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   NAVA BHARAT VENTURES LIMITED

             Formerly NAVA BHARAT FERRO ALLOYS LTD.

                 SUGAR DIVISION: SAMALKOT-533 440  A.P. INDIA


Response to Request for Review

Nava Bharat RE Bagasse Project 

Project activity 1288

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

Response:  The additionality of the project activity is demonstrated by examining the barriers to the project and through an investment analysis.  The barriers focused on the variation in the fuel price and the tariff structure in the state for the sale of power to the APTRANSCO.  The present tariff for the sale of power prevents the company from achieving the returns on the project which would make the project financially viable and this has been demonstrated by the analysis of the project IRR.  The ability to claim CDM revenues has allowed the project proponent to make this investment to increase exports to the grid and thus play a role in reducing greenhouse gas emissions through the promotion of alternative to power generated from fossil fuels.  The project proponent maintains that the demonstration provided in the PDD, which has been validated by the DOE and supported by documentary evidences, has fulfilled the criteria for the demonstration of additionality in line with Attachment A to Appendix B of the simplified modalities and procedures for small-scale CDM project activities.  Please also see the response of point number 2 and 3 which relates to the IRR analysis.
2. The IRR should be calculated for the lifetime of the project activity and not just for the crediting period. It should be confirmed that the revised IRR is lower than the prime lending rate.

Response:  The IRR was calculated with a terminal value, this was input to represent the life of the project.  Whilst terminal values have some subjectivity in their determination the use of a 25 year IRR also introduces some problems (assumptions over 25 years are difficult to substantiate and liquid interest rates are normally not available for 25 years).  Therefore to summarise our initial investment analysis - we adopted 7 year analysis to match the crediting period with a terminal value and an interest rate to match this term
. 

The IRR has now been calculated for the life of the project, 25 years, and remains below the benchmark (prime lending rate) without the inclusion of CER revenues.

3. The DOE shall further clarify how they have validated the additionality of the project on the basis of a financial barrier.

Response: The purchase orders were provided to the validator at the time of the site visit to justify the investment cost.  The operating costs and revenues were provided to the validator again at the site visit through a copy of the PPA for the price of electricity, the sales receipts for the cost of fuel and a standard O&M cost which is industry practice
.  The CER revenues 

were assumed from a forward price of Euro 10/tCO2e which is appropriate for this scale of project.
4. Further information is required to confirm how the calculation of electricity generation attributable to the project activity will be conducted in accordance with paragraph 11 of the approved methodology.

Response:  Paragraph 11 of the approved methodology AMS 1D version 10 sets out how projects that retrofit or modify an existing facility for renewable energy generation should account for baseline generation.  The proposed project activity does not retrofit or modify existing facility but replaces older turbines with a new more efficient turbine (the life of the turbines is discussed in point 5).

Paragraph 11 requires us to calculate the baseline through the maximum of EGhistorical and EGestimated and then deduct this from EGy (exports to the grid).  In our analysis we had only considered EGestimated through the use of α.t.  We accept that this is not in line with the methodology and therefore suggest the following amendment to the PDD.

The equation in section B4 page 9 will be amended as follows:
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In this equation α.t is equal to EGestimated.  The following table presents this data.

	
	
	

	Determination of baseline in future, MW multiplied by time
	0.548 MW x t
	Used to determine EGestimated

	Historic exports, MWh
	2,006 MWh
	Used to determine EGhistorical

	
	
	

	Baseline exports, MWh
	Max [2,006 and 0.548 t]
	EGbaseline


5. Further information regarding the date on which the baseline equipment would have been replaced is also required.

Response:  The turbines of 2MW and 3MW were installed in 1977 and 1997 respectively as per the plant records.  Normally the TG sets have a lifetime of about 30-35 years.  The attached data from the plant shows that the 2MW turbine has operated for 10.62 years and the 3MW turbine has operated for 3.52 years and it is therefore clear that these turbines can operate for another 21 years.

6. The monitoring plan states that electricity exports will be monitored. However the methodology requires that “monitoring shall consist of metering the electricity generated by the renewable technology”.

Response:
In section B.7.2 of the PDD it has been mentioned that the generation data from the turbine will be continuously recorded and a manual hourly record will be maintained.  The methodology does state that “monitoring shall consist of metering the electricity generated by the renewable technology” but the calculation of emission reductions is based on electricity exported to the grid.  If we were to use the electricity generation this would allow for emission reductions to be claimed for auxiliary consumption and any electricity supplied for captive use of the adjacent sugar factory (which is in the baseline)
.  It is therefore conservative to monitor emission reductions based on exports.
� We would suggest that further guidance is provided by the EB for the exposition of IRRs as we believe that adopting a 10 year IRR reflects normal practice when examining financial returns.  PPs could then be asked to substantiate deviations from the use of this norm, i.e. costs/revenues known with certainty for longer/shorter periods, liquid/illiquid interest rates, country risk etc.


� An O&M cost of 2.5% of the investment cost as per APERC tariff order.


�  Furthermore the proposed CDM project NSSM-Narkatiaganj Biomass Power Project, project number 1294, which exports to the grid but meters at the site has been put under review as it does not take account of transmission losses therefore metering grid exports at the point of transfer seems to be the most conservative approach.
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