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Response to request for review
“Cimentos do Mozambique — Matola Gas Company Fuel Steh Project” (3048)

Dear Members of the CDM Executive Board,

We refer to the requests for review raised by tlBeard members concerning DNV’s request for
registration of the “Cimentos do Mozambique — Mat@as Company Fuel Switch Project” and
would like to provide the following initial respom$o the issues raised by the requests for review.

Comment 1:

The DOE needs to further explain how it has vabdat(a) coal price escalation of 20% for the
first five year and 3.6% for the rest of the yeasd (b) the exclusion of saving from diesel usage
in the NPV calculation.

DNV Response:

a) The project proponent has used an actual caz for the financial analysis. This price is the
price paid for coal delivered from their South &&mn coal supplier in April 2007, a month before
the decision to proceed with the project was madéhb Board of Matola Gas Company on 30
May 2007. DNV has checked the coal purchase recé&ipm April 2007 from the Cimentos do
Mozambique cement plant and crosschecked this théhcoal supplier's delivery receipts from
April 2007. DNV is hence of the opinion that theatgrice used in the financial analysis was a
realistic price at the time of the investment decis

Cimentos do Mozambique saw a sharp increase indhkeprices in the period 2005 — 2007, which
was evidenced by transcripts of the SAP accourgygiem, provided to DNV for verification.
During this period, the coal prices increased iarage 29% per year. Yearly increases of 29% can
however not be expected over many years, so thggbrproponent selected a yearly price
escalation of 20% for the first five years to refléhe recent volatility in the coal market, and a
lower escalation of 3.6% per year after that téetfa ‘normal’ price development over a longer
time period. DNV was able to confirm 3.6% as therage yearly increase of the USA Price
Producer Index over the ten years period 1998 -8200

The coal prices in South Africa had indeed beety velatile in the period from February 2004
until April 2007, as can be seen in Figure 1 below:
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Figure 1: South African coal export monthly pricégbruary 1990 — December 2008. Source:
Index Mundt

From the figure, it is evident that over time spamsseveral years, large variations in the coal
prices would normally not be expected, howeverttlatons over a few years can be large. DNV
is of the opinion that it was reasonable of thggmoproponent to anticipate a larger-than-normal
increase in the coal prices in the near end oattaysis based on the recent history, while for the
long run a more moderate development would be redde based on historical data over a longer
time period.

b) Diesel was used as a start-up fuel in the lphisr to the implementation of the project actiyity
and accounted for 3% of the energy usage. DNV s ta verify the diesel usage from diesel
purchase receipts provided by the project proporigNV would like to emphasize that the NPV
analysis includes the savings from 100% of the gghersage in the kilns prior to the project
activity. Accounting for only 3%, the savings fratiesel usage was not specifically included in the
NPV analysis, but rather included using the corepior simplicity.

The project proponent has made a revised NPV asabs attached to this response. The revised
analysis is using the actual price paid for dieseApril 2007, and includes savings for 3% of the
energy used prior to the project activity using thesel price, and for the remaining 97% energy
use using coal prices. DNV has verified the digs&le from the receipt for diesel paid in April
2007, provided from the project proponent. ThesediNPV analysis shows indeed that the NPV
becomes less negative when using the diesel pricesasing from $ -6 282 736 to $ -2 965 746.
The NPV is however still on the negative side dmrevised analysis does not affect the project’s
additionality.

Comment 2:

DOE needs to further explain how it has validatée tefficiency of the project activity in
accordance with ACM0009 v03 page 6.

DNV Response:
The methodology ACMO0006 v03 states:
The energy efficiencies have to be determined dch eelement process for the project activity

(eproject;) and the baseline scenarian{seine). The efficiencies should be determined by unéerta
measurements at the element process firing theaetduels.

(...)

! http://www.indexmundi.com/commodities/?commoditgaksouth-african&months=240



Baseline efficiencyefaseine) IS calculated as:

()

Option C: Measure efficiency monthly during 6 months befamgegt implementation and the 6
months average should be used for emission caloaktAll measurements should be conducted
at a representative load factor (or operation mgdelowing national or international standards.
Where a representative load factor (or operationdejocannot be determined, measurements
should be conducted for different load factors gperation modes) and be weighted by the time
these load factors (or operation modes) are typycalperated. The same load factor(s) (or
operation mode(s)) and weight factors should be& us¢he determination @foject aNdepaseiine,i

The efficiency of the project was validated as ¢hergy input divided by the clinker output over
six months of operation. The most recent six mopti to the investment decision are November
2006 — April 2007. However, due to maintenance kamd clinker production in November and
December 2006, the data from these two months wepkaced by data from September and
October 2006 in order to provide a more represeetéad factor as required by the methodology.
The efficiency, being energy input per product otitps not measured directly in the kiln, but is
calculated by the coal usage in the kiln dividedtbg clinker output. The clinker output is
furthermore calculated from the raw meal usage iplidtl by a fixed raw meal-to-clinker ratio.
The ratio was verified from a report from an indepent comparfy provided to DNV by the
project proponent.

DNV has verified the energy usage in the relevaontims by checking monthly statistical reports
from Cimentos do Mozambique from the period Aud@26 — April 2007. The reports contain the
coal consumption and the raw meal consumption amathly basis. DNV can confirm that the
reports correspond to the efficiency calculatethm financial analysis spreadsheet. The irregular
production in November and December 2006 was regdiry the project proponent, and confirmed
from the 2006 Minerals Yearbook by the U.S. GedalabiSurvey, that explicitly mentions the
downtime of the clinker production

The efficiency of a process is defined as the raéitween the useful energy output and the input.
In an energy conversion process like e.g., a hotlee output i.e., the steam can easily be
measured. In the case of a rotary kiln in clinkesdoiction, the useful output energy drives a
chemical reaction inside the kiln. A direct measueat of this energy output is difficult, and not
usually done in a cement plant. A calculated vdbrethe efficiency, analogue to the parameter
Energy intensityEl,y in the approved methodology AM0024 has been usstad. This can also
be seen used in another CDM project, project 083dmitted for registration.

DNV is hence of the opinion that the efficiencytbé project activity has been determined in the
most accurate way as practically possible for aecgrmlant.

Comment 3:

DOE is requested to further explain how it has datled the remaining lifetime of the element
process as required by the methodology is in acoed with EB 50 Annex 15.

DNV Response:

The lifetime of the element process is in this @cbjdetermined by the lifetime of the rotary kiln
and the lifetime of the burner. The remaining lifegs of the rotary kiln and the burner were
verified to be 25 and 15 years respectively, adicoad from the plant manager of Cimentos do
Mozambique, and in a letter from Cimpor Tec, trehtecal centre of the Cimpor Group located in
Portugal. Cimpor is a large Portuguese cement andtiction material producer, with presence
in 13 countries. Cimpor is the owner of CimentosMiazzambique, however DNV considered the

2 Centro Tecnico e de Desenvolvimento industrialbtita da Matola’, dated August 2001.
3 U.S. Geological Survey: 2006 Minerals yearbook Btobique, published October 2007.



statement from Cimpor’s technical centre as alvldigource for the lifetime of the equipment in
the element processes.

DNV would also like to point out that the propog®dject was sent for registration on 22 October
2009, while EB 50 Annex 15 was published on 16 @et®009. At the time of the publishing of

Annex 15, the validation report was already semtDdlV'’s internal completeness check, and
reference to Annex 15 was unfortunately not made.

We sincerely hope that the Board accepts our afenéoned explanations.

Yours faithfully
for DET NORSKEVERITAS CERTIFICATION LTD

HW, Bk, ?ﬁ'{’//%&‘

Hendrik W. Brinks Peter Molin
Technical Director for CDM Project Manager
DNV Climate Change Services DNV Climate Change i8esv



