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1.0 Introduction

This the Final Technical Report for Assistance Agreement XA-831780-01, a
cooperative agreement between the United States Environmental Protection
Agency and the United Nations Economic Commission for Europe (UNECE).
The term of the agreement was September 1, 2004 through September 30, 2008.
The original intent was to complete the scope of work within a 3-year period;
however, reduced staffing resources at the UNECE’s Sustainable Energy
Division delayed full implementation of the work programme until September
2005.

2.0 Background

Throughout the 1990's and into the early part of this decade, the coal industry in
the region suffered from underinvestment and poor enforcement resulting in
numerous methane-related accidents and deaths. Although the situation has
improved somewhat, the mining industry, especially in the CIS countries,
continues to be plagued by accidents with mines in Kazakhstan, Poland, the
Russian Federation, and Ukraine all suffering major methane explosions in the
last 2 years.

Capture and use of methane from coal mines delivers many benefits including
improved mine safety, mitigation of greenhouse gas emissions, and more
effective use of available energy resources. Unfortunately, a range of barriers
have impeded implementation in many countries including those of the CEE/CIS
region. One of the most significant through the early part of this decade was
access to capital to finance construction and operation of methane drainage and
utilization projects. In some case they were simply not economical, but in many
other instances the problem could be traced to the inability of project hosts to
adequately prepare and present investment grade documents such as project
identification forms, business plans, feasibility studies and requests for indicative
offers to potential investors. This problem was exacerbated by the limited capital
available and no clear and significant emission reduction revenue stream for
greenhouse gas projects until 2005-2006.

The scope of work under the agreement was designed to address this important
barrier. The UNECE had prior experience in the field of energy efficiency in
addressing similar barriers. Although CMM and energy efficiency are different in
many respects, there are also some similarities, especially as alternative energy
options. In addition, the UNECE infrastructure also included an existing technical
expert group on coal in sustainable development. With this background in
energy efficiency and coal and a great desire by UNECE member states to
address the mine safety problems, the UNECE structured a project to address
the financing problems for CMM projects in the CEE/CIS region.



In addition to building capacity, the UNECE also sought to deliver concrete
results during the term of the project working with 3-6 mines in the region to
develop early-stage documentation. The UNECE then planned to assist the
mines with securing additional funding for full feasibility/business plan
development and even full funding by providing the channel to various private,
bilateral and multilateral funding sources. In fact, it was the UNECE’s original
intent that these projects could enter the project pipeline of a USD 100+ million
public/private investment fund created under UNECE's Energy Efficiency 21
Project.

The UNECE created an independent Ad Hoc Group of Experts on Coal Mine
Methane reporting directly to the UNECE Committee on Sustainable Energy, an
intergovernmental body consisting of representatives from the 56 UNECE
member States to oversee the activities under the cooperative agreement.

The total project budget was USD 205,000 divided into annual increments of
USD 75,000, USD 65,000 and USD 65,000 for Years one through three
respectively.

To carry out the tasks in the statement of work it was necessary to secure the
services of a financial expert skilled in the preparation of financial documents for
alternative energy projects and a technical expert with a background in CMM
project identification, design and implementation. In addition, several missions
were planned to the CEE/CIS region with the first to the Russian Federation in
Year 1, Kazakhstan in Year 2, and another country in the region in Year 3 along
with participation in the Methane to Markets Expo in Beijing, China. Regional
experts were also necessary to support the missions. Throughout this report, the
ECE staff and consultants are referred to as the ECE Team.

3.0 Activities Conducted During the Period of Performance

The purpose of this section is to summarize the activities undertaken during the
project cycle, the results of those activities, and the lessons learned. More detail
can be found in the quarterly reports, trip reports and other information submitted
during the four-year period.



To deliver on the statement of work, the ECE conducted the following activities
and deliverables:

e Missions

(0]

6 missions to the Russian Federation

= February 2006 - Moscow
June 2006 (including seminar') — Moscow and Kemerovo
September 2006 (workshop) — St. Petersburg
July 2007 (workshop — consultant only) - Kemerovo
May 2008 (consultants only) — Moscow and Kemerovo

= June 2008 (seminar) - Kemerovo
1 mission to Ukraine in June 2006 (workshop in cooperation with
PEER and EPA)
1 mission to Kazakhstan in February 2007
1 mission to London, UK in February 2007 to meet with Arcelor
Mittal
Carbon Expo in May 2007 to promote the project and assess
investors’ interest in ECE-vetted projects.
Participation in the Methane to Markets Expo in Beijing, China in
October 2007
1 mission to Poland in February 2008 (seminar)
1 mission to Sardinia, Italy for M2M Coal Subcommittee meeting in
April 2008
3 missions to London to meet with the technical and financial
consultants, both of whom were based in London.

= More cost-effective than bringing the two consultants to

Geneva
= UNECE and others covered the cost of an additional three
missions to Geneva

1 mission to London, UK, September 2008 to participate in the
Mine’s road show
1 mission to Beijing, China December 2008 to participate at the
CCII 8th International Symposium on CBM/CMM and Carbon Trade
in China

e Ad Hoc Group of Experts on Coal Mine Methane (proceedings including
PowerPoint presentations

o
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1% Session — December 2004

2" Session — January 2006 (workshop)
3'Y Session — April 2007

4™ Session — October 2008

CMM Workshops

" All seminars and workshops were focused solely on developing financial skill sets. Seminars were brief 2
hour classroom sessions, usually in combination with another event such as a conference, while workshops
were ¥ day to 2 day intensive programmes.



= Geneva - January 2006 in conjunction with the 2" Session

= St Petersburg, Russia — September 2006 in cooperation
with VNIMI, Gazprom, SUEK and others

= Szczyrk, Poland — February 2008 in cooperation with the
Central Mining Institute of Katowice and others

e Expert Travel
0 3 experts to Methane to Markets Expo
0 2 experts to seminar in Kemerovo, Russia in June 2008
0 3 experts from the Russian Federation including two from the
Krasnogorskaya Mine to participate in the Mine’s road show in
London during September 2008

e Website created and maintained throughout the life of the project.
e Quarterly reports submitted with annual reports submitted once per year.

e Development of tools for preparation of bankable documents (all in
English and Russian)
o0 Project Identification Form
Criteria for consideration
Project description
Business plan template and guidance with Excel spreadsheet
model

O OO

e Mine-specific work
o0 Bankable project document for the Krasnogorskaya Mine in the
Kuzbass Basin, Russia and road-show in September 2008.
o0 Project identification forms
= Severstal mines in Pechora Basin
= Arcelor-Mittal Mines in Kazakhstan (never received
permission to post on website)

e Trip reports for all missions to CIS/CEE countries
e Hosted Methane to Markets Coal Mine Methane Subcommittee Meetings
o April 2005
o April 2007
4.0 Results of the Project
4.1  Original Objectives
The original scope of work envisaged a very systematic and logical progression

for developing bankable documents and conveying lessons learned. The project
intended to focus on specific countries in the first two years, Year 1 in Russia and



Year 2 in Kazakhstan, and then open to the entire CEE/CIS Region in Year 3.
The initial step within each country was to be a fact-finding mission to promote
the project with government and industry officials and identify one and three
potential projects in the targeted countries for further technical assistance. The
ECE Team then expected to work closely with the mines to develop early-stage
documentation, enhance their presentation skills and provide introductions to
investors. The experience gained and lessons learned in Year 1 could then be
conveyed through workshops and other means in Year 2, and the same could be
done in Year 3 with the lessons learned in Year 2. A very important component
of this plan was the necessary involvement of the sponsoring mines. The ECE’s
intent was to work with and not for the mines to ensure that the capacity
developed under the project would sustain after the cessation of the project.

In addition, the project also consisted of two other major components. The first
was the creation of an Ad Hoc Group of Experts on Coal Mine Methane that
would meet annually in Geneva to oversee the progress of the project and also
act as a forum for CMM experts worldwide to discuss other issues impacting the
CMM and coal industries as they related to methane capture and use. The
second was the creation and maintenance of a project website.

4.2 Results & Impact

Overall the UNECE believes the project delivered value-added delivering benefits
to the global coal and CMM industries, USEPA and the UNECE. Bankable
documents were prepared for one mine, several capacity-building seminars and
workshops were held and feedback was positive, supporting documents were
prepared and are available to assist others, and the profile of CMM capture and
use projects and associated benefits was raised in the region. The Ad Hoc
Group of Experts has been active with regular meetings and has supported two
technical workshops. The Group of Experts have also developed a glossary of
terms and definitions used by the global CMM and coal industries as a first step
toward a uniform set of terms and technical standards. As this project closes, the
Group of Experts has a launched a project with the World Coal Institute and the
Methane to Markets Partnership to develop a best practice guidance for methane
drainage and use.

The primary objective of the project, to deliver bankable documents for 3-6 CMM
projects in the region, was not entirely successful, however. This aspect of the
project did not progress as originally intended due to a number of factors
highlighted in Section 4.5. By the conclusion of the project, three mining
companies had agreed to cooperate in any formal manner: the Krasnogorskaya
Mine in Kemerovo Oblast, Russia; Severstal Resources in Russia (Pechora
Basin mines), and Arcelor-Mittal in Kazakhstan. SUEK in Russia had expressed
interest and willingness to cooperate, but their internal processes did not match
the schedule we set for the project. Only one, the Krasnogorskaya Mine,
extended this cooperation to development of investment-oriented documents. It



should be noted though, that during the project the UNECE served as a
clearinghouse for information and contacts amongst investors and coal mines,
especially in the ECE region but in other regions of the world as well. We believe
many of the informal introductions and leads led to development of relationships
and even investment in some projects. For example, the Romanian mining group
INSEMEX delivered a presentation on their mines at the 2006 Ad Hoc Group of
Experts meeting. This generated significant interest from several project
developers.

4.3  Activity and Assessment of CMM Prospects by Country

The UNECE conducted missions to Russia, Kazakhstan, Ukraine and Poland
and also investigated potential in Bulgaria, Czech Republic, Hungary, Romania,
Slovakia and the Balkan countries. The following briefly summarizes the
situation in each of the countries:

Russian Federation

The larger mining companies, notably SUEK, Severstal Resources, EVRAZ,
and Yuzhkuzbassugol along with large independent mines such as
Raspadskaya are well-financed, integrated and sophisticated companies
that easily attract attention from investors. With the exception of VAM
utilization, these operators had little need for the services offered by the
ECE although some saw benefit in working with the UNECE for public
relations benefit and the opportunity to receive free consulting services. On
the other hand, the public nature of the process was a concern.

There are, however, smaller mines such as Krasnogorskaya and, possibly
others, that could benefit from these services. It was difficult to get to these
mines initially, but the ECE Team was able to do so at the end of the
project. One challenge with the smaller mines may be that the projects are
either too small or have unattractive internal rates of return. Many investors
look for a 20% or more rate of return. In terms of size, 2 MW is usually an
absolute minimum for a power project, and many investors will not consider
anything below 5-10 MW potential.

Another challenge during the project period was Russia’s delay in adopting
and implementing rules for Joint Implementation projects under the Kyoto
Protocol.

Ukraine

Although the UNECE did not conduct a formal outreach mission to Ukraine
similar to those in the Russian Federation and Kazakhstan, it did publicize
the project in a workshop sponsored by Partnership for Energy &
Environmental Reform which was attended by several mines in the Donetsk
Basin. Participants in the workshop expressed interest, but it was reported
to us that their management were not interested. Investors have been very



active in approaching Ukrainian mining companies in recent years, and this
may have been the reason for the lack of interest.

Kazakhstan

The mines in Kazakhstan can be easily divided into large underground
mines owned and operated by Arcelor-Mittal, small underground mines
operated by the GEFEST Assoc with a total output of around one million
tones per year from 30 mines, and closed underground mines managed by
a state-owned company. All underground mines are in the Karaganda
Basin. In addition, there are large surface mines in the Ekibastuz Basin.
With the exception of the GEFEST mines, project developers and investors
have already secured agreements with the mining companies or
undertaking the projects internally, as is the case with Arcelor-Mittal.

Attempts were made to meet with GEFEST and to also obtain data from
them, but these attempts were unsuccessful. It is not clear if methane
drainage is used at any of the GEFEST mines, and the small size of the
mines means that there is probably very limited opportunity for CMM
projects even if drainage is available. It was reported to the ECE project
officer that GEFEST will be developing a high capacity underground mine in
the near future, and the mine will require methane drainage. No additional
information was ever provided.

Poland

The project was publicized at workshop on CMM drainage and use during
the International Mining Forum in Poland in February 2008, however, there
was no interest from the mines present. Based on discussions at the
Forum, the Polish mines are undertaking projects internally or already have
agreements in place for financial support to develop CMM projects.

Other Countries in the Region

Aside from the Russian Federation, Ukraine, Kazakhstan and Poland, there
were no other missions in the CEE/CIS Region. The ECE Team did contact
experts the remaining coal mining countries for a preliminary assessment of
CMM potential. If real potential existed, the Team was prepared to conduct
a mission to the remainder of the region, principally Central and Southeast
Europe. Based on the contacts, however, the Team did not feel such a
mission was warranted as no promising mines (mines with evidence of
sufficient methane emissions and drainage potential) were identified.

CMM development in Czech Republic is well-documented, and almost fully
developed. Romania has a limited number of gassy mines but has attracted
substantial interest from private investors and there was no need for ECE
support. The underground mines in Hungary are all reported to be closed.
In Bulgaria, the Government reported that the one remaining underground
mine with methane issues does not generate enough methane to make a



project viable. Government officials in Serbia and Bosnia & Herzegovina
reported that there may be some mines with methane problems but could
not provide any additional information sufficient to warrant a mission to the
Balkans.

4.4  Summary of Cooperation with Specific Mines

Of the three mines that cooperated, only Krasnogorskaya agreed to work closely
with the ECE Team to develop the early stage bankable documents originally
envisaged for this project. These documents have been included as Attachment
|. and demonstrate project viability given certain economic conditions, but not in
every case. In addition, the ECE team also supported a road show to London
for the mine staff to present the project to investors.

Results of Krasnogorskaya Road Show

A road show to present the Pre-Finance document prepared in the framework of
the UNECE Project for the Development of Coal Mine Methane Projects in
Central and Eastern Europe and the Commonwealth of Independent States. The
UNECE was unable to support full feasibility or project financing or any design
and engineering services; however, the UNECE can act as a bridge to others
who can provide these services.

The underlying purpose of the project was to improve mine safety, reduce
greenhouse gas emissions from the mining industry, and encourage the rational
use of energy resources in support of the goals and objectives of the Methane to
Markets Partnership. Through this project, the UNECE seek to achieve these
goals by catalyzing project development through support of the early activities
that were necessary, but often overlooked, in conceptualizing, planning and
implementing a CMM project.

A project was identified at Krasnogorskaya Mine and Pre-Finance documentation
was developed and placed on the UNECE web site. A copy of the document is
attached to this report.

The main aim of the mission to London was to present the document to a wide
variety of financial institutions, specialized companies and investors, which may
be interested to pursue the project further.

All the visited investors/specialized companies have a genuine interest to finance
and implement the project.

The mine owners would need to make their choice and decide how to proceed
with the project implementation.



Severstal Resources prepared a very general Project Identification Form (PIF) for
VAM projects at its mines in the Pechora Basin. The PIF was posted to the
UNECE website and notice sent to the Ad Hoc Group of Experts; however, the
posting did not generate further interest from investors. It is possible that
Severstal was approached directly by or with investors. There was no
requirement that mines work with the UNECE after the initial development of a
PIF or even the more detailed bankable documents.

Arcelor-Mittal initially appeared to be very interested in cooperating with the
UNECE following the mission to Kazakhstan, and requested that the ECE Team
go to London to meet with the headquarters staff in February 2007. The
company was not interested in external financing, but instead was planning to
develop their project internally. Never-the-less, they were interested in expert
consulting. The ECE Team held a very promising meeting with senior staff and
received excellent documentation to begin preparing the early stage documents
for financing. In addition, we requested permission to post the PIF previously
submitted by senior Arcelor-Mittal staff in Kazakhstan. Unfortunately, there was
no further communication with Arcelor-Mittal despite several attempts to follow —
up with the London staff after the February 2007 meeting. It was later revealed
that the company had received a loan of $100 million corporate loan from the
European Bank for Reconstruction & Development under their health and safety
portfolio to upgrade mine safety include methane drainage and use. Itis our
understanding that they have hired consultants and are managing their project
internally.

4.5 Difficulties & Challenges in Implementing the Scope of Work

As noted earlier, the central activity of the project was not as successful as
originally envisaged. Simply put, it was much more difficult to engage mines than
originally presumed. The original goal was to develop bankable documents for
three to six projects, but at the end of the project the UNECE had prepared
bankable documents for only one project. Although we were often able to meet
with very senior officials who offered sincere interest?, it was difficult to retain that
interest over time. This, in turn, made it very difficult to develop a capacity
building programme on lessons learned.

In reviewing the project, we identified several factors that we believe contributed
to the difficulty in securing interest from mining companies:

e The profound changes in the carbon markets have resulted in a shift from
a buyer’s market to a seller’'s market. The carbon markets have jumped
from very little liquidity in 2003/2004 to almost USD 15 billion in carbon-

2 E.g., SUEK (Chief Executive Officer and two advisors to the Board) and Arcelor-Mittal (Senior
VP and an advisor to the Board)
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related funds and over USD 70 billion in clean energy funds in addition to
direct funding by corporate and bilateral investors. This has, in turn, led to
significantly greater human and financial resources dedicated to project
origination. There is enormous competition amongst investors and
project developers for good projects, and many will absorb the costs of
feasibility studies and development of business plans.

e The one-year delay in commencing most of the work under the project
meant that the UNECE was providing financing support services when
capital was much more easily available.

e Coal prices are very high. Within the region, and especially the CIS
countries, state-owned mines have consolidated, privatized and evolved
into integrated companies with an international presence and strong asset
base. The coal companies now have the resources and confidence to
pursue these markets at the same time attracting greater interest from
investors

e CMM projects are relatively small in terms of revenue potential for major
mining companies and these projects are also outside their core business.

e The delay in adopting JI rules in Russia and Kazakstan’s delay in ratifying
the Kyoto Protocol have delayed projects in those countries.

5.0 Budget

Changes from plan were due to the decrease in value of the dollar and increase
in travel costs.

Contracts: The Year 2 contract for the financial expert was much less than
expected because the expected workload did not occur. The team contacted
several mines and the expectation was that at least one of these would pursue a
project. However, this was not the case.

Staff Travel: Staff travel was effectively double for several reasons. The ECE
underestimated the number of trips necessary to support the project. Another
factor was the decline of the US dollar and the increase in travel costs in the
subject countries during the term of the agreement.

Expert Travel: When the scope of work was originally drafted, the ECE believed
that up to 3 projects per year would be identified and representatives from these
projects would be provided important travel support to participate in ECE
meetings, meet with investors, and other activities supporting the project. The
difficulty in attracting projects meant that there were fewer opportunities to
provide expert travel.
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Supplies: We did not have a need to pay for any supplies. The ECE absorbed
these costs.

6.0 Conclusion - Lesson Learned

Throughout the term of the project, the ECE was in contact with the mining
companies, project developers, investors, government officials and other
stakeholders. Much was learned through these contacts. As a conclusion to the
Final Technical Report, the ECE wishes to convey the lessons learned in
implementing the scope of work and also the lessons learned in financing CMM
projects. It is hoped that future activities supported by the US EPA, Methane to
Markets Partnership, or UNECE can benefit from this knowledge to make further
strides in catalyzing the deployment of CMM projects.

6.1 Lessons Learned Implementing the Scope of Work

e The objective to identify 3-6 mines over the entire region was probably
overly ambitious. The scope of work should have been more flexible to
account for changes in market conditions, and probably should have
targeted one or two countries rather than the entire region whilst retaining
the flexibility to change countries if need be.

e The ECE underestimated the number of missions required to have a
positive effect. It is critical to have the ability to meet with government and
mining officials multiple times over brief periods to be effective. Just one
or two meetings, especially with the larger mines, is insufficient.

e In both Russia and Kazakhstan it was difficult to get to smaller mines even
though they were the mines that would have benefited most from the
technical assistance provided by the UNECE.

e The public nature of the technical assistance was a concern to many
mines, and we may have seen more success if we would have kept the
information private. However, the UNECE continues to believe that a
public process is necessary for a UN-sponsored project to ensure
transparency.

e Generally the UNECE’s interest and involvement in supporting project
financing and development was well-received, especially amongst
investors, project developers, and technology suppliers who saw benefit in
a UN-vetted pipeline of projects. Governments were also generally
positive, and were especially interested in the capacity-building
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6.2

component. Mining companies were more ambivalent, and, as previously
noted, were especially concerned about the public process. The
companies did see value in the capacity-building and training because
many were attempting to educate and train their own regional and mine
staff to prepare proposals and business plans for CMM projects.

Lessons Learned in Developing Investment Grade Documents for
CMM Projects

Carbon and Capital Markets

Among regions, the economies in transition, especially the countries of the
CIS, are viewed as tremendous growth areas for carbon reduction
projects. Attention is now shifting to include JI markets, and the
stabilization of many transition economies and the corporate interests in
those economies is attracting foreign and domestic investment. There is
substantial opportunity for CMM projects given the long history of mining
and degasification.

There is substantial liquidity in the market, but access to capital is
tightening as investors grow more conservative after two to three years of
relatively easy access. Carbon markets are moving forward, although
there is growing concern over uncertainty over post-2012 regimes. Still
there is substantial liquidity in the markets. More interestingly, there is no
longer clear demarcation between institutional finance and carbon finance
meaning carbon mitigation projects also have access to larger “clean
energy” funding.

There are a range of financing options availed as the markets mature, but
this also adds confusion, especially for smaller mines (or at least those
staff in smaller mines with an interest in CMM) that do not have
experience in capital markets. With the growth in carbon and clean
energy finance, there are a wide range of financing options available
including debt, equity, and mezzanine finance. Likewise the business
models for so-called “carbon” firms have multiplied and include brokers,
traders, project developers, banks, and equity investors. Within these
groups, business models are further subdivided so that a developer, for
instance, may have all technical and financial expertise in-house whilst
another developer will out-source some of the technical and operational
aspects of a project. The positive side of all this is that financial solutions
can be tailored to the specific needs of each project host. The difficulty,
however, is the confusion caused by so many choices, especially for the
smaller mines not accustomed to international financial markets.
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Buyers/developers/investors are demonstrating flexibility during these
early years in carbon trading, although this may change as reqgulatory
regimes tighten. Many acknowledge that they expect some projects to not
deliver contracted quantities, but are willing to accept this liability if the
seller acts in good faith. Purchasers are also more willing to contract for
smaller volumes, even as low as 50,000 tonnes from 2008-2012.

Early-grade documentation is an appropriate level of technical support.
Many investors are prepared to absorb the costs for feasibility studies if
there is a realistic chance that the project could proceed. The entry-level
documentation can also be used to seek indicative offers early on.

Uncertainty over Post 2012 is impacting project implementation. The
market for Post-2012 emission reductions is very limited at this time and
prices are low due to the uncertainty. The economic impact for larger
projects that require longer lead times is substantial. Many project hosts
are hesitant to enter emission reduction purchase agreements for the low
post-2012 prices.

CMM Projects

CMM is an attractive carbon asset class but there are concerns that many
projects will fail to deliver the full amount of contracted emission
reductions. The resource base is expected to grow from 450 MtCO2e in
2005 to 530 MtCO2e in 2020 (US EPA), and CMM projects are
considered by many to be “high quality” offsets. CMM projects are large in
comparison to many other types of offsets, utilize conventional, emission
baselines and reductions can be easily measured and verified. Of
concern, though, are difficulties in assessing the methane resource at
mines and accurately modelling methane production over time. Many
projects are believed to have overestimated the emission reduction
potential as has happened with landfill gas.

There is some early market confusion as some buyers/aggregators
believe the quantity drained (and even emitted) equals avoided emissions.
This, of course, is not always accurate, and may be one of the problems
that has led to overstatement of expected avoided emissions.

Transaction and development costs can be high leading project
developers to set minimum project sizes for investment. For example, the
standard minimum for an internationally developed/financed CMM-fired
electric generating project is 2 MW, and many developers will not look at
any project under 6 MW. This is adjustable depending on country and
access. For some countries in CEE, the lower threshold may hold, but the
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difficulties and distances to the Russian, Ukrainian and Kazakh coal
basins will probably mean developers are looking for the larger projects.

Much is made of the value of the carbon emission reductions, but the
benefits of electricity and gas sales or use should not be ignored. Much is
made of the carbon markets with many focusing only on the price of
carbon; however, the additional revenues/cost savings brought by sales or
avoided costs from electricity and natural gas markets can be just as
important or even more important to the viability of a CMM project, even in
the CEE/CIS region. The significant risks in securing credit approval are
great, but likewise sometimes challenges in securing gas rights and rights
to sell power/energy are also of concern.

Mines view a “"CMM project” as one addressing both upstream methane
degasification and downstream utilization. Mines in emerging economies
are demanding the full package of services and expect support to improve
the upstream ventilation and degasification in addition to hosting a
utilization project. This can be problematic for investors because they
have little or no control over the subsurface operations. It can also drive
the economics to unacceptable levels, i.e., low rates of return and
negative net present values. On the other hand, sometimes subsurface
improvements can result in better quality and quantity of the methane
resource improving the project economics.

For some mining companies CMM projects remain outside their core
business and are of little interest, especially for larger, integrated
companies. In our experience, some companies were simply not
interested due to the small size and revenue potential of projects relative
to the other revenue centres in their operations. The fact that CMM
projects were outside of the core business just reinforced this decision. In
those instances, the ECE Team attempted to promote CMM recovery and
use as a visible demonstration of corporate social responsibility and good
governance. Even then, some were still not interested, though their public
pronouncements may suggest otherwise. It is the ECE Team’s belief that
interest could grow when carbon prices and electricity and natural gas
rates rise and carbon markets show greater permanence. Additional
focus on corporate image (corporate social responsibility) required for
securing international finance may also heighten interest in coal mine
methane projects.

Inconsistent communication within mining companies delays project
implementation. Financial expertise and corporate strategy are usually
concentrated at headquarters offices while the technical expertise is at the
mines or in the mining regions. In a number of companies, these two are
far apart in distance and culture. Often one will push to move forward
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while the other holds back. The result is stagnation and nothing moves
forward.

Many mines are interested in VAM utilization and there is great
opportunity to provide project-specific support.. There is great interest in
VAM utilization especially with the commercialization of the West VAMP
project in Australia. Investors are approaching the mines to work on
methane drainage projects but not as much for VAM. There could be very
good opportunities to provide the financial support services for VAM
projects as VAM continues to mature.

The big picture still eludes many investors. The ECE directed its focus on
the mining industry because this segment of the market was seen as
having great difficulty in preparing adequate documentation and unable to
effectively present their case for financing. In our work, we also
communicated extensively with project developers and investors.
Although some are well-prepared for the challenges inherent in developing
CMM projects, we found many others who, in their rush to sign up project
partners, did not adequately address key aspects of a CMM project,
especially those noted below.

* Reliable gas supply
» Appropriately sized project
« Off-take for product and emission reductions
« Adequate capital to ensure proper construction and start-up
« Adequate revenue stream to support operations and regular
maintenance
» Applicable licenses and permits
« Qualified, integrated team
« Ensure all partners are motivated by mutually beneficial
incentives to optimize project design and operations
* Need an effective, knowledgeable and experienced
coordinator of all aspects of projects
» Effective integration with mining operations
« Understand mine plan and degasification operations
» Coordinate closely with mine management, staff
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Attachment |
CMM PRE-FINANCE INFORMATION

Krasnogorskaya Mine Methane Utilisation
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IMPORTANT NOTICE

This Pre-Finance Information (“Information”) was prepared by UNECE with contribution by its UNECE
advisors Karl Schultz, Climate Mitigation Works; Oleg Tailakov, Uglemetan and Deltcho Vitchev,
Renaissance Finance International (the “UNECE”) solely for information purposes from materials provided
to the UNECE by SDS Coal (“SDS” or the “Company”’) and material publicly available. The UNECE on
behalf of SDS is distributing this Information solely for use by interested investors to determine whether
they would like to proceed with further investigation into the proposition as detailed in accompanying
request for proposal (the “Transaction”).

Use of this Information is governed by the terms of the previously executed confidentiality agreement,
which strictly limits the circulation and copying of the information contained in this Pre-Finance
Information. Each recipient of the Pre-Finance Information (the “Recipient”) should familiarise him/herself
with the terms of the confidentiality agreement before reading, using or circulating this Pre-Finance
Information. This Pre-Finance Information may not be reproduced or used without the prior written
approval of SDS or the UNECE for any other purpose than the evaluation of the Transaction by the
Recipient.

The information contained herein has been prepared to assist the Recipient in making its own evaluation of
the Transaction and does not purport to contain all the information that the Recipient may desire. In all
cases, the Recipient should conduct its own investigation and analysis of the Transaction and of the data set
forth in this Pre-Finance Information. Neither SDS nor the UNECE assume any responsibility for
independent verification of any of the information contained herein, including any statements about the
prospects of the Transaction contained herein. Neither SDS nor the UNECE make any representation or
warranty as to the accuracy, fairness or completeness of this Pre-Finance Information or the information
contained in, or omitted from, this Pre-Finance Information and each expressly disclaims any and all
liability for statements (express or implied) contained in, or omitted from, this Pre-Finance Information or
any other written or oral communications transmitted or made available to the Recipient in the course of its
evaluation of the Transaction. Only those particular representations and warranties, if any, which may be
made to a party in a definitive written agreement regarding the Transaction, when, as and if executed, and
subject to such limitations and restrictions as may be specified therein, will have any legal effect.

The statements, Financial estimates and projections contained in this Pre-Finance Information and other
information provided in connection with this Pre-Finance Information reflect various assumptions made by
SDS concerning anticipated results and are subject to significant business, economic, legislature and
competitive uncertainties and contingencies, many of which are beyond the control of SDS. Accordingly,
there can be no assurance that such statements, estimates and projections will be realised. The actual results
will likely vary from the forecast, and those variations may be material. Neither SDS nor the UNECE
makes any representations as to the accuracy or completeness of such statements, estimates and projections
or that any forecasts will be achieved.

By accepting this Pre-Finance Information, the Recipient acknowledges and agrees that 1) all of the
information contained herein is subject to a confidentiality agreement previously executed by the Recipient
except as permitted by the confidentiality agreement; 2) the Recipient may distribute or reproduce this Pre-
Finance Information, in whole or in part, only in accordance with the confidentiality agreement and only
for the purpose of the evaluation of the Transaction by the Recipient; 3) if the Recipient does not wish to
pursue this matter, or at the request of SDS and the UNECE, it will return this Pre-Finance Information to
SDS or the UNECE as soon as practical, together with any other materials relating to the Transaction which
it may have received from SDS or the UNECE; and 4) any proposed actions by the Recipient which may be
inconsistent in any respect with the foregoing will require written consent of SDS and the UNECE.

This Pre-Finance Information and any other information provided in connection with this Pre-Finance
Information is not to be construed as investment advice by the UNECE and / or SDS.
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1 UNECE PROGRAMME

The UNECE has received funding from the US Environmental Protection Agency (US EPA) to
provide technical assistance to coal mines in Russia and other countries to develop early stage
bankable documentation for coal mine methane (CMM) projects and to introduce such projects
and their sponsors to potential investors. =~ The UNECE is unable to support full feasibility or
project financing or any design and engineering services; however, the UNECE can act as a
bridge to others who can provide these services.

The underlying purpose of the project is to improve mine safety, reduce greenhouse gas emissions
from the mining industry, and encourage the rational use of energy resources in support of the
goals and objectives of the Methane to Markets Partnership.  Through this project, the UNECE
seeks to achieve these goals by catalyzing project development through support of the early
activities that are necessary, but often overlooked, in conceptualizing, planning and implementing
a CMM project.

The project began in 2004 and concludes in September 2008.
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2  THE MINE AND THE PROJECT

2.1 INTRODUCTION

Krasnogorskaya mine is located in the southern part of the Kuzbass coal region near the
town of Prokopevsk in Kemerovo Oblast. The mine is owned by SDS Coal, part of SDS
Group headquartered in Moscow. The mine produces cocking coal for local markets.
The proven reserves of coal are 18 million tons, which is 35 years at current planed
production of 600,000 tons per year. The current production is 300,000 tons/year.
However the mine plans to increase the production to 1 million tons per year by 2012.

B nponsBoacTBEHHYIO TPpyIly YTOJBHOM KOMIaHUU «IIpOKONBbEBCKYT0JIb» BXOIAT MAThH
1IaXT KPYTOTO MaJIeHus], pacloIo’KEHHBIX B uepTte I. [IpokonbeBcka, aBe
oborarutenbHble (aOpUKH, PEMOHTHO-MEXaHW4Yeckuil komiuieke «IlonzemTpancman,
aBTOTpaHcnopTHOe npeanpusatue. llaxtamu YroapHo#i komnanun «lIpoKonbeBCKyroib»
pa3pabaTbIBaeTCs MECTOPOKICHUE, 3aachl KOTOPOI'O MPEACTAaBICHbI MOILHBIMH,
CpeIHE MOITHOCTH ¥ TOHKHMH TUIACTaMH ¢ yriiamMu najenus ot 90° mo 20-30°.
ITpeobnanaromye MOITHOCTH OTpadaThIBaEMbIX MIacTOB 3,5-6,0 M, B OTJIENIBHBIX CIyYasix
10,0 1 601ee MmeTpoB. MuHMMaIbHAs MOILHOCTD IJIACTOB, 3aM1aChl KOTOPHIX OTHECEHBI K
KaTeropuy NPOMBIIUIEHHBIX - 1,2 M.

['eonoruueckas cTpyKTypa MECTOPOKIECHUS MPEJCTABIAET COOO0M psfl uepe Ly omXcs
CUHKJIMHAJIBHBIX U AaHTUKJIMHAJIBHBIX CKJIAJIOK, OCIIO)KHEHHBIX MHOKECTBOM
TEKTOHMYECKUX HapyIICHUH Pa3IMYHbIX TUIOB. ['OpHbIE pabOTHI 110 100bIYE YTt
BeqyTcs Ha rmyOuHe 250-450 M OT THEBHOI MOBEPXHOCTH, YTO O0YCIaBINBAECT
MOBBILIEHHOE T'a30BbIJCIIEHNE U YBEIUUYEHNE TOPHOTo AaBieHus. [1o 3Toil npuurHe yacth
YTOJIBHBIX IJIACTOB OTHECEHA K YTPOXKAeMbIM MIIM OIIACHBIM I10 TOPHBIM yJapam U
BHE3aITHBIM BBIOPOCAM YTIIS U Ta3a.*

O6vem 100brun yriis o rianaM Ha 2007 1. Ha paccmaTtpuBaemMoit B [IpoekTe maxre,
COCTaBUT — 325 TBHIC. TOHH.

The depth of mine coal seams is 450 meters bellow surface with steeply angled dip.

Specific emissions of methane from the mine are estimated at 14.0 to 22.0 m3/ton of coal.
The mine currently drains methane through in-mine boreholes. Methane from the
boreholes is collected by a gathering system at a single point and all of it is vented. The
mine operator estimates the methane drained to 3.5 to 4.0 million m3/year. In addition
the ventilation system releases an estimated 8.5 million m3/year with an average
concentration of 0.4%. The mine does not utilise any methane either from the ventilation
or the drainage systems.

* BOJIBIIMHCTBO WAXT B 4epTe ropozia [IpoKonbeBcKa OTHECEHBI K KATETOPHH IIAXT OMACHBIX 110
BHE3aIHBIM BEIOpOCAM YIJIsl U ra3a
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The current concentration of methane in the gas drainage system is bellow 30% for one
third of the operation time.

The mine has expressed interest in utilising the methane from the drainage system in on-
side boilers for heat and generation of electricity. In addition, the mine has also
expressed interest in flaring any excess methane resulting from not use in the summer
months.

To utilise the methane for heat or electricity generation it is necessary to upgrade the
drainage system to deliver concentrations above 30% consistently. The mine stated its
intent to upgrade the system and schedule the coal production in order to achieve such
concentration.

The utilisation of ventilation methane from the mine with the currently available
technologies would be non economical.

At current production, the mine has a heat demand of 18 Gcal from October through
May, met by 4 coal boilers with a total capacity of 24 Gceal and uses electrical heathers of
250 kW for hot water in the summer. To power the boilers the mine buys 15,000 to
17,000 tons of coal per year at current price of 543 R/ton. An increased production of the
mine is not expected to materially increase the demand for heat.

The base load electrical demand of the mine is 17 MW throughout the year. The
expected increase of coal production is expected to result in 30-40% electricity demand
by 2012.

There are plans to drill test wells — 3 in the pillar area and 1 in the virgin coal seam. The
methane potentially produced by these wells — as reported by the developer - from 10,000
to 20,000 m3/day from each well is not being taken into account in this analysis. For
comparison, the current volume of the methane from the mine to be used is assumed to be
10,000 m3/day.

2.2 EXPECTED BENEFITS FROM PROJECT IMPLEMENTATION

Direct Financial Benefits

1. Fuel substitution — replacement of a part of the coal used and reducing the cost of
purchased coal

2. Electricity generation — substitute part of the purchased electricity

3. Sale of Carbon Credits — compliance credits and/or voluntary credits — financial
benefits to the mine

4. Reduction of payments for methane emissions — reduction of payments to the
Federal Authorities

Indirect benefits

1. Productivity of the mine — increases expected as a result of timely and more
effective draining the methane from the works
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2. Safety — reduction of the methane concentration at works would result in
improved safety

Costs
1. Incremental cost of converting the boilers to dual — coal/gas use

Purchase of electricity generation equipment

Payment for use of methane

Enhanced operational cost and maintenance of the improved of methane drainage

system

Construction of pipelines, electricity, pumping and other infrastructure

6. Legal and administrative cost, including transaction cost for carbon credits
approval

Rl el

N

2.3 TECHNOLOGIES FOR HEAT AND ELECTRICITY PRODUCTION

2.3.1 Overall assumptions

It is assumed that the mine owners are investing 110 million Roubles in improvement of
the drainage system. This amount is not included in the economic analysis, as the costs
will be incurred regardless of this project.

A cost of 20 million Roubles per year of operation and maintenance of the improved
methane drainage system is assumed in all scenarios.

Each 1,000 m3 of methane utilised will result in reduced payments of 50 Roubles to the
Ministry of Environmental Protection and save the mine from penalty payments for
increased emissions of methane (250 Roubles/1000m3).

It is assumed that the mine has full property control over its coal production and will have
full property right over the drained methane.

2.3.2 Heat Production

One of the options to utilise the mine methane is to use 100% of the available methane as
Boiler fuel replacing part of the coal purchases for boiler fuel from October through May.
A flaring of the methane will be required from May to October.

Currently there are 4 coal boilers of total capacity of 24 Gceal/h from which the mine uses
18 Gceal/h and one of the boilers is in reserve. A small pilot boiler of 0.6 Gcal/h is being

installed in the framework of an UNDP sponsored project. Our understanding is that the

existing 4 outdated boilers, commissioned between 1959 and 1961, will be replaced with
new, more efficient boilers.
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The amount of heat which can be produced using the coal mine methane is estimated at
3.5 Geal/h. With the planned increase of coal production in 2012 it is estimated that the
drained methane would be able to produce 7.1 Gceal/h.

The following assumptions were applied in this scenario:

1. Volume of drained methane: 3.5 million m3/year in 2008, increasing on linear
basis to 7.0 m3/year in 2012.

2. Incremental cost of converting two of the replaced boilers to dual fuel —
coal/methane.

3. Distance between the boiler station and the pumping house is 500 m.

4. Purchase and installation of piping and vacuum pumps.

5. 100% of the available methane is used in the boilers from October to May and
fared from May to October.

6. Purchase of enclosed flare.

7. The cost of avoided coal is assumed at 460 Roubles/ton + VAT (NDS) 18% (June
2008)

8. It is assumed that the emissions of the avoided coal will be credited to the project
at a ratio of 1 ton of coal avoided results in 1 ton of CO2 avoided.

2.3.3 Electricity Generation

1. The proposed configuration envisages purchase and installation of, initially 1 and
in future up to 3, electricity generating installations of installed capacity of 1.3
MWe each.

2. 100% of the electricity generated will be used to contribute to the base load

requirement of the mine and offset equivalent amounts of electricity purchased

from the grid.

The cost of avoided electricity is assumed at 2.0 Roubles/kWh (June 2008)

4. Tt is assumed that the electricity generated will replace electricity from the grid,
which in Kemerovo region is generated by coal power plants.

(98]

Recommendation for improvement:
The use of waste heat from electricity production may be a more profitable and energy

efficient way of use of the methane resource, but may be technically more complicated.
It is recommended that this option is considered in a further study.

2.4 THE KYOTO-PROTOCOL RELATED BENEFITS

The Russian Federation has ratified the Kyoto Protocol. Any reduction of methane
emissions from the mine may qualify for Carbon Credits.

The project benefits from and is highly dependent on “carbon credits” that we expect will
be available as “Emissions Reduction Units” (ERUs) under the “Joint Implementation”
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mechanism of the Kyoto Protocol. In the base case, approximately 95% of the revenues
from the boiler conversion/flaring project, and 75 percent of the revenues from the power
project are expected to come from the sale of ERU carbon credits.

As the below figure shows, the carbon market volumes have grown from a trivial number

in 2003 to nearly 2.4 billion t in 2007, with a value in excess of $65 million U.S. dollars.
Prices have also increased and now stand at approximately €18 for project based credits.
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It is important, however, to note that the process of creating carbon credits like ERUs is
lengthy, complicated, and somewhat risky. The process includes:
e development of a project design document (PDD) that describes the project and
demonstrates that it would not happen without qualification for Joint Implementation and
a detailed emission reduction monitoring plan;
e adetermination from a third party auditor (Accredited Independent Entity) that the PDD
is in accordance with established baseline methodologies;
e review and a letter of approval from the Russian government;
e registration by the United Nations;
e when the project is operating, careful monitoring against the monitoring plan;
e verification of the monitoring report by a third party auditor (AIE), and only then
issuance of credits.
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A buyer of the credits also has to be found. Buyers often are interested in signing
agreements “Emission Reduction Purchase Agreements” (ERPAs) that lock in sales in
advance of a project’s start. Depending on the risks that the buyer perceives and which
party bears the risks, the price of the future credits will be discounted (often steeply) from
the prices of realized credits.

Today realized credits have a value of around €18/t of CO2 equivalent. If sold in
advance, the price might be well below €10/t if the buyer has to take risks that the credits
will not be approved or delivered to the buyer. Some buyers will pay up-front for a
future flow of credits and some will also package an ERPA with equity and debt
financing.

3 INVESTMENT PLAN AND FINANCE

3.1 BASE CASE ASSUMPTIONS

The current model has been prepared with limited information of the financial status,
situation and forecasts for the mine and its owner — SDS Ugol. To illustrate the financial
performance of the different options, it is assumed that they are financed entirely by own
equity and any financial impact of taxes, tax rebates, value added tax, inflation, currency
depreciation and similar, are not being considered in this preliminary financial analysis.
Without knowledge of the actual cost of capital employed, or the hurdle rate used by the
company, a discount rate of 10% has been used as a base case.

3.11  TIMING OF THE PROJECT

It is assumed that the project will start in 2009, the equipment will be purchased and
installed by the end of 2009 and be operational in 2010. An economic life of 15 years is
assumed.
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3.1.2 INVESTMENT COST

The costs of equipment and O&M are based on the best available information from
vendors and on information received from the mine. The following tables summarize the
total investment cost of the project options through the years:

Electricity Generation Option

CAPEX Euros RUR Cost

CHP Plants/module 740000 27483600

CHP/year 54967200

Transformer etc/module 100000 3718100

Transformer etc. 7436200

Development/module 200000 7436200

Development/year includes carbon

credit creation 14872400

Total Cost 77,275,800

Oand M

Extra Drainage O and M/year 0 20000000

O and M/year (euro/kWhel) 0,016 4331011

Monitoring/module 5000

Moditoring/year

Admin per module 5000 371810

Admin per year 742800

Verification of Credits/year 5000 185700 185700

CO2 registration/t/year 0,20 23,52

CO2 registration/year 333163

Total O&M costs/year 25,592,674
Heating Boilers conversion to CMM Option

CAPEX Dollars Per Unit RUR

Pipeline and Construction 500 m 33000000

Burner and Installation (2 burners) 100000 2360000

Vacuum Pump 1000000

Flare (enclosed) 24167650

Development Costs 7436200 14872400

Total Costs 75,400,050

Oand M

Extra Drainage O and M/year 537909 20000000

Moditoring/year 1115430
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CO2 registration/t/year 0,2 23,521 4,7042
CO2 registration/year 316129
Total O&M costs 21,478,601

313 ASSUMPTIONS

Electricity Generation Option

Operational units

Size of Units in MWel. Number of operational modular units in
MWel capacity.

New Units Installed/year

Number of new units installed in particular year.

MWel operational capacity

Number of units times MWel capacity operating in particular
year.

Gas Used annual m3

Assuming 40% elec. Efficiency and 100% system availability,
315 m3/hour produces 1 MWel

Operating availability Hours/% per year

8760 hours per year, use % function to calculate total hours per
year.

Electrical Efficiency %

40%

KWh per year

Multiply installed capacity times hours available per year

Avoided CO2 emissions (grid)

Grid specific emissions of CO2 per Gwhel.

Gas used (m3) times density t methane/m3 times Global

Avoided methane CO2e Warming Potential methane of 21.

Sume of avoided grid emissions CO2 and avoided methane
Avoided CO2e per year emissions CO2e.

Assume higher price until 2013 as no treaty negotiated for after
Price EUR CO2e/t/year Kyoto period 2008-2012.
Price RUR CO2e/t/year Exchange rate 37 RUR/euro 10 June 08
Revenue CO2e Credit price times Total avoided emissions CO2e

CH4 emission fee/m3

Reported by Ministry of Economic Development as 50 RUR
per 1000 m3.

CH4 avoided emissions fees/year

Total avoided methane emissions times emission fee.

RUR/kwh

RUR Elec. revenue/year

TOTAL Revenue/year

CAPEX

CHP Plants/module Cost of CHP Modules
CHP/year installed Number of Modules

Transformer etc/module

Cost for transformers and other electrical works

Transformer etc. installed

Number of transformers etc.

Development/module Cost of development on basis of module
Development/year Cost of development in a particular year
O and M

Extra Drainage O and M/year

Mine reports cost to ensure all gas drained exceeds 30%
methane concentration. Mine plans on doubling gas production
by 2012 but not included in analysis as baseline.

O and M/module

Power plant O and M cost assumption per module
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O and M/year

Power plant O and M costs in a particular year

Monitoring/module

Preparation of data logs and reports of avoided emissions and
Moditoring/year other key parameters.
Admin and Transaction Costs Credit Creation Includes development of project design document, approvals
per module and third party determinations of project.

Admin Transaction Costs Credits in particular
year

CO2 registration/t/year

UN Joint Implementation Supervisory Committee fees
simplified as $0.20/t CO2e (4.7042 RUR at exchange rate of
23.521 RUR/$)

CO2 registration/year

Multiply CO2e by registration fee.

Total costs

Sum of costs

Net Cashflow

Revenues minus costs

Heating Boilers conversion to CMM Option

Boilers converted

Project assumes two of four new coal fired boilers will have
gas burners installed. Demand for gas sufficient for only one
boiler but two conversions provides flexibility.

Boilers Operation Time days/year

Reported by mine as October through May.

Flare Operation Time days/year

Assume flare operates when boilers are not operating; June
through September.

Gas available annual m3

Mine currently produces 3.5 million m3/year; mine reports will
double production by 2012; production increases calculated
using linear interpolation.

Gas used annual m3

Based on below availability % as share of total gas available.
Base case assumption is 91% (approximately 8000 hours/year)

Operating availability %/Hours per year

8760 hours per year, use % function to calculate total hours per
year.

Gcal of gas available

Calorific value of methane is 8550 Gcal/m3

Gcal of gas used

Calorific value of methane is 8550 Gcal/m3

Total baseline coal consumption for all boilers
(ty)

16000 t/year - Reported by mine.

Total Geal production of boilers per year

132480 Gceal/year - Reported by mine.

Avoided coal consumption (t coal/year)

Calculated: gas used divided by Gcal total * baseline coal
consumptions.

CO2 avoided emissions from fuel switch

One avoided ton of coal consumed reduces approximately one
ton of CO2

CO2e per m3 from methane

Multiply m3 gas used times density of gas 0.0007167 t/m3
times global warming potential methane of 21.

TOTAL Avoided Emissions CO2e

Fuel switch avoided CO2e¢ plus CO2¢ from methane avoided

Assume higher price until 2013 as no treaty negotiated for after

Price EUR CO2e/t/year Kyoto period 2008-2012.
Price RUR CO2e/t/year Exchange rate 37 RUR/Euro as of 10 June 08
Revenue CO2e Credit price times Total avoided emissions CO2e

Revenue Avoided Coal Consumption

Mine reports coal price of 460 RUR plus 18% VAT.

CH4 emission fee/m3

Reported by Ministry of Economic Development as 50 RUR
per 1000 m3.

CH4 avoided emissions fees/year

Total avoided methane emissions times emission fee.

TOTAL Revenue/year

Sum carbon credit, avoided coal consumption, and avoided
methane emission fee.
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CAPEX

Pipeline and Construction 500 m

Included steel pipe from vacuum pump station to boiler house
and construction costs.

Burner and Installation (2 burners)

Assumes retrofitting two coal fired boilers with gas burners at
cost of $50,000/retrofit.

Vacuum Pump

Cost to purchase one pump capable of transporting methane to
the burners.

Flare (enclosed)

Total hardware and construction costs for one enclosed flare
sited near the boiler house.

Development Costs

Admin and Transaction Costs Credit Creation

Includes development of project design document, approvals
and third party determinations of project.

O and M

Extra Drainage O and M/year

Mine reports cost to ensure all gas drained exceeds 30%
methane concentration. Mine plans on doubling gas production
by 2012 but not included in analysis as baseline.

Moditoring/year

Preparation of data logs and reports of avoided emissions and
other key parameters.

CO2 registration/t/year

UN Joint Implementation Supervisory Committee fees
simplified as $0.20/t CO2e (4.7042 RUR at exchange rate of
23.521 RUR/$)

CO2 registration/year

Multiply CO2e by registration fee.

Total costs

Sum of Costs.

Net Cashflow

Revenues minus costs.

Discounted cashflow

Assume Discount Rate
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3.14 RESULTS OF COST/REVENUE AND SENSITIVITY ANALYSIS

The results of the analysis show that both project options can be profitable and achieve
positive rates of return. The base case for power generation yields a net present value
(NPV) of 32 million roubles (RUR) and an internal rate of return (IRR) of 20%. For use
in boilers and flaring, the base case delivers an NPV of 16 million RUR and an IRR of
16%. No use of external finance is being considered at this stage.

To test alternative cases, several sensitivity analyses were run considering differing
power prices, cost, discount rates and carbon prices. The results show great sensitivity to
changes in these key factors, especially carbon prices, resulting in negative NPVs and
IRRs.

CAPEX (RUR) | IRR (%) | NPV (RUR)
ELECTRICITY
Base Case 77 mil 20% 32 mil
CO2 Credit at Euro 16/t thru 2025 77 mil 32% 103 mil
No CO2 Credit Price 2009-2025 77 mil 0 -128 mil
No CO2 Credit Price after 2012 77 mil 0 -38 mil
Electricity Price of 3.00 RUR 77 mil 30% 73 mil
Cost increase 10% 84 mil 16% 23 mil
15% Discount Rate 77 mil 14% -1.2 mil
HEAT
Base Case 75 mil 16% 16 mil
CO2 Credit at Euro 16/t thru 2025 75 mil 30% 82 mil
No CO2 Credit Price 2009-2025 75 mil 0 -142 mil
No CO2 Credit Price after 2012 75 mil 0 -51 mil
Cost increase 10% 82 mil 14% 10 mil
15% Discount Rate 75 mil 11% -8 mil

3.2 OIEHKA PUCKOB

JUist OLIEHKU PUCKOB MPUMEHEHa MATHOabHas cuctema. HauBbicmii puck
OLIEHUBAETCS IATHIO OaJlllaMy, HAUMEHbIIUHI — oHUM OasutoM. [lpu peannzanumn
pa3pabaTbIBaeMOT0 MPOEKTa CYIIECTBYIOT CIEAYIOUINE PUCKU:

1. CmeHa cOOCTBEHHHMKa WM PYKOBOJACTBA (M3MEHEHHE YCJIOBUH M IapamMeTpoB
3aKJIIOYEHHBIX paHee COIJIAIlleHWH, pacTOpKEHUE COIVIAIIEHUH, OTKa3 oT
peanuzanuu  npoekra). B Hacrosmee Bpems cobctBeHHHKOM OAO «VYK
«ITpokonbeBckyronb»  sBusgercs CJAC - yHUKaabHass MHOTOOTpacieBas
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CTPYKTYpa, TOJIOBOM 00OPOT KOTOPOTO TOJBKO B MAITMHOCTPOUTEIBHOM OTpaciu
coctaBsieT 9,5 mipn. pyosein. Hagesxxnocts mosunuu “CHOUPCKOTO JEIOBOTO
coro3a”  obecrieuMBaeTcsi  MPOTEKIMEH €O  CTOPOHBI  AIMHHHCTPALUU
Kemeposckoit o6mactu. OAO «YK «IIpokonwseBckryons» mpuodperena CC B
2007 r. W MaJOBEpOATHO, YTO KOMIIAHMS OyZeT MpojaBaTh 3TOT AaKTHB B
ommxkarimue 1-2 roga. Onenka pucka — 2 6asna.

@duHaHCOBbIE pPHUCKHU (pOCT 3aTpaT Ha OOOPYAOBAaHHS W MaTepUaibl, yCIyT
HNOJPSTYUKOB M MOCTABIIMKOB, U3MEHEHUE Kypca BamoT). [IpoekTsl yTunuzanun
maxTHoro Metana B Kys0acce He mosyumnu pa3BuTHs. Bo3MOXHO, 4TO B Xone
BBINOJIHEHHS JIaHHOTO IIPOEKTa 3aTpaThl Ha €ro peajn3alliio, OLIEHEHHbIE Ha
OCHOBE CYIIECTBYIOIIMX LIEH Ha MOA0O0HOE 00OpYJOBAaHME M YCIYTH B JAPYTHX
OTpacisiX MPOMBIIUIEHHOCTH, OKaXYTCSl 3HAYUTENbHO BBIIIE IUIAHUPYEMBIX.
Omnenka pucka — 3 Oaiia.

3aKOHOJATENbHBIN PUCK (M3MEHEHHME 3aKOHOJATENbCTBA, BBOJ JAOIOIHUTEIBHBIX
HOPMAaTHBOB K 3KCIUTyaTallMi 00BbEKTOB, YCTAHOBJICHNE HOBBIX HAJIOTOB U cOOPOB,
NOSIBJICHHE HOBBIX JKOJIOIMYECKMX HOpM). B Hacrosiee Bpemsi OTCYTCTBYET
HOpMaTHBHas 0a3a MO MPOEKTHUPOBAHUIO M SKCIUTyaTallMU CHUCTEM YTHUJIM3AIUU
IIaXTHOTO MeTaHa. BHeapeHHe TakuX TEXHOJIOTMH OyAeT CIep’KUBATbCS ITHUMHU
obcrositenscTBamMu. O1ieHKa pucka — 3 Gaa.

TexHonornueckue  pucku  (HEIOCTATOYHBII 00BEM M KOHILIEHTpaLus
JIeTa3allMOHHOT0 WM BEHTWJIALIMOHHOTO METaHa, BBIXOJ/ U3 CTPOsi 000py10BaHHUS,
OTCYTCTBHUE MPOMBIIIICHHBIX MCIBITAHUI KaTaJIUTUYECKOro Teroarperara). Jis
obecrnieveHrsT KOHIIEHTpAllMK JAera3allnoHHoro MeraHa 6onee 30% HeoOxomumo
COOJIFOJICHHE TEXHOJIOTMYECKON AMCHUUIUIMHBI YrOJIBHBIMU IIaXTaMH, BKJIIOYast
TepMETHU3ALUIO0 YCThsl CKBAXHH UM COCIUHEHHUN TIIOJ3EMHBIX M Ha3eMHBIX
razonpoBooB. B Kys0acce oOTCyTCTBYeT ONBIT JKCIUTyaTalldM YCTAHOBOK
YTUIM3alMHU axTHOro Metana. OueHka pucka — 3 Gaa.

Heno6pocoBecTHOCTh MOAPSIIYMKOB U TMOCTAaBUIMKOB (HEBBIIOJHEHUS PadOT B
HE00X0IMMOM 00bEMe, HeIOCTaTOYHbIN ypOBEHb KauecTBa paboT, HECOOIIOACHUS
CPOKOB TIOCTaBKM HEOOXOAMMBIX MaTepuasioB U obopynoBanusi). Ilpu
BBINOJIHEHUM TPOEKTa YTHIM3alUMM IaxTHoro meraHa B Kys0acce B pamkax
npoekTta [IPOOH/I'D® B HEKOTOPBIX CITydasXx BOSHHKAIHU MPOOJIEMBI, CB3aHHBIC
C HEBBIIOJIHEHUEM O053aTENbCTB MPOEKTHBIMH M CTPOUTEIbHO-MOHTaKHBIMU
opranuzansiMi. J[Isi CHIDKEHHS 3TOTO PHCKa PEKOMEHIYETCS TPHUBIEKATh K
BBIMIOJIHEHUIO TPOEKTa OpraHu3aldy, KOTOpble MMEIOT MOJO0XKHUTEIbHYIO
pexomenaanuio npoekra [IPOOH/I'D®. Onenka pucka - 2 6asmia.

Puck BO3HUKHOBEHHS TEXHOTE€HHBIX KaTacTpo( (BO3ZHMKHOBEHHE YpEe3BbIUANHOMN
CUTyalny Ha 0OBEKTE MITM Ha IIaXTe, BHE3aITHbIE BEHIOPOCH MeTaHa Ha maxre). Ha
YrOJBHBIX MIAXTaX PEryJSPHO MPOUCXOAAT aBapuM. Tak, Ha IIaxTax KOMIAHWUU
«¥Oxky36accyronb» B 2007 r. MpoU301LIO /1Ba B3pbIBA I'a3a METAaHA, B Pe3yJIbTaTe
koTopeix morubio 149 uenosek. Kysbacc sBnsercs celicMoomnacHoi 30HOI. B
2005 r. B peruoHe MpPOU3OLUIO 3EMIIETPSCEHHE, CHUla KOTOPOro cocraBuia 4
6amra. Opnako Ha ropHoM oTBoJe OAO «YK «IIpoKOnbeBCKYT0Jb» BO3MOXKHO
JUIIL  DXO 3EMJIETPSICEHUHM, KOTOpOEe OOYyCIIOBIEHO OJM30CThI0O K [OpHO-
Anraiickomy xpeOTy. OueHnka pucka — 3 6asia.
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4 NEXT STEPS

Although a detailed business plan and feasibility study will eventually be necessary for
project financing, the documentation we have prepared is adequate in today’s capital markets to
raise initial interest in the project from project developers and private, bilateral and multilateral
investors and even solicit an indicative offer. The market conditions today are quite competitive
and there is a great interest in CMM projects, if they generate an adequate amount of Carbon
Credits. It is likely that an investor attracted to the project would take on the financial cost of
preparing the feasibility studies, business plan and necessary documentation for carbon-related
transactions. We, therefore, believe that the best and most expeditious strategy is to use the
existing report to attract interest directly from the investment community and suggest the
following next steps:

1. Complete the report by providing additional detail relevant to financial markets. Deltcho
Vitchev will add additional detail to the report necessary for submission to the financial
community. This is necessary for the road show described below but not for posting on the
UNECE website which can occur immediately.

2. Post the report on the UNECE website to reach the many investors and developers looking
for CMM projects. The UNECE plans to broadcast availability of this report to the UNECE
Group of Experts on Coal Mine Methane and will also notify contacts at a number of
reputable project development/investment firms. This is important to the UNECE to ensure
transparency in the project, and necessary for continued support from the UNECE. We
request your concurrence by the end of June to allow adequate time to complete activities by
the close of the project in September.

3. Conduct a “roadshow” to London to meet with prospective investors. The UNECE will
arrange a road show in London for experts and management from SDS and/or the Mine to
present the project to prospective investors. Through the funding agreement with US EPA,
the UNECE is able to cover travel costs (economy class airfare and subject to UN travel
policies) for up to two technical experts from the Mine to travel to London. UNECE
consultants will also participate in the meetings, advise as appropriate and assist with
interpretation and translation. In presenting the project to investors, it will help if SDS can
identify other mines that could be hosts for additional CMM projects.

4. ldentify other sources for funding additional feasibility work, business plan development
and/or other technical assistance if earlier efforts do not generate interest in the project.
The project size is relatively small, thus investment interest may be limited at the current
time. If this is the case, the UNECE will strive to identify other funding sources that could
support further funding and technical assistance.
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