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Project Summary

Rationale

While almost 80% of the Vietnamese population has access to electricity, most rural communes’ low voltage (LV) power distribution systems are very poorly constructed and managed. Consequently, they have high technical losses in the range of 20-50%, which causes huge, avoidable greenhouse gas emissions, and the resulting electricity service is both costly and unreliable.  These problems arose because the national power utility, Electricity of Vietnam (EVN), simply provided a medium voltage (MV) connection to the center of each commune, and the commune authorities and provincial governments (the Provincial People's Committees or PPCs) then established informal and inefficient commune electricity groups (CEGs) to manage the distribution systems which then purchased and installed the equipment needed to connect households and businesses. 

The consequence of these informal arrangements is highly inefficient and unreliable service, poor access and high prices for consumers – both households and commercial enterprises – which is hampering rural growth.  At the national level, scarce investment resources are being diverted to excess generation plant because of the local waste of electricity.  Greenhouse gas emissions are much higher than they need to be because of the surplus generation required to feed the inefficient distribution systems.

The proposed project will tackle the root causes of the local distribution systems’ technical, commercial and financial inefficiencies.  It will reform national distribution system policy and regulations, and restructure 1200 local distribution utilities (LDUs) so they have the right institutional framework and incentives to be commercially and financially efficient and will help build their capacity to operate efficiently.  It will rehabilitate their distribution systems to make them technically efficient. This “two-handed approach” – reform and rehabilitate – will ensure that the project results are fully sustainable. It will also demonstrate for the 5000-or so other LDUs the benefits of effective institutional reform, rehabilitation and human capacity development.

Although the government is willing to borrow and invest heavily in physical distribution system rehabilitation and extension, it is daunted and unconvinced by the scale of the reform, capacity-building and replication effort that international experience suggests is needed to overcome these key “non-technical” barriers to successful reform of its power distribution system. These non-technical barrier removal costs are unusually high in Vietnam because the country’s 6000-unit, commune-based power distribution system is unusually large and complex. However, the government has agreed to scale-up the project’s “non-technical” barrier-removal activities if the GEF is willing to add its support to that of the World Bank for them, and if the GEF is willing to co-finance them. If agreed, this expansion of the project scope would significantly enhance the reform program’s prospects of success, sustain the project’s efficiency gains at a much higher level over time, and accelerate the replication of its reforms, efficiency investments and capacity enhancements throughout the national power distribution system.  Hence it would achieve significant additional GHG emission reduction benefits and leave the distribution system in much stronger financial and technical shape, which would produce further global environment benefits over the longer-term.

Objectives

The project’s development objective is to provide improved access to good quality, affordable, electricity services for rural communities throughout Vietnam in an efficient and sustainable manner. Its global environment objective is to reduce greenhouse gas emissions by improving and sustaining the technical efficiency of at least 1200 LDUs and facilitating the replication of its reforms and efficiency improvements throughout the entire national power distribution system.

Outputs and Activities

The project has five components: (i) LV grid rehabilitation and extension; (ii) three similar but separate components dealing with MV system rehabilitation and extension in different regions; and (iii) a reform, institutional development, capacity building and replication component.  The outputs of these components will be:

LV Grid Rehabilitation and Extension (total cost $242.75 million, no GEF co-financing)

The LV network in about 1200 communes will undergo major upgrading, expansion or both. The upgrades will be implemented by about 30 Provincial People's Committees (PPCs), with technical support and assistance from Electricity of Vietnam's (EVN) subsidiaries.  The work will be carried out by technically competent local engineering companies.  The total cost of this project component is about US$242.75 million, of which US$162.8 million will be financed by an IDA credit, US$45.25 million by the PPCs, and US$34.7 million by the customers. The output will be 1200 commune-level LV networks capable of operating sustainably at best practice levels of technical efficiency.

MV Grid Rehabilitation (total cost $71.41 million, no GEF co-financing)

The MV network supplying the same communes will be upgraded and expanded by three different responsible regional Power Companies (PCs).  EVN's PC 1 will be responsible for the northern part of the country.  Its component will cost $42.23 million, of which $33 million will be financed by IDA and $9.23 million by PC1.  A second component will be implemented by EVN's PC2, covering the southern part of the country, for a total cost of $11.2 million, of which $8.5 million will be financed by IDA and $2.7 million by PC2.  A third component will be implemented by EVN's PC3, covering the central part of the country, for a total cost of $17.98 million, of which $14.2 million will be financed by IDA and $3.78 million by PC3. The output will be 1200 commune-level MV networks operated sustainably by EVN's three PCs at best practice levels of technical efficiency.

Reform, institutional development, capacity-building and replication (total cost $7.0 million, GEF co-financing of $5.25 million)

This component will: (i) develop and implement the policy framework and tools for efficient regulation of power distribution companies and cooperatives by Ministry of Industry (MoI), which is the line ministry responsible for the power sector; (ii) transform the LDUs into legal entities; (iii) strengthen the capacities of the LDUs in commercial, technical and financial management of electricity distribution; (iii) build the capacity of the national and provincial authorities and participating regional power companies involved in planning and regulation of rural electrification; and (iv) replicate the reforms.  The replication subcomponent will distil best practices learned during this first phase of  REII and promote their application during the subsequent phases and in a planned national follow-up program.  This component will be funded by IDA financing of $1.5 million, GEF grant co-financing of $5.25 million and in-kind contributions from GOV of $0.25 million.

The outputs of this component will be: (i) a national policy framework for regulation of companies and cooperatives in the local power distribution sub-sector; (ii) LDUs with formal legal status created in 1200 communes; (iii) an effective national and provincial level regulatory system for the newly-restructured local power distribution sub-sector; and (iv) 1200 LDUs meeting the regulatory requirements and operating to best practice levels of technical, commercial and financial levels of efficiency.  The outputs from the reforms to the regulatory framework and the associated capacity building are crucial to the achievement of the project's development and global environment objectives.

Key Indicators

The key indicators of the project's progress towards its development objective will be measures of distribution service performance and sustainability.  Performance will be measured by indicators such as improvement in service quality (number of outages) and in access (numbers of households).  Sustainability will be measured by (a) the cost of power; (b) LDUs' ability to finance future investment needs out of retained income and local borrowing, (c) technical efficiency levels achieved (using technical losses as the indicator) and (d) commercial performance (using indicators such as non-technical losses, billing and collection ratios).

The key indicator of the global objective is the amount by which GHG emissions are reduced, which will be derived by monitoring the project’s reduction of technical losses while correcting for such factors as load growth.

Assumptions and Risks

The main risks that might cause the project to fail to achieve its development and global objectives are:

· Electricity is not affordable for the poorer sections of rural communities and access cannot be expanded to them because efficiency and other gains are not as high as expected or that there are no payment options to accommodate poorer households.  These risks are largely mitigated by ensuring least cost expansion of the local grids, reducing costs through competitive bidding, ensuring incentives are in place for efficient management of the LDUs and provide technical assistance for setting up payment mechanisms.

· The PPCs are unable to create or oversee the LDUs effectively.  This risk is mitigated by the capacity building component and technical support in the early part of the project.

Government of Vietnam (at national, provincial or commune level) commitment is weak or fails to (i) ensure that LDUs are technically, commercially and financially sustainable, (ii) implement rural electrification in a viable manner for long term sustainability, (iii) follow the agreed reform strategy, or (iv) target electrification in the lagging provinces.  This risk will mitigated by the combination of World Bank and GEF encouragement of the Government and to the agencies implementing the project to fully achieve its outputs and objectives.

The main risks in implementation of the project are:

· The design and construction of the MV and LV systems are not technically efficient or coordinated.  The risk is mitigated by ensuring that systems designers are selected through quality-based bidding and encouraging coordination between firms carrying out the MV and LV work.
· Arrangements for project related procurement, contracting and construction are not efficient.  The risk is mitigated by capacity building, with support from experienced local groups, such as the Project Management Boards of the PCs.
· Counterpart resources from the PPC and households are not available to complete LV grid or from the PCs to complete the MV grid.  The risk is mitigated by requiring the PPCs (for LV) and PCs (for MV) to underwrite the financing needed.
· The cost of rehabilitation and expansion is higher than expected.  Mitigation is by ensuring price estimates are based on past experience and contingencies included.

· Government of Vietnam is unwilling to introduce a detailed regulatory framework. Continued dialogue with GoV, possibly conditioning project effectiveness on the framework will mitigate this risk.

MoI, PPCs and the LDUs are not capable of managing the program and introducing the necessary institutional changes in a timely fashion.  The capacity building component will mitigate this risk.

Country Ownership

Country Eligibility

Vietnam ratified the United Nations Framework Convention on Climate Change on December 3, 1998.

Country Driven-ness

The project is a core component of a major government reform of the power sector.  The GoV has decided that, among other changes:

· Only transmission will remain a GoV monopoly, while competition is encouraged in generation and distribution.

· EVN will introduce competition in generation through creation of an internal power pool and the introduce bulk power transfer pricing for the distribution sub-sector, an independent system regulator would be introduced.

A revised version of the Electricity law has been submitted to the National Assembly and is now undergoing appraisal.

Two milestone decrees have been issued which shape the future of the rural power sector:

· Decree 22 of 1999, which stipulated that: (i) Electricity of Vietnam (EVN) would be responsible for all MV distribution; (ii) provincial authorities would be responsible for all LV distribution; and (iii) investment in LV distribution from all sources was encouraged.

Decree 45 of 2001, which (i) required that all entities involved in electricity production, transmission, distribution or related operations must be licensed; (ii) encouraged diversification in investment and management of rural electrification facilities; and (iii) provided for a national ceiling retail price of 700 Dong/kWh to be set by the Prime Minister, but allowing provincial prices to be set by the Chairman of the Provincial People's Committee.

In addition, GoV’s rural electrification program aims, by 2010, to increase household coverage to 90%, extend the grid to all the communes for which it is economically and physically feasible to do so (using renewable energy technologies, where appropriate), and rehabilitate poor-performing rural networks.  The proposed project fits within and is an important component the reform program.

GEF Program and Policy Conformity

Fit with GEF Operational Programs and Strategic Priorities

The project will achieve and sustain significant improvements in the technical efficiency of a major proportion of Vietnam’s power distribution system by removing all the key barriers to the reform, restructuring and to long-term efficient operation of 1200 of the country’s electricity distribution utilities. It will achieve this objective by transforming these 1200 LDUs into technically, commercially, and financially viable entities with the managerial and staff capacity to operate efficiently. (The specific barriers that will be removed and the barrier removal strategy/activities are summarized in the Incremental Cost Annex). Hence the project is consistent with the objectives of GEF Operational Program # 5 – Removal of Barriers to Energy Efficiency and Energy Conservation. 

With respect to the GEF’s Strategic Priorities (SPs) in the climate change focal area, the project will directly mobilize over $270 million in IDA and government co-financing and will leverage $50 million in power company and community resources for investment in energy efficiency improvements (and modest grid extension). As the restructured LDUs achieve full commercial status, they will, for the first time, become financially viable and able to (a) generate their own internal investment resources and (b) access other sources of finance, including local bank loans, to finance investments in improving and sustaining their efficiency and extending their grids, using renewable energy technologies, where applicable. 

The Asian Development Bank and the World Bank are already supporting power sector reform and efficiency improvement in the generation and transmission sub-sectors, and the GEF is promoting power demand management and end-use energy efficiency through two World Bank and UNDP-implemented GEF projects. Reform at the distribution level is the key gap in the national power system reform program, which this project will close. The project will fundamentally reform the power distribution sub-sector by introducing a new regulatory framework for the LDUs and building the capacity of the regulator.  This new regulatory framework will provide  the incentives needed for the distribution sub-sector to work at optimum levels of technical, commercial and financial efficiency.  The project is thus consistent with GEF climate change strategic priority # 3 – “power sector policy frameworks supportive of renewable energy and energy efficiency”.  Furthermore, it supports the overarching GEF climate change strategic priority of building capacity to achieve and sustain energy efficiency improvements.  

Sustainability

By improving technical efficiency, capacity and performance at the LDU level, together with ongoing regulatory reform and guidance at the provincial and national level, the project should sustain high levels of distribution system performance over the medium to long term. Risks to the program’s ability over a period of 10-20 years to keep delivering good operational results include such practical considerations as retention of trained personnel, ongoing availability of training and capacity building, funding for replacement and/or upgrading of systems and software for billing, defense against political interference in the planning and operations of LV distribution, and, perhaps most importantly, regulatory mechanisms (such as performance based ratemaking) within the overall regulatory framework that reward good management results on an ongoing basis. In combination, the project’s policy framework and design address all these major risks.  The emphasis will be on creating multiple networks of reinforcement (capacity building and performance incentives) and regulation (oversight and ongoing review) that would be able to react to changing conditions while delivering good operational results year after year.

Oversight of the LDUs by provincial regulators, backed by national regulators, will ensure that the LDUs continue to meet requirements laid down as to performance, ratemaking, service standards and standards of staff training.  The regulator will itself have had training during the course of the project and will have the capacity to supervise the LDUs.  As the entity charged by the government for sector oversight, the regulator has incentives to continue to act in the best interests of the consumer, since it will answer to consumers and PPCs if service is inadequate.

Continued operation of the private LDU under regulation model is likely to be sustained beyond project close because the GOV has little option other than to continue with the model.  Even if it had the interest to change the model, it is unlikely to have the financial capacity to do so, given the huge investment need.  Moreover, the GOV will still have a further 5,000 or so unrehabilitated electricity supply entities to deal with and, if the project meets its objectives, will be under enormous pressure from PPCs and consumers to continue to facilitate improved supply in the provinces.

Replicability

The proposed project has very substantial replication potential both within Vietnam and elsewhere in the region, and an explicit replication sub-component is designed to realize this potential. As mentioned above, the initial project scope will be limited to 1,200 of Vietnam’s nearly 6,000 LV distribution grids.  As the benefits of its investments in capacity building and regulatory frameworks, as well as in asset rehabilitation, begin to emerge, this experience and the lessons learned will be documented and disseminated nation-wide. This will both stimulate rural distribution rehabilitation throughout the rest of the country and ensure that it includes appropriate levels of investment in capacity building and regulation.  

The proposed project is also positioned to be replicable elsewhere in the region.  World Bank/GEF rural power projects, including both rehabilitation and off-grid electrification, are under way or under consideration in the Philippines, Laos, China and Indonesia.  The problem of maintaining performance levels of LDUs or their equivalent exist throughout the region, and the experience gained from the proposed project will find direct application in these countries. Hence the replication sub-component will also include activities to share its experience and results internationally.

Stakeholder Involvement

The many stakeholders involved in the project are: (a) the national government (MoI and EVN), with Ministry of Finance (MoF) and Ministry of Planning and Investment (MPI) providing oversight; (b) provincial governments (PPCs, provincial MoI, provincial MoF and EVN's PCs and province-level Province Supply Departments or PSDs); (c) district, commune and village-level rural distribution entities; (d) un-electrified communes and villages scheduled for grid extension; (e) companies that participate in investment, installation, and equipment supply procurements under the auspices of the RE II project; banks; and finally (f) NGOs and consumers.

To date, during preparation, every participating province has been involved at several different levels.  There have been three workshops explaining the project to province officials and each province has been required to make a written commitment to the project principles if it wishes to participate.  Extensive consultation on the financial and institutional arrangements have take place.

The main focus of preparation has been on the six provinces which constitute the first phase of the project.  Feasibility studies for the rehabilitation and extension have be carried out under the responsibility of the PPCs, with EVN's PCs being involved in ensuring quality of the outputs.  As part of the feasibility study process, environmental impact assessments and resettlement impacts have been assessed, and environmental management and resettlement action plans are now under preparation, which not only require extensive stakeholder consultation but which must also be published.  In addition, intensive interviews with provincial, district and commune officials and commune representatives have been held. For the second phase provinces, a similar battery of stakeholder involvement actions is just starting and for later stage provinces will be undertaken in due time.

Key consultations for phase I have taken place during project preparation.  Project affected households and local mass unions such as the Vietnam Women’s Union, the Farmers Union, the Father Front, and the Youth Unions, ethnic minorities representatives and a number of consumers in the provinces have been consulted on the environment and social aspects of the project.  Public meetings with project affected households and local organizations have been held in each commune of 4 provinces and another two meetings have been organized at provincial level in the remaining 2 provinces.  Further consultation will take place during preparation of the subsequent phases.

Monitoring and Evaluation

The key indicators discussed above will be monitored and evaluated by the Project Management Board of the MoI, as the agency tasked with project management.  The sources for the monitoring reports will be: GoV statistics for economic and social development to provide the basis on which progress is being made towards the CAS-related goal.  Statistics collected from the project (from PPCs and LDUs) will provide the basis for the MoI annual report, on which monitoring will be based during the project lifetime.  Specialist environment and resettlement monitoring reports will supplement the MoI annual report.

Evaluation of the GHG impacts will be based on the statistics collected from the LDUs as to the level of losses compared with the previously-expected level pre-rehabilitation.  A methodology for assessing loss reduction, to take into account the additional connections and the generation mix in Vietnam, will be determined before project effectiveness.

Financial Modality and Cost Effectiveness

Financing modality is set out in the table below

	Co-financing Sources

	Name of Co-financier (source)
	Classification
	Type
	Amount (US$)
	Status*

	IDA
	Multilateral
	Credit
	220,000,000
	To be confirmed at negotiation

	Government of Vietnam (through PPCs)
	Government
	Cash and in-kind
	53,840,000
	To be confirmed at negotiation

	Sub-Total Co-financing
	273,840,000
	


Institutional Coordination and Support

Core Commitments and Linkages

The project is consistent with the Bank’s Country Assistance Strategy which defines the Bank's strategic role as a major player in Vietnam's power sector.  Consistent with the CAS focus on poverty alleviation, the proposed project focuses on provinces in lagging and disadvantaged areas, in particular the Central Highlands, Mekong Delta and the North Central Coast.  Poverty reduction will be accelerated by providing infrastructure services for these lagging regions, and the CAS focuses effort on them to support the objective of equitable and inclusive development.

The project is also consistent with the Bank's energy sector business strategy, which calls for supporting projects which have a poverty alleviation focus and positive environmental impacts.  The strategy is rooted in two published documents, namely Rural Energy and Development and Fuel for Thought, an environmental strategy for the energy sector.

At the sector level, the need to address the rural distribution sub-sector was identified in “Fueling Vietnam's Development – New Challenges for the Energy Sector”, published in December 1998.  The potential for GEF support for the project emerged from the GEF-facilitated discussions on the Vietnam GEF Assistance Strategy and Action Plan for the period 2001-2005 which identified the power sector as a major target for GEF-supported energy efficiency improvement through the World Bank.

Consultation, Coordination and Collaboration between IAs, and IAs and ExAs

Given the massive scale of investment required in the Vietnamese power sector, estimated by EVN to be over $16 billion in the period from 2001 to 2010, many multilateral lenders, bilateral lenders and donors, as well as private investors, are being encouraged to provide financing.

“Fueling Vietnam's Development – New Challenges for the Energy Sector” provides the basis for the Bank's involvement in the sector and also that of other donors.  The other key players in the sector include the Asian Development Bank, which has focused on transmission and distribution in the northern and central regions of the country but which is also considering generation projects.  ADB is also financing a technical assistance activity for the development of a power sector reform road map.

The Japan Bank for International Cooperation has focused on the construction of generation plant, particularly gas-based, in the southern part of the country, and some hydro.  Co-financing from France and Sweden has been used for transmission and distribution projects.  The private sector has entered the generation sub-sector.

Most other bilateral assistance is for technical assistance and has included: research on the benefits of rural electrification (SIDA- ongoing in collaboration with the World Bank); preparation of master plans for rural electrification (DANIDA); hydropower development (SIDA/NORAD); transmission and distribution (Japan, through PHRD); a DSM action plan (SIDA); PSC fiscal terms and pipeline contract workshops, hydrocarbon reserves evaluation and reservoir modeling workshop (multiple donors through ESMAP), study on environmental and safety aspects of the hydrocarbon industry (DANIDA); and assessing the poverty impacts of rural electrification (New Zealand).

Project Implementation Arrangements

A longer than normal implementation period has been specified in view of the major institutional changes that will be required in the creation of LDUs in the 30 provinces and for the setting up of regulatory bodies.  The project will be in four phases.  In phase 1, the project packages of the first six provinces, which cover 380 communes will be appraised and approved by IDA.  In subsequent phases II (6 provinces, 210 communes), III (9 provinces) and IV (9 provinces) with a total of 558 communes, the packages prepared by EVN and the provinces would be reviewed by IDA and MOI prior to implementation each year.  This process will continue until the $220 million of IDA funds is fully committed.  For Phases III and IV, the specific provinces to be selected will depend on the packages prepared and approved by MOI and IDA.  The first six provinces are: Phu Yan, Quang Ngai, Ca Mau, Ben Tre, Vinh Phuc, Ha Tinh.

The Project will be implemented by MOI and EVN together with the selected PPCs. A Steering Committee under the Minister of Industry would be set up to oversee the entire project.

MoI and the Provincial People’s Committees

MoI will oversee the implementation of the LV component of the Project and bear the overall responsibility for the project preparation and implementation along with the project provinces.  For the LV portion of the project, a Project Implementation Unit will be set up under MoI's Project Management Board (PMB), headed by a full time project manager.  The director of the PMB will serve as the Project Director of the Project.  MoI’s Project Implementation Unit will be responsible for monitoring and guiding project implementation and will implement the technical assistance component, with a full-time Consultative Group providing the technical and implementation capacity.  Detailed implementation of the LV portions of the project will be decentralized to each project province and a Provincial Project Management Unit (PPMU) will be set up in each province.

The PPC will plan the electrification program in its province.  It will be responsible for the preparation of the feasibility studies and other project document for the communes in the project, setting up of the LDUs, provision of counter part funds and providing overall supervision of the LDUs set up in its province which are funded by the Project.  The PPCs will approve the resettlement and compensation policy proposed for the project-affected people (PAP) and allocate the land required for the project.  To secure the sustainable development of the rural electrification program, and to manage the assets created by the project, a Provincial Project Management Unit (PPMU) will be set up in each project province, unless the province chooses to create a Provincial Rural Distribution Company.  This PPMU also will assist the PPC on the policy issues concerning the rural electrification in the province. 

Electricity of Vietnam

EVN will implement the MV component of the project and bear the overall responsibility for project preparation and implementation related to the MV system.  The rural electrification steering committee, reporting to the Chief Executive of the company, which was set up to manage the rural electrification projects in RE1 will continue its function for RE2. EVN will: 

· Allocate funds required for project preparation, particularly for the surveying works for F/S and RAPs, EIAs;

· Coordinate all the activities of PCs; and

Prepare the Project Implementation Plan, based on the data supplied from PCs.

To secure harmonization between MV and LV system in a given commune, EVN, through its PCs will also assist project provinces in the preparation of the project document and designs of the LV system.

Power Companies No. 1, No. 2 and No. 3 will be in charge of the preparation and implementation of the parts of the project within the areas under the control of each PC and will set up Project Management Boards for the implementation of the project.  The main responsibilities of each Power Company are:

· Prepare F/S, RAPs and EIA for the project communes 

· Get approvals on the F/S, RAP and EA from relevant agencies

Implement the projects including preparation of bidding documents, selection of bids and supervision of the construction and erection works.

Each PSD, under the guidance and supervision of the Power Company, will participate in the project preparation and implementation as required, but their responsibilities will mainly focused on:

· Supplying basic data for F/S, RAP and EA 

· Coordinating with the local Authorities during the preparation and implementation of the project, particularly for the land acquisition and compensation;

Directly supervise the construction and erection works.

Other GOV agencies

The Ministry of Planning and Investment (MPI) and Ministry of Finance (MOF) will oversee the project preparation and implementation including necessary approvals, policy for overall rural electrification program, small power purchase policy, management and tariff policy for rural areas, policy for reforming the sector. The Office of Prime Minister will provide policy guidance to all entities.

Local Distribution Utilities

LDUs, once created, will be responsible for the operation and management of the rehabilitated LV distribution networks.  The technical assistance will be largely aimed at the LDUs before and after their creation.  Consultants will be hired to provide the necessary assistance and support to the LDUs.

Annex A: Incremental Cost Analysis

Overall Context for Energy Efficiency in Vietnam

Almost 2,000 communes and 4 million households in rural Vietnam are currently without access to electricity – each around 20% of the total.  An additional 6,000 communes previously electrified have poor coverage at the household level, and receive poor quality, unreliable service at high prices. The distribution companies providing these services have very high technical losses and are financially too cash-starved to either improve the efficiency of or to expand their systems.

The Government's Rural Power Distribution Program

The Government of Vietnam's program for rural electrification aims to increase household coverage to 90%, extend the grid to all the communes for which it is economically and physically feasible to do so, and rehabilitate poor-performing rural networks by 2010.

To meet this objective, it is planning a substantial physical investment program, estimated to cost a total of $2,261 million between 2000 and 2010, broken down as follows:


For connecting communes to the network and households within the commune, a total investment of around $1,218 million;


For providing power to remote communes, a total investment of $40 million; and


For rehabilitating the networks of existing communes at medium voltage (MV) and low voltage (LV), a total of $1,003 million.

In parallel with the physical investment required, the government has outlined the main principles for rural power distribution reform.  There have been two milestone decrees issued, which have shaped the future of the rural power sector, namely:


Decree 22 of 1999, which stipulated that: (i) Electricity of Vietnam (EVN) would be responsible for all MV distribution; (ii) provincial authorities would be responsible for all LV distribution; and (iii) investment in LV distribution from all sources was encouraged; and


Decree 45 of 2001, which (i) required that all entities involved in electricity production, transmission, distribution or related operations must be licensed; (ii) encouraged diversification in investment and management of rural electrification facilities; and (iii) provided for a national ceiling retail price of 700 Dong/kWh set by the Prime Minister, but allowing provincial prices to be set by the Chairman of the Provincial People's Committee.

World Bank and GEF Support for Rural Electrification

The World Bank/GEF support to Vietnam's rural electrification program mirrors the Government program by addressing rural electrification within the broader context of poverty alleviation and rural development.  Through discrete operations designed to run on parallel tracks the two institutions are providing the following support:


Expanding access to those rural communes still not connected to the national grid, although connection is technically and economically feasible, is being addressed by the IDA-financed Rural Energy Project (REI).  This project, still under implementation by EVN, aims to connect 900 communes before the project closes in 2005.  The overall policy framework for rural electrification was also developed under this project.


Providing electricity to those remote communes that cannot in the near future be economically connected to the grid is being addressed by the System Efficiency Improvement, Equitization and Renewables Project (SEIER).  The renewable components, co-financed by GEF, will: (i) pilot stand-alone renewable-based provision of electricity, primarily from small hydro; and (ii) support the development of private sector participation in both off- and on-grid renewable project development.  These components include developing regulations permitting small renewable power producers to connect to the grid, facilitating access to finance, supporting the power purchase agreement process, and assisting with feasibility studies.


The poor condition and lack of effective management of commune-level LV networks constructed and managed by local groups rather than the national utility, will be addressed by Rural Energy II (REII).  As with previous projects, REII will include a physical investment component for the rehabilitation and extension of the networks, as well as a reform component.

Figure 1 depicts the World Bank/GEF support for the Government of Vietnam's rural electrification program diagrammatically.

Figure 1: World Bank /GEF Support for GOV Rural Electrification Program
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Baseline Scenario

The baseline RE II project would cover the rehabilitation and expansion of about 1,000 commune-level LV networks in some 30 provinces – about one-sixth of the total.  It would also connect some 200 communes to the grid for the first time.  For grid-connected communes to be eligible for rehabilitation and expansion, the commune must have: (i) a high potential for economic development; (ii) sufficient income from the sale of electricity to cover operational costs; (iii) losses of greater than 20 %; (iv) a power tariff higher than the ceiling set by the GoV for the rural areas; and (v) household-level electricity access of less than 80%.  The commune must also constitute more than 500 households, have a monthly electricity consumption of at least 30 kWh/household and a share of productive use of at least 15 per cent.

The project will be phased, starting with 6 provinces which are most advanced in their preparation.  Part of the judgment of the state of preparation is the expression and demonstration of willingness to proceed with the reforms beyond merely the name change needed to satisfy the minimum requirements of Decrees 22 and 45.  The first 6 provinces are expected to be ready to implement physical rehabilitation, with feasibility studies completed and reforms under way, by about September 2004.  The second, third and fourth phases will follow, comprising further groups of six, nine and nine provinces respectively.

The baseline scenario strongly focuses on the physical rehabilitation and extension of the distribution system, together with a program of reform and regulation comprising the following activities:


Development & implementation of a framework for regulation of companies and cooperatives by the provincial Departments of Industry that covers tariffs & prices, conditions of service, metering, billing, collections, accounting standards, and financial oversight.  This would include basic training for the LDUs in their legal obligations;


Development and implementation (through MoI and provincial Departments of Industry) of a program to establish standard curricula and training for electricians, meter readers and other common distribution job functions;


In conjunction with the MOI and the Provincial Department of Industry, development, introduction, and application of standard specifications for planning, installation, repair of common LV distribution network components, including sizing of transformers, wires, poles, etc, and basic safety requirements in the LV distribution system, especially standards for grounding, protection, and insulation.


Assisting the LDU determine the legal entity which most suits the needs and wishes of the consumers it serves; and identifying and supporting the necessary legal processes managers of the LDU must undergo to set it up.

The inclusion of these activities represents good practice for management of the rehabilitated assets.  It contributes to the sustainability of the investment by partially mitigating the tendency of the distribution system to revert to its pre-rehabilitation state.  A budget of $1 million has been set aside for this purpose, to be financed by IDA.  The program would continue to rely heavily on the local capacity of EVN's Provincial Supply Departments (PSDs) for both technical and commercial operations, for which in-kind funding has been assumed.

Table 1: Baseline Project Costs

	Component Name
	    Budget
	Source of Finance
	
	
	

	
	
	IDA
	GOV
	Private*
	PCs†

	Rehabilitation and expansion of LV system in 1,200 communes in 30 provinces
	242.75
	162.80
	45.25
	34.70
	

	Rehabilitation and expansion of MV system in north, central and southern regions
	71.41
	55.70
	
	
	15.71

	Technical assistance:
	1.00
	
	
	
	

	Framework for regulation
	
	0.30
	
	
	

	Training standards for personnel
	
	0.10
	
	
	

	Equipment standards
	
	0.10
	
	
	

	Basic training to LDUs
	
	0.50
	
	
	

	Totals
	315.16
	219.50
	45.25
	34.70
	15.71


Barriers to Energy Efficiency In Rural Distribution Grids

Sustained improvements to efficiency in the rural distribution grids can be achieved in two discrete but compatible ways.  First, the initially rehabilitated or newly-built network can achieve a higher initial standard of efficiency, and second, the rate of performance efficiency erosion can be reduced.  Conceptually, this idea is illustrated in Figure 2 below.  In this diagram, the incremental efficiency improvement – to which GHG emissions reductions are directly proportional – is represented by area A in the diagram, while area B is that which can be achieved by the regulatory component which is part of the baseline project.

Figure 2:  Achieving and Sustaining Higher Efficiency
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But there are barriers to both starting off with more efficient systems immediately after rehabilitation, as well as reducing the rate of performance erosion to the greatest extent possible.  The barriers are discussed below.

Regulatory Impediments to Efficient LDU Operations

As with all regulatory interventions, the tendency of the regulated entity is to comply with only the minimum requirement mandated.  In the baseline case, experience has shown that the regulated entities will strive to meet only the minimum staff qualifications and equipment specifications.  In the baseline case, the LDUs will lack sufficient incentives to:


Improve efficiency at both design and operating stages, since the tariff will be adjusted downwards as soon as costs are reduced;


Consolidate operations (for example by LDUs merging), from which scale economies and technical efficiency benefits follow, because the distribution system can be rationalized, including permitting management of the MV as well as the LV system.

Capacity Constraints to Higher Efficiency

If higher levels of efficiency are to be achieved, it will only come with a more proactive approach which seeks to build the capacity of the LDUs to become more efficient, while at the same time giving them greater incentives to do so.  The barriers to achieving this enhanced capacity include:


Lack of capacity of the LDUs to manage themselves as autonomous businesses in technical and commercial terms.  As indicated above, the LDUs will be dependent on EVN's PSDs, which themselves have limited resources spread over many LDUs.  Timely advice and support may not be available, with the result that decisions and actions on commercial and technical improvements will be delayed or forgone;


Lack of real financial independence of the LDUs since they depend on either province or ODA financing.  Further system investments to improve efficiency – for example by undertaking mini-rehabilitations – will be delayed or forgone if such sources of financing are not available.

Rehabilitation of existing LV networks and expansion/installation of new LV grids without a thoroughgoing program of reform and capacity building will thus place at risk the core benefits of rehabilitation, namely efficiency improvements, improved affordability and household coverage.

Replication

An additional barrier, assuming that the necessary institutional reforms and capacity building can be put in place in the 1,000 communes that participate directly in the project, is the need to replicate in subsequent projects the demonstration effect which will be achieved under REII.  This barrier, a lack of knowledge among the non-project LDUs and provinces, and probably some skepticism about new management methods and improved standards, will need to be addressed as part of REII.  The first step of replication will be within REII itself.  Given that most of the innovative work will take place in the first and second phases, replication of the successful innovations will need to be carried out to the third and fourth phase projects.

The potential for replication outside the project is considerable, given that some 5,000 LDUs will not be included in REII but will have to reform and rehabilitate at some point.  Without efforts to replicate, the changes in the non-project LDUs are likely to be minimalist and designed only to comply with Decrees 22 and 45.  In an absence of any efforts to replicate the positive experience from REII, even if the non-project LDUs do manage to secure financing for rehabilitation, it is likely that any efficiency gains that are brought about will be lower and will be eroded more rapidly.

Barrier Removal Strategy

The barrier removal strategy is provide technical assistance which is targeted at:


Ensuring that the regulatory regime that is established will provide incentives for LDUs to strive for efficient operations.  These incentives will provide regulatory 'sticks' by introducing minimum standards, including for staff qualifications, equipment and system design.  The regulations will also provide 'carrots' by giving incentives for the LDUs to consolidate and thus take advantage of economies of scale, and to benefit their owners (or members where cooperatives are involved) from improved performance


Providing the LDUs with sufficient capacity to manage themselves in a technically, financially and commercially efficient manner.  Financial and commercial efficiency will have an impact on the technical efficiency of the system, by ensuring that proper monitoring and corrective actions are taken when indicators suggest technical inefficiencies are the cause of poor performance;


Building the mechanisms and capacity needed to foster replication of best practice.  Ideally, this would result from the regulatory and other incentives in place for LDUs to maximize performance.  Based on experience in introducing energy efficiency in other environments, however, it is expected that the LDUs will need educating and convincing about the potential of energy efficiency, especially given that they will be largely unreformed and unrehabilitated at the start of the process.

GEF Project Alternative
The GEF alternative must respond to the unique circumstances of the electricity distribution sub-sector in Vietnam, the main features of which are:


A highly disaggregated institutional structure consisting of several thousand small distribution entities, many of which are not formally recognized legal entities;


A near complete absence of capacity to manage and operate distribution systems in a commercially, financially and technically sound way;


A focus on building the distribution network from the bottom up – by formalizing and then aggregating the existing LDUs – rather than the normal reform focus of unbundling vertically integrated monopoly structures.


A centralized culture in GOV agencies and power enterprises unable to delegate decision-making to front line staff and exercise administrative/management oversight without interference or rescinding authority; 


A unitary government system in which powers are decentralized to the provincial and in some cases district level.

Under the baseline, IDA and local sources will finance all the physical rehabilitation investments in 1,000 LDUs and connect 200 communes for the first time.  The baseline will also finance a component that will put in place the framework for regulation of the LDUs.

Under the GEF alternative, an enhanced component has been designed to respond to the uniqueness of Vietnam's distribution sub-sector.  In consequence, the regulatory framework component would be substantially expanded with the objective of:


Broadening and deepening regulatory reform;


Creating the capacity to manage and operate electricity distribution systems and     entities;


Replicating best practice to other LDUs not included in the early phases of the project.

The enhanced technical assistance component is the increment of additional activity for which GEF cofinancing is being sought.  It is quite distinct from the other, physical investment components, which are being financed by IDA and local Vietnamese sources.  The objectives of the physical investment components and the enhanced technical assistance component are also distinct, but of equal importance, since neither can succeed without the other.

Broadening and Deepening of Reform Component

The reform component can be extended and enhanced to maximize the efficiency gains that result from regulation, including:


Training regulators in managing for performance efficiency and regulatory techniques to encourage sustained high performance by LDUs.  In addition, the reform component will structure the regulatory framework to increase the incentives for LDUs to maximize efficiency – for example by seeking ways to encourage LDUs to consolidate;


Reviewing regulatory requirements to ensure that the barriers are removed and incentives are in place to encourage high performance behavior by LDUs, including consolidation;


Experimentation with performance-based regulation at the organizational level and employee incentive schemes at the personnel level that operate together to create conditions for continued and sustained performance improvements.  Several of the phase 1 provinces could undertake variations of performance based regulation and the results could be compared for effectiveness and replicability.

Introduction of Institutional Development and Capacity Building Component

An institutional development and capacity building component would include the following activities:


Develop customized training and support programs for LDU management and staff during the LDUs' creation and early stages, to develop and promulgate improved practices and techniques for technical and managerial personnel within the LDUs.  This may be achieved through the continued use of EVN PSDs on a contract basis, as well as encouraging private sector provision of training and support which would include: (i) day-to-day activities such as meter reading, billing and commercial management as well as simple technical work; (ii) support for distribution planning and engineering for improved-performance designs for LV systems and, possibly, MV systems; and (iii) undertaking initiatives for reducing losses and bulk power purchase requirements, including technology solutions (prepayment meters), rate solutions (low-income rates or subsidies), and customer services solutions (village electrician), and energy efficiency solutions (assistance to purchase of CFLs and other efficient  appliances);


Development of an integrated approach to economic development that helps to optimize overall energy use (productive and household) given local conditions;


Training, information and outreach for local financing agencies so that LDUs (both REII and non-project LDUs) can obtain local counterpart financing for rehabilitation and continued system expansion from non-government sources.  Demonstrating sustained high performance levels by following the guidance in both the baseline and the enhanced reform component will reassure financiers that the rehabilitation and extensions are sustainable and thus a good business prospect.  

Introduction of Replication Component

The replication component would have two purposes.  First it wouldseek to distill best practice learned during the first phase of REII and promote it during the subsequent phases.  This would be expected to be a relatively small part of the effort but will provide useful 'learning by doing' experience for the second purpose.  Second it would replicate the best practice learned during REII among non-REII LDUs as they undergo reform and rehabilitation.  An estimated 500 LDUs would be covered from within the project.  Every province and district PC (around 300) outside the project would be targeted with some material and the most promising non-project district/LDUs would be provided with follow up materials. Activities under this component would include: 


Identification of the needs of potential LDUs and stakeholders, based on the evidence of experience in the first- and second-phase project provinces, and distilling the best practice lessons from it;


Preparing and disseminating materials through literature, video, TV and visits for PPCs and GoV departments in later phase and non-project provinces describing the new regulations, the changes coming and how they can prepare for them;


Preparing and disseminating educational materials including leaflets and handbooks, describing the lessons from experience, provided to later phase and non-project CEGs and consumers;


Preparing and disseminating information on how to form an LDU, provided to commune, district and province leadership; and


Community development activities, including commune- and district-level meetings with officials and other stakeholders in what to expect

The replication component would enable the GOV to provide the project development and management support to other, non-REII LDUs that is currently being provided under REII preparation and which will continue during REII and successor project implementation for the later-phase provinces.  Support for this activity could make a substantial impact on the energy efficiency gains expected from the sustainable LDU models that would result from both the baseline IDA-financed activity as well as the enhancements provided by GEF under the extensions proposed above.

Estimated Costs

The estimated costs of this incremental activity are shown in Table 2 below:

Table 2:  Indicative Budget – Incremental Institutional Development and Capacity Building, Creation of Regulatory Frameworks and Replication

	
	Budget ($000)

	Development and Introduction of Regulatory Framework
	

	Training of regulators
	300

	Experiment with Performance-based regulation
	750

	Institutional Development and Capacity Building
	

	Customized training and support programs for LDU staff
	2,250

	Development of integrated approach to economic development
	250

	Training, information and outreach for local financing services
	750

	Consultative Group costs
	250

	Replication
	

	Distil best practice from first phase of REII
	450

	Replication to REII and other LDUs
	1,000

	Total
	6,000


Project Benefits

Project benefits are based on measurable improvements in the efficiency of the typical LDU.  These are illustrated in Table 3 below.  The pre-rehabilitation characteristics of the commune are assumed to be those upon which they are selected for rehabiltation as set out in Section D1 of the PAD.  In addition the following assumptions are made:


Net Margin on sales assumes bulk power tariff of 429 VND/kWh and retail price ceiling of 700 VND/kWh;


Year 1 Performance Results (immediately following rehabilitation).  Base case assumes 30 kWh monthly average household usage.  GEF alternative has more customers and lower consumption costs because of superior outreach and DSM type approach;


Year 5 Comparative Performance Results assuming 75% retention of T&D efficiency gains, productive use & connected households for the Baseline Case and 100% retention of T&D efficiency gains + increased end-use efficiency & higher HH penetration for the GEF Alternative;


Year 10 Comparative Performance Results assuming 50% retention of T&D efficiency gains, productive use & connected households for the Baseline Case and 100% retention of T&D efficiency gains + increased end-use efficiency & higher HH penetration for the GEF Alternative;


Year 15 Comparative Performance Results assuming 25% retention of T&D efficiency gains, productive use & connected households for the Baseline Case and 100% retention of T&D efficiency gains + increased end-use efficiency & higher HH penetration for the GEF Alternative; and


Year 20 Comparative Performance Results assuming no retention of T&D efficiency gains, productive use & connected households for the Baseline Case and 100% retention of T&D efficiency gains + increased end-use efficiency & higher HH penetration for the GEF Alternative.

Table 3: Typical Project Benefits, Baseline and GEF Alternative

	
	LV Network Losses
	Non-

Technical Losses
	Total H/holds in Commune
	H/holds w/ Electric Access
	Total Monthly Billed Usage (kWh)
	Total  Monthly Losses (kWh)
	Net Margin on Sales ($)
	Bulk Power Purchase (kWh)

	Pre-rehabilitation (GEF and baseline)
	
	
	
	
	
	
	
	

	
	30%
	10%
	1000
	500
	18,000
	12,000
	-$18.00
	30,000

	Baseline Year
	
	
	
	
	
	
	
	

	1
	10%
	0
	1,000
	800
	36,000
	4,000
	$536.
	40,000

	5
	15%
	2.5%
	1,131
	830
	33,100
	11,033
	$282.
	44,134

	10
	20%
	5%
	1,280
	832
	33,698
	11,233
	$288
	44,931

	15
	25%
	7.5%
	1,448
	833
	31,854
	15,337
	$137
	47,190

	20
	30%
	10%
	1,639
	819
	29,495
	19,663
	-$30
	49,158

	GEF

Alternative Year
	
	
	
	
	
	
	
	

	1
	10%
	0
	1,000
	900
	33,750
	3,750
	$503.
	37,500

	5
	10%
	0
	1,131
	1,018
	38,185
	4,243
	$569.
	42,428

	10
	10%
	0
	1,280
	1,152
	43,203
	4,800
	$643
	48,003

	15
	10%
	0
	1,448
	1,303
	48,880
	5,431
	$728
	54,311

	20
	10%
	0
	1,639
	1,475
	36,869
	6,145
	$823
	61,448


Aggregating the incremental benefits from a  typical LDU over the 1000 LDUs expected to be rehabilitated under RE II yields an incremental energy over the lifetime of the project (2005 – 2011) of 209 GWh.  Over the lifetime of the rehabilitation, 20 years, the cumulative saving resulting from the GEF activities in Year 20 is 1.6 TWh.  The financial results would also be significantly improved, as annual margin on sales, by the end of the project in 2011 average LDU margin would be nearly $600 in the with GEF case compared with just under $370 without.

The incremental benefits for a non-REII LDU will be greater because the total benefit corresponds to the larger area A+B noted in Figure 2. The level of penetration and success with these LDUs must be assumed ex ante.  The potential is 5,000 LDUs, but it is unrealistic to expect that all of them will implement the rehabilitation and reforms perfectly, so the outcome will be below what is theoretically possible.  Even assuming a penetration rate of 50% and that those undertaking reform and rehabilitation only manage 50% of the efficiency improvements that are possible, the energy saving is expected to be 261 GWh over  the lifetime of the project and a little over 2TWh during the 20 year rehabilitation lifespan.  It must be emphasized that these numbers are sensitive to assumptions about the level of success in enabling non REII LDUs to carry out the same program of reforms as those supported under the project. 

Global Benefits

The incremental carbon savings over the project period and over 10 years is shown in Table 3.  This uses a direct methodology, based on an abatement factor.

	
	Cumulative Electricity saving (GWh)
	Cumulative carbon saving (tonnes CO2)

	REII LDUs only
	
	

	Project Lifetime 2005 – 2011
	209
	115,022

	20 year rehabilitation lifetime
	1,657
	906,029

	Non-REII 'replicators'
	
	

	Project Lifetime 2005 – 2011
	261
	143,778

	20 year rehabilitation lifetime
	2,071
	1,132,537


Incremental Costs and Benefits

Incremental costs and benefits are shown in Table 4 below.

Table 4: Incremental Costs and Benefits

	
	Baseline
	GEF Alternative
	Increment

	Capacity and Institutional
	LDUs set up in legal form; prices, service standards and financial oversight in place; regulated minimum standards for training and skills for LDU staff and equipment efficiency
	LDUs set up in legal form; prices, service standards and financial oversight in place; regulated minimum standards for training and skills for LDU staff and equipment efficiency.

LDUs have capacity for efficient day-to-day operations, distribution planning for improved performance designs and loss-reducing initiatives.

LDUs gain access to local financing from non government and IFI sources

Regulatory framework in place that creates incentives for LDUs to maximize efficiency gains
	LDUs capable of efficient day to day operations, planning and for loss-reducing initiatives.

LDUs have access to local financing.

LDUs have regulatory incentives to maximize efficiency

	Technical and non-technical losses
	In a typical commune, monthly losses rising from 4,000 kWh immediately after rehabilitation to 19,500 kWh after 10 years.

Cumulative total losses in 1,000 communes over 10 years amount to 1,419 GWh
	In a typical commune, monthly losses rising from 4,000 kWh immediately after rehabilitation to 6,500 kWh after 10 years

Cumulative total losses in 1,000 communes over 10 years amount to 630 GWh
	Avoided monthly losses rising to 13,500 kWh in a typical commune

Avoided cumulative losses of 789 GWh


	
	Baseline
	GEF Alternative
	Increment

	Financial Cost
	In a typical commune, financial cost of additional power purchased and then lost amounts to $560 per month 10 years after rehabilitation

Cumulative total losses in 1,000 communes over 10 years amount to $40.5 million

Program cost for technical assistance to introduce the regulatory and other changes estimated at $1 million
	In a typical commune, financial cost of additional power purchased and then lost amounts to $186 per month 10 years after rehabilitation

Cumulative total losses in 1,000 communes over 10 years amount to $18.02 million

Program cost to introduce capacity building, and replication elements and enhance reform estimated at $ 7 million
	Avoided monthly financial cost to a typical commune of $374

Avoided cumulative losses of $22.48 million

Incremental program cost $ 6 million

	CO2
	Annual CO2 emissions arising from losses in typical communes amount to 116 tonnes after 10 years

Cumulative total of CO2 emissions resulting from losses in 1000 communes of 649,000 tonnes over 10 years 
	Annual CO2 emissions arising from losses in typical communes amount to 39 tonnes after 10 years

Cumulative total of CO2 emissions resulting from losses in 1000 communes of 276,000 tonnes over 10 years 
	Avoided annual CO2 emissions from a typical commune of 77 tonnes.

Avoided emissions of  911,000 tonnes CO2 over the 20 year lifetime of rehabilitation


Annex B: Project Logical Framework

VIETNAM: Rural Energy II

\

	Hierarchy of Objectives
	Key Performance Indicators
	Data Collection Strategy
	Critical Assumptions

	Sector-related CAS Goal:
	Sector Indicators:
	Sector/ country reports:
	(from Goal to Bank Mission)

	1.  Enhancing equitable, inclusive and sustainable development by improving services to the lagging regions
	Economic and social indicators of growth and sustainability for lagging regions:

Reduction in the incidence of poverty percentage points

2005           2008          2011

 0                  10               20
	GOV statistics

MOI annual report

Reports from people committees and EVN
	Improved services contribute to poverty reduction

Improved services can be made available to all sectors of the community.

	GEF Operational Program:
	Outcome / Impact Indicators:
	
	

	1.  Reduce greenhouse gas emissions by improving and sustaining the energy efficiency of LDUs. 
	Reduced emissions of carbon (tonnes)

2005           2008          2011

10,000     100,000   259,000

 Derived from reduced average losses (see PDO indicator) and agreed methodology calculated by PMB.
	Report from EVN, PPC
	Sustained reductions in GHG have positive effects on poverty.

	Project Development Objective:
	Outcome / Impact Indicators:
	Project reports:
	(from Objective to Goal)

	1.  Provide improved access to good quality affordable electricity to rural communities in a sustainable manner.
	Rural communities with electricity on average in project provinces and h/h with access, %

2005           2008          2011

 60                 70              85

Average distribution system losses in project LDUs (%)

2005           2008          2011

  30                25              10

Average cost-recovering price needed for power in project LDUs ( Dong/kWh)

2005           2008          2011

2000           1300           700

Average commercial efficiency (improvement in billing and collection rates, reduction of non technical losses, index)

2005           2008          2011

 0                  30               100

 (Index to be calculated according to methodology to be agreed with PMB)
	GOV Statistics -- from MPI, MOI and regulator

Annual and quarterly progress reports, calculations by PMB

Annual Progress report
	Continued GOV commitment to the development of the lagging regions.

Access to electricity is provided in an equitable and inclusive way

Capacity of the PPCs to design and implement the necessary policy and institutional changes.   


	Output from each Component:
	Output Indicators:
	Project reports:
	(from Outputs to Objective)

	1.  Rehabilitated and expanded grids in rural communes  


	1.1  Length of LV and MV lines installed (circuit kms.):

      2005         2008          2011

LV  500         10,000     30,000

MV 100             1,500        4,000

1.2  Capacity of transformers installed (MVA)

2005           2008          2011

  50                300             900

1.3  Number of households with meters installed in the project area (Thousand pieces)

2005           2008          2011

100              850          2,500
	Site inspection, and commissioning documentation
	1.1  Electricity can be made affordable for the poorer sections of rural communities

	2. Sustainable LDUs with legal status created in rural communes
	2.1  Number of communes under legal management

2005           2008          2011

  200             350           1200


	2.1  Monitoring and supervision of TA and continued policy dialogue on rural electrification.
	2.1  PPCs are able to create LDUs and oversee them effectively.

	3.  Capacity building for adoption and implementation of suitable institutional arrangements for rural electrification
	3.  Institutional arrangements defined and adopted to ensure that project objectives are met.

Regulations for rural electrification are drafted and introduced following the adoption of the Electricity Law:

  -    formal guidelines and systems for the implementation of new institutional arrangements in Provinces

  -   Adoption and implementation of new institutional arrangements for the LDUs in project area commences:  

· consultants/advisors to support the institutions in place

· Number of persons trained

2005           2008          2011

 100              500          2,500
	3. Monitoring and supervision of TA and continued policy dialogue on rural electrification.
	3.1  Central and provincial GOV are committed to ensuring that LDUs are technically, commercially and financially sustainable.

3.2  Central and provincial GOV commitment to implementing rural electrification in a viable manner for long-term sustainability.  

3.3  Continued GOV commitment to phased implementation of agreed reform strategy.

3.4  GOV commitment to targeted electrification in the lagging provinces.


	Project Components / Sub-components:
	Inputs:  (budget for each component)
	Project reports:
	(from Components to Outputs)

	1.  LV rural grid extension: transmission lines, substations, meters etc. 


	US$242.75  million
	-   Progress reports and disbursement reports

-  Supervision mission reports
	1.1 Provinces agree to and do carry out the design and construction of the MV and LV systems in a technically competent and coordinated way

1.2 Suitable implementation arrangements for project related procurement, contracting and construction.   

1.3 Availability of counterpart resources to complete connection from LV grid to rural households.

1.4 Costs of expansion and rehabilitation are accurately assessed. 

	2.  MV system rehabilitation and expansion in Northern region
	US$42.23  million
	Progress reports and disbursement reports

Supervision mission reports
	Availability of counterpart resources from PCs to complete expansion and rehabilitation of MV component

Costs of expansion and rehabilitation are accurately assessed.

	3.  MV system rehabilitation and expansion in Southern region
	US$11.20  million
	Progress reports and disbursement reports

Supervision mission report
	Availability of counterpart resources from PCs to complete expansion and rehabilitation of MV component

Costs of expansion and rehabilitation are accurately assessed.

	4.  MV system rehabilitation and expansion in Central region
	US$17.89 million
	Progress reports and disbursement reports

Supervision mission reports
	Availability of counterpart resources from PCs to complete expansion and rehabilitation of MV component

Costs of expansion and rehabilitation are accurately assessed.


	Project Components / Sub-components:
	Inputs:  (budget for each component)
	Project reports:
	(from Components to Outputs)

	5.  Technical assistance for

     Development and introduction of a regulatory framework, Institutional development and capacity building for LDUs; Promotion of replication of best practice to project and non-project LDUs
	US $7.00 million
	Progress reports and disbursement reports

Supervision mission report
	GOV remains willing to introduce detailed regulatory framework

Adequate capacity is put in place for the PPCs to design and implement the necessary policy and institutional changes in a timely fashion

	
	Costs do not include IDA service charge (0.75%) of US$5.20 million nor commitment fee (0..35%) of US$3.14 million.
	
	


 Annex C: Response to Project Reviews

a)  Convention Secretariat: None received
b)  Review by expert from STAP Roster see below

c)  Response to comments from Secretariat: see Section C; and other Agencies: none received

February 29, 2004

Comments on the draft GEF Project Brief

for the Rural Energy II Project for Vietnam

Mikio Matsumura on the STAP Roster


The Project is well prepared considering the unique situation of the power distribution sector in Vietnam.  It is quite reasonable to improve efficiency of the distribution sector as well as demand-side usage in parallel with a development of generation and transmission sector.  The Project will contribute to efficient power distribution and expansion of grid-based rural electrification, thus contribute to reduction of power generation, i.e., greenhouse-gas emission, and to conversion of household energy to clean and efficient one.  The Project objectives are in line with the Operational Strategy and Programs of the GEF. 

1.
Support to strengthen Institutional and policy framework for RE

Loss reduction efforts in distribution sector cannot be sustainable unless a good management system and effective operational procedures are established in distribution entities especially in rural area.  We sometimes find cases in which modern information system cannot be utilized because of poor quality of business processes or poor reliability of data maintenance.  It is heavily dependent on capability of managers/staff in a distribution utility organization to be successful in loss reduction.  The Project intends to convert more than one thousand informal commune electricity groups to legally constituted Local Distribution Units (LDUs) at the provincial or district level.  This is a big challenge and requires a careful coordination among stakeholders.  The Project includes USD 6.75 million TA
 component to strengthen LDUs and focuses on the issue.  The approach under the Project to strengthen institutional capacity is adequate and feasible..

In order to secure successful formation of LDUs and their sound functioning, an organizational section in the government responsible for LDUs (not merely for RE) should be established.  Staff in the section should be trained so that they can guide LDUs.  It shall have some authority to control LDUs.  It is unlikely that small enterprises or cooperatives seek for merging without outer forcing once they are created.  Electric cooperatives in some country have faced difficulties in merging even they have mutual benefits since board members are reluctant to resign and they may be connected to politicians who are keen to realize electrification in their election area.  In addition, performance of LDUs may widely vary especially in finance, then merging would be more difficult even if it is technically possible.  Therefore, it is recommended to include in the TA a study on rationale consolidation plan of commune electricity groups into LDCs, according to geographical, commercial, operational, and organizational criteria. 

Basic business procedures of LDUs to handle customers should be developed first.  It is quite important to design business procedures for new connection, meter reading, billing, bill collection, debt control, disconnection and customer management so that an LDU is properly operated.  It may create new job opportunities such as meter reading for local people.  There could be reasonable differences in business procedures for each LDU due to local situation.  In any case, setting up of such business procedures based on manual (non-IT) operation system shall be in the first priority.  Once such a good manual system is in place, it would be easy to introduce modern information technology later to improve efficiency.  

2.
 Physical component

Under the Project, EVN is in charge of MV line and transformers, while LDUs are in charge of LV line installation.  Provincial People’s Committees (PCCs) are expected to secure harmonization between MV and LV system.  It is necessary to set up an engineering standard to minimize system losses for MV and LV network.  Rationale locations of transformers shall be determined based on technical criteria rather than negotiation between them. 

The Project assumes that rehabilitation of the existing LV system and new connections will encourage productive use of electricity, then yield more consumption, which can help new electrification in the area.  This seems rather optimistic approach.  It is necessary to have local funding system for small business or commercial activities to invest for productive use of electricity.  Local distribution business depends on local economy.

Connections of service drop wires to users are to be paid by the users.  This cost sharing mechanism itself is reasonable, but it may result in less number of connections than expected due to burden for one time payment for rural people.  It should be considered to introduce installment plan for payment of connection fee. 

Since meter management is one of the key technical skills in LDUs, portable instruments for measurement of meter accuracy shall be purchased under the Project for LDUs.  

Response by Task Team to STAP Review

	Comment
	Response and Reference

	Setting up business procedures based on a manual (non-IT based) system should be the first priority.
	Agreed.  The LDU implementation mechanism is described in Section C4 (Institutional and implementation arrangements) and the activities in Annex 2 (Detailed project description).

	An organizational section in the government responsible (not merely for RE) should be established
	The Government has decided that the regulator's responsibilities will include overseeing the LDUs – including rural electrification – and this is expected to be reflected in the law which is due to be considered later in 2004.  The exact nature of the regulator, for example whether it will be part of MOI or fully independent has yet to be determined.  See for example Sections B3 (Sector issues to be addressed by project and strategic choices and in particular the paragraphs on legal and regulatory framework) and C2 (Key policy and institutional reforms supported by the project)

	Performance of LDUs may vary widely, especially financial, and merging would be difficult even if it were technically possible.  It is recommended that the TA include a study on rational consolidation plan of commune electricity groups according to geographical, commercial, operational and organizational criteria.
	During project preparation, a study on the institutional and financial frameworks for for rural electrification was commissioned and the report is available on the project files.  The report broadly agrees with the reviewer's position and concludes that:


LDUs should be allowed to consolidate if they wish and the people they serve request it;


EVN's subsidiary provincial service departments, which are likely to gain increasing autonomy, could be in a position to take over LDUs or contract them to provide local services, once institutional obstacles are overcome;


A gradual transition is appropriate and consolidation of LDUs is likely to be a long term process lasting perhaps 10 years.

The report thus makes recommendations that the regulatory framework be established to permit but not force consolidation.  Further TA to develop a rational plan for consolidation does not, therefore, seem appropriate.  This is reflected in the project design – see Sections B3 (Sector issues to be addressed by project and strategic choices and in particular the paragraph on weak institutions) and C2 (Key policy and institutional reforms supported by the project).

	It is necessary to set up an engineering standard to minimize system losses for MV and LV network.  Rational locations of transformers should be determined based on technical criteria rather than negotiation between them.
	The implementing agencies will be strongly encouraged to hire the same designer for both parts of the system and ensure that the designer is qualified to undertake design to EVN's engineering standards.  The project document recognizes this issue as a risk, because under the current regulations, the LV system is owned and operated by the LDU and the MV system by EVN's subsidiaries, hence two separate implementing agencies are involved.

This issue is discussed in Section F2 (Critical risks) and also the project design summary (Annex 1).

	It is necessary to have local funding system for small business or commercial activities to invest for productive use of electricity.
	The TA component will include assistance to identify productive uses for small businesses and households and to determine investment needs and financing sources.  There is no component within the project because other mechanisms are available for small enterprises to obtain financing for investment, including the Vietnam Bank for Social Policies.  Rural finance has been supported with IDA credits.

See Annex 2 (detailed project description)

	It should be considered to introduce an installment plan for payment of collection fee.
	Agreed.  The TA for the LDUs will help them work through this issue.

See Annex 2 (detailed project description)

	Portable instruments for the measurement of meter accuracy shall be purchased under the Project for LDUs
	Agreed.  Part of the purchase of electrical equipment for each of the LDUs will include such instruments.

See Annex 2 (detailed project description)


Response to Comments by GEF Secretariat at Time of Pipeline Entry

	Comment
	Response and Reference

	Please illustrate in some detail the consistency with S3 (power sector reform) including list of activities and outcomes
	Power Sector Reform is highlighted as one of the sector issues to be addressed by the project in Section B 3 (Sector issues to be addressed by the project and strategic choices) and particularly paragraph d, Power sector reforms and the lack of a comprehensive legal and regulatory framework.

It is highlighted as an activity under the TA component in Section C 1 (Project Components) paragraph (v).

A description of the activities is to be found in Annex 2 under the TA component sub-heading reform and regulation.

	Taking into account that the GEF contribution of about $5 million is relatively small compared to the IDA loan, please demonstrate that the GoV will fully incorporate the GEF component into its broader plans and regulations for rural electrification.  In particular it is crucial to ensure that the GoV is committed to fully utilize the TA and capacity building provided of (sic – for?) the LDUs by the GEF.
	As stated in the Outputs and Activities section of the Executive Summary, the outputs from the reforms to the regulatory framework and the associated capacity building are crucial to the achievement of the project's development and global environment objectives.

The Borrower will sign a separate GEF Grant Agreement which will set out the implementation requirements of the project in detail, and provide separate remedies if they are not met.  This provides provides leverage to ensure that failure to meet the requirements of the GEF Grant Agreement could result in suspension of the IDA Credit.

	Please also justify in some detail the need for GEF contribution to the replication plan ($1 million seems a high estimate)
	An outline description is provided in the Outputs and Activities section of the Executive Summary and a detailed description of  the activities can be found in Annexes 2 (Project description) and 11 (Incremental cost).

	Please expand the incremental reasoning section including logframe and other requirements for WP inclusion
	The incremental cost annex is included (Annex 11)

	Describe in some detail the proposed approach to address the factors that ensure that project benefits will continue after project completion as listed in items (i), (ii) and (iii) in the section on sustainability at pipeline entry.
	See the latter two paragraphs of the Sustainability section in the Executive Summary and Section F1, Sustainability and risks of the Project Brief

	Please include replication plan and justify the high cot proposed to fund replication activities (see also project design section).
	See above and Annexes 2 (Project description) and 11 (Incremental cost)

	Please include a stakeholder plan, explaining which are the different roles played by different stakeholders, including NGOs and, if appropriate, CBOs.
	A summary of the consultations during preparation is included in the Stakeholder section of the of the Executive Summary.  The executing agencies and their roles are described in Section C4, institutional and implementation arrangements of the Project Brief.

Further stakeholders and the discussions with them are described in Section E, summary project analysis, particularly E5 Environment and E6 Social stakeholder consultations of the Project Brief

	M&E Plan must be included.
	The M&E Plan is summarized in the Executive Summary and more fully in the Project Brief (Section C4 Institutional and Implementation Arrangements and the Project Design Summary)


Response to the GEFSec comments at the time of initial Work Program Submission

Comment: The project’s consistency with SP2 is still unclear, particularly how it will improve access to local sources of finance.

Response: An expanded paragraph on the project’s consistency SP2 has been added to the GEF Program and Policy Conformity section. It explains that the project itself will mobilize at least $50 million in local finance for grid efficiency improvement and for modest grid extension. And by converting the LDUs into commercial entities, it will empower them to access future local sources of financing from local banks and other local institutions to fund further energy efficiency improvements and grid extensions, applying renewable energy technologies, where appropriate. It will thus make the LDUs “bankable” institutions for the first time and in perpetuity.

Comment: It must be clarified how the policy reform supported by the project would promote not only distribution, but energy efficiency on a broader scale.

Response: A second new paragraph has been added to the GEF Program and Policy Conformity section to respond to this concern. It explains that the project is the “missing element” of an on-going and otherwise comprehensive power sector reform program. The Asian Development Bank and the World Bank are helping the government to reform the power generation and transmission sub-sectors, and the GEF, UNDP and the World Bank are promoting power demand management and end-use energy efficiency improvements. Until now, distribution was the one remaining power sub-sector in need of reform, a gap that this project will close. Given the huge technical losses that characterize this sub-sector (25-50% per commune), its reform is vitally important for growth, poverty alleviation and for the global environment.

Comment: Please clarify how such a small (GEF) component will be taken seriously by the Vietnamese Government.

Response: The Government of Vietnam takes its commitments to the UNFCC and to the GEF very seriously indeed.  It has pledged that, if the GEF is willing to co-finance the incremental costs of an expanded reform, capacity-building and replication program, it will implement these activities with great diligence and with full commitment, and that it will not betray the GEF’s trust.  This commitment is evidenced by a very high level of government involvement - led by the Minister of Industry himself - in the design of the incremental reform, capacity-building and replication activities for which it has requested GEF support.  It is further demonstrated by the fact that the incremental project activities are the only ones that the government is co-financing from its own budget.

The strategic role that GEF will play in the design and execution of the project’s reform, capacity-building and replication has now been spelled out more clearly in a new final paragraph of the Project Rationale section of this document.  We hope this clarifies the government’s rationale for seeking GEF support for the project and its commitment to successfully implement the incremental activities it has asked the GEF to co-finance.

Response to the GEFSec comments at the time of Work Program Re-Submission (July 2004)

Comment: The project does not meet the strategic priority S2 criteria.

Response: The World Bank agreed. All references about consistencies with strategic priority S2 have been removed from Project Brief and the Executive Summary.  

PROJECT EXECUTIVE SUMMARY


GEF Council Work Program Submission  
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� At time of STAP review was $6.75 million but was increased to $7.0 million at appraisal.
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