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1 INTRODUCTION

The Swedish Energy Agency (STEM) has commissioned Det Norske Veritas Certification
(DNV) to perform a determination of the “Timisoara Combined Heat and Power Rehabilitation
for CET Sud Location” in Romania (hereafter called “the project”). This report summarises the
initial findings of the determination of the project, performed on the basis of UNFCCC criteria
for Joint Implementation (JI) projects, as well as criteria given to provide for consistent project
operations, monitoring and reporting.

The determination team consisted of the following personnel:

Ms Anu Chaudhary DNV India GHG Auditor
Mr Mario Voros DNV Slovakia GHG Auditor
Mr Michael Lehmann DNV Norway GHG Auditor, Technical reviewer

1.1 Objective

The purpose of the determination is to have an independent third party assessing the project
design. In particular, the project’s baseline, the monitoring plan, and the project’s compliance
with relevant UNFCCC and host Party criteria for Joint Implementation (JI) projects are
validated in order to confirm that the project design as documented is sound and meets the
identified criteria.

In the absence of specific verification procedures for JI projects hosted by Romania, the
determination was carried out in accordance with the verification procedure under the Article 6
supervisory committee (JI track II) described in the JI modalities and procedures, i.e. the
Guidelines for the implementation of Article 6 of the Kyoto Protocol (Decision 16/CP. 7).

Determination is a requirement for JI projects following the verification procedures under the
Article 6 supervisory committee and it is seen as necessary to provide assurance to stakeholders
of the quality of the project and its intended generation of the emission reduction units (ERUs).

1.2 Scope

The determination scope is defined as an independent and objective review of the Project Design
Document (PDD). The information contained in this document is reviewed against the Kyoto
Protocol requirements for JI projects, the guidelines for the implementation of Article 6 of the
Kyoto Protocol (Decision 16/CP.7) as agreed in the Marrakech Accords, in particular the
verification procedures under the Article 6 supervisory committee, and associated
interpretations. DNV has, based on the recommendations in the Validation and Verification
Manual /8/, employed a risk-based approach in the determination process, focusing on the
identification of significant risks for project implementation and the generation of ERUs.

The determination is not meant to provide any consulting towards STEM and other project
participants. However, stated request for clarifications and/or corrective actions may have
provided input for improvement of the project design.
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1.3 GHG Project Description

The project aims at upgrading the existing heat production plant CET Timisoara Sud with
cogeneration capabilities. Electricity consumed internally in the heat production plant and for
distribution of district heating water is expected to be covered from the new cogeneration
capacities. The project is thus displacing the electricity currently being bought from the national
power grid (NPG). The project is expected to be commissioned by start of 2007.

The project involves the Romanian state as the host country and the Swedish state as the investor
country in accordance with the bilateral agreement signed.

The geographical boundaries of the project are limited to the area which includes the Timisoara
city in Timis County, Romania. The project’s system boundaries include the boilers, back
pressure steam turbines, pressure reduction stations, heat exchangers, hot water boilers and the
heat and electricity generation and consumption component.

The project is expected to reduce 34 671 tCO; per year for the period from the end of 2007 until
2012.

2 METHODOLOGY

The determination of the project commenced in February 2006. The determination consisted of
the following three phases:

I adesk review of the project design, baseline and monitoring plan

I follow-up interviews with project stakeholders

III the resolution of outstanding issues and the issuance of the final determination report and
opinion.

In order to ensure transparency, a determination protocol was customised for the project,
according to the Validation and Verification Manual /8/. The protocol shows, in a transparent
manner, criteria (requirements), means of verification and the results from validating the
identified criteria. The determination protocol serves the following purposes:

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

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

The completed determination protocol for the “Timisoara Combined Heat and Power
Rehabilitation for CET Sud Location” project is included in Appendix A to this report.
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Determination Protocol Table 1: Mandatory Requirements for Joint Implementation (JI) Project Activities

Requirement

Reference

Conclusion

Cross reference

The requirements
the project must
meet.

Gives reference to
COP decision where
the requirement is

This is either acceptable based on
evidence provided (OK), a

found.

Corrective Action Request (CAR)
of risk or non-compliance with
stated requirements or a request
Jor 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
determination process.

Determination 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

shall meet. The checklist | answer to investigated. and/or the (CAR) due to non-

is organised in six the checklist | Examples of means | conformance to compliance with the

different sections. Each question or of verification are the question. It is | checklist question (See

section is then further item is document review Sfurther used to below). A request for

sub-divided. The lowest | found. (DR) or interview explain the Clarification (CL) is used

level constitutes a ). conclusions when the independent

checklist question. reached. entity has identified a need
for further clarification.
N/A means not applicable.

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

Draft report clarifications
and corrective action
requests

Ref. to checklist
question in table 2

Summary of project
owner response

Determination conclusion

If the conclusions from the
draft determination 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

The responses given by
the project proponent or
other project
participants during the
communications with the

Clarification Request is | independent entity
explained. should be summarised in
this section.

This section should summarise
the independent entity’s
responses and final
conclusions. The conclusions
should also be included in
Table 2, under “Final
Conclusion”.

Figure 1 Determination protocol tables

Page 3




DET NORSKE VERITAS

Report No: 2006-0423, rev. 03

DETERMINATION REPORT

2.1 Review of Documents

The Project Design Document /1/, Baseline Study /2/, Monitoring Plan /3/ and further Annexes
to the PDD /4/-/7/ for the “Timisoara Combined Heat and Power Rehabilitation for CET Sud
Location” submitted by STEM were assessed.

2.2 Follow-up Interviews

DNV performed interviews with project stakeholders on 20-22 March 2006 to confirm selected
information and to resolve issues identified in the document review. Representatives of
S.C.Colterm SA (Project developer), Eninvest SA (Project advisor) and the JI Focal Point of
Romania (Ministry of Environment and Water Management (RMEWM)), were interviewed. The
main topics of the interviews are summarised in Table 1.

Table 1 Interview topics

Interviewed organisation | Interview topics

S C Colterm S A Technology overview

Project additionality

Monitoring and project management

Legal requirements and environmental impact assessment
Data sources

Calculations of project and baseline emissions

Eninvest Current scenario

Data availability

RMEWM (JI Focal Point) Requirements of the Romanian JI Focal Point
Project’s legal compliance
Current cogeneration practices

Environmental impacts

VVVV|VV|VVVYVVYYVY

2.3 Resolution of Clarification and Corrective Action Requests

The objective of this phase of the determination is to resolve any outstanding issues which need
to be clarified for DNV’s positive conclusion on the project design.

The initial determination identified two Corrective Action Request and six requests for
Clarification.

The project participants were invited to provide a response to these requests. The requests have
been resolved through additional clarifications provided by the project participants in their
response on 9 October 2006 and the submission of a revised PDD on 9 October 2006.

To guarantee the transparency of the determination process, the concerns raised by DNV and the
response provided by the project participants are documented in Table 3 of the determination
protocol in Appendix A to this report.
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3 DETERMINATION FINDINGS

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

The final validation findings relate to the project design as described in the PDD of October
2006.

3.1 Participation Requirements

The project participants are SC Colterm SA of Romania and the Swedish Energy Agency
(STEM) which participates on behalf of the government of Sweden. The Parties involved,
Romania as host Party and Sweden, meet the requirements to participate in the JI.

Letters of Approval (LoA) from the Romanian and Swedish JI Focal Points including
authorization of the project participants have been obtained.

3.2 Project Design

The project involves the upgrade of the existing heat production plant CET Timisoara Sud with
cogeneration capabilities in order to improve system efficiency and displace the electricity
currently being bought from the national power grid.

The project technology consists of installing a backpressure steam turbine in CET Timisoara Sud
to process the steam produced in the steam boiler, increasing the energy efficiency. The project
will have an installed power capacity of about 18 MW. Though the steam process electricity
generation is a common practice in many countries, using a steam turbine to process the steam
produced by low pressure steam boilers is not yet used in Romania. The project will be the first
of its kind to be implemented in Romania.

The project proponent S.C. Colterm SA has previous experience of operating steam boilers and
cogeneration cycles. Also it has been confirmed during site visit that training assistance will be
received from the turbine manufacturer. However, training in the area of data management and
monitoring needs to be in place before the project implementation.

The project is expected to get commissioned by start of 2007 for an operational lifetime of 20
years. The project’s crediting period is the first JI commitment period from 2008 up to 2012.

3.3 Baseline Determination and Additionality

Currently the electricity needed for heat production and transport in CET Timisoara Sud is
bought from the grid. The likely scenario in the absence of the project activity would be the
continuation of the current practice.

Three possible options for the baseline scenario have been established out of which the most
likely baseline scenario has been selected. The selected baseline scenario used is the business-as-
usual scenario, which means that in the absence of the project, the plant would continue to
import electricity and that the electricity produced by the project would be produced by existing
power plants supplying electricity to the Romanian grid.
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For determining the emission factor of the Romanian electricity grid, only the operating margin
is considered. CDM methodologies applicable to this project would require to consider both the
operating and build margin (with equal weight), regardless of the size of the project. One of the
arguments for this is that one project alone may not have any impact on future capacity
additions, but several projects together may actually postpone the construction of a new power
plant. On the other hand, DNV recognises that the electricity systems in JI countries, such as
Romania, are different from the electricity systems in CDM countries (developing countries).
While there is generally a lack of supply and new power plants have to be added in CDM
countries, there is sufficient supply in Romania and hence there is not really a build margin.
Hence, the exclusion of the build margin is deemed acceptable.

The estimated annual production of the project is approximately 0.12% of the NPG annual
production.

The project’s additionality has been demonstrated through a financial analysis and the
assessment of investment barriers. The project’s IRR without ERU revenues would be 12%,
which is below an acceptable rate of return in Romania. Moreover, it is also argued that in
absence of the JI, SC Colterm SA is not able to raise the necessary equity investment. The
revenues from the sale of ERUs is expected to raise the IRR to about 13.4% will give access to
further debt financing.

The project proponent takes into account the relevant national government policies that could
have any direct or indirect effect on the project activity. There are no existing or expected future
legal requirements for this kind of project activities.

3.4 Monitoring Plan

The monitoring methodology reflects good practice through a structured and complete
monitoring plan taking into account all important factors and variables contributing to the
baseline and the project emissions.

The project emissions are based on the monitoring of the volume of fuels (Coal and Natural Gas)
used, amount of heat supplied and the amount of electricity consumed. It has been confirmed that
the extra amount of fuel used in the project activity will be considered towards project emissions.

The baseline emissions calculations are based on the volume of fuels used, amount of heat
supplied and amount of electricity consumed and the electricity supplied to the grid though the
project activity.

The project is expected to be commissioned by starting of 2007, hence there are no previous
records of monitored data available yet.

Detailed responsibilities and authorities for operation, monitoring and reporting have been
described. However, procedures need to be developed for QA/QC of reported emission
reductions, training of the personnel, calibration and maintenance of monitoring equipment.
Considering the status of project implementation at present, it is suggested that these issues are
resolved/verified once the project is in operation, and the implementation of the above is
assessed during the first periodic verification.
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3.5 Calculation of GHG Emissions

The baseline and project emission calculations are transparently described. It has also been
confirmed that the extra amount of fuel used in the project activity is being considered towards
project emissions.

The project is expected to reduce approximately 173 355 tCO, over the 5 year crediting period
from 2008-2012 with an annual reduction of 34 671 tCO,/yr.

3.6 Environmental Impacts

The project activity is not expected to result in any negative impacts to the environment. It has
been confirmed with the Local Environment Protection Agency (LEPA) that an EIA is not
required for the proposed project activity.
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4 COMMENTS BY PARTIES, STAKEHOLDERS AND NGOS

DNV published the PDD, baseline study and monitoring plan of January 2006 on its climate
change website (http://www.dnv.com/certification/ClimateChange) and invited Parties,
stakeholders and observers through the Climate-L mailing list to provide comments on the PDD
during a period of 30 days from 1 February 2006 to 2 March 2006. No comments were received.
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5 DETERMINATION OPINION

Det Norske Veritas Certification (DNV) has performed a determination of the “Timisoara
Combined Heat and Power Rehabilitation for CET Sud Location” project in Romania. The
determination was performed on the basis of UNFCCC criteria for Joint Implementation, as well
as criteria given to provide for consistent project operations, monitoring and reporting. The
determination was carried out in accordance with the verification procedure under the Article 6
supervisory committee (JI track II) described in the JI modalities and procedures, i.e. the
guidelines for the implementation of Article 6 of the Kyoto Protocol (Decision 16/CP. 7).

The review of the project design documentation and the subsequent follow-up interviews have
provided DNV with sufficient evidence to determine the fulfilment of stated criteria.

The project participants are S.C. Colterm SA of Romania and the Swedish Energy Agency
(STEM) which participates on behalf of the government of Sweden. The Parties involved, i.e.
Romania as host Party and Sweden as the sponsor Party, meet the requirements to participate in
the JI. Letters of Approval (LoA) from the Romanian and Swedish JI Focal Points including
authorization of the project participants have been obtained.

The project developed by S.C. Colterm S.A. involves the upgrade of the existing heat production
plant CET Timisoara Centru with cogeneration capabilities in order to improve system
efficiency and displace the electricity currently being bought from the national power grid.

No approved CDM baseline and monitoring methodology is applied and instead a methodology
is proposed for the project in accordance with the criteria set out in appendix B of the JI
guidelines. The project baseline is the continuation of the current practice at the CET Timisoara
SUD plant.

The project’s additionality has been demonstrated through the tool for demonstration and
assessment of additionality approved for CDM projects.

The monitoring methodology reflects good monitoring and reporting practices through a
structured and complete monitoring plan taking into account all important factors and variables
contributing to the baseline and the project emissions. The main project and baseline GHG
indicators are being monitored such as volume of fuels (coal and natural gas) used, amount of
heat supplied, amount of electricity produced, the amount of electricity consumed and the
electricity supplied to the grid.

The project is expected to reduce approximately 173 355 tCO, over the 5 year crediting period
from 2008-2012 with an annual reduction of 34 671 tCOy/yr. The emission reduction forecast
has been checked and it is deemed likely that the stated amount is achieved given that the
underlying assumptions do not change.

In summary, it is DNV’s opinion that the project, as described in the project design document
version 02 dated October 2006, meets all relevant UNFCCC requirements for the JI. However,
Letters of Approval (LoA) from the Romanian and Swedish JI Focal Points has not yet been
obtained.
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