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Report No. Date of firstissue |Version |Revision date MNo. of pages
No.:
600500542 08-03-2011 0z 21-03-2011 13
Subject: Third Periodic Verification within JI
crediting period 2008-2012

Executing Operational Unit:

TOV SUD Industrie Service GmbH, Carbon Management Service
Westendstrasse 199 - 80686 Munich, Federal Republic of Germany

Project Participant (client):

Overgas Inc. AD, Philip Kutev Str. 5; 1407 Sofia.

Kingdom of the Netherlands (No specific company is mentioned. Contract for ERUs is between
Overgas Inc. and the Kingdom of Netherlands).

Project Title Reduction of GHG by Gasification of
Varna Municipality

Monitoring period: 01-01-2010 to 31-12-2010

First Monitoring Report (version/date) Version 01/ 12-01-2011

Final Monitoring Report (version/date) Version 03 / 17-02-2011

Summary:

The certification body “Climate and Energy” of TUV SUD Industrie Service GmbH has been
ordered by Overgas Inc. AD to carry out the third periodic verification of the determined JI track
1 project "Reduction of GHG by Gasification of Varna Municipality” that is registered by the
Bulgarian DFP (see the following link:

Ditp:fivew. mosw. govermment ba/recent docintemalionaliclimate/Approved:20projects tablica EN publikuvane pdf ).

The project consists of internal gas installations for (industrial, public and domestic) users and
gas distribution network installed in Varna Municipality. Which is used to switch to natural gas
from liquid and solid fuels, and electricity used by the industry, public and administrative sites
and households and increasing the energy efficiency of their combustion instaliations..

The management of Overgas Inc. AD is responsible for the preparation of the GHG emissions
data and the reported GHG emission reductions.

A document review, followed by a site visit was conducted to verify the information submitted by
the project participant regarding the present verification period. Based on the assessment
carried out, the verifier confirms the following:

» the project has been implemented and operated in accordance with the description given in
the registered PDD (version issued in February 2005).

 the project is implemented according to the implementation schedule as described in the
registered PDD,

» The actual natural gas utilization was only 39% in total of the figure estimated in PDD. It is
explained by lower connection rate and global financial crisis which is influencing it.

 the monitoring plan complies with the applied methodology and the monitoring has been
carried out in accordance with the monitoring plan.

Installed equipment essential for generating emission reductions run reliably and the meters are
calibrated appropriately. The project is generating emission reductions as a J project.

The verifier can confirm that the GHG emission reductions are calculated without material
misstatements. Our opinion refers to the project's GHG emissions and resulting GHG emission
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reductions reported, both determined using the valid and registered project's baseline, its
monitoring plan and its associated documents.
QOvergas company is not participating in the EU-ETS.

Based on the information we have seen and evaluated, we confirm that the implementation of
the project resulted in total 17 540 t CO,. of ERUs during the verification period 01-01-2010 to
31-12-2010.

Assessment Team Leader: Technical Reviewer:

Olena Maslova Thomas Kleiser

Assessment Team Members: Certification Body responsible:
Madis Maddison (Verifier) Rachel Zhang (Deputy Head)
Georgios Agrafiotis (Verifier and project manager)
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Abbreviations

AlE Accredited Independent Entity

BM Build Margin

CAR Corrective Action Request

CER Certified Emission Reduction

CM Combined Margin

CMP Conference of the Parties serving as the Meeting of the Parties to the Kyoto
Protocol

CO.. Carbon dioxide equivalent

CR/CL Clarification Request

DFP Designated Focal Point

EF Emission Factor

EIAJEA Environmental Impact Assessment / Environmental Assessment

ER Emission Reduction

FAR Forward Action Reguest

FSERF Fuel Switch Emission Reduction Factor

FSR Feasibility Study Report

DGHC Gas Distribution Company

GDN Gas Distribution Network

GHG Greenhouse Gas(es)

GWP Global Warming Potential

IPCC Intergovernmental Panel on Climate Change

IRL Information Reference List

Jl Joint Implementation

JISC JI Supervisory Commities

KP Kyoto Protocal

MP Monitoring Plan

MR Monitoring Report

NG Natural Gas

NGO MNon-Governmental Organisation

om Operational Margin

PDD Project Design Document

PP Project Participant

s Standard cubic meter, represents a standard m3 at 1.01325 bar and 293.15 K

TUv sUD TOV SUD Industrie Service GmbH

UNFCCC United Nations Framewaork Convention on Climate Change

DV

Determination and Verification Manual
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1 INTRODUCTION

1.1 Objective

Overgas Inc. AD has commissioned an independent verification by TUV SUD Industrie Service
GmbH of its determined J| track 1 project “Reduction of GHG by Gasification of Varna
Municipality”.

The objective of the verification work is to comply with the requirements of paragraph 62 of the

JI guidelines. According to this assessment TUV SUD shall:

e ensure that the project activity has been implemented and operated as per the registered
PDD "Reduction of GHG by Gasification of Varna Municipality" dated February 2005, and
that all physical features (technology, project equipment, monitoring and metering
equipment) of the project are in place,

» ensure that the published MR and other supporting documents provided are complete,
verifiable and in accordance with applicable JI requirements,

* ensure that the actual monitoring systems and procedures comply with the monitoring
systems and procedures described in the monitoring plan and the approved methodology,

* evaluate the data recorded and stored as per project specific methodology.

1.2 Scope

The verification scope encompasses an independent and objective review and ex-post
determination of the monitored reductions in GHG emissions by the Accredited Independent
Entity. The verification is based on the submitted monitoring report, the determined project
design documents including its monitoring plan and determination report, previous verification
reports, the applied monitoring methodology, relevant decisions, clarifications and guidance
from the CMP and the EB/JISC and any other information and references relevant to the project
aclivity’s resulting emission reductions. These documents are reviewed against the
requirements of the Kyoto Protocol, the JI guidelines and also against Bulgarian JI Guidelines,

Based on the requirements in the J| determination and verification manual from JISC 18, Annax
4, TUV SUD has applied a rule-based approach for the verication of the project. The principles
of accuracy, completeness, relevance, reliability and credibility were combined with a
conservative approach to establish a traceable and transparent verification opinion.

The verification considers both quantitative and qualitative information on emission reductions.
The verification is not meant to provide any consultancy towards the client. However, stated
requests for clarifications, corrective and/or forward actions may provide input far improvement
of the monitoring activities.
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1.3 GHG Project Description

Project activity: "Reduction of GHG by Gasification of Varna Municipality”

UNFCCC registration number: MNIA

Project Participants: The Project Owner is Overgas Inc. AD (Philip Kutev Str.
5; 1407 Varna, Bulgaria).

Location of the project: GPS coordinates of Varna Municipality: North 43.208048,
East 27.918018.

The project aims at the reduction of greenhouse gases of Varna municipality by switching to
natural gas from liquid and solid fuels, heat and electricity used by the industry, public and
administrative sites and househoids and increasing the energy efficiency of their combustion
installations,

According to the Project Design Document (PDD) the project foresees construction of 186 km
gas distribution network (GDN) of steel and polyethylene gas pipelines and their relevant
facilities (combustion installations of the industrial, public and administrative, and residential end
users) in Varna Municipality until 2012. As per on-site interviews from February 2011 conducted
by verifier, by the end of 2010, 133.8 km GDN of steel and polyethylene gas pipelines with the
respective facilities were constructed in Varna Municipality. In 2010 the amount of natural gas
delivered to the end users reached 14 088 thousand Nm3.

At the time of the verification the project was fully operational.
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2 METHODOLOGY

2.1 \Verification Process

The verification process is based on the approach depicted in the Validation and Verification
Manual.

Standard auditing technigues have been adopted for the verification process. The verification
team performs first a desk review, followed by an on-site visit, which results in the formation of a
protocol that includes all the findings. The next step involves the evaluation of the findings
through direct communication with the PPs and then finally the preparation of the verification
report. This verification report and other supporting documents then undergo an internal quality
control by the CB "climate and energy” before submission to the Bulgarian DFP.

2.2 Verification Team

The appointment of the verification team takes into account the technical area(s), sectoral
scope(s) and relevant host country experience required amongst team members for verifying
the ER achieved by the project activity in the relevant monitoring period for this verification.

The verification team consisted of the following members:

Host
; Coverage of Coverage of Coverage of
Npme Qualfication acu}?u teulmlca? area financlal gspect o '_""1!"
EKPEI’IET‘I ce
Olena Maslova ATL 5] NIA
Madis Maddizan W [ ] NIA =
Georgios Agrafictis W [z} ] NIA ]

Olena Maslova is an auditor (Determiner / Verifier) in the "Carbon Management Service"
department of TUV SUD Industrie Service GmbH in Munich, Germany. She is chemical
engineer and host country expert for projects in Ukraine and Commonwealth of Independent
States. Due to her further master degree at the university of applied science in the Federal
Republic of Germany she is also familiar with Germany's current environmental legislation.
Olena Maslova specializes in the assessment of J| projects in the sector of chemical industries
and waste handling and disposal. In this project she functioned as auditor and project manager.

Madis Maddison is specialized in auditing of greenhouse gas emission reduction projects, This
experience he has gained (in co-operation with TUV SUD Industrie Service) in determination
and verification of Joint Implementation (JI) projects in Estonia, Lithuania, Poland, Romania and
Bulgaria. He has received training in the JI determination as well as CDM validation and
verification process and applied successfully as GHG Auditor.

Georgios Agrafiotis is environmental engineer. He has work experience in the field of
industrial environmental technology and protection and also in technical environmental projects.
He is Auditor (Determiner and Verifier) for JI (renewable resources and waste handling and
disposal) and voluntary projects.

2.3 Review of Documents

The Monitaring Report version 01 submitied by the PP was made publicly available on the Net-
inform website before the verification activities started.
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hitp:/fwww.netinform.de/KE/MWegwaiser/Guide22 aspx71D=7 176&Ebene1 ID=50&Ebene? |0=1
B59&mode=5.

The published MR was assessed in the desk review with the aim to:
« verify the completeness of the data and the information presented in the MR,

» check the compliance of the MR with respect to the monitoring plan depicted in the
registered PDD and verify that the applied methodology was carried out. Particular
attention to the frequency of measurements, the gquality of the metering equipment
including calibration requirements, and the quality assurance and quality control
procedures was paid,

+ evaluate the data management and the quality assurance and quality control system in
the context of their influence on the generation and reporting of emission reductions.

A complete list of all documents reviewed is available in Annex 2 of this report.

2.4 On-site Assessment and follow-up Interviews

On 10-02-2011 TUOV SUD performed a physical site inspection and on-site interviews with
project stakeholders to:

= confirm the implementation and operation of the project,

= review the data flow for generating, aggreaating and reporting the monitoring parameters,
» confirm the correct implementation of procedures for operations and data collection,

» cross-check the information provided in the MR documentation with other sources,

» check the monitoring eguipment against the requirements of the PDD and the approved
methodology, including calibrations, maintenance, etc.,
» review the calculations and assumptions used to obtain the GHG data and ER,

» indentify if the quality control and quality assurance procedures are in place to prevent or
correct errors or omissions in the reported parameters.

A list of the persons interviewed during this verification activity is included in Annex 2.

2.5 Quality of Evidence to Determine Emission Reductions

Among several evidence items submitted, the following relevant and reliable evidence material
have been used by the audit team during the verification process:
1. Monthly statements for delivery of natural gas by Bulgargas EAD to Qvergas lztok EAD
in 2010, IRL#18;
2. Certificates of the natural gas delivered by Bulgartrangas EAD to Overgas lztok EAD in
2010, IRL#19;
3. Invoices for 2010 of local heating plants, administrative users and households, IRL#11;
4. Manual reading protocols, IRL#14.
Sufficient evidence covering the full verification period in the required frequency is available to
validate the figures stated in the final MR, The source of the evidence will be discussed in
chapter 3 of this report. Specific cross-checks have been done in cases that further sources
were available. The monitoring report's figures were checked by the audit team against the raw
data. The data collection system meets the reguirements of the monitoring plan as per the
methodology.
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2.6 Resolution of Clarification and Corrective and Forward Action
Requests

The objective of this phase of the verification process is {o resolve any outstanding issues which
require clarification for TUV SUD’s positive conclusion of the achieved GHG emission reduction.
The findings raised as Forward Action Requests (FAR#1) indicated in previous reporis
(determination/verification) were discussed during this phase and, issue raised in the FAR was
resolved, during communications between the PP and TUV SUD.

Concerns raised in the desk review, the on-site audit assessments and the follow up interviews
and the responses provided for the raised concerns are documented in Annex 1 (verification
protocol) to guarantes the transparency of the verification process.

A Corrective Action Request (CAR) is raised where TUV SUD identifies:

¢ non-conformities in monitoring and/or reporting with the monitoring plan and/or methodology;
that the evidence provided is not sufficient to prove conformity;

mistakes in assumptions, data or calculations that impair the ER;

FARs stated during validation that are not solved until the on-site visit.

A Clarification Request (CR) is raised where TUV SUD does not have enough information or the
information is not clear in order to confirm a statemeant or data.

A Forward Action Request (FAR) is raised where TUV SUD identifies that monitoring and/or
reporting require special attention or adjustments for the next verification period.

Information or clarifications provided as a response to a CAR, CL or FAR could also lead to a
new CAR.

2.7 Internal Quality Control

As a final step of verification, the final documentation including the verification report and
annexes have to undergo an internal quality control by the Certification Body (CB) “climate and
energy”, i.e. each report has to be finally approved either by the Head of the CB or the Deputy
(a Veto person can be used). In case one of these two persons is part of the assessment team,
the approval can only be given by the person who is not a part of the assessment team. If the
documents have been satisfactorily approved, the Request for Issuance is submitted to the
Bulgarian DFP along with the relevant documents.
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3 VERIFICATION RESULTS

In the following sections, the results of the verification are stated. The verification results relate
to the project performance as documented and described in the final PDD and Monitoring
Report (17-02-2011, version 3). The verification findings for each verification subject are
presented below:

3.1 FARs from Previous Verification

The verification team confirms that the FAR (FAR#1) presented in the validation report and/or
verification reports have been correctly addressed by the PPs.

3.2 Project Implementation in accordance with the registered Project
Design Document

The project is implemented according to the description presented in the registered PDD. The
verifier confirms, through the visual inspection that all physical features of the proposed JI
project activity including data collecting systems and storage have been implemented in
accordance with the registered PDD. The project activity is completely operational and the same
has been confirmed on-site.

The construction of GDN has been implemented according to a time schedule provided in PDD
(by the end of 2010 133.8 km which constitutes 72% of the planned Network until 2012). The
actual natural gas utilization was 39% of the figure estimated in PDD. It is explained by lower
connection rate and global financial crisis. None of this affects the additionality, scale or
applicability of the project.

3.3 Compliance of the Monitoring Plan with the Monitoring
Methodology

The monitoring plan is in accordance with the approved project specific methodology, applied
by the proposed JI project activity. Neither a revision nor a deviation to the monitoring plan has
been requested to the JISC.

3.4 Compliance of the Monitoring with the Monitoring Plan

The monitoring has been carried out in accordance with the monitoring plan contained in the
registered PDD. All parameters were monitored and determined as per the Monitoring Plan.

The verification of the parameters required by the monitoring plan is provided as follows:

Data [ Parameter: Utilization of natural gas —

Data unit: | 1000 sm®

Description: The summarized consumption of natural gas read by the gas meters of end
Users

Source of dala used: The gas meter readings of the gas on-sites are performed by trained

employees of GDC (inspectors) in presence of the client (only for institutional
and industrial clients) as is described in the instruction. The meter readings
are recorded in a protocol for all users per month.

The equipment used has been calibrated according to the requirements of
the approved monitoring plan.
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Meansof ) The total consumption of each sector has been verified based on the IT
verification/Comments: | system data (raw data) available on-site and no discrepancies were found.
Cross-check The sample readings of individual large NG users were cross-checked from

monthly consumption protocols (IRL#11) and were cross-checked from IT
system file "Spravka Varna_2010.xls” (IRL#Y).

The consumption of residential users was crosschecked from samples of
manual reading protocols.

Mo discrepancies were identified.

Data | Parameter:

Natural gas entered into the GDN

Data unit:

1000 sm®”

Description:

Monthly volumes of natural gas entered into the GDN

Source of data used:

The meter readings are recorded at 1 entry point by metering devices which
are owned by the gas supplier Bulgargas. The readings are taken down at
the first day of every month at 8:00 AM.

The monthly act for total amount of gas delivery is signed by Bulgargas and
GDC and received by Overgas.

The equipment used has been calibrated according to the requirements of
the approved monitoring plan.

Means of
verification/Comments:

The data was verified with monthly acts of gas delivery (IRL#18).

Cross-check

GDOC has installed an electronic corrector to the connection point, which uses
signals from Bulgargas meter which readings were used to cross-check the
data on-site. No significant discrepancies were identified.

Data/ Parameter:

LHVactual-monthly

Pata unit:
Description:

keal/m®

Monthly values of average low heating value of the natural gas entered into
GDN

Source of data used;

Matural Gas cerlificate issued by "Bulgartransgas EAD". The data provided is
an average value of several analysis made during the month,

The equipment used has been calibrated according to the requirements of
the approved monitoring plan. Bulgargas Holding's laboratory is using
certified equipment.

Means of The data was verified with monthly acts of gas delivery (IRL#19).
verification/Comments:
Cross-check The values were crosschecked monthly reports of gas entering Bulgaria

3.5 Assessment of Data and Calculation of Greenhouse Gas
Emission Reductions
All data has been available and all the parameters have been menitored in accordance with the

registered monitoring plan.
The reported data have been cross-checked against other sources available as explained

above in chapter 3.4

The verifier confirms that the methods and formulae used to obtained the baseline, project and
leakage emissions are appropriate. The same has been done in accordance with the methods
and formulae described in the registered monitoring plan and applicable methodology.

The verifier confirms that the monitoring report includes all parameters and the monitored data
at the intervals required by the methodology and PDD.

The verifier confirms that all the emission factors and default values (ex-ante values from PDD)
have been correctly justified. All the emission factors and default values are explicitly mentioned

in the monitoring report.
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4 SUMMARY OF FINDINGS

The verifier can confirm that the published MR and related documents are complete and
verifiable in accordance with the JI requirements. All the findings raised by the verification team,
the responses by the PPs and the conclusion from the team are presented in Annex 1.

In the published MR the Project area was enlarged due to the enlargement of licenced area
(license Nr. J1-189-08/08.03,2005). Following municipalities were additionally included into MR:
Stara Zagora, Nova Zagora, Yambol and Novi Pazar. During on-site visit PP withdraw the
erroneous MR and issued a new version 3 where only Varna Municipality was included.

The means of verification and resulting changes in the MR or related documents are identified
in the following table:

CR 1: Clarify why the total emission reduction in the claim period 2008 — 2012 is in Calculation
tool 501 768 tCO2e and 484 357 tCO2e in MR Chapter 1.

CAR 1, means of verification

The explanation was given by PP that the value presented in Chapter 1 of the MR is taken
from the original PDD. The Value in the Calculation tool is recalculated with the official and
actual electricity emission factors for Bulgaria, approved and published by the Ministry of
Environment and Water (MOEW) for use in Joint Implementation projects under the Kyoto
 Protocol following a Correction Action Request from the Second Periodic Verification.

| CAR 1, changes in the MR or related documents

No changes in the MR or related documents were made.

Additional question:

There has been a deviation during this verification in comparison to the previous ones and the
registered PDD. More regions have been included in the project boundary leading respectively
to more ERs. This does not comply with the registered PDD.

Means of verification
The PP decided to remove these regions from the project boundary and the verification
continued reflecting the project description as in the registered PDD.

Changes in the MR or related documents

The MR has been revised by removing the regions that are not part of the registered PDD.
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5 VERIFICATION STATEMENT

TUV SUD Industrie Service GmbH has performed the third periodic verification of the JI Track 1
project: “Reduction of GHG by Gaslfication of Varna Municipality". The verification is based on
the currently valid documentation of the UN Framework Convention on Climate Change
(UNFCCC).

The management of Overgas Inc. AD Is responsible for the preparation of the GHG emissions
data and the reported GHG emission reductions on the basis set out within the project's
Monitoring Plan indicated in the registered PDD, dated February 2005 and the applied project
specific methodology.

The verifier can confirm that;

« the development and maintenance of records and reporting procedures are in accordance
with the registered monitoring plan;

o the project is operated as planned and described In the project design document approved
by the JISC;

« the installed equipment being essential for generating emission reduction runs reliably and is
calibrated appropriately,

s the monitoring system Is In place and generates GHG emission reductions data;

e the GHG emission reductions are calculated without malerial misstatements;

o the monitering plan in Monitoring Report is as per the PDD and monitoring plan approved by
tha JISC;

« the monitoring plan in the approved PDD is as per the applied project specific methodology.

o QOvergas company is not participating in the ETS.

Our opinion is based on the project's GHG emissions and resulting GHG emission reductions

reported, which have been both determined through the valid and registered project's baseline,
its monitoring plan and Its associated documents.

Based on the information we have seen and evaluated, we confirm the following statement:

Reporling period: From 01-01-2010 to 31-12-2010

Verified emissions in the above reporting period:

Emission reductions: 17 540 t CO.,
Munich, 21-03-2011 Munich, 214.]3—2
i

Certif] :fn Body “climate and erergy” ssment Team Leader
TUVSUD Industrie Servi mbH Olena Maslova
Rachel Zhang
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Annex 1: Verification Protocol
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PERIODIC VERIFICATION
“Reduction of GHG by Gasification of Varna
Municipality™

Induslrie Service

Annex 2: Information Reference List
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