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DYt-AMOTIVE ENERGY SYSTEMS CORPORATION

DYNAMeTIVE Angus Corporale Center
230 - 1700 West 7SIl Ave
Vancouver BC
Canada VB? 6G2

877.863.2268 - Toll Fre
60.267.6000 - Telephone
604.267.6005 - FacsImile

ww.dynamollve.com

BY FAX: 1-202-772-9203

Februar 28, 2006

Mr. Wiliam Choi

Branch Chef
United States Securties and Exchange Commssion
Washington, DC. USA. 20549

Re: Dynamotive Energy Systems Co..poration ("DESC") Form 20-
F fOT the fiscal yeaT ended December 31, 2004 File No. 000-
27524

Dear Mr. Choi:

Further to your letter to me of January 26, 2006, we respond to your questions in the
order presented as follows:

1. Note 9 - Convertible Debenture, page 71

.. We accept that the debentue does not qualify as a "conventional

convertible'. instrument and thus the embedded conversion feature in our
convertble debt does not automatically qualify for the scope exception in
paragraph 11 of SFAS 133.

Further assessment under paragraphs 12 though 32 bas been completed
and we have determined that all of the con.di.tions in paragraphs 12 through
32 of ElTF 00-19 have been met and therefore the embedded conversion
feature should be classified as equity and thus no bifurcation is r.equired.
Therefore, we confirm that the embedded conversion. feature meets all of
the condition.s as set out in paragraphs 12 to 32 ofEITF 00-1.9. 

Furhe:r. we

have T.eferred to paragraphs 4 and 12 -32 ofEITF 00-19 and confrm that
the noteholdcr does n.ot have any net settlement alternative with regard to
the warrants. Likewise; these warrants meet all of the conditions set forth
in EITF 00~i9 for classification in equi.ty.

. We çonfirm that the use ofthe Black Scholes option pricing model was
limited to the calculation ofthe fair value of the warrants which was then
uscd to allocate the .lTfOSS proceeds between the convertible debt and the
warrants on a relative fair value basis.
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Furer, we confrm that we included the fair value of the eontingent
warrants when we allocated the gross proceeds on a relative basís.

. We confirm that we calculatc the BCF of our converble debt based upon

the effective conversion price as prescr.ibed by EITF98-5. Accounting/or
Convertible Securites with Beneficial Conversion Features or
Contingently Adjustable Conversion Ratios. Please see the attched
calculation. on Schedule A which supports the fair value ofthe warrts

and contingent warants.

Please find below a draft (subject to audit) of a revised convertible debenture note to our
financial statements for the year ended December 3 i, 2005. I have added grey highlight
to those parts of the note tbat relate only to events which occurred during 2005.

2. Note 20 - Reconcilation of GAAP. page 91

We confirm that we excluded escrowed shares from our calculation ofweigbted average
shares outstanding for purposes of calculating basic and diluted eamings per share. We
win disclose this fact in future filings.

We confirm that we are accounting for our repriced stock options as variable awards for
US GAAP purposes.

I trst that the above is sufficient information for your purposes~ but jf you havc any
questions or would like additional information, please contact me.

Yours truPì /7 ,l J

l/o- ww
Brian A- Richardson
CFO, Dynarnotive Encrgy Systems Corporation

Djrect phone: 1-604-267-6004
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9. CONVRTIBLE DEBENTU (proposed disclm;urejòr December 2005 financial statements..
subjectt() audit)

In December 2004 the Company entered into an agreement with an Ontao corporation
(the "Vendor") to pay for equ1pment and services in exchange for an $830,013

(C$l,OOO,OOO) converible debenture (the "Agreement',_ The debenture was converble
into common shares 0 f the Company at the market price at the time of con.versi.on, subj ecl
to a minimum conversion priee of $0.40 per share and a maximum conversion price of
$0.60 per share. JIl,aaditiQn, for.ea~li~hac.jssued upon conversion, the debentue holder
would receíve % shaiepmcbåse waà~L Each .whole warrant is exercisable for two
years from thc date of issue at 5% above the market price at the time of conversion. The
debenture bears no interest and the pricipal wil be due on December 10, 2009. ïh
Sq,tember . ióos~ the V endQr.: conyerted. the 'ehfue. .tibentae into c:omniòi:.. sÍ'es: of::t~ë

COnlanyat a prite of $(L5.4 per share áid :received I-;535;ÖOl sháfes:.and .761;SOO.1wo

year shate purchae warants exerisable at $.0.57 per."share.

The Agreement also calls for the Company to enter 1nto a marketing agreement with the
Vendor. In connection with the marketing agreement, in early 2005 the Company issued
to the Vendor 500,000 warrants to purchase common shares ofthe Company, exercisable
at $0.49 per share during the period from February, 2005 to Decem.ber 31, 2006. The
Vendor exercised th.ese warrants subsequent to D.etember 31 ~ 2005.

The proceeds of the debenture have been allocated to the debenture and warrants at
December 31, 2004 based on their relative fair valiies. Açcordingly, $307,463 was
allocated to the debenture, $440,592 was allocated to the conversion feature and $81,958
was allocated to the warrants. The carrng value ofthe debt was being accreted up to its
face value over the term to m.atuty. No amount of the discount was accreted in 2004
sitlc:e the d.e~l ~greeniel1t.on)y became effective in December 2004. l'e ac~rCtioIÏ of the
debt discount began in. Januar 2005 and the entire ~alance of $S22~550 ($440;592

. rclatrd to the converion feature and $81,958- related to the wátránts) was :expened .upon
convetsiön in September 2005.

~
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Dynamntive Energy Systems Cnrp
Srock Buse CDmpenSlUoli - Miigellan Aerospiu:e Lhl
For lhe Ye:ir e"ded Deember 31. 2ti

fAl w"rr:nlo. Se";"..
As per Board Resohirig dRted Dcc 1411). lb Cornny ;$1'uir 10 gnnl w:int~ 10 Maiienag 10 purhase $00,00 CDl1n ~h:r~ (lr

the Company ì' ~ p: (If Uie ~(ivøbla debelil1 "lIi:nt ofCdn 1 minion
T,hii

2-ycaT W II R.i~lr, is~peeted EXpOCl£d V2004 Convertedfi #orwamnti .a 1'"'" R.1e Vol:lilitv ,Li(c ME B-S l'ïrore.o:iOn31 fee iu
lISS % No. DfY. U$$ USS USS C~n$

Q4I Soo.ooO 0.490 3.05% 82.85 i 0.49 0.22 112,3~o,nn lJR,032.99

Toiil Q4fl Sll,noO 112,350.00 J 38,OJ2.99

2-yeir WlllT R;Jk ßipeebld Expeied . Value per i Convertedlç Ø()f~i. ~ i'e ßi.tG Yi 1J Ml ~ ~.citbigenll!lJnl ~
USS " No. i;fYr USS USS US!' Cdii$

Q4/04 0.S15 J.5~% RlI.7l\ S 0.49 0.35 0.35 M~

Total Q404 0.35 0.43

,- .-.~


