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1 EXECUTIVE SUMMARY — VALIDATION OPINION

Det Norske Veritas Certification AS (DNV) has perfed a validation of the “Chuanwei
Group 24 MW Waste Gas Based Captive Power Plantjgat in China. The validation was
performed on the basis of UNFCCC criteria for thie@ Development Mechanism and host
country criteria, as well as criteria given to pide for consistent project operations,
monitoring and reporting.

The review of the project design documentationthedsubsequent follow-up interviews have
provided DNV with sufficient evidence to deternthreefulfilment of stated criteria.

The host country is China and the Annex | Partthes Netherlands. Both Parties fulfil the
participation criteria for CDM and have approvedetiproject and authorized the project
participants. The DNA from China has also confirntieatt the project assists the country in
achieving sustainable development.

The project correctly applies ACM0004 “Consolidateaseline methodology for waste gas
and/or heat for power generation”, version 02 dff/arch 2006.

The electricity generated by the utilization of thaste gas from a blast furnace will displace
electricity generated by consuming coal and fuélimiCentral China Grid. The project
thereby results in reductions of @@missions that are real, measurable and give lang:
benefits to the mitigation of climate change. ltd&nonstrated that the project is not a likely
baseline scenario. Emission reductions attributabl¢he project are hence additional to any
that would occur in the absence of the projectaigti

The total emission reductions from the project aséimated to be on the average 180 693
tCO,e per year over the first 7-year crediting periokhe emission reduction forecast has
been checked, and it is deemed likely that theegtaimount is achieved given that the
underlying assumptions do not change.

Adequate training and monitoring procedures haverbienplemented.

In summary, it is DNV’s opinion that th€huanwei Group 24 MW Waste Gas Based Captive
Power Plant in Ching as described in the PDD of 5 August 2008, vergéipmeets all
relevant UNFCCC requirements for the CDM and allevant host country criteria and
correctly applies the baseline and monitoring mdtiilogy ACMO0004 version 2. DNV thus
requests the registration of the project as a CDiglgxt activity.

CDM Validation2007-0849, rev.2 5
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2 INTRODUCTION

Neijiang Xingming Energy Co., Ltd has commissiorizet Norske Veritas Certification AS
(DNV) to perform a validation of the “Chuanwei Gp@4 MW Waste Gas Based Captive
Power Plant” project in China (hereafter callede“throject”). This report summaries the
findings of the validation of the project, perfordhen the basis of UNFCCC criteria for CDM
projects, as well as criteria given to provide donsistent project operations, monitoring and
reporting.

2.1 Objective

The purpose of a validation is to have an indepentterd party assess the project design. In
particular, the project’s baseline, monitoring pland the project’s compliance with relevant
UNFCCC and host Party criteria are validated ireotd confirm that the project design, as
documented, is sound and reasonable and meetsdémgified criteria. Validation is a
requirement for all CDM projects and is seen asesga@ry to provide assurance to
stakeholders of the quality of the project andinttended generation of certified emission
reductions (CERS).

3.5 Scope

The validation scope is defined as an independashtohjective review of the project design
document (PDD). The PDD is reviewed against thiega stated in Article 12 of the Kyoto
Protocol, the CDM modalities and procedures asemgre the Marrakech Accords and the
relevant decisions by the CDM Executive Board, udeilg the approved baseline and
monitoring methodology ACMO0004. The validation tebas, based on the recommendations
in the Validation and Verification Manual /12/ erapkd a risk-based approach, focusing on
the identification of significant risks for projechplementation and the generation of CERs.
The validation is not meant to provide any conagltiowards the project participants.
However, stated requests for clarifications andfrective actions may have provided input
for improvement of the project design.

CDM Validation2007-0849, rev.2 6
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3 METHODOLOGY

The validation consisted of the following three pbst

I a desk review of the project design documents
Il follow-up interviews with project stakeholders

1l the resolution of outstanding issues and tiseiagce of the final validation report and
opinion.
The following sections outline each step in moreitle

3.5 Desk Review of the Project Design Documentation
The following table outlines the documentation eswed during the validation:

11/ CDM PDD version 1 dated 3 August 2006 and fireaakion 6 dated 5 August 2008.
12/ Emission Reduction Calculation Spreadsheet

13/ Approval letter by DNA of China dated 13 DeceanB006.

14/ Approval letter by DNA of the Netherlands datedanuary 2007.

5/ Project feasibility study report, April 2004daapproval letter by the Sichuan Province

Economic commission, October 2005.

16/ Environmental impact assessment in Novembeb 20@ approval letter by the
Environmental Protection Bureau of Sichuan Provime®ecember 2005.

17/ Copies of stakeholders consultation questiaoesai
18/ The project’s operation and management manual.

191 The approval for grid access by Central China Pdsred Company on 27 October
2005.

110/ The employment description of the Project
111/ Request for payment from instruments suppliers (&G@# Dongfang Kewei Co., Ltd.)

112/ |nternational Emission Trading Association (IETA)YBe World Bank’s Prototype
Carbon Fund (PCF), Validation and Verification Mahttp://www.vvmanual.info

113/ ACM0004: Consolidated baseline methodology for eagsts and/or heat and/or
pressure for power generation, version 2, datecaBM2006.

/141 cDM Executive Board, “Tool for the demonstratiordassessment of additionality
version 03.

15/ China Electric Power Yearbook 2001, 2002, 2008428nd 2005
I16/  China Energy Statistical Yearbook 2000&2002, 2(B05
117/ 2006 IPCC Guidelines for National Greenhouse Gesritories

I18/ Notice on Strictly Prohibiting the Installation Btiel-fired Generators with the
Capacity of 135 MW or Below issued by the Geneffdilc® of the State Council,

CDM Validation2007-0849, rev.2 7
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119/

120/

121/

122/

123/

124]

125/

decree no. 2002-6.

CDM EB, Answer to DNV'’s request for deviation of i@ese project activities from
AMOO0O05, received on 1 December 2005. To be found on
http://cdm.unfccc.int/Projects/Deviations

Notification by NDRC, MOST, Ministry of Finance, Nistry of Construction, General
Administration of Quality Supervision, InspectiomdaQuarantine, State Environmental
Protection Administration, Government Offices Admtration of the State Council,
Administration for Offices Directly under the CealtCommittee of Communist Party
of China on releasing the approval on implementivegTen Key Energy Saving
Programme listed in the “Eleventh Five Year Plan”.
(http://www1.cei.gov.cn/rei/doc/DQZC/20060821219&Nt

Niu Fu'an. Assessment methodology of BFG power ggian project and its
generalization prospects. Chinese Energy, 199®93)1.

Wang Zhengmin. Reasonable utilization and energyngaotential of blast furnace
gas. Chinese Energy, 1999 (1): 28~32; Huang MinRa&mg Xiangyu. Study on steel
company’s plan of combined-cycle power generatitlizing BFG. Central China
Electricity, 2001, 14(1): 14~17

Zhang Chuanxiu, Ni Xiaofeng. Social and economiudbiés of power generation by
BFG. Shanghai Metals, 2004, 26(4)

Wang Weixing. The process energy consumption ardygrsaving potential in Iron
and steel Companies. Metallurgy Management, 20(B{634.

Lou Mabao. Utilization of Low NCV waste gas. Gagfine Technology, 2000, 13 (3):
16~18; Wang Hongtao, Cheng Yanling, Yang Tianzhesdarch of 220 t/ h high
temperature and pressure plant boiler with combggiure BFG. Energy Conservation
Technology,2005, 3(5):422-425.

The main changes between the version of the PDDigmelol for the 30 days stakeholder
commenting period and the final version submittadrégistration are as follows:

1)
2)
3)
4)
5)

6)
7

Version 03 of the “Tool for the demonstration asdessment of additionality” has
been applied instead of version 02;

Description of the identification of the baselire@sario was revised to improve
transparency;

Elaboration on the barrier analysis was revisadfmove transparency and logic and
additional information on the investment barrieiswacluded,;

The emission factor calculation of the grid wasatpd to be based on the most recent
information according to the “Consolidated baselmethodology for grid-connected
electricity generation from renewable sources” (ATNI2);

The boundary of common practice analysis is expande
The starting date of the project was revised tthkeconstruction starting date;
The crediting period was revised,

CDM Validation2007-0849, rev.2 8
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8) The monitoring plan and the IRR calculation spréaéds were included in the PDD to
improve transparency.

3.5 Follow-up Interviews with Project Stakeholders

Date Name Organization Topic

/26/ 2006-11-11  Mr. Xu Xuankang, Chuanwei Group > Validation of starting
General manager 24 MW waste gas date of the project
Ms. Yang Chunlan, based captive » Review of project

Supervisor of the power plant engineering and
operation group technlfal details of the
: projec

Mr. Lu Ding, .

Operational worker > stgﬁisosnrgﬁtr;/t of project
[27/ 2006-11-11 Mr. Xie Jianguo, Technical C_entre > Assessment of project

General manager of Chuanwel baseline and

Mr. Zhao bin, Group calculations

Department manager » Review of monitoring

Mr. He plan

Xiaobo,Engineer > Review of monitoring
/28/ 2006-11-12 Mr. Ji Xinhua,Vice-  Neijiang and verification

manager Xingming Energy procedure of the

Co.,Ltd. organisation and

management structure
of the organisation for
the project activity.

» Environmental
clearances

» Review of the
stakeholder
consultation process.

3.5 Resolution of Outstanding Issues

The objective of this phase of the validation was@solve any outstanding issues which
needed be clarified prior to DNV’s positive conatus on the project design. In order to
ensure transparency a validation protocol was oustxl for the project. The protocol shows
in transparent manner criteria (requirements), meainverification and the results from

validating the identified criteria. The validatipnotocol serves the following purposes:

e It organises, details and clarifies the requirem@n€DM project is expected to meet;
e It ensures a transparent validation process whegevalidator will document how a
particular requirement has been validated anddseltrof the validation.

CDM Validation2007-0849, rev.2 9
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The validation protocol consists of three tablebe Tifferent columns in these tables are
described in the figure below. The completed vaiahaprotocol for the “Chuanwei Group 24
MW Waste Gas Based Captive Power Plant” projeeh@osed in Appendix A to this report.

Findings established during the validation canegithe seen as a non-fulfilment of CDM

criteria or where a risk to the fulfilment of projeobjectives is identified. Corrective action

requests (CAR) are issued, where:

) mistakes have been made with a direct influenceroject results;

i) CDM and/or methodology specific requirements hastebeen met; or

i) there is a risk that the project would not be ateépps a CDM project or that
emission reductions will not be certified.

A request for clarification (CL) may be used whadglitional information is needed to fully
clarify an issue.

CDM Validation2007-0849, rev.2 10
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Validation Protocol Table 1: Mandatory Requirements for CDM Project Activities

Requirement

Reference

Conclusion

The requirements the
project must meet.

Gives reference to th
legislation or

agreement where the
requirement is found,

e This is either acceptable based on evidence provioK), a
Corrective Action Request (CAR) of risk or non-compliance
with stated requirements or a request @arification (CL)
where further clarifications are needed.

Validation Protocol Table

2: Requirement checklist

Checklist Question Reference Means of Comment Draft and/or Final
verification (MoV) Conclusion
The various Gives Explains how The section is This is either acceptable
requirements in Table 2 | reference to | conformance with | used to elaborate| based on evidence
are linked to checklist | documents | the checklist and discuss the | provided OK), or a
guestions the project where the question is checklist question| corrective action request
should meet. The answer to investigated. and/or the (CAR) due to non-
checklist is organised in| the checklist | Examples of meang conformance to | compliance with the
different sections, question or | of verification are | the question. Itis | checklist question (See
following the logic of the| item is document review | further used to below). A request for
large-scale PDD found. (DR) or interview | explain the clarification (CL) is used
template, version 03 — in (I). N/A means not | conclusions when the validation team
effect as of: 28 July applicable. reached. has identified a need for
2006. Each section is further clarification.
then further sub-divided.

Validation Protocol Table 3: Resolution of Corrective Action and Clarification Requests

Draft report clarifications
and corrective action
requests

Ref. to checklist
guestion in table 2

Summary of project
owner response

Validation conclusion

If the conclusions from th
draft Validation are either
a CAR or a CL, these
should be listed in this
section.

> Reference to the

checklist question
number in Table 2
where the CAR or CL g
explained.

The responses given by
the project participants
during the

5 communications with the
validation team should
be summarised in this

section.

This section should summari
the validation team’s
responses and final
conclusions. The conclusions
should also be included in
Table 2, under “Final

Conclusion”.

Figure 1: Validation protocol tables

CDM Validation2007-0849, rev.2
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3.4 Internal Quality Control

The draft validation report including the initiabhdation findings underwent a technical
review before being submitted to the project pgudiots. The final validation report
underwent another technical review before requgstegistration of the project activity. The
technical review was performed by a technical neeiequalified in accordance with DNV’s
gualification scheme for CDM validation and ver#ion.

3.5 \Validation Team

Role/Qualification Last Name First Name Country
Team leader, CDM | Yue Ming DNV China
validator

CDM Validator Tang Wilson DNV China
CDM Verifier Kuo Tim DNV China
Energy sector expeft Lehmann Michael DNV Norway
Technical Reviewer| Brinks Hendrik DNV Norway
(applicant)

Technical Reviewer| Telnes Einar DNV Norway

The qualification of each individual validation teanember is detailed in Appendix B to this
report.

4 VALIDATION FINDINGS

The findings of the validation are stated in thdofeing sections. The validation criteria
(requirements), the means of verification and #salits from validating the identified criteria
are documented in more detail in the validatiortquol in Appendix A.

The final validation findings relate to the projeldsign as documented and described in the
revised and resubmitted project design documemtatosion 6 dated 5 August 2008.

4.1 Participation Requirements

The project participants are Neijiang Xingming EnerCo., Ltd of China and Energy
Systems International B.V. of the Netherlands. Tlost Party China and the participating
Annex | Party the Netherlands meet the requiremenpsrticipate in the CDM.

The DNA of China has issued a Letter of ApprovabAl /2/ on 13 December 2006,
authorizing Neijiang Xingming Energy Co., L& project participant and confirming that the
project assists in achieving sustainable developmen

The DNA of the Netherlands has issued a LoA /3/4odanuary 2007authorizing Energy
Systems International B.V. as project participant.

The project does not involve public funding, ane Walidation did not reveal any information
that indicates that the project can be seen aveasibbn of official development assistance
(ODA) funding towards China.

CDM Validation2007-0849, rev.2 12
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4.2 Project Design

The project involves the installation of two bafdesonnected to the blast furnace. Based on
the energy balance, about 11.95%i} BFG per year will be supplied. The steam produced
by the boilers will be routed to two 12 MW turbirgsnerators for the generation of
electricity. The project is expected to generateuald90 GWh of electricity per annum,
which will displace electricity from the Central @A Power Grid (CCPG) to which the
project is connected. The electricity generatedhgyproject will be distributed in-house to
other plant units.

The project design reflects current good practice all necessary permits are in place and
have been verified during validation. Training net of the operational and maintenance
personnel have been presented and found to bedeer.ofhe organisation provides for
sufficient training of its operational and mainteoa personnel and the management system
in place have been certified

The project construction started on 30 June 200w project commenced operation and
electricity production at the end of July 2006. Tifetime of the project is expected to be 25
years. A renewable crediting period (7 years) iscted, starting on 1 September 2008 or the
date of registration, whichever is later.

4.3 Baseline Determination

The project applies the approved consolidated ndetogy ACMO0004 “Consolidated
baseline methodology for waste gas and/or heapdever generation”, version 2, dated 3
March 2006. The baseline methodology is applicabilee the project involves

@ electricity generation by utilisation of waste gageindustrial facilities
® displacement of electricity generated with fossdl§ in the electricity grid

® no fuel switch in the process where the waste bedhe waste gas is produced
after the implementation of the project activity

Figure 3 in the PDD clearly shows previous flarofgBFG, and this is also verified by the
on-site validation. The project owner has provided energy balance spreadsheet for the
recent three years. The data shows that the pBfeGt has no increasing trend in the future.
The baseline scenario in the absence of the pragiiity is that electricity generated by the
project would have been generated by the operaifogrid-connected power plants. In
accordance with ACMO0004, an ex-ante electricityetias emission factor is calculated and
fixed consisting of the combination of the opergtmargin (OM) and build margin (BM)
emission coefficient (see section 4.6).

The system boundaries can be presented in tatluufagtf:

GHGs involved | Description

Baseline emissions GO The major emission sources. The GHG
emission reduction is achieved py
replacing the electricity generated by the
thermal power plant in the CSPG.

Project emissions CO On-site fossil fuel consumption due to the
project activity. May be an important

CDM Validation2007-0849, rev.2 13
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emission source, and will be calculated
based on the fuels consumed.

Leakage No leakage

4.4  Additionality

The project additionality is demonstrated by apmythe “Tool for the demonstration and
assessment of additionality”, version 3.

The project construction started on 30 June 2004. @roject owner started considering the
CDM in early 2004 and entrusted Chengdu SaiensrdgynBivestment &Management Co.

Ltd to establish a CDM cooperation pipeline in M2§04. The project was one of the

Chinese projects shown at the 2005 Carbon Expodlogde, Germany, and one of the
candidate CDM projects collected by MOST in ealQp2. After that the CERs buyer was
introduced to the project owner and an ERPA waseslgin June 2006. It is therefore

demonstrated that the CDM was considered in thésidec making process prior to the

project implementation. During the on-site validatithe relevant documents have been
provided by the project owner and were verifiediNV.

Step 1 — Identification of alternatives to the pmjactivity consistent with current laws and
regulations:

a) The project not undertaken as a CDM project agtivit

b) The current situation of surplus BFG being flareould continue and electricity would
be provided by the grid

c) Power generation by existing or new captive powants on-site, using other energy
sources than waste gas and/or heat and/or pressuwie,as coal, diesel, natural gas,
hydro, wind, etc

d) A mix of options (b) and (c), in which case theoaif power generation by the grid and
the captive power plant should be specified;

e) Other uses of the waste gas.

The alternative “Power generation by existing owneaptive power plants on-site, using
other energy sources than waste gas and/or heattravdssure, such as coal, diesel, natural
gas, hydro, wind, etc” does not comply with theiorsl legal requirements, and the others
are in line with legal and environmental requiretsein China. According to the Notice on
Strictly Prohibiting the Installation of Fuel-fire@enerators with the Capacity of 135 MW or
Below issued by the General Office of the Stater@dudecree no. 2002-6, construction of
coal-fired power plants with unit capacity of eqoalless than 135 MW are prohibited in the
areas which are covered by the large grids, neftragird-connected or captive power plants,
to avoid resources waste and environmental pofiutio

Therefore, a mix of options (b) and (c), in whickse the ratio of power generation by the
grid and the captive power plant should be spetifie not feasible. Other uses of the waste
heat and waste gas are not feasible due to thetbigtity, explosion risk and low caloric
value of BFG.

Therefore the alternatives (a) and (b) are realatid credible alternatives.

CDM Validation2007-0849, rev.2 14
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Step 2 — Investment analysis: This step has not belected.
Step 3 — Barrier analysis: The following barrieesvé& been identified:

Investment barrier

Since the company was hit by the Asian Financiai§rthe decision-makers of Chuanweli
Group clearly recognize the business risks of iaml steel industry. For improving and
enhancing the business competitiveness, most ofc#ipital of the Chuanwei Group is
invested into the key upstream projects that deterrthe production cost of iron and steel
industry. Under the circumstances, it is pointed lmuthe decision maker of the Chuanwei
Group that from the initial phase of the projectwias not considered strategic and the
investment in the project should therefore be faeahoutside the Chuanwei Group as much
as possible.

There were also some national macro regulationsngsvarnings on the risks of investments
in some industries, including the steel industrige Twvorking conference on economic issues
held by the central government and No.47 standomgecrence of State Council have required
that macro regulations be imposed on loans to inégssuch as steel industry. The project
needed a capital investment of about 30 million R¥&B completion. However, ICBC
withdrew the loans previously made to the projétis is demonstrated by the link reference
20 in the PDD, where the announcement was poligetCBC with the purpose of strictly
control loan in industries included in the iron atdel sector. As an iron and steel company,
Chuanwei Group faced difficulties in getting loainem banks under these circumstances.
The documents mentioned have been provided duhagvalidation. Moreover, since the
financial institutions of China are generally unfaan with the economic analysis of energy
efficiency investment projects, they usually hotthservative attitudes towards such projects
and are thus reluctant to provide them with loagktspresent, the banks lack experience on
risk management as well as methods and mechanismsanagement assessment regarding
this type of project, which is conceived as the hs&sious barrier to the financing of the
proposed project by domestic commercial banks.rtferoto solve the financing problem
faced by the project, project-specific stocks wisseied within staff of the Chuanwei Group
and meanwhile equity investment introduced from jille Xingyuan Power Group.
However, there currently still exists a capital sage causing the project owner to request
more capital for the investment, which has forde& project to cancel installation of a coal
gas tank to store and stabilize the utilizatiorB&fG in the project, and delayed the project
construction. This then has resulted in large arteooh blast furnace gas continuing to be
flared. This is also verified during the on-sitdidation. Meanwhile, the unfavorable position
of commercial banks to energy efficiency projedso grevented the project from obtaining
sufficient loans to continue the construction. pheject failed to obtain loan from local bank,
which was fatal for the project owner in order tmtnue the project construction.

Technological barrier

The technology for combusting blast furnace gaslgah boilers is patented in China, and is
now being demonstrated and disbursed. Howevernteahbarriers have been encountered
during the demonstration of the technology, inahgdi low theoretical combustion

CDM Validation2007-0849, rev.2 15



VALIDATION REPORT DNV

DET NORSKE VERITAS i §

temperature, large amount of flue gas leading seréges of changes in the convection heat
transfer characteristics and difficulties for baghition and stable combustion. Most project
staff will come from former laid-off-workers, whadk the knowledge to operate the quantity
of the various instrumentation applied. Hence, keefihie project is put into production, a
comprehensive and intensive training will have te implemented, which will incur
additional investment and operational costs.

DNV reviewed the evidences on the history of pricesreasing in China, the delay of
payment and the prolonged construction period. Ating to DNV’s experience in China, it
is correct that many banks had limited, if any, Wieaslge about CDM in early 2005 and it
was possible that banks were not able to systeafigtiasssess CDM related revenues at that
time. Therefore, it is understandable that the laplication of the project was rejected even
if CDM was considered at that time. Also DNV hasfioned the electricity price by
checking the evidence provided during the validapoocess.

By checking with the certification of the patentedhnology obtained from the China Patent
Database of China Patent Information Center andegene stated in the updated PDD, it is
confirmed by DNV that the patented technology erygtbby the project related to a boiler
with high temperature and pressure for power plaotsbusting solely blast furnace gas,
wherein the hearth is separated by the stays tmrdowgstion chamber and an upper furnace.
However, low theoretical combustion temperaturegdaamount of flue gas leads to a series
of changes in the convection heat transfer chamatts and difficulties in both ignition and
stable combustion are still significant technoladjibarriers identified to the application of
this patented technology.

Referring to the China Galaxy Securities Co., Licbn and Steel Industry: to Improve the
Giant Enterprises’ Value by Resource IntegratiGnJune 2007, it is found by DNV that
during the year 2004, which the Project startedstaction, there were more than 870
iron/steel plants in China and only two among thelseits employed this technology at that
time according to publicly available data, they are

« 50 MW Pure BFG Based Power Generation Project nacted by Shougang Group
in Beijing in 1997;
« 25 MW Pure BFG Based Power Generation Project nactsd by Tangshan Iron and
Steel Co., Ltd. in Tangshan City in 2000.
Since only two projects employed the pure BFG bgseder generation technology, the
statement in the updated PDD that the number of trehed operators was limited was
deemed to be acceptable to DNV.
The above barriers have been confirmed by DNV aeddaemed reasonable to prevent the

project from implementation in the absence of CDidentives. These barriers do not apply
to the current scenario, which is import of gridveo.

The CDM development of the project plays an impdrtale in alleviating investment and
technological barriers in the following ways:

First, Chengdu Saiensi Energy Investment & Managen@®. Ltd has introduced the

equity capital for the project from Neijiang Xingyu Power Group by convincing the

Group to believe that the CDM revenue of the progam ensure to obtain a satisfactory
financial return from the project.
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Second, the CDM development of the project attrattemtions including reports of many
news media, which resulted in a good reputatio@lmianwei Group and which made the
decision-makers of Chuanwei Group to recognize gtwect. As a result, the capital
shortage of the project was solved by the manageaig€huanwei Group and the project
resumed constructing after almost half year of tacson stops.

Third, Chengdu Saiensi Energy Investment & Managen@». Ltd provides long-term
technical service for the installation, maintenaaoé operation of the project under the
condition that the CERs sales revenues are grasid¢lde payback guaranty of its service.
With technical services provided by Chengdu Sai&mgrgy Investment & Management
Co. Ltd, a professional energy service company véthted experience and the executive
unit of NDRC/WB/GEF Energy Conservation Projeck thchnological barriers faced by
the project can be alleviated.

The relevant documents have been provided by tbegrowner and were verified by
DNV.

Step 4 — Common practice analysis: In the updaf@D, activities similar to the projects are
identified as BFG power generation projects locatesimilar iron & steel enterprises, where
similar iron & steel enterprises are identified iemn & steel enterprises within the same
region, with the same company ownership charatiteasd with the similar production scale
to the project owner (Chuanwei Group).

BFG CCPP and BFG cogeneration plants are not ceregidn the common practice analysis.
The PDD includes an elaborated justification, sufggbwith documentary evidence, of the
essential distinctions between the BFG, BFG CCRPBH( cogeneration technologies and
not considering BFG CCPP and BFG cogeneration us ih DNV’s opinion considered
appropriate.

To demonstrate the project activity is not a comrmractice, the PP has stated the number of
iron/steel plants exist in China and how many dadsth plants use BFG technology and
conducted a quantitative analysis accordingly. fidlated data sources have been confirmed
by DNV. Hence in DNV’s opinion, the PP has followi& requirements of the methodology
ACMO0004 and relevant tools in defining the boundstoyidentify similar activities. Since
there is no publicly available statistics regardiaghnologies applied in each iron and steel
plants in China, the PP has to its best knowledegetified similar activities in China. The
updated PDD has given a clear justification basedwidence.

In conclusion, it is demonstrated that the projechot a likely baseline scenario and the
emission reductions are hence additional to whatlavotherwise occur.

4.5 Monitoring

The project correctly applies ACM0004. Emissionuedns will be measured from the
difference in emissions in the baseline scenarithe project scenario. The following data
will be monitored to serve this purpose:

- quantity of the auxiliary fuel consumed, measufesed
- Net electricity supplied by the project, measucedtinuously
- auxiliary electricity consumption, measured contusly.
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The emission factor for the Central China Grid bagn determined and fixed ex-ante in
accordance with ACM0002 and will remain fixed dgrihe first crediting period.

The above monitoring indicators will give opportiynfor real measurements of achieved
emission reductions. Details of the data to beectdld, the frequency of data recording,
format and storage type are described. The algositind formulae used are clearly presented
and the calculations are without errors.

4.5.1 Parameters determined ex-ante
The following parameters are determined ex-ante:

» Data needed to calculate carbon dioxide emissictorfdrom fossil fuel consumption
due to the project activity;

« Data needed to recalculate the operating margiisseom factor based on the Simple
OM method consistent with “Consolidated baselinghmé@ology for grid-connected
electricity generation from renewable sources” (ATNI2);

« Data needed to recalculate the build margin emisdiactor consistent with
“Consolidated baseline methodology for grid-conadcelectricity generation from
renewable sources” (ACM0002);

» Data needed to calculate the emissions factoreo€itina Central Power Grid

The parameters determined ex-ante for calculatiegemission factor is listed in the PDD
and the respective underlying calculations werdiedrby DNV.

4.5.2 Parameters monitored ex-post

The data need to be monitored ex-post is the amufualectricity delivered to the grid and
the volume of the auxiliary fuel. The electricitglovered to the grid can be obtained by
captive metering equipment. The electricity meteitll wontinuously measure the net
electricity and the net electricity generation wile monthly recorded. Receipts from
electricity sales will also obtained for double ckiag. The data will be kept for 2 years
following the end of the crediting period. The vole of the auxiliary fuel is continuously
measured by a gas flow meter at the intake pipeecatded monthly by the project owner.

4.5.3 Management system and quality assurance

The reading of the electricity meter will be receddat least monthly. The project developer
will establish a CDM team that includes the projeanager, data report staff and QC staff,
who will be in charge of project management, dafeorting and quality assurance.

The calibration for the ampere meter will be domerg year, and will be carried out by the

project owner.

The CDM manual will set out the procedures for knag information. The paper-based

information will be stored by the proposed projeeiner and Millennium Capital Services.
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4.6 Estimate of GHG Emissions

The direct project emissions may include emissioms the auxiliary fuel gas consumption
for the start-up of the proposed project. The mtogmissions from the combustion of the
auxiliary fuel gas will be calculated ex post acling to the data measured.

There is no leakage involved in this project atyiend leakage calculations are not required
according to ACM0004.

The system boundary for determining the combinecgmamission coefficient is the Central
China grid. The combined margin has been calcultigoe 0.97505 tC&MWh. The OM
and BM emission coefficients were calculated to @909 tCG/MWh and 0.6592
tCO/MWh respectively. The calculations have been chdcky DNV. The emission
coefficients are determined ex-ante and are fixedhe 7 year crediting period.

Since detailed data to apply option ¢ “dispatctadatalysis” is not available for the grid and
the generation from low-cost must-run sources ary 87% 36% 33% 32% and 38%,
respectively, in the years from 2001 to 2005, tBarfple OM” option has been selected for
determining the OM emission coefficient. The OM ssion coefficient has been derived
from actual generation and fuel data fro the y@a@3-2005.

For the calculation of the BM emission factor, dueaof 343.33 gSCe / kWh (35.82%
efficiency) is used to calculate the €@ctor following the CDM EB guidance on the
applicability of AM0O005 and AMS-I.D in China. 34833)SCe to produce 1 KWh electricity
means 10.0503 MJ thermal energy to produce 3.6 Mdtre energy, that means an
efficiency of 36.48%. Therefore, this coal consumptefficiency of 343.33 gSCe/kWh
represents an appropriate efficiency level of thst bechnology commercially available in the
CCPG and is thus a conservative proxy for detemgitihhe BM.

The capacity additions of 24.6% from the years 2002005 have been the basis for
determining the BM emission factor. By applying tleéative capacity addition of different
power generation technologies, the BM emissionfaoeft has been calculated.

The data used to calculate OM is derived from then& Energy Statistical Yearbooks of the
years 2004 to 2006. The data used to calculat8ihés derived from China Power Electric
Power Yearbooks of the years 2003 to 2006. Thesé¢har most recent statistics available at
the time of PDD submission.

The GHG calculations are complete and transpaaedttheir accuracy has been verified.

4.7 Environmental Impacts

An Environmental Impact Assessment (EIA) has beemduacted according to Chinese law &
regulation. The potential environmental impactsehbagen sufficiently elaborated in the PDD.

No significant negative environmental impacts axpeeted from the project activity. The
Sichuan Environmental Protection Agency approvedotioject activity in October 2005.

4.8 Comments by Local Stakeholders

The project developer carried out consultation iov&mber 2005. This included inviting
different stakeholders from the local governmend #me local residents. The survey was
conducted through distributing and collecting resss to a questionnaire. The hard copies of
the questionnaires were provided by the projecteswA total of 60 questionnaires were
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returned out of 60. The project did not receive adyerse comment and the residents and
local government are all very supportive of thejge therefore no mitigating actions were
necessary.

4.9 Comments by Parties, Stakeholders and NGOs

The PDD of 3 August 2006 was made publicly avadatnth DNV’s climate change website
(www.dnv.com/certification/climatechangeand Parties, stakeholders and NGOs were
through the CDM website invited to provide commedtsing a 30 days period from 28
August 2006 to 26 September 2006.

No comments were received during this period.
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Table 1: Mandatory Requirements for Clean Developmet Mechanism (CDM) Project Activities

Requirement Reference Conclusion Cross Reference / Comment

The project shall assist Parties included in Annex | in Kyoto Protocol OK Table 2, Section E.4.1

achieving compliance with part of their emission reduction Art.12.2

commitment under Art. 3

The project shall assist non-Annex | Parties in achieving Kyoto Protocol Art. CARL Table 2, Section A.3

sustainable development and shall have obtained 12.2, OK

confirmation by the host country thereof CDM Modalities and
Procedures 840a

The project shall assist non-Annex | Parties in contributing to | Kyoto Protocol OK Table 2, Section E.4.1

the ultimate objective of the UNFCCC Art.12.2.

The project shall have the written approval of voluntary Kyoto Protocol CAR1 | Approval letter by DNA of China

participation from the designated national authority of each Art. 12.5a, OK dated 13 December 2006.

party involved CDM Modalities and Approval letter by DNA of the
Procedures 840a Netherlands dated 4 January 2007.

The emission reductions shall be real, measurable and give Kyoto Protocol Art. OK Table 2, Section E

long-term benefits related to the mitigation of climate change | 12.5b

Reduction in GHG emissions shall be additional to any that Kyoto Protocol Art. OK Table 2, Section B.2

would occur in absence of the project activity, i.e. a CDM 12.5c,

project activity is additional if anthropogenic emissions of CDM Modalities and

greenhouse gases by sources are reduced below those that Procedures 843

would have occurred in the absence of the registered CDM

project activity

In case public funding from Parties included in Annex | is Decision 17/CP.7, OK No public funding involved in the

used for the project activity, these Parties shall provide an CDM Modalities and project

affirmation that such funding does not result in a diversion of Procedures

official development assistance and is separate from and is Appendix B, § 2

not counted towards the financial obligations of these Parties.

Parties participating in the CDM shall designate a national CDM Modalities and OK China: National Development and

authority for the CDM

Procedures 8§29

Reform Commission of the
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Requirement Reference Conclusion Cross Reference / Comment
People's Republic of China
Netherlands DNA: “Ministry of
Housing, Spatial Planning and
Environment”.
9. The host Party and the participating Annex | Party shallbe a | CDM Modalities OK China ratified the Kyoto Protocol
Party to the Kyoto Protocol 830/31a on 30 August 2002. Netherlands
has ratified the Kyoto Protocol on
31 May 2002.
10. The participating Annex | Party’s assigned amount shall have | CDM Modalities and OK The Netherlands has a GHG
been calculated and recorded Procedures §31b emissions reduction target of -8%
of the emissions in the period
2008-2012 relative to 1990.
11. The participating Annex | Party shall have in place a national | CDM Modalities and oK Netherlands most recent GHG
system for estimating GHG emissions and a national registry | Procedures 831b inventory was submitted on 13
in accordance with Kyoto Protocol Article 5 and 7 April 2007.
12. Comments by local stakeholders shall be invited, a summary | CDM Modalities and OK Table 2, Section G
of these provided and how due account was taken of any Procedures §37b
comments received
13. Documentation on the analysis of the environmental impacts | CDM Modalities and OK Table 2, Section F
of the project activity, including transboundary impacts, shall Procedures 837c
be submitted, and, if those impacts are considered significant
by the project participants or the Host Party, an environmental
impact assessment in accordance with procedures as
required by the Host Party shall be carried out.
14. Baseline and monitoring methodology shall be previously CDM Modalities and OK Table 2, Section B.1.1 and D.1.1
approved by the CDM Executive Board Procedures 837e
15. Provisions for monitoring, verification and reporting shall be in | CDM Modalities and OK Table 2, Section D
accordance with the modalities described in the Marrakech Procedures §37f
Accords and relevant decisions of the COP/MOP
16. Parties, stakeholders and UNFCCC accredited NGOs shall CDM Modalities and OK Parties, stakeholders and NGOs

have been invited to comment on the validation requirements

Procedures 840

were invited to provide comments
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Requirement Reference Conclusion Cross Reference / Comment
for minimum 30 days, and the project desigh document and through the CDM website during a
comments have been made publicly available 30 days period from 28 October,
2006 to 26 October, 2006.
17. A baseline shall be established on a project-specific basis, in | CDM Modalities and OK Table 2, Section B.2
a transparent manner and taking into account relevant Procedures 845c,d
national and/or sectoral policies and circumstances
18. The baseline methodology shall exclude to earn CERs for CDM Modalities and OK Table 2, Section B.2
decreases in activity levels outside the project activity or due | Procedures 847
to force majeure
19. The project design document shall be in conformance with the | CDM Modalities and OK The PDD is in conformance with

UNFCCC CDM-PDD format

Procedures
Appendix B, EB
Decision

the CDM-PDD version 03.1.
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Table 2: Requirements Checklist

Checklist Question Ref.  MoV* Comments DI el
Concl | Concl
A. General Description of Project Activity
The project design is assessed.
Al. Project Boundaries
Project Boundaries are the limits and borders defining
the GHG emission reduction project.
A.1.1. Are the project’s spatial (geographical) 11/ DR  The project is sited within Lianjie Town, OK
boundaries clearly defined? Weiyuan County, Neijiang City of Sichuan
Province, P.R.China. The project site is to
the south of the production area of
Chuanwei Group and to the north of
Chuanwei artificial forest.
A.1.2. Are the project’s system (components and 11/ DR  The project’s system boundaries OK
facilities used to mitigate GHGs) boundaries encompass the proposed power and the
clearly defined? Central China Grid, which the proposed
project is connected to.
A.2. Technology to be employed
Validation of project technology focuses on the project
engineering, choice of technology and competence/
maintenance needs. The validator should ensure that
environmentally safe and sound technology and know-
how is used.
A.2.1. Does the project design engineering reflect 11/ DR  The project utilises the waste gas of the OK
current good practices? blast furnace to produce electricity through
the installation of two sets of turbines and
boilers. Though both of the turbines and
boilers are made in China, the technology of
combusting blast furnace gas only patented
* MoV = Means of Verification, DR= Document Revigue= Interview Page A-5
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: . . Dratft Final
Checklist Question Ref. | MoV Comments Concl | Concl
by China’s relevant agencies. Thus the
project design engineering can reflect
current good practices in China.
A.2.2. Does the project use state of the art technology ~ /1/ | DR | The technology of combusting solely blast OK
or would the technology result in a significantly | furnace gas in boilers is a patented one in
better performance than any commonly used China, which is now being demonstrated
technologies in the host country? and popularized. There are no comparable
projects within the Central China Grid.
A.2.3. Is the project technology likely to be substituted 11/ DR  The project technology is not likely to be OK
by other or more efficient technologies within substituted by more efficient technologies
the project period? at-least in the crediting period.
A.2.4. Does the project require extensive initial training  /1/ DR The project made the initial training and OK
and maintenance efforts in order to work as | maintenance efforts for proper operation
presumed during the project period? during the crediting period.
A.2.5. Does the project make provisions for meeting 11/ DR | The project made the provisions for meeting OK
training and maintenance needs? 18/ | training and maintenance needs.
A.3. Contribution to Sustainable Development
The project’s contribution to sustainable development is
assessed.
A.3.1. Is the project in line with relevant legislation and  /1/ DR ' Yes. The project has been approved by OK
plans in the host country? /5/ Sichuan Province Economic Commission on
Oct. 2005.
A.3.2. Is the project in line with host-country specific 11/ DR  The confirmation from DNA of China has CARL OK
CDM requirements? 13/ not been received.
A.3.3. Is the project in line with sustainable 11/ DR  The LoA from DNA of China has not been CARL OK
development policies of the host country? /5/ received.
A.3.4. Will the project create other environmental or 11/ DR  Yes, it will contribute to the sustainable OK
social benefits than GHG emission reductions? | development in the region by reducing
pollution and creating employment
opportunities.
* MoV = Means of Verification, DR= Document Revigue= Interview Page A-6
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*
Checklist Question Ref. MoV Comments Concl | Concl
B. Project Baseline
The validation of the project baseline establishes whether
the selected baseline methodology is appropriate and
whether the selected baseline represents a likely baseline
scenario.
B.1. Baseline Methodology
It is assessed whether the project applies an
appropriate baseline methodology.
B.1.1. Is the baseline methodology previously /1/ DR  The project has applied the approved OK
approved by the CDM Executive Board? baseline