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grid.
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opinion (January 2005 to March 2005).
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1 INTRODUCTION

Rickli and EcoSecurities have commissioned DNV Certification to validate the Rickli Biomass
Electricity Generation Project in Brazil (hereafter called “the project”). This report summarises
the findings of the validation of the project, performed on the basis of UNFCCC criteria for
CDM projects, as well as criteria given to provide for consistent project operations, monitoring
and reporting.

The validation team consisted of the following personnel:

Susanne Haefeli DNV Norway Team Leader, GHG auditor

Cintia Dias DNV Brazil GHG auditor

Luis Filipe Tavares DNV Brazil GHG auditor

Michael Lehmann DNV Norway Internal verifier, Energy sector expert

1.1 Validation Objective

The purpose of a validation is to have an independent third party assess the project design. In
The purpose of a validation is to have an independent third party assess the project design. In
particular, the project's baseline, monitoring plan, and the project’s compliance with relevant
UNFCCC and host Party criteria are validated in order to confirm that the project design, as
documented, is sound and reasonable and meets the identified criteria. Validation is a
requirement for all CDM projects and is seen as necessary to provide assurance to stakeholders
of the quality of the project and its intended generation of certified emission reductions (CERS).

1.2 Validation Scope

The validation scope is defined as an independent and objective review of the project design
document (PDD). The PDD is reviewed against the criteria stated in Article 12 of the Kyoto
Protocol, the CDM modalities and procedures as agreed in the Marrakech Accords and the
relevant decisions by the CDM Executive Board. The validation team has, based on the
recommendations in the Validation and Verification Manual /10/, employed a risk-based
approach, focusing on the identification of significant risks for project implementation and the
generation of CERSs.

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

1.3 The Rickli Biomass Electricity Generation Small Scale Project

The objective of this small-scale CDM project activity is the construction of a new biomass
electricity co-generation unit with 5SMW of installed capacity using climate change neutral
biomass (wood chips and wood residue) as fuel, supplying all of Rickli sawmill’s demand and
exporting the surplus to the grid.

Emission reductions are generated by displacing fossil-fuel based grid-electricity and burning of
biomass that would otherwise have been left to decay. Hence, the project also involves methane
avoidance from biomass not being landfilled. Total emission reductions from the electricity and
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methane components are estimated to be 2 687 265 tCO.e over 21 years, which means an
average annual emission reduction of 127 965 tCOge.

The electric power generation capacity is 5 MW. In house power demand is 0,5 MW, resulting in
4,5 MW generation capacity of electricity exports to the local electricity grid.

Part of the biomass used to generate electricity are residues from Rickli, while the remaining
biomass will be sourced from third parties.

The project is located within the premises of the Rickli sawmill company, located in Carambei,
Parand. Rickli is a sawmill and its core business is the production of doors to be exported.

2 METHODOLOGY
The validation consists of the following three phases:

I adesk review of the project design and the baseline and monitoring methodology (December
2004 to March 2005);

Il follow-up interviews with project stakeholders (11 January 2005);

I11 the resolution of outstanding issues and the issuance of the final validation report and opinion
(January 2005 to March 2005).

This draft final validation report summarises the findings after phase I, Il and parts of phase Il
of the validation.

2.1 Review of Documents

The initial Project Design Document (PDD) for the Rickli Biomass Electricity Generation
Project of January 2005 /1/ and the revised versions of the PDD of February 2005 /2/ and March
2005 /3/, Excel sheets with regard to the data monitoring and emissions calculations /4//5//6/
submitted by EcoSecurities and two comments received by stakeholders during the period of call
for inputs were reviewed.

In order to ensure transparency, a validation protocol was customised for the project, according
to PCF’s Preliminary Validation Manual /10/. The protocol shows, in a transparent manner,
criteria (requirements), means of verification and the results from validating the identified
criteria. The validation protocol serves the following purposes:

e It organises, details and clarifies the requirements a CDM project is expected to meet;
e It ensures a transparent validation process where the validator will document how a particular
requirement has been validated and the result of the validation.

The validation protocol consists of three tables. The different columns in these tables are
described in Figure 1.

The completed validation protocol for the Rickli Biomass Electricity Generation Project is
enclosed in Appendix A to this report.
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Validation Protocol Table 1: Mandatory Requirements for CDM Project Activities

Requirement

Reference

Conclusion

Cross reference

The requirements the
project must meet.

Gives reference to the
legislation or
agreement where the
requirement is found.

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

Used to refer to the relevant
checklist questions in Table
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 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 1 | reference to | conformance with used to elaborate | based on evidence
are linked to checklist documents the checklist and discuss the provided (OK), or a
questions 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 means | conformance to compliance with the
seven different sections. | question or of verification are the question. Itis | checklist question (See
Each section is then item is document review further used to below).A request for
further sub-divided. The | found. (DR) or interview explain the Clarification (CL) is used
lowest level constitutes a (). N/A means not | conclusions when the validation team
checklist question. applicable. reached. has identified a need for
further clarification.

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

Draft report corrective
action requests and
requests for clarifications

Ref. to Table 2

Summary of project
participants’ response

Final 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

The responses given by
the project participants

This section should summarise
the validation team’s

number in Table 2
where the Corrective
Action Request or
Clarification Request is
explained.

during the
communications with the
validation team should
be summarised in this
section.

responses and final
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 11 January 2005 DNV performed site visits and interviews with Rickli and EcoSecurities in
Carambei, Parana State, to confirm and to resolve issues identified in the document review.

The main topics of the interviews were:

» Project technology: energy output, experience with biomass boiler technology and
provisions for technology and capacity transfer, including training of local employees
Biomass availability;

Environment impacts & their control;

Environmental licenses conditioning compliance;

Cogeneration systems;

Calibration requirements;

QA/QC procedures;

Emergency procedures/corrective actions, i.e. provisions to mitigate emergencies, i.e.
fire, procedures for corrective actions and project performance reviews

Evidence for demonstrating the additionality of the project;

Consultation process with local stakeholders.

VV VVVVVVYY

2.3 Resolution of Clarification and Corrective Action Requests

Findings established during the validation can either be seen as a non-fulfilment of validation
protocol criteria or where a risk to the fulfilment of project objectives is identified. Corrective
Action Requests (CAR) are issued, where:

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

i) validation protocol requirements have not been met; or

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

The validation team may also use a request for Clarification (CL), where additional information
is needed to fully clarify an issue.

The validation has identified six Corrective Action Requests and two requests for Clarification.
These requests were presented to the project participants in DNV’s draft validation report of 4
February 2005. To address the issues raised by DNV, the project participants provided
clarifications and additional information submitted in two revised versions of the PDD /2//3/.
The clarifications and additional information provided by the project participants resolved all
Corrective Action Requests and request for Clarification with the exception of the Corrective
Action Request with regard to the approvals by the DNAs of the participating Parties. Upon
receipts of these approvals, DNV will request the registration of the Rickli Biomass Electricity
Generation Project.

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 validation
protocol in Appendix A to this report.
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3 PRELIMINARY VALIDATION FINDINGS

The findings of the validation are stated in the following sections. The validation criteria
(requirements), the means of verification and the results from validating the identified criteria are
documented in more detail in the validation protocol in Appendix A.

3.1 Project Design

The project is a renewable energy project activity with an output capacity of less than 15 MW,
i.e. 5 MW. The project also avoids methane emissions with project emissions being less than 15
kilotonnes of carbon dioxide equivalent annually, i.e. project emissions will be 4 848 tCO,e per
year. The project is thus eligible as category 1.D and category Ill.E small-scale CDM project
activity (Renewable Energy Projects / Renewable electricity generation for a grid and Other
project activities/Avoidance of Methane, respectively) as outlined in Appendix B of the
simplified modalities and procedures for a small-scale CDM project activities /8/.

Category 1.D comprises projects that “supply electricity to an electricity distribution system”.
The electric energy generated by the project will partly be used by the Rickli 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 s in favour of the project being considered under Category 1.D. This is,
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.

The simplified modalities and procedures give no further guidance on which project emissions to
include for determining whether the projects meet the small-scale eligibility threshold for
category IILE, i.e. the project emissions shall be less than 15 000 tCO,e per year. The selected
definition of project emissions being the CH4 and N,O emissions due to incomplete combustion
of biomass and the exclusion of biogenic CO, emissions from the combustion of biomass is in
line with other approved baseline and monitoring methodologies.

The project design engineering reflects good practice, and the technology as well as know-how
being promoted by this project is environmentally safe and sound. The thermoelectric plant will
be powered by biomass residues from Rickli and complementary biomass with high granularity
supplied by third parties. Due to its high granularity, the biomass used by the project is currently
not utilised and dumped on landfills. In order to be able to utilise the biomass in a boiler to
generate electricity, the biomass must be first processed in a new installed shredder to reduce the
granularity and a set of sieves to allow mix adequate proportion of sawdust.

Employees have been trained on safety measures and the management capabilities for the new
thermoelectric equipment. Social and other environmental effects than the reduction of GHG
emissions are described. By promoting renewable energy and by using biomass residues from
sawmills, the project will contribute to sustainable development in Brazil. Nonetheless, the
Brazilian designated national authority (DNA) has not yet confirmed that the project contributes
to sustainable development.

The validation did not reveal any information that indicates that the project’s financing can be
seen as a diversion of ODA funding towards Brazil.
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3.2 Project Baseline

The project has two baseline components. The first baseline is established according to the
simplified baseline methodologies for category 1.D small-scale CDM project activities
(Renewable Energy Projects / Renewable electricity generation for a grid).

The average of the approximate operating margin and build margin (combined margin) has been
determined based on an International Energy Agency (IEA) study for Brazil /7/. Considering that
such study was carried out recently and that the necessary data for determining the operating and
build margin are not public available in Brazil, the use of the data from the IEA study are
deemed adequate for calculating the combined margin.

The operating margin (the weighted average emissions of all generating sources serving the
system excluding hydro, geothermal, 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 simplified baseline and monitoring methodologies for category I.D
small-scale CDM project activities. Plants that are expected to start operation in the 2005 and
2006, which were included in the IEA study, were excluded. As a result, data from 435 plants
(representing 62,860 MW of installed capacity) from the S-SE grid were used to calculate the
operating and build margin (instead of the 582 used by EIA study).

The second baseline component is established according to the simplified baseline
methodologies for category Il1.E small-scale CDM project activities (Other Projects Activities /
Methane Avoidance). The amount of methane produced from decay of biomass landfilled in
absence of the project is determined using adequate IPCC default emission factors.

3.3 Additionality

The barrier analysis presented in the PDD focus on the technological as well as investment
barriers and barriers due to prevailing practice.

The project does not present any technological barrier since the technology involved in this
scenario is available in the market and has been used effectively in Brazil. On the other hand, the
project scenario implies a financial barrier due to the increased costs required to implement the
renewable energy plant that would not be presented in the baseline scenario. Upon request, an
investment analysis considering all savings and expenses associated to the project was presented.
DNV acknowledges that the project without CER revenues has an IRR lower than the levels
regarded as acceptable for other investments in Brazil. Although Rickli already operates one old
boiler, the new cogeneration system has different conditions of operation, using the wood waste
which is not readily utilised to generate electricity.

The common business practice for sawmills is the import of electricity from the grid and the
landfilling of biomass residues. The project is not business as usual practice, is a deviation from
the core business of the plant and requires changes in the production process and in the
employees’ activities. The project thus faces barriers due to prevailing practice. Hence, it is
sufficiently demonstrated that the project is not a likely baseline scenario and that emission
reductions attributable to the project are additional.
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3.4 Monitoring Plan

The project applies the simplified monitoring methodology described for category 1.D and I11.E
small-scale CDM project activities.

A transport emission factor (TEF) of 0.00674 tCO, /t of biomass transported from third parties
has been calculated. For all biomass purchased by third parties this factor will be applied for
determining emissions related to transports.

Detailed responsibilities and authorities for project management, monitoring procedures and
QA/QC procedures have not been presented during interviews with Rickli. They are foreseen to
be established during the second quarter of 2005 and their implementation should be checked
during the first period verification of emission reductions.

3.5 GHG Emission Accounting

The calculations are transparently documented. Project emissions are considered zero for the
renewable electricity generation component. For the methane avoidance component, the project
emissions are calculated according to the simplified methodology for category Il1.E small-scale
CDM project activities and will be determined using the most recent IPCC default values.

For project activities using biomass, leakage must be considered. Potential leakage effects from
concurrent uses of biomass as well as from biomass transport are considered.

Emissions resulting from the transportation of the biomass to the site are accounted for, and the
formula and assumptions used to calculate these emissions seem reasonable and conservative. It
is demonstrated that the emissions originated from the transportation of sawmill residues to the
site are much less than the amount that would be produced by the decay of biomass in normal
conditions.

Leakage due to the potential diversion of biomass from other users and thereby increasing fossil
fuel use by these users was also considered. However, it was verified during site visit that over
10 times the amount of biomass to be burned by the project is available and left to decay in the
region. One of the main activities in the South region where the project is located is the wood
industry, with many sawmills. Sawmills generate huge amounts of biomass residues (sawmill
residues), and the Brazilian legislation prohibits the uncontrolled burning of that biomass. As a
result, sawmills have huge amount of biomass that are left to decay. It was confirmed that the
project represents a solution for the biomass residues problem in the region. Therefore, the
project is not likely to result in biomass scarcity which could cause other biomass users to switch
to other fuels (leakage effects).

3.6 Environmental Impacts

According to Brazilian regulations renewable energy projects are required to have a permit for
construction. The renewable energy plant received its permit for construction from ANEEL, the
Brazilian Electricity Energy Agency (Resolution ANEEL n°205 of 2001/06/06, and License
ANEEL n°123, published in the Brazilian Official Diary, n° 45 section 1, 7 March 2002).

According to the PDD, there are no foreseen environmental impacts. The environmental impacts
of the project were extensively discussed during the interviews with Rickli /11/ /12/ and /13/.
The environmental permit for operation from the Environmental Agency of Parana state (IAP —
Instituto Ambiental do Parana) has the number 4361, and was issed on 6 April 2004 and is valid
until 6 April 2006. Adverse impacts, such as noise, were sufficiently taken into account.
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3.7 Comments by Local Stakeholders

On 15 December 2004, local stakeholders were invited to comment on the project according the
requirements of resolution 1 of the Brazilian DNA. The main Brazilian stakeholders received
letters of invitation and were asked to provide comments within a period of 30 days. These
letters were verified during the site visit.

The selected stakeholders were: City Hall of Carambei, Chamber of Carambei, Environment
agencies from the state and Local Authority, Brazilian Forum of NGOs, District Attorney
(known in Portuguese as Ministério Publico, i.e. the permanent institution essential for legal
functions responsible for defending the legal order, democracy and social/individual interests)
and local communities. No comments were received.
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4 COMMENTS BY PARTIES, STAKEHOLDERS AND NGOS

According to the modalities for the validation of CDM projects, the validator shall make publicly
available the project design document and receive, within 30 days, comments on the validation
requirements from Parties, stakeholders and UNFCCC accredited Non-governmental
Organisations (NGO) and make them publicly available.

The PDD was published on http://www.dnv.com/certification/ClimateChange until. and
stakeholders were through the UNFCCC CDM web site invited to provide comments from 4
February 2005 to 6 March 2005. Two comments were received.

The comments (in unedited form) are given in below text boxes and an explanation of how DNV
has taken due account of the comments received is given.

Comment by: Axel Michaelowa, Hamburg Institute of International Economics (HWWA)
Inserted on: 2005-02-24

Subject: Unconvincing barrier test and data for baseline calculation

Comments:

* The methane reduction component has annual emission reductions above 15kt and thus is
above the threshold set by the small-scale project rules.

* The baseline emission factors are from an outdated (three-year old) IEA study and should be
updated with more recent data.

How DNV has taken due account of the comment:

Both issues raised by the comment were considered in DNV’s validation of the project. The first
comment seems to be a misunderstanding about the eligibility criteria for type 111 small-scale
CDM project activities. Paragraph 4 of the simplified modalities and procedures for small-scale
CDM project activities states that “type (iii) projects shall not exceed total direct emissions of 15
kilotonnes of carbon dioxide equivalent annually and must reduce greenhouse gas emissions”.
Hence, the interpretation by Mr. Axel Michaelowa is not correct and paragraph 4 only requires
that project emissions shall be below 15 kilotonnes of of carbon dioxide equivalent annually.

As for the second comment, considering that the IEA study /6/ was carried out recently and that
the necessary data for determining the most recent operating and build margin is not publicly
available in Brazil, the use of the data from the IEA study is deemed adequate for calculating the
combined margin.

Comment by: Gabriel Mann dos Santos, Tractebel Energia
Inserted on: 2005-03-05
Subject: Project Boundary and Biomass Supply

Comments:

The I11.E simplified methodology is used by this project activity, according to defined in the
PDD. As defined in Il1.E, the project boundary shall be the physical, geographical site where the
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treatment of biomass takes place and, the baseline scenario shall be the situation where, in the
absence of the project activity, biomass is left to decay within the project boundary and the
methane is emitted to the atmosphere. According to A.2 section of the PDD, the biomass
residues to be used by the generation unit comes part from Rickli and part from third parties.
Thus, the biomass amount coming from third parties and used by the project should not be
considered to calculate the emission reductions from the methane avoidance because, otherwise,
this amount would be left to decay in the third parties' sites.

What the amount coming from each part? Would all biomass amount coming from Rickli be left
to decay in the project boundary if the project is not implemented? If no, the biomass amount
that would not be left to decay in the project boundary should also not be considered to calculate
the emission reductions from the methane avoidance.

In spite of 111.3 simplified methodology to establish no leakage claculation is required, the
Appendix B of the simplified modalities and procedures, in the item 8 of the General Guidance,
establishes that to project activities using biomass, leakage shall be considered. For instance,
there is the leakage related to transportation of the biomass amount from the third parties to the
project site.

How DNV has taken due account of the comment:

With regard to the project boundary issue: The II.E simplified methodology states that the
boundary comprises the physical, geographical site where the treatment of biomass takes place.
Where the biomass used by the project comes from is not relevant in terms of the project
boundary.

With regard to the amount left for decay in the baseline scenario: The project is going to use
sawmill residues only as fuel for the boiler. These residues have currently no economic value.
DNV agrees that the PDD could be improved to better clarify which part of the biomass that has
been used earlier, such as the biomass used to produce steam in the old boiler. However, the
additional information provided by the project participants sufficiently demonstrated that all
biomass used by the project would have been left for decay (see Table 3 of the validation
protocol in Appendix A to this report).

The issue of transport emissions due to necessary transports of biomass was raised in the
validation of the project. The project design was revised to account for emissions resulting from
the transportation of the biomass to the site (see Table 3 of the validation protocol in Appendix A
to this report).

Page 10




DET NORSKE VERITAS i g
Report No: 2005-0172, rev. 02

PRELIMINARY VALIDATION REPORT DINWY

5 PRELIMINARY VALIDATION OPINION

Det Norske Veritas Certification (DNV Certification) has validated the Rickli Biomass
Electricity Generation Project in Brazil (hereafter called “the project”). The validation was
performed on the basis of UNFCCC criteria, as well as criteria given to provide for consistent
project operations, monitoring and reporting. UNFCCC criteria refer to the Kyoto Protocol
criteria for the CDM, the CDM modalities and procedures as agreed in the Marrakech Accords,
the simplified modalities and procedures for small-scale CDM project activities and relevant
decisions by the CDM Executive Board.

Being a renewable energy project activity with an output capacity of less than 15 MW and
having less than 15 000 tCO, project emissions, the project meets the criteria for Renewable
electricity generation for the grid (Type 1.D) and Methane avoidance (Type I11.E) as defined in
Appendix B of the simplified modalities and procedures for small-scale CDM project activities.

Category 1.D comprises projects ““that supply electricity to an electricity distribution system”.
The electric energy generated by the project will partly be used by the Rickli Plant and will
reduce the imports from the grid electricity, thus, displacing energy from the grid. As this project
activity reduces grid electricity imports and thus avoids marginal fossil fuel based electricity
generation, DNV is in favour of the project being considered under Category I.D. This is,
however, subject to the final acceptance of the CDM Executive Board.

The simplified modalities and procedures for small-scale CDM project activities give no further
guidance on which project emissions to include for determining whether the projects meet the
small-scale eligibility threshold for type Il small-scale CDM project activities. However, the
selected definition of project emissions being the CH4 and N,O emissions due to incomplete
combustion of biomass and the exclusion of biogenic CO, emissions from the combustion of
biomass is in line with other approved baseline and monitoring methodologies.

The project applies two of the simplified baseline methodologies proposed for this project
activity category. The average of the approximate operating margin and the build margin is
applied for the renewable electricity generation component of the project. The determination of
the combined margin is based on an International 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 IEA
study are deemed adequate for calculating the combined margin. For the methane avoidance
component of the project, the amount of methane produced from decay of biomass landfilled in
absence of the project is determined using adequate IPCC default emission factors.

An analysis of relevant barriers demonstrates that the proposed project is not a likely baseline
scenario and emission reductions are hence additional to any that would occur in its absence of
this proposed CDM project activity. The additionality of the project is demonstrated through a
barrier test. Upon request, an investment analysis considering all savings and expenses
associated to the project was presented. DNV acknowledges that the project without CER
revenues has an IRR lower than the levels regarded as acceptable for other investments in
Brazil. Although Rickli already operates one old boiler, the new cogeneration system has
different conditions of operation, using the wood waste which is not readily utilised to generate
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electricity. Hence, it is sufficiently demonstrated that the project is not a likely baseline scenario
and that emission reductions attributable to the project are additional.

The project applies the simplified monitoring methodology described for category 1.D and Ill.E
small-scale CDM project activities. Detailed responsibilities and authorities for project
management, monitoring procedures and QA/QC procedures have not been presented during
interviews with Rickli. They are foreseen to be established during the second quarter of 2005
and their implementation should be checked during the first period verification of emission
reductions.

By displacing fossil fuel-based electricity with electricity generated from a renewable source, the
project results in reductions of CO, emissions that are real, measurable and give long-term
benefits to the mitigation of climate change. Total emission reductions from the electricity and
methane components are estimated as 2 687 265 tCOye over 21 years, which means an average
annual emission reduction of 127 965 tCO-e.

The project design is sound and the project will use state of the art technology fully used in
Brazil. Social and environmental impacts of the project have been previously addressed,
allowing the permit of construction as well as the environmental permit by the environmental
authority of Parand. By promoting renewable energy and by using biomass residues from
sawmill industries; the project will contribute to Brazil’s sustainable development. However, the
DNA of Brazil has not yet confirmed the project’s contribution to sustainable development.

The validation did not reveal any information that indicates that the project can be seen as a
diversion of ODA funding towards Brazil.

A local consultation process with relevant stakeholders has been conducted and no comments
were received during the consultation process. This has been checked during site visit.

Parties, stakeholders and NGOs were invited to provide comments and all issues raised by
stakeholders were taken into account during the validation.

In summary, the Rickli Biomass 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 Brazil
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Rickli biomass electricity generation project

Table 1 Mandatory Requirements for Small Scale Clean Development Mechanism (CDM) Project Activities

Cross Reference/

REQUIREMENT REFERENCE CONCLUSION 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 Kyoto Protocol Art. 12.2, CAR1 Table 2, Section A.3
achieving sustainable development and shall have Simplified Modalities and -
obtained confirmation by the host country thereof Procedures for Small The Brazilian DNA has not yet
Scale CDM Project formally confirmed the project’s
Activities §23a contribution to sustainable
development
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 the written approval of voluntary | Kyoto Protocol Art. CAR1 The project has not yet been formally
participation from the designated national authority of | 12.5a, approved by the Brazilian designated
each party involved Simplified Modalities and national authority (DNA) and the
Procedures for Small DNA of the UK
Scale CDM Project
Activities §23a
5. The emission reductions should be real, measurable Kyoto Protocol Art. 12.5b OK Table 2, Section E.1 to E.4
and give long-term benefits related to the mitigation of
climate change
6. Reduction in GHG emissions must be additional to any | Kyoto Protocol Atrt. OK Table 2, Section B.2.1
that would occur in absence of the project activity, i.e. | 12.5.c,
a CDM project activity is additional if anthropogenic Simplified Modalities and
emissions of greenhouse gases by sources are Procedures for Small
reduced below those that would have occurred inthe | Scale CDM Project
absence of the registered CDM project activity Activities 8§26
7. Potential public funding for the project from Parties in Decision 17/CP.7 OK The validation did not reveal any

Annex | shall not be a diversion of official development

information that indicates that the
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Cross Reference/

REQUIREMENT REFERENCE CONCLUSION Comment
assistance project can be seen as a diversion of
ODA funding towards Brazil.
8. Parties participating in the CDM shall designate a CDM Modalities and OK The Brazilian designated national
national authority for the CDM Procedures § 29 authority for the CDM s the
“Comisséo Interministerial de
Mudanca Global do Clima”.
The UK designated national
authority for the CDM is the “The
Department for Environment, Food
and Rural Affairs”.
9. The host Party and the participating Annex | Party CDM Modalities and OK Brazil has ratified the Kyoto Protocol
shall be a Party to the Kyoto Protocol Procedures § 30, 31b on 23 August 2002.
UK has ratified the Kyoto Protocol
on 31 May 2002.
10. The participating Annex | Party’s assigned amount CDM Modalities and OK UK calculated and recorded its
shall have been calculated and recorded Procedures §31b assigned amount units
11. Thg participating Anngx | P_arty shall haye 'in place a CDM Modalities and OK UK has in place a national registry
national system for estimating GHG emissions and a Procedures §31b and reported in October 2001 their
national registry in accordance with Kyoto Protocol 3 communication
Article 5 and 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
§ 6 (c) of the Marrakesh Accords and shall not be a Scale CDM Project
debundled component of a larger project activity Activities §12a,c
13. The project design document shall conform with the Simplified Modalities and OK The revised PDD is in line with the
Small Scale CDM Project Design Document format Procedures for Small CAR2 CDM-PDD for small-scale CDM

Scale CDM Project
Activities, Appendix A

project activities (version 01 of 21
January 2003).

Page A-2

SSC CDM Validation Protocol - Report No. 2005-0172/, rev. 02




DET NORSKE VERITAS

Rickli biomass electricity generation project

Cross Reference/

REQUIREMENT REFERENCE CONCLUSION Comment
14. The proposed project activity shall confirm to one of Simplified Modalities and OK Table 2, Section A.1.3, B and D
the project categories defined for small scale CDM Procedures for Small ) .
project activities and uses the simplified baseline and | Scale CDM Project Project activity 1.D and 3.E.
monitoring methodology for that project category Activities §22e
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 No comments were provided by the
Activities §22b local stakeholders.
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 | Procedures for Small ]
out and documented Scale CDM Project The _ validator ~ checked  the
Activities §22¢ “Environmental Control Plan” and
also the ANEEL license and
Operation License (number 4361)
during the site visit.
17. Parties, stakeholders and UNFCCC accredited NGOs | Simplified Modalities and OK The PDD has been published for

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

Procedures for Small
Scale CDM Project
Activities §23b,c,d

comments on
http://www.dnv.com/certification/Cli
mateChange. Parties, stakeholders
and NGOs have been — through the
CDM website — invited to provide
comments on the validation
requirement from 4 February 2005 to
6 March 2005. Two comments were
received and addressed in the
validation report.
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Table 2 Requirements Checklist

Rickli biomass electricity generation project

Draft Final
CHECKLIST QUESTION Ref. | MoV* | COMMENTS Concl. | Concl.
A. Project Description
The project design is assessed.
A.1l. 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 /1/’ DR The Project conforms to the small-scale pl’OjGCt OK
CDM project activity as defined in 12/ Type 1.D since the nominal installed capacity of the
paragraph 6 (c) of decision 17/CP.7 on the Project is below the 15 MW threshold and the plant
modalities and procedures for the CDM? will sell its generated electricity to the grid.
In addition, the methane avoidance component of
the project is eligible under Type I11.E because in
the project scenario the emissions related to the
combustion of the biomass will be lower than 15
000 tCOye annually.
A.1.2. The small scale project activity is not a /1/, | DR | This small-scale renewable energy project is not OK
debundled component of a larger project 12/ part of a larger emission-reduction project.
activity?
A.1.3. Does proposed project activity confirm to /11, | DR | The project is a “Renewable electricity generation OK
one of the project categories defined for 12/ for a grid project activity” (Type 1.D) and “Methane
small scale CDM project activities? avoidance” (Type I11.E) small-scale CDM project
activity as defined in the simplified modalities and
procedures for small-scale CDM project activities.
* MoV = Means of Verification, DR= Document Review, I= Interview Page A-4
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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) /1/, | DR | The project is located in the Rickli main industrial OK
boundaries clearly defined? 12/ complex, situated in the municipality of Carambei,
Parana state (PR 151, Km 130, Carambei, Parana
state, CEP 84145-000).
A.2.2. Are the project’s system (components and | /1/, | DR | The project comprises a new 5 MW biomass OK
facilities used to mitigate GHG's) 12/ electricity generation plant, using biomass from
boundaries clearly defined? pinus waste that on normal conditions is dumped
opened air and left to decay.
The electric energy will be used by the Rickli plant,
reducing the imports from grid electricity, and the
surplus generated electricity will be sold to the grid.
A.2.3. Does the project design engineering /1/, | DR | The plant to be installed is composed by a boiler OK
reflect current good practices? 12/ manufactured by H.Bremer & Filhos Ltda, model
Lignudin with an installed capacity of 25 tonnes of
steam per hour (temperature of 400°C and pressure
of 42 Kgf/cm2). The turbine is manufactured by
Dresser Rand, working at 5700 rpm. The generator
is from Toshiba with installed capacity of 6250
MVA, or 5 MW of electricity generation. There is
also automation software developed by Siemens for
controlling and monitoring all system.
The equipment’s year and nameplate values have
been checked during site visit. The technology was
* MoV = Means of Verification, DR= Document Review, I= Interview Page A-5
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Draft Final
CHECKLIST QUESTION Ref. | MoV* | COMMENTS Concl. | Concl.
analyzed and it is considered adequate to the
project.
A.2.4. Will the project result in technology /1/, | DR | No. The technology is fully used in Brazil. OK
transfer to the host country? 12/
A.2.5. Does the project require extensive initial /1/, | DR | The project requires new safety measures as well as OK
training and maintenance efforts in order 12/ management capacity. The PDD is not clear about
to work as presumed during the project new training for the employees or about
period? Does the project make provisions maintenance efforts.
for meeting training and maintenance
needs? During the site visit it has been verified that the
employees have already been trained concerning
new safety measures and management capacity for
operating the new thermoelectric equipment and at
the end each one received a certification as checked
during the site visit.
A.3. Contribution to Sustainable Development
The project’'s contribution to sustainable
development is assessed
A.3.1. Will the project create other environmental | /1/, | DR | The project is likely to mitigate the environmental OK
or social benefits than GHG emission 12/ impacts: it will prevent the decay of biomass, will
reductions? use clean technology and will optimise the use of
natural resources. For the social benefits: it will
increase job opportunities due to the new plant.
A.3.2. Will the project create any adverse /1/, | DR | The mixture of the biomass burned is not clear and | €AR3 | OK
environmental or social effects? 12/ it is not clear how much of the biomass needs to be
* MoV = Means of Verification, DR= Document Review, I= Interview Page A-6
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Draft Final
CHECKLIST QUESTION Ref. | MoV* | COMMENTS Concl. | Concl.
transported from other sites thus creating transport
emissions and noise.
A.3.3. Is the project in line with sustainable /1/, | DR | The project is in line with current sustainable | CAR 1
development policies of the host country? | 2/ development priorities in Brazil. Nevertheless, the
Designated National Authority (Interministerial
Commission on Global 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 11/, DR | See Table 1 - 17. OK
legislation and plans in the host country? . )
g P Y 2l The validator checked the “Environmental Control
Plan” and also the ANEEL license and Operation
License (number 4361) during the site visit.
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 | Yes. The project applies two of the simplified OK
line with the baseline methodologies 12/ baseline methodologies proposed for this project
provided for the relevant project category? activity; category I.D. (Renewable electricity
generations for the grid), i.e. the average of the
approximate operating margin and the build margin,
and Category IIl.LE (Methane avoidance), i.e.
comprises measures that avoid the production of
* MoV = Means of Verification, DR= Document Review, I= Interview Page A-7
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Draft Final
CHECKLIST QUESTION Ref. | MoV* | COMMENTS Concl. | Concl.
methane from biomass that would have otherwise
been left to decay.
B.1.2. Is the baseline methodology applicableto | /1/, | DR | Yes. The determination of the combined margin is OK
the project being considered? 12/ based on the data used for the International Energy
Agency (IEA) study for Brazil /6/. Considering that
current data for determining the operating and build
margin is not publicly available in Brazil, the use of
the data from the IEA study is deemed adequate for
calculating the combined margin.
The operating margin (the weighted average
emissions of all generating sources serving the
system excluding hydro, geothermal, 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 simplified baseline and
monitoring methodologies for category I.D small-
scale CDM project activities.
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 | /1/, | DR | Barriers according to Attachment A are presented to | GAR4 | OK
itself is not a likely baseline scenario due 12/ demonstrate the additionality of the project,
to the existence of one or more of the including financial, technical and prevailing
following barrler_s: mvestr_nent barriers, practice barriers.
technology barriers, barriers due to . L .
nrevailina nractice or ather harriera? Technical: there are no significant technical/
* MoV = Means of Verification, DR= Document Review, I= Interview Page A-8
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CHECKLIST QUESTION

Ref.

MoV*

COMMENTS

prevailing practice or other barriers?

technological barriers. All the technologies
involved in this scenario are available in the market,
and have been used effectively in Brazil.

Barriers due to prevailing practice: The Brazilian
technologies in sawmills are very poor, and less
than 50% of wood is transformed into products. The
other 50% are wood residues. The construction of a
new renewable energy plant represents a deviation
from the company’s core business, so a new,
expensive, and complex process must be installed.

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

/11,
12/

DR

Two baselines were chosen.

The first one calculates the displacement of grid
electricity as the average of the build margin and
the operating margin. The standard 0.8tCO,/MWh
emission factor is not used because the grid is not
based only on fuel oil or diesel fuel. The baseline
determination is 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
Rickli) were used. In order to adequate the
operation margin to the Brazilian grid, which has
hydro predominance, a reduction factor was
implemented  using ~ ANEEL/ONS  figures.
Considering that such study was carried out
recently and that the necessary data for determining
the operating and build margin is not publicly
available in Brazil, the use of the data from the IEA
study is adequate.

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

Draft Final
Concl. | Concl.
OK
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Draft Final
CHECKLIST QUESTION Ref. | MoV* | COMMENTS Concl. | Concl.
The application of the baseline equation for the
methane avoidance component is straight forward
and has been done correctly.
B.2.3. Are relevant national and/or sectoral /1/, | DR | For methane avoidance no policy is established | S&% OK
policies gnd circumstances taken into 12/ with respect to uncontrolled biomass burning.
account”
It needs to be clarified why the project did not
qualify to receive subsides under PROINFA, the
Brazilian government programme to promote
renewable energy.
B.2.4. Is the baseline selection compatible with 11/, DR | Yes. OK
the available data? 12/
B.2.5. Does the selected baseline represent the 11/, DR | SeeB.2.1 CAR4 OK
most likely scenario describing what would | 72/
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 /1/, | DR | The project’s starting date is 17 June 2004 and the OK
operational lifetime clearly defined? 12/ expected operation lifetime of the project is 30
years.
C.1.2. Is the assumed crediting time clearly /1/, | DR | A crediting time of 7 years starting on 1 January OK
defined (renewable crediting period of 121 2005 with two possible renewals is selected.
seven years with two possible renewals or
fixed crediting period of 10 years with no
renewal)?
* MoV = Means of Verification, DR= Document Review, I= Interview Page A-10
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Draft Final
CHECKLIST QUESTION Ref. | MoV* | COMMENTS Concl. | Concl.
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 | /1/, | DR | Yes, both selected monitoring methodologies are OK
line with the monitoring methodologies 12/ according to the methodologies established for
provided for the relevant project category? small scale projects categories I.D and I11.E.
D.1.2. Is the monitoring methodology applicable /1/, | DR | Yes, it complies with the monitoring requirements OK
to the project being considered? 12/ for small scale projects categories 1.D and I11.E.
D.1.3. Is the application of the monitoring /1/, | DR | It needs to be specified how the amount of biomass | G2 OK
methodology transparent? 12/ used will be monitored.
D.1.4. Will the monitoring methodology give /1/, | DR | To determine the amount of electricity displaced by OK
opportunity for real measurements of 12/ the project the net electricity produced by Rickli
The revised PDD clearly presents this information
as well as the analysis made in the excel sheet sent
to DNV on 02/17/2005.
The emissions from the combustion in terms of CH,4
and N,O emissions are going to be calculated based
on the quantity of biomass combusted and the IPCC
default values for CH,4 (default value is 300) and
N,O in kg/TJ (default value is 4).
* MoV = Means of Verification, DR= Document Review, I= Interview Page A-11
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Draft Final
CHECKLIST QUESTION Ref. | MoV* | COMMENTS Concl. | Concl.
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 /1/, | DR | Yes. There are only two gases to be measured: CH, OK
indicators reasonable? 12/ and N,O from incomplete combustion of biomass.
The CO; is climate neutral since it results from
biomass generation.
D.2.2. Will it be possible to monitor / measure the | /1/, | DR | Yes. It is easy to measure the net electricity OK
specified project emission indicators? 12/ generated by the biomass plant.
D.2.3. Do the measuring technique and /1/, | DR | The project is going to use electricity from the OK
frequency comply with good monitoring 12/ generation unit. The net electricity produced will
practices? displace electricity imported from grid, and the
surplus will be exported to the grid.
D.2.4. Are the provisions made for archiving /11, | DR | Yes. For the crediting period plus two years. OK
project emission data sufficient to enable 12/
later verification?
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 | Although it is written in the Appendix B that in the | GAR5 OK
indicators reasonable? 12/ case of projects activities using biomass, leakage
shall be considered, it is not provided in the PDD. It
needs to be clarified the amount of biomass
collected outside the project boundary, the trucks
* MoV = Means of Verification, DR= Document Review, I= Interview Page A-12
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Draft Final
CHECKLIST QUESTION Ref. | MoV?* | COMMENTS Concl. | Concl.
capacity and number of trips.
During site visit, it was demonstrated that the Rickli
project is a solution for the biomass residues
problem in the region. It was verified that over 10
times the amount of biomass burned by the project
is available and left to decay in the region. There
are more than 25 sawmills around the region, and
they will supply the project.
However, the project proponent needs to be clearer
about what part of the biomass has been used
earlier, such as the biomass used to produce steam
in the old boiler. It needs to be more clarified how
this amount is calculated and it needs to be
deducted from the emission reductions in the
methane avoidance component.
D.3.2. If applicable, will it be possible to monitor / | /1/, DR | SeeD.3.1 CARS OK
measure the specified leakage indicators? | [2/
D.3.3. If applicable, do the measuring technique /1/, | DR |SeeD.3.1 CARS5 OK
and frequency comply with good 12/
monitoring practices?
D.3.4. If applicable, are the provisions made for /1/, | DR |SeeD.3.1 CARS5 OK
archiving leakage data sufficient to enable 12/
later verification?
* MoV = Means of Verification, DR= Document Review, I= Interview Page A-13
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CHECKLIST QUESTION Ref. | MoV* | COMMENTS Concl. | Concl.
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 /1/, | DR | The project is going to use electricity from the | GARS | OK
particular for baseline emissions, 12/ generation unit. The net electricity produced will
reasonable? displace electricity imported from grid, and the
surplus will be exported to grid.
See A.3.2 The emissions of methane are based on
the amount of biomass used to generate electricity,
but the mixture of fuel used to provide energy is not
clear.
D.4.2. Will it be possible to monitor / measure the | /1/, DR | See A.3.2 CAR3 OK
specified baseline emission indicators? 12/
D.4.3. Do the measuring technique and 11/, DR | Yes OK
frequency comply with good monitoring 12/
practices?
D.4.4. Are the provisions made for archiving /1/, | DR | Yes. OK
baseline emission data sufficient to enable | /2/
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/, The procedures for QA/QC will be establish and OK
management clearly described? 12/ implement before start up of project.
* MoV = Means of Verification, DR= Document Review, I= Interview Page A-14
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CHECKLIST QUESTION Ref. | MoV* | COMMENTS Concl. | Concl.
The implementation of these procedures should be
checked during the first periodic verification of
emission reductions.
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 /1/, | DR | Yes. There are only two gases to be measured: CH,4 OK
indirect project emissions captured in the | /2/ and N,O from combustion of biomass. The CO; is
project design? climate neutral since it results from biomass
generation
E.1.2. Have all relevant greenhouse gases and /1/, | DR | Yes,see E.1.1 OK
sources been evaluated? 12/
E.1.3. Do the methodologies for calculating /1/, | DR | Yes, according to the formulae established by the OK
project emissions comply with existing 12/ simplified baseline and monitoring methodologies
good practice? for small scale project type 1.D and III.E.
E.1.4. Are the calculations documented in a /1/, | DR | Complementary information was provided by the OK
complete and transparent manner? 12/ project proponent: the Energy content of biomass
was based on Brand et al (2001) from UNIPLAC,
Brazilian Institution. The revised PDD clearly
* MoV = Means of Verification, DR= Document Review, I= Interview Page A-15
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Draft Final
CHECKLIST QUESTION Ref. | MoV* | COMMENTS Concl. | Concl.
presents this information in tables in E.2

E.1.5. Have conservative assumptions been /1/, | DR | To be verified if the quantity of biomass forecasted | GAR-5 OK

used? 12/ can be considered realistic, after the revised
calculation sheet is received.

E.1.6. Are uncertainties in the project emissions 1/, DR | No uncertainties are foreseen. OK

estimates properly addressed? 12/
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 11/, DR | See D.3.1. CARS OK
selected project category and if yes, are 12/
the relevant leakage effects assessed?

E.2.2. Are potential leakage effects properly 11/, DR | SeeD.3.1 CARS5 OK
accounted for in the calculations (if 12/
applicable)?

E.2.3. Do the methodologies for calculating /1/, | DR |SeeD.3.1 CARS OK
leakage comply with existing good practice | /2/
(if applicable)?

E.2.4. Are the calculations documented in a /1/, | DR | SeeD.3.1 CARS5 OK
complete and transparent manner and (if 12/
applicable)?

E.2.5. Have conservative assumptions been /1/, | DR | SeeD.3.1 CARS5 OK
used (if applicable)? 12/

* MoV = Means of Verification, DR= Document Review, I= Interview Page A-16
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CHECKLIST QUESTION Ref. | MoV* | COMMENTS Concl. | Concl.
E.2.6. Are uncertainties in the leakage estimates | /1/, | DR | See D.3.1 CARS OK
properly addressed (if applicable)? 12/
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 emission boundaries /1/, | DR | For the treatment of the biomass the boundaries are OK
clearly defined and do they sufficiently 12/ defined as the physical, geographical site where the
cover sources for baseline emissions? project takes place. The system boundary for the
electricity  generation is the  sub-national
interconnected grid of the South-Southeast of
Brazil.
E.3.2. Are all aspects related to directand /1/, | DR | All direct baseline emissions are captured. The | GAR5 OK
indirect baseline emissions captured in the | /2/ baseline grid electricity emission factor is
project design? established as the average of the operating and build
margin using data from an IEA study. See B.1.2
The emissions related to the methane avoidance are
determined based on the formula established for
small scale project type IlI.E.
Indirect baseline emissions have to be considered.
See D.3.1.
E.3.3. Have all relevant greenhouse gases and 11/, DR CARS OK
sources been evaluated? 12/
E.3.4. Do the methodologies for calculating 11/, DR CARS OK
baseline emissions comply with existing 12/
good practice?
* MoV = Means of Verification, DR= Document Review, I= Interview Page A-17
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CHECKLIST QUESTION Ref. | MoV* | COMMENTS Concl. | Concl.
E.3.5. Are the calculations documented in a /1/, | DR | SeeD.1.3 cL2 OK
complete and transparent manner? 12/
E.3.6. Have conservative assumptions been /1/, | DR | The assumptions are based on publicly available OK
used? 12/ data from independent high-quality sources such as
IPCC and IEA.
E.3.7. Are uncertainties in the baseline emissions | /1/, | DR | No uncertainties are foreseen. OK
estimates properly addressed? 12/
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 /1/, | DR | Yes. The estimate of total reductions from the OK
emissions than the baseline case? 12/ methane component is 2 117 787 tCOe over 21
years.
Total emission reductions from the electricity and
methane components are estimated as 2 687 265
tCO.e over 21 years, which means an average
annual emission reduction of 127 965 tCOe.
F. Environmental Impacts
It is assessed whether environmental impacts of
the project are sufficiently addressed.
F.1.1. Does host country legislation require an /1/, The project has received permit for construction OK
analysis of the environmental impacts of 12/ from ANEEL, the Brazilian electricity energy
the project activity? National Agency (License ANEEL n°123,
published in the Brazilian Official Diary, n°® 45
section 1, 7 March 2002).
* MoV = Means of Verification, DR= Document Review, I= Interview Page A-18
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CHECKLIST QUESTION Ref. | MoV* | COMMENTS Concl. | Concl.
The environmental permit for operation from the
Environmental Agency of Parana state (IAP -
Instituto Ambiental do Parand) has the number
4361, and was issued on 6 April 2004 and is valid
until 6™ April 2006.
F.1.2. Does the project comply with /11, DR | The licenses were checked during the site visit, the OK
environmental legislation in the host 12/ project complies with national environmental
country? legislation. Adverse environmental impacts such as
emissions to air, noise and waste disposal are will
be managed accordingly.
F.1.3. Will the project create any adverse 111, DR | According to the PDD, there are no foreseen OK
environmental effects? 12/ environmental impacts.
111/,
1121,
113/
F.1.4. Have environmental impacts been /11, DR | The environmental impacts of the project were OK
identified and addressed in the PDD? 12/ extensively discussed during the interviews with
Rickli. Adverse impact, such as noise, were
sufficiently taken into account.
G. Comments by Local Stakeholder
Validation of the local stakeholder consultation
process.
G.1.1. Have relevant stakeholders been 11, According to the Brazilian DNA Resolution 1, OK
consulted? 12/ letters to main local stakeholders were issued.
G.1.2. Have appropriate media been used to /1, Comments by stakeholders were verified during OK
invite comments by local stakeholders? 12/ interviews with DNA or local municipalities.
G.1.3. If a stakeholder consultation process is 11/, Yes OK
required by regulations/laws in the host 12/
* MoV = Means of Verification, DR= Document Review, I= Interview Page A-19
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CHECKLIST QUESTION Ref. | MoV* | COMMENTS Concl. | Concl.
country, has the stakeholder consultation 12/
process been carried out in accordance
with such regulations/laws?
G.1.4. Is a summary of the comments received 1/, No comments were received OK
provided? 12/
* MoV = Means of Verification, DR= Document Review, I= Interview Page A-20
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Table 3 Resolution of Corrective Action and Clarification Requests

Draft report clarifications and corrective Ref. to Summary of project participants’ Validation team conclusion

action requests by validation team Table 2 response

CAR1 The standard procedure in Brazil to | Project has not yet formally approved

. Table1-1 i ' ject’ ili

The project has not yet been formally agned . reql:e_sg tthe C(t)nflrn?[ayoréloféhe p:rOJect i by Brazilian DNA and the UK.

approved by the Brazilian designated national (t:)onﬂrll IE)KI)Z\ © stus alga . te evel_opmen

authority (DNA) and the DNA of the UK. The yI'd et' 'i 0 ISlf[ n:Ih a[[))’itla)&mlgary

Brazilian DNA has not yet confirmed the A33 :ﬁ“ ation pro”otcho do € ati ' trrllce

project’s  contribution  to  sustainable €Y. recelt\;]eall it € focumenzlilon, &y

development in Brazil. can ISsue the [etter ot approval.

CAR 2 The PDD is being changed accordingly. | oK. The revised PDD is in line with the

The PDD is not entirely in line with the Table 1 CD.M'tPDDt. _{_or smal_l-sca(l)i Cf:DZI\ﬁ

template on http://cdm.unfccc.int. Headings ?rojec zago'%” les (version °

have been changed. The final PDD needs to anuary )-

be in total conformance with the formatting,

headings, logos, etc. No alteration is tolerated

by the Secretariat.

CAR3 A3.2 The unique type of biomass that Rickli | OK.  The additional information
. . . is going to use is sawmill residues as | provides the requested information.

The mixture of the biomass burned is not D.4.2 fuel for the boiler. Emissions  resulting  from  the

clear and it is not clear how much of the
biomass needs to be transported from other
sites thus creating transport emissions and
noise.

From the total of biomass used by the
boiler, 72 ktonnes of biomass/year is
from third parties and therefore it will

transportation of the biomass to the site
are accounted for, and the formula and
assumptions used to calculate these

be transported from other sites. emissions - -seem reasonable  and
conservative.
The methodology applied to the project
does not require monitoring of transport
emissions. Besides, it would be
expensive and difficult to monitor
Page A-21
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Draft report clarifications and corrective
action requests by validation team

Ref. to
Table 2

Summary of project participants’
response

Validation team conclusion

emissions  released by  biomass
transportation. Therefore, it was created
a transport emission factor (TEF) where
each tonne of biomass releases 0,006
tCO,/year. For all biomass purchased by
third parties this factor will be applied
as leakage calculation. The amount of
biomass is already monitored by the
monitoring plan and therefore, it is not
necessary to  monitor  emissions
reductions by transportation.

Also, all impacts relevant to the project
were considered and mitigated by the
“Environmental Control Plan”
elaborated by Rickli. No impacts were
identified concerning transport noise.

Both clarifications were detailed on
itens A.2, D.2 and E.1.2.2 of PDD.

CAR 4

Barriers according to Attachment A are
presented to demonstrate the additionality of
the project, including financial, technical and
prevailing practice barriers.

Technical:  there are no  significant
technical/technological barriers. All  the
technologies involved in this scenario are
available in the market, and have been used
effectively in Brazil.

B.2.1

B.2.5

The investment analysis considers all
savings and expenses associated to the
project such as the revenues from costs
reduction with electricity and fuel
purchases and the costs associated to the
installation and operation of new plant.

This can be clearly demonstrated by
“Rickli Type 1D 3E and financial
analysis 16 02 05” spreadsheet.

A datasheet has been submitted to DNV
on 02/16/2005

The NPV analysis provided needs to be
amended in the following way:

- the sale of CERs should not be
included

- the sale of electricity should be
included as a revenue

- direct costs include investment,

Page A-22
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Draft report clarifications and corrective Ref. to Summary of project participants’ Validation team conclusion
action requests by validation team Table 2 response
Prevailing  practice: ~ The  Brazilian operating, ~ monitoring  and
technologies in sawmills are very poor, and verification costs and taxes.
less than 50% of wood is transformed into - depreciation should not be
products. The other 50% are wood residues. included as a direct cost but to
The construction of a new renewable energy calculate the tax incurred, which
plant represents a deviation from the is a direct cost.
company’s core business, SO a new, i _
expensive, and complex process must be DNV “awaits a revised excel sheet
installed. detailing the NPV and IRR analysis,
comparing the IRR to rates for similar
The financial evaluation considers only the investments in Brazil.
risk of financing, but does not include savings
due to the reduced need of purchasing
electricity from the grid nor the selling of the
surplus to the grid. An IRR analysis or any
other financial analysis is requested to
evidence the financial barrier.
CAR 4 (continued) In reviewing the spreadsheet we noted | OK. The new datasheet considered all
The NPV analysis provided needs to be | B.25 | thatcostassociate to CER were wrongly | the information required and it is
amended in the following way: taken into account in the cash flow considered transparent and
without carbon. This was corrected by | conservative.
- Fhe sale of CERs should not be replacing:
included Erom:
- the sale of electricity should be D54=D13-D37-D52
included as a revenue To:
- direct costs include investment D54=D13-D37-D52+D34
operating, monitoring and verificatior; We confirm that in the original
costs and ’taxes spread_sheet (form 16/92/05) the sale of
' CERs is not included in the cash flow
- depreciation should not be included as without carbon and is only included in
Page A-23
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Draft report clarifications and corrective
action requests by validation team

Ref. to
Table 2

Summary of project participants’
response

Validation team conclusion

a direct cost but to calculate the tax
incurred, which is a direct cost.

DNV awaits a revised excel sheet detailing
the NPV and IRR analysis, comparing the
IRR to rates for similar investments in Brazil.

the cash flow with carbon.

We confirm that the sale of electricity is
included in both with and without
carbon cash flows.

We confirm that the direct costs
included in the calculation include:
investment, operating, monitoring and
verification (only in the case with
carbon), and taxes.

We confirm that depreciation was not
included as a direct cost but only to
calculate tax.

Regarding the IRR for similar
investments:

The PDD will be changed from:

“The carbon revenues increase the
returns of the project to an acceptable
level compared to other investments in
Brasil.”

To:

“The carbon revenues increase the
returns of the project to an acceptable
level compared to other investments in
Brazil (8.95% yield of the 20 years
Brazilian government bond of maturity
date 02/04/2025 according to
Bloomberg on 10/10/2005).”

CARS
Although it is written in the Appendix B that
in the case of project activities using biomass,

The project is considering transport
emissions to calculate the total

emissions reductions achieved. Total

With regards to the leakage due to
biomass diverted from other uses. The
Rickli project is a solution for the
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Draft report clarifications and corrective Ref. to Summary of project participants’ Validation team conclusion

action requests by validation team Table 2 response

leakage shall be considered, it is not provided biomass collected outside the project | biomass residues problem in the region.
in the PDD. The amount of biomass collected E.2.1 boundary is 72 ktonnes/yr; each truck | It has been verified that over 10 times
outside the project boundary, the trucks has the capacity to transport 20 tonnes | the amount of biomass burned by the
capacity and number of trips need to be E 32 per journey, therefore, they will realise | project is available and left to decay in

clarified.

3,600 journeys per year.

Clarification made on item E.1.2.2 on
the PDD.

the region.

However, the project proponent needs
to be clearer about what part of the
biomass has been used earlier, such as
the biomass used to produce steam in
the old boiler. It needs to be clarified
how this amount is calculated and it
needs to be deducted from the emission
reductions in the methane avoidance
component.

The project is also considering transport
emissions to calculate the total
emissions reductions achieved. Total
biomass collected outside the project
boundary is about 72 ktonnes/yr; each
truck has the capacity to transport 20
tonnes per journey, therefore, they will
realise 3 600 journeys per year. This
leakage is considered in the revised
PDD. A default factor of 0.00674
tCO,/ton biomass transported will be

subtracted from the emission

reductions.

It is not clear why the diesel

_consumption is 180 000 | / year and not.
Page A-25
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Draft report clarifications and corrective Ref. to Summary of project participants’ Validation team conclusion
action requests by validation team Table 2 response
only 90000 if the total amount of
biomass from third parties is 72 000
tonnes?
CAR 5 (continued) 'IC')P? transportg_missions: ) fers OK. The table that shows the
. E.3.2 e average distance to the suppliers Is | cajculation and that can be found in the
The project proponent needs to be clearer multiplied by two to reflect the total w o .
. p y spreadsheet “D Rickli Ers Calculation
about what part of the biomass has been used distance of a return iourne . - .
. . J Y. Rev 20050310” in the “Biomass” sheet
earlier, such as the biomass used to produce On the biomass used in the baseline: . .
steam in the old boiler. It needs to be clarified The calculation gf the biomass used.in IS con_5|dered transparent  and
how this amount is calculated and it needs to : conservative.
e ; ) the baseline was based on the past
be deducted from the emission reductions in consumption of biomass by the old
the methane avoidance component. It was boiler deactivated by the project.
considered 14.400 tonnes used by the old According to Rickli’s data the old boiler
boiler. consumed 4.7 m*/h of biomass. The
conversion of biomass volume to mass
being 2.6m%/t. The average working
hours of the old boiler was
660hs/month.
CAR 6 The revised PDD clearly presents this | The project proponent sent the
D4.1 information as well as the analysis made | monitoring plan on 02/17/2005 and due

The project is going to use electricity from the
generation unit. The net electricity produced
will displace electricity imported from grid,
and the surplus will be exported to grid.

in the excel sheet sent to DNV on
02/17/2005.

See A.3.2 The emissions of methane are
based on the amount of biomass used to
generate electricity, but the mixture of
fuel used to provide energy is not clear.

to the simplicity of the monitoring plan,
the compliance verification by the
second part can be considered
sufficient.

It has to clarified how the amount of 81
000 of biomass was calculated and how
the project proponent reached this
number.
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Draft report clarifications and corrective Ref. to Summary of project participants’ Validation team conclusion
action requests by validation team Table 2 response
CAR 6 (continued) -Lhe est_imat_iog of éhe birc])mass Use_o: in | OK. The new calculations considered in
the project is based on the new boiler .. ickli i
It has to be clarified how the amount of 81 b -tj d on th ted bi the "D l,:f'.Ck“ I‘E‘rs_ Ca|Cl,J,|a'[I0n Rev
. capacity and on the expected biomass 20050310 in the “Biomass” sheet were
000 of biomass was calculated and how the According to th ; t g
roiect proponent reached this number. th use. According {o the equipment considered clear enough.
project proponent reached tnis number, he supplier (H.Bremer) the new boiler
dlscpunt and the efficiency as well as the type should consume 25 m3/h of biomass.
of biomass. Utilisation will be higher than the one
of the old boiler: 730h/month. Rickli
uses a 14% Uncertanty & Losses factor
on the top of the supplier figure. The
conversion of biomass volume to mass
is the same of the one used in the
baseline: 2.6m°/t.
CL1 The PROINFA Brazilian Government | OK
- i . B.2. i
It needs to be clarified why the project did not 3 Prkc]J_gLamme 'St a compulsglry program,
qualify to receive subsides under PROINFA, \II—IV Ic promo €s _rentewa € enfrglhes.
the Brazilian government programme to o&\é"fvg’ note Ear:é?\/ce EL%E?;;” in dZ?
romote ren le energy. X
promote renewable energy PROINFA. Besides, part of the
electricity will be consumed internally
and therefore will not be sold for the
grid.
This was better detailed on financial
barrier on item B.3
CL2 Rickli will use biomass by third parties | OK. The Revised PDD sent on
. D.1.3 i i i
It has to be specified how the amount of and pdrodlaced byﬂt}helr ow.rj[. Both V\;ere 02/17/%0?‘55'5 clear a}::)lokl:t this _?owdthe
biomass used will be monitored. considered on the monitoring plan. | amount of biomass will be monitored.
E.35 During the project, Rickli is going to

monitor the amount of biomass
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Draft report clarifications and corrective Ref. to Summary of project participants’ Validation team conclusion
action requests by validation team Table 2 response

purchased through invoices. Also the
quantity of biomass produced by their
own.

It was made one comment concerning
this issue on table 3 of item D.3 of
PDD.

- 000 -
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