to be calculated in
a different way. The difference is due to the egidn of loan repayment and loan interest in the

spreadsheet as required for project IRR calculatamtording to EB41 Annex 45 para 9

Comment 2:The DOE should further clarify how the sensitivatyalysis was properly validated,
taking into account: a) the low variations requiréat the project's IRR to reach the benchmark of
8%; and b) that the turbines investment cost wasally verified to have decreased.

DNV Response:

a) The sensitivity analysis was submitted in a agsbeet open for editing and with visible

calculations. DNV was able to check and confirmt ttkee calculations were performed in an

appropriate manner. The input parameters were se@s follows:
1) When decreasing the total investment by 2.2886, pgroject IRR would exceed the
benchmark of 8%. According to tiealysis for Current Price Increasing and Expedaatfor
2008 drafted by the State Council Development Rese@efiter on 28 March 2008, the costs
of equipment and construction have been increasinthe recent years due to the strong
development in the wind power sector. The totalestinent costs consist of equipment,
installation and construction costs, and even thoilng actual equipment costs were 0.6%
lower than estimated, the total costs are unlikelyncrease by 2.28%.

2) If the electricity tariff would increase by 2%0) the project IRR would exceed the
benchmark. However, according @hina’'s Management Rules on Taisued by NDRE

the tariff of for wind power projects not partictpgy in tender is determined by the state
government with reference to the tariff of wind jeis participating in a tender locally. In
line with this, a similar tariff is expected to lemjoyed by the wind power projects not
participating a tender within the same grid, tdewfthe principle of fair competition in the
market.

The proposed project as a project not participaitng tender, as according to the guidance
above, cannot use a tariff higher than 0.54 YuddhKincluding VAT) as stated by the local
Development and Reform Commission propositionaletetThis is backed up by other
evidences showing that a decreasing trend can pected, as it was seen in a press

4 Notice on Tariff adjustment issued by NDRC in 2006
5 NDRC Price[2006]7
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b)

conference held by the State Council Informatiofic®fon 4 September 2007were it was
said that China would be taking measures to rediuggid tariff of wind power projects,
through employing domestic wind turbines and usimgscheme of tendering for wind power
projects.

The actual tariff for the project was also confidrigy checking the tariff approval issued by
NDRC on 3 December 2007. The actual tariff for gineject is only 0.51 RMB/kWh (incl.
VAT).

It is thus DNV'’s opinion that it is unlikely thaté project’s tariff will increase in the future.

3) The annual electricity output is determined bg plant load factor (PLF) and is a key
parameter impacting the financial attractivenesthefproject. If the annual electricity output
increases by 2.20%, the project IRR may cross ¢nelmark.

However, the annual electricity output depends loe wind speed of the project site and
specifications of the wind turbines. As per thesileiity study report, the annual electricity
output is estimated based on data from April 2aDB1arch 2006 and compared and found
consistent with the 20 years meteorological datenfrll986 to 2005 in the nearest Wulat
Zhongqi Weather Station (accordinghtethod of Compiling Pre-Feasibility Study Report fo
wind Power Projec)s which was obtained through the professional vearié WASP to
determine the richest wind source area, then usnogher software WindFarmer to optimize
the location of each turbine in order to maximizewpr generation. The PLF value is
correlating positive with the wind speed, but thewal average wind speed of the project site
tends to decrease and gradually stabilize ovemptst 30 years from 1976 to 2005 in the
nearest Wulat Zhongqgi Weather Station for whictadat available recently.

Therefore, it is DNV’s opinion that is not likellidt the load factor increases by 2.20%.

By checking the contract, DNV was able to vetifyat the price of the turbines is 269.35

million RMB against the FSR estimates of 271.15ionl RMB, a decrease of 0.6%. However, as
clarified in 3) above, the total investment is mofly including the equipment cost but also the
installation cost and construction cost. Sincedbst of manpower cost and materials included in
construction cost and installation cost is incneggrom 2006 to 2007Analysis for Current Price
Increasing and Expectation for 2008 is unlikely that the total investment decresabyg 2.28%.

We sincerely hope that the Board accepts our afenéioned explanations.

Yours faithfully
for DET NORSKEVERITAS CERTIFICATION AS

MM&/ (éﬁéha‘. .

Michael Lehmann
Technical Director
Climate Change Services

% Press conference ny Chen Deming, NDRC (reportedrsniial Daily on 5 September 2007)



