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Responseto request for review
Shaanxi Baiguoshu 13MW Hydropower Project (2179)

Dear Members of the UNFCCC Secretariat,

We refer to the requests for review by three Boameimbers concerning DNV’s request for
registration of project activity “Shaanxi Baiguosh8MW Hydropower Project” and would like to
provide the following initial response to the issuiaised by the requests for review.

Comment 1: The DOE is requested to justify the suitability of the 10% benchmark, in particular,
the appropriateness of a benchmark of year 1995 when assessing the additionality with investment
decision made in 2006. In particular the DOE should justify why an 8% benchmark was accepted
for previous project activities submitted for registration (e.g. 1875).

DNV Response:

The project proponent has compared the projechdilaés against the benchmark of 10%. DNV
would like to indicate that the selected benchmarik accordance with the document No.SL16-
95 (Economic evaluation code for small hydropowenjgrts), issued by the Ministry of Water
Resources of China. Though this document was issyé¢de Chinese ministry in the year 1995, it
is the only source till date which clearly defirtee expected minimum returns from such type of
hydropower projects. The benchmark of 10% is mostraonly used in China for assessing the
financial viability of such projects. This can albe seen from other similar small hydropower
projects in China, recently registered under CDMghsas Hunan Yangmingshan Three Level
Hydropower Project (2145), Yunnan Lincang Zhenaididpower Project (1994), Fujian
Wuyishan Wenlin River 2nd and 3rd Level Hydropov&ation (1831) and Lijiang Xinzhuhe
Second Level Hydropower Project (1879), etc., ithem referring to the document No.SL16-95.

The applicability of the same benchmark for theppseed CDM project activity can further be
demonstrated from the list of existing regulatiémshydropower plants in China provided in the
annexure of “Notice on the current technical statidaf water resources ([2006] No.05)",
published by the division for construction and ngeraent, Ministry of Water Resources of
Chind and Chinese Hydraulic Engineering Society (CHES)&bsité, which provides the
complete list of regulations for the hydropowerteedncluding expired regulations, regulations
under amendment and existing regulations in China.

! http://ww.mwr.gov.cn/tzgg/gt/2006092600000047 9255 bx
2 www.ches.org.cn/jishubiaozhun/001.asp
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DNV would also like to state that in the approveddibility study report, the financial projections
of the proposed project activity have also beenparmed against the same benchmark of 10%.
The approval of the FSR by the State DRC also #mltise fact that the benchmark of 10% is still
considered appropriate in China. This benchmaekdgcisive factor in China for the rejection or
approval of the projects.

Furthermore, according to the “Economic evaluaticode for small hydropower projects
(Document No.SL16-95)", the code of 10% is appliedb small scale hydropower projects with
an installed capacity below 25 MW, and to smalllesdaydropower projects with an installed
capacity below 50 MW in the rural hydropower regi@NV would like to indicate that it is
appropriate to use a benchmark of 10%, considetliegfact that the project activity has an
installed capacity of 13 MW, which is below thetalked capacity of 25 MW.

With reference to the project referred to by theedrive Board (1875) “Sanchawan 32 MW
Hydro Power Project in Guizhou Province China”, Hemchmark of 8% is used in line with the
“Interim Rules on Economic Assessment of Electrigalgineering Retrofit Project” (China
Electric Power Press, 2003). Since the projectviggt{i) has an installed capacity of 32 MW,
which is above 25 MW and is considered large stal€hina, and (ii) is not located in a rural
hydropower region, it would not be correct to apibly 10% benchmark.

Comment 2: The DOE should further demonstrate that CDM benefits were a decisive factor in the
decision to proceed with the project, as per guidance of EB 41, Annex 46, paragraph 5 a).

DNV Response:

The prior consideration of the CDM project has bdemonstrated by PP and verified by DNV by
reviewing the below listed documents:

= In March 2005, the Feasibility Study Report (FSRaswcompleted by Survey and
Design Institute of the tenth engineering BureauCbina Water Conservancy and
Hydropower. This FSR of 2005 has been provided wviewed by DNV during
validation.

= On 3f'May 2005, the EIA Approval was issued by Shaamavice Environmental
Protection. This has been provided and revieweDNY during validation.

= On 229 August 2005 the shareholders of Shaanxi Hengfardfymiver Development
Co.,Ltd held their 8 board meeting. Their decision was to suspend wheprojects,
Shiba and Baiguoshu, due to the expected poandiabreturn identified in the FSR. It
was decided to look if the project could be quatifias CDM. Evidence of the board
minutes has been provided by the PP and review&aNy.

= On 18" November 2005 the shareholders of Shaanxi Hengtadpower Development
Co.,Ltd held their 6 board meeting and there was a resolution to doplthe projects
Shiba and Baiguoshu as CDM projects after the Géndanager reported that the
project could be registered under CDM. Evidencethw board minutes has been
provided by the PP and reviewed by DNV. Followihg tapproval of the shareholders
of the Eroposed project, the project owner apdiedank loan.

= On 20" January 2006 Chenggu County Industrial and ComialeBank confirmed a
loan to the project if the project owner agreeslévelop the project under the CDM.
Evidence of the loan confirmation under CDM consatien has been provided by the
PP and reviewed by DNV during validation.
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= On 31" April 2006 the project owner signed an agreemétit ®DM consultant China
National Water Resources & Electric Power Mater&alEquipment Co., Ltd. Evidence
has been provided by PP and reviewed by DNV.

= On 12th August 2006 the project construction penwsts issued by Shaanxi Daan
Supervision Company Xushui River Hydropower Supovi Department. Evidence of
the command has been provided by PP and checkBiNby This date has been taken
asproject start date by the project developer.

= On 30" March 2007 validation contract for the project saged by DNV.

= On 7" September 2007 the PDD was published at UNFCCCsiteelfor global
stakeholder consultation

We sincerely hope that the Board accepts our afenéoned explanations.

Yours faithfully
for DET NORSKEVERITAS CERTIFICATION AS

W, Briwks,
Hendrik W. Brinks

Technical Director for CDM
International Climate Change Services
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