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Abbreviations

AlE Accredited Independent Entity

APG Associated petroleum Gas

BVC Bureau Veritas Certification

C Carbon

CAR Corrective Action Request

CL Clarification Request

CH4 Methane

(010 7 Carbon Dioxide

tCO2e Tonnes CO2 equivalent

CRF Capital Recovery Factor

DDR Draft Determination Report

DR Document Review

EIA Environmental Impact Assessment

ERU Emission Reduction Unit

GHG Green House Gas(es)

GGP Gas Power Plant

HS Heating Station

Ji Joint Implementation

JISC Joint Implementation Supervisory Committee
I Interview

IE Independent Entity

IETA International Emissions Trading Association
IPCC Intergovernmental Panel on Climate Change
LA License Agreement

LHV Low Heating Value

MoV Means of Verification

0JSC Open Joint Stock Company

PCF Prototype Carbon Fund (World Bank Carbon Finance Unit)
PDD Project Design Document

PP Project Participant

RITEK Russian Innovation Fuel and Energy Company

UNFCCC  United Nations Framework Convention for Climate Change
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1 INTRODUCTION

OJSC “RITEK’ has commissioned Bureau Veritas Certification to determine its Ji
project “Utilization of associated petroleum gas (APG )at the Vostochno-Perevalnoye
oil field, Western Siberia, Russia” (hereafter called “the project”) located in the Surgutsky
rayon of Khanty-Mansijsk Autonomous Okrug (KhMAO) - Yugra, Tumen oblast.

This report summarizes the findings of the determination of the project, performed on
the basis of UNFCCC criteria, as well as criteria given to provide for consistent project
operations, monitoring and reporting.

1.1 Objective

The purpose of the determination is to provide an independent third party assessment
of the project design. In particular, the project's baseline, the monitoring plan, and the
project’s compliance with relevant UNFCCC and host country criteria are determined in
order to confirm that the project design, as documented, is sound and reasonable, and
meets the stated requirements and identified criteria. Determination is a requirement for
all JI projects and is seen as necessary to provide assurance to stakeholders of the
quality of the project and its intended generation of emission reduction units (ERUs).

UNFCCC criteria refer to Article 6 of the Kyoto Protocol, the JI rules and modalities and
the subsequent decisions by the JI Supervisory Committee, as well as the host country
criteria.

1.2 Scope

The determination scope is defined as an independent and objective review of the
project design document (PDD), the project's baseline study (BLS) and monitoring plan
(MP) and other relevant documents. The information in these documents is reviewed
against Kyoto Protocol requirements for Joint Implementation (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 procedure under the Ji
Supervisory Committee, and associated interpretations. Bureau Veritas Certification
has, based on the recommendations in the Validation and Verification Manual
(IETA/PCF), employed a risk based approach in the determination process, focusing on
the identification of significant risks for project implementation and generation of ERUs.

The determination is not meant to provide any consulting towards QJSC “RITEK".
However, stated requests for clarifications and/or corrective actions may provide input
for improvement of the project design.

1.3 GHG Project Description

The project includes utilization of associated petroleum gas (APG) on modern power
station with the general installed capacity 7,5 MW and on heating station with capacity
1,89 MW on Vostochno-Perevalnoye oil field (owner- OJSC "RITEK"), Surgutsky rayon,
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Khanty-Mansijsky Okrug - Yugra, Tumen oblast, Western Siberia, Russia. Five
Cummins QSV 91G generating units of 1.5 MW of nominal electrical capacity each are
installed at the plant and three furnaces KVG 0,63 MW at heating station (HS). Power
plant was designed specially for APG utilization. Generated energy (electrical and heat)
ensures operation of all complex of the basic and supporting equipment on the oil wells
and in weli-exploiting settlement.

APG at the Vostochno-Perevalnoye oil field is obtained during the separation process at
the booster pump station located next to the new power plant and heating station. The
APG utilized within the Project was previously flared as shown in Figure 1. Within the
Project, part of the APG (approximately 10,7 million m? per year) is used by the power
plant and HS with the remaining APG flared as usual at the stack of the booster pump
station. Power production for the needs of the project owner was initially ensured by the
so called — powertrains PE-6M (mobile generating facilities consuming oil as a basic
fuel). Heating was ensured by electric devices.

Exploitation of Vostochno-Perevalnoye oil-field has begun in 1995. In 1998 oil-field was
equipped with power-trains that until 2008 supplied power generation. Within the
Baseline Scenario the growth of power consumption at the oilfield was supposed to be
covered by additional powertrains — roughly 5 power trains of 1 MW capacity each. This
scenario constituted the cheapest solution, with total cost of 5 additional power trains
not exceeding 0,9 min. Euro.

Still, the Project Owner opted for other ways of APG utilization that were analyzed and
assessed within 2003-2004. Partly the refusal from the baseline scenario can be
attributed to the innovation profile of the project owner - OJSC RITEK within its mother
Group LUKOIL. RITEK has been chosen as a testing ground for advanced technological
and environmental solutions within the Group, which presupposed additional costs that
were spent often regardless of the profitability considerations. In our case the related
research and feasibility study job was commissioned by the project owner to the
NIPIGazpererabotka research institute. The project alternatives developed by the
Institute combined solution of the problem of APG utilization and electricity generation.
The option chosen by the project owner presumed construction of GPP.

With the costs considerably risen within the new options for APG utilization-based
power generation the issue of financial viability of the project have been raised on the
corporate level. One of the possible ways to ease the financial burden was to use the
opportunities of the Kyoto protocol market mechanisms, namely the Joint
Implementation within the Article 6. The related perspective of the Russian participation
in the JI mechanism became clear in September 2003 as long as the Russian
Government Climate Change Commission initially approved the first version of the JI
National Regulations for the Russian Federation. This was a clear signal for the
business stakeholders concerned and the project owner has chosen the Kyoto market
opportunities to ease the APG utilization costs. The related income was taken into
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consideration within the corporate financial decision making arrangements on the
project implementation.

After the corporate corporative decision on the exploring alternative solutions for APG
utilization including those involving the Kyoto market mechanisms, taken on the meeting
of the RITEK Technical Board on 25.09.2003 the development and technical design
works have started, later followed by the construction phase.

Commissioning of the related feasibility study by the project owner to the
NIPIGazpererabotka research institute (Krasnodar, Russian Federation), contract
concluded on 29.09.2003. The preliminary report of this study was issued in December
2003, the final report was ready by May 2004. The project alternatives examined by the
Institute combined solution of the problem of APG utilization and electricity generation.
The option chosen by the project owner presumed construction of GPP.

The design was performed by the JSC Giprotyumenneftegaz. (Tyumen, Russian
Federation). Commissioning of the full-cycle work on the first block of the power station
in Vostochno-Perevalnoye to JSC ‘Zvezda-Energetika” (Saint Petersburg, Russian
Federation), contract concluded on 07.06.2007. The job was to be executed on turnkey
basis and presumed design, manufacturing of equipment, construction, assembly and
launching into operation the power station (GPP), based on the Cummins reciprocating
engines. HS was commissioned in the beginning of 2008 (January).

The supplier of APG to the GPP and HS and the purchaser of electric power and heat
produced is Project Owner — joint stock company RITEK.

The electricity users are mainly groups of pumping stations, which are maintaining oil
reservoir pressure by pumping water into the reservoirs 24 hours a day, and other
facilities ensuring oil production and transportation at the oil field. Well-exploiting
settlement consumes heat from HS. This requires the GPP generating units to operate
24 hours per day to meet the demand. Delivery of electricity to the external grids is not
reasonable from the technical point of view (as the oil field is located far from the
nearest Transforming Station (PS), which makes unprofitable any possible construction
of a grid for sales of insignificant volumes of additional energy). Besides, in Russia there
is no legal mechanism to support the alternative power generation, and the tariff for
electric power in grid (in case if it approved by the regional energy committee - REC) is
calculated on the base of return of investment within 10 years. With the above factors
taken into consideration, the power and heating stations are meant to operate in an
autonomous regime.

The Project will contribute to sustainable development of the host country by promoting
the utilization of wasted APG which is a valuable energy resource and will reduce CO»
and CH4 emissions in two ways:
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- Utilization of the APG in the efficient power & heat generating facilities instead of its
flaring,

- Substitution of crude-oil combustion in power generation by APG which has a lower
CO; — emission factor.

Estimated total reductions of GHG emissions will be around 62,322 tonnes of CO2%e per
year (including 29388 tons CO.e in 2008) and respectively 311,610 tCO2e within the
2008-2012 crediting period.

1.4 Determination team
The determination team consists of the following personnel:

Flavio Gomes
Bureau Veritas Certification - Team Leader, Lead verifier

Leonid Yaskin
Bureau Veritas Certification — Team member, verifier

Ashok Mammen
Bureau Veritas Certification — Team Member, Internal Technical Reviewer

2 METHODOLOGY

The overall determination, from Contract Review to Determination Report & Opinion,
was conducted using Bureau Veritas Certification internal procedures.

The determination consisted of the following three phases:
i) desk review of the project design document and the baseline and monitoring
plan;
i) on-site assessment (22-23/06/2009);
iii) resolution of outstanding issues (ref. to Annex A Table 5 with CAR’s and CL)
and the issuance of the final determination report and opinion.

In order to ensure transparency, a determination protocol was customized for the

project, based on the Determination and Verification Manual (IETA/PCF). 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:

- itorganizes, details and clarifies the requirements a JI project is expected to meet;

- it ensures a transparent determination process where the independent entity will
document how a particular requirement has been validated and the result of the
determination.
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The original determination protocol consists of five ta

these tables are described in Figure 1.

bles. The different columns in

The completed determination protocol is enclosed in Appendix A to this report. it
consists of 4 tables: Table 3 Baseline and Monitoring Methodologies is skipped since an
own methodology is used and the questions regarding the used methodology are

presented in Table 2.

Determination Protocol Table 1: Mandatory Requirements

Requirement

Reference

Conclusion

Cross reference

The requirements the
project must meet.

Gives reference to | This is either acceptable
the legislation or | based on evidence provided
agreement where the | (OK), a Corrective Action
requirementis found. | Request (CAR} or a

Clarification Request (CL) of
risk or non-compliance with
stated requirements. The
CAR’s and CL's are numberad
and presented to the client in
the Determination Report.

Used to refer to the relevant
protocol questions in Tables
2, 3 and 4 to show how the
specific  requirement s
validated. This is to ensure a
transparent  determination
process.

Determination Protocol Table 2: Requirements checklist

Checklist Question Reference Means of | Comment Draft and/or Final
verification (MoV) Conclusion
The various requirements | Gives Explains how | The section is | This is either acceptable
in Table 1 are linked to | reference to | conformance  with used to elaborate | based on evidence
checklist questions the | documents the checklist | and discuss the | provided OK), or a
project should meet. The | where  the question is | checklist question | Corrective Action
checklist is organized in | answer to investigated. and/or the | Request (CAR) due to
several sections. Each | the checklist Examples of means | conformance to non-compliance with the
section is then further | question or | of verification are | the question. It is | checklist question. (See
sub-divided. The lowest | item is | document review | further used to below). Clarification
level constitutes a | found. (DR) or interview (I). | explain the | Request (CL) is used
checklist question. N/A  means not | conclusions when the determination
applicable. reached. team has identified a need

for further clarification.
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Determination Protocol Table 3: Baseline and Monitoring Methodologies

Checklist Question Reference Means of | Comment Draft andior Finai
verification (MoV) Conclusion
The various | Gives Explains how | The section is | This is either acceptable
requirements of | reference conformance with | used to ) based on evidence
baseline and | to the checklist | elaborate  and | provided (OK), or a
monitoring documents | question is | discuss the | Corrective Action
methodologies should | where the | investigated. checklist Request (CAR}) due to
be met. The checklist | answer to | Examples of | question and/or | non-compliance with the
is organized in several | the means of | the checklist question. (See
sections. Each section | checklist verification are | conformance to | below). Clarification
is then further sub- | question or | document review | the question. It | Request (CL) is used
divided. The lowest | item is [ (DR) or interview | is further used | when the determination
level constitutes a | found. (I). N/Ameans not | to explain the | team has identified a
checklist question. applicable. conclusions need for further
reached. clarification.
Determination Protocol Table 4: Legal requirements
Checklist Question Reference Means of | Comment Draft and/or Final
verification (MoV) Conclusion
The  national legal | Gives Explains how | The section is | This is either acceptable
requirements the project | reference to | conformance with | used to elaborate based on evidence
must meet. documents the checklist | and discuss the | provided (OK), or a
where  the | question is | checklist question | Corrective Action
answer  to | investigated. and/or the | Request (CAR) due to
the checklist | Examples of means | conformance fo non-compliance with the
question or | of verification are | the question. It is { checklist guesfion. (See
item is | document  review | further used to below). Clarification
found. (DR) or interview (I). | explain the | Request (CL) is used
N/A means not | conclusions when the determination
applicable. reached. team has identified a need

for further clarification.

Determination Protocol Table 5: Resolution of Corrective Action and Clarification Requests

or a Clarification Request,
these should be listed in
this section.

Action

explained.

where the Corrective

Ciarification Request is

communications with the

Report corrective action [ Ref. to  checklist Summary of project | Determination conclusion
and clarifications | question in tables | owner response

requests 1/2/3

If the conclusions from the | Reference to the | The responses given by | This section should summarize
Determination are either a | checklist question | the Client or other project | the  determination  team's
Corrective Action Request | number in Tables 1-4 participants during the | responses and final

conclusions. The conclusions

Request or | determination team | should also be included in
should be summarized in | Tables 1-4 under “Final
this section. Conclusion”.

Figure 1 Determination protocol tables
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2.1 Review of Documents

RITEK has submitted to Bureau Veritas Certification on 25/05/2009 the Project Design
Document (PDD) Version 2.3 dated 15/05/2009. The PDD was presented in the JISC
form for smaill scale projects since the annual emission reductions were below 60 kilo
tCO2e.

The PDD and additional background documents related to the project design, baseline,
and monitoring plan, i.e. Kyoto protocol, Host Party laws, Guidelines for users of the JI
PDD form for smali scale projects, JISC Guidance on Criteria for Baseline Setting and
Monitoring, Combined tool to identify the baseline scenario and demonstrate
additionality (Version 02.2) and others were reviewed.

The output of the review was the Draft Determination Report Version 01 dated
11/06/2009, which was sent to RITEK on 19/06/2006. The key item of verifier's concern
was the following: PDD did not elaborate on the firing of APG in the heating station
though, as declared in PDD Section A.1, the project included utilization of APG on
modern power station and on heating station.

A visit to the project site was held on 22-23/06/2009. During the familiarisation with the
equipment of the project, the verifier (Leonid Yaskin) observed that APG was utilised
not only on GPP but also in heat boilers.

PDD Version 3.4 dated 08/08/2009 was submitted to Bureau Veritas Certification on
25/08/2009. Due to the inclusion in the PDD of the heat component, the project ceased
to be a small scale one. This PDD was reviewed and Draft Determination Report
version 02 was issued and sent to RITEK on 26/08/2009. As a response, the corrected
PDD Version 4.1 dated 28/08/2009 was submitted, which was accepted by the verifiers.

The determination findings presented in the present Determination Report Version 01
relate to the project as described in PDD Version 4.1 dated 28/08/2009.

2.2 Follow-up Interviews

Bureau Veritas Certification verifier Leonid Yaskin conducted a visit to the project site
on 22-23/06/2009. On-site interviews with the project participant were conducted to
confirm the selected information and to resolve issues identified in the document review.
Representatives of OJSC “RITEK” and the RITEK’s OQil & Gas Production Division
‘RITEKneft” were interviewed.

Following the submission of the Draft Determination Report Version 1 to RITEK, at their
request, the meeting of the PP and the PDD developer «Mejdunarodnaya Gruppa
«Sigma» LLC with the BVC verifier Leonid Yaskin was held on 0707/2009.

After the receipt of PDD Version 3.4, the verifier (Leonid Yaskin) requested a meeting
with RITEK and PDD developer, which was held on 26/08/2009.

10
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The main topics of all interviews
participants are listed in References.

Table 1. Interview topics

are summarized in Table 1. The interviewed

Interviewed Date Interview topics
organization
0JSC “RITEK” 22-23/06/2009 | > History of the project
“‘RITEKneft” > Working design
» Technological scheme
» Implementation schedule
> Investment issues
> License agreement
» Power trains (visitation, parameters)
» APG separation equipment (visitation)
» Gas engines (visitation, parameters)
> Project management organisation
> Environmental Impact Assessment
» Permits for Air Emission
> Audits by state inspecorates
» Monitoring equipment( inspection,
characteristics)
» Readiness to monitoring
0JSC “RITEK” 07/07/2009 CARs in DDR Version 1 concerning;
«Mejdunarodnaya » Elaboration on heat station
Gruppa «Sigma» » Implications of non-fulfillment of LA
LLC » Implications of the Governmental Decree # 07
dated 08/01/2009
» Justification of the baseline scenario
0OJSC “RITEK” 26/08/2009 CARs in DDR Version 2 concerning:
«Mejdunarodnaya » Black firing
Gruppa «Sigma» » Efficiency of heat boilers
LLC

2.3 Resolution of Clarification and Corrective Action Requests

The objective of this phase of the determination is to raise the requests for corrective
actions and clarification and any other outstanding issues that needed to be foilowed on
by the project participants for Bureau Veritas Certification positive conclusion on the

project design.

Corrective Actions Requests (CAR) are issued, where:

11
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i) there is a clear deviation concerning the implementation of the project as defined
in the PDD;

i) requirements set by the Methodological Procedure or qualifications in a
verification opinion have not been met; or

iii) there is a risk that the project would not be able to deliver high quality ERUs.

Clarification Requests (CL) are issued where
iv) additional information is needed to fully clarify an issue.

DDR Version 01 was sent to RITEK on 19/06/2009. The findings reported have been 11
CARs. As a response to these CARs the PDD developer issued the revised PDD
Version 3.4 dated 08/08/2009. The above-mentioned CARs were rectified. However, the
new PDD contained new investment analysis and amended estimation of the emission
reduction. The review of this PDD revealed the new items of verifiers concern.
Therefore, DDR Version 02 was issued, which contains 6 new CARs and one CL. The
additions and corrections made in PDD Version 4.1 dated 28/08/2009 reasonably
addressed the verifiers' concerns. As result, the Determination Report Version 01 was
issued on 31/08/2009. On the same day this report and PDD Version 4.1 were sent to
Bureau Veritas Certification Internal Technical Reviewer (ITR) for review.

To guarantee the transparency of the determination process, the CAR’s and CL’s raised
in the Determination Report Version 01 are summarized in Appendix A Table 5.

3 DETERMINATION FINDINGS
In the following sections, the findings of the determination are presented for each
determination subject as follows:

i) the findings from the desk review of the original project design document and the
findings from interviews during the site visit are summarized. A more detailed
record of these findings can be found in the Appendix A Determination Protocol.

ii) where Bureau Veritas Certification had identified issues that needed clarification
or that represented a risk to the fulfillment of the determination protocol criteria or
the project objectives, a Clarification or Corrective Action Request, respectively,
has been issued. The Clarification and Corrective Action Requests are stated in
the in Appendix A Determination Protocol.

iii) where Clarification and Corrective Action Requests have been issued, the
response by the project participants to resolve these requests is summarized in
Appendix A Table 5.

iv) the conclusions of the determination are presented consecutively.

3.1 Project Design
The project provides reduction of GHG emissions by the use of the state-of-art
technology of electric energy production by APG fired gas engines and firing APG in

12
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modern heat boilers in comparison with the baseline scenario, which envisages the use
of the crude oil fired powertrains, which was mastered by the project participant at other
oil fields.

Five Cummins QSV 91G gas engines of 1.5 MW nominal electrical capacity each and
three transportable boilers with unit capacity 0,63 MW are installed at the oil field and
produce electric and heat energy respectively for the oil field needs. The gas engines
and boilers consume APG which would otherwise be flared.

The project activity provides the following benefits:

- prevention of crude oil combustion in the powertrains resulting in reduction of GHG
emissions;

- saving of the marketable product (crude oil);

- reduction of atmosphere pollution by CH4 emissions from APG flaring;

It is estimated that the project will save 27 thousand tonnes per year of reference fuel
(with LHV of 29,3 MJ/kg) and prevent emission of 62,322 tCO2e annually in 2008-2012.

Identified areas of concern as to Project Design, PP’s responses and BV Certification’s
conclusions are described in Appendix A Table 5 (refer to CAR 02, CL 01).

The project has no approval by the Host Party involved, therefore CAR 01 remains
pending. The project participant will be authorized by the Host Party involved through
the project approval process.

3.2 Baseline and Additionality
To justify the baseline and prove the project additionality, an approach was applied
which adopts key provisions of the CDM “Combined tool to identify the baseline
scenario and demonstrate additionality” [5].

After screening of seven identified alternatives, two alternative scenarios were selected,
namely:

- Scenario 1 Continuation of APG flaring at the oil field and supply of the power
needed for local facilities by the powertrains;

- Scenario 2 The project activity without the registration under JI.

Scenario 2 does not contradict with the mandatory legislation and regulations. No
particular barriers (except financial) prevent the implementation of this scenario.

Scenario 1 contradicts to the license agreement (LA) for the Vostochno-Perevalnoye oil
filed [6] as regards the utilization of APG. The LA signed by the Ministry for Natural
Resources, the local authority and OJSC “RITEK” states, inter alia, that the subsoil
administrators coordinate the APG utilization level of 70% for the year 2000, followed by
the increase of the utilization level in 2001 and the following years up to 90-95%.
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However, this agreement was not fulfilled up to the starting date of the crediting period.
The General Director of OJSC “RITEC” V. Graifer made it clear in his letter dated
08/06/2009 to Bureau Veritas Certification [7] that the utilization level in the LA is the
voluntary initiative of RITEC and that 95% is the company target for 2012.

The PDD developer brings on pp. 13 and 16 of PDD the comments, with reference to
the supporting information sources, on the locally widespread practice of LA non-
fulfillment. Following the guidance in ref [5], sub-step 1b, paragraph 2 the conclusion is
made that the APG utilization within the LA can be qualified as a regulatory requirement
that is systematically not enforced and non-compliance with this requirement is
widespread in the country, and therefore the APG utilization project activities in this
case are additional and the continuation of APG flaring can be attributed to the baseline
scenario.

The verifiers observe this approach as appropriate. The key issue is that the Russian
legislation does not contain the requirement about APG utilization. The content of
license agreements (LA) is not legally established. According to parliamentary hearings
2007http:licouncll.gov.rulﬂ!eslpar iament_atten, 91_doc’ about 50% of issued LA do not contain
provision about APG utilization. Out of three RITEK JI projects determined by Bureau
Veritas certification (Sredne-Khulymsk, Serginskoye, Vostochno-Perevalnoye) only the
present project contains APG related tasks in LLA. Under the Federal Law “On subsoil” [
8 ], the subsoil user shall ensure the fulfilment of license conditions (Article 22); the right
to of using subsoil can be withdrawn if essential license conditions are violated (Article
20). However, definition of the license conditions or essential conditions is not legally
set. According to Rostekhnadzor for Ural Federal District (the project location)
nittp:/fsetan.ruinews/ fthem=9815 |\ der license agreements the volume of utilized APG should be
95%, however it reaches on the average 40-50%, and in some oil companies is below
20%. According to Accounting Chamber of the RFhite/www.achgov.fwuserfiles/bulleting/08-
buleten doc fles-1-1217.09 the license agreements on APG utilization are not fulfilled in many
oil fields within KhMAO (the project location). The state environmental commission,
which audited RITEK in 2003, noted in the audit report that the LA targets for APG
utilisation at Vostochno-Perevalnoye are not fulfilied [4].

All'in all, there are no solid proofs that the agreements on APG utilization in licenses for
subsoil use shall be treated as mandatory applicable legislation and regulation and yet
these agreements are systematically not fulfilled in the region of the project utilisation.

Thus, Scenario 1 was reasonably left for further analysis
Benchmark and sensitivity analyses of investments have demonstrated that the
proposed project activity is not most economically or financially attractive alternative

scenario (ref. to PDD Section B.2). Therefore, the scenario with APG flaring was taken
as the baseline scenario.
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The project is located in the Khanty-Mansijsky Autonomous Okrug (KhMAO) - Yugra,
where 57% of all Russian oil and 7,5% of world oil is produced. According to the official
statement of the KhMAO Governor Mr. A. Philippenko "t/ usoilruiopinions/oo6-44.bimi and other
numerous information from Internet, in 2007 only three APG fired gas piston power plants
were located in KhMAO. Each targeted the economically attractive replacement of the
expensive power generation on diesels. The project activity, on the contrary, is
financially not attractive as compared with the available alternative of electricity energy
supply from the crude oil fired powertrains PE-5M. Technology of crude-oil combusting
in the powertrain engines was developed and later patented by RITEK. The specific
investment of PE-6m power generator is 70 euro per kW installed. No other power
solution can offer such low investment cost. The gas piston engines used by the project
costs circa 600 euro per kW installed. This implies the financial additionality of the
project. Thus, the project is in no way the common practice.

So, the project provides emission reduction that is additional to any that would
otherwise occur, and yet it is financially additional to the baseline scenario.

Identified areas of concern as to Baseline and Additionaiity, PP’s responses and BV
Certification’s conclusions are described in Appendix A Table 5 (refer to CAR 03, CAR
04).

3.3 Monitoring Plan
Monitoring of greenhouse gases emission is based on the own methodology which is in
line with the provisions of JISC Guidance on criteria for baseline setting and monitoring.

The parameters to be measured for estimation of GHG emissions reductions are
presented in a combined table as per [2]. These are electric energy generation by gas
engines, heat supply from the heating station, volume and volumetric composition of
APG. Based on the APG composition, its density and carbon content are calculated.

The GHG emissions in the project scenario are defined as the product of APG volume,
density, carbon content and ratio of CO2 and C moiecular weights,

The GHG emissions from APG flaring in the baseline scenario are defined as the sum
of CO2 and CH4 emissions from, respectively, complete and incomplete APG
combustion. These were calculated by the recognized NIl Atmosphere Methodology [4].
GHG emissions from crude oil combustion in powertrains are defined by IPCC 2006
with the use of the calculated crude oil low heating value.

An operational and management structure that the project participant implements in

order to monitor emission reduction is clearly described in the PDD. The site visit
confirmed the availability and operationability of this structure.
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Identified areas of concern as to Monitoring Plan, PP’s responses and BV
Certification’s conclusions are described in Appendix A Table 5 (refer to CAR 05, CAR
06).

3.4 Calculation of GHG Emissions

The initial data for calculation of emission reduction and the calculated values are
presented in Section E. The calculation method was corrected as a response on CAR
06 (refer to 3.3 above). The verifiers checked the corrected calculations be the
spreadsheet provided by the PDD developer and found them accurate. The calculated
value of project emission reduction over the crediting period from 01 January 2008 to 31
December 2012 is 311,610 tCO2e. Annual average emission reduction is 62,322 tonnes
of CO2e.

3.5 Environmental Impacts

EIA was carried out under the working design [10], which was approved by the
authorities. Permit for Air Emissions was issued by the KhMAO Yugra Department of
Rostekhnadzor valid from 01/05/2008 to 01/05/2013.

This project emits 434,279 tonnes of C1-C5 per year [11], as compared with 918 tonnes
of CH4 from APG flaring under the baseline scenario.

3.6 Comments by Local Stakeholders
No comments were received so far.

4 COMMENTS BY PARTIES, STAKEHOLDERS AND NGOS
Similar to the Verification procedure under the Article 6 Supervisory Committee, Bureau
Veritas Certification published the PDD Version 2.3 on BVC site www.bureau-veritas.ru
on 28/05/2009 and invited comments within 27/06/2009 by Parties, stakeholders and
non-governmental organizations.

No comments from third parties have been received.

5 DETERMINATION OPINION

Bureau Veritas Certification has been engaged by OJSC ‘RITEK’ to perform a
determination of the JI project “Utilization of associated petroleum gas (APG) at the
Vostochno-Perevalnoye oil field, Western Siberia, Russia». The determination was
performed on the basis of UNFCCC criteria for JI projects, in particular the verification
procedure under the JI Supervisory Committee, as well as host country criteria and the
criteria given to provide for consistent project operations, monitoring and reporting.

The determination was carried out under Track 1 as per Glossary of JI terms, in line
with paragraph 23 of the JI guidelines.
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The determination consisted of the following three phases: i) a desk review of the
project design and the baseline and monitoring plan; ii) follow-up interviews with project
stakeholders; iii) the issuance of the determination report and opinion. '

The review of the project design documentation, the subsequent follow-up interviews,
and the resolution of the Corrective Action Requests and Clarification Request have
provided Bureau Veritas Certification with the sufficient evidences to determine the
fulfilment of the above stated criteria and to demonstrate that the project is additional.

An analysis of the investment and related barriers demonstrates that the proposed
project activity is not a likely baseline scenario. Emission reductions attributable to the
project are hence additional to any that would occur in the absence of the project
activity. As the project is implemented and maintained as designed, it is most likely to
achieve the estimated amount of emission reductions.

The detemination revealed two pending issues related to the current determination
stage of the project: the issue of the written approval of the project and the authorisation
of the project participant by the host Party (Russian Federation). If the written approval
and the authorisation by the host Party is awarded, it is our opinion that the project as
described in the Project Design Document, version 4.1 dated 29/08/2009 meets all the
relevant UNFCCC requirements for the determination stage and the relevant host Party
criteria.

Bureau Veritas Certification thus recommends this project for the formal approval by the
Russian Federation as the JI project in accordance with the RF Government Decree N
332 dated 28/05/2007.

The determination is based on the information made available to us and on the
engagement conditions detailed in this report. The determination has been performed
using a risk-based approach as described above. The only purpose of the report is its
use for the formal approval of the project under JI mechaniem. Hence, Bureau Veritas
Certification cannot be held liable by any party for decisions made or not made based

on the determination opinion, which will go beyond that purpose.

Flavio Gomes — Team leader, Lead verifier

7
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Leonid Yaskin — Team member, verifier viewe
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Ashok Mammen — Technical Internal Reviewer
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6 REFERENCES

Reviewed document or type of Information referred to in Appendix A

1 | PDD “Utilization of Associated petroleum gas (APG) at the Vostochno-

Perevalnoye oil field, Western Siberia, Russia”, Version 2.3 dated 16/05/2009.

2 | Guidelines for Users of the Joint implementation Project Design Document Form for

Small Scale Projects/Version 03, JISC.

3 | Guidance for criteria for baseline setting and monitoring, Version 01, JISC.

4 | "Methodology of calculation of emissions of hazardous substances into the

NIl Atmosphere, Saint Petersburg, 1997.

atmosphere due to the flaring of the associated petroleum gas at flaring stacks”.

5 | Combined tool to identify the baseline scenario and demonstrate additionality, Version

02.2, CDM Executive Board.

6 |Licence Agreement on oil and gas production within Vostochno-Perevainoye

#1 to the License XMH 11309 H9.

licensed-hold area on the territory of Khanty-Mansijsky autonomous okrug. Annex

7 | Letter from the General Director of OJSC “RITEC” V. Graifer to Bureau Veritas

Certification, dated 08/06/2009.

8 | “Onsubsoil’, Federal Law # 2395-1 orig. dated 21/02/1992,

8 | On approval of methodological instructions for examination of project documentation.

December 2007, N 444.

Order by the Ministry of Economic Development and Trade of the RF, dated 20

10 | RF Government Decree No. 332, dated 28 May 2007, Procedure For Approval And

Protocol to The United Nations Framework Convention On Climate Change.

Verification of Status of Projects Carried Out In Accordance With Article 6 Of The Kyoto

11 | Gas Piston Power plant at Vostochno-Perevalnoye oil field. Environment Impact

2007.

Assessment. Working design. Volume 4, 7656-[10K-T4, Giprotyumenneftegaz, Tyumen

12 | Permit for Air Emissions. KhMAO Yugra Department of Rostekhnadzor. Valid from

01/05/2008 to 01/05/2013.

Document or type of Information obtained at the site visit
References in Appendix A are underlined

1 “License for the right to use the subsoil of Vostochno-Perevalnoye oil field” XMH 11308

H3 granted to JSC “RITEK” on 16/10/2002. Expiry date is 2014.

2 | Technological scheme of development of Vostochno-Perevalnoye oil field. RITEK

Moscow 2001.

3 | Project technological document for Vostochno-Perevalnoye oil field. Ref. to Technical

and commercial proposal TKT Protocol # 146 dated 05/04/2000.

4 | Act #06/04-159 Checking of fulfilment of environmental legislation by JSC RITEK in

Ural Federal District (incl. Vostochno-Perevalnoye oil field). Ministry for Natural
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Resources. Ural Federal District. Service of state control in the sphere of environment
utilization and environmental safety. Dated 11/12/2003.

5 | Act #2 Planned complex checking of fulfillment of license conditions at Vostochno-
Perevalnoye oil field. KhMAO-Yugra, Municipal district Surgutsky rayon. Dated
12/05/20009.

6 | Composition of APG at Vostochno-Perevalnoye oil field. April = October 2008. Tables
3.7 and 3.8 from working project.

7 | Gas Piston Power piant at Vostochno-Perevalnoye oil field. Environment Impact
Assessment. Working design. # 7656, Giprotyumenneftegaz, Tyumen 2007.

8 | Positive Conclusion of the State Expertise # 157-08/XM3-0165/02 Construction of gas
piston power plant at Vostochno-Perevainoye oil field.

8 | Fuel flow rates for electric energy production at Power Trains N3-6M and GPP at

Vostochno-Perevainoye oil field for 2008 and 2009.

Persons interviewed:

on 22-23/06/2007

1 | KA. Mikoyan - OJSC “RITEK” Head of JI working group, Lead Specialist

2 | A.O. Kulakov ~ OJSC “RITEK” Lead Specialist of Department for oil preparation and
transportation

3 | D.N. Veselov - OJSC “RITEK” Head of NGDU ‘RITEKneft".

4 | R.U.Nurgaliev - 0JSC "RITEK” Head of PTO NGDU “RITEKneft”.

5 | A.V. Sabaluev - OJSC “RITEK” Acting Chief Energy Manager of NGDU “RITEKneft”.

6 | S.B.Sakkinov - QJSC “RITEK” Acting Deputy Head of NGDU “RITEKneft”.

7 | KV. Kuznetsov - OJSC “RITEK* Head of PSO NGDU “‘RITEKneft".

8 | V.A.Strekalev - OJSC “RITEK” Head of Safety Dep NGDU “RITEKneft".

9 |V.V. Latysh - OJSC “RITEK’CDMG-2 Master, Acting Deputy Head of NGDU
“‘RITEKneft".

10 | A.A. Fadeev - OJSC “RITEK" Energy Master CDNG-2 NGDU “RITEKneft’.

11 | V.T. Kadyrov — Head Master GPP JSC Zvezda-Energirica”.

12 | A.S. Manenkova — OJSC “RITEK” Lead Specialist of Finance Department

13 | Denis Monakhov - LLC «Mejdunarodnaya Gruppa «Sigman» Expert

on 07/07/2007

1 | KA. Mikoyan - OJSC “RITEK” Head of JI working group, Lead Specialist

2 | A.O. Kulakov — OJSC “RITEK” Lead Specialist of Department for oil preparation and
transportation

3 | Sergey Roginko - LLC «Mejdunarodnaya Gruppa «Sigma» Chief Executive

4 | Denis Monakhov - LLC «Mejdunarodnaya Gruppa «Sigma» Expert
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on 26/08/2007

5 | KA. Mikoyan - QJSC “RITEK” Head of JI working group, Lead Specialist

6 | A.O. Kulakov — OJSC “RITEK” Lead Specialist of Department for oil preparation and
transportation

7 | Sergey Roginko - LLC «Mejdunarodnaya Gruppa «Sigma» Chief Executive

7 DISCLAMER

This report contains the results of the determination of whether the project under
consideration meets the relevant requirements of Article 8 of the Kyoto Protocol and the
JI guidelines. The used determination procedure does not fall under the verification
procedure under the JISC, as defined in the JI guidelines, paragraphs 30-45. Instead,
paragraph 23 of the JI guidelines applies to the determination based on which Bureau
Veritas Certification Holding SAS issues, in the frame of the contract with JSC “RITEK”,
an expert opinion on the project as per the RF Government Decree No. 332, dated 28
May 2007, “Procedure for approval and verification of status of projects carried out in
accordance with Article 6 of the Kyoto Protocol to the United Nations Framework
Convention on Climate Change”.
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BUREAU VERITAS CERTIFICATION

Report No: RUSSIA/0024-2/2009 Version 01

Determination Report on JI project
“Utilization of associated petroleum gas (APG) at the Sredne-Khulymsk oil field,
Western Siberia, Russia”

Appendix B: Verifiers CV’s

Mr. Flavio Gomes:
Lead Verifier
Bureau Veritas Certification Holding SAS - Giobal Manager for Climate Change

Flavio Gomes is a Chemical and Safety Engineer graduated from «UNICAMP -
Universidade Estadual de Campinas», with a MSc title in Civil Engineer (Sanitation).
He spent four years at RIPASA Pulp and Paper as Environmental Process Engineer.
He is, since 2006 the Global Manager for Climate Change. Previously and since
1997, he was senior developer for Bureau Veritas Consulting in fields of
Environment, Health, Safety, Social Accountability and Sustainability audit and
management systems. He also acted as Clean Development Mechanism verifier,
and Social/Environmental Report auditor, in the name of Bureau Veritas
Certification. Flavio is pursuing his PhD on Energy Management at the Imperial
College — London.

Leonid Yaskin, PhD (thermal engineering)

Verifier.

Bureau Veritas Certification Rus General Director- Lead Auditor, Lead Tutor,
Verifier

He has over 30 years of experience in heat and power R&D, engineering and
management, environmental science, and investment analysis of projects. He
worked in  Krrzhizhanovsky  Power Engineering Institute,  All-Russian
Teploelectroproject Institute, JSC Energoperspectiva. He worked for 8 years on
behalf of European Commission as a monitor of Technical Assistance Projects. He
is a Lead auditor of Bureau Veritas Certification for Quality Management Systems
(IRCA registered), Environmental Management System (IRCA registered),
Occupational Health and Safety Management System (IRCA registered). He
performed over 250 audits since 2002. Also he is a Lead Tutor of the IRCA
registered ISO 14000 EMS Lead Auditor Training Course, and a Lead Tutor of the
IRCA registered OHSAS 18001 Lead Auditor Training Course. He is an Assuror of
Social Reports. He has undergone intensive training on Clean Development
Mechanism /Joint Implementation and was/is invoived in the determination of about
20 JI projects.

Ashok Mammen - PhD (Oils & Lubricants).

Bureau Veritas Certification - Internal Technical Reviewer

Over 20 years of experience in chemical and petrochemical field. Dr. Mammen
is a lead auditor for environment, safety and quality management. He is also a
lead verifier for GHG projects and has been involved in the validation and
verification processes of more than 60 CDM/JI and other GHG projects.

59



