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Industrie Service

Response to the CDM Executive Board

Further clarification is required on how the DOE has validated the investment analysis, in par-
ticular why the utilization hours was not considered as a parameter in the sensitivity analysis
since it was claimed to be a major factor why other similar projects have higher IRRs.

Response by TUV SUD

1. Referring to “How the DOE has validated the investment analysis”: Chapters 2.2 to 2.5
of the validation report clarify that both a desk review and follow up interviews were per-
formed to validate that all validation requirements, amongst them additionality (argued
for by an investment analysis) were fulfilled. We have confirmed in chapter 3, part B.5
and CARs 4 to 6 of our validation report and protocol and would like to reconfirm at this
point one more time that TUV SUD

a. Validated the appropriate analysis method (as required by sub-step 2.a),

b. Validated the appropriateness of the selected benchmark (as required by sub-
step 2.b),

c. Reviewed all documents mentioned in the PDD under sub-step 2.c of the addi-
tionality tool as well as in the IRR calculation spreadsheet and confirmed their
completeness and relevance for evidencing the economic situation at CDM de-
cision-making context. The assessment is based on official sources and further
verification of these sources is considered being out of the scope of the CDM va-
lidation. For most parameters, the Preliminary Design Report (PDR) provides the
most realistic values, except for the following items:

V.

Vi.

Electricity tariff: the values provided by the Hunan Provincial Price Bu-
reau’s document (XiangJiaZzhong[2004] 90) are more accurate,

The residual value and operation period have been taken from the do-
cument SL 16-95 as the values in the PDR are less conservative,
Wellfare, insurance and housing fund rate: The PDR stipulates 40% for
simplification, however the value of 41% from national financial policies is
more accurate,

Support funds of later stage for reservoir region: [Xiangzhengfa (2001)
No0.19], as the PDR does not include the costs which should be ac-
counted according to national policy,

VAT: Proof from Taxation Bureau as the value in the PDR is 6%, which
is not in accordance with the actual situation at the time of CDM decision,
For all other values where other official evidences are mentioned, the
values do not differ between these evidences and the PDR.

d. Confirmed that the sensitivity analysis has been performed appropriately varying
key parameters and that the resulting IRR is still below the benchmark (as re-
quired by sub-step 2.d).
2. Regarding the consideration of the operating hours in the sensitivity analysis, this has
the same impact on the IRR than the variation of the electricity tariff, considered in table
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6. TUV SUD confirms however that neither the increase in electricity tariff, nor the in-
crease in operating hours by 10 % is a realistic scenario.
Issue 2
The sensitivity analysis includes variation in three variables and the resulting IRRs are still be-
low the benchmark. However, there is no calculation on the combination of those variations that

might result in an IRR above the benchmark. Further clarification and substantiation is required.

Response by PP

The sensitivity analysis includes three variables, namely
- the total investment,
- electricity tariff and
- annual O & M costs.

It has been explained and confirmed during validation that the total investment has already in-
creased and the electricity tariff has already decreased. Thus, a combined improvement is unre-
alistic.

Response by TUV SUD

We confirm the answer by the PP. Further, it has always been the understanding of the DOE
that the purpose of the sensitivity analysis is to assess the effect the individually considered
main parameters have on the economic evaluation to proof whether the assumption are robust
against variations. Further in many registered projects the sensitivity analysis was done the
very same way. We request EB to provide more guidance on this issue in case our interpreta-
tion is wrong. The variations are considered adequately as there is no correlation in the likeli-
hood of any individual occurrence.

Issue 3

The PDD states that “the proposed project has poor natural conditions: firstly, the water head of
the project is lower and the annual utilization is only 3033 hours which are obviously less than
that of the projects in Table 7; secondly, the area where the proposed project is located be-
longs to topical karst topography, the geographical condition is much more complicated, the
costs for the foundation treatment is higher; thirdly, the equipments of hydropower generation
were just the most expensive in China at the stages of the feasibility study and preliminary de-
sign of the proposed project”. These conditions indicate that the project might not be technically
and economically feasible. Further evidence is required on the feasibility of the project to en-
sure sustainable emission reductions.

Response by PP

1. According to the Modalities and Procedures for a Clean Development Mechanism
(MOP), validation is an assessment of the design only against a set of criteria (see de-
cision 3 CMP1, articles 35ff.). Evidence of the technical and economical feasibility of a
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project as such is not always available at the validation stage and therefore not part of
the validation criteria.

2. Each project faces barriers, which is why the CDM is needed. The additionality tool re-
quires only one barrier to be evidenced which is the financial barrier (step 2) in the case
of this project. The above-mentioned difficulties have a direct impact on the IRR and
TUV SUD has received and validated sufficient evidence to confirm the existence of
these difficulties and their impact on the IRR. It has thus been demonstrated sufficiently
and in line with the criteria and requirements contained in the MOP and the additionality
tool as well as further guidance provided by the EB that the project faced relevant barri-
ers that would have prevented its implementation without the CDM.

3. However, the prospect of the contribution of the CDM has allowed the Guanmenyan
project to overcome above-mentioned difficulties and the project has been operational
since 2007. See the sales records as evidence. These show that the project is techni-
cally feasible and the sustainable emission reductions can be ensured.

Response by TUV SUD

The above mentioned evidence was checked by the assessment team and found to be correct.

Issue 4

In addition, the PDD states “But the proposed project has poorer financial indicators and isn’t
financially attractive, it would be very difficult for the developer of the proposed project to obtain
a bank’s loan without CDM support. Therefore, there is a severe financing difficulty for the pro-
posed project, moreover, the developer of the proposed project doesn’t have enough capital...”.
Further clarification is required on how the project is to be finalized.

Response by PP

Please see our answer to Issue 3.

Response by TUV SUD

Please see our answer to Issue 3.

Issue 5

The DOE is requested to provide further clarification on how the sustainability of the project
activity was assessed and validated.

Response by PP

May we kindly refer to the CMP’s reaffirmation “... that it is the host Party's prerogative to con-

firm whether a clean development mechanism project activity assists it in achieving sustainable
development” (see document “Further guidance relating to the clean development mechanism”
on http://unfccc.int/meetings/cop_13/items/4049.php).
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Response by TUV SUD

We agree on the above answer by the PP and like to add: the sustainability of the project was
assessed by checking compliance of the host country LoA which was submitted to the board
with request for registration.

Issue 6

The DOE is requested to provide further details and evidence to support its validation of the
common practice analysis, in particular, the difference in utilization hours between the project
activity and similar hydro projects, and whether such distinction is appropriate to the require-
ments of sub-step 4b of the Tool for the demonstration and assessment of additionality.

AND
Issue 7

The PDD states that “Other activities implemented previously or currently underway that are
similar to the proposed project activity are listed in Table 7. These projects are in the same re-
gion (Hunan Province), rely on a broadly similar technology, are of a similar scale, and take
place in a comparable environment with respect to regulatory framework, investment climate,
access to technology, access to financing”. Further clarification is required on why the IRR of
the project activity is below the IRR of those projects taking into account the above mentioned
similarities and why all of them have been implemented without CDM support while the project
activity does require CDM benefits to be implemented.

Response by TUV SUD

1. Additionality tool sub-step 4b of the additionality tool is described in the PDD and has
been confirmed in the validation protocol B.5.

2. Table 7 in the PDD, and the corresponding source of the values was carefully checked
by the DOE and found to be complete in regard to the requirements laid out in the addi-
tionality tool. Three indicators including the utilization hours, investment per kwWh and
IRR are used to analyze the distinction of the natural conditions between the proposed
project and similar projects in the common practice analysis:

a. The utilization hours is a technical indicator reflecting the distinction of the natu-
ral conditions,
b. The investment per kWh is an economic indicator reflecting the distinction of the
natural conditions,
c. TheIRR is a comprehensive indicator reflecting the distinction of the natural
conditions.
Thus, all details and evidence to support the validation are contained in the PDD and TUV SUD
has sufficiently confirmed in the validation report, chapter 2, 3 and the protocol part B.5 that
these details and documentary evidence are complete and relevant to confirm the requirements
of sub-step 4.b of the additionality tool; namely that the projects in table 7 are similar but have
“essential distinctions” i.e. the difference in natural conditions is “fundamental and verifiable”._



Page 6 of 6
Our reference/Date: IS-CMS-MUC/Bb / 2008-01-11

Industrie Service

Issue 8

Further information is requested on how the surface area of the reservoir at full reservoir level
will be monitored during the implementation of the project activity.

Response by PP

1. According to the methodology ACM0002 (Version 6) used in the PDD, the surface area of
the reservoir at full reservoir level should be monitored only once, at start of the project activity.
2. At start of the project activity, the project owner had entrusted the Institute of Yangtze River
Water Resources Protection to estimate the surface area of the reservoir at full reservoir level
through an engineering survey, based on the forecast water level and the topographical map.
According to the engineering survey, the surface area of the reservoir at full reservoir level is
2.5 km2 listed in the PDD. This evidence has been validated by TUV SUD, it is indicated in the
EIA of the proposed project. The evidence has been validated by TUV SUD (Refer to IRL No.
13)

3. During the implementation of the project activity, the project owner has monitored the water
level every day, the water level has been equal to or below the full reservoir level all the time,
the corresponding surface area of the reservoir has been equal to or below 2.5 km?. However,
this evidence has not been provided to the DOE as it is not part of the validation requirement,
which — again — is an assessment of a project design only, against the criteria as contained in
the MOP and further guidance by the EB.

Issue 9
The Validation Report states on page 10 under “project description” that the project is a new
run of river hydro plant whereas PDD mentioned it as a new hydro power project with a reser-

voir. Further clarification and correction is required.

Answer by TUV SUD

The expression run of river is a typo, we regret any inconvenience caused. The project has
always been considered as new hydropower project with a reservoir. The issue has been cor-
rected in the revised validation report.



