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1 INTRODUCTION

V&M do Brasl SA (V&M) has commissoned Det Norske Veritas Certification Ltd. (DNV) to
vdidate the UTE Bareiro SA. Renewable Electricity Generation Project a Belo Horizonte,
Minas Gerais State, Brazil (hereafter called “the project”).

The vdidation team conggts of the following personnd:

Mr Luis Flipe Aboim Tavares DNV RiodeJaneiro  Team leader, GHG auditor
Mr Michad Lehmann DNV Odo Energy sector expert

Mr Ramesh Ramashandran DNV Chennai GHG auditor

Mr Einar Telnes DNV Odo Internd verifier

1.1 Objective

The purpose of a vaidation is to have an independent third party assess the project design. In
partticular, the project's basdine, monitoring plan, and the project’'s compliance with relevant
UNFCCC and host Party criteria are vdidated in order to confirm that the project design, as
documented, is sound and reasonable and meets the identified criteria Vdidation is a
requirement for all CDM projects and is seen as necessary to provide assurance to stakeholders
of the qudity of the project and itsintended generation of certified emisson reductions (CERS).

1.2 Scope

The vdidation scope is defined as an independent and objective review of the project design
document (PDD). The PDD is reviewed agang the criteria dtated in Article 12 of the Kyoto
Protocol, the CDM modadlities and procedures as agreed in the Marrakech Accords, the
amplified modalities and procedures for smdl-scde CDMM project activities and the relevant
decisons by the CDM Executive Board. The vdidation team has, based on the recommendations
in the Vdidaion and Veificaion Manud /6/ employed a risk-based approach, focusing on the
identification of significant risks for project implementation and the generation of CERS.

The validation is not meant to provide any consulting towards the project participants. However,
dated requests for clarifications and/or corrective actions may provide input for improvement of
the project design.

1.3 GHG Project Description

The project activity consss of the condruction of a 129 MW thermodectric plant that will
generate pat of the dectricity required by Barreiro's Integrated Sted Plant (Usina SiderUrgica
Integrada do Barreiro).

The thermodectric plat may use three different fuds blast furnace gas, wood tar and,
exceptiondly, naturd gas. The plant is designed to operate & 100% capacity using only blast
furnace gas and wood tar. During regular operation conditions no naturd gas will be used.
Nevertheless, in the case of reduced supply of the other two fues in order to ensure the
electricity generation, natura gas may be used.

As a consequence of the congtruction of the plant there will be a reduced need for eectricity
supplied from the grid for the operation of the sted plant.
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Since in the absence of the project the blast furnace gas will continue to be flared, there will be
no additiond GHG emissons associated with the use of this gas to generate dectricity.
Furthermore, dl the sted production at the plant is based on the use of charcod as reducing
agent, which is produced from wood from sugtainable eucalyptus plantations. Hence, the blast
furnace gas, a by-product of the sted production, can be considered as a renewable energy
source. Similarly, as the wood tar is obtaned as a by-product from sustainable charcoa
production it can be conddered a renewable source of energy. The project will only result in
GHG emissons when natural gas is used as fud. Nonetheless, since the forecasted use of naturd
gas is expected to be low (ca 5%), the overal project emisson are expected to be only 4207
tCOye per year.

The dectricity provided by the regiond grid results in dgnificant emissons of COye per MWh
generated. Therefore, by reducing the dectricity consumption of the UTE Barero plant, the
project will result in net emisson reductions. During the fird seven years crediting period
garting on 1 January 2004, the project is expected to displace 63 634 tCO-e per year through the
generation of renewable energy.
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2 METHODOLOGY

The vdidation conssts of the following three phases:

| adesk review of the project desgn and the basdline and monitoring methodol ogy

Il follow-up interviews with project stakeholders

Il the resolution of outstanding issues and the issuance of the find validation report and
opinion.

Findings established during the validation can ether be seen as a non-fulfilment of vaidaion

criteria or where a risk to the fulfilment of project objectives is identified. Corrective Action

Requests (CAR) areissued, where:

i) mistakes have been made with a direct influence on project results,

i) CDM or host Party requirements have not been met; or

iil) there is a risk that the project would not be accepted as a CDM project or that emission
reductions will not be certified.

The term Clarification may be used where additiond information is needed to fully darify an
issue.

In order to ensure transparency, a vaidation protocol was customised for the project, according

to the Vdidation and Veification Manud /6/. The protocol shows, in a transparent manner,

criteria  (requirements), means of verification and the results from vdidaing the identified

criteria. The validation protocol serves the following purposes.

?? It organises, details and darifies the requirements a vaidation project is expected to mest;

?? It ensures a transparent vaidation process where the validator will document how a particular
requirement has been validated and the result of the vaidation.

The vdidation protocol congds of three tables The different columns in these tebles are
described in Figure 1.

The completed vdidation protocol for the UTE Barreiro SA. Renewable Electricity Generation
Project isenclosed in Appendix A to this report.

2.1 Review of Documents

The Project Design Document /1/ submitted by V&M do Brasl SA on 11 August 2003 and the
revised PDD of December 2004 /2/ were reviewed.

Others documents, such as the Environmenta Impact Assessment, Environmenta Inddlation
Licence and theinvitation of comments by loca stakeholders were reviewed during the Ste vigt.
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Validation Protocol Table 1: Mandatory Requirements
Requirement Reference Conclusion Crossreference
The requirements the | Givesreferencetothe | This is either acceptable | Used to refer to the relevant

project must meet.

legislation or
agreement where the
requirement isfound.

based on evidence provided
(OK), or a Corrective Action
Request (CAR) of risk or non-
compliance
requirements. The corrective
action requests are numbered
and presented to the client in
the Validation report.

with stated

checklist questions in Tabl

e

2 to show how the specific

requirement is validated.
This is to ensure a
transparent Validation
process.

Validation Protocol Table 2: Requirement checklist

Checklist Question

Draft and/or Final
Conclusion

The various
requirementsin Table 1
are linked to checklist
questions the project
should meet. The
checklist isorganisedin
seven different sections.
Each section isthen
further sub-divided. The
lowest level constitutes a
checklist question.

Reference Means of Comment
verification (MoV)
Gives Explains how The sectionis
referenceto | conformance with used to elaborate
documents the checklist and discussthe
wherethe guestionis checklist question
answer to investigated. and/or the
the checklist | Examples of means | conformance to
question or of verification are the question. It is
itemis document review further used to
found. (DR) or interview explain the
(I). NNAmeansnot | conclusions
applicable. reached.

Thisiseither acceptable

based on evidence
provided (OK), or a

(CAR) dueto non-
compliance with the
checklist question (See
below). Clarificationis
used when the validation

for further clarification.

Corrective Action Request

team has identified a need

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

Draft report clarifications
and corrective action
requests

Ref. to checklist
question in table 2

Summary of project
owner response

Validation conclusion

If the conclusions from the
draft Validation are either
a Corrective Action
Request or a Clarification
Request, these should be
listed in this section.

Reference to the
checklist question
number in Table 2
where the Corrective
Action Request or
Clarification Request is
explained.

The responses given by
the Client or other
project participants r
during the
communications with the
validation team should
be summarised in this
section.

esponses and final

This section should summarise
the validation team's

conclusions. The conclusions
should also be included in
Table 2, under “ Final
Conclusion” .

Figure 1 Validation protocol tables
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2.2 Follow-up Interviews

On 29 October 2003 DNV performed interviews with saff of V&M UTE Barreiro /7//8/ and
EcoSecurities /9/ during a dte vigt a the UTE Barero plant & Belo Horizonte, Minas Gerais
State, to confirm and to resolve issues identified in the document review.

The main topics of the interviews were:

&5 eEnvironment licenses requirements compliance,

& #Blagt furnace gas and wood tar use for ectricity generation
&V eification of caculaion of the combined margin,

=V dificaion of additiondity tes.

2.3 Resolution of Clarification and Corrective Action Requests

The initid vdidation identified two Corrective Action Requests To address the Corrective
Action Request concerning the caculaion of the operating and build margin, V&M provided
claifications and additiona information and submitted a revised PDD /2/ and spreadsheets for
the caculation of the combined margin /3/.

The response provided by V&M and the revised PDD sufficiently addressed one Corrective
Action Reguest. However, one Corrective Action Requests with regard to the gpprova by the
DNA of the participating Parties is sill pending. To guarantee the transparency of the validation
process, the concerns raised by DNV and the response provided by the project participants are
documented in Table 3 of the VVdidation Protocol in Appendix A.
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3 PRELIMINARY VALIDATION FINDINGS

The priminary findings of the vaidaion are daed in the following sections. The vaidation
criteria (requirements), the means of verification and the results from vaidating the identified
criteria are documented in more detall in the validation protocol in Appendix A.

3.1 Participation Requirements

The project paticipants are Vdlourec & Mannesmann Tubes (Brazil) and EcoSecurities (UK).
All Paties involved, i.e. Brazil and the United Kingdom, meet the requirements to participate in
the CDM.

The project has not yet obtained gpprova by the participating Parties.

The project will be funded by V&M and the vdidaion did not reved any information tha
indicates that the project can be seen asadiverson of ODA funding towards Brazil.

3.2 Project Design

The UTE Bareiro SA. Renewable Electricity Generation Project is a renewable energy project
adtivity with an output cagpacity of less than 15 MW, i.e. 129 MW. Hence, it is digible as a
caegory |.D smdl-scde CDM project activity (Renewable Energy Projects / Renewable
electricity generation for a grid) as outlined in Appendix B to the smplified moddities and
procedures for asmall-scale CDM project activities /4/.

The thermodectric plant will be mainly powered by two sources of energy: Blast furnace gas and
wood tar. In addition, natural gas may be used in case the other two fuels are not available.

All the sted production at the Barreiro plant is based on the use of charcoa as reducing agent,
which is produced from wood from sugtainable eucdyptus plantations. Hence, the blast furnace
gas, a by-product of the sted production, can be consdered as a renewable energy source.
Similarly, as the wood tar is obtained as a by-product from sustainable charcod production it can
be considered a renewable source of energy.

In order to consder the blast furnace gas and wood tar a renewable energy source, it must be
ensured that the origin of the wood used to produce charcoal is obtaned from sustainably
managed plantation. In the case of the proposed project, al the wood is supplied by V&M
Florestd, a subsdiary of V&M do Brasl, whose man objective is to supply dl the charcod
needed by the V&M do Brasl ged production. The company is certified by the Forest
Stewardship Council (FSC), which provides a credible guarantee that the wood comes from a
sustainably managed forest.

The thermd plant may use, in some exceptiond cases, natura gas as fuel. Naturd gas is not a
renewable source of energy. However, the proposed project ill meets the definition of a co-
fired unit with an indaled capacity bdow the limit of 15 MW as dsated in paragraph 24 of
Appendix B to the amplified moddities and procedures for a smdl-scade CDM project activities.

Category 1.D comprises projects that “that supply eectricity to an dectricity distribution
sysem”. The dectric energy generated ty the project will be used by V&M Barreiro’'s Integrated

Sted Plant and will reduce the imports from grid dectricity and thus displace energy from the
grid. As this project activity reduces grid dectricity imports and thus avoids margind fossl fud
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based dectricity generation, DNV is in favour of the project being consdered under Category
I.D. This is, however, subject to the find acceptance of the CDM Executive Board with regard to
whether category 1.D can aso apply to projects that generate eectricity for their own use.

Although the project is in line with sudanable criteria, the Brazilian desgnated nationd
authority (DNA) has not yet confirmed that the project contributes to sustainable devel opment.

3.3 Basdlineand Additionality

The basdine is edablished according to paragraph 29 (@) of the dmplified basdine
methodologies for category I.D smal-scde CDM project activities (Renewable Energy Projects /
Renewable dectricity generation for a grid): The average of the “approximate operating margn’
and “build margin” in kg CO,e/kWh /4/.

The determination of the combined margin is based on an Internationd Energy Agency (IEA)
gudy for Brazil /5/. Consdering that such study was carried out lecently and that the necessary
data for determining the operating and build margin is not publidly avalable in Brazl, the use of
the data from the IEA study are deemed adequate and the most avallable for cdculating the
combined margin.

In the revised PDD of December 2004, the operating margin (the weighted average emissons of
al generating sources sarving the system excdluding hydro, geotemd, wind, low-cost biomass
nuclear and solar generation) and build margin (most recent 20% capacity additions to the
system) were cdculated according to the methodology given in the smplified basdine and
monitoring methodologies for category |.D smdl-scde CDM project activities. Plants that are
expected to start operation in the 2005 and 2006, which were included in the IEA sudy, were
excluded. As a result, data from 435 plants (representing 62,860 MW of ingaled capacity) from
the Brazilian SSE grid were used to caculate the operating and build margin (instead of the 582
plants used by the EIA study).

The additiondity of the project was demonsrated trough a barier tet. The man barier
presented are technologicd and invesment barriers. The use of blast furnace gas for energy
generdion is not common practice in charcod sed plants in Brazil. Indeed, the use of furnace
gas combined with wood tar for the generation of eectricity, as proposed by the project, is the
firg of its kind. It is dso demondrated that the project faces investment barriers due to the fact
that technological innovations of the project bear Sgnificant financid risk. It is worth noting that
the project can not apply under the PROINFA program, which promotes renewable energy
projects (e.g., biomass, wind, and smal hydro units), as the project does not intend to sdl energy
to the grid.

3.4 Monitoring Plan

The project applies the monitoring methodology established according to paragraph 31 of
Appendix B of the smplified procedures for smal-scde CDM projects. The main parameter is
net eectricity generated by the project. The amount of natura gas used is monitored to account
for possible project emissons.

Responghilities and authorities for project management are sufficiently defined and procedures
for monitoring and reporting and QA/QC procedures have been developed.
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3.5 Calculation of GHG Emissions

The basdine caculations are according to paragraph 29 (a) of Appendix B of the smplified
modalities and procedures for gsmdl-scde CDM project activities The average of the
“gpproximate operating margin - OM” and the “build margin - BM” (kgCO.e/kWh).

The “approximate operating margin® coefficient obtained is 0.957 kgCOxe/kWh. The “build
margin’ coefficient obtained is 0421 kgCO.e/kWh. The combined margin coefficient is thus
0.689 kgCOoe/kWh.

The basdline emissons (Ems) are calculated by multiplying the renewable energy generated
(MWHhR) with the basdline carbon emission factor (CEFB), i.e. the combined margin coefficient:

Emissons from the use of blast furnace gas are not accounted for as they are the same in the
basdline and the project scenario. There are no emissons associated with the production of wood
tar, and the emissons associated with the transport of the tar from producing sites to the Barreiro
plant can be consdered indgnificant. They were estimated to account for less than 0.25% of the
project’ stota emission reductions.

The emissions of the project are limited to the consumption of natura gas at the Barreiro plant.
The amount of gas consumed will be measured, and tota project emisson (EmP) are calculated
asfollows

EmP = CC (C/GJ) x En (GJ) x Ox (%) x (44/12) / 1,000
Where:
CC isthe carbon content in natural gas of 15.3 kg C/GJ (IPCC 1996 guideline),
Enisthetota energy supplied by the naturd gasin GJ (Estimated to be 75,366 GJyear),
Ox isthe oxidetion factor for natural Gas of 0.995 (IPCC 1996 guideline).

3.6 Leakage

According to the smplified basdine & monitoring methodology for category 1.D, leskage shall
only be consdered if the project requires trandfer of energy technology from ancther activity.
Thisis not the case as the project is constructed with new equipment. Hence, the project is not
expected to result in leskage.

3.7 Environmental Impacts

Prior to congructing the renewable energy plant, a series of legd steps must be undertaken. A
EIA-RIMA (Environmental Impact Assessment — Environmental Impact Report) was prepared.
This document includes detailed information about the project and is prepared for the attention
of authorities as well lay people. Eventualy, the state environment agency (FEAM/COPAM)
issued a Building/Ingdlation and Operation License. Compliance with the requirements dated in
this license were assessed during Ste vist and found satisfactory.

3.8 Comments by Local Stakeholders

According to Resolution 1 of the Brazilian Inter-minigerid Commisson for Globa Climate
Change, the CDM project invited sdected locd stakeholders to comment on the project. The
rdevant dakeholders were invited by letters. No comments were received from locd
stakehol ders.
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4 COMMENTSBY PARTIES, STAKEHOLDERSAND NGOS

DNV published on 19 August 2003 the PDD of May 2003 on the DNV Climate Change web ste
(http:/Amww.dnv.com/certification/ClimateChange). Through the ClimateL mal lig Parties,
stakeholders and non-governmenta organizations were invited to within 19 September 2003
comment on the vaidation requirements. No comments were received during this period.

Following DNV’s DOE accreditation, the PDD was republished on the DNV Climate Change
web ste. Parties, stakeholders and NGOs were through the UNFCCC CDM website invited to
provide comments on the vdidation requirements during a 30 days period from 2 September
2004 to 2 October 2004. One comment was received during this period. The comment (in
unedited form) and DNV Certification’s response is given below.

Comment by: Axel Michaglowa, Hamburg Indtitute of International Economics (HWWA)
Inserted on: 2004-09-17
Subject: Comment on barrier test and build margin

Comment:

The argument for the investment barrier is very superficid and has to be supported with
quantitative financid data, particularly given that the planning of the project was dready donein
the late 1990s when the CDM was not yet a driving force for such investments.

The use of the IEA study BM datais not acceptable, asthe IEA in 2001/2 could obvioudy not
caculate the BM according to the 2004 rules for the BM (EB revision of March 2004 changing
the rulesfor the BM)

The latter tends to overestimate the basdine emission factor

DNV Certification’s response:
Both issues raised by the comment were considered in DNV’ s vaidation of the project.
In DNV’ s opinion, the technologicd barriers presented in the PDD sufficiently demondrate that

the project is not alikely basdline scenario and no further financid data for assessing the
presented investment barrier was thus requested.

In the revised PDD of December 2004, the operating margin and build margin were ca culated
according to the methodology given in the smplified basdine and monitoring methodologies for
category 1.D small-scale CDM project activities.
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5 PRELIMINARY VALIDATION OPINION

Det Norske Veritas Certification (DNV) is currently performing a validation of the UTE Barreiro
SA. Renewable Electricity Generation Project at Belo Horizonte, Minas Gerais Sate, Brazl

(hereafter called “ the project” ). The validation was performed on the basis of UNFCCC criteria
for small-scale CDM project activities and relevant Brazlian criteria, as well as criteria given
to provide for consistent project operations, monitoring and reporting.

The proposed thermoelectric power project with a capacity of 12.9 MW will generate electricity
utilizing blast furnace gas of the integrated Barreiro steel plant and wood tar from charcoal.

The project is not expected to have considerable environmental impacts. An Environmental
Impact Sudy as required by Brazlian law has been carried out and the project has received the
environmental licences by FEAM/COPAM.

By promoting renewable energy, the project isin line with the current sustainable development
priorities of Brazl. Nevertheless, the Brazilian DNA has not yet confirmed that the project
assists Brazil in achieving sustainable development.

Being a renewable energy project activity with an output @pacity of less than 15 MW, the
project meets the criteria for Renewable electricity generation for the grid (Type I.D) as defined
in Appendix B of the simplified modalities and procedures for small-scale CDM project
activities.

The electric energy generated by the project will be used by the integrated Barreiro steel plant
and will reduce the imports from grid electricity and thus displace energy from the grid. As this
project activity reduces grid electricity imports and thus avoids marginal fossil fuel based
electricity generation, DNV isin favour of the project being considered under category I.D. This
is, however, subject to the final acceptance of the CDM Executive Board.

The project applies one of the simplified baseline methodologies proposed for this project
activity category. The average of the approximate operating margin and the build margin is
determined based on an International Energy Agency (IEA) study for Brazl. Considering that
this study was carried out recently, that it is the only publicly available information on the
Brazlian grid and that other necessary data for determining the operating and build margin is
not public available in Brazl, the use of the data from the IEA study are deemed adequate for
calculating the combined margin. The baseline methodology has been applied correctly and the
assumptions made for the selected baseline scenario are sound.

The additionality of the project is demonstrated through a barrier test. The presented
technological and investment barriers demonstrate the project is not a likely baseline scenario.

By displacing fossil fuel-based electricity, the project results in reductions of CO, emissions that
are real, measurable and give long-term benefits to the mitigation of climate change. Given that
the project is implemented as designed, the project is likely to achieve the estimated amount of
emission reductions.

The monitoring plan sufficiently specifies the monitoring requirements of the main project
indicators.
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In summary, the UTE Barreiro SA. Renewable Electricity Generation Project meets all present
and relevant UNFCCC criteria and the simplified modalities and procedures for small-scale
CDM project activities. However, the project has not yet obtained approval by the participating
Parties, including a confirmation by the host Party that the project contributes to sustainable
development in Brazl.
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6 REFERENCES

Category 1 Documents.

Documents provided by Ecosecurities that relate directly to the GHG components of the project.
These have been used as direct sources of evidence for the vaidation conclusons.

1y UTE Barreiro SA Smdl Scale CO; Project, verson May 2003 (based on Smplified
Project Design Document for Small Scale Project Activities (SSC-PDD)

12/ UTE Barreiro SA Small Scale CO,, Project, verson December 2004 (based on
Simplified Project Design Document for Small Scae Project Activities (SSC-PDD)

13/ Spreadsheet of Calculation of Combined Margin.

Category 2 Documents:
14/ Simplified modalities and procedures for Smal-sclare CDM mechanism project
activities
15/ MartinaBos: Road-Testing Baselines for Greenhouse Gas Mitigation Projects in the

Electric Power Sector (OECD and IEA Information Paper
COM/ENV/EPOC/IEA/SLT(2002)6). October 2002. Available at http://www.oecd.org.

16/ Internationa Emissions Trading Association (IETA) & the World Bank’ s Prototype
Carbon Fund (PCF): Validation and Verification Manual. http:/mww.vvmanua.info

Personsinterviewed:
17/ Sergio Ceriass F.M — V&M Energy and Utilities Manager
18/ Eduardo Botelho — V&M Controler of Energy and Utilities Dep.
19/ Flavia A. Resende — Ecosecurities Consultor

- 000 -
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Table 1 Mandatory Requirement for Small Scale Clean Development Mechanism (CDM) Project Activities

Requirement Reference conclusion | Cross Reference/ Comment
1. The project shall assist Parties included in Annex | in Kyoto Protocol Art. 12.2 OK Table 2, Section E.4.1
achieving compliance with part of their emission reduction
commitment under Art. 3
2. The project shall assist non-Annex | Parties in achieving Kyoto Protocol Art. 12.2, CAR1 Table 2, Section A.3
sustainable development and shall have obtained Simplified Modalities and The Brazilian DNA has not yet formally
confirmation by the host country thereof Procedures for Small Scale confirmed the project’ s contribution to
CDM Project Activities §23a sustainable devel opment.
3. The project shall assist non-Annex | Parties in Kyoto Protocol Art. 12.2. OK Table 2, Section E.4.1
contributing to the ultimate objective of the UNFCCC
4. The project shall have written approval of voluntary Kyoto Protocol Art. 12.5a, CAR1 | Theproject hasnot yet been formally
participation from the designated national authority of Simplified Modalities and approved by the DNA of the participating
each party involved Procedures for Small Scale Parties..
CDM Project Activities §23a
5. The emission reductions should be real, measurable and | Kyoto Protocol Art. 12.5b OK Table 2, Section E.1to E.4
give long-term benefits related to the mitigation of climate
change
6. Reduction in GHG emissions must be additional to any Kyoto Protocol Art. 12.5.c, OK Table 2, Section B.2.1
that would occur in absence of the project activity, i.e. a Simplified Modalities and
CDM project activity is additional if anthropogenic Procedures for Small Scale
emissions of greenhouse gases by sources are reduced | CDM Project Activities §26
below those that would have occurred in the absence of
the registered CDM project activity
7. Potential public funding for the project from Parties in Marrakech Accords OK The project is funded by equity from the
Annex | shall not be a diversion of official development (Decision 17/CP.7) project sponsors (V&M, CEMIG,). No
assistance ODA funding is used.
8. Parties patrticipating in the CDM shall designate a Marrakesh Accords (CDM OK The Brazilian DNA is the Comisséo

national authority for the CDM

modalities§ 29)

Interministerial de Mudanga Global do
Clima.

The DNA of the UK is the Department for
Environment, Food and Rura Affairs.
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Requirement Reference conclusion | Cross Reference/ Comment

9. The host Party and the participating Annex | Party shall Marrakesh Accords (CDM OK Brazil ratified the Kyoto Protocol on 23
be a Party to the Kyoto Protocol modalities§ 30) August 2002.

The UK ratified the Kyoto Protocol on 31
May 2002.

10. The participating Annex | Party’s assigned amount shall CDM Modalities and OK The UK’ s assigned amount is 92% of its
have been calculated and recorded Procedures § 30, 31b 1990 emissions.

11. The participating Annex | Party shall have in place a CDM Modalities and OK The UK has in place a national registry and
national system for estimating GHG emissions and a Procedures §31b reported on 15 April 2004 its national GHG
national registry in accordance with Kyoto Protocol Atrticle inventory for the years 1990-2002.
5and 7

12. The proposed project activity shall meet the eligibility Simplified Modalities and OK Table 2, Section A.1
criteria for small scale CDM project activities set out in § Procedures for Small Scale
6 (c) of the Marrakesh Accords and shall not be a CDM Project Activities
debundled component of a larger project activity 812a,c

13. The project design document shall conform with the Simplified Modalities and OK The document is as per the SSC PDD
Small Scale CDM Project Design Document format Procedures for Small Scale format (Version 01).

CDM Project Activities,
Appendix A

14. The proposed project activity shall confirm to one of the Simplified Modalities and OK Table 2, Section A.1.3and B.1
project categories defined for small scale CDM project Procedures for Small Scale
activities and uses the simplified baseline and monitoring | CDM Project Activities §22e
methodology for that project category

15. Comments by local stakeholders are invited, and a Simplified Modalities and OK Table 2, Section G
summary of these provided Procedures for Small Scale

CDM Project Activities 822b

16. If required by the host country, an analysis of the Simplified Modalities and OK Table 2, Section F
environmental impacts of the project activity is carried out | Procedures for Small Scale
and documented CDM Project Activities §22¢

17. Parties, stakeholders and UNFCCC accredited NGOs Simplified Modalities and OK The PDD has been published on

have been invited to comment on the validation
requirements and comments have been made publicly
available

Procedures for Small Scale
CDM Project Activities
823b,c,d

www.dnv.com/certificatin/ClimateChage
on 19 August 2003. The same day Parties,
stakeholders and NGOs have been invited
through the Climate-L mailing list to
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Requirement

Reference

~onclusion

Cross Reference/ Comment

provide comments on the validation
requirement during a period of 30 days until
18 September 2003. No comments were
received in this period.

Following DNV’ s DOE accreditation, the
PDD was republished on
www.dnv.com/certificatin/ClimateChage
and Parties, stakeholders and NGOs were
through the UNFCCC CDM website invited
to provide comments on the validation
requirements during a 30 days period from
2 September 2004 to 2 October 2004. One
comment was received during this period.
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Table 2 Requirements Checklist

Draft Final
CHECKLIST QUESTION Ref. | MoV’ | COMMENTS Concl. | Concl.
A. Project Description
The project design is assessed.
A.1. Small scale project activity
It is assess whether the project qualifies as small
scale CDM project activity.
A.1.1. Does the project qualify as a small scale 1y DR | Being arenewable energy project activity with an output OK
CDM project activity as defined in capacity of less than 15 MW, i.e. 12,9 MW, the prgect
paragraph 6 (c) of decision 17/CP.7 on the qualifies as a small-scale CDM project activity
modalities and procedures for the CDM? according to category (i) defined in paragraph 6,
subparagraph (c) of decison 17/CP.7 on the modalities
and procedures for the CDM, and included on
Type/Category 1.D of Appendix B of the simplified
modalities and procedures for small-scale CDM project
activities.
The steel production at the Barreiro plant uses charcoal
as reducing agent and the charcoal is obtained from
Forest Stewardship Council (FSC) certified, sustainable
managed eucalyptus plantations. Hence, the blast
furnace gas and the wood tar used for generating energy
can be considered as renewable energy.
Smilarly, asthe wood tar is obtained as a by-
product from sustainable charcod production it can
be considered a renewable source of energy.
Category 1.D comprises projects that “that supply
electricity to an dectricity distribution system”. The
electric energy generated by the project will be used by
V&M Barreiro’'s Integrated Steel Plant and will reduce
* MoV = Means of Verification, DR= Document Review, |= Interview Page A-5
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CHECKLIST QUESTION

Ref.

MoV’

COMMENTS

Draft
Concl.

Final
Concl.

the imports from grid dectricity and thus displace

energy from the grid. Asthis project activity reduces
grid eectricity imports and thus avoids margind fossl

fuel based eectricity generation, DNV isin favour of the
project being considered under Category |.D. Thisis,
however, subject to the final acceptance of the CDM
Executive Board with regard to whether category 1.D
can also apply to projects that generate electricity for
their own use.

A.1.2. The small scale project activity is not a
debundled component of a larger project
activity?

1y

DR

The project is not a debundled component of alarger
project activity as demonstrated in the debundling
occurrence analysisin the PDD carried out according to
Appendix C of the smplified modalities and procedures
for small-scale CDM project activities.

Two others projects represent different project
categories (Fud Switching and Land Use Change).

OK

A.1.3. Does proposed project activity confirm to
one of the project categories defined for

small scale CDM project activities?

1y

DR

The project is a“Renewable electricity generation for a
grid project activity” (Type1.D) as defined in the
smplified modalities and procedures for small-scale
CDM project activities.(Refer A1.2)

OK

* MoV = Means of Verification, DR= Document Review, |= Interview
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Draft Final
CHECKLIST QUESTION Ref. | MoV’ | COMMENTS Concl. | Concl.
A.2. Project Design
Validation of project design focuses on the choice
of technology and the design documentation of
the project.
A.2.1. Are the project’s spatial (geographical) 1y DR | The project islocated at Belo Horizonte, Minas Gerais OK
boundaries clearly defined? State, Brazil, and the electricity generation unit is
inddled inside Barreiros's Integrated Steel Plant. The
project boundaries are established according to the
simplified basdine and monitoring methodol ogies for
category 1.D small-scale CDM project activities.
Wood tar production and transportation of wood tar
were not considered.
A.2.2. Are the project’s system (components and | /1/ | DR | The project comprisesa12.9 MW thermoelectric plant OK
facilities used to mitigate GHG's) on Barreiro's Integrated Steel Plant, using excess blast
boundaries clearly defined? furnace gas and wood-tar from charcoal. The electric
energy will be used on Barreiro's Integrated Steel Plant
to displace energy from the grid.
A.2.3. Does the project design engineering 11 DR | The project design engineering reflects good practice, OK
reflect current good practices? especially in the context of the use of excess blast
furnace gas to produce electric energy and the use of
wood tar in order to complete the fuel requirements.
Furthermore, the operations are computer controlled.
A.2.4. Will the project result in technology /2 | DR | No. Theoperator will bethe electric energy OK
transfer to the host country? concessionaire -CEMIG- which has a lot experience
with gas and fuel generators.
A.2.5. Does the project require extensive initial /Y | DR | CEMIG will bein charge of the operation. CEMIG isan OK
training and maintenance efforts in order electric utility company which has good experience with
to work as presumed during the project the operation of power plants.
period? Does the project make provisions
for meeting training and maintenance
* MoV = Means of Verification, DR= Document Review, |= Interview Page A-7
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Draft Final
CHECKLIST QUESTION Ref. | MoV’ | COMMENTS Concl. | Concl.
needs?
A.3. Contribution to Sustainable Development
The project’s contribution to sustainable
development is assessed
A.3.1. Will the project create other environmental 11 DR | The project islikely to reduce pollution from fossil- OK
or social benefits than GHG emission based electricity generation, reduce tar vapour emissions
reductions? and optimise the use of energy at the Barreiro Plant.
The project creates 100 jobs on construction and 16 in
operation..
A.3.2. Will the project create any adverse 11 DR | No OK
environmental or social effects?
A.3.3. Is the project in line with sustainable 1y DR | The project isin line with current sustainable CAR1
development policies of the host country? development priorities in Brazil. Nevertheless, the
Designated Nationa Authority (Interministerial
Commission on Globa Climate Change) has not yet
confirmed the project’s contribution to sustainable
development in Brazil.
A.3.4. Is the project in line with relevant /1| DR/l | The prgect complies with environmental legislation OK
legislation and plans in the host country? according to the Operational Environmental Licence
number LO 487/03 issued by the Environmental Agency
(FEAM/COPAM) and relevant legal requirements on
electric generation according to the Federal Electric
Agency (ANEEL) through participant CEMIG.
* MoV = Means of Verification, DR= Document Review, |= Interview Page A-8
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Draft Final
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 selected baseline methodology in 1 DR | The project applies one of the smplified basdline OK
line with the baseline methodologies methodol ogies proposed for this project activity
provided for the relevant project category? category |.D.(Renewable electricity generations for the
grid) , i.e. the average of the approximate operating
margin and the build margin.( Refer dso A1.1).
B.1.2. Is the baseline methodology applicable to 1y DR | Yes( Refer A1) OK
the project being considered?
B.2. Baseline Determination
It is assessed whether the project activity itself is
not a likely baseline scenario and whether the
selected baseline represents a likely baseline
scenario.
B.2.1. Is it demonstrated that the project activity 11 DR | The project isthe first to use excess blast furnace gasin OK
itself is not a likely baseline scenario due acharcod sted plant instead of flaring it and to recover
to the existence of one or more of the and use wood tar as complementary combustible instead
following barriers: investment barriers, of releasing it as vapours to the atmosphere during the
technology barriers, barriers due to charcoal production.
prevailing practice or other barriers? A barriers test including three different scenarios and
technologicd, financia and prevailing business practice
barriers demonstrate that construction of a renewable
fuel generator isnot alikely basdline scenario.
* MoV = Means of Verification, DR= Document Review, |= Interview Page A-9
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CHECKLIST QUESTION

Ref.

MoV’

COMMENTS

Draft
Concl.

Final
Concl.

B.2.2. Is the application of the baseline
methodology and the discussion and
determination of the chosen baseline
transparent and conservative?

1y

DR

The sdlected basdline is the average of the build margin
and the approximate operating margin. The basdline
determination is based on an International Energy
Agency (IEA) study for Brazil (Bos et a, October
2002) in which emission factors for the operation margin
and build margin are caculated based on compiled data
on 1,479 plants, in operation (1,174) or under
construction (305) as of July 3, 2002. The data obtained
for the South- Southeast and Mid-West grid (relevant for
Irani) were used. In order to adequate the operation
margin to the Brazilian grid, with has hydro
predominance, a reduction factor was implemented
using ANEEL/ONS figures.

However this methodology differs from the
methodology proposed for category 1.D small-scale
CDM project activities. It was extracted from the
methodology proposed for the Vae do Ros&rio Project
(NMQ0O16-rev). This methodology was eventually
approved as AM0015. However, the methodology for
calculating the operating and build margin is different
from the one origindly proposed for the Vae do Rosé&rio
Project and hence the one applied by the Irani biomass
electricity generation project. The project proponents are
thus requested to calculate the operating and build
margin according to the methodology given in the
smplified basdine and monitoring methodol ogies for
category 1.D small-scale CDM project activities.

OK

B.2.3. Are relevant national and/or sectoral
policies and circumstances taken into
account?

11

DR

Y es, the developments in the Brazilian power sector are
sufficiently taken into account.

OK

B.2.4. Is the baseline selection compatible with
the available data?

1y
13/

DR

No, according to paragraph 29 (a) of Appendix B to the
smplified modalities and procedures for small-scale

OK

* MoV = Means of Verification, DR= Document Review,

= Interview
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Draft Final
CHECKLIST QUESTION Ref. | MoV’ | COMMENTS Concl. | Concl.
CDM project activities, the baseline must be
recal cul ated.
B.2.5. Does the selected baseline represent the 11 DR | Yes SeeB.2.1 OK
most likely scenario describing what would
have occurred in absence of the project
activity?
C. Duration of the Project / Crediting Period
It is assessed whether the temporary boundaries of the
project are clearly defined.
C.1.1. Are the project’s starting date and I DR | The project’s starting date is 1 December 2003 and the OK
operational lifetime clearly defined? expected operation lifetime of the project is more than
30 years.
C.1.2. Is the assumed crediting time clearly 1 DR | A renewable crediting period of 7 years starting on 1 OK
defined (renewable crediting period of January 2004 is selected.
seven years with two possible renewals or
fixed crediting period of 10 years with no
renewal)?
D. Monitoring Plan
The monitoring plan review aims to establish whether
all relevant project aspects deemed necessary to
monitor and report reliable emission reductions are
properly addressed.
D.1. Monitoring Methodology
It is assessed whether the project applies an
appropriate monitoring methodology.
D.1.1. Is the selected monitoring methodology in 11 DR | The monitoring methodology is according to the OK
line with the monitoring methodologies monitoring methodology provided category |.D projects
provided for the relevant project category? and includes other relevant parameters.
* MoV = Means of Verification, DR= Document Review, |= Interview Page A-11
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Draft Final
CHECKLIST QUESTION Ref. | MoV’ | COMMENTS Concl. | Concl.
D.1.2. Is the monitoring methodology applicable 1y DR | The proposed monitoring methodology complies with OK
to the project being considered? the monitoring methodology proposed for category 1.D
projects.
D.1.3. Is the application of the monitoring 1y DR | Yes, The monitoring plan proposes to monitor the OK
methodology transparent? electricity generated by the project, blast furnace gas and
wood-tar consumption.
The monitoring plan establish/update the basdine
emission factors every 7 years for the revalidation of the
basdline.
D.1.4. Will the monitoring methodology give 1 DR | Yes OK
opportunity for real measurements of
achieved emission reductions?
D.2. Monitoring of Project Emissions
It is established whether the monitoring plan
provides for reliable and complete project
emission data over time.
D.2.1. Are the choices of project emission 11 DR | The project considers potential use of natural gas during OK
indicators reasonable? absence of blast furnace gas and wood tar.
D.2.2. Will it be possible to monitor / measure the | /1 DR | Yes. OK
specified project emission indicators?
D.2.3. Do the measuring technique and 1 DR | Monthly monitoring represents good monitoring OK
frequency comply with good monitoring practise.
practices?
D.2.4. Are the provisions made for archiving 1 DR | Datawill bekept during the whole crediting period + 2 OK
project emission data sufficient to enable years.
later verification?
* MoV = Means of Verification, DR= Document Review, |= Interview Page A-12
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Draft Final
CHECKLIST QUESTION Ref. | MoV’ | COMMENTS Concl. | Concl.

D.3. Monitoring of Leakage

It is assessed whether the monitoring plan
provides for reliable and complete leakage data

over time.

D.3.1. If applicable, are the choices of leakage 1 DR | Since the renewable energy technology does not OK

indicators reasonable? represent equipment transfer from another activity, no
leakage calculations are required for category 1.D project
activities.

D.4. Monitoring of Baseline Emissions

It is established whether the monitoring plan
provides for reliable and complete project

emission data over time.

D.4.1. Is the choice of baseline indicators, in 1y DR | The baseline will be revalidated prior to each new OK
particular for baseline emissions, crediting period.
reasonable?

D.4.2. Will it be possible to monitor / measure the | /1 DR | Yes, through figures from ANEEL/ONS. OK
specified baseline emission indicators?

D.4.3. Do the measuring technique and 1 DR | Acceptable. OK
frequency comply with good monitoring
practices?

D.4.4. Are the provisions made for archiving 11 DR | Yes. OK
baseline emission data sufficient to enable

later verification?

D.5. Project Management Planning

It is checked that project implementation is
properly prepared for and that critical
arrangements are addressed.

D.5.1. Is the authority and responsibility of project | /1/ | DR | The project is developed by V&M do Brasil SA, as OK

* MoV = Means of Verification, DR= Document Review, |= Interview Page A-13
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Draft Final
CHECKLIST QUESTION Ref. | MoV’ | COMMENTS Concl. | Concl.
management clearly described? carbon credit owner and energy supplier, CEMIG as
thermoelectric plant owner, and Ecosecurities as project
CO2 advisor. The operation will be shared by V&M do
Bras| SA and CEMIG and monitoring will be carried
out by UTE Barreiro SA / V&M do Brasil SA.
D.5.2. Is the authority and responsibility for 1y DR | Monitoring will be carried out by UTE Barreiro SA / OK
registration monitoring measurement and V&M do Brasil SA.
reporting clearly described?
D.5.3. Are procedures identified for training of 11 DR | The operator is CEMIG with experience from similar OK
monitoring personnel? I projects.
D.5.4. Are procedures identified for emergency 1 DR | Natura gas consumption, in case of non-availability of OK
preparedness for cases where blast furnace gas, will be monitored.
emergencies can cause unintended
emissions?
D.5.5. Are procedures identified for calibration of 11 DR | The operator CEMIG has experience with smilar OK
monitoring equipment? projects.
D.5.6. Are procedures identified for maintenance /1 | DR | The operator CEMIG has experience with similar OK
of monitoring equipment and installations? projects.
D.5.7. Are procedures identified for monitoring, I DR | CEMIG, as project operator, will be responsible for data OK
measurements and reporting? collection and V&M for data check and correction
D.5.8. Are procedures identified for day-to-day 11/ DR | SeeD.5.7 OK
records handling (including what records
to keep, storage area of records and how
to process performance documentation)
D.5.9. Are procedures identified for dealing with 11/ DR | SeeD.5.7 OK
possible monitoring data adjustments and
uncertainties?
D.5.10. Are procedures identified for internal 1 DR | SeeD.5.7 OK
audits of GHG project compliance with
operational requirements as applicable?
* MoV = Means of Verification, DR= Document Review, |= Interview Page A-14
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Draft Final
CHECKLIST QUESTION Ref. | MoV’ | COMMENTS Concl. | Concl.
D.5.11. Are procedures identified for project 1y DR | SeeD.5.7 OK
performance reviews?
D.5.12. Are procedures identified for corrective 1y DR | SeeD.5.7 OK
actions?
E. calculation of GHG emission
It is assessed whether all material GHG emission
sources are addressed and how sensitivities and data
uncertainties have been addressed to arrive at
conservative estimates of projected emission
reductions.
E.1. Project GHG Emissions
The validation of predicted project GHG
emissions focuses on transparency and
completeness of calculations.
E.1.1. Are all aspects related to direct and I DR | The project consider emissions from the use of natural OK
indirect project emissions captured in the gas when blast furnace gas is not available.
project design? There are no emissions associated to the production of
wood tar, and the emissions associated to the transport
of the tar from producing sites to the Barreiro plant can
be considered insignificant, accounting for less than
0.25% of the project’s total emission reductions.
E.1.2. Have all relevant greenhouse gases and 1 DR | Methane emissonswill not be modified by the project, OK
sources been evaluated? since blast furnace gasis burned in the project scenario
as well as the baseline scenario.
N.,O, HCFCs, PFCs and SFs are not applicable to the
project
E.1.3. Do the methodologies for calculating 11 DR | The methodologies for calculating emissions complies OK
project emissions comply with existing with one of the approaches proposed for category 1D
good practice? project categories..
* MoV = Means of Verification, DR= Document Review, |= Interview Page A-15
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Draft Final
CHECKLIST QUESTION Ref. | MoV’ | COMMENTS Concl. | Concl.
E.1.4. Are the calculations documented in a 1y DR | Yes. OK
complete and transparent manner?
E.1.5. Have conservative assumptions been 1y DR | Yes. OK
used?
E.1.6. Are uncertainties in the project emissions /1/ | DR | The emissionsfrom wood-tar transportation (0,25%) OK
estimates properly addressed? was considered insignificant and hence not considered.
E.2. Leakage
It is assessed whether there leakage effects, i.e.
change of emissions which occurs outside the
project boundary and which are measurable and
attributable to the project, have been properly
assessed.
E.2.1. Are leakage calculation required for the 1 DR | According to the smplified basdine & monitoring OK
selected project category and if yes, are methodology for category 1.D, leakage shdl only be
the relevant leakage effects assessed? considered if the project requires transfer of energy
technology from another activity. Thisis not the case as
the project is constructed with new equipment. Hence,
the project is not expected to result in leakage.
E.3. Baseline GHG Emissions
The validation of predicted baseline GHG
emissions focuses on transparency and
completeness of calculations.
E.3.1. Are the baseline emissions boundaries /U | DR | Thebasdine boundaries are confined by the generation OK
clearly defined and do they sufficiently unit at Barreiro’'s Integrated Steel Plant. The grid
cover sources for baseline emissions? considered for determining the operating and build
margin is the South-Southeast-Center west region.
E.3.2. Are all aspects related to direct and 11 DR | All direct basdline emissions are captured. Indirect OK
indirect baseline emissions captured in the baseline emissions are insignificant and hence not
* MoV = Means of Verification, DR= Document Review, |= Interview Page A-16
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Draft Final
CHECKLIST QUESTION Ref. | MoV’ | COMMENTS Concl. | Concl.
project design? considered..
E.3.3. Have all relevant greenhouse gases and 11 DR | YesseeE.1.2 OK
sources been evaluated?
E.3.4. Do the methodologies for calculating v DR | The methodology complies wi_th one _of_ t_he approaches CAR2 OK
baseline emissions comply with existing proposed for category 1.D project activities. However the
good practice? methodology AM 0015 establish a different way on
Operation margin caculation.
E.3.5. Are the calculations documented in a 11 DR | The calculations are documented in a complete and OK
complete and transparent manner? transparent manner.
E.3.6. Have conservative assumptions been 1y DR | The emission factor for grid electric energy generation OK
used? considers the operating and build margin of the region S
SW grid, and does not consider the grid of Santa
Catarina State where there is a higher amount of coal-
based generation units.
E.3.7. Are uncertainties in the baseline emissions | /1/ DR | Uncertainties are addresses where applicable. OK
estimates properly addressed?
E.4. Emission Reductions
Validation of baseline GHG emissions will focus
on methodology transparency and completeness
in emission estimations.
E.4.1. Will the project result in fewer GHG Y DR | The project reduces the consumption of fossil fuel based OK
emissions than the baseline case? electricity generation by using renewable sources such
as blast furnace gas and wood tar.
F. Environmental Impacts
It is assessed whether environmental impacts of the
project are sufficiently addressed.
F.1.1. Does host country legislation require an 1y DR | Yes, the Environmental Impact Assessment- OK
analysis of the environmental impacts of Environmenta Impact Report (EIA-RIMA) was
* MoV = Means of Verification, DR= Document Review, |= Interview Page A-17
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Draft Final
CHECKLIST QUESTION Ref. | MoV’ | COMMENTS Concl. | Concl.
the project activity? conducted & presented to the State Environmental
Agency (FEAM / COPAM). According to
environmenta law, public & stakeholder opinion was
taken into consideration as a prelude to obtaining the
Operation Environmental Licence (LO).
F.1.2. Does the project comply with 1y DR | The Operation Licence requirements are met. OK
environmental legislation in the host
country?
F.1.3. Will the project create any adverse 1y DR | No, dl potentid impacts like air pollution & noise have OK
environmental effects? aready been addressed as part of conforming with the
licence conditions.
F.1.4. Have environmental impacts been 1 DR | The environmenta impacts of the project are sufficiently OK
identified and addressed in the PDD? assessed. and necessary mitigation measures considered.
G. Comments by Local Stakeholder
Validation of the local stakeholder consultation process.
G.1.1. Have relevant stakeholders been /1 | DR | Various stakeholders represented by the city hall, OK
consulted? environmental agencies, Brazilian forum of NGO's,
local communities & district attorney were consulted as
per requirements of the Brazilian DNA for CDM
projects.
G.1.2. Have appropriate media been used to /4 | DR | Itwascommunicated through Letters (fax or email). OK
invite comments by local stakeholders?
G.1.3. If a stakeholder consultation process is // | DR | SeeG.1.1 OK
required by regulations/laws in the host
country, has the stakeholder consultation
process been carried out in accordance
with such regulations/laws?
G.1.4. Is a summary of the comments received /1/ | DR/I | No comments were received. OK
provided?
* MoV = Means of Verification, DR= Document Review, |= Interview Page A-18
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Draft Final
CHECKLIST QUESTION Ref. | MoV’ | COMMENTS Concl. | Concl.
G.1.5. Has due account been taken of any /U | DR | SeeG.14 OK
comments received?
* MoV = Means of Verification, DR= Document Review, |= Interview Page A-19
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Table 3

UTE Barreiro SA. Renewable Electricity Generation Project

Resolution of Corrective Action and Clarification Requests

Draft report clarifications and
corrective action requests by

validation team

Ref. to Table 2

Summary of project owner response

Validation conclusion

CAR 1

The standard procedure in Brazil to request the

The project isin line with current A.33 confirmation of the project’s contribution to

sustainable development prioritiesin sustainable development by the DNA isto

Brazil. Nevertheless, the Designated submit a preliminary vaidation protocol to the

National Authority (Interministerial DNA. Once they receive al the documentation,

Commission on Globa Climate Change) they can issue the letter of approval.

has not yet confirmed the project’s

contribution to Brazilian sustainable

development priorities.

CAR 2. Operating Margin: The operating margin is not calculated
The basdline determination is based on B.2.2 The methodology for category 1.D SSC projects | according to an approved methodology
an International Energy Agency (IEA) B.2.4 states that "the approximate operating marginis | (Note: The approach for identifying the %
study for Brazil (Bosi et a, October E.3.4 the weighted average emissions (in kg of hydro that can be excluded from the

2002) as applied by the methodology
proposed for the Vae do Rosério Project
(NMO0O016-rev). This methodology was
eventualy approved as AMOO15.
However, the methodology for
calculating the operating and build
margin is different from the one
originaly proposed for the Vae do
Roséario Project and hence the one
applied by the proposed project.

CO2equ/kWh) of all generating sources serving
the system, excluding hydro, geothermal, wind,
low-cost biomass, nuclear and solar generation.”
The calculation of the operating margin used in
the PDD is more conservative than the required
by the 1.D methodology for Small Scale
Projects. Thisis because the methodology
alows the exclusion of dl hydro and the PDD
uses 7.6% at the margin.

Build Margin

The methodology for category |.D SSC projects
states that "the build margin is the weighted
average emissions (in kg CO2equ/kWh) of
recent capacity additions to the system, which
capacity additions are defined as the greater (in
MWh) of most recent 20% of existing plants or

tha E mnct voncint rnlante

operating margin proposed by NMO0O0O01-rev
was not approved and the approach of the
consolidated methodology was included in
NMO0015). However, the small-scale
methodology allows to exclude al hydro
and does not require an analysis of hydro
that must be considered as being part of the
operating margin. Therefore, the calculation
of the operating margin for the proposed
project is more conservative than if
calculated with the category I.D small-scale
methodology and thus acceptable.

It remains to be demonstrated that the build
margin calculated for the project is
calculated in accordance with the
methodology for caculating the build
margin given for category |.D small-scale

Page A-20
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UTE Barreiro SA.

Renewable Electricity Generation Project

Draft report clarifications and
corrective action requests by

validation team

Ref. to Table 2

Summary of project owner response

Validation conclusion

the 5 most recent plants.”

The Built Margin calculated in the PDD uses the
20% most recent existing plants (116 out of 582
plants) since, in the case of, the Brazilian grid,
the amount of MWh of 116 plants (20% most
recent existing plants) will definitely be higher
than the amount MWh of any 5 most recent
plants.

CDM project activities. If the caculation is
different, this must be discussed and
judtified and it must demonstrated that the
build margin calculated for the proposed
project is more conservative.

CAR 2 (continued):

The project proponents are requested to
calculate the operating and build margin
according to the methodology given in
the smplified basdline and monitoring
methodologies for category 1.D small-
scale CDM project activities. If the
caculation is different, this must be
discussed and justified and it must
demonstrated that the combined margin
calculated for the proposed project is
more conservative.

We had to use the | EA report because there have
been many barriers to getting data from the
Brazilian grid. Since we did not have access to
their database we had to rely on their calculation
method and had very little flexibility to adapt it
in order to be 100% in accordance with the smdl
scale methodol ogy.

To solve this problem we got in contact with
IEA and managed to obtain the database they
used to do their calculation. So, instead of using
the |EA results, we recalculated the Build
margin, the Operating margin, and the
Combined margin again but, using their data and
assumptions but applying the Small Scale
methodology.

We noticed that the EIA report calculated the
operating margin (OM) using not only the
operating plants but a so the plants that would
start operation in the following years (2003,
2004, 2005, and 2006). We decided to exclude
the 2005 and 2006 plants from the OM
calculation but to keep the 2003 and 2004 ones.
Doing so we ended up with 435 plants
(representing 62,860 MW of installed capacity)
for the calculation of the OM for the S SE grid

OK. The determination of the combined
margin is based on an Internationa Energy
Agency (IEA) study for Brazil. Considering
that such study was carried out recently and
that the necessary data for determining the
operating and build margin is not public
available in Brazil, the use of the data from
the |EA study are deemed adequate for
caculating the combined margin.

The operating margin (the weighted
average emissions of al generating sources
serving the system excluding hydro,
geothermd, wind, low-cost biomass nuclear
and solar generation) and build margin
(most recent 20% capacity additions to the
system) were calculated according to the
methodology given in the smplified

baseline and monitoring methodologies for
category 1.D small-scale CDM project
activities.
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UTE Barreiro SA. Renewable Electricity Generation Project

Draft report clarifications and Ref. to Table 2
corrective action requests by
validation team

Summary of project owner response

Validation conclusion

(instead of the 582 used by EIA).

The build margin (BM) was a so recal culated
using the most recent plants to atotal of 12,856
MW (83 plants representing 20% of the installed

capacity).

- 000 -
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