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A. Project Development Objective

1. 
Project Development Objective:  (see Annex 1)

The overall development objective of the proposed project is to improve access to good quality, affordable electricity services to rural communities, in an efficient and sustainable manner to support Vietnam's efforts towards socio-economic development.

The development objective of the proposed project would be achieved through: (i) major upgrading and /or expansion of rural power networks in about 1200 communes; (ii) conversion of current ad-hoc local electricity management systems to local distribution utilities (LDUs) as legal entities recognized under Vietnamese law, to improve management of power distribution in rural areas, improve financial sustainability, and better enable future mobilization of private funds; and (iii) capacity building assistance for the LDUs, provincial authorities, participating regional power companies, and national authorities involved in the planning and regulation of rural electrification.

The proposed project would improve access to electricity for about 2 million new households in Vietnam, including many living in some of the poorest communes, which represents more than 50% of the households currently without access.  The project also will enable supply of large increases in electric power for expanding productive uses in rural areas, alleviating a major constraint to local economic growth.

2.
Global Objective:  (see Annex 1)

The global objective is to reduce greenhouse gas emissions by improving and sustaining the energy efficiency of LDUs.

3.
Key Performance Indicators:  (see Annex 1)

The output indicators of project performance will be:  (i) increase in number of the rural households with affordable, reliable, improved quality electricity supply; (ii) number of ad-hoc local management systems converted to legal forms; (iii) financial sustainability of LDUs; (iv) increased regulatory capacity of the Ministry of Industry (MOI) and the provinces in rural electrification; and (v) reduction of carbon emissions.

The poverty impacts of rural electrification are being studied as part of ongoing research covering 1,200 households in 42 communes, some of which are covered in the International Development Association’s (IDA’s) Rural Energy I (REI) Project.  The baseline study has been completed and follow up studies are planned for 2004 and 2006.  Anticipated results include:  (i) measurable increases in the incomes of households that have access to electricity; and (ii) increase in productive uses of electricity.

B. Strategic Context

1.   
Sector-related Country Assistance Strategy (CAS) Goal Supported by the Project:  

(see Annex 1)

Document number:  Report 27659-VN (January 22, 2004) 
Date of latest CAS discussion:  February 19, 2004.

The project is in full compliance with the Bank’s Country Assistance Strategy (Report 24621), which sees IDA’s role for the power sector as filling an important niche not covered by other players in the sector and directly assisting the government in its poverty alleviation efforts.  The CAS sets out three broad objectives:  (i) high growth through a transition to a market economy; (ii) an equitable, socially inclusive and sustainable pattern of growth; and (iii) adoption of a modern public administration, legal and governance system.  Among the core CPRGS/CAS goals is ensuring pro poor infrastructure development.  The monitoring benchmarks for these goals are the number of communes connected to the national grid and proportion of rural households with basic infrastructure.  The CAS Progress Report (Report 27659) notes the importance of improved access to electricity in the disadvantaged areas and the role of the proposed project in meeting the CAS objectives.

1a. 
Global Operational Strategy/Program Objective Addressed by the Project:

The project will achieve and sustain significant improvements in the technical efficiency of a major proportion of Vietnam’s power distribution utilities by removing the barriers to these improvements, and is thus consistent with GEF Operational Program # 5 – Removal of Barriers to Energy Efficiency and Energy Conservation.  The project will promote the restructuring of electricity distribution utilities into technically, commercially and financially viable entities.  It will also build up the capacity of managers and staff of the LDUs to operate them efficiently.    The project will support the reform of the power distribution sub-sector, by introducing a new regulatory framework for the LDUs, and building the capacity of the regulator.  The regulatory framework will provide incentives for the distribution sub sector to work at optimum levels of technical, commercial and financial efficiency.  It is thus consistent with GEF strategic priority S3 – Power sector policy frameworks supportive of renewable energy and energy efficiency.

2.  
Main Sector Issues and Government Strategy:

Background:  By the end of 2003, total installed generation capacity in Vietnam reached 9,088 MW, of which 4,108 MW (45%) was hydro capacity, 2,829 MW (31%) was fueled by gas, 1,989 MW (22%) was coal-fired and oil-fired thermal and 111 MW (1.2%) was in small diesel sets.  About 816 MW (9%) was provided by independent power producers (IPPs).  Total generation was 41,275 GWh of which hydro represented 46%, gas fired 29%, coal and oil-fired thermal 25%.

Electricity of Vietnam (EVN) is the dominant electric power provider in the country, operating the bulk of the generation capacity, the transmission and medium voltage distribution system and low voltage distribution to the main urban areas and some rural areas.  Internally, EVN is divided into a number of operating companies, including seven distribution entities known as the power companies (PCs), of which three are regional companies, and four supply the major urban areas of Hanoi, Haiphong, Ho Chi Minh City and Dong Nai.  In addition, there are a number of other subsidiaries including generation, load dispatch and transmission and consulting companies as well as a telecommunications subsidiary.  In generation, there are a growing number of IPPs, particularly centered around the Phu My complex in southeastern Vietnam.  This complex will eventually provide 3,600 MW of power to the grid (Phu My 1:  1,090 MW, Phu My 2.2: 715 MW, Phu My 3: 717 MW, and Phu My 4:  450 MW), fueled with natural gas from the Nam Con Son offshore natural gas field.  Low voltage distribution in rural areas is primarily the responsibility of provincial authorities, and is undertaken by around 8,800 rural communes, of which only 19% are supplied directly by the power companies of EVN. 

Financially, the sector is operating reasonably well, with EVN receiving through its tariffs an average revenue of around 5¢/kWh, with a 10% Value Added Tax (VAT) levied on final customers.  Currently EVN makes a profit and a substantial contribution to new investment, with no government subsidy.  A 15% increase in average revenues in FY03, resulting from a combination of increased tariffs and the changing structure of EVN’s customer base, has allowed EVN to maintain healthy self-financing and debt-service coverage ratios.

Major Sector Issues:

Meeting Demand Growth.  The most important challenge facing the power sector is to ensure that sufficient new capacity is made available quickly to meet rapid electricity demand growth.  Since 1990, power generation increased fourfold from 8,678 GWh in 1990 to 37,500 GWh in 2002, an annualized growth rate of 12.5%.  During 2003-2010, demand growth is expected to be even faster, increasing to around 15% per annum.  This is due to the continued expected rapid speed of economic growth in Vietnam, which averaged some 7% per annum in recent years; a current phase of growth where electrical appliances are some of the first consumer items to be purchased; and rapid growth in light industry and commercial development.  Generating capacity needs to increase from 8,860 MW in 2002 to over 20,600 MW in 2010 to meet demand,  meaning that the system must add some 1,500 MW per annum during the period 2004-2010.  This is more than a three-fold increase over the average required capacity increase achieved each year during the 1990s.  Capacity in the transmission and distribution systems needs to grow at least commensurately.  Despite this, per capita consumption is only 390 kWh/person and still low compared with Vietnam’s neighbors such as China and Thailand. 

The Financing Challenge.  At least $2 billion per year of new financing needs to be mobilized to meet the rapid growth in demand during the balance of this decade.  Greater reliance on more diversified sources of finance is essential.  Since 1997, the government has aimed to obtain investment finance from private sources for 20% of generation, although this target may need to be further increased.  In addition to foreign-financed Build, Operate, Transfer (BOT) projects and  other IPPs, greater use needs to be made of non-government domestic sources of finance, through joint ventures, domestic bond issues and equitization (sale of shares to non-state shareholders), as well as through self-financing via EVN’s balance sheet.  Thus EVN needs to maintain a strong financial position for borrowing.

Improved access and service, especially to poor and rural consumers.  Access to electricity has increased rapidly in Vietnam, from around 51% in 1996 to over 80% at the household level in 2003, but there are still around 16 million people, representing about 3.5 million households, without access to electricity.  Moreover, the rural population that is connected suffers from low quality of service, including low voltage and poor reliability.  Current systems, often developed by local people to provide rudimentary initial connections are simply unable to meet current and projected load requirements.  There is a strong need to ensure better distribution of the benefits of electricity supply to all segments of the population, by improving service in rural areas, both to improve living standards directly, and to support development of local industrial, agricultural and commercial activities for economic growth and employment. 

Further progress on sector reform.  Continued progress on sector reform is important to meet all of these challenges, particularly the financing challenge.  In recent years, EVN has developed a much greater commercial orientation and approach to business.  EVN has signed power purchase agreements with the private sector for two major power generation projects with a total capacity of 1,500 MW under a BOT format.  Government plans to restructure EVN into separate generation, transmission and distribution entities, and provide for their subsequent equitization, with the establishment of a single buyer in the medium term, and a wholesale power market thereafter.  EVN has already divested four of its enterprises as part of an ambitious equitization program, implementation of which has just begun.  The main elements of the government’s reform strategy are being laid out in the new Electricity Law which was debated in the National Assembly in May 2004 and is due to be passed by the end of the year or in early 2005.  The Law also is expected to establish a separate unit for regulation of the power sector within the MOI, which may eventually form an autonomous regulatory authority.  Another key aspect of the sector agenda is to maintain the strong financial performance of EVN achieved in recent years.  Maintenance of prudent financial performance is critical not only to allow EVN to make a contribution to future investment, but also to maintain financial credibility in the business world.  In rural distribution, institutional reforms will create legal and legitimate rural distribution entities, improve their management and operational performance and put them on a sustainable financial footing.

Role of IDA.  The IDA strategy for the energy focuses on four themes:  (i) improving energy access to the rural areas; (ii) helping the country mobilize finance for meeting the rapidly growing demand; (iii) improving the technical, commercial and financial efficiency of the energy system; and (iv) initiating a reform of the sector including market restructuring, sector and corporate governance. 

Since the start of its operations in Vietnam, IDA has approved over $1 billion in credits including Transmission, Distribution and Disaster Reconstruction Project ($199 million, February, 1998) to reinforce the existing north-south transmission system and rehabilitate distribution systems in 3 cities; Rural Energy I project ($150 million, May, 2000) to connect 900 communes to the national power network; System Efficiency Improvement, Equitization and Renewable Project ($225 million, June, 2002) to improve technical, commercial and financial efficiency of EVN and the power companies; and Partial Risk Guarantee for Phu My 2.2 power project ($ 75 million, October, 2002) which provides an IDA guarantee for a 715 MW combined cycle gas-based power plant helping mobilize $480 million of  private sector financing.  These operations have been supported by a significant volume of studies and technical assistance work.  Some of the major studies were:  Implementing the Gas Master Plan (FY 1998), Fueling Vietnam’s Development:  New challenges for the energy sector (FY 1999); Renewable Energy Action Plan – a 10 year program (FY 2000); Promoting Private participation in Infrastructure (FY 2001); Petroleum product pricing policy (FY 2002).

The proposed project is a core effort to support the further development of rural electricity systems and institutions, which, if successful, may be further supported through an additional follow-up operation in several years.  A Second Transmission and Distribution Project is planned for 2005, which will assist EVN to meet rapid demand growth and the further restructuring of EVN, concentrating in particular on the development of its transmission business.  A multi-objective operation in power generation is planned for 2006.  IDA sponsored analytical work in the energy sector in 2004 includes preparation of a major study on infrastructure development, with special emphasis on financing and reform challenges in the energy, transport and water sectors, as well as a series of special studies supported through ongoing credits and other financing sources.

3.
Sector Issues to be Addressed by the Project and Strategic Choices:

The proposed project will focus upon rural electrification, especially upgrading of the current network, using a development model customized to meet Vietnam’s rather unique current RE set-up—drawing on the strong points of the current system, and improving the weak ones.

Rural Electrification in Vietnam
In 1995 only 62% of communes and 50% of rural households in Vietnam had access to electricity.  The major challenges at that time were:  (i) expand access to about 1,800 rural communes by connection to the national grid where techno-economically feasible; (ii) provide energy to about 400 remote communes that could not be connected to the grid in the near future; and (iii) rehabilitate grids in about 6,900 communes that were connected but had low coverage of households and were extremely inefficient and costly.  Expanding access to communes, which are still not connected, is being addressed by EVN and is being supported by  the Rural Energy I Project.  This previous project also formulated the basic principles that guide the development of rural electrification in Vietnam:  (i) all investments in rural electrification are to be economically viable; (ii) there will be cost sharing between all the parties including consumers, local governments, national government and the donors; (iii) implementation will be based on the most cost effective technology; (iv) consumers will commit to connect to the network and agree to pay for the power they consume; (v) there will be no operating subsidies; (vi) the local distribution utility will have a legal status with financial controls; and (vii) the local community will accept responsibility for managing the operations after the completion of construction. 

By mid 2004, the REI project had helped to connect over 900 communes to the national grid, providing electricity to about 3 million people.  Providing power to those remote communes that cannot be connected to the grid in the near future is also being addressed, through the promotion of off-grid renewable energy sources and the encouragement of commune groups and private entrepreneurs to enter the market, as part of the System Efficiency Improvement, Equitization and Renewable Energy (SEIER) project.  The third challenge of rehabilitation and expansion of existing rural commune grids has proved to be far more difficult due to complex issues of diversified ownership, varied forms of management and inadequacy of financial resources.  The integrated rehabilitation and techno- commercial development of these rural distribution systems is the major objective of the proposed project. 

Situation today.  By the end of 2003, all the provinces, 89.8% of the communes and 81% of the households in the country had access to electricity.  Despite this expansion, rural electricity consumption is only about 15% of the total consumption in the country.  Only 19% of the distribution networks in the rural communes are managed by the power companies while the balance are under the provincial authorities that have some ability to make adjustments to reflect cost variations at the local level.  The present Government policy is to promote unified rural electricity tariffs throughout the country, with residential consumers receiving a modest cross-subsidy from the general rate base.  EVN currently sells power to local distribution entities at VND429 (2.8¢)/kWh, including VAT for residential load, VND660 (4.3¢)/kWh for agriculture, and VND803 (5.2¢)/kWh for other customer categories.  Power companies serving the rural areas paid an average price of VND440/kWh while those serving the urban centers were charged 657 VND/kWh.  Retail prices are set at VND700 (4.5¢)/kWh for household use, and VND1000 (6.5¢)/kWh for other customers, although some local utilities under the provincial authorities charge higher rates in order to recover high line losses. 

Issues in Vietnam’s Rural Electricity Sector
Inadequate access and quality of rural electricity supply.  Of the 8,891 communes in the country, about 6,918 rural communes have been connected in the past decades under the previous programs of the Government.  The essence of this approach was that EVN provided a connection to the center of the commune but the local community, households and provincial governments had to take the responsibility for mobilizing funds, purchasing and installing the LV grid and for its operation and management.  But a large number of these grids were poorly designed and constructed, leading to heavy technical losses varying from 20 to 50 percent in some cases.  Since the local grid purchases power at a fixed price, the cost of these losses has to be recovered from the consumers, leading to high power prices ranging from VND1,000 to VND2,000/kWh or almost two to three times the nationally prescribed residential tariffs.  When these grids fall into disrepair, there are often no funds for rehabilitation and in some cases even for routine operations and management (O&M).  Moreover, since the community has to contribute to the construction of the local LV grids, only the richer households have access to electricity.  Thus in many of these communes, fewer than 50 percent of the households have access and those that do, pay much higher tariffs than their urban counterparts. 

Disparate and weak institutional framework.  Vietnam's power distribution sub-sector is characterized by small distribution entities, serving limited numbers of customers - on average 1,300 households each.  In the absence of a clear policy and institutional framework, there has been a growth of diverse management structures in the rural electricity distribution sector (Table 1).  The majority of local Commune Electricity Groups (CEGs) that were formed to manage the grids have neither legal status nor any financial accountability and controls and hence little ability to raise finances for rehabilitation or expansion.

Table 1:  Management Structure in the Rural Power Distribution Sector

	Management Models
	Communes
	Percentage

	Commune Electricity Groups.  This is no longer a legal management model under Vietnamese Law.
	4842
	62.8%

	EVN PCs 
	1466
	19%

	Co-operatives
	755
	9.8%

	Companies owned by Province or District
	408
	5.3%

	Unregistered Agents- These arrangements have now been banned by the GOV.
	233
	3%

	Joint stock companies
	5
	0.05

	Private companies 
	1
	0.01


Data as of January 2004.

Inadequate Regulatory Framework.  The current regulatory system for the power sector suffers from two drawbacks:  (i) the function of GOV oversight and regulation is not separated from that of sector ownership and management; and (ii) there is no effective and credible body of sector-specific legislation and regulations.  The creation of a credible regulatory entity and an enabling body of regulations for tariff, investment oversight and rural electrification are key priorities in the reform process. 

The Government’s Strategy for Rural Electricity Development 

The GOV has passed several decrees and regulations that outline the main principles for reform of the rural distribution sector.  These principles reflect those being adopted in other parts of the sector:  encouraging diversification of ownership and management and increasing regulation.  Decree 22 (1999) stipulates that:  (i) EVN is responsible for all Medium Voltage (MV) distribution; (ii) provincial authorities are responsible for  LV distribution; and (iii) investment in LV distribution is encouraged from all sources.  Decree 45 (2001) lays out the outline of the GOV’s rural electrification strategy, including provisions that:  (i) licenses must be obtained by all entities engaged in design or operation of electricity production, transmission, distribution or any other related business; (ii) diversification in investment and management of rural electrification facilities is encouraged; (iii) certain projects in rural areas could obtain favorable loans from the GOV; (iv) the Prime Minister will set a national ceiling price, but the Chairman of the Provincial People’s Committee will regulate specific regional prices; and (v) new investment in rural distribution will be implemented as follows:  MV lines and LV transformers will be invested and managed by EVN; LV lines by the province; users are to pay for their connections;  the GOV will provide financial support for LV lines and connections in regions II, II and border communes; and to remote areas that are served by independent systems based on hydro, diesel, solar and other renewable sources. 

Policy and Institutional framework.  The principal requirements for the policy and institutional framework for rural electrification in Vietnam is that it should provide financial, regulatory and institutional conditions that encourage the distribution utilities to renew and extend the networks and maintain them in good condition in a financially sustainable manner.  The framework should ensure low cost of supply, acceptable safety and quality of supply and increased access to the rural poor and also be consistent with the overall reform and restructuring program of the power sector in the country.  A detailed study was carried out to determine a policy and institutional framework for rural electrification in the country, which was agreed with the various stakeholders and the government (for details see Study in Project documents).  Based on current legal and regulatory realities, it was agreed that EVN and its subsidiaries will be responsible for financing and implementing the MV portions, while the provinces will be responsible for financing and implementing the LV portions.  Local participation in LV systems is critical since the existing grids have been built with their financial contributions. Similarly, the provincial governments have been the key supporting level and expect to remain so in the future.

Province centered approach.  In the upgrading and expansion of LV systems, it has been decided to follow a province-centered approach.  This implies that IDA funds will be onlent by the government to the provincial people’s committees (PPCs), and the PPCs will be required to repay the IDA funds to the national government.  PPCs will be accountable for the use of the IDA funds, responsible for the mobilization of counterpart funds, and for ensuring satisfactory implementation of the LV parts of the project.  The PPCs will also determine the LV system institutional arrangements; approve investment plans; administer local rural electrification policies and subsidies; and ensure compliance with IDA safeguard requirements, including resettlement compensation.  Project investments, however, will be prepared in provincial-level packages, including both MV and LV parts of the system. 

Conversion of ad hoc management of LV systems.  On completion of construction, the LV system will be managed locally and existing informal rural distribution units will be converted to legally constituted LDUs.  The PPC will create the LDUs as either:  (i) a Joint Stock, Joint venture, Private or Public company owned by local authority; or (ii) a cooperative which can be an electricity, industrial, trading or an agricultural cooperative.  But all LDUs must:  (i) be established as legal entities; (ii) have technically sound investment and operational business plans; and (iii) have sufficient financial viability and sustainability.  In Phase 1 of the project, covering six provinces, four provinces propose to set up 22 LDUs as joint stock companies at the district level; one province will set up an LDU at the provincial level to manage 260 communes; and one province will set up cooperatives for 97 communes.  The PPC will transfer the ownership of the assets to the LDUs after completion of construction.  Charters and business plans for the Joint Stock Companies (JSCs) will be drafted to ensure their financial viability and sustainability.

In all provinces the LDUs will be developed in such a way that they can be further aggregated into larger companies, if desirable in the future.  Based on international experience, there are likely to be regulatory and market incentives, based on economies of scale, to consolidate LDUs into larger distribution utilities.

Regulatory Framework.  Since rural electricity regulation is expected to be addressed in the proposed new Electricity Law as part of the overall power sector regulation framework, a separate regulatory body at national or provincial level for rural electrification is not necessary.  The proposed new national electricity regulator is expected to be also responsible for rural electrification, and the national regulator will set up provincial branches for all electricity supply including rural electrification.  A decree specifying the functions and responsibilities of the new electricity regulator should be issued by the Government within 6 months of the approval of the Electricity Law by the National Assembly.  Until then, it is expected that MOI and provincial Departments of Industry (DOIs) will continue to undertake many of the responsibilities for rural electrification industry regulation, as they do today.

C. Project Description Summary

1.  
Project Components 

(See Annex 2 for a detailed description and Annex 3 for a detailed cost breakdown):

The project provides funding for EVN and the power companies for the upgrading and rehabilitation of the MV systems, to the Provinces for the upgrading of the LV systems, and for the conversion of the existing CEGs into LDUs.  It also funds technical assistance (TA) to improve the regulation and management of the LDUs.  The project will be under the overall management and coordination of the MOI.

The project includes the following five components (estimated costs do not include IDA service charge or commitment fee): 

(i)  Major upgrading and/or expansion of the LV system in the rural power network in 1,200 communes to be implemented by about 30 PPCs with technical support and assistance from EVN’s subsidiaries.  The total cost of this project component is about US$242.75 million of which US$162.8 million will be financed by the IDA credit, US$45.25 million by the PPCs, and US$34.7 million by the customers;

(ii) Major upgrading and/or expansion of MV System in the Northern Region: This project component will rehabilitate the MV systems in the same project communes in the northern region of Vietnam, where the LV systems are rehabilitated and expanded under project component (i).  The component is to be implemented by PC1.  The total cost of this component is US$42.23 million of which US$33.0 million will be financed by the IDA credit, and US$9.23 million by PC1 from counterpart funds;

(iii) Major upgrading and/or expansion of the MV system in the Southern Region:  This project component will rehabilitate the MV systems in the same project communes in the southern region of Vietnam, where the LV systems are rehabilitated and expanded in the project component (i).  This component is to be implemented by PC2.  The total cost of this component is US$11.2 million of which US$8.5 million will be financed by the IDA credit, and US$2.7 million by PC2 from counterpart funds;

(iv) Major upgrading and/or expansion of the MV system in the Central Region:  This project component will rehabilitate the MV system in the same project communes in the northern region of Vietnam, where the LV systems are rehabilitated and expanded in the project component (i).  This component is to be implemented by PC3.  The total cost of this component is US$17.98 million, of which US$14.2 million will be financed by the IDA credit, and US$3.78 million by  PC3 from counterpart funds; and
(v)
Technical Assistance:  This component, totaling US$7.0 million, will support:  (i) the development and implementation of a framework for regulation of companies and cooperatives and building the capacity of national and provincial authorities in planning and regulation of rural electrification; (ii) transformation of the LDUs into legal entities; (iii) strengthening the abilities of the LDUs in commercial, technical and financial management of electricity distribution companies; and (iv) replication of the best practices developed in other LDUs participating in the later phases of the project and subsequently.  The component will include IDA financing of $1.50 million, GEF financing of $5.25 million and in-kind contributions from GOV of $0.25 million.  An advisory group will be set up under the MOI steering committee to oversee the capacity building and training program.

Phased Project Approach.  Since all of the 30 project provincial programs cannot be coordinated to begin implementation at the same time, the project will be implemented in four phases.  This will ensure that all the provinces have time to prepare the project in sufficient detail and also it will be useful for the later provinces to learn from the implementation results of others. Accordingly, in Phase 1, the project packages of the first six provinces covering 355 communes have been appraised.  After upgrading and rehabilitation, the PCs will manage the MV networks; while LV networks will be managed by a combination of JSCs at the district level and cooperatives at the commune level. 

In subsequent phases, complete packages for each province will be prepared every year by EVN and the project province; IDA and MOI would review these prior to implementation. The feasibility study (FS) packages would include both MV and LV parts of the system; Environmental Assessments (EAs) and Resettlement Plans (RPs) that comply with IDA guidelines; and selection of institutional arrangements for management of the LV grids after completion.  The selection criteria for LDUs, project execution and procurement arrangements for the MV and LV systems shall be as agreed for Phase 1 of the project.  This process will continue until the $220 million of IDA funds is fully committed. 

Project Components (see Annex 1): 

	    
	Indicative
	 
	Bank
	% of
	GEF
	% of

	Component
	Costs
	% of
	financing
	Bank
	financing
	GEF

	 
	(US$M)
	Total
	(US$M)
	financing
	 (US$M)
	financing

	i.  LV Distribution Extension
	242.75
	73.7%
	162.8
	74
	0
	0

	Major upgrading and/or expansion of the LV distribution grid in about 30 provinces of Vietnam (15 provinces in north, 5 provinces in center, and 10 provinces in south)
	
	
	
	
	
	

	ii.  Major upgrading and/or expansion of MV systems in the Northern Region by PC 1.
	42.23
	12.8%
	33
	15
	0
	0

	iii.  Major upgrading and/or expansion of MV systems in the Southern Region by PC 2.
	11.2
	3.4%
	8.5
	3.9
	0
	0

	iv.  Major upgrading and/or expansion of MV systems in the Central Region by PC 3.
	17.98
	5.5%
	14.2
	6.5
	0
	0

	v.  Technical Assistance including: 
	7
	2.1%
	1.5
	0.7
	5.25
	100

	· 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
	
	
	
	
	
	

	                                          Total Project Costs 
	321.16
	97.5%
	220
	100
	5.25
	100

	                                                         Charges x
	8.34
	2.5%
	0
	0
	0
	0

	                                Total Financing Required  
	329.5
	100%
	220
	100
	5.25
	100

	
	
	
	
	
	
	


X Service charge is estimated at $5.20 million and commitment fee at $3.14 million.

2.  
Key Policy and Institutional Reforms Supported by the Project:

The key policy and institutional reforms supported by the Project are:

(i) Development of an Institutional and Policy framework for rural electrification.  The Project will support the creation of a long term policy, institutional and regulatory framework for rural electricity supply in Vietnam;

(ii)
Creation of legal local distribution utilities.  The creation of LDUs under Enterprise or Cooperative law in the provinces will form the building blocks in the creation of an efficient distribution sector in the country.  The Project will help in the improvement of the governance, efficiency and sustainability of this system of decentralized rural electrification management through legal entities set up as LDUs.  This will help not only in building local management capacity but also in mobilization of financial resources from domestic investors for the rapidly expanding power sector; and

(iii)
Formation of a national and provincial regulatory office.  The passage of the Electricity Law will lead to creation of a national regulatory office with provincial branches in charge of rural electricity supply.  This strengthening of the regulatory framework will provide the assurances of transparency necessary to encourage investments.

3.
Benefits and Target Population: 

The Project’s primary beneficiaries are Vietnam’s rural population in the Project areas. Rehabilitation and reinforcement of existing sub-transmission and distribution systems will reduce losses, improve safety and reliability and enhance the quality of service.  The reduction of losses should lower electricity prices paid by the poor households in the rural areas.  Improvement of reliability and quality of the power supplied would allow the rural consumers to expand productive use of energy.  Investment in the expansion of distribution networks in rural areas will increase the access to electricity on a least cost basis to poor communes with demonstrated potential for growth.  The project will secure efficient and reliable power supply for about 2.5 million households, representing more than 50% of those currently without electricity.  About 10 million people would benefit from the project.  In conjunction with other rural development initiatives promoted by the GOV and supported by International institutions under the “ Electricity – Roads – School – Clinics” program, the project will contribute to decreasing poverty in rural areas. 

4.  
Institutional and Implementation Arrangements:

Implementation Period.  The implementation period will be from 2005-2011.  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.  

Executive Agencies.  The Project will be implemented by MOI and EVN together with the selected PPCs.  A Steering Committee under the Minister of Industry has been set up to oversee the entire project with members drawn from Ministry of Planning and Investment (MPI), State Bank of Vietnam (SBV), Ministry of Finance (MOF), Office of the Prime Minister, Ministry of Industry (MOI), Electricity of Vietnam (EVN). 

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 portions of the project, a project implementation unit will be set up under the MOI 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.  The PMB will be responsible for monitoring and guiding physical project implementation, limited to coordination and support functions.  A Consulting Group (CG) to the MOI Steering Committee will be set up to help plan, oversee and implement the capacity building program in particular for providing advice to the PPCs and LDUs on legal, financial and regulatory matters concerning the establishment and operation of the LDUs and ensuring a regulatory mechanism and training program is set up and delivered.

Provincial People’s Committees (PPCs).  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.  A project steering committee (PSC) will be set up by the PPC to 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 displaced persons (DPs) and allocate the land required for the project.  

EVN.  EVN would implement the MV component of the project and bear the overall responsibility for the project preparation and implementation related to the MV system.  The rural electrification steering committee reporting to the Chief Executive of the company, set up to manage the rural electrification projects in REI, will continue its function for the Project.  Power Companies No. 1, No. 2 and No. 3 will be in charge of the preparation and implementation of the MV parts of the project within the areas under the control of each PC and have set up Project Management Boards for the implementation of the project. 

Other Ministries.  MPI and 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 Development Assistance Fund (DAF) under MOF will be responsible for the transfer of IDA funds to the provinces in accordance with criteria agreed with IDA.  The Office of the 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.  They will take over the LV assets including land and buildings, electrical plant and equipment and stores as well as the liabilities, in their geographical area of coverage.

Implementation Arrangements

IDA Credit.  The Government of Vietnam (GOV) will on-lend a portion of the proceeds of the IDA Credit under standard arrangements to EVN and the Power Companies 1, 2 and 3 to implement the upgrading and rehabilitation of the MV systems in the selected provinces.  The balance of the IDA Credit will be on-lent to the selected provinces under standard arrangements through  DAF.  To facilitate the flow of funds, five Special Accounts, three for  PC 1, 2 and 3, one for DAF and one for MOI, will be established in a commercial bank and operated by the PCs, DAF, and MOI.

Fund Flow.  The IDA credit will be provided to:  (i) EVN and PCs 1, 2 and 3 under Subsidiary Loan Agreements; and (ii) PPCs, through DAF, all on terms and conditions acceptable to IDA. The Provinces will allocate counterpart funds for the Project on the basis of their annual development plans.  PPCs will be required to repay the IDA funds to MOF.  The PPCs will provide financing packages, including IDA and counterpart funds, to the LDUs and will transfer the ownership of the assets to the respective LDUs after the completion of construction.  The financial arrangements between the Provinces and the LDUs shall adhere to the following principles:  (i) LDUs should be moving toward operating on a commercial basis and commercial terms; (ii) financial arrangements should have a loan element and a grant element, instead of an across- the board interest rate subsidy; and (iii) the Provinces should determine the ratio of loan to grant for each LDU taking into account topographical constraints, the remoteness of the communes and the number of poor households covered by the LDUs.  Furthermore, the sum of the sub loan and capital grant to each LDU shall be equal to the amount onlent by IDA to the Province for that LDU, and the ratio of the sub loan and capital grant, and the terms of the sub loan, shall be such that the notional interest rate over the total amount is no less than  one percent per annum.

GEF Grant.  The flow of GEF grant funds will be through a special account held by MOF and managed by the PMB.  All technical assistance, training and capacity building activities and contracts will be managed by the PMB.

Procurement.  IDA-financed procurement of goods and works will follow Bank's Procurement Guidelines (May 2004).  Consulting service and training will be procured in accordance with the Bank's Consultant's Guidelines (May, 2004).

Monitoring and Evaluation.  The key indicators described in Annex 1 will be monitored and evaluated by the Project Management Board of the MOI, as the agency tasked with overall project coordination.  A key source for the monitoring report will be GOV statistics for economic and social development to provide a basis on which progress is assessed towards the CAS-related goal.  Statistics collected from the project (from EVN, 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. 

Mid-term review.  The project will be subject to a mid-term review in January 2008, in which progress towards meeting the project indicators will be evaluated and, if necessary, adjustments made to project implementation.

D. Project Rationale

1.  
Project Alternatives Considered and Reasons for Rejection:

The proposed project examined various alternatives to tackle the technical, commercial and financial inefficiencies of the local distribution systems at their root cause. 

Institutional Framework:  centralized vs. provincial centered approach.  The option of EVN taking over the LV system was considered and not found practicable in view of diversity of ownership, existing legal statutes, government policy on demonopolization of central utilities and resistance from most agencies to the takeover.  Based on a detailed study carried out to determine an institutional framework for rural electrification in the country which was agreed with the various stakeholders and the government, it was agreed that EVN and its subsidiaries will be responsible for financing and implementing the MV portions of the Rural Energy II Project, while the PPCs will be responsible for financing and implementing the LV portions of the project. 

Project Investment Mechanisms.  EVN was unwilling to undertake the major investments necessary for the rehabilitation and expansion of the rural low voltage grids without explicit GOV support or major changes in the tariff structure.  The alternative of creating a new independent national rural electrification agency was considered to be not viable in the absence of adequate managerial and institutional capabilities as well as the present government policy on decentralization.  The use of the local banking system was considered for financing of the provincial investments in the LV system but was also not considered efficient at this time.  The alternative selected is for IDA credits to be provided to the power companies under EVN to upgrade, rehabilitate and manage the MV network and substations, while the LV system would continue to be the responsibility of the Provinces which would be provided IDA funds through the Ministry of Finance.  At the same time, recognizing the limited availability of IDA and other funds, the project will support actions that will help open up new, private, financing channels for LDUs.

Project Implementation.  Given the limited capacity in the Provinces and the need for coordination in the MV and LV systems design, a number of implementation options were considered including: using EVN to design and construct both LV and MV systems; setting up a third party to implement LV and MV systems; and entrusting MV systems to the LDUs. Because EVN and the PCs have the necessary technical, financial and managerial capabilities, they will carry out the integrated design of both the MV and LV systems.  The construction of the MV system would, however, be the responsibility of EVN and the Power Companies while the LV systems would be constructed under the authority of the provinces.  The provinces will be encouraged to utilize the Power Companies on a contractual basis for implementation of the LV system, from which the system will be transferred to the LDUs on completion for operation and management.  

2.  Major Related Projects Financed by the Bank and/or Other Development Agencies (completed, ongoing and planned).

	Sector Issue
	Project 
	Latest Supervision

(PSR) Ratings

(Bank-financed projects only)

	Bank-financed
	
	Implementation Progress (IP)
	Development

Objective (DO)

	Improve technical, operational, management and sector efficiency
	Power Sector Rehabilitation and Expansion Project (Cr. 2724-VN – July 1995. Project completed)
	S
	S

	Rationalize power sector institutions;


	Power Development Project (CR 2820-VN of February 1996).  Project completed.
	S
	S

	Unbundle EVN’s “transmission” and “generation” functions
	Transmission, Distribution and Disaster Reconstruction (CR 3034-VN of January 1998)
	S
	S

	Improve rural access

 Expand rural electricity services

 Increasing access in rural areas
	Rural Energy credit (CR 3358-VN of November, 2000)

Southern Province Rural Electrification (Laos-CR 30470, March, 1998)

Rural Electrification and Renewable energy development (Bangladesh, June 2002)
	S

S
	S

S

	Other development agencies
	
	
	

	AFD (France)

Asian Development Bank (ADB)
	Mekong Rural Electrification (2000) 

Power Distribution and Rehabilitation (LN 1368-VIE of June 1995), Central and Southern Vietnam Power and Distribution (LN 28187-VIE of November 1997)
	
	

	Japan Bank for International Cooperation (JBIC)
	Construction of Phu My 1 Power Plant (January 1994), Pha Lai 2 Power Plant (January 1994), Ham Thuan Da Mi Power Plant (January 1994), Da Nhim Power Plant (March 1997), O Mon Power Plant (March 1998)
	
	

	Swedish International Development Agency (SIDA)
	Construction of Song Hinh Power Plant (1995), 6 transmission substations for 100 kV (1998), Extension of transmission substations for 500 kV (1998), Upgrading distribution network in Central Area 
	
	


IP/DO Ratings:  HS (Highly Satisfactory), S (Satisfactory), U (Unsatisfactory), HU (Highly Unsatisfactory)

3.  
Lessons Learned and Reflected in the Project Design:

The Project takes into account both Bank wide lessons of rural electrification and country experience in project implementation.  

A Bank review of rural electrification (Rural Electrification:  A Hard Look at Costs and Benefits; OED Précis, May 1995) recommends strengthening the economic and financial appraisal of projects, including consideration of alternative energy sources.  Grid extension should be selected for areas where it is demonstrated to be an economically viable option under conservative assumptions of economic costs and benefits.  Rural energy and development (World Bank Development in Practice, September 1996)) recommends five main principles to provide better access:  provide for consumer choice, ensure cost reflective pricing, overcome the high first cost barrier, encourage local participation and implement good sector policies.  Best practices in rural electrification including effective implementing agencies, with a high degree of operating autonomy and good leadership; clearly defined criteria for selection of priority areas; tariffs set at realistic levels and at a minimum to achieve cost recovery; reduction of costs; lowering entry barriers; have been followed in the project design.  Project developers have also incorporated knowledge acquired from similar Bank projects and studies including Bangladesh's Rural Electrification and Renewable Energy Development, India's Renewable Resource Development, Sri Lanka's Energy Services Delivery, Laos Southern Provinces Rural Electrification project and Indonesia's Renewable Energy projects.

IDA’s first two operations in the power sector in Vietnam have been completed and three operations are under implementation.  Key lessons learned (see ICR for Power Development Project (PDP) and Power Sector Rehabilitation and Expansion Project (PSREP) include that flexibility in all aspects of project design and implementation by the Bank, GOV, and implementing agencies was critical for the successful implementation of these two projects.  Flexibility helped cope with delays caused by approval procedures, foreign exchange shortfalls, financial difficulties of suppliers and contractors, lack of sufficient on-time information and guidelines.  Good load forecasting is essential to predict the loading levels of distribution lines and substations, so that their rating is selected appropriately in line with realistic load growth rates.  The appointment of an Independent Monitoring Agency to oversee RP implementation was important in minimizing problems with project displaced persons (DPs), and to identify problem areas in particular on land acquisition and compensation issues, thus avoiding protracted disputes.  For a quick and smooth start of the project, it is imperative that all the necessary GOV approvals for the project should be obtained before negotiation of the credit.

The major lesson from Vietnam's Rural Energy I project was that institutional changes need to be designed and planned carefully with full participation of the local authorities to ensure effective implementation.  IDA experience with both grid and off grid projects has confirmed the usefulness and importance of community participation and cost recovery.  Pre-planning of procurement activities was essential—this included the preparation of a common set of bidding specifications to be used by all the project agencies, phasing the delivery of equipment and material, focusing on logistics of supply and storage, independent oversight of construction and resettlement activities.  There are no short cuts to the successful completion of a complex project: this includes above-average inputs of IDA resources and a broad skill mix during project design, appraisal and supervision. 

4.  
Indications of Borrower and Recipient Commitment and Ownership: 

The GOV is strongly committed to increasing rural electrification.  GOV has annually allocated budgets for the local authorities for RE, allowed EVN to access IDA credit and to use depreciation funds for development of the RE program.  Many of the PPCs have imposed surcharges on urban customers to generate funds for the implementation of the RE within their provinces.  For the Project, Government has established a steering committee. 

MOI has agreed to provide overall guidance for the Project.  MOI has reaffirmed its commitment to sector reform through its sponsoring of the Power Sector Reform road map and its implementation.  51 Provinces have provided in writing their commitment to the basic principles of the Project. 

EVN has demonstrated its commitment and ownership of power projects in Vietnam through successful collaboration with IDA over the past seven years.  EVN also shows strong commitment for the Project.  EVN agreed to retain the project implementation organization and staff of the REI for the implementation of the Project and to assist the provinces in preparation of the project from its budget. 

Overall, the Borrower’s and the implementing agencies’ ownership of, and commitment to, the Project are assessed to be strong.

5.  
Value Added of Bank and Global Support in this Project: 

Vietnam's power distribution sub-sector is uniquely complex.  The highly disaggregated structure of several thousand small distribution entities, the near complete absence of capacity to manage and operate distribution systems in a commercially, financially and technically sound way, and the decentralized governance structure presents challenges to which the project must respond.  IDA’s sustained involvement in the Vietnamese power sector provides it with a comparative advantage in assisting the government to prioritize investments and to sequence reform.  Involvement through the Project is necessary to help consolidate and maintain the momentum of reform efforts and institutional restructuring initiated in the earlier projects and in addressing GOV concerns about alleviation of poverty in the rural areas of the country.

GEF financing permits the development of an enhanced technical assistance program which will enable the regulatory reform to be broadened and deepened, reinforcing the incentives for LDUs to operate in a technically, commercially and financially efficient way.  Inclusion of GEF financing will deepen the efforts to ensure that the institutional and regulatory reforms take root and replicate best practice to other LDUs not included in the early phases of the project.

E. Summary Project Analysis 

(Detailed assessments are in the project file, see Annex 8)

1.  
Economic (see Annex 4):

Cost benefit:  For Phase 1:  NPV=US$68.5 million; ERR = 16.5%  (see Annex 4)

Economic benefits of the project are derived from reduction of energy losses, saving of customer expenditure on the electric devices for improving the quality of the power supplied, consumer surplus and incremental sales due to removal of system capacity constraints to the existing as well as the new connected customers.  The cost benefit analysis of the Phase 1 of the project yields an EIRR of 16.5% and NPV of US$68.5 million.  The cost benefit analysis also demonstrates that the project is economically viable in all the six provinces.  The detailed assessment and sensitivity analysis are provided in Annex 4.

	
	ERR (%)
	NPV in US$ million

	Vinh Phuc
	16.2
	10.3

	Ha Tinh
	19.4
	27.7

	Ben Tre
	14.1
	6.9

	Ca Mau
	13.2
	1.7

	Quang Ngai
	14.2
	9.7

	Phu Yen
	19.4
	11.2

	Phase 1
	16.5
	68.5


The GEF component would support a substantially enhanced technical assistance component.  The activities to introduce the regulatory framework would be widened, and both institutional development and capacity building of the LDUs and a replication task would be introduced.  The incremental cost of these tasks, which would largely consist of training and consultant support, is estimated at $5.75 million.  The incremental cost analysis for the GEF component is presented in Annex 11.

2. 
Financial (see Annex 4 and Annex 5):  
  

For Phase 1:  NPV=US$-54.4 million; FRR = 2.1%  (see Annex 4)  

A.
Project Financial Analysis.  The Financial Rate of Return (FRR) of the Project (including both MV and LV systems), is 2.1% in real terms, which assumes constant tariffs for incremental sales over 20 years.  The financial rate of return for the Phase 1 project is low because of high costs associated with rural electrification and an assumption that the current regime of bulk power tariffs (which are lower than what would be expected if they were to reflect costs) and ceilings on retail tariffs will continue.  The financial returns for the provinces are also low because rural electricity use focuses today mainly on domestic lighting.  Improvement in quantity and quality of supply is expected to increase productive consumption of electricity in future leading to both rapid load growth and increased income generation in the rural areas.  If the tariffs and incremental energy purchase are escalated by estimated local inflation, the FRR increases to about 4%, which is acceptable in view of the social aspect of the project.  (Annex 4).

B. 
Financial Analysis of the LDUs in the Provinces has been carried out to ensure their ability to meet the project's financial viability and sustainability criteria.  The LDUs should be able to repay funds at sufficient levels to allow the PPCs to recover their government borrowing.  For those LDUs which are able to meet this minimum basic requirement, further additional analysis has been conducted to review cash flow expectations and their longer term financial sustainability under the projected financial arrangements between the PPCs and the LDUs.  PPCs will provide loans at "market rates" to the LDUs.  PPCs will also provide capital grants to those LDUs, which have to incur higher costs due to topographical constraints, remoteness of communes and larger number of poorer households.  All participating LDUs in the project will need to be financially sustainable over the long term, that is they should be able to; (i) generate revenues sufficient to cover all their operating expenses, including depreciation and interest on debt, and pay its debts as they become due, in excess of depreciation charges; and (iii) finance expansion and rehabilitation of its LV electricity distribution networks from capital contribution of its owners and /or members, debts and /or retained earnings.  (Annex 4).

C. 
Financial Performance.  The financial performance of the implementing agencies (EVN and PCs) and the key financial issues are summarized below and in detail in Annex 5.

EVN has consistently maintained satisfactory financial performance since its creation in FY95.  Revenues from electricity sales were sufficient to allow EVN to realize higher sales margins, operate with high liquidity, carry out a huge investment program and comply with financial covenants.  Between FY00-03, PCs 1, 2 and 3 sustained an increase in electricity demand averaging 17% annually.  Because PCs purchase bulk power from EVN at levels to ensure cost recovery and reasonable profits, their operating margins have remained stable through the years.  The PCs are expected to continue to experience strong demand increase from FY04 to FY08, averaging 14% annually, coupled with increase in new connections and unit consumption.  It is estimated that the PCs will continue to incur stable net profit through FY08 and record satisfactory financial ratios in compliance with IDA covenants. 

The Government and IDA have agreed that the satisfactory performance of EVN and its ability to finance an ambitious investment program are priority financial objectives for the sector.  IDA and EVN have agreed on minimum  debt service, self-financing and debt:equity ratios (see Section G), which will be maintained by EVN to ensure satisfactory financial performance.  The Government has agreed to take all action necessary, which may include financial restructuring, promotion of private sector participation, promotion of efficiency and adjustment of tariffs, to enable EVN and the PCs to comply with these ratios.

Fiscal Impact:

An evaluation of the amount of public resources allocated through the project concluded that these investments are justified by their socio-economic impacts.  The tax revenues from Phase I projects are estimated at VND 217 billion or US$14 million.  In addition there will be further fiscal impact of electricity on the improvement and quality of social services (health, education, public administration) and on commercial business activities through the creation of new agro-industrial businesses and services and the development of productivity and quality enhancements in existing agro-industrial businesses and services.

3.  
Technical:

There are no significant technical issues. 

All physical components of the Project are based on detailed feasibility studies of the integrated MV and LV systems.  Subsequent phases will follow a similar process.  The technical design of the Project is considered to be sound. 

4.  
Institutional:

4.1 
Executing agencies:

The Project will be implemented by MOI (together with PPCs) and EVN (with the three PCs).  Both are well-established entities with successful track records in project implementation. 

4.2 Project Management:

During preparation and appraisal, there was extensive analysis and consultation on the best institutional arrangement for the project. The analysis focused on identifying the optimal institutional and financial structure to design and to deliver both the investment component and the TA to the points where they were required, namely the LDUs and national and provincial regulatory authorities. Subsequent analysis focused on identification of provinces’ capacity to implement the Project. The institutional analysis concluded that the risks were best managed and capacity built using a phased approach.

The first phase program of six provinces has been agreed at project appraisal, and funds will be disbursed for these programs once the Credit is effective.  The remaining provinces will enter the program after the first year in Phases 2, 3 and 4 of the project.  

Each year, MOI and EVN will prepare, and submit to IDA for its approval, a proposed work program and budget for project activities in the selected provinces and will thereafter implement the program after approval by IDA.  

4.3 
Procurement Issues:

A Procurement Capacity Assessment (PCA) was carried out during March 24-27, 2004.  The overall procurement risk was found to be moderate.  The PMBs of the PCs were found to possess adequate procurement capacity for handling procurement under the Project, however, PMUs of the Provinces/PPCs (i.e. the PPMUs) do not have sufficient knowledge and experience to conduct Bank-funded procurement including preparation of bidding documents and evaluation of bids.  To mitigate these risks and to ensure proper and smooth harmonization, coordination, and synchronized implementation, it has been agreed that:  (i) preparation of feasibility studies, procurement plans and bidding documents will be done in coordination between the PPCs and the PCs using a single consultant to ensure synchronization; (ii) the PPCs and the PCs will issue advertisements for the LV and MV systems in a coordinated manner;  and (iii) goods and works procurement will normally be done following the detailed procedures in Annex 6A, utilizing procurement expertise in the PCs.  For those provinces, which would like to utilize their own PPMUs for procurement, an alternative mechanism has been agreed which will require that:  (a) the PPMU staff be trained, PPMU organization strengthened with a qualified procurement consultant, and PPMU procurement capacity be certified as acceptable by IDA before procurement can begin; and (b) the PCs commit to providing adequate technical and managerial support to the PPMUs with the agreement of the PPCs.  In the event that any project province fails to comply with the above principles and procedures, resulting in a significant failure in economic efficiency, technical integrity or any delay in execution of any contract, the Government would undertake not to finance any new contracts for project activities in such project province.

Annex 6A describes detailed arrangements for assistance to PPMUs and coordination including schedules have been established for the project as listed in Annex 6A and in the PIP which will be approved by IDA.

4.4 
 Financial Management Issues:

Adequacy of financial management.  IDA completed an assessment of the adequacy of the project financial management systems in April 2004.  The review concluded that this project meets World Bank Group financial management requirements.  A Financial Management Action Plan will be implemented to address the identified weaknesses and to ensure that capacity is adequate to address current financial management deficiencies.  (Annex 6 B- Attachment )

Audit.  Previous audit reports submitted by EVN have been acceptable to IDA, demonstrating full compliance with audit report requirements of Credit and Project Agreements.  IDA did raise a number of comments in review of EVN’s audits in February 2004, which have been promptly and satisfactorily addressed.
Funding Arrangements.  IDA funds for the MV components will be channeled to EVN who will provide overall coordination of FMS aspects.  Each of three PCs - PC1, PC 2 and PC 3 – will open their own special accounts to handle payments of MV components in northern, southern and central regions.  IDA funds for the LV components will be channeled to the participating PPCs through the Development Assistance Fund (DAF). Disbursement of Credit proceeds will be made based on the standard IDA systems.  Reimbursement from Special Accounts will be based on full documentation or against Statements of Expenditures (SOEs).
5.  
Environmental:
Environmental Category:  B (Partial Assessment)

5.1
Summarize the steps undertaken for environmental assessment and EMP preparation (including consultation and disclosure) and the significant issues and their treatment emerging from this analysis.

An Environmental Guideline was developed and approved for use under the project.  The guideline was used in developing the EAs for the six appraised subprojects and will be used for the EA assessments of all sub-projects proposed in the remaining 24 provinces to be appraised in subsequent phases.

EVN prepared 6 Environmental Assessments/Environmental Management Plans (EA/EMPs) for each of the six provinces in Phase 1 of this project.  The EAs/EMPs address all environmental issues satisfactorily, and are in compliance with Vietnamese and Bank environmental regulations, policies and procedures (a summary is provided in Annex 14). 

The Bank also worked with EVN to develop a simplified template for EA/EMP preparation for use in the subprojects that will be appraised after the project starts.  The template simplifies the reporting format for the EA/EMP and maintains the full scope of the assessment, its analysis and impact mitigation.  A training program for EVN PC staff and their environmental consultants from most of the provinces participating in the project was carried out on the use of the template during project appraisal.  The template and training program were well received by EVN and are expected to improve the quality and focus of the EA/EMPs and their implementation. 

5.2 
 What are the main features of the EMP and are they adequate?

The EMPs provide mitigation measures for the project’s impacts with regard to soil erosion and surface runoff, air quality, noise, dust generation, cleanup of construction sites, and protection of biologically and culturally important resources.  The EMP contains mitigation measures, their timing and implementation arrangements, costs and arrangements for implementation monitoring. 

A training plan on EMP implementation has been developed for each province, targeting PMU staff and community leaders.  The training courses will be carried out at the central level (by EVN), the regional level (by PCs) and through on-site training. 

5.3 For Category A and B projects, timeline and status of EA:

	Date of receipt of final draft:
	EAs were submitted in May 2004.

    
      


5.4  
How have stakeholders been consulted at the stage of:  (a) environmental screening; and (b) draft EA report on the environmental impacts and proposed environment management plan?  Describe mechanisms of consultation that were used and which groups were consulted?

Initial consultation was conducted by the Borrower in the form of discussion and agreement with the respective local government agencies and communes with regard to the route alternatives. Further public consultation involving the DPs and representatives of local NGOs (e.g. Women’s Union, Youth Union, Farmers’ Union, Fatherland Front Association), as required by the Bank safeguard policies, were conducted before pre-appraisal (Nov-Dec, 2003).  No objections to the project or environmental concerns other than those addressed in the EAs have been raised during the consultation process.  However, the DPs suggested some additional mitigation measures that have been incorporated in the EMPs.  Records of these discussions and written agreements are attached to the EA reports.

5.5  
What mechanisms have been established to monitor and evaluate the impact of the project on the environment?  Do the indicators reflect the objectives and results of the EMP?

The technical supervision staff of each PMU will carry out monitoring.  An independent safeguard consultant, hired by EVN, will also provide semi-annual reports on the implementation of the EMPs (and RPs), including results of consultation with local communities regarding environmental concerns and complaints.  Where appropriate, mitigation measures will be included in construction contracts.  There will also be community-based monitoring of EMP implementation.  This was piloted under the Rural Energy I project, and was successful because communities have a special interest in ensuring that environmental impacts are minimized. 

6.  
Social:

6.1  
Summarize key social issues relevant to the project objectives, and specify the project's social development outcomes.

The policy framework for RPs and the Strategy for Ethnic Minority (SEMs) were developed based on OP 4.12 and OD 4.20 and approved for use under the project.  The frameworks were used in developing RPs and Ethnic Minority Development Plans (EMDPs) for the six appraised subprojects and will be used for all sub-projects proposed in the remaining 24 provinces to be appraised in subsequent phases.

RPs and EMDPs were completed for all communes in the six provinces that will participate in the first phase of the project.  They provide adequate budgets for resettlement and compensation, and include adequate institutional arrangements and mechanisms for implementation monitoring and grievance redress.  These RPs have been approved by Government and cleared by the Bank (see also Annex 13).
The Phase 1 subprojects do not cause any culturally specific impacts on the communities of ethnic minorities.  Three EMDPs for Phase 1 have been prepared in close consultation with local authorities and ethnic minorities who are residing in the project areas.  All EMDPs of the subsequent phases will be prepared separately for each project province and the same SEM will be applied.

6.2  
Participatory Approach:  How are key stakeholders participating in the project?

The RPs were prepared in close consultation with DPs, relevant local authorities at different administrative levels and other key stakeholders.  The present system of financing of grid extension relies heavily on local participation in decision-making.  Individual households contribute to the construction of the low voltage lines and in addition the cost of connections to their houses is their direct responsibility.  The local people’s committees were representative of the local communes and have considerable voice in determination of the grid expansion and payments required of them for the operation and maintenance of the system.  

6.3  
How does the project involve consultations or collaboration with NGOs or other civil society organizations?

In social screening and in preparing RPs and EMDPs, the preparation teams consulted with Provincial and District Women’s Unions, Provincial Committees for Ethnic Minorities, Farmers’ Association.

6.4  
What institutional arrangements have been provided to ensure the project achieves its social development outcomes?

The MOI, EVN, PCs and local authorities at different levels have been involved in preparing the Resettlement Policy Framework (RPF), SEM, RPs and EMDPs.  Other institutions will be established at the very beginning of project implementation to conduct activities, which set forth in RPs and EMDPs including the task of supervision, monitoring and evaluation for RP and EMDP implementation.

6.5  
How will the project monitor performance in terms of social development outcomes?

The implementation of RPs and EMDP will be monitored by PCs and their PMBs.  Independent experts will also be hired to monitor RP and EMDP implementation.  An evaluation of the livelihood restoration programs for DPs will also be carried out.

Does this project include any Community-Driven Development component?    No 

7.  
Safeguard Policies:

7.1 Are any of the following safeguard policies triggered by the project?

	Policy
	Triggered

	Environmental Assessment (OP 4.01, BP 4.01, GP 4.01)
	Yes

	Natural Habitats (OP 4.04, BP 4.04, GP 4.04)
	No

	Forestry (OP 4.36, GP 4.36)
	No

	Pest Management (OP 4.09)
	No

	Cultural Property (OPN 11.03)
	No

	Indigenous Peoples (OD 4.20)
	Yes

	Involuntary Resettlement (OP/BP 4.12)
	Yes

	Safety of Dams (OP 4.37, BP 4.37)
	No

	Projects in International Waters (OP 7.50, BP 7.50, GP 7.50)
	No

	Projects in Disputed Areas (OP 7.60, BP 7.60, GP 7.60)*
	No


7.2  
Describe provisions made by the project to ensure compliance with applicable safeguard policies.

Every effort was made through project design, construction measures and construction schedules to reduce unnecessary involuntary resettlement and adverse impacts on assets and the environment.  Resettlement and compensation programs are designed so as to allow the improvement or at least the maintenance of the DPs’ pre-project living standards.

The Borrower disclosed the key safeguard documents (the policy frameworks for resettlement and ethnic minority development, the RPs and EMDPs for Phase 1 subprojects, the environmental guidelines and EAs/EMPs for Phase I subprojects) in accordance with WB safeguard requirements.  These documents were disclosed prior to project appraisal in the provincial power companies (in Vietnamese), at the Vietnam Development Information Center in Hanoi (in English and Vietnamese), and at the InfoShop in Washington DC (in English).

Supervision of the project will include Bank staff to ensure safeguard compliance.  During project execution, an independent monitor shall be appointed to provide regular reports on compliance by the executing agencies of the safeguard policies agreed to with the government at appraisal.

F. Sustainability and Risks

1.  
Sustainability:

The following key factors are critical to Project sustainability:

a. Institutional and policy framework.  GOV continues to implement the plan for overall power sector reform and for rural electrification including a transparent and consistent system of regulation.  Provincial Peoples Committees implement effectively the formation of the LDUs and the necessary regulatory framework;

b. Financial:  GOV commitment to ensure EVN's financial sustainability, including through adjustment of the electricity tariff.  Provinces ensure that that LDUs have adequate capacity for financial, technical and commercial management;

c. 
Market.  Growth of demand to make rehabilitation and expansion of grid economically viable; increase in productive use of electricity in the rural areas; and potential investor interest in joint stock companies at district and commune levels; and

d. Technical assistance.  High levels of sustainable distribution system performance over the medium to long term.  The technical assistance component addresses training and capacity building over the life of the project, but subsequently, the LDUs must be willing to pay for ongoing training and capacity building from retained earnings.
1a. 
Replicability:

The proposed project is positioned to have substantial replication potential in Vietnam.  Rural electrification will continue to need government support and donor contributions but with declining capital subsidies over time.  The replication activities in the TA component are a key feature of the project since another 5,000 communes still need rehabilitation.  A sub-component is included in the Project, which will allow experience to be shared domestically and internationally. 

The proposed project is positioned to be replicable elsewhere in the region.  Rural power projects including both rehabilitation and off-grid electrification are underway or under consideration in the Philippines, Laos, China and Indonesia.  The problem of maintaining performance levels of LDUs or their equivalent exists throughout the region, and the experience gained from the proposed project will find direct application in these countries as well.

2. 
Critical Risks (reflecting the failure of critical assumptions found in the fourth column of Annex 1):

The bulk of the risk to achieving the development objective and to implementation progress is associated with the large number of actors involved in each LDU rehabilitation, and the large number of LDUs to be rehabilitated.  Since PPCs have overall authority to ensure LDU performance by change of structure, adjustment of tariffs or transfer of management/ ownership, the province-centered approach will facilitate these changes.  The phased project approach in implementation and detailed field based management and supervision provides an opportunity for learning by doing and to incorporate implementation lessons.  A mid term project review is planned to evaluate progress and make such adjustments as are necessary.

	Risk
	Risk Rating
	Risk Mitigation Measure

	From Outputs to Objective
	
	

	Electricity is not affordable for the poorer sections of rural communities and access cannot be expanded to them.
	M
	Ensure least cost expansion design for the local grids, reduce costs through competitive bidding and ensure incentives are in place for efficient management of LDUs.

	PPCs are unable to create and oversee LDUs effectively.
	S
	Capacity building and continued support in the early part of the project.

	Weak or failing GOV commitment to implementing rural electrification in a viable manner for long term sustainability 
	M
	Continuous dialogue with the GOV and its agencies

	From Components to Outputs
	
	

	Design and construction of MV and LV systems is not suitable or carried out in an uncoordinated way.
	M
	Systems designers selected through quality-based bidding.  Encourage coordination between firms carrying out design.

	Arrangements for project related procurement, contracting and construction are not suitable
	M
	Detailed procedures laid down in PIP.  Procurement capacity building with support from PCs PMBs.

	Counterpart resources are not available to complete LV grid and connection from grid to households
	M
	Agreement with GOV and Provinces to provide local cost financing.

	Non availability of counterpart funds from PCs for MV extension and rehabilitation
	M
	Requirements on PCs to underwrite the financing needs

	Cost of rehabilitation and expansion of distribution systems higher than expected


	M
	Price estimates based on past experience and contingencies included.  PCs utilized for design and procurement and will assist PPMUs.

	GOV unwilling to introduce detailed regulatory framework
	M
	Continued dialogue with GOV on implementation of Electricity Law.

	MOI/PPCs and LDUs not capable of managing the program and introducing the necessary policy and institutional changes in a timely fashion
	S
	Capacity building in the project. Improved monitoring and supervision capability at PPMUs and PMUs through TA.

	Overall Risk Rating
	S
	


Risk Rating - H (High Risk), S (Substantial Risk), M (Modest Risk), N(Negligible or Low Risk)

3.  
Possible Controversial Aspects:

None

G. Main Conditions

1.  
Effectiveness Conditions

1.
Execution of the GEF Trust Fund Grant Agreement.

2.
Execution of subsidiary loan agreements between the Borrower and  PC1, PC2 and PC3, satisfactory to IDA.

3. Execution of onlending arrangements satisfactory to IDA between the Borrower and the project provinces in Phase 1 of the Project. 

4. Provision of evidence that DAF has:  (i) adopted a financial management manual; (ii) appointed a financial officer and staff and completed their training in financial management and disbursement; and (iii) installed a computerized accounting system, all in a manner satisfactory to IDA.

5. Adoption by MOI of the Project Implementation Plan for the Project, satisfactory to IDA.

6. Provision of evidence that:  (a) the Project Agreement has been duly authorized by EVN, PC1, PC2 and PC3, and is legally binding upon each of them in accordance with its terms; (b) each of the Subsidiary Loan Agreements has been duly authorized or ratified by and is legally binding upon the parties thereto in accordance with its respective terms; and (c): (i) the Resettlement Policy Framework has been duly approved by the Borrower’s Prime Minister; and the Resettlement Policy Framework and the Ethnic Minorities Development Strategy have been duly adopted by MOI; and (ii) the Resettlement Policy Framework, the Ethnic Minorities Development Strategy, the Resettlement Plans and the Ethnic Minorities Development Plans of the Phase 1 Project Provinces are legally binding upon the Borrower, EVN, PC1, PC2 and PC3, and the Phase 1 Project Provinces in accordance with their respective terms.

2. 
Other
1. The Borrower will maintain an inter-ministerial Steering Committee, under the chairmanship of MOI, for the overall policy coordination and management of the Project;

2. A Project Implementation Group will be set up under the MOI Project Management Board     (PMB), headed by a qualified and experienced project manager;

3. The Borrower will establish and maintain a Consultative Group with members with adequate expertise in regulatory, institutional, financial, technical and commercial matters related to public utilities, to support the above institutions and Project Provinces in regard to the implementation of the institutional development;

4. MOI will prepare and implement a Project Implementation Plan (PIP) satisfactory to IDA;

5. PPCs will maintain a Provincial Steering Committee (PSC) for overall policy coordination and management of the project in the province and will maintain Provincial Project Management Units (PPMU) for the management and execution of the Project for the duration of the Project.  EVN would review with IDA its annual RE investment plan every year, commencing in June 1, 2005 and until the completion of the Project; and

6. EVN will maintain a Steering Committee for overall policy coordination and management of the project and PC1, PC2 and PC3 will maintain Project Management Units (PMUs) for the management and execution of the Project for the duration of the Project. 

Accounts/Audits:

1.
EVN, PC1, PC2 and PC3 shall appoint independent auditors, acceptable to IDA, and make the audit reports available to IDA within six months after the close of each fiscal year;

2.
MOI shall appoint independent auditors, acceptable to IDA, for all funds provided to the project provinces and make such audit reports available to IDA within six months after the close of each fiscal year; and

3.
EVN shall agree that, for purposes of reporting on the basis of International Financial Report Standards (IFRS) to IDA, the auditors will exclude the partial revaluation amounts of Hoa Binh assets and its impact on EVN's finances (net fixed assets, revaluation surplus, depreciation expense, etc).  

Monitoring, Review and Reporting:

1. EVN, PC1, PC2 and PC3 shall:  (i) carry out satisfactory procedures for monitoring the progress of the Project in terms of physical execution and financial reports, and agreed performance monitoring indicators; (ii) furnish to IDA:  (a) semi-annual progress reports, on or about January 31 and July 31 of each year; and (b) annual integrated reports, on or about December 31 in each year; (iii) review with IDA by February 28 of each year, the annual report, and, thereafter take all measures required to ensure the efficient completion of each component of the Project and the achievement of the objectives thereof, based on the conclusions and recommendations of the said report and IDA’s views; and (iv) submit to IDA, on or about July 31, 2005 its first quarterly  report integrating the result of monitoring and evaluation activities till that date and thereafter carry out a mid-term assessment of Project implementation for the period ending  July 31, 2008;

2. MOI shall:  (i) carry out satisfactory procedures for monitoring the progress of the Project in the project provinces in terms of physical execution and financial reports, and agreed performance monitoring indicators; (ii) furnish to IDA:  (a) semi-annual progress reports, on or about January 31 and July 31 of each year; and (b) annual integrated reports, on or about December 31 in each year; (iii) review with IDA by February 28 of each year, the annual report, and, thereafter take all measures required to ensure the efficient completion of each component of the Project and the achievement of the objectives thereof, based on the conclusions and recommendations of the said report and IDA’s views; and (iv) submit to IDA, on or about January 1, 2005 its first quarterly  report integrating the result of monitoring and evaluation activities until that date and  thereafter carry out a mid-term assessment of Project implementation for the period ending  July 31, 2008;

3. EVN and MOI shall:  (i) make available to IDA its evaluation of the Implementation Completion Report (ICR) prepared by IDA; and (ii) adopt a plan for the operational phase of the Project; and

4. EVN shall prepare and furnish to IDA for its review and comment its proposed 10-year Power Development Program (PDP) by December 31, 2005.  Thereafter, EVN shall no later than December 31 in each succeeding year, submit to IDA for its review and comment:  (i) a report of the progress in the implementation of the PDP during the preceding 12 month period; (ii) its proposed implementation program for the succeeding 5 years; and (iii) a report of its implementation of the Borrower’s policy on electricity tariffs;

5. MOI will prepare and implement a Project Implementation Plan satisfactory to IDA; and

6. The Borrower shall prepare, consolidating information provided by EVN and the Power Companies, a financial monitoring report, satisfactory to IDA, no later than 45 days after the end of the first calendar quarter after the effective date, and each subsequent calendar quarter.

Financial Performance:

1. The Borrower shall take all action necessary, which may include financial restructuring, promotion of private sector participation, promotion of efficiency and adjustment of tariffs, to enable EVN and the Power Companies to comply with the financial covenants set forth in the Project Agreement;

2. By no later than July 31, 2005, EVN will complete and provide to IDA for review and comments, the study on bulk supply tariffs; and on the basis of said study and consultation thereon with IDA, prepare  and submit for the Borrower’s approval a time-bound action plan to implement commercial bulk supply tariffs;

3. Except as IDA and the Bank may otherwise agree, each of EVN, PC1, PC2 and PC3 shall produce, for each of its fiscal years, beginning fiscal year 2004, funds from internal sources equivalent to not less than twenty-five percent (25%) of the annual average of its capital expenditures incurred or to be incurred for said year, the previous year and the following year

4. Except as IDA and the Bank may otherwise agree, EVN, PC1, PC2 or PC3 shall not incur any debt, if after the incurrence of such debt the ratio of debt to equity shall be greater than 70 to 30. 

5. Except as IDA and the Bank may otherwise agree, EVN, PC1, PC2 of PC3 shall not incur any debt unless a reasonable forecast of the revenues and expenditures of these companies show that their estimated net revenues for each fiscal year during the term of the debt to be incurred shall be at least 1.5 times the estimated debt service requirements of the same companies in such year on all debt including the debt to be incurred.

6. EVN shall implement, in a manner satisfactory to IDA, the recommendations of the study to improve its financial projections and to integrate these into its corporate planning and financial forecasting systems; and provide resources to staff in maintaining and utilizing the ICM, including the training of staff in the translation of Vietnam Accounting Standards (VAS) to IFRS accounts.

7. The Borrower, through MOI, shall cause each Project Province to take all necessary actions to enable LDUs supported by the project to be and remain financially sustainable in accordance with the provisions of their respective business plans as appraised by IDA and MOI.

Environmental and Resettlement Aspects:

1.
EVN, PC1, PC2 and PC3 and MOI shall coordinate with People’s Committee in provinces to carry out the resettlement and rehabilitation of affected persons in accordance with the Resettlement Plans for each part of the Project, in a manner satisfactory to IDA; and

2.
PC1, PC2 and PC3 will engage independent external agencies to monitor the implementation of the RPs and EMPs for the MV portion and the Project provinces for the LV portion of the project.

Flow and Utilization of Project Funds:

1.
The Borrower shall relend Credit amounts to PC1, PC2 and PC3 for the MV component under subsidiary loan agreements under terms and conditions approved by IDA which shall include:  (i) an interest at a rate 1.0% p.a., repayment over 25 years, including grace period of 7 years; (ii) obligations that the PCs pay the commitment charges equal to the commitment charge payable by the Borrower to IDA; and (iii) obligations that the foreign exchange risk to be borne by the PCs;

2.
The Borrower, through MOF and DAF, shall make portions of the Credit amount available to the project provinces for the LV component in each province under terms and conditions acceptable to IDA which shall include:  (i) interest at a rate of 1% p.a.. and repayment over 20 years, including grace period of 5 years; and (ii) foreign exchange risk to be borne by the Borrower;

3. The Provinces shall relend the funds to the LDUs in the provinces under an agreement between the respective PPC and the LDU under terms and conditions approved by IDA.  Funds will only be provided if all conditions listed in Schedule 4 of the DCA are met.  The financial arrangements between Project Provinces and LDUs shall consist of a sub-loan and a capital grant under the following terms and conditions:  (i) The sub-loan shall bear interest at a commercial rate and shall be repaid by the LDU over a period of 20 years without any grace period; (ii) in determining the ratio of sub-loan to capital grant for any particular LDU, the Project Province shall take into consideration the projected costs in the expansion and rehabilitation of the LDU’s LV electricity distribution networks and in the management, operation and maintenance thereof, due to topographical constraints, the remoteness of communes and the number of poor households under its coverage; (iii) the sum of the sub-loan and the capital grant shall be equal to the amount on-lent by the Borrower to the Project Province for the rehabilitation and expansion of the LV electricity distribution network; and (iv) the ratio of the sub-loan to capital grant for any particular LDU shall be such that the notional interest rate over an amount equivalent to the sum of such sub-loan and capital grant shall be no less than one percent (1%) per annum.
4. IDA shall under terms and conditions approve the financial arrangements between the Provinces and LDUs, subject to further terms and conditions specified in the Annex to Schedule 4 of the DCA.

Management Aspects:

1.
IDA funds will be onlent to the project province only after the project criteria specified in Schedule 4 of the DCA have been satisfied and so confirmed by MOI; 

2. The Borrower shall take all actions to ensure that GEF grant funds will be utilized for incremental costs relating to the capacity building of the Government of Vietnam to undertake development of a regulatory framework for rural power distribution, to enable the LDUs to conduct their operations in a technically, financially and commercially efficient way, and to replicate best practices to other distribution companies.

H. Readiness for Implementation

1.   The engineering design documents for the first year's activities are complete and ready for the start of project implementation.

2.
The procurement documents for the first year's activities are complete and ready for the start of project implementation.

3. 
The Project Implementation Plan has been appraised and found to be realistic and of satisfactory quality.

I. Compliance with Bank Policies

1.  
This project complies with all applicable Bank policies.

Annex 1:  Project Design Summary

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:

Percentage reduction in the incidence of poverty: 

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-recovery price needed for power in project LDUs (VND/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 2:  Detailed Project Description

VIETNAM:  Rural Energy II

Background

The Project includes the following five components:  (i) Rehabilitation and expansion of LV systems in about 1,200 communes in 30 provinces of Vietnam; (ii) Rehabilitation and expansion of MV systems in the Northern Region; (iii) Rehabilitation and expansion of MV systems in the Southern Region; (iv) Rehabilitation and expansion of MV systems in the Central Region; and (v) Technical Assistance.   

Since all of the 30 project provincial programs cannot commence at the same time, it has been decided to plan the project in four phases.  This approach will ensure that all the provinces have time to prepare the project in sufficient detail and also it will be useful for the later provinces to learn from the implementation results of others, before finalizing their plans.  Accordingly, in Phase 1, the project packages of the first six provinces, which cover 355 communes have been appraised.  In subsequent Phases II (6 provinces, about 210 communes), III (9 provinces) and IV (9 provinces) with a total of about 635 communes, the packages prepared by EVN and IDA and MOI would review the provinces every year prior to implementation.  This process will continue until the IDA funds are 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.

List of Project Provinces and Proposed Number of Communes in Four Phases of the Project

	Project Phase
	PC
	Province
	No of proposed communes
	No communes agreed for inclusion

	Phase 1
	
	
	361
	355

	
	PC1
	Vinh Phuc
	88
	86

	
	
	Ha Tinh
	99
	97

	
	PC2
	Ca Mau
	12
	12

	
	
	Ben Tre
	50
	50

	
	PC3
	Quang Ngai
	74
	72

	
	
	Phu Yen
	38
	38

	Phase II
	
	
	210
	

	
	PC1
	Nghe An
	50
	

	
	
	Yen Bai
	45
	

	
	PC2
	Tay Ninh
	39
	

	
	
	Dong Thap
	24
	

	
	PC3
	Quang Tri
	18
	

	
	
	Thua Thien Hue
	34
	

	Phase III and IV
	
	
	635
	

	
	PC1
	Lao Cai
	20
	

	
	
	Cao Bang
	25
	

	
	
	Lai Chau
	30
	

	
	
	Hoa Binh
	25
	

	
	
	Phu Tho
	55
	


	Project Phase
	PC
	Province
	No of proposed communes
	No communes agreed for inclusion

	
	
	Thai Nguyen
	40
	

	
	
	Bac Giang
	40
	

	
	
	Ha Tay
	25
	

	
	
	Hai Duong
	60
	

	
	
	Hung Yen
	30
	

	
	
	Thai Binh
	60
	

	
	
	Ha Nam
	25
	

	
	
	Nam Dinh
	50
	

	
	
	Thanh Hoa
	60
	

	
	PC2
	Ninh Thuan
	10
	

	
	
	Can Tho
	20
	

	
	PC3
	Quang Binh
	35
	

	
	
	Binh Dinh
	25
	

	Total for Project
	
	
	1200
	


By Component:

The following is the description of the project components (Commitment fees and service charges are not included in the costs). 

Project Component 1 - US$242.75 million 

Rehabilitation and expansion of LV system in about 1,200 communes in 30 provinces of Vietnam.

This component includes the rehabilitation and expansion of the low voltage grid systems of about 1,200 communes, in about 30 provinces.  The project will improve and expand the power supply to about 2 million households, of which about 200,000 are to be newly connected. This project component will be implemented by the PPCs of the project provinces. 

Contractors, who will undertake the physical works to bring the system up to technical standard, will undertake rehabilitation.  At the same time, the PPC will cause the LDU to be formed to take over the management of the LV system.  At the end of the rehabilitation phase and when the LDU has been formed, the LV assets in the LDU's geographical area of coverage will be transferred, including land and buildings, transformers, lines, poles, meters, vehicles, office equipment, stores and intangible assets (such as rights of way).  Liabilities including debts and other commitments will also be transferred.

The project will be implemented in phases.  The first phase includes about 357 communes, in 6 provinces.  Phase 2 includes about 6 provinces and about 210 communes.  Phases 3 and 4 include up to 18 provinces and about 635 communes. 

The total cost of this project component is about US$242.75 million, of which US$162.8 million will be financed by IDA credit, US$45.25 million financed by the PPCs, and US$34.7 million financed by the customers for services to households.

Phase 1:  US$79.87 million  

Phase 1 of the project will rehabilitate and expand LV grids in about 355 communes in 6 provinces, namely:  Vinh Phuc, Ha Tinh in the northern region, Ca Mau, Ben Tre in the southern region, and Quang Ngai, Phu Yen, in the central region 1.  The project will supply and construct about 7,062 km of 0.4 kV distribution lines, and improve and extend the power supply for about 611,200 households, from which about 60,000 will be those that are newly connected to the national power grid.  The cost of project component for Phase 1 is US$79.87 million, from which US$54.26 will be financed by the IDA credit, US$15.19 million financed by the PPCs, and US$10.42 financed by the customers for services to households. 

Electrical equipment and material comprising LV conductors and consumers meters and some minor electrical material, will be procured for all the project provinces in each region under the respective PC in each phase.  The proposed packages are:  (i) LV conductor and meter cable; and (ii) consumer meters and other minor electrical equipment including meter accuracy checking instruments.

Phase 1

	Provinces
	 Vinh Phuc
	 Ha Tinh
	 Phu Yen
	Quang Ngai
	 Ben Tre
	Ca Mau

	LV Lines in kms
	1,525
	2,575
	478
	1,522
	486
	476

	Consumer meters
	128,079
	123,549
	91739
	156,934
	95,108
	12,281


Project Component 2 - US$42.23 million

Rehabilitation and Expansion of MV system in northern region

This project component will rehabilitate the MV systems in the same project communes in the northern region of Vietnam, where the low voltage systems are rehabilitated and expanded in project component 1.  This component will be implemented by PC1.  The total cost of this component is US$42.23 million, of which US$33.0 million financed from the IDA credit, and US$9.23 million is financed by PC1 from counterpart funds. 

Phase 1:  US$7.43 million:  In this phase, the project will rehabilitate and expand the MV system of about 183 communes, in two project provinces, Vinh Phuc and Ha Tinh.  This component includes the supply and construction of about (i) 340 km of 35/22 kV MV lines, (iii) 480 substations of 35/0.4 kV and 22/0.4 kV with the total capacity of 75,700 kVA.  The cost of this component for the Phase 1 is US$7.43 million, of which US$5.87 million will be financed by the IDA credit, and US$1.56 million financed by PC1 from counterpart funds.

Subsequent Phases:  In subsequent phases, a further about 640 communes in 16 provinces will undergo major upgrading and expansion of the MV distribution grid.

Project Component 3 - US$11.20 million

Rehabilitation and Expansion of Medium Voltage System in southern region

This project component will rehabilitate the MV systems in the same project communes in the southern region of Vietnam, where the low voltage systems are rehabilitated and expanded in project component 1.  This component will be implemented by PC2.  The total cost of this component is US$11.2 million of which US$8.5 million will be financed from the IDA credit, and US$2.7 million financed by PC2 from counterpart funds. 

Phase 1 US$6.58 million:  In this phase the project will rehabilitate and expand the MV system of about 62 communes, in two project provinces, Ben Tre and Ca Mau.  This component involves the supply and construction of about (i) 686 km of 22 kV MV lines, (ii) 882 substations with a total capacity of 27,800 kVA.  The cost of Phase 1 of this component is US$6.58 million, of which US$4.51 million will be financed by the IDA credit, and US$2.07 million financed by PC2 from counterpart funds. 

Subsequent Phases:  In subsequent phases, a further about 93 communes in 4 provinces will undergo major upgrading and expansion of the MV distribution grid.

Project Component 4 - US$17.98 million 

Rehabilitation and Expansion of MV system in central region

This project component will rehabilitate the MV systems in the same project communes in the central region of Vietnam, where the low voltage systems are rehabilitated and expanded in project component 1.  This component will be implemented by PC3.  The total cost of this component is US$17.98 million, of which US$14.2 million will be financed by the IDA credit, and US$3.78 million financed by PC3 from counterpart funds.

Phase 1:  US$9.52 million:  In this phase the project will rehabilitate and expand the MV system of about 110 communes, in two project provinces, Quang Ngai and Phu Yen.  This component includes the supply and construction of about (i) 463 km of 22 kV MV lines, (iii) 796 substations with the total capacity of 96,220 kVA.  The cost of Phase 1 of this component is US$9.52 million, of which US$8.14 million will be financed by the IDA credit, and US$1.38 million financed by PC3 from counterpart funds.

Subsequent Phases:  In subsequent phases, a further 112 communes in 4 provinces will undergo major upgrading and expansion of the MV distribution grid.

Project Component 5 - US$7.00 million 

Technical Assistance: MOI will implement this component.  The total cost is US$7 million, of which US$1.5 million will be financed by the IDA credit, US$5.25 million financed by GEF and $0.25 million by the GOV.  This project component will introduce a program of regulatory reform and capacity building and replicate the lessons learned in other LDUs.  It will consist 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 DOIs) 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 DOIs, 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;

· Training regulators in managing 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; and

· 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.

Transforming the LDUs into legal entities which would involve assisting the LDU:

· Determine the legal entity which most suits the needs and wishes of the consumers it serves; and

· Identify and support the necessary legal processes managers of the LDU must undergo to set it up.

Institutional development and capacity building, which would include the following activities:


Developing 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:

· Day to day activities such as meter reading, billing and commercial management as well as simple technical work;

· Support to set up management and business systems and procedures, initially based on simple, manual methods;

· Support for distribution planning and engineering for improved-performance designs for LV systems and, possibly, MV systems;

· Undertaking initiatives for reducing losses and bulk power purchase requirements on the supply side, including technology solutions (prepayment meters) and customer services solutions (village electrician); and

· Support for ensuring that the maximum number of customers are connected, including rate solutions (low-income rates or subsidies), and credit to overcome the high first-cost barrier (payment of connection fees over several months).

· Development of an integrated approach to economic development including support for identifying productive uses, and facilitating providing financing for them through existing rural finance channels; and

· Training, information and outreach for local financing agencies so that LDUs (both Project 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.  

The replication activity 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 the Project among non-Project 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 best practice lessons from it;

· Preparing and disseminating materials through literature, video, TV and visits for PPCs and GOV departments in later phases and in 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 phases 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 regard to what to expect.

Phase 1:  First phase of the project component would focus on the following activities:


Undertaking the bulk of the development work for the regulatory framework, though the expectation would be that the experiment with performance-based regulation would not be initiated;


Setting up the training network, 'training the trainers' and conducting approximately one quarter of the expected training and support programs; and


Starting work on the evaluation of best practice for replication purposes and starting replication with the later-phase provinces.

Subsequent Phases:  In subsequent phases, focus would be more extensively on the training and support of the LDUs and increased efforts on replication.

A CG, financed by GEF, consisting of 4-5 members with expertise in the regulatory (legal), institutional, financial, technical and commercial areas to the MOI Steering Committee will be set up to help plan, oversee and implement the capacity building program.  The group will be responsible for ensuring that the LDUs are transformed into fully commercial operations while ensuring that the TA component is wisely managed.
Summary:

Total Project Financing

	Project Component
	Total Cost US million
	IDA Financing
	GEF Financing
	Counterpart Funds
	Local Communities

	LV Systems in 30 provinces
	242.75
	162.8
	0
	45.25
	34.7

	MV under PC1
	42.23
	33.0
	0
	9.23
	0

	MV under PC 2
	11.20
	8.5
	0
	2.7
	0

	MV under PC 3
	17.98
	14.2
	0
	3.78
	0

	Capacity building
	7.00
	1.5
	5.25
	0.25
	0

	Services charge and commitment fees
	8.34
	0
	0
	8.34
	0

	Total Financing 
	329.5
	220.0
	5.25
	69.55
	34.7


Phase 1 Project Financing

	Project Component
	Total Cost US million
	IDA Financing
	GEF Financing
	Counterpart Funds
	Local Communities

	LV Systems in 6 provinces
	79.87
	54.26
	0
	15.19
	10.42

	MV under PC1
	7.43
	5.87
	0
	1.56
	0

	MV under PC 2
	6.58
	4.51
	0
	2.07
	0

	MV under PC 3
	9.52
	8.14
	0
	1.38
	0

	Capacity building
	7.00
	1.50
	5.25
	0.25
	0

	Services charge and commitment fees
	2.80
	 
	 
	2.80
	 

	Total Financing
	113.2
	74.28
	5.25
	23.25
	10.42


Annex 3:  Estimated Project Costs

VIETNAM:  Rural Energy II

A)
  Summary of Estimated Costs for Project Components for all Phases

	Sub-component
	Implementing Agency
	LC*
	FC°
	Total

	 
	 
	$ mil
	$ mil
	$ mil

	Rehabilitation and expansion of Low Voltage System
	PPC of project provinces
	122.86
	50
	172.86

	Rehabilitation and expansion of Medium Voltage system in northern region
	PC1
	23.2
	11.8
	35

	Rehabilitation and expansion of Medium Voltage system in southern region
	PC2
	6.2
	3.1
	9.3

	Rehabilitation and expansion of Medium Voltage system in central region
	PC3
	9.9
	4.9
	14.8

	Technical Assistance and capacity Building
	MOI
	0.25
	1.5
	1.75

	Taxes and Duties
	
	19.5
	
	19.5

	Total Base cost
	
	181.91
	71.3
	253.21

	Physical contingency
	
	10.2
	3.8
	14.0

	Price Contingency
	
	10.2
	3.8
	14.0

	Total Cost 
	
	202.31
	78.9
	281.21

	IDA services charge 
	
	5.20
	
	5.20

	Commitment fee 
	
	3.14
	0
	3.14

	Household connection
	Customers
	34.7
	
	34.7

	GEF
	MOI
	2.25
	3.0
	5.25

	Total Financing Required 
	
	247.6
	81.9
	329.5


*Local Cost

°Foreign Cost

	Project Cost by Category
	LC
	        FC
	Total

	 
	$ mil
	      $ mil
	$ mil

	Goods
	4.19
	77.4
	81.59

	Works
	148.47
	 
	148.47

	Technical Assistance and Capacity Building
	0.25
	1.5
	1.75

	Administration & Engineering
	19.5
	 
	19.5

	Compensation and Environment mitigation
	8
	 
	8

	Taxes and Duties
	21.9
	 
	21.9

	Total Project Costs
	202.31
	78.9
	281.21

	IDA services charge 
	5.2
	 
	5.2

	Commitment fee
	3.14
	 
	3.14

	Household connection
	34.7
	 
	34.7

	GEF
	2.25
	3
	5.25

	Total Financing Requirement
	247.60
	81.9
	329.5


	Project Cost by Source of Financing
	Implementing Agency
	Counterpart
	  Customer   Funds
	IDA
	   GEF
	Total

	 
	 
	$ mil
	     $ mil
	$ mil
	  $ mil
	$ mil

	Rehabilitation and expansion of Low Voltage systems 
	PPC of project provinces
	26.36
	 
	146.5
	 
	172.86

	Rehabilitation and expansion of Medium Voltage systems in northern region
	PC1
	5.3
	 
	29.7
	 
	35

	Rehabilitation and expansion of Medium Voltage systems in southern region
	PC2
	1.7
	 
	7.6
	 
	9.3

	Rehabilitation and expansion of Medium Voltage systems in central region
	PC3
	2
	 
	12.8
	 
	14.8

	Technical Assistance and capacity Building
	MOI
	0.25
	 
	1.5
	 
	1.75

	Taxes and Duties
	 
	19.5
	 
	0
	 
	19.5

	Total Base cost
	 
	55.11
	 
	198.1
	 
	253.21

	Physical contingency
	 
	3.05
	 
	10.95
	 
	14.0

	Price Contingency
	 
	3.05
	 
	10.95
	 
	14.0

	Total Cost
	 
	61.21
	 
	220
	 
	281.21

	IDA services charge 
	 
	5.2
	 
	 
	 
	5.2

	Commitment fee 
	 
	3.14
	 
	 
	 
	3.14

	Household connection
	 Customers
	 
	34.7
	 
	 
	34.7

	GEF
	 MOI
	 
	 
	 
	5.25
	5.25

	Total Financing Requirement
	 
	69.55
	34.7
	220
	5.25
	329.5


	Sub-Component (Phase 1)
	Implementing Agency
	LC
	FC
	Total

	
	
	
	
	

	
	 
	$ mil
	$ mil
	$ mil

	Rehabilitation and expansion of Low Voltage systems 
	PPC of project provinces
	41.28
	16.8
	58.08

	Rehabilitation and expansion of Medium Voltage systems in northern region
	PC1
	4.1
	2.1
	6.2

	Rehabilitation and expansion of Medium Voltage systems in southern region
	PC2
	3.7
	1.7
	5.4

	Rehabilitation and expansion of Medium Voltage systems in central region
	PC3
	5.4
	2.8
	8.2

	Technical assistance and capacity building 
	MOI
	0.25
	1.5
	1.75

	Taxes and Duties
	 
	6.5
	0
	6.5

	Total Base cost
	 
	61.23
	24.9
	86.13

	Physical contingency
	 
	3.1
	1.2
	4.3

	Price Contingency
	 
	3.1
	1.2
	4.3

	Total Cost
	 
	67.43
	27.30
	94.73

	IDA services charge (0.75%)
	 
	1.8
	0
	1.8

	Commitment fee (0.35%)
	 
	1.0
	0
	1.0

	Household connection
	 Customers
	10.42
	0
	10.42

	GEF
	MOI
	2.25
	3
	5.25

	Total financing required 
	 
	82.90
	30.30
	113.20


	Project Cost by Category (Phase 1)
	LC
	FC
	Total

	 
	$ mil
	$ mil
	$ mil

	Goods
	1.4
	25.8
	27.2

	Works
	49.38
	0
	49.38

	Technical Assistance and Capacity Building
	0.25
	1.5
	1.75

	Administration & Engineering
	7.20
	 
	7.2

	  Compensation and Environment mitigation
	2.0
	 
	2

	  Taxes and Duties
	7.2
	 
	7.2

	  Total Project Costs
	67.43
	27.3
	94.73

	IDA services charge (0.75%)
	1.8
	0
	1.80

	  Commitment fee (0.35%)
	1.0
	0
	1.00

	  Household connection
	10.42
	0
	10.42

	GEF
	2.25
	3
	5.25

	Total Financing Requirement
	82.9
	30.3
	113.20


	Project Cost by Source of Financing (Phase 1)
	Implementing  Agency
	  Counterpart
	Customer
	IDA
	   GEF
	Total

	 
	 
	$ mil
	    $ mil
	$ mil
	   $ mil
	$ mil

	Rehabilitation and expansion of Low Voltage systems 
	PPC of project provinces
	8.72
	 
	49.38
	 
	58.1

	Rehabilitation and expansion of Medium Voltage systems in northern region
	PC1
	0.9
	 
	5.3
	 
	6.2

	Rehabilitation and expansion of Medium Voltage systems in southern region
	PC2
	1.3
	 
	4.1
	 
	5.4

	Rehabilitation and expansion of Medium Voltage systems in central region
	PC3
	0.8
	 
	7.4
	 
	8.2

	Technical assistance and capacity building 
	MOI
	0.25
	 
	1.5
	 
	1.75

	Taxes and Duties
	 
	6.48
	 
	0
	 
	6.48

	Total Base cost
	 
	18.45
	 
	67.68
	 
	86.13

	Physical contingency
	 
	1
	 
	3.3
	 
	4.3

	Price Contingency
	 
	1
	 
	3.3
	 
	4.3

	Total Cost ( without IDC)
	 
	20.45
	 
	74.28
	 
	94.73

	IDA services charge (0.75%)
	 
	1.8
	 
	 
	 
	1.8

	Commitment fee (0.35%)
	 
	1.0
	 
	 
	 
	1.0

	Household connection
	Customers
	
	10.42
	
	
	10.42

	GEF
	 MOI
	 
	 
	 
	5.25
	5.25

	Total Financing Required
	 
	23.25
	10.42
	74.28
	5.25
	113.2


C)    Cost Estimates for PPCs, PC1, PC2 and PC3 for Phase 1:

	PPC of Vinh Phuc, Ha Tinh, Quang Ngai, Phu Yen, Ben Tre and Ca Mau
	      LC
	FC
	Total Cost
	Counterpart
	   Customer Contribution
	IDA

	
	$ mil
	$ mil
	$ mil
	$ mil
	$ mil
	$ mil

	Works
	 
	 
	 
	 
	 
	 

	Civil works 
	27.2
	 
	27.2
	1.41
	 
	25.79

	LV concrete poles, cross arms and foundations
	6.22
	 
	6.22
	0.36
	 
	5.86

	LV Insulators and fittings
	0.85
	 
	0.85
	0.04
	 
	0.81

	Goods
	 
	 
	 
	 
	 
	 

	LV conductors
	0
	11.93
	11.93
	 
	 
	11.93

	Meter
	0
	4.9
	4.9
	 
	 
	4.9

	Meter boxes and others material
	1.3
	0
	1.3
	1.3
	 
	 

	Administration
	1.02
	0
	1.02
	1.02
	 
	 

	Engineering
	3.72
	0
	3.72
	3.72
	 
	 

	Compensation and environment mitigation
	1.09
	0
	1.09
	1.09
	 
	 

	Taxes, and Duties
	4.87
	0
	4.87
	4.87
	 
	 

	Base Costs
	46.27
	16.83
	63.1
	13.81
	 
	49.29

	Physical Contingency 
	2.31
	0.84
	3.15
	0.69
	 
	2.46

	Price Contingency 
	2.31
	0.84
	3.15
	0.69
	 
	2.46

	Total costs of LV 
	50.89
	18.51
	69.4
	15.19
	 
	54.21

	IDA Service Charge (0.75%)
	1.33
	 
	1.33
	1.33
	 
	0

	Commitment Fee (0.35%)
	0.78
	0
	0.78
	0.78
	 
	0

	Household Connections
	10.42
	0
	10.42
	
	10.42
	

	Total Financing Required
	63.42
	18.51
	81.93
	17.3
	10.42
	54.21


	PC1
	LC
	       FC
	Total Cost
	Counterpart
	IDA

	 
	$ mil
	     $ mil
	$ mil
	        $ mil
	$ mil

	Works
	 
	 
	 
	 
	 

	Civil works 
	2.77
	0
	2.77
	0.2
	2.57

	MV concrete poles, cross arms, foundations
	0.77
	0
	0.77
	0.14
	0.63

	Goods
	 
	 
	 
	 
	 

	MV Insulators and accessories
	0
	0.31
	0.31
	0
	0.31

	MV conductors
	0
	0.33
	0.33
	0
	0.33

	Transformers
	0
	1.05
	1.05
	0
	1.05

	Disconnectors and protection equipment
	0
	0.17
	0.17
	0
	0.17

	Distribution boards
	0
	0.25
	0.25
	0
	0.25

	Administration
	0.12
	0
	0.12
	0.12
	0

	Engineering
	0.16
	0
	0.16
	0.16
	0

	Compensation and environment mitigation
	0.18
	0
	0.18
	0.18
	0

	Taxes, and Duties
	0.6
	0
	0.6
	0.6
	0

	Base Costs
	4.6
	2.11
	6.71
	1.4
	5.31

	Physical Contingency (5%)
	0.24
	0.11
	0.35
	0.08
	0.27

	Price Contingency (5%)
	0.24
	0.11
	0.35
	0.08
	0.27

	Total costs of MV PC1
	5.08
	2.33
	7.41
	1.56
	5.85

	IDA services charge (0.75%)
	0.13
	0
	0.13
	0.13
	0

	Commitment fee (0.35%)
	0.08
	0
	0.08
	0.08
	0

	Total Financing Required
	5.29
	2.33
	7.62
	1.77
	5.85

	PC2
	LC
	FC
	Total Cost
	Counterpart
	IDA

	
	$ mil
	     $ mil
	$ mil
	        $ mil
	$ mil

	Works
	 
	 
	 
	 
	 

	Civil works 
	2.05
	0
	2.05
	0.2
	1.85

	MV concrete poles, cross arms, foundations
	0.71
	0
	0.71
	0.12
	0.59

	Goods
	 
	 
	0
	 
	 

	MV Insulators and accessories
	0
	0.2
	0.2
	0
	0.2

	MV conductors
	0
	0.57
	0.57
	0
	0.57

	Transformers
	0
	0.41
	0.41
	0
	0.41

	Disconnectors and protection equipment
	0
	0.26
	0.26
	0
	0.26

	Distribution boards
	0
	0.25
	0.25
	0
	0.25

	Administration
	0.15
	0
	0.15
	0.15
	0

	Engineering
	0.48
	0
	0.48
	0.48
	0

	Compensation and environment mitigation
	0.48
	0
	0.48
	0.48
	0

	Taxes, and Duties
	0.48
	0
	0.48
	0.48
	0

	Base Costs
	4.35
	1.69
	6.04
	1.91
	4.13

	Physical Contingency (5%)
	0.21
	0.08
	0.29
	0.08
	0.21

	Price Contingency (5%)
	0.21
	0.08
	0.29
	0.08
	0.21

	Total costs of MV PC2
	4.77
	1.85
	6.62
	2.07
	4.55

	IDA services charge (0.75%)
	0.13
	0
	0.13
	0.13
	0

	Commitment fee (0.35%)
	0.07
	0
	0.07
	0.07
	0

	Total Financing Required
	4.97
	1.85
	6.82
	2.27
	4.55


	PC3
	LC
	       FC
	Total Cost
	   Counterpart
	IDA

	 
	$ mil
	     $ mil
	$ mil
	        $ mil
	$ mil

	Works
	 
	 
	 
	 
	 

	Civil works 
	4.73
	0
	4.73
	0.14
	4.59

	MV concrete poles, cross arms, foundations
	0
	0
	0
	0
	0

	Goods
	 
	 
	0
	 
	0

	MV Insulators and accessories
	0
	0.29
	0.29
	0
	0.29

	MV conductors
	0
	0.58
	0.58
	0
	0.58

	Transformers
	0
	1.4
	1.4
	0
	1.4

	Disconnectors and protection equipment
	0
	0.15
	0.15
	0
	0.15

	Distribution boards
	0
	0.42
	0.42
	0
	0.42

	Administration
	0.11
	0
	0.11
	0.11
	0

	Engineering
	0.41
	0
	0.41
	0.41
	0

	Compensation and environment mitigation
	0.04
	0
	0.04
	0.04
	0

	Taxes, and Duties
	0.54
	0
	0.54
	0.54
	0

	Base Costs
	5.83
	2.84
	8.67
	1.24
	7.43

	Physical Contingency (5%)
	0.3
	0.14
	0.44
	0.07
	0.37

	Price Contingency (5%)
	0.3
	0.14
	0.44
	0.07
	0.37

	Total costs of MV PC3
	6.43
	3.12
	9.55
	1.38
	8.17

	IDA services charge (0.75%)
	0.17
	0
	0.17
	0.17
	0

	Commitment fee (0.35%)
	0.11
	0
	0.11
	0.11
	0

	Total Financing Required
	6.71
	3.12
	9.83
	1.66
	8.17


Annex 4:  Cost Benefit Analysis Summary

VIETNAM:  Rural Energy II

(Monetary Values are in VND)

(Base Year 2003)

[For projects with benefits that are measured in monetary terms]

	
	Present Value
	of Flows
	Fiscal
	Impact

	
	Economic Analysis
	Financial Analysis1
	Taxes
	Subsidies

	Benefits:

 Vinh Phuc

Ha Tinh

Ca Mau

Ben Tre

Quang Ngai

Phu Yen

Phase 1 
	73.0

103.1

13.7

49.4

83.5

52.0

340.7
	34.7

39.5

5.9

19.0

35.8

21.1

155.9
	1.03

0.44

0.63

1.13

2.55

0.75

6.52
	

	Costs:

 Vinh Phuc

Ha Tinh

Ca Mau

Ben Tre

Quang Ngai

Phu Yen

Phase 1  
	56.0

66.1

10.8

38.0

66.2

36.1

273.2
	41.2

51.3

9.2

25.4

49.1

27.2

203.4
	
	

	Net Benefits:

 Vinh Phuc

Ha Tinh

Ca Mau

Ben Tre

Quang Ngai

Phu Yen

Phase 1 
	10.3

27.7

1.7

6.9

9.7

11.2

67.5
	-6.5

-11.9

-3.3

-6.4

-13.3

-6.1

-47.5
	
	

	IRR:

 Vinh Phuc

Ha Tinh

Ca Mau

Ben Tre

Quang Ngai

Phu Yen

Phase 1 
	16.2%

19.4%

13.2%

14.1%

14.2%

19.4%

16.5%
	3.9%

2.6%

-0.1%

2.7%

0.7%

1.8%

2.1%
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Key Performance Indicators

& Covenant Compliance - IAS Basis

1996

1997

1998

1999

2000

2001

2002

A.

Tariffs (net of VAT)

Average Retail Tariff (VND/kWh)

516

566

595

645

675

678

687

Average Retail Tariff (US Cents/kWh)

4.7

4.9

4.5

4.6

4.8

4.6

4.5

Exchange Rate (VND/US$)

11,030

11,543

13,235

13,942

14,166

14,817

15,266

B.

Covenant Compliance - IAS Basis

Debt Service Coverage Ratio (DSCR)

13.0

31.0

37.7

8.6

2.6

1.6

3.3

Self-Financing Ratio (SFR)

51%

30.0%

26.0%

34.0%

42.4%

26.0%

41.9%

Return on Average Net Fixed Assets

14.6%

1.9%

3.6%

3.3%

2.1%

3.7%

4.4%

C.

Operating Indicators

Gross Generation (GWH)

16563

19,140

21,688

23,763

26,562

30,608

35,795

Power Sales (GWH)

13,375

   

 

15,301

17,709

19,531

22,379

25,850

30,228

Power Purchases (GWH)

4

9

808

1,351

1,635

2,127

2,109

Losses (%)

19.2%

20.1%

18.3%

17.8%

15.7%

15.5%

15.6%

D.

Profitability

Operating Margin as % Net Sales

26.3%

10.6%

13.2%

16.2%

11.7%

10.1%

12.4%

Average Fixed Assets to Net Sales (%)

143%

241%

210%

233%

259%

286%

310%

Return on Equity (%)

15.7%

2.1%

4.1%

4.2%

3.2%

3.5%

5.3%

E.

Liquidity

Quick Ratio

0.9

         

 

0.9

          

 

1.8

          

 

1.7

          

 

1.4

          

 

1.2

          

 

1.6

          

 

Current Ratio

1.1

         

 

1.1

          

 

2.7

          

 

2.8

          

 

1.7

          

 

1.5

          

 

1.9

          

 

Debt Equity Ratio

0.1

         

 

0.2

          

 

0.5

          

 

0.7

          

 

1.0

          

 

1.0

          

 

1.0

          

 

Note: 

Gross generation includes power purchases. 

Summary IAS Financial Projections

(VND billion - current prices)

1996

1997

1998

1999

2000

2001

2002

A.

Income Statements

Net Sales

9,236

     

 

11,222

13,473

14,122

16,510

19,210

23,566

Cost of Sales

5,729

     

 

8,719

10,914

10,930

13,574

15,959

19,068

Overhead Expense

1,083

     

 

1,309

783

898

1,009

1,310

1,569

Other Expenses

(147)

       

 

12

218

560

530

401

581

Income Tax

632

        

 

671

535

645

515

541

676

Net Profit

1,939

     

 

510

1,024

1,089

883

999

1,672

B.

Balance Sheets

Assets

Current Assets

12,927

   

 

18,626

14,215

14,863

11,191

12,720

17,629

Non-Current Assets

26,479

   

 

27,542

28,995

36,677

48,844

51,205

58,687

Total Assets

39,407

46,168

43,210

51,540

60,035

63,925

76,316

Liabilities & Equity

Current Liabilities

11,531

   

 

16,365

5,186

5,385

6,573

8,576

9,496

Long-Term Borrowing

3,145

     

 

5,340

12,825

19,064

25,565

26,601

32,645

Equity

24,731

   

 

24,463

25,199

27,091

27,897

28,747

34,176

Total Liabilities & Equity

39,407

46,168

43,210

51,540

60,035

63,925

76,316

C.

Cash Flow Statements

Cash Flows from Operating Activities

7,315

     

 

4,041

(2,808)

5,883

7,311

6,740

8,413

Cash Flows from Investing Activities

(9,070)

    

 

(4,219)

(4,540)

(11,666)

(13,697)

(9,207)

(9,914)

Cash Flows from Financing Activities

3,354

     

 

1,242

7,009

7,005

7,772

3,426

4,641

Net Increase in Cash

1,600

     

 

1,064

(339)

1,221

1,387

959

3,139

Cash at Beginning of Year

1,761

     

 

3,361

4,425

4,085

5,307

6,694

7,653

Cash at End of Year

3,361

4,425

4,085

5,307

6,694

7,653

10,792

Actual

Actual


Summary of Benefits and Costs:

The economic costs of Phase 1 of the project are $ 273.2 million while the benefits are estimated at $ 340.7 million.  The cost benefit analysis of the Phase 1 of the project yields an EIRR of 16.5% and NPV of US$68.5 million.  The cost benefit analysis also demonstrates that the project is economically viable in all the six provinces. 

The Financial rate of return (FRR), in real terms but assuming constant tariffs for incremental sales of 20 years for phase 1, is 2.1%.  The FRR in nominal terms is 4%.

Main Assumptions:

A.  Project Economic Analysis:  The economic analysis for the project components are carried out using two scenarios:  (i) “with” the project; and  (ii) “without” the project.  The “with” project scenario will be the investment in the rural networks for:  (i) reduction of the losses from 30%-50% at present to about 8%; (ii) improvement of the supply and quality of power, so that rural customers can use the power for the production purposes, and can avoid spending on quality improvement devices, such as voltage stabilizers or standby diesel units; and (iii) increase in the number of electrified households in the local areas, since at the moment in many communes proposed for the project, electrified households coverage is still less than 80%.  The “without” project scenario will be “doing nothing”, meaning that there would be no investment for the rehabilitation and expansion of the network, and the situation of the existing distribution system would further deteriorate:  (i) the losses would increase; (ii) rural consumers would not use grid power for productive uses due to major voltage fluctuations; and (iii) there would be no opportunity for new connections of households, who will continue to use kerosene for lighting. 

The economic analysis was done at the provincial level, which means that all the project communes, for both MV and LV systems, in a given province, were analyzed together, using the cost–benefit methodology.  For the estimation of the economic indicators, namely EIRR and NPV, the following assumptions are made:  (i) all the costs are expressed in constant 2003 prices, making no adjustment for shadow exchange rate or shadow wage rate; (ii) the capital investment costs for the first phase (presented in the Annex 2) are considered over 2005-2007, and analyses are made over a project economic life of 20 years (2005-2025); (iii) the cost for compensation, land acquisition and for service drops are included in the economic cost of the project; (iv) the operation and maintenance costs are estimated at 2% of the investment costs; (v)  the input energy bought to the project is estimated to cost 5.5¢/kWh, the long-run marginal cost (LRMC) at the end of the transmission system; and (vi) EIRR of the project component is the discount rate at which the present value of the costs and benefits streams are equal, and the NPV is based on a discount rate of 10%, which is approximately the opportunity cost of capital in Vietnam. 

Given the nature of the project - rehabilitation and expansion of distribution networks in rural areas - the project will provide benefits for two types of consumer, existing consumers, the newly connected ones.  For existing consumers, benefits will come from: (i) reduction of losses, the economic value of which is 5.5¢/kWh; (ii) saving of customer expenditure on electric devices for improving the quality of power supplied, (for example voltage stabilizers); the value of this is estimated at US$3.1 per user per year based on the price and life time of the device, and it is estimated that about 10% of the consumers in rural areas will purchase such quality improvement devices based on a survey; (iii) consumer surplus from converting from more expensive sources to the less expensive grid supplied energy for production and/or possibility of expanding production; and (iv) incremental sales.  This assumes that due to the constraints of the supply from the network, all consumers of this demand are using power generated from diesel units.  The benefit for the user converting from diesel power to grid power is defined by the difference between the costs of these two sources.  It is estimated that the cost of power generated by small diesels is 2,877 VND/kWh, while the tariff charged for production and service purposes from the grid is 1,200 VND/kWh; so when the customer switches to grid power from diesel, the saving is 1,677 VND/kWh or 10.8¢/kWh.  For new consumers, the benefits are estimated based on consumers’ surplus on switching from kerosene lighting to electricity lighting.  Surveys show that on average one household uses 2 lamps for about 3 hours per day, and the monthly consumption of kerosene is about 3 liters.  Based on these assumptions, the economic benefits of a new connected household, in term of the consumer surplus, are estimated to be US$91 per household per year.  The demand forecast is based on the following factors of each project commune:  (i) historical consumption, with the consideration of the suppressed demand due to constraints of the existing system; and (ii) economic development indicated by the forecasted GDP. 

Economic justification for the project has been carried out for all communes included in the project for a given province.  Sensitivity analysis was carried out for some key parameters.  In this project, the demand forecasts and the cost of the project are the most important variables.  The following scenarios have been assumed in the sensitivity analysis:  (i) costs increase by 10%, (ii) demand decrease by 10%, and (iii) the worst case when costs increase by 10% together with a demand decrease of 10%.  The results of this analysis are also presented in the Table 1. 

Table 1:  Economic Analysis of the Project

	
	Base Case
	Cost increase 10%
	Benefits decrease 10%
	Cost increase 10% & demand decrease 10%

	
	EIRR (%)
	NPV (US$ mil)
	EIRR (%)
	NPV (US$ mil)
	EIRR (%)
	NPV (US$ mil)
	EIRR (%)
	NPV (US$ mil)

	Vinh Phuc
	16.2
	10.3
	15.0
	8.84
	12.4
	3.69
	11.3
	2.2

	Ha Tinh
	19.4
	27.6
	18.2
	25.6
	16.6
	18.28
	15.5
	16.2

	Ben Tre
	14.1
	6.9
	12.9
	5.16
	11.3
	2.11
	10.4
	0.7

	Ca Mau
	13.2
	1.7
	12.1
	1.21
	10.9
	0.44
	9.9
	-0.04

	Quang Ngai
	14.2
	9.7
	13.0
	7.47
	11.0
	2.1
	9.9
	-0.12

	Phu Yen
	19.4
	11.2
	17.9
	10.0
	15.7
	6.47
	14.4
	5.3

	Phase 1
	16.5
	67.5
	13.7
	40.1
	13.4
	33.4
	10.6
	6.1


Table 2:  Switching Value of Critical Items to Reduce Project EIRR to 10%

	 
	Cost increase by
	Benefits decrease by

	Vinh Phuc
	168.7%
	84.5%

	Ha Tinh
	235.5%
	70.7%

	Ca Mau
	134.9%
	86.3%

	Ben Tre
	146.3%
	84.9%

	Quang Ngai
	141.4%
	87.7%

	Phu Yen
	254.6%
	71.0%

	Total Phase1 
	124.6%
	80.3%


B.  Project Financial Analysis:  A financial analysis of the Phase I package of the project was undertaken by valuing incremental revenues and costs at the prevailing regulated tariffs in rural areas.  The real tariff is assumed to remain constant throughout the forecast period while incorporating changes in the composition of total demand served.  The estimated levels are VND700/kWh for residential use, and VND1,000/kWh for production, commercial, and irrigation use.  The following cost assumptions are made:  (i) capital costs are baseline costs plus physical and price contingencies; (ii) power purchase prices at the beginning point of 22/35 kV distribution system are estimated based on an average current purchase price of PCs in Vietnam in addition to estimated PCs’ losses to the point; power purchase prices are assumed to remain constant through out the forecast period; (iii) operating and maintenance (O&M) costs for MV lines are estimated at 1% of investment costs and O&M costs for LV lines are estimated at 4-7% of sales revenues depending on the administrative level of LV management; (iv) transmission and distribution losses are estimated at 1% for MV networks and about 5.6-6.0% for LV networks after project implementation; (v) foreign costs are converted to VND at the rate of 15,500 to the US dollar, assuming all investments will be implemented during the first year; (vi) local inflation is estimated at 3%; and (vii) income tax ratio is assumed as 28%.

FRR for the overall project under Phase I package is estimated at about 2.1%.  The detailed results by province are presented in the table below and range from 3.9% to negative 0.1%.  The value of net financial benefits is significantly less than that of economic benefits because of subsidized retail tariffs and bulk supply tariffs for rural areas.  Currently, sales tariffs from PCs to local distribution entities for rural networks are regulated at a subsidized level lower than PCs’ average purchase price from EVN in order to achieve low retail tariffs in rural areas.  The regulated low supply tariffs from PCs result in negative financial returns for PCs’ investments on MV lines.  However, the current customer and tariff structure enables PCs to cross-subsidize rural residential and agricultural consumers with industrial and commercial consumers maintaining robust demand and PCs are expected to absorb the financial burden of capital investment on rural distribution networks.  In addition, local governments, who implement LV networks, are expected to recover the estimated weighted average cost of capital and provide adequate support to LDUs.  

Sensitivity Analysis:  The sensitivity of FRR to three different variables, under pessimistic assumptions, was examined:  increase in capital costs; demand decrease; and operation costs increase.  The results of this analyses are given in Table 3.

Table 3:  Sensitivity Analysis for Financial Rate of Return

	              
	Base Case
	Cost Increase %
	Demand Decrease by 10%
	Cost Increase & Demand Decrease by 10%
	System Losses Increase by 2%

	Vinh Phuc
	2.8%
	-7.2%
	2.1%
	-8.6%
	2.0%
	-7.9%
	1.3%
	-9.3%
	2.0%
	-7.9%

	Ha Tinh
	1.9%
	-12.6%
	1.2%
	-14.6%
	1.1%
	-13.4%
	0.5%
	-15.5%
	1.2%
	-13.3%

	Ca Mau
	-0.8%
	-3.4%
	-1.5%
	-3.9%
	-1.6%
	-3.6%
	-2.2%
	-4.1%
	-1.4%
	-3.5%

	Ben Tre
	2.0%
	-6.7%
	1.3%
	-7.9%
	1.2%
	-7.3%
	0.5%
	-8.5%
	1.5%
	-7.1%

	Quang Ngai
	-0.1%
	-13.9%
	-0.8%
	-16.0%
	-0.9%
	-14.7%
	-1.6%
	-16.9%
	-0.9%
	-14.8%

	Phu Yen
	1.0%
	-6.4%
	0.3%
	-7.5%
	0.2%
	-6.9%
	-0.5%
	-8.0%
	0.2%
	-6.9%

	Total
	1.3%
	-50.3%
	0.7%
	-58.5%
	0.6%
	-53.7%
	-0.1%
	-62.1%
	0.6%
	-53.4%


C.  Financial Analysis of the Local Distribution Utilities:

After upgrading and rehabilitation of the LV networks in the various provinces, the existing ad hoc management of the LV system is to be converted into LDUs.  These LDUs will be either cooperatives under the Cooperative Law or joint stock companies under the Enterprise Law.  Developing financially viable and sustainable LDUs, which will operate LV network in provinces, is one of the main objectives of the project.  

Screening of LDUs for Financial Viability.  The financial performance of LDUs is expected to vary depending on many factors, administrative level of LDUs; covered service areas; load forecast; investment costs per kWh consumed; topography and population density in the LDU service areas; operating costs, and system losses.  PPCs are required to select participating LDUs for the project to ensure that the investments generate enough revenues to cover PPCs’ funding costs and ultimately ensure payback of the on-lent IDA credit.  The minimum requirement for an LDU’s eligibility to participate in the project was defined, for every province, as achievement of a rate of return on project investment over 20 years by the LDU equal to or greater than the PPCs’ estimated weighted average cost of capital.  Since PPCs’ funding sources mainly consist of state budgets, tax revenues, and IDA credit on-lent by MOF, through the Development Assistance Fund (DAF), their cost of capital was estimated as 2.25% (i.e. the weighted average of IDA credit, 75%, and other government loans, 25%).  Based on this criterion, IDA reviewed 203 LDU proposals from the 6 provinces including their demand forecast, investment plans, and financial cash flow projections.  As a result, one provincial LDU, 22 district LDUs, and 97 commune cooperative LDUs were selected for Phase I package.      

Financial Analysis for LDU Sustainability.  Analysis of the financial sustainability of screened LDUs under Phase I package involves an analysis of the existing electricity market; the projected electricity sales as a result of the Project, the tariff structure, the institutional arrangement to support LDUs, and the projected financial performance of LDUs. 

Existing Market.  The residential consumer base is predominant in the rural network system.  Residential consumers, dominate electricity consumption in Phase I project areas on average 75%, followed by commercial consumers and production consumers, 15% and 8%, respectively.  Unit consumption per household is estimated to be on average  324 kWh/ annum in 2005. 

Projected Electricity Demand.  Present demand is estimated to be greater than current production due to capacity constraints.  The projections of expected growth in electricity consumption in the project area by all LDUs are expected to increase from 375GWh in 2005 to 770GWh in 2015.  This is based on new connections, increase in unit consumption and projected increases in production and commercial use. 

Tariff.  The government, with a ceiling price of VND700 per kWh for residential use, regulates retail tariffs in rural areas.  In practice, some local distribution entities established by the local authority charge households at higher rates to cover the costs of distribution system losses.

Affordability.  During the preparation of the project, PPCs and PCs conducted surveys of household incomes and expenditures to understand their willingness to pay as well as ability to pay appropriate prices of electricity services.  The survey showed that:  (a) the average monthly household income was US$38 (in the south); (b) electricity use is about 25-30kWh/month; and (c) customers were willing to pay much higher tariffs for more reliable electricity.  

System losses.  Local distribution entities currently suffer from high system losses, on average 25% - 35%, due to geographical factors such as mountainous regions, remote areas and low population density, resulting in inefficiently designed networks, and lack of new investments to rehabilitate and maintain existing networks, which are largely obsolete.  While some LDUs charge tariffs, especially non-residential tariffs, up to VND1,200-2,000 per kWh to cover high network losses, most cannot mobilize enough funds for appropriate network maintenance and expansion.    

Projected Financial Performance of the Project LDUs:  With the regulated tariffs, Table 4 and 5 provide a distribution of FRR of LDUs’ investment cash flow and selected data on the projected financial and operational performance of LDUs summarized by each province under Phase I package.

Table 4 :  Number of LDUs by the Level of FIRR of their Investment under the Project

	FRR
	Provincial LDU
	District LDU
	Commune LDU

	2.25% - 4.0%
	
	2
	25

	4.1% - 6.0%
	1
	11
	33

	6.1% - 10.0%
	
	8
	33

	10.1% -
	
	1
	6

	Total
	1
	22
	97


Table 5:  Estimated Operational and Financial Indicators of LDUs by province

	Province
	
	Vinh Phuc
	Ha Tinh
	Ben Tre
	Ca Mau
	Quang Ngai
	Phu Yen

	Region
	
	North
	North
	South
	South
	Central
	Central

	Type of LDU
	
	86 Commune Cooperative
	7 district JSC & 11 commune cooperative
	6 district JSC
	1 provincial JSC
	6 district JSC
	3 district JSC

	Energy sales in 2005
	GWh
	83
	76
	45
	9
	103
	59

	Average Sales Growth during 2005-15
	
	6.8%
	9.0%
	8.1%
	11.0%
	6.8%
	6.4%

	Total Number of Household connected in 2005
	thousand
	131
	124
	89
	13
	160
	92

	Increase in number of household connected in 2005
	thousand
	16
	28
	8
	3
	16
	12

	Total Investment Cost 
	VND million
	207
	294
	141
	41
	256
	143

	Investment Cost per kWh
	VND mil/kWh
	2.5
	3.9
	3.1
	4.6
	2.5
	2.4

	Number of household connected per LV network (km)
	Household/km
	101
	57
	52
	28
	107
	103

	Operating costs (excl. depreciation) per revenue
	
	8%
	6%
	6%
	5%
	6%
	6%

	Percentage of residential use in 2005
	
	77%
	71%
	71%
	54%
	78%
	78%

	Percentage of residential use in 2015
	
	62%
	60%
	63%
	57%
	78%
	80%

	FIRR of Investment
	
	6.0%
	4.3%
	5.7%
	5.1%
	7.0%
	7.8%


For the financial analysis the following assumptions are used:  

(i) Capital costs include investments under the project and estimated cash outflow for minor existing assets, if applicable;

(ii) Operating costs include labor costs, maintenance costs and other operating costs; 

(iii) Labor costs include the number of personnel per institutional unit:






Manager  Technical Staff    Operational Staff

 
Commune LDU

1                    2                        1 per 400-500 customers

District LDU

0.3                 0.5

 
  
Provincial LDU

0.2                 0.5
(iv) Maintenance and Other Operating costs estimated as 0.5% of sales and 1.0% of capital investment inflated by 0.2% per year;

(v) System Losses about 6-7% per year and increased by 0.2% per year; 

(vi) Loan terms are 20 years maturity, 10% interest rate, the tariff are assumed, grant amount based on the projected LDUs financial / operational performance of each LDU; and 

(vii) Income tax 28%; and

(viii) tariffs are (VND/kWh) as follows:  for residential, buying 429 and selling 700, for production and commercial, buying 803 and selling 1,000; and for irrigation, buying 660 selling 1,000 (tariffs include VAT except the residential sales tariff which is tax exempt).

Revenue and Profitability.  According to these results, all the LDUs have FRRs higher that 2.25% and most have an FIRR of between 4-6%.  Many of the LDUs will, however, incur net losses during early stages of the project implementation due to the fact that only a gradual sales increase is expected.  But the operating margin of LDUs is expected to improve gradually during the 20-year period as their sales increase.  

The investment outcome in terms of FRR has been tested for variations in load forecasts, capital costs, operating costs, and system losses as shown in Table 6.  

Table 6:  Sensitivity Analysis of FRR for LDUs’ Investments

	Province
	Vinh Phuc 
	Ha Tinh
	Ben Tre
	Ca Mau
	Quang Ngai
	Phu Yen

	Base Case
	6.0%
	4.3%
	5.7%
	5.1%
	7.0%
	7.8%

	Demand decrease by 10%
	4.5%
	3.1%
	4.4%
	4.0%
	5.7%
	6.4%

	Demand decrease by 20%
	2.7%
	1.8%
	3.0%
	2.8%
	4.2%
	4.8%

	Demand increase by 10%
	7.4%
	5.3%
	6.8%
	6.1%
	8.3%
	9.1%

	Capital cost overruns by 10%
	5.0%
	3.4%
	4.7%
	4.2%
	6.1%
	6.7%

	Capital cost overruns by 20%
	4.2%
	2.6%
	3.9%
	3.5%
	5.2%
	5.8%

	Capital cost underruns by 10%
	7.1%
	5.3%
	6.7%
	6.0%
	8.2%
	9.0%

	Operating cost increase by 10%
	5.5%
	4.0%
	5.3%
	4.8%
	6.7%
	7.5%

	System losses added by 5%
	3.1%
	2.0%
	3.3%
	3.1%
	4.9%
	5.7%


Note:  FRR is an average of LDUs in each province.

Conclusions of the Analysis:  LDUs’ performance varies with wide variations in the key assumptions.  However, but the sensitivity analysis above shows that LDUs can operate as financially sustainable entities with an FRR in the range of 4-7%.  Key parameters for sustainable operation of LDUs are its operational efficiency in the control of system losses and collection ratios.  A decrease in collection ratios will have a similar effect as an increase in system losses.  Tight cash flow during the early stage of the project may make Debt Service Cover Ratio (DSCR) less than 1.0 in the early years and debt to equity ratio may also deteriorate during this period.  Some of the LDUs may require some support from PPCs in these early years, depending upon their business plans.  Since all LDUs will be established as cooperatives or joint stock companies, the project provides proper incentives for LDUs to improve their operational performance.   

Recommended Measures to Support LDUs' Long Term Financial Sustainability

With a regulated tariff structure and ceiling, and with a well-designed new distribution network, LDUs can be expected to improve their operational performance.  However, it will take some time to transform existing ad hoc commune electricity groups into LDUs that are sustainable and able to finance maintenance, renewals and extensions from owners/members’ capital, loans or retained earnings.  In order to accelerate the emergence of healthy LDUs in the provinces, the following measures have been recommended and adopted in the project design.

Capital Subsidy from PPCs.  Under the project, PPCs will provide the LDUs loans and grants to cover the capital investments for rural distribution network upgrading and rehabilitation.  The PPCs will arrange sub-loans to be provided at domestic reference "market" rates (estimated at about 10%) for 20-year terms but without any grace period.  PPCs will also provide capital grants to those LDUs which have to incur higher costs due to topographical constraints, remoteness of communes and larger number of poorer households.  The ratio of sub-loans and capital grants for any particular LDU shall be such that the notional interest rate over the total amount of loan and grant is no less than one percent (1%) per annum.  The PPCs would thus provide capital grants as subsidies at different levels for each LDU depending on its projected financial performance.  The PPCs will be required to set transparent guidelines on requirements of capital subsidy grants, and terms and conditions of loans based on business plans presented by the LDUs.

Technical Assistance.  The project will support technical, commercial, and financial management aspects of capacity building of LDUs.  The TA component will provide an initial grant for capacity building but in later years, the LDUs are expected to obtain the necessary technical assistance on a contract basis from outside agencies, including the PCs.

Loan terms from PPCs to LDUs.  LDUs’ cash flow is expected to be extremely tight during the early stage of project implementation.  The detailed terms and conditions of loans will be defined by the PPCs in consultation with IDA to provide adequate liquidity to the LDUs during the early stages of the project. 

Annex 5:  Financial Summary

VIETNAM:  Rural Energy II

A.  Financial Assessment of EVN and PCs

Financial Performance of EVN
1. 
Vietnam’s economy grew a healthy 7% in FY02-03, fueled by domestic investment, consumer spending and export earnings, with public spending on infrastructure projects being the major factor driving growth.  Mirroring this development, EVN recorded its highest growth rate of power production and sales:  total electricity generated and purchased from IPPs in FY02 grew by 14% from the previous year and power sales by 17%.  EVN also expanded the national power network and reached at least 10 million rural households, achieving an electrification rate of 81% for the whole country.  With an average tariff increase of 15% in FY03, which was sufficiently robust to keep pace with inflation and the VND/US$ depreciation, EVN realized a higher sales margin and liquidity, carried out a huge investment program (US$1.1 billion), and complied with financial covenants:  Self Financing Ratio (SFR) at 75% and the Debt Service Coverage Ratio (DSCR) at 6.6x, exceeding the requirement of 30% and 1.5x, respectively.  EVN has consistently maintained satisfactory financial performance as reflected in its financial ratios.

	
	1996
	1997
	1998
	1999
	2000
	2001
	2002

	Debt Service Coverage Ratio (DSCR)
	13
	31
	37.7
	8.6
	2.6
	1.6
	3.3

	Self-financing Ratio (SFR)
	51%
	30%
	26%
	34%
	42%
	26%
	42%

	Operating Margin as % Net Sales
	26%
	11%
	13%
	16%
	12%
	10%
	12%


Financial Performance of the PCs
2.  
The seven PCs are wholly-owned subsidiaries of EVN, responsible for electricity distribution in the north, south, and center of Vietnam and major cities of Hanoi, Ho Chi Minh City, Hai Phong, and Dong Nai.  PCs own and operate distribution networks below 110kV as independent accounting units.  EVN plans to establish an additional three PCs, spun off from existing PCs, in urban or industrial areas.  The impact of the separation of profitable areas from existing PCs and future allocation of bulk supply tariffs by EVN will be significant. Between FY00-03, PCs 1, 2, and 3 (table below) sustained an increase in electricity demand averaging 17% annually due to the rapid economic growth, especially in the south’s industrial sector.  Because PCs purchase bulk power from EVN at levels to ensure cost recovery and reasonable profits, their operating margin had remained stable through the years.  
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PC1

2000

2001

2002

2003

DSCR

times

16.1

        

 

1.6

          

 

2.8

          

 

5.2

          

 

SFR

50%

49%

65%

52%

Operating Ratio 

96%

95%

96%

94%

Network Losses 

9.5%

9.1%

8.8%

11.2%

Collection Period

days

35

27

26

35

PC2

2000

2001

2002

2003

DSCR

times

5.5

3.9

15.6

13.0

SFR

28%

88%

80%

83%

Operating Ratio 

98%

96%

96%

93%

Network Losses 

11.5%

11.3%

10.4%

9.6%

Collection Period

days

16

16

17

19

PC3

2000

2001

2002

2003

DSCR

times

6.6

5.1

6.4

9.0

SFR

54%

45%

40%

62%

Operating Ratio 

92%

92%

94%

91%

Network Losses 

8.9%

7.7%

8.1%

7.4%

Collection Period

days

34

           

 

45

           

 

45

           

 

30

           

 

Note:  2000-02 are audited actual, 2003 is unaudited actual.

          Loss increase of PC1 in 2003 is due to an increase of MV line. 


B.  Key Financial Issues

3.  
Electricity Tariffs.  The Government sets retail electricity tariffs, currently uniform across Vietnam.  Existing electricity retail tariffs were rationalized and raised periodically since March 1992.  Further upward revisions in the tariffs were implemented in August 1994, June 1995, April 1996, May 1997, October 1999, and October 2002.  Agreement on the phased implementation of electricity tariff adjustments was reached between the Government and EVN's main creditors (ADB, JBIC and IDA) in May 2001.  Among other things, it calls for average tariffs to increase in stages beginning July 1, 2001 to 5.6¢/kWh until it reaches 7.0¢/kWh in July 2005.  The Government complied with the first round of tariff increase but did not make subsequent increases according to the schedule, arguing that: (i) the increase could undermine the country’s economic competitiveness vis-à-vis regional and international integration; (ii) it was concerned over the socio-economic goals for the country, fiscal resources for development and consumers’ ability to pay for electricity; and (iii) there was no compelling reason to raise tariffs while EVN’s actual financial results and forecasts showed that financial covenants had been, and would continue until 2006to be comfortably met at current tariff levels.

4.
Bulk Power Tariffs.  The current bulk supply tariff to the PCs is set by a complicated, iterative process that takes into account the different average revenues per consumers in the various PCs.  It is set by EVN to ensure that at the uniform tariff level, the PCs are financially viable and consumers are cross-subsidized.  The internal bulk power price is inappropriate because:  (i) it is not based on economic criteria; (ii) it is not cost-oriented and too low to reflect the actual costs of generation and transmission; (iii) lacks a strong incentive for PCs to control costs; and (iv) provides the wrong signals toward manpower reduction, productivity and capital expenditures.  If the PCs are to be truly independent companies, a bulk power regime is required that encourages economically efficient transactions between entities.  An ongoing study is developing recommendations for a commercial bulk power supply tariff between EVN and the PCs, and associated retail tariff levels and structure.
5.
Automatic Tariff Adjustment Mechanism.  EVN proposed to the Government in FY01 that the retail tariff include a foreign exchange price adjustment or an automatic pass through to consumers which would enable EVN to recover, within its invoiced sales, certain foreign exchange losses over base rates.  The Government deferred action on the proposal until recently but is now considering indexing tariffs to deflect future public criticism.    

6.
Power Development Plan and Financing.  EVN needs sufficient financing of capital investments, and hopes that the sum could come from foreign official development assistance (ODA) and private businesses.  According to EVN's Fifth Power Development Plan, the country will need about US$10 billion for power plants; US$5 billion for power grids; and US$6 billion for debt repayment.  However, EVN’s internal cash generation can only meet 50% of these requirements, in addition to the external financing it had already sought.  At present, besides ODA sources, the Japanese Ministry of Economics, Trade and Industry (METI) is actively supporting its businesses in seeking investment opportunities in Vietnam offering EVN hope in attracting more Japanese investment into the national electricity industry.  EVN, to date, has received some US$3.7 billion of ODA capital from international sources of which JBIC has been the largest ODA provider to the industry (US$2.2 billion), followed by IDA, ADB and the Swedish International Development Agency (SIDA) and other bilateral aid agencies, notably those of France, Germany and Spain.  The investment financing gap of about 40% will require serious thinking from the Government in fine-tuning sector priorities and strategies.
7.
Appropriateness of Financial Covenants.  The financial covenants of various IDA Credit Agreements provide the framework for financial discipline at EVN and represent a statement of objectives which the Government and IDA consider important for achieving and maintaining EVN’s satisfactory financial performance.  
8.
Revenue Covenant.  Internally generated funds should contribute to a significant level of investments that would promote financial viability, satisfactory financial performance and prudent financial management.  The covenant also addresses the financial sustainability of the power sector and its ability to attract private financing.  In view of the substantial investment requirements of EVN, economic uncertainties, and the downside risk of critical financial assumption parameters not materializing, the SFR ratio would be reduced from 30% to 25%.  
9.
Capital Structure Covenant.  At the outset, EVN’s fixed assets were largely financed from government equity and no significant long-term debt was incurred.  Currently, new assets are financed 50% from long-term borrowings and 50% from retained earnings.  Due to Government’s policy of refraining from making any capital contributions to EVN except for socially-oriented projects like rural electrification, and only via capital subsidies, and making EVN financially autonomous, the debt equity ratio has been steadily rising from 11:89 in FY96 to 49:51 in FY02.  To maintain prudent levels of debt, the ratio of debt to equity should be maintained at 70:30 or greater.

10.
Debt Service Covenant.  For the future, EVN should not incur debt, if after the incurrent of such debt, the ratio of debt to equity is greater than 70 to 30.  While EVN's growing reliance on external long-term debt to finance capital expansion is typical of a relatively young utility and its capital structure is still satisfactorily leveraged, the pressure of servicing its debts is beginning to have a significant impact on cash flow.  The DSCR has been declining in recent years from its peak of 218x in FY98 to 3x in FY02.  Although the ratio is satisfactory and well below the required minimum of 1.5x, the challenge is for EVN to maintain a sound financial condition while in an expansive mode. 

10. 
Financial Planning and Forecasting.  An Independent Creditors' Model (ICM) has been developed at EVN to be used as a transparent financial accounting and projection model in accordance with international financial reporting standards (IFRS).  The ICM should enable:  (i) creditors to assess EVN’s compliance with financial covenants; (ii) EVN and PCs to use it as a consolidated financial planning tool; (iii) the Government and EVN to determine retail and bulk tariff requirements; and (iv) EVN to assess financial unbundling and restructuring efforts.  The model was prepared using VAS data as required by EVN then translated to IFR/IAS standards, as required by creditors.  Agreement has been reached that EVN would:  (i) implement the recommendations of the study to improve its financial projections and to integrate these into its corporate planning and financial forecasting systems; and (ii) provide resources to staff in maintaining and utilizing the model, including the training of staff in the translation of VAS to IFRS accounts.

C.  Financial Prospects of EVN and the PCs

11.  
Assumptions.  A base case scenario was developed for EVN’s financial projections which assumed that no tariff increase would be necessary until January 1, 2006 (bringing average tariffs from 5.6¢/kWh to 6¢/kWh) and incremental increases realized from a change in the tariff structure.  Other assumption parameters include:  (i) annual average load growth of 13% based on MOI/ EVN’s power development master plan; (ii) hydro flows on EVN's reservoirs at the 50th percentile of the flow duration curve; (iii) an ambitious investment program in generation (US$11.2 billion), transmission (US$1.4 billion), and distribution (US$2.4 billion); (iv) a financing plan for new investments consisting of 71% borrowings, 26% self generation, and state budget of 3%; (v) proceeds from plant equitization during FY05-10; and (vi) cash balance at more than 30 days sales.  Other significant assumptions in alternative scenarios include:  (i) extraordinary income of about US$50 million from investments in the telecom business from FY06; and (ii) implementation of an automatic adjustment mechanism in FY07.

12.
EVN.  At negotiations, the Government agreed to take all necessary measures, including but not limited to raising average tariffs, to allow EVN to comply with the agreed financial covenants.  The base case concluded that despite the delay in implementing tariff increases until FY06, financial results would still be favorable:  SFRs of 28-39%; DSCRs of 2.7-3.4x; and debt: equity ratio of 57:43-64:36 in FY04-06.  Beyond 2006, in order to meet financial requirements, additional cash inflows would come from nominal tariff increases in VND terms of, on average, about 4% over FY07-10, and proceeds from the sale of shares in power plants during FY05-10 estimated at about US$620 million (equitization of 13 plants had already been approved by the Government).  It should be pointed out that because of the heavy capital expenditures and consequent debt servicing during FY07-10, adjustments in the level of tariffs is expected to be necessary if agreed SFR and debt equity ratios are to be met.

13.
PCs.  The PCs are expected to continue to show favorable results through FY08 despite the additional burden of investing in rural distribution networks under RE2 with an average DSCR of 4.8x and SFR of 76%.  Rural electricity consumption is only about 16% of the total electricity consumption in the country.  It is estimated that the total subsidy provided to the rural areas, through lower bulk power tariffs by EVN, amounts to about 5-7% of total revenues.  Starting in FY08, however, the PCs will also face increasing capital costs and debt service requirements resulting in their DSCR and debt:equity ratio to decline to 6.5x (from 3.3x) and 56% (from 43%), respectively.  Appropriate margins would be required to attract private funding sources to distribution business and enable internal cash generation partly to finance their increasing capital expenditure.  

14.

Stress Test under Various Scenarios.  The financial performance of EVN for FY05-10 was also tested for several pessimistic scenarios:

•
Scenario A (status quo):  neither plant equitization nor a tariff increase of 6¢/kWh in FY06 would  occur.  

•
Scenario B (tariff increase with higher debt:equity ratio):  includes the initial tariff increase and further increases to meet the covenants in FY07 with debt:equity ratio at 75:25. 

•
Scenarios C  (low load growth):  assumes that load demand decreases by 10% , consequent delay in the construction of four generation plants and decrease in gas consumption.

•
Scenarios D (fuel increase):  assumes that international fuel price would increase to US$50/barrel and remain at this level throughout the projected period. 

15.
A summary of results showing the sensitivity of financial ratios to changes in assumptions used in the base case financial projections is presented in Attachment 1.
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PC1

2000

2001

2002

2003

2004

2005

2006

2007

2008

Electricity Sales 

GWh

5,921

        

 

6,843

     

 

7,872

     

 

9,052

     

 

10,015

   

 

11,075

   

 

12,241

   

 

13,533

   

 

14,963

   

 

Revenues 

3,450

        

 

4,073

     

 

4,841

     

 

6,154

     

 

6,990

     

 

7,941

     

 

9,011

     

 

10,232

   

 

11,625

   

 

Operating Costs 

3,315

        

 

3,875

     

 

4,654

     

 

5,801

     

 

6,379

     

 

7,375

     

 

8,421

     

 

9,631

     

 

11,026

   

 

Operating Income 

136

           

 

198

        

 

186

        

 

353

        

 

611

        

 

566

        

 

590

        

 

601

        

 

599

        

 

Net Income 

27

             

 

44

          

 

52

          

 

144

        

 

321

        

 

227

        

 

193

        

 

146

        

 

80

          

 

Total Assets 

3,232

4,543

5,774

6,954

8,160

8,787

9,481

10,265

11,143

Long-Term Debt

746

1,286

1,603

2,088

3,541

4,407

5,337

6,421

7,721

Equity

2,081

2,721

3,390

4,205

4,434

4,584

4,704

4,783

4,823

Debt Service 

19

             

 

21

          

 

251

        

 

230

248

359

474

596

676

Capital Expenditure 

608

           

 

901

        

 

1,420

     

 

1739

2142

1585

1803

2070

2370

DSCR

times

16.1

          

 

1.6

         

 

2.8

         

 

5.2

         

 

6.2

         

 

4.2

         

 

3.6

         

 

3.2

         

 

3.1

         

 

SFR

%

50%

49%

65%

52%

63%

57%

62%

59%

58%

Debt Equity Ratio 

%

26%

32%

32%

33%

44%

49%

53%

57%

62%

PC2

2000

2001

2002

2003

2004

2005

2006

2007

2008

Electricity Sales 

4,224

5,007

6,149

7,398

8,500

9,860

11,400

13,110

15,000

Revenues 

3,230

4,179

5,605

6,707

8,056

9,642

11,477

13,589

16,099

Operating Costs 

3,173

4,026

5,370

6,240

7,524

9,035

10,857

12,964

15,461

Operating Income 

57

153

235

468

533

607

620

625

638

Net Income 

132

127

166

263

231

247

234

194

164

Total Assets 

2,600

3,709

4,646

6,004

6,483

6,931

7,415

7,751

8,007

Long-Term Debt

468

942

1,220

1,439

1,957

2,431

2,621

2,690

2,677

Equity

1,678

2,162

2,699

3,691

3,826

3,941

4,065

4,182

4,279

Debt Service 

35

17

36

66

158

215

235

289

370

Capital Expenditure 

337

252

577

916

875

1,338

1,142

950

940

DSCR

5.5

3.9

15.6

13.0

7.1

5.6

5.6

4.7

3.7

SFR

28%

88%

80%

83%

68%

67%

93%

101%

106%

Debt Equity Ratio 

22%

30%

31%

28%

34%

38%

39%

39%

38%

PC3

2000

2001

2002

2003

2004

2005

2006

2007

2008

Electricity Sales 

2,272

2,660

3,051

3,512

4,042

4,662

5,387

6,238

7,239

Revenues 

1,575

1,843

2,226

2,827

3,248

3,826

4,512

5,334

6,322

Operating Costs 

1,450

1,695

2,088

2,566

2,970

3,623

4,356

5,194

6,246

Operating Income 

125

148

139

261

277

204

156

141

76

Net Income 

65

66

58

79

95

31

33

15

-34

Total Assets 

2,108

2,583

3,524

4,232

4,586

5,065

5,811

6,652

6,875

Long-Term Debt

494

573

1,097

1,557

2,002

2,578

3,395

4,213

4,394

Equity

1,217

1,564

1,839

1,980

2,028

2,043

2,060

2,067

2,033

Debt Service 

30

39

51

53

62

102

127

154

210

Capital Expenditure 

330

569

546

546

815

869

852

1,283

1,440

DSCR

6.6

5.1

6.4

7.1

9.0

6.1

4.6

4.7

3.8

SFR

54%

45%

40%

44%

62%

57%

44%

46%

49%

Debt Equity Ratio 

29%

27%

37%

44%

50%

56%

62%

67%

68%

Note:  

2000-2002 are audited actual, 2003 is unaudited actual, and 2004-2008 are estimates. 


Attachment 1:  Financial Performance of EVN
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Key Performance Indicators

& Covenant Compliance - IAS Basis

estimates

2003

2004

2005

2006

2007

2008

2009

2010

A.

Tariffs (net of VAT)

Average Retail Tariff (VND/kWh)

790

800

811

906

918

930

942

954

Average Retail Tariff (US Cents/kWh)

5.0

5.0

5.0

5.5

5.4

5.4

5.3

5.3

B.

Covenant Compliance - IAS Basis

Debt Service Coverage Ratio (DSCR)

6.6

3.4

2.7

2.7

2.2

1.9

1.8

1.6

Self-Financing Ratio (SFR)

74.2%

38.7%

28.6%

28.0%

23.0%

22.9%

21.0%

19.2%

Return on Average Net Fixed Assets

10.4%

4.8%

2.5%

6.8%

6.0%

4.0%

4.1%

2.1%

C.

Operating Indicators

Gross Generation (GWH)

40,901

46,535

53,000

59,268

66,174

74,063

82,870

93,000

Power Sales (GWH)

34,446

39,315

44,944

50,423

56,613

63,610

71,526

80,486

Power Purchases (GWH)

2,113

6,296

11,354

14,456

17,170

24,904

26,712

32,610

Losses (%)

15.8%

15.5%

15.2%

14.9%

14.4%

14.1%

13.7%

13.5%

D.

Profitability

Operating Margin as % Net Sales

22.7%

13.7%

8.5%

13.6%

12.5%

13.9%

14.8%

11.1%

Average Fixed Assets to Net Sales (%)

296%

284%

279%

248%

253%

268%

290%

308%

Return on Equity (%)

12.6%

5.4%

2.8%

7.4%

6.9%

5.3%

6.6%

4.0%

E.

Liquidity

Quick Ratio

1.8

           

 

1.3

           

 

0.8

           

 

0.5

           

 

0.4

           

 

0.4

           

 

0.4

           

 

0.4

           

 

Current Ratio

2.0

           

 

1.6

           

 

1.1

           

 

0.8

           

 

0.7

           

 

0.7

           

 

0.6

           

 

0.6

           

 

Debt Equity Ratio

1.2

           

 

1.3

           

 

1.6

           

 

1.8

           

 

2.2

           

 

2.5

           

 

2.7

           

 

3.0

           

 

Summary IAS Financial Projections

(VND billion - current prices)

estimates

2003

2004

2005

2006

2007

2008

2009

2010

A.

Income Statements

Net Sales

29,882

34,539

39,990

50,093

56,998

64,879

73,904

84,249

Cost of Sales

21,296

27,735

34,201

40,535

46,735

52,227

58,726

70,035

Overhead Expense

1,813

2,074

2,398

2,743

3,149

3,635

4,210

4,888

Other Expenses

1,073

1,460

1,432

1,763

1,934

4,555

5,027

5,290

Income Tax

1,097

1,105

750

1,670

1,746

1,591

2,058

1,548

Net Profit

4,603

2,166

1,209

3,381

3,433

2,871

3,882

2,489

B.

Balance Sheets

Assets

Current Assets

23,997

24,827

19,971

18,152

19,346

21,397

23,564

26,471

Non-Current Assets

69,274

82,634

104,144

130,958

164,390

192,887

220,497

249,151

Total Assets

93,271

107,461

124,114

149,110

183,736

214,284

244,060

275,622

Liabilities & Equity

Current Liabilities

11,857

15,287

18,620

22,807

27,361

31,839

36,510

42,562

Long-Term Borrowing

42,372

50,657

62,115

78,604

104,058

126,177

146,627

168,848

Equity

39,042

41,518

43,379

47,699

52,317

56,267

60,923

64,212

Total Liabilities & Equity

93,271

107,461

124,114

149,110

183,736

214,284

244,060

275,622

C.

Cash Flow Statements

Cash Flows from Operating Activities

14,565

13,209

14,195

17,787

19,945

24,439

28,629

32,116

Cash Flows from Investing Activities

(19,080)

(22,702)

(32,116)

(38,590)

(46,865)

(44,286)

(46,292)

(51,071)

Cash Flows from Financing Activities

10,234

7,972

11,112

16,941

26,079

21,968

18,373

19,731

Net Increase in Cash

5,720

(1,522)

(6,809)

(3,862)

(841)

2,120

710

776

Cash at Beginning of Year

10,792

16,511

14,989

8,180

4,318

3,477

5,597

6,308

Cash at End of Year

16,511

14,989

8,180

4,318

3,477

5,597

6,308

7,084

P   r   o   j   e   c   t   e   d

P   r   o   j   e   c   t   e   d


Attachment 2: Financial Performance of PCs 
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Tariff increase to 6 cents/kWh in 2006 and further increases during 2007-10 in order to meet the covenants

13 plants equitization during 2005-10 

2004

2005

2006

2007

2008

2009

2010

Tariff with VAT (cent/kWh) 

5.5

5.5

6.0

6.1

6.2

6.4

6.4

DSCR

3.4

2.7

2.7

2.3

2.0

2.0

1.9

SFR

38.6%

28.4%

27.7%

25.0%

27.5%

30.0%

32.4%

Debt Equity Ratio 

57:43

62:38

64:36

69:31

70:30

70:30

70:30

Scenario A

No tariff increase

No plant equitization during 2005-10 

2004

2005

2006

2007

2008

2009

2010

Tariff with VAT (cent/kWh) 

5.5

5.5

5.4

5.4

5.4

5.3

5.3

DSCR

3.4

2.6

2.2

1.7

1.6

1.5

1.3

SFR

38.6%

27.0%

17.8%

10.3%

13.0%

8.5%

2.0%

Debt Equity Ratio 

57:43

62:38

68:32

73:27

76:24

80:20

83:17

Scenario B

Tariff increase to 6 cents/kWh in 2006

Tariff further increases in 2007 and 2010 in order to meet SFR

>

25% and D/E Ratio at 75:25

13 plants equitization during 2005-10 

2004

2005

2006

2007

2008

2009

2010

Tariff with VAT (cent/kWh) 

5.5

5.5

6.0

6.1

6.1

6.1

6.1

DSCR

3.4

2.7

2.7

2.3

2.0

1.9

1.8

SFR

38.6%

28.4%

27.7%

25.0%

25.4%

25.0%

25.1%

Debt Equity Ratio 

57:43

62:38

64:36

69:31

71:29

71:29

72:28

Scenario C

Demand decreases by 10% in 2010  (gradual demand decreases during 2005-9)

Tariff increases as Base Case 

13 plants equitization during 2005-10 

2004

2005

2006

2007

2008

2009

2010

Tariff with VAT (cent/kWh) 

5.5

5.5

6.0

6.1

6.2

6.4

6.4

DSCR

3.4

2.6

2.5

2.2

1.8

1.8

1.6

SFR

38.8%

27.7%

26.3%

21.5%

22.1%

21.8%

17.5%

Debt Equity Ratio 

57:43

62:38

66:34

70:30

72:28

74:26

76:24

Scenario D

Oil price at $50/bbl during 2005-10

Tariff increases as Base Case 

13 plants equitization during 2005-10 

2004

2005

2006

2007

2008

2009

2010

Tariff with VAT (cent/kWh) 

5.5

5.5

6.0

6.1

6.2

6.4

6.4

DSCR

3.4

2.5

2.5

2.2

2.0

2.0

1.9

SFR

38.6%

22.7%

25.9%

22.2%

26.7%

28.9%

31.0%

Debt Equity Ratio 

57:43

62:38

67:33

70:30

71:29

71:29

71:29
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Key Performance Indicators

& Covenant Compliance - IAS Basis

Estimates

2003

2004

2005

2006

2007

2008

2009

2010

A.

Tariffs (net of VAT)

Average Retail Tariff (VND/kWh)

790

800

811

906

943

976

1,017

1,046

Average Retail Tariff (US Cents/kWh)

5.0

5.0

5.0

5.5

5.6

5.7

5.8

5.8

B.

Covenant Compliance - IAS Basis

Debt Service Coverage Ratio (DSCR)

6.6

3.4

2.7

2.7

2.3

2.0

2.0

1.9

Self-Financing Ratio (SFR)

74.2%

38.6%

28.4%

27.7%

25.0%

27.5%

30.0%

32.4%

Return on Average Net Fixed Assets

10.4%

4.8%

2.5%

6.8%

7.8%

7.1%

8.4%

6.8%

C.

Operating Indicators

Gross Generation (GWH)

40,901

46,535

53,000

59,268

66,174

74,063

82,870

93,000

Power Sales (GWH)

34,446

39,315

44,944

50,423

56,613

63,610

71,526

80,486

Power Purchases (GWH)

2,113

6,296

11,354

14,456

17,170

24,904

26,712

32,610

Losses (%)

15.8%

15.5%

15.2%

14.9%

14.4%

14.1%

13.7%

13.5%

D.

Profitability

Operating Margin as % Net Sales

22.7%

13.7%

8.5%

13.6%

14.8%

17.9%

20.9%

18.5%

Average Fixed Assets to Net Sales (%)

296%

284%

279%

248%

247%

255%

270%

282%

Return on Equity (%)

12.6%

5.4%

2.8%

7.4%

8.9%

9.1%

12.7%

11.3%

E.

Liquidity

Quick Ratio

1.8

              

 

1.3

           

 

0.8

           

 

0.5

           

 

0.4

           

 

0.4

           

 

0.4

           

 

0.4

           

 

Current Ratio

2.0

              

 

1.6

           

 

1.1

           

 

0.8

           

 

0.7

           

 

0.7

           

 

0.7

           

 

0.7

           

 

Debt Equity Ratio

1.2

              

 

1.3

           

 

1.6

           

 

1.8

           

 

2.2

           

 

2.3

           

 

2.3

           

 

2.3

           

 

Summary IAS Financial Projections

(VND billion - current prices)

Estimates

2003

2004

2005

2006

2007

2008

2009

2010

A.

Income Statements

Net Sales

29,882

34,539

39,990

50,093

58,553

68,085

79,749

92,252

Cost of Sales

21,296

27,735

34,201

40,538

46,758

52,280

58,821

70,307

Overhead Expense

1,813

2,074

2,398

2,743

3,152

3,641

4,221

4,902

Other Expenses

1,073

1,460

1,432

1,771

1,952

4,509

4,896

4,951

Income Tax

1,097

1,105

750

1,667

2,169

2,486

3,704

3,845

Net Profit

4,603

2,166

1,209

3,373

4,521

5,169

8,107

8,247

B.

Balance Sheets

Assets

Current Assets

23,997

24,827

19,882

18,097

20,278

21,780

24,437

27,732

Non-Current Assets

69,274

82,634

104,317

131,531

165,416

194,236

222,024

250,700

Total Assets

93,271

107,461

124,199

149,627

185,694

216,016

246,460

278,431

Liabilities & Equity

Current Liabilities

11,857

15,287

18,627

22,854

27,475

31,774

36,176

41,892

Long-Term Borrowing

42,372

50,657

62,189

79,067

104,793

124,605

141,865

159,264

Equity

39,042

41,518

43,383

47,706

53,426

59,637

68,419

77,276

Total Liabilities & Equity

93,271

107,461

124,199

149,627

185,694

216,016

246,460

278,431

C.

Cash Flow Statements

Cash Flows from Operating Activities

14,565

13,209

14,182

17,766

20,958

26,620

32,528

37,461

Cash Flows from Investing Activities

(19,080)

(22,702)

(32,290)

(38,991)

(47,331)

(44,640)

(46,521)

(51,167)

Cash Flows from Financing Activities

10,234

7,972

11,197

17,377

26,380

19,461

14,985

14,710

Net Increase in Cash

5,720

(1,522)

(6,911)

(3,848)

7

1,441

993

1,004

Cash at Beginning of Year

10,792

16,511

14,989

8,078

4,230

4,237

5,678

6,671

Cash at End of Year

16,511

14,989

8,078

4,230

4,237

5,678

6,671

7,675

P   r   o   j   e   c   t   e   d
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Financial Performance (VND:  billion)


Attachment 3

	Bulk Supply Tariff (without VAT)
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	 
	1995
	1996
	1997
	1998
	1999
	2000
	2001
	2002
	2003

	PC1
	238
	299
	307
	365
	313
	348
	333
	343
	389

	PC2
	274
	380
	424
	473
	396
	410
	394
	427
	494

	PC3
	163
	252
	272
	372
	339
	340
	338
	359
	438

	PC Hanoi
	300
	398
	448
	504
	531
	556
	559
	580
	653

	HCMC PC
	350
	442
	487
	545
	606
	589
	617
	643
	728

	PC Hai Phong
	0
	0
	0
	0
	489
	498
	501
	514
	559

	PC Dong Nai
	0
	0
	0
	0
	648
	644
	618
	623
	686

	Average
	 
	 
	 
	 
	 
	 
	464
	481
	543


Annex 6(A):  Procurement Arrangements

VIETNAM:  Rural Energy II

A. 
General 

Procurement under the project will be carried out in accordance with the World Bank’s "Guidelines: Procurement Under IBRD Loans and IDA Credits" dated May 2004; "Guidelines: Selection and Employment of Consultants by World Bank Borrowers" dated May 2004, and the provisions stipulated in the Project legal agreements.  For International Competitive Bidding (ICB), the Bank's Standard Bidding Documents (SBD) and Standard Bid Evaluation Form will be used.  For National Competitive Bidding (NCB), the Sample Bidding Documents for Works and Goods, acceptable to the Bank, that are in use on other World Bank assisted projects in Vietnam are expected to be used.  For selection of consultants, the Bank Standard Request for Proposals would be used.  The various items under different expenditure categories are described in general below.  For each contract to be financed by the Credit, the different procurement methods or consultant selection methods, the need for pre-qualification, estimated costs, prior review requirements, and time frame have been agreed between the Borrower and IDA in the Procurement Plan.  The Procurement Plan will be updated at least annually or as required to reflect the actual project implementation needs and improvements in institutional capacity. 

Phased Project Approach:  The project will be implemented in four phases, the first phase covering 6 provinces out of a total of about 30.  The time lag between phases is expected to be less than 12 months.  The provinces included in the first phase, for which projects have been appraised by IDA, are:  (i) in the area of PC1 Vinh Phuc and Ha Tinh; and (ii) in the area of PC2 Ben Tre and Ca Mau; and in the area of PC3 Quang Ngai and Phu Yen.  In subsequent phases, complete appraisal packages for each province will be prepared every year by EVN and the project provinces, and these will be reviewed and approved by IDA and MOI prior to implementation.  This process will continue until the US$220 million of IDA funds is fully committed.  
Procurement of Works:  Works procured under this project will include civil works and installation for MV and LV lines, MV and LV concrete poles and steel structures (i.e. crossarms, guy leads and anchors, tie wires, etc), and LV insulators and fittings.  
Construction works would be scattered in about 1,200 communes in 30 provinces throughout Vietnam, including 18 provinces in the northern region with about 780 communes, 6 provinces in the central region with about 180 communes and 6 provinces in the southern region with about 240 communes, to be rehabilitated and expanded.  Due to the wide geographic spread of the works, a typical contract would cover one or two communes and is estimated to cost in the range of US$200,000 to US$400,000 equivalent.  These contracts would not likely attract interest from foreign contractors.  NCB would be the appropriate method of procurement for all civil works under the Project.  A supplemental Annex to the Procurement Schedule in the Credit Agreement for NCB to waive those areas in Vietnam's public procurement regulation that are inconsistent with the Bank Procurement Guidelines was discussed and agreed at negotiations.  Works to be procured under the project are estimated to cost US$148.48 million equivalent of which the IDA Credit will finance US$140.98 million.  

Procurement of Goods: Goods procured under this project will include equipment and materials for MV and LV systems, including MV and LV conductors, MV insulators and fittings, switching and protection equipment, distribution transformers, distribution boards, meters and service entrance cabling, and meter boxes.  The estimated costs of the goods to be procured under the project is about US$81.56 million equivalent, of which US$77.52 million will be financed under the IDA Credit.  In addition, GEF financing will be provided to MoI for procurement of office equipment and computers (US$50,000). 

In evaluation of the bids following ICB procedures, qualified domestic manufacturers of goods will be eligible for a margin of preference. 

ICB:  Procurement of goods for larger packages involving bulk purchase are estimated at US$75.02 million.  Goods estimated to cost $50,000 or more per contract shall be procured through ICB procedures.  It has been estimated that there will be about 77 bid packages for the ICB procurement of goods for both MV and LV equipment and materials, as detailed in the Procurement Plan (Attachment 1).

The LV part will include about 24 bid packages (6 packages for all the project provinces in the respective PC area, and for 4 phases).  Since each bid package for the LV equipment and materials is composed of the equipment and materials of several project provinces, the equipment and materials of each project province will be grouped into separate province-wise lots under a given bid package.  Bidders will be permitted to bid for one or more lots, and a separate contract will be signed for each lot.  A bidder may undertake various lots so long as it satisfies the qualification requirements set out in the Bidding Documents.

Shopping:  Procurement of goods valued at US$50,000 or less per contract up to an aggregate amount of US$2.5 million is planned using shopping procedures.  These goods consist of ancillary electrical equipment, for the substations, as well as other equipment, which is yet to be identified in the Procurement Plan and justified by the Borrower for IDA’s approval before initiating the procurement, following IDA guidelines.  

Other Costs: Service drops (connection from houses to LV lines) estimated to cost US$34.70 million equivalent would be financed by electricity consumers.  Taxes and duties have been estimated at US$21.90 million.  Social compensation and environmental protection costs are estimated at US$8.00 million. GEF financing will be provided to MoI for incremental operating expenses including travel.

Consultant Services and TA:  About US$19.50 million will be financed by counterparts to cover services such as engineering design and management/administration of project implementation.  Procurement of these services will follow government procedures acceptable to IDA.

Remaining TA services including services for capacity building estimated to cost US$6.85 million, financed with US$1.5 million from IDA, US$0.25 million from GOV and US$5.1 million from GEF will be primarily procured through Quality-and-Cost-Based Selection (QCBS) using the Bank's Standard Request for Proposal document.  Consultant services and training for staff in project provinces requiring hiring of a firm and estimated to cost less than $100,000 per contract may be procured through Selection Based on Consultant's Qualification (CQ) procedures, or, if appropriate, through procurement of the services of individual consultants.  Assignments with consulting firms or individual consultants that meet the requirements of Paragraphs 3.10 or 5.4 respectively, of the Consultant Guidelines may, with IDA’s prior approval, be procured on single-source basis.   

Participation of Government-Owned Enterprises:  Government-owned enterprises in Vietnam shall be eligible to participate in bidding for Goods and Works or in providing consulting services only if they can establish that they are legally and financially autonomous, operate under commercial law, and are not a dependent agency of the Borrower or the procuring entity.  Military or security units, or enterprises which belong to the Ministry of Defense or the Ministry of Public Security, shall not be permitted to bid or submit proposals.

Table A summarizes the procurement arrangements for the components expected to be financed from the IDA credit for all phases of the Project.  Table A1 summarizes the procurement arrangements for Phase 1 (all technical assistance has been front-loaded in Phase 1).  Miscellaneous expenses include land acquisition and resettlement, neither of which are financed by IDA.  IDA service charge of 0.75% and a commitment fee of 0.35% on undisbursed amounts have been included. 

Table A:  Project Costs by Procurement Arrangements

(Estimated for all Phases)

(US$ million equivalent)

	Expenditure Category
	Procurement Method 1
	Total Cost

	
	ICB
	NCB
	Other 2
	N.B.F. 3
	

	1.  Works
	 
	148.48
	0
	 
	148.48

	IDA
	 
	(140.98)
	0
	 
	(140.98)

	2. Goods
	75.02
	 
	2.5
	4.04
	81.56

	IDA
	(75.02)
	 
	(2.50)
	 
	(77.52)

	3. Technical Assistance & Capacity Building
	 
	 
	6.75
	0.25
	7

	IDA
	 
	 
	(1.50)
	 
	(1.50)

	GEF
	 
	 
	(5.25)
	 
	(5.25)

	4. Engineering and Administration
	 
	 
	 
	19.5
	19.5

	IDA
	 
	 
	 
	 
	0

	5. Miscellaneous (Land Acquisition)
	 
	 
	 
	8
	8

	IDA
	 
	 
	 
	 
	0

	 6. Service charge and commitment fee
	 
	 
	 
	8.36
	8.36

	IDA
	 
	 
	 
	 
	0

	7. Taxes and Duties
	 
	 
	 
	21.9
	21.9

	IDA
	 
	 
	 
	 
	0

	8. Household Connections
	 
	 
	 
	34.7
	34.7

	IDA
	 
	 
	 
	 
	0

	Total Financing required
	75.02
	148.48 
	9.25
	96.75
	329.5

	IDA
	(75.02)
	(140.98)
	(4.00)
	 
	(220.00)

	                                                               GEF
	 
	 
	(5.25)
	 
	(5.25)

	Note:  All costs include contingencies.  

1/ Figures in the parenthesis are the amounts to be financed by the IDA Credit and GEF respectively.  

2/ Including: Goods to be procured through shopping procedures; and consultant services. 
3/  NBF – Not Bank (IDA) Financed.


Table A1:  Project Costs by Procurement Arrangements

(estimated for Phase 1)

(US$ million equivalent)
	Expenditure Category
	Procurement Method 1
	Total Cost

	
	ICB
	NCB
	Other 2
	N.B.F. 3
	

	1.  Works
	 
	49.38
	               -   
	 
	49.38

	IDA
	 
	(46.90)
	               -   
	 
	(46.90)

	2.Goods
	24.05
	 
	1.8
	1.35
	27.2

	IDA
	(24.05)
	 
	(1.80)
	             -   
	(25.85)

	3. Technical Assistance and Capacity Building
	 
	 
	6.75
	0.25
	7.0

	IDA
	 
	 
	(1.50)
	 
	(1.50)

	GEF
	 
	 
	(5.25)
	 
	(5.25)

	4. Engineering and Administration
	 
	 
	 
	7.2
	7.2

	IDA
	 
	 
	 
	 
	0

	5. Miscellaneous (Land Acquisition)
	 
	 
	 
	2
	2

	IDA
	 
	 
	 
	             -   
	0

	6. Service charge and commitment fee
	 
	 
	 
	2.8
	2.8

	IDA
	 
	 
	 
	 
	0

	7. Taxes and Duties
	 
	 
	 
	7.2
	7.2

	IDA
	 
	 
	 
	 
	0

	8. Household Connections
	 
	 
	 
	10.42
	10.42

	IDA
	 
	 
	 
	 
	0

	Total
	24.05
	49.38
	8.55
	31.22
	113.2

	IDA
	(24.05)
	(46.90)
	(3.30)
	 
	(74.25)

	GEF
	                
	             -   
	(5.25)
	             -   
	(5.25)

	Note:  All costs include contingencies.  Technical assistance for the Project has been front-loaded in Phase 1.

	1/ Figures in the parenthesis are the amounts to be financed by the IDA Credit and GEF respectively.  All costs include contingencies

	2/ Including: Goods to be procured through Shopping   procedures; and consultant services. 

	3/  NBF – Not Bank (IDA) financed.


B.  
Assessment of the Agency’s Capacity to Implement Procurement  

Vietnam has gained valuable experience from implementation of the first public procurement regulation (Decree 43CP) issued in 1996 and its subsequent revisions – Decree 88CP of 1999 and 66CP of 2003.  Procurement officials are now fully convinced of the benefits which may arise from competitive processes.  Vietnam has also realized that current regulations need further improvement and has been working since 2000 on further system reform under a Bank IDF Grant completed in August 2002 and new on-going IDF Grant to move the reform further in accordance with the October 2002 CPAR Action Plan.  Some tangible progress has been made, such as mandatory advertising of major bidding opportunities and contract awards in the Government public procurement bulletin, which will greatly increase transparency of public procurement. 

Despite recent efforts by the Government in providing short training courses, there remains a serious shortage of qualified procurement specialists in the country.  A long-term solution is to include procurement as a subject into selected educational institutions and move towards creating procurement as a profession.  A group of like-minded donors have been working on preparation of a training need assessment, which, it is hoped, will lead to donor-funded large-scale training on public procurement project. 

Project procurement mainly consists of (1) ICB contracts for equipment and materials for Medium Voltage (MV) and Low Voltage (LV) systems such as MV and LV conductors, MV insulators and fittings, protection equipment, transformers, distribution boards, and meters and meter boxes; and (2) NCB contracts for construction of the MV and LV lines such as provision and installation of concrete poles, installation of conductors and related equipment and accessories.   

The responsibility for procurement   will be assigned to 3 Power Companies (PC1, 2 and 3) who are responsible for MV systems in their respective geographical areas and 30 provincial departments of industry who are responsible for LV systems in their respective areas. 

The procurement capacity of the PCs is assessed as adequate.  All 3 PMBs of the PCs are fully functional and staffed adequately with electrical engineers with considerable procurement experience gained over the last 5 to 9 years implementation of several large IDA power projects including the first on-going Rural Energy Project, the implementation of which is satisfactory. 

The procurement capacity of the PMUs, established by project provinces (PPMUs) is assessed as inadequate.  These PPMUs are the implementing agencies for the LV part of the project, are new to the Bank’s procurement guidelines and procedures and have therefore very limited experience in procurement of Bank Projects.  They have however, reasonable technical capacity in LV systems with some experience with procurement using local regulations.  

The issues and risks concerning procurement for the project have been identified and is mainly related to inadequate capacity of the PPMUs to conduct Bank-funded procurement, including preparation of bidding documents and evaluation of bids for the LV procurement.

The recommended risk mitigation measures include:  (i) establishing detailed coordination arrangements including schedules to ensure proper and smooth harmonization, coordination, and synchronized implementation of the MV and LV networks which are linked in various aspects such as technical specifications, construction, simplification of contract management.  This could be done through:  (a) using one consultant for preparation of the feasibility studies, procurement plans and bidding documents, and (b) issuing the advertisement for LV and MV systems in a coordinated manner; and (ii) improving the capacity of PPMUs through: (a) staff training and hiring qualified procurement consultants; and (b) receiving assistance from the PMBs of the PCs by working together on procurement of LV equipment and LV-related civil works including preparation of procurement plans, bidding documents and bid evaluation reports.

The overall project procurement risk is rated as moderate.

C.  
Procurement Plan

The Borrower has developed a procurement plan for project implementation, which provides the basis for the procurement methods.  This plan has been agreed between the Borrower and IDA.  The Procurement Plan will be updated in agreement with the Project Team annually or as required to reflect the actual project implementation needs and improvements in institutional capacity.  The Procurement Plan and Implementation Schedule for ICB and NCB packages are provided in Attachment 1 to this annex.

D.  

Frequency of Procurement Supervision

In addition to prior review of procurement where required, and regular project supervision to be carried out from Bank offices, four (4) supervision missions per year have been recommended in the procurement capacity assessment.
E.  
Details of the Procurement Management Arrangements
Procurement Arrangements

Most of the goods, works and services to be financed under the IDA credit will be procured by the Project Management Units (PMUs), established in and under the supervision of the Power Companies (PCs) and People Committees of the project provinces.  MoI will procure consulting services for TA and capacity building financed under the GEF grant, as well as some goods for operational support.  

The PMB established under MoI will be the main coordinator for implementation of the Project in all the project provinces, and will be the implementing agency for the technical assistance project component.  This PMB is currently implementing other project components under Bank-financed projects, so it has some experience and familiarity with Bank Guidelines and procurement procedures.

The PMUs of PC1, PC2 and PC3, are the implementing agencies for the MV portion.  They are familiar with Bank Guidelines and procedures for the procurement of works and goods, as they are the implementing agencies for many Bank projects, including the ongoing REI which has many similar procurement features to this Project.

The PPMUs of the PPCs are the implementing agencies for the LV portion of the project.  Most of them are new to the Bank’s procurement guidelines and procedures and have therefore very limited experience in procurement.  The implementation of this component of the project carries the highest risk.  The following two  procurement arrangement options have been designed to mitigate these risks as far as feasible.

 For both options it is required that:  (a) one consultant prepares the feasibility study, procurement plans and bidding documents for both MV and LV aspects; and (b) issue of advertisements for procurement of both LV and MV systems must be coordinated.

Option 1
This option relies particularly on substantial involvement of the PCs in PPMU procurement, as sources of procurement expertise and experience.

For the Procurement of Goods from the IDA Credit, these procurement management arrangements have been designed to mitigate the risk of implementation delays due to the lack of experience of the PPMU in Bank procurement procedures, and have been agreed between the PMBs of the Power Companies and many of the Project Provinces' PPMUs.  Based on the experience gained during project implementation, these arrangements may be subsequently improved and revised with IDA’s prior approval.  As the value of each type of goods for any project province is not large: (i) the LV equipment and materials requirements of all the project provinces in a given phase in the area of each PC will be grouped together in larger bid packages; (ii) prior to initiating any procurement of LV equipment and materials, joint PC-PPMU procurement committees, comprising of staff from the PMU of the PC and PPMUs of the PPCs, will be established and subsequently involved at all stages of the procurement process; (iii) the  LV bid packages will include separate province-wise lots and the bidders   will be allowed to bid for one or more lot; ( iv) PMUs of PCs are responsible for preparation of the bidding document for both MV and LV parts, but  the PPMUs of PPC will  provide inputs in preparation of the LV bidding documents as members of the joint PC-PPMU procurement committee .  PPMUs will also be responsible for clearing and ultimately owning the final bidding documents for LV systems; (v) PMUs of PCs are responsible for advertising and issuing   the bidding documents for LV and MV parts together, but for the LV part the advertisement and bidding documents will clearly indicate the respective PPCs as the Purchaser/Owner; (vi) bid evaluation for the LV part will be carried out lot-wise by the Joint Procurement Committee; and (vii) the PCs, as owners of the MV equipment and materials procured, will clear and sign the contracts of the MV packages, and the PPCs, as Purchasers/owners of the LV equipment and materials procured  will clear and sign contracts for their respective LV Lots.

This arrangement has the following advantages:  (i) improving the capacity of the staff of the PPMUs of the PPCs through on-the-job training; (ii) taking advantage of the capacity and experience of the staff from the PMUs of the PCs; (iii) synchronizing the implementation of the MV and LV parts of the Project in the same commune, and (iv) securing ownership of the respective project owner. 

For the Procurement of Works under the IDA Credit, two options are presently available for the procurement management arrangements, which are designed to ensure proper coordination and synchronized implementation of the MV and LV works.  Based on the experience gained during project implementation, these arrangements may be subsequently improved and revised with IDA’s prior approval.  The arrangement for option 1 is:  (i) prior to initiating any procurement of LV-related works, joint PC-PPMU procurement committees, comprising of staff from the PMU of the PC and PPMUs of the PPCs, will be established and subsequently involved at all stages of the procurement process; (ii) MV and LV portions of the Works will be grouped under the same bidding package but under separate lots for MV and LV; (iii) bidders will be required to bid for all lots but quote prices separately for each lot, and the selection of the contractor will be based on the  entire bid package, i.e. for both lots together; (iv) the PMBs of the PCs are responsible for the preparation of the bidding documents, but the PPMUs of the PPCs will provide inputs in the LV-related component of the bidding documents as members of the joint PC-PPMU procurement committee, (v) PMBs of PCs are responsible for the advertisement, and issuing the bidding documents; but the advertisement and bidding documents will clearly indicate the respective PPCs as the Employer/Owner; (vi) bid evaluation will be carried out by the joint PPC-PPMU procurement committee, which will then recommend contract awards to the respective PCs and PPCs on the basis of the offered bids for each lot; the bid evaluation report (BER) for both MV and LV must be signed by all members of the joint procurement committee; (vii) the BER is then submitted to the respective PCs and Provincial People’s Committees; and (vii) the PCs will approve the BER and sign contract of civil works for the MV portion, and the PPCs will approve the BER and sign the contract of civil works for the LV portion.  The MV and LV contracts would need to have linkages regarding coordination of activities and implementation schedule.

Option 2
If a PPC finds difficulties with the coordinated procurement process described in  Option 1 it may follow this Option 2, which allows the PPMU to carry out LV system procurement separately from the procurement work  in the PCs from the moment of issuing the bids.  Where option 2 is selected, it is agreed that (i) the PPMU staff will be trained, the PPMU organization strengthened with qualified procurement consultants, and the PPMU capacity certified as acceptable by IDA before procurement begins, and not more than 3 months after Project effectiveness for Phase I project provinces, or not more than 3 months after appraisal by IDA for the later Phase project provinces, and (ii) the Power Companies will commit to providing adequate technical and management support to PPMUs with the agreement of PPCs.  

As this is a Project with four phases, the procedure for the procurement of goods and works needs to be replicated for each phase (as in RE 1).  The preparation of the bidding documents for follow-on phases to Phase 1 will begin before the end of Phase 1, and will take into consideration the experience gained during implementation.  As the bidding documents are very similar, except for the schedule of requirements, there will be minimal delay in implementation.  This will ensure competition among the various bidders for the follow-on phases.  This procedure will also mitigate the risk of uncertain implementation delays and ensure that the latest prices are incorporated in the follow-on phases.  It is expected that Phase 2 will follow a similar procedure as that for Phase 1.  However, as the amounts remaining for Phases 3 and 4 may be smaller than originally planned based on the implementation results of the first two phases, Phase 3 and 4 may by bundled into one phase.

To address the deficiencies in NCB procurements between the government procedure and the Bank Guidelines, a supplementary Annex to the Procurement Schedule has been included in the Credit Agreement, Attachment 2 to Annex 6(A).
Procurement Packages for Goods

Procurement packaging for the MV and LV systems is presented in Table A2, with estimated costs including contingencies.

Table A2:  Anticipated Procurement Packaging for Goods for MV and LV Systems

(estimated for all phases - including contingencies))

(US$ million equivalent)
	Package No
	Description
 
	Estimated cost

(US$ million)
	Procurement Method

	
	
	PC1
	PC2
	PC3
	

	 
	Phase 1
	
	
	
	

	
	For MV System
	
	
	
	

	IFB-1.1M
	MV conductors
	0.33
	0.22
	0.32
	ICB

	IFB-2.1M
	MV insulators and fittings 
	0.36
	0.63
	0.63
	ICB

	IFB-3.1M
	Distribution Transformers
	1.16
	0.45
	1.54
	ICB

	IFB-4.1M
	Distribution boards 
	0.19
	0.29
	0.17
	ICB

	IFB-5.1M
	Switching and protection equipment 
	0.27
	0.27
	0.47
	ICB

	
	For LV System
	
	 
	 
	

	IFB-6.1L
	LV conductors and service entrance cable
	6.17
	2.18
	4.77
	ICB

	IFB-7.1L
	Meters     
	2.35
	0.78
	2.14
	ICB

	 
	Sub-Total Value of phase 1
	10.83
	4.82
	10.04
	

	 
	Number of packages of phase 1
	7
	7
	7
	21


	Package No
	Description

	Estimated cost

(US$ million)
	Procurement Method

	
	
	PC1
	PC2
	PC3
	

	 
	Phase 2
	
	
	
	

	
	For MV System
	
	
	
	

	IFB-1.2M
	MV conductors
	0.19
	0.13
	0.11
	ICB

	IFB-2.2M
	 MV insulators and fittings 
	0.36
	0.24
	0.19
	ICB

	IFB-3.2M
	Transformers
	0.69
	0.46
	0.38
	ICB

	IFB-4.2M
	Distribution boards 
	0.14
	0.09
	0.08
	ICB

	IFB-5.2M
	Disconnectors and protection equipment 
	0.22
	0.15
	0.12
	ICB

	
	For LV System
	
	 
	 
	

	IFB-6.2L
	LV conductors and service entrance cable
	2.857
	1.89
	1.55
	ICB

	IFB-7.2L
	Meters     
	1.18
	0.79
	0.65
	ICB

	 
	Sub-Total Value of phase 2
	5.637
	3.75
	3.08
	

	 
	Number of packages of phase 2
	7
	7
	7
	21

	 
	Phase 3
	
	
	
	

	
	For MV System
	
	
	
	

	IFB-1.3M
	MV conductors
	0.61
	0.05
	0.10
	ICB

	IFB-2.3M
	 MV insulators and fittings 
	1.11
	0.10
	0.19
	ICB

	IFB-3.3M
	Transformers
	2.18
	0.19
	0.36
	ICB

	IFB-4.3M
	Distribution boards 
	0.45
	0.04
	0.07
	ICB

	IFB-5.3M
	Disconnectors and protection equipment 
	0.70
	0.06
	0.12
	ICB

	
	For LV System
	 
	
	 
	

	IFB-6.3L
	LV conductors and service entrance cable
	9.09
	0.79
	1.50
	ICB

	IFB-7.3L
	Meters     
	3.63
	0.32
	0.61
	ICB

	 
	Sub-Total Value of phase 3
	17.77
	1.55
	2.95
	

	 
	Number of packages of phase 3
	7
	7
	7
	21

	 
	Phase 4
	
	
	
	

	
	For MV System
	
	
	
	

	IFB-1.4M
	MV conductors
	0.44
	0.00
	0.09
	ICB

	IFB-2.4M
	 MV insulators and fittings 
	0.81
	0.00
	0.08
	ICB

	IFB-3.4M
	Transformers
	1.60
	0.00
	0.26
	ICB

	IFB-4.4M
	Distribution boards 
	0.33
	0.00
	0.05
	ICB

	IFB-5.4M
	Disconnectors and protection equipment 
	0.51
	0.00
	0.10
	ICB

	
	For LV System
	 
	
	 
	

	IFB-6.4L
	LV conductors and service entrance cable
	6.56
	0.00
	0.71
	ICB

	IFB-7.4L
	Meters     
	2.73
	0.00
	0.35
	ICB

	 
	Sub-Total Value of phase 4
	12.98
	0.00
	1.63
	

	 
	Number of packages of phase 4
	7
	0
	7
	14

	 
	Total number of packages
	28
	21
	28
	77


Procurement Packages for Works

Packaging for works takes into account three main factors:  (i) contractors’ capability based on recent experience of the RE1; (ii) geographical proximity of the communes; and (iii) topography and remoteness of the communes.  The resulting estimated number of packages includes:  (i) about 200 in the northern region under PC1 area; (ii) 70 in the central region under PC3 area; and (iii) 50 for the southern region under PC2 area (refer to Attachment 1 for staging of works).

Consulting Services
(a) List of consulting assignments  (IDA and GEF combined, not including US$250,000 from MoI):

	1
	2
	3
	4
	5
	6

	Ref. No.


	Description of Assignment


	Estimated

Cost

(US$ m)
	Selection

Method
	Review

by Bank

(Prior / Post)
	Expected

Proposals Submission

Date

	RFP-1
	Development and introduction of a regulatory framework
	2.7
	QCBS
	Yes
	Jan-05

	RFP-2
	Institutional development and capacity building of LDUs
	2.00
	 QCBS
	Yes
	Jan-05

	RFP-3
	Promotion of replication of best practice to project and non-project LDUs.
	1.60
	 QCBS
	Yes
	Jan-05

	RFP-4, 5, etc.
	Others
	0.45
	Individual Consultants


	Yes
	Jan-05


Prior Review Thresholds (Table B)

IDA prior review in accordance with the Procurement Guidelines (for goods and works) and Consultant Guidelines (for consulting services) will be conducted for:

(i) First three NCB work contracts from each implementing agency, PC or PPC regardless  of value and all NCB works exceeding US$200,000 equivalent per contract thereafter;

(ii) All goods exceeding US$150,000 equivalent per contract;

(iii) Consultancy services estimated to cost above per contract US$100,000 per contract for firms, or US$50,000 for individuals;

(iv) Single source selection of consulting firms and individual consultants;
(v) Each Shopping contract for goods financed by GEF under the Technical Assistance component s and estimated to cost more than  $10,000 per contract; and

(vi) All incremental operating expenses to be financed by GEF will be agreed quarterly in advance, based on the travel and other needs of the project staff during the first year of the project's effectiveness and individual expenses exceeding $5,000 thereafter.

Prior review for works and goods includes prior review of  bidding documents, bid evaluation reports and contract award recommendations.  Prior review for consultant services includes terms of reference, short lists, requests for proposals, evaluation reports and final draft negotiated contracts.  Given the large number of small works contracts, about 60% of the value of procurements to be financed from the IDA Credit, is expected to be subject to prior review.  The remaining 40% will be subject to post review, sampling one in five contracts.

	      Expenditure Category
	Contract Value

Threshold

(US$ thousands)
	Procurement

Method
	Contracts Subject to

Prior Review

(US$ )

	1. Works
	 All


	NCB
	>200,000

1st three contracts from each province/PC regardless of value (about US$60 million in aggregate)

	2a. Goods


	

>50

<50
	ICB

SP
	>150,000

(about US$75 million in aggregate)
(about US$2.5 million in aggregate)

	2b. Goods GEF
	<50
	    SP
	All contracts above $10,000 (US$0.05 million in aggregate)

	3a. Services
	>100 (firms)

<100 (firms)

Individual 
	QCBS

CQ

Section V of Consultant Gls
	 All contracts (about US$0.7 million in aggregate
All Single source contracts

 > 50,000 and all single source contracts

	3b. Services GEF
	>100 (firms)

<100 (firm)

Individual

<5
	QCBS

CQ

Section V


	All contracts (about US$2.0 million in aggregate)
 All Single source contracts
>50,000 and all single source contracts

All incremental operating expenses quarterly budgets for the first year, individual expenses >$5,000 thereafter(about US$0.l0 million in aggregate)
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Procurement Plan For Goods (ICB Packages)

	
	Package
	PC1 and PPCs in northern region
	PC2 and PPCs in southern region
	PC3 and PPCs in central region

	
	
	US$ million
	Start

(Bid issuing)
	Finish

(contracts signed)
	US$ million
	Start

(Bid issuing)
	Finish

(contracts signed)
	US$ million
	Start

(Bid issuing)
	Finish

(contracts signed)

	
	Phase 1
	
	
	
	
	
	
	
	
	

	1
	MV packages
	2.31
	Feb-05
	May-05
	1.86
	Feb-05
	May-05
	3.13
	Feb-05
	May-05

	2
	LV packages
	8.52
	Feb-05
	May-05
	2.96
	Feb-05
	May-05
	6.91
	Feb-05
	May-05

	
	Phase 2
	 
	 
	 
	 
	 
	 
	 
	 
	Nov-01

	3
	MV packages
	1.60
	Aug-05
	Dec-05
	1.07
	Aug-05
	Dec-05
	0.88
	Aug-05
	Dec-05

	4
	LV packages
	4.04
	Aug-05
	Dec-05
	2.68
	Aug-05
	Dec-05
	2.20
	Aug-05
	Dec-05

	
	Phase 3
	 
	 
	 
	 
	 
	 
	 
	 
	Nov-01

	5
	MV packages
	5.05
	Sep-06
	Jan-07
	0.44
	Sep-06
	Jan-07
	0.84
	Sep-06
	Jan-07

	6
	LV packages
	12.72
	Sep-06
	Jan-07
	1.11
	Sep-06
	Jan-07
	2.11
	Sep-06
	Jan-07

	
	Phase 4
	 
	 
	 
	 
	 
	 
	 
	 
	Nov-01

	7
	MV packages
	3.69
	Oct-07
	Mar-08
	0.00
	 
	 
	0.58
	Oct-07
	Mar-08

	8
	LV packages
	9.29
	Oct-07
	Mar-08
	0.00
	 
	 
	1.05
	Oct-07
	Mar-08

	
	Total
	47.21
	 
	 
	10.12
	 
	 
	17.69
	 
	 


Grand Total =US$75.02 million

Procurement Plan For Packages for Works (all NCB)
	
	PC1 and PPCs in northern region
	PC2 and PPCs in southern region
	PC3 and PPCs in central region

	
	No pkges
	US$ million
	Issuing bids
	Bid award
	No pkges
	US$ million
	Issuing bids
	Bid award
	No pkgs
	US$ million
	Issuing bids
	Bid award

	Phase 1
	46
	21.3
	
	
	24
	10.8
	
	
	39
	18.0
	
	

	Batch 1
	14
	6.5
	11/2004
	3/2005
	6
	2.7
	11/2004
	3/2005
	12
	5.6
	11/2004
	3/2005

	Batch 2
	12
	5.6
	6/2005
	9/2005
	6
	2.7
	6/2005
	9/2005
	8
	3.6
	6/2005
	9/2005

	Batch 3
	10
	4.6
	1/2006
	4/2006
	6
	2.7
	1/2006
	4/2006
	11
	5.1
	1/2006
	4/2006

	Batch 4
	10
	4.6
	5/2006
	8/2006
	6
	2.7
	5/2006
	8/2006
	8
	3.6
	5/2006
	8/2006

	Phase 2
	24
	11.2
	
	
	19
	8.7
	
	
	12
	5.6
	
	

	Batch 1
	6
	2.8
	6/2005
	10/2005
	5
	2.3
	6/2005
	10/2005
	6
	2.8
	6/2005
	10/2005

	Batch 2
	6
	2.8
	3/2006
	7/2006
	5
	2.3
	3/2006
	7/2006
	6
	2.8
	3/2006
	7/2006

	Batch 3
	6
	2.8
	9/2006
	1/2007
	5
	2.3
	9/2006
	1/2007
	
	
	9/2006
	1/2007

	Batch 4
	6
	2.8
	1/2007
	5/2007
	4
	1.8
	1/2007
	5/2007
	
	
	1/2007
	5/2007

	Phase 3
	75
	34.8
	
	
	8
	3.6
	
	
	11
	5.1
	
	

	Batch 1
	20
	9.4
	8/2006
	12/2006
	4
	1.8
	8/2006
	12/2006
	6
	2.8
	8/2006
	12/2006

	Batch 2
	25
	11.6
	3/2007
	7/2007
	4
	1.8
	3/2007
	7/2007
	5
	2.3
	3/2007
	7/2007

	Batch 3
	15
	6.9
	10/2007
	2/2008
	
	
	10/2007
	2/2008
	
	
	10/2007
	2/2008

	Batch 4
	15
	6.9
	5/2008
	8/2008
	
	
	5/2008
	8/2008
	
	
	5/2008
	8/2008

	Phase 4
	55
	25.6
	
	
	
	
	
	
	8
	3.7
	
	

	Batch 1
	15
	7.0
	9/2007
	12/2007
	
	
	9/2007
	12/2007
	5
	2.3
	9/2007
	12/2007

	Batch 2
	10
	4.6
	3/2008
	7/2008
	
	
	3/2008
	7/2008
	3
	1.4
	3/2008
	7/2008

	Batch 3
	15
	7.0
	11/2008
	3/2009
	
	
	11/2008
	3/2009
	
	
	11/2008
	3/2009

	Batch 4
	15
	7.0
	5/2009
	9/2009
	
	
	5/2009
	9/2009
	
	
	5/2009
	9/2009

	Total
	200
	92.9
	
	
	50
	23.1
	
	
	70
	32.5
	
	


Grand Total =  US$148.40 million 

Attachment 2 to Annex 6(A)

National Competitive Bidding

In order to ensure economy, efficiency, transparency and broad consistency with the provision of Section I of the Guidelines, the procedures normally used for public procurement in the Socialist Republic of Vietnam shall be modified in accordance with the following provisions:

Participation in bidding and preferences

(i)
For clarification purposes, it is understood that the last sentence of the amended Paragraph (c), Section 2,  Article 2 of Decree 88/ND-CP which states that  "All the procedures for submission, appraisal and approval of procurement plan and bidder selection results shall follow the Procurement Regulation" means "Approvals of draft bidding documents, bid evaluation reports and proposals for award shall be obtained in accordance with the relevant rules and procedures of the Procurement Regulation”.

(ii)
Government-owned enterprises in Vietnam shall be eligible to participate in bidding only if they can establish that they are legally and financially autonomous, operate under commercial law, and are not a dependent agency of the Borrower or the procuring entity.  Military or security units, or enterprises which belong to the Ministry of Defense or the Ministry of Public Security shall not be permitted to bid.

(iii)
Foreign bidders shall be eligible to participate in bidding under the same conditions as local bidders, and local bidders shall be given no preference (either in the bidding process or in bid evaluation) over foreign bidders, nor shall bidders located in the same province or city as the procuring entity be given any such preference over bidders located outside that city or province.

(iv)
Bidders shall be allowed to participate in bidding without being listed in the Government Database on Bidder Information.

(v)
Foreign bidders shall not be required, in order to participate in bidding, to enter into a joint venture with a local bidder, or to subcontract part of their contract to a local bidder.

(vi)
If there is prequalification, all prequalified bidders shall be invited to bid.

(vii)
If there is limited bidding because there are only a limited number of bidders who can meet the requirements of the bidding documents, all of these bidders shall be invited to bid.

(viii)
Bidders shall not be required, as a condition of participation in the bidding, to provide suppliers’ credits.

Advertising; time for bid preparation

(ix)
Invitations to bid shall be advertised in at least one widely circulated national newspaper.  In addition, the Borrower is encouraged to advertise in the Government Public Procurement Bulletin when established and on a free and open access website.

Standard Bidding Documents

(x)
The Borrower’s standard bidding documents shall be acceptable to the Bank.  The bidding documents shall provide clear instructions on how bids should be submitted, how prices should be offered, and the place and time for submission of bids.  A minimum of 30 days for the preparation and submission of bids shall be provided.  Bidders shall be allowed to submit bids by hand or by mail.

Qualification criteria and evaluation criteria

 (xi)
Qualification criteria shall be clearly specified in the bidding documents, and all criteria so specified, and only criteria so specified, shall be used to determine whether a bidder is qualified.  Qualifications of a bidder found to meet the specified qualification criteria shall not be taken into account in the evaluation of such bidder’s bid.

(xii)
Evaluation criteria shall be clearly specified in the bidding documents, and evaluation criteria other than price shall be quantified in monetary terms.  All evaluation criteria so specified, and only evaluation criteria so specified, shall be taken into account in bid evaluation.  Merit points shall not be used in bid evaluation. 

Bid evaluation and award of contract

(xiii)
Bids received after the deadline for bid submission shall be returned to the bidders unopened.

(xiv)
A bid containing material deviations from, or reservations to, the terms, conditions or specifications of the bidding documents shall be rejected as not substantially responsive.  A bidder shall not be permitted to withdraw material deviations or reservations once bids have been opened.

(xv)
Evaluation of bids shall be made in strict adherence to the criteria specified in the bidding documents, and contracts shall be awarded to the qualified bidder offering the lowest evaluated and responsive bid. 

(xvi)
A bidder shall not be required, as a condition for award, to undertake obligations not specified in the bidding documents, or otherwise to modify the bid as originally submitted.

(xvii)
There shall be no post-bidding negotiations with the lowest or any other bidder.

Annex 6(B):  Financial Management and Disbursement Arrangements

Financial Management

1. Summary of the Financial Management Assessment

Executive Summary

An assessment of the adequacy of the project financial management systems was carried out by the task team in April 2004.  The scope of the work has been set out in the “Assessment of Financial Management Arrangement in World Bank-financed Projects-Guidelines to Staff” issued by the Financial Management Sector Board dated June 30th 2001.  The objective of the review was to assess the suitability of the existing project financial management system as required by the Bank under OP/BP 10.02 with a view to implementing the proposed project.  Weaknesses that were addressed are: (i) lack of capable financial staff in PPMUs and DAF; (ii) lack of suitable accounting software in DAF; (iii) lack of a manual or guidance on financial management and disbursement in DAF; (iv) lack of basic element of accounting books and vouchers in PPMUs; and (v) lack of training on IDA procedures for DAF and PPMUs.  The Financial Management Action Plan that will be implemented (see Attachment 3 to Annex 6) will serve to address these weaknesses and ensure that capacity is adequate to address current financial management deficiencies.  The Project will be producing Financial Monitoring Reports (FMRs).  Traditional disbursement techniques will be used.

EVN, DAF and MoI will prepare annual financial statements.  EVN’s report will cover activities of PC1, 2 and 3 while MOI’s report will cover GEF, DAF and PPMUs. 

The audit on those accounts will be made on an annual basis in accordance with international standards on auditing and in compliance with the independent auditing regulations of Vietnam. The auditor’s reports together with a management letter will be made available to IDA within six months of the close of each fiscal year.

The Review concluded that this Project meets minimum World Bank Group financial management requirements. 

Review of the Financial Management Arrangements

Country Issues 

Among the key findings of the 2001 CFAA that are relevant to financial management aspects of the Project are the following:  (i) reports from the public expenditure accounting system attempt to capture too much detailed data and management reports for effective decision-making are not widely used; (ii) as the requirements of public expenditure accounting are very comprehensive and detailed, compliance with the requirements is challenging for all units particularly at lower levels; and (iii) as accounting staff focus on more easily accomplished requirements such as mechanical verification of payments and receipts, the regular and efficient monitoring of state budget information for effective use of public funds at times is not carried out in a timely manner. The CFAA also reported that "the current budget arrangement in Vietnam suffers from a lack of transparency for achievement of objectives." The conclusion of the assessment is that there is a certain degree of fiduciary risk in the use of public resources, although overall, the fiduciary risk for this project is manageable for on-budget items, considering the steps to be taken under the financial management plan.
Risk Analysis
There is a certain degree of inherent risk because the PPMUs do not have prior experience in managing IDA funded projects.  The control risk also exist in all PPMUs over project spending due to the absence of capable financial systems, including accounting books, accounting software, voucher systems, reporting systems for project management and monitoring.  However, with the implementation of the Action Plan on Financial Management, these risks could be mitigated significantly.  Overall, the financial management risk from component to output for this Project can be considered as medium.

Implementation Arrangement
The Project will be implemented by MOI and EVN together with the selected PPCs.

EVN:  PCs 1, 2 and 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.  They have set up PMBs for the implementation of the project.  Each provincial Power Service (PPPS), under the guidance and supervision of the respective Power Company, will participate in the project preparation and implementation as required. 

MoI:  A Steering Committee under the Minister of Industry has been set up to oversee the entire project.  MOI and the DOIs 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.  A PMU will be set up under the MOI Project Management Board (PMB).  Its role will be limited to coordination and support functions, and implementation of certain capacity building subcomponents.  The disbursement of this LV component will be done through the DAF system from central to provincial DAF branches.  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.  PPMUs will monitor project implementation and prepare Quarterly Progress Reports (QPRs) and FMRs (Financial Management Reports).

Strengths and Weaknesses
The PMBs of PC1, PC2, PC3 have been functioning and implementing the previous RE1 Project. The staff of the PMBs, therefore, have gained considerable knowledge and experience in financial management and disbursement techniques required by IDA.  The FM manual and software have already been developed and updated for EVN and PCs in the previous IDA funded projects. Therefore, there is no need for creating a new FM manual and software.

The PPMUs have reasonable technical capacity in LV systems and some experience with implementing government-funded projects.  However, none have experience with IDA’s requirements on financial management and disbursement. 

MoI has been implementing one part of the SEIER Project and various other Trust Funds, and is familiar with basic IDA requirements for FM and disbursement.

DAF had prior experience in implementing IDA’s Irrigation Rehabilitation Project.  However, with an increasing portfolio, DAF has a shortage of financial personnel, and lack suitable integrated accounting software for tracking projects activities and the latest IDA guidance on financial management and disbursement. 

With the above analysis on strength and weaknesses, please see Attachment 1 to Annex 6(B) for the table of Financial Management Action Plan to mitigate the risk and weaknesses.

Accounting Policies and Procedures
PMBs under EVN and MoI will use the accounting system promulgated under Decision #214. With that accounting system, the four PMBs can open sub-accounts flexibly to record project expenditures by expenditure category or by project component.  The chart of accounts will be developed to accommodate the functions of accounting software to capture the expenditure data classified by project components and expenditure categories. 

Physical progress reports, which are linked to financial costs, will be available in the project management information system.  The system will facilitate reporting of financial transactions and enable the accountant to maintain accounting records, including receipt and disbursement of funds and commitments and accruals, in a timely manner. 

Reporting and Monitoring
EVN and MoI will prepare annual financial statements.  EVN’s report will cover activities of PC1, 2 and 3 while MOI's report will cover GEF, DAF and PPMUs. 

For periodic project monitoring purposes, the Project will use the Financial Monitoring Reports (FMRs) developed by the Bank and will be tailored to meet practical monitoring requirements of the Project.  A set of FMRs formats was agreed upon during negotiations.  EVN and MOI will submit FMRs to the Bank on a quarterly basis within 45 days after quarter end.  The FMRs will comprise of the following reports: 

· Sources and uses of funds by expenditure categories; 

· Uses of funds by project activities/components; 

· Special Account statement; 

· Implementation progress by contract (combined for implementation progress and contract monitoring); and

· Procurement process monitoring

( For details of the FMR format, see Attachment 2 to Annex 6 (B) )

2.   Audit Arrangements

As mentioned in the CFAA, with the current control environment in Vietnam, the country is not yet ready for the establishment of an internal audit function in the public sector due to three factors: (i) weak capacity of staff; (ii) a very low salary structure resulting in a lack of motivation of staff; and (iii) difficulty in recruiting staff of a high caliber.  For this Project, internal control mechanism will be established and included in the Financial Management Manual.

For external auditing, EVN and MoI will appoint independent auditors acceptable to IDA.  Project accounts will be audited on an annual basis in accordance with international auditing standards and in compliance with the independent auditing regulations of Vietnam.  The audit will be prepared on the basis of international financial reporting standards.  The auditor’s reports will be made available to IDA within six months of the close of the fiscal year.  Each audits will create a single audit opinion covering Project Accounts, and use of SOEs and Special Accounts.  The auditor together with the audit report will also provide a management letter addressing internal control weaknesses of implementing agencies.

3. Disbursement Arrangements

The project will use traditional disbursement method. 

Funds Flow:


Explanation:

· IDA will lend the RE2 credit funds to the Government of Vietnam, which will make funds available to EVN, the three PCs and the PPCs.  Funds will be provided to the PPCs through a conduit, the Development Assistance Fund (DAF).

· Disbursement of Credit proceeds will be made based on the traditional systems: the Special Accounts with reimbursements made based on full documentation or against SOEs.

· To facilitate credit disbursement, a Special Account denominated in US dollars will be opened by DAF and maintained at a commercial bank on terms and conditions satisfactory to IDA.

· Government counterpart funds will be channeled through separate project bank accounts assigned to the Project and managed by PPCs (PPC Project Bank Accounts).

· Contractors for LV parts will submit invoices to PPMUs for review, then PPMUs will clear and submit payment requests to DAP.  DAP will then clear them and inform DAF.  DAF will disburse IDA funds to Contractors.

	Allocation of credit proceeds (Table C)
	


The IDA credit will be disbursed against: (a) 100% of foreign expenditures, or 100% of local expenditures (ex-factory cost) for goods; (b) 75% of local expenditures for other items procured locally; (c) 95% of expenditures for civil works; and (d) 100% of expenditures for consulting services.

Table C:  Allocation of Credit Proceeds

	Expenditure Category
	Amount  in US$ million
	Financing Percentage

	Works
	141.0
	95%

	Goods
	77.5
	100% of foreign expenditures, 100% of local expenditures (ex factory cost) and 75% of expenditure on other items procured locally

	Consultant services
	1.5
	100% for expenditures for services of individuals domiciled outside the territory of the Borrower, and 93% for expenditures for services of all other consultants

	Total Project Costs
	220.0
	

	GEF
	5.25
	100% for expenditures for services of individuals domiciled outside the territory of the Borrower, and 93% for expenditures for services of all other consultants


	Use of Statements of Expenditures (SOEs):
	


Credit withdrawals will be made on the basis of statements of expenditure for works costing less than US$200,000 equivalent per contract, goods costing less than US$100,000 equivalent per contract, services provided by consulting firms costing less than US$100,000 equivalent per contract, and services provided by individual consultants costing less than US$50,000 equivalent per contract.  These documents will be made available for the required audits, as well as to the Bank supervision missions upon request.  All other expenditures above the SOE thresholds will be submitted on the basis of full documentation.

	Special Accounts: 
	


i)
For Three PCs Under EVN

To facilitate disbursements, a Special Account will be established for each of the three PCs on terms and conditions satisfactory to IDA with an authorized allocation of US$2.0 million for PC1, US$0.8 million for PC2, and US$1.0 million for PC3.  Replenishment applications should be submitted monthly or when the account is drawn by 20% of the authorized allocation, whichever occurs first.  For withdrawal outside of the Special Accounts (applications for direct payment or for issuance of Special Commitments) a minimum application value of 20% of the authorized allocation of the Special Accounts will be observed.


ii) 
For MoI

Two separate Special Accounts, one for the Capacity Building allocation from IDA, and the other for the GEF Grant, will be established for MoI on terms and conditions satisfactory to IDA with authorization allocations of US$0.1 million for each.  Replenishment conditions are similar to those of PCs.

 iii) 
 For all the Project Provinces

For disbursements for LV aspects, a Special Account will be opened by DAF in a commercial bank with terms and conditions satisfactory to IDA, with an authorization allocation of US$4.0 million.  DAF will, through its provincial branches, disburse funds to the PPCs.  The Government counterpart funds will be channeled through a separate project bank account assigned to and managed by the PPCs. 

Retroactive Financing:

To speed up project implementation, retroactive financing will be permitted to the extent of US$5.85 million equivalent (US$3 million for Project Provinces, US$1 millions for PC1, US$1 million for PC2, US$0.7 million for PC3 and $0.15 million for MOI) for payments made prior to the date of signature of the Development Credit Agreement but after the appraisal date, for contracting urgently required goods and works.  Procurement procedures shall follow the Procurement Guidelines for contracts to be eligible for Bank retroactive financing, and the normal review process by the Bank shall be followed.

The project is expected to be completed by June 30, 2011 and the closing date for the Credit is December 31, 2011.
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Attachment 1 to Annex 6(B)

FM Action Plan

	Weakness
	Action
	To be done by
	To be done before

	Lack of capable financial staff in PPMUs and DAF
	Appoint a Financial Officer and two accountants in DAF with qualification and experiences acceptable to IDA.

Appoint financial staff in PPMUs with qualification and experiences acceptable to IDA.
	DAF

PPMUs
	Effectiveness
Effectiveness

	Lack of suitable accounting software in DAF
	To procure and install capable computerized accounting software acceptable to IDA to afford recording and reporting tasks.
	DAF
	Effectiveness

	Lack of manual/guidance on financial management and disbursement in DAF
	IDA will provide necessary guidelines, so that DAF could prepare FM manual for project.
	IDA

and

DAF
	Effectiveness

	Lack of basic element of accounting books, vouchers in PPMUs
	Open all relevant accounting books, introduce voucher system, set up financial filing mechanism, set clear TORs for accounting units and division of responsibilities for each PPMU accountant.
	PPMUs
	Effectiveness

	Lack of training on IDA procedures for DAF and PPMUs
	Practical trainings on financial management and disbursement will be delivered by consultant to strengthen the capacity of accounting people
	DAF and 

PPMUs
	Effectiveness


Attachment 2 to Annex 6(B)

Format of FMRs

Government of Vietnam
Rural Energy 2 Project

Credit No. …….

List of FMRs (these FMRs will be prepared jointly by PC1, PC2, PC3, MoI, PPCs and DAF)
	FMR1 -
	Sources and Uses of Funds (by expenditure categories)

	FMR2 -
	Uses of Funds by Project Activities/Components

	FMR3 -
	Special Accounts statement

	FMR4 -
	Implementation Progress by Contracts (combined for Implementation Progress & Contract Monitoring)

	FMR5 -
	Procurement Process Monitoring - Works

	FMR6 -
	Procurement Process Monitoring - Goods

	FMR7 -
	Procurement Process Monitoring - Consultants' Services


FMR-1

Government of Vietnam

Rural Energy 2 Project

Credit No. …….
PMU name …….
Project Sources & Uses of Funds

For the Quarter ending…..
in USD

	 
	Actual
	Forecast
	PAD  /iii

	 
	Current
	Year-To
	Cumulative
	next 6
	Life of

	 
	Quarter /i
	Date
	To-Date /ii
	months
	Project

	 Opening Cash Balance 
	 
	 
	 
	 
	 

	 IDA Special Account in PC1 
	 
	 
	 
	 
	 

	 IDA Special Account in PC2 
	 
	 
	 
	 
	 

	 IDA Special Account in PC3 
	 
	 
	 
	 
	 

	 IDA Special Account in central DAF 
	 
	 
	 
	 
	 

	 GEF Special Account in MoI 
	 
	 
	 
	 
	 

	 Total 
	 
	 
	 
	 
	 

	 Add: 
	 
	 
	 
	 
	 

	 Sources of Funds 
	 
	 
	 
	 
	 

	           Counter-part Funds 
	 
	 
	 
	 
	 

	           IDA Fund (PC1) 
	 
	 
	 
	 
	 

	           IDA Fund (PC2) 
	 
	 
	 
	 
	 

	           IDA Fund (PC3) 
	 
	 
	 
	 
	 

	           IDA Fund (DAF) 
	 
	 
	 
	 
	 

	 GEF Fund (MoI) 
	 
	 
	 
	 
	 

	                Total 
	 
	 
	 
	 
	 

	 Foreign Exchange Difference 
	 
	 
	 
	 
	 

	 Less: 
	 
	 
	 
	 
	 

	 Uses of Funds 
	 
	 
	 
	 
	 

	           Works 
	 
	 
	 
	 
	 

	           Goods  
	 
	 
	 
	 
	 

	           Consulting Services 
	 
	 
	 
	 
	 

	           Incremental operating costs 
	 
	 
	 
	 
	 

	                   Total 
	 
	 
	 
	 
	 

	 Closing Cash Balance 
	 
	 
	 
	 
	 

	 IDA Special Account in PC1 
	 
	 
	 
	 
	 

	 IDA Special Account in PC2 
	 
	 
	 
	 
	 

	 IDA Special Account in PC3 
	 
	 
	 
	 
	 

	 IDA Special Account in central DAF 
	 
	 
	 
	 
	 

	 GEF Special Account in MoI 
	 
	 
	 
	 
	 

	 Total 
	 
	 
	 
	 
	 


NOTES

/i:  The following rate was used for conversion of IBRD funds received during the quarter: 1 US dollar =  … VND

/ii:  Project to date
FMR-2

Government of Vietnam

Rural Energy 2 Project
Credit No. …….
Uses of Funds by Activities

PMU name …….

For the Quarter ending…..
in USD

	 
	 
	Actual
	Planned
	Variance
	PAD

	 
	 Project Activities  
	 Current 
	 Year-To 
	 Cumulative 
	 Current 
	 Year-To 
	 Cumulative 
	Current
	Year-To
	Cumulative
	 Life of 

	 
	 
	 Quarter 
	 Date 
	 To-Date 
	 Quarter 
	 Date 
	 To-Date 
	Quarter
	Date
	To-Date
	 Project 

	1
	Rehabilitation and expansion of Low Voltage systems (PPC, DAF) 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	2
	Rehabilitation and expansion of Medium Voltage systems in Northern region (PC1)
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	3
	Rehabilitation and expansion of Medium Voltage systems in Southern region (PC2)
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	4
	Rehabilitation and expansion of Medium Voltage systems in Central region (PC3)
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	5
	Technical Assistance and Capacity Building (MoI)
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	6
	Others
	
	
	
	
	
	
	
	
	
	

	 
	 Total Project Expenditure
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 


FMR-3

Government of Vietnam

Rural Energy 2 Project
Credit No. …….
Special Account (SA) Statement

PMU name …….

For the Quarter  ending…..
in USD

---------------------------------------------------------------------------------------------------------------------

1
Opening balance as at end of previous quarter /ii

2
Add: Cumulative unexplained discrepancy    /iii

3
IDA advance during the quarter   



---------

---------

4
Less: Refund to IDA from SA during the period




---------

5
Present outstanding amount advanced to SA

6
SA closing balance at end of this period carried forward to next period   /iv
7
Add: Amount of eligible expenditures paid during quarter     

8         
Service charges (if debited into SA)  



---------

---------

9 Less: Interest earned (if credited into SA)

10 
Total advance accounted for

11
Discrepancy (5) - (10) to be explained    /v




---------

NOTES

i/
Assuming SA currency is US dollars.

ii/
Enter the amount shown in line 6 of the previous FMRs as shown in the SA Bank Statement.

iii/
Enter the amount shown in line 11 of the previous FMRs --- any difference should be explained.

iv/
Enter the closing balance on the SA Bank Statement at end of this period.

v/
The discrepancy, which should be explained in a separate note, may comprise eligible expenditures paid out of SA but

not yet entered by the SA bank, amount advanced by the Bank but not yet credited by the SA bank, etc.
FMR-4

Government of Vietnam

Rural Energy 2 Project
Credit No. …….

Progress - Contract
PMU name …….

For the Quarter ending…..
in USD

	 
	 
	Original Plan
	Revised Plan
	Progress to date
	 
	 

	 
	Contract
	to completion
	to completion
	
	Cost
	Comments

	  Number
	 By components/activities
	 Total 
	Completion
	Total
	Completion
	 Cost  
	Output
	 to date as % 
	 

	
	
	 Cost 
	Date
	Cost
	Date
	 
	%completed
	of planned
	 

	1
	 Rehabilitation and expansion of Low Voltage systems (PPC, DAF) 
	 
	 
	 
	 
	 
	 
	 
	 

	2
	Rehabilitation and expansion of Medium Voltage systems in Northern region (PC1)
	 
	 
	 
	 
	 
	 
	 
	 

	3
	Rehabilitation and expansion of Medium Voltage systems in Southern region (PC2)
	 
	 
	 
	 
	 
	 
	 
	 

	4
	Rehabilitation and expansion of Medium Voltage systems in Central region (PC3)
	 
	 
	 
	 
	 
	 
	 
	 

	5
	Technical Assistance and Capacity Building (MoI)
	 
	 
	 
	 
	 
	 
	 
	 

	6
	Others
	 
	 
	 
	 
	 
	 
	 
	 

	TOTAL
	 
	 
	 
	 
	 
	 
	 
	 
	 


FMR-5:

For significant contracts but below the prior review threshold
Government of Vietnam

Rural Energy 2 Project
Credit No. …….
Procurement Process Monitoring - Works 

PMU name …….

For the Quarter ending…..
in USD

	Disbursement
	Contract
	Procurement
	Tender
	Pre-qualification Documents
	Bid Documents
	Bid Package
	Bid
	Contract
	Contract
	Contract
	Supplier/
	Contract

	Category
	Description
	Method  /ii
	No.
	Sent
	No Objection
	Sent
	No Objection
	Available
	Open
	No Objection
	Signature
	End
	Contractor
	No.

	No.
	 Description
	 
	 
	 
	Planned
	Actual
	Planned
	Actual
	Planned
	Actual
	Planned
	 Actual
	Planned
	Actual
	Planned
	Actual
	Planned
	Actual
	Planned
	Actual
	Planned
	Actual
	Name
	 

	
	
	 
	 
	 
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	NOTES
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	/i:  This report provides procurement information for the project from inception to the latest reporting date.
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 


FMR-6:

For significant contracts but below the prior review threshold

Government of Vietnam

Rural Energy 2 Project
Credit No. …….
Procurement Process Monitoring - Goods 

PMU name …….

For the Quarter ending…..
in USD

	     Disbursement
	Contract
	Procurement
	Tender
	Pre-qualification Documents
	Bid Documents
	Bid Package
	Bid
	Contract
	Contract
	Contract
	Supplier/
	Contract

	        Category
	Description
	Method  /ii
	No.
	Sent
	No Objection
	Sent
	No Objection
	Available
	Open
	No Objection
	Signature
	End
	Contractor
	No.

	No.
	Description
	 
	 
	 
	Planned
	Actual
	Planned
	Actual
	Planned
	Actual
	Planned
	Actual
	Planned
	Actual
	Planned
	Actual
	Planned
	Actual
	Planned
	Actual
	Planned
	Actual
	Name
	 

	
	
	 
	 
	 
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 


NOTES
/i:  This report provides procurement information for the project from inception to the latest reporting date.

/ii:  Each method in Procurement Guidelines should be shown separately.
FMR-7:

For significant contracts but below the prior review threshold

Government of Vietnam

Rural Energy 2 Project
Credit No. …….
Procurement Process Monitoring – Consultant Services 

PMU name …….

For the Quarter ending…..
in USD

	Disbursement
	Selection
	Proposal
	Expression
	Request for Proposals (RFP)
	Proposal 
	Tech. Prop. Eval.
	Final Prop. Eval.
	Contract
	Supplier/
	Contract

	Category
	Method /ii
	No.
	of Interest
	Sent
	No Objection
	Issued
	Receipt
	No Objection
	No Objection
	No Objection
	Signature
	End
	Contractor
	No.

	No.
	Description
	 
	 
	Planned
	Actual
	Planned
	Actual
	Planned
	Actual
	Planned
	Actual
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	Actual
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	Actual
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	Planned
	Actual
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	Actual
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NOTES
/i:  This report provides procurement information for the project from inception to the latest reporting date.
/ii:  Each method in Consultant Selection Guidelines should be shown separately

.

Annex 7:  Project Processing Schedule

VIETNAM:  Rural Energy II

	Project Schedule
	Planned  
	 Actual

	
	
	

	Time taken to prepare the project (months)
	20
	23

	First Bank mission (identification)
	12/01/2002
	12/01/2002

	Appraisal mission departure
	05/15/2004
	05/17/2004

	Negotiations
	08/30/2004
	08/31/2004

	Planned Date of Effectiveness
	03/31/2005
	


Prepared by:

Electricity of Vietnam

Ministry of Industry and the Project Provinces

Preparation assistance:

PHRD grant

Bank Staff Who Worked on the Project Included:

	Name
	Specialty

	Van Tien Hung
	Task Team Leader

	Robert Taylor
	Lead Energy Specialist

	Richard Spencer
	Senior Energy Specialist

	Hoi-chan Nguyen
	Senior Legal Counsel

	Anil Malhotra
	Senior Adviser

	Mariko Ogawa
	Financial Analyst

	Hung Viet Le
	Financial Specialist

	Phuong Thi Thanh Tran
	Environment Specialist

	Hong Vu
	Resettlement Specialist

	Quang Ngoc Bui
	Social Specialist

	Thang Chien Nguyen
	Procurement Officer

	Rebecca Sekse
	Senior Financial Analyst

	Teri Velilla
	Program Assistant, EASEG

	Lien Thi Bich Nguyen
	Program Assistant, EACVF


Annex 8:  Documents in the Project File

VIETNAM:  Rural Energy II

A.   Project Implementation Plan

Project Implementation Plan

B.   Bank Staff Assessments

IDA Identification Mission/Pre appraisal mission aide memoires

Project Concept Document

Procurement capacity assessment report

Policy Framework for RAP

Policy Framework for EMDP

C.   Other

Institutional and financial frameworks for rural electrification -- ECA consultants, 2004

Feasibility study for Rural Energy Project-- Vinh Phuc

Feasibility study for Rural Energy Project-- Ha Tinh

Feasibility study for Rural Energy Project-- Ca Mau

Feasibility study for Rural Energy Project-- Ben Tre

Feasibility study for Rural Energy Project-- Quang Ngai

Feasibility study for Rural Energy Project-- Phu Yen

Rural Electrification Master Plan 1999-- COWI consultants

Rural Electrification Master Plan- MPI, 1998

(Including electronic files)

Annex 9:  Statement of Loans and Credits

VIETNAM: Rural Energy II

October 3, 2004

In million US$

	Project ID
	FY
	Credit
	Purpose
	IDA
	Canc'd
	Undisb.
	Difference between expected and actual disbursement

	
	
	
	
	
	
	
	Orig.
	Frm. Rev'd.

	P066051
	2005
	3953
	Forest Sector Development
	39.50
	
	39.50
	 
	   

	P088362
	2005
	3969
	Avian Influenza Emergency Recovery
	5.00
	
	5.00
	
	

	P059663
	2004
	3843
	Road Network Improvement
	225.26
	
	230.11
	5.68
	

	P065898
	2004
	3880
	Water Resource Assistance
	157.80
	
	157.80
	0.80
	

	P070197
	2004
	3887
	Urban Upgrading
	222.47
	
	218.51
	
	

	P082759
	2004
	3934
	Poverty Reduction Supp. III
	100.00
	
	100.00 
	100.00
	

	P044803
	2003
	3752
	Primary Educ. for Disad. Children
	138.76
	
	144.92
	10.50
	

	P075399
	2003
	3767
	Public Financial Management
	54.30
	
	57.55
	3.55
	1.04

	P051838
	2002
	3594
	Primary Teacher Dev.
	19.84
	
	20.73
	12.00
	

	P059936
	2002
	3572
	Northern Mountains Pov. Reduction
	110.00
	
	105.26
	40.00
	16.37

	P066396
	2002
	3680
	System Energy, Equitization & Renewables
	225.00
	
	236.04
	145.45
	

	P072601
	2002
	3648
	Rural Finance II
	200.00
	
	117.19
	53.72
	76.96 

	P073305
	2002
	3631
	Blood Transfusion Centers
	38.20
	
	43.74
	14.50
	

	P042927
	2001
	3448
	Mekong Transport
	110.00
	
	103.75
	105.20
	18.53

	P052037
	2001
	3475
	HCMC Env. Sanitation
	166.34
	
	168.82
	52.61
	20.57

	P062748
	2001
	3532
	Comm-based Rural Infrastructure
	102.78
	
	102.50
	39.24
	39.24

	P042568
	2000
	3292
	Coastal Wetlands
	31.80
	
	29.96
	28.35
	26.00

	P056452
	2000
	3358
	Rural Energy
	150.00
	
	48.44
	150.00
	104.05

	P059864
	2000
	3306
	Rural Transport II
	103.90
	
	30.30
	92.5
	

	P004828
	1999
	3126
	Higher Education
	83.30
	
	54.76
	65.54 
	65.17

	P004833
	1999
	3125
	Urban Transport
	42.74
	8.19
	14.71
	42.93
	26.15

	P004845
	1999
	3198
	Mekong Delta Water Resources
	101.80
	
	73.69
	97.06
	

	P051553
	1999
	3211
	3 Cities Sanitation
	80.50 
	
	58.67
	67.96
	30.97

	P004839
	1998
	2996
	Forest Protection
	21.50
	
	15.87
	21.33
	21.50

	P004843
	1998
	3000
	Inland Waterways & Port Rehab.
	73.00
	
	42.90
	72.50
	63.60

	P004844
	1998
	3099
	Agriculture Diversification
	66.85 
	
	25.87
	64.46
	39.48

	P045628
	1998
	3034
	Transmission, Distribution
	199.00 
	
	103.35
	197.79
	197.79

	P004830
	1997
	N026
	Water Supply
	98.61
	31.28
	8.92
	98.92
	64.51

	P004838
	1996
	2808
	National Health Support
	101.20
	2.35
	19.66
	101.19 
	101.20

	
	
	
	Total: 
	3,069.4
	41.82
	
	1,683.80
	913.09


VIETNAM

STATEMENT OF IFC's

Committed and Disbursed Portfolio
September 30, 2004

In Million US$

	Approval Fiscal Year
	Institution 

Short Name
	Loan 

Cmtd-IFC
	Equity 

Cmtd-IFC
	QL+QE 

Cmtd-IFC
	All

Cmtd-Part
	Loan 

Out-IFC
	Equity 

Out-IFC
	QL+QE 

Out-IFC
	All

Out-Part

	2003
	ACB-Vietnam
	0.00
	5.02
	0.00
	0.00
	0.00
	5.02
	0.00
	0.00

	2002
	AZ/AGF Vietnam
	0.00
	1.32
	0.00
	0.00
	0.00
	1.32
	0.00
	0.00

	2002
	CyberSoft
	0.00
	1.25
	0.00
	0.00
	0.00
	1.25
	0.00
	0.00

	2002
	Dragon Capital
	0.00
	0.00
	2.00
	0.00
	0.00
	0.00
	2.00
	0.00

	2002
	F-V Hospital
	5.00
	0.00
	3.00
	0.00
	5.00
	0.00
	3.00
	0.00

	2003
	Glass Egg
	0.00
	1.75
	0.00
	0.00
	0.00
	0.63
	0.00
	0.00

	1998
	MFL Vinh Phat
	0.15
	0.00
	0.00
	0.00
	0.15
	0.00
	0.00
	0.00

	1997
	Nghi Son Cement
	14.87
	0.00
	0.00
	9.15
	14.87
	0.00
	0.00
	9.15

	2004
	Olam
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00

	2001
	RMIT Vietnam
	7.25
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00

	1996
	SMH Glass Co.
	5.00
	0.00
	0.00
	0.00
	5.00
	0.00
	0.00
	0.00

	2003/2004
	Sacombank
	0.00
	5.08
	0.00
	0.00
	0.00
	3.91
	0.00
	0.00

	2002/2003
	VEIL
	0.00
	8.00
	8.00
	0.00
	0.00
	8.00
	8.00
	0.00

	1996
	VILC
	0.00
	0.75
	0.00
	0.00
	0.00
	0.75
	0.00
	0.00

	Total Portfolio:
	32.26
	23.17
	13.00
	9.15
	25.01
	20.87
	13.00
	9.15


Approvals Pending Commitment
August 31, 2004

In Millions US Dollars

	Project Short Name
	Project Id
	Approval FY
	Loan 

Appr Vol-IFC
	Equity 

Appr Vol-IFC
	QL+QE

Appr Vol-IFC
	GT 

Appr Vol-IFC
	RM 

Appr Vol-IFC
	Appr    

Vol-IFC 
	Appr Vol - 

Part    

	Vietnam
	
	
	
	
	
	
	
	
	

	F-V Hospital
	10559 *
	2002
	1.50
	0.00
	0.50
	0.00
	0.00
	2.00
	0.00

	Interflour
	10210
	2000
	8.00
	0.00
	0.00
	0.00
	0.00
	8.00
	5.00

	MFL Chau Giang
	9540
	1999
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00

	MFL Minh Minh
	9158
	1999
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00

	MFL Mondial
	9331
	2000
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00

	MFL-AA
	9700
	2000
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00

	Vietnam Total:
	
	
	9.50
	0.00
	0.50
	0.00
	0.00
	10.00
	5.00

	Report Total:
	
	
	9.50
	0.00
	0.50
	0.00
	0.00
	10.00
	5.00


Annex 10:  Country at a Glance
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Additional Annex 11:  Incremental Cost Analysis
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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:

· The IDA-financed Rural Energy Project (REI) is addressing expanding access to those rural communes still not connected to the national grid, although connection is technically and economically feasible.  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.

· The System Efficiency Improvement, Equitization and Renewables Project (SEIER) are addressing providing electricity to those remote communes that cannot in the near future be economically connected to the grid.  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.

· Rural Energy II (REII) will address the poor condition and lack of effective management of commune-level LV networks constructed and managed by local groups rather than the national utility.  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; and

· 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
	246.90
	162.80
	49.40
	34.70
	

	Rehabilitation and expansion of MV system in north, central and southern regions
	72.60
	55.70
	
	
	16.90

	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
	320.5
	219.50
	49.40
	34.70
	16.90


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; and

· 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; and

· 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 thorough going 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 to 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 them 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; and

· 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 their networks 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; and

· 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; and

· 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 by 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 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; and

· 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 phases and, in 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 phases 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 regard to 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 rehabilitation as set out in Section D1 of the PAD.  In addition the following assumptions are made:

· Net Margin on sales assumes a bulk power tariff of 429 VND/kWh and a 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 household (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 “in without case”.

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 2 TWh 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

	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


Additional Annex 12:  STAP Roster Technical Review

VIETNAM:  Rural Energy II

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 energy.  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 the distribution sector cannot be sustainable unless a good management system and effective operational procedures are established in distribution entities, especially in rural areas.  We sometimes find cases in which modern information systems 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 a 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 will seek merging without external pressure once they are created.  Electric cooperatives in some countries have faced difficulties in merging even when 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, the 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 consolidation plan of commune electricity groups into LDUs, according to geographical, commercial, operational, and organizational criteria. 

The basic business procedures of LDUs to handle customers should be developed first.  It is quite important to design business procedures for new connections, 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 should 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.  PPCs 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 the 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 a number of connections than expected due to burden of a 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 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)


Additional Annex 13:  Summary of Resettlement and Ethnic Minority Development Plans

VIETNAM:  Rural Energy II

Impacts on Land Acquisition and Ethnic Minorities, Tools for Social Safeguards

The project would improve access to energy to about 2 million households in Vietnam, including many families living in some of the poorest communes.  Upgrading and expansion of the rural power networks will involve modest land acquisition and small community-wide socio-economic impacts.  The project will not cause culturally specific impacts on ethnic minority communities. For the ownership and implementation arrangements, Electricity of Viet Nam (EVN) and its PCs (Power Companies 1, 2, and 3) prepared six separate Resettlement Plans (RPs; Ca Mau, Ben Tre, Phu Yen, Quang Ngai, Ha Tinh and Vinh Phuc) and three Ethnic Minority Development Plans (EMDPs; (Ca Mau, Vinh Phuc and Ha Tinh provinces).  All RPs and EMDPs of Phase 1(a) are based on the Project Resettlement Policy Framework (RPF) and Strategy for Ethnic Minorities (SEM) which was developed by the Borrower and which fully satisfy the requirements of the World Bank’s OP 4.12 on Involuntary Resettlement and OD 4.20 on Indigenous People.  The RPs and EMDPs have been prepared in close consultation with the Displaced Persons (DP), Ethnic Minority Communities in the project areas, relevant local authorities and key stakeholders. The RPs and EMDPs of the subsequent phases will be prepared separately in the implementation phase for each project province and the same RPF and SEM will be followed. 

The Resettlement Plans of Phase 1(a)

Objective.  Every effort was made through consultation, design, construction measures and construction schedules to minimize involuntary resettlement and adverse impacts on assets. Resettlement and compensation programs are designed so as to allow the improvement or at least the maintenance of the DPs’ pre-project living standards.  All RPs incorporate agreements reached with the projects provinces on the route alternatives and substation localities.

Socioeconomic Survey and Inventory of the Project Impacts

In order to assess project impacts, more than 20% socio-economic survey and 100% census/inventory of DPs were carried out from September 2003 to February 2004.  The surveys obtained key information for preparing and evaluating the implementation of RPs and EMDPs.  At the beginning of project implementation, a Detail Measurement Survey (DMS) will be carried out by Provincial and District Resettlement Committees of the six project provinces that participate in phase 1(a).  At that time, the number of DPs and impacted assets will be reviewed, confirmed and adjusted as necessary, especially in the case when the time between RPs preparation and RPs implementation is long.

The number of DPs is high because of the DPs are scattered along the lines.  However, each of the subprojects will have low-intensity impacts.  Most of impacts on land will be temporary, and permanent acquisition will occur only for tower foundations and substations.  Impacts on houses will be mostly partial and generally will not require the relocation of families outside their 

residential plots.  By the nature of the project and based on the surveys, impacts are classified by seven categories as follows:

Category 1:
Temporary acquisition of land in  the Right Of Way (ROW) 

Category 2:
Temporary acquisition of residential and garden land in ROW without house or other structures. 

Category 3: 
Temporary impact on residential and garden land.  Partial house/building within ROW (area in ROW less than 10% of total area) and the demolished area does not impact to the remaining house/building.  Residential land and garden land outside of ROW is sufficient for re-organizing  (not less than 60 m2).

Category 4: 
Temporary impact on residential and or garden land.  Impact more than 10% or less than 10% of total house/building area but the demolished area will impact to the remaining of house/structure.  Land outside of ROW is sufficient for reorganizing (equal or more than 60 m2).

Category 5: 
Temporary impact on residential and or garden land in ROW.  Full or partial house/building impacted and land outside of is not sufficient for reorganizing (less than 60 m2)

Category 6:
Permanent acquisition of land for tower foundations, substation and access roads etc.

Category 7: 
DP impacted on business or other services

The number of DPs and type of impact are summarized in Table 1 below.

Table 1: Number of DPs to be affected in six project provinces –Phase 1(a)

	Province
	Number of Affected Families
	Number of Families to be Relocated
	Number of Families Losing >10% of Productive Land Holding
	Permanent Land Acquisition (m2)
	Temporary Land Acquisition (m2)

	1. Ca Mau
	4,820
	0
	0
	66,366
	13,385

	2. Ben Tre
	12,368
	0
	0
	66,872
	128,786

	3. Phu Yen
	14,280
	0
	0
	20,475
	2,183,934

	4. Quang Ngai
	58,250
	0
	0
	43,808
	5,274,230

	5. Ha Tinh
	34,507
	0
	0
	51,479
	1,935,881

	6. Vinh Phuc
	7,730
	0
	178
	50,746
	4,269,924

	Total
	131,955
	0
	178
	299,746
	14,256,140


Note:  these numbers could be different from DMS to be carried our by PCs and local authorities later.

Legal Framework

The RPs follow Vietnam and World Bank policies related to land acquisition, compensation and resettlement.  Since there are differences between the WB’s and Vietnam’s policies, the Project requires a waiver of the Vietnamese Government for articles of decrees and regulations concerning compensation and resettlement (as described in the RPF). 

Eligibility for Compensation and Resettlement

According to the policies set forth in RPF and six RPs-Phase 1(a), DPs with and without legal papers counted in the inventories of affected families, or able to prove their residence in affected areas prior to RP cut-off dates, are to be considered legitimate and eligible for compensation for their losses and for assistance in restoring and improving their livelihoods. 

The cut-off dates were specified in each RP of province.  DP who moved into the project affected areas after the cut-off dates will be considered as illegal and therefore will not be eligible to compensation and rehabilitation assistance.

Compensation for lost assets will be provided at the substitution cost.  Compensation for land will be either land for land or cash for land at the replacement cost according to DPs’ preferences.

Legal DPs are entitled to the following allowances:  (i) Resettlers will be assisted with:  (i) six months relocating allowance of 30 kg of rice equivalent per person per month; (ii) transportation allowance; and (iii) restoration/rehabilitation assistance for DPs permanently losing more than 10% of total productive land holding or permanent loss of business.  The DPs will be fully compensated and assisted in a timely manner. 

Implementation Arrangements

Each RP will be implemented independently by PC, its PMB and relevant local authorities. Resettlement task forces will be divided among central GOV (MOI, EVN and its PCs), local authorities and their Resettlement Committees different levels.  MOI, EVN and its PCs will carry out inter-provincial coordination functions.  Resettlement/rehabilitation tasks in each province will be the responsibility of Local People’s Committees at the provincial, district and commune levels.

In order to carry out resettlement and compensation tasks effectively, the Resettlement Committees will be established at the provincial and the district levels.  The resettlement team/unit will also be formed in each PC and PMU.  The task forces are clearly demarcated between these Committees and teams/units.

Compensation and resettlement programs will be implemented to ensure that local authorities and DPs representatives participate in planning and decision making processes.  The PCs and their PMBs under EVN will continue the dialogue with local authorities and DPs during RP implementation.

Public Information, Consultation and Participation

The DPs have been, and will continue to be, fully informed on the details of compensation and resettlement policy; compensation-relocation processes; complaint and grievance mechanisms, and monitoring and evaluation throughout the resettlement process.  In particular:  (i) they were already consulted about the project and the selection of alternatives routes; (ii) at the beginning of the project implementation, DPs will receive training about the details of the project policy and implementation (using resettlement pamphlets, group meetings, and posters posted in the public places); and (iii) DPs have, and will continue to, participate in the preparation and implementation of the resettlement and rehabilitation programs. 

Monitoring and Evaluation

PCs and their PMBs (under EVN) are responsible for internal monitoring.  Monitoring indicators are included in the RPs.  The PCs and PMBs will collect information from provinces and districts regularly.  The database will be updated regularly.  Every six months, the PCs and PMBs will submit progress reports to EVN and IDA.

The implementation of RPs will also be monitored by the External Monitoring Agencies.  Those agencies will be selected following the submission of the technical and cost proposals.  The External Monitoring Agencies will prepare their inception reports and semi-annual reports on monitoring and submit to PCs, PMBs and then to IDA. 

Complaints and Grievances 

The PCs, PMBs and commune authorities will first deal with complaints and grievances regarding compensation and rehabilitation.  If no amicable solution is reached, the complaints may be appealed to the district authorities and then to provincial authorities.  As a last resort, the complainants may appeal to District or Provincial Courts.  At each level, the complaint must be redressed within 15 days.  If the complaints are not redressed satisfactorily, complaints must be submitted to the higher levels no later than 15 days after the complainants have been informed, the complaints submitted later will not be considered.  The claim will be dealt with in accordance with the new Ordinance on Complaints and Denunciation of Citizens.  All the grievances procedures including those at the Courts will be free of charge to Complainants.

Costs and Budgets 

The total resettlement cost for RPs-Phase 1(a) is estimated at VND 38.4 billion, equivalent to US$2.5 million, including contingencies.  The costs for each RP and total cost for RPs-Phase 1(a) of project is summarized in Table 2 below.

Table 2:  Estimate Cost of Resettlement

	RAP of Province
	Cost estimated (VND)
	Cost estimated (US$)

	1. Ca Mau
	3,580,222,572
	231,000

	2. Ben Tre
	18,048,543,889
	1,192,903

	3. Phu Yen
	2,249,854,667
	145,152

	4. Quang Ngai
	5,661,855,821
	365,281

	5. Ha Tinh
	4,381,356,634
	282,668

	6. Vinh Phuc
	4,431,565,000
	295,438

	Total (US$)
	38,353,398,583
	2,512,442


The source of the budget for RP implementation will be counterpart funds (EVN finances for compensating to impacts by medium voltage T/Ls and Project Provinces finance for compensating to impacts by low voltage T/Ls).

Ethnic Minority Peoples

For the subprojects to be developed in the areas of Ethnic Minorities of Ca Mau, Quang Ngai, Ha Tinh and Vinh Phuc provinces, every effort has been made through consultation, design, construction measures and construction schedules to reduce unnecessary involuntary resettlement and other adverse impacts on Ethnic Minorities.  Nevertheless, some adverse impacts on them (land acquisition) are unavoidable.  The impacts on ethnic minorities are summarized in Table 3. 

Table 3:  Summary of Land Acquisition Impact on Ethnic Minorities

	Province
	Number of Ethnic Minority People
	Partially Affected Houses
	Fully Affected Houses
	Permanently Acquired Land (m2)
	Temporarily Acquired Land (m2)

	1. Ca Mau
	34
	0
	0
	64
	308

	2. Quang Ngai
	435
	0
	0
	84,370
	848

	3. Ha Tinh
	14
	0
	0
	1,680
	56

	4. Vinh Phuc
	1,379
	0
	0
	1,892
	4,326

	Total
	1,858
	0
	0
	88,006
	5,538


Table 3 shows that the land acquisition impact is only on individuals and in low-intensity.  Most of land impacts will be temporary.  No families have been relocated to another locality in phase 1(a).  Very few families of Ethnic Minorities will be affected by the need to permanently acquire land for constructing of towers foundations and substations, and no households will lose more than 10% of their total productive land holdings. 

The subprojects do not cause any culturally specific impacts on ethnic minority households and their communities.  The nature of impacts does not result in community-wide socio-economic effects.  However, in order to ensure compliance with Bank OD 4.20 on Indigenous People, three separate Ethnic Minority People Development Plans (EMDPs) were prepared based on the feedback of Ethnic Minorities in the project areas through consultation and participation in the period of project preparation.  Main activities proposed in EMDP are (i) EM were and will continue to be consulted, fully informed (in their languages) and will participate in RAP/IPDP preparation and implementation; (ii) DPs of EM who are affected by land acquisition will be compensated and assisted according to the entitlement policy defined in RPF and RPs; (iii) training for electric safety; (iv) help them having access to loans from VBARD or Bank of Social Policies; and (v) maximize their benefit from the project (such as by maximizing the number of EM connecting to the grids). 

The total cost for EMDPs-Phase 1(a) is estimated at  US$71,047.  The costs for each EMDP and total cost for EMDP-Phase 1(a) of project is summarized in Table 4.

Table 4:  Estimate Cost of EMDPs

	 Province
	Cost estimated (VND)
	Cost estimated (US$)

	1. Ca Mau
	70,200,000
	4,530

	2. Quang Ngai
	274,000,000
	17,678

	3. Ha Tinh
	39,000,000
	2,516

	4. Vinh Phuc
	718,000,000
	46,323

	Total (US$)
	1,101,200,000
	71,047


Additional Annex 14.  Environmental Summary

VIETNAM:  Rural Energy II Project

EA Reports for the Project: 

EVN prepared 6 Environmental Assessments/Environmental Management Plans (EA/EMPs), one for project investments in each of the six provinces in Phase 1 of this project.  The EAs/EMPs address all environmental issues satisfactorily, and in compliance with Vietnamese and Bank environmental regulations, policies and procedures.  An Environmental Assessment Template for all energy projects and a specific Environmental Guideline and Framework for RE2 have been developed to guide the preparation of other project phases and the implementation of RE2-Phase 1.  These documents have been included in the PIP. 
Environmental Impacts

The EA analysis has shown that the impacts are minor, temporary and within the national environmental standards.  These impacts will be mitigated and monitored as provided in the EMPs.  

The major issue identified and addressed in the environmental review process was that, in two provinces, the project would serve communes that are located in the buffer zones of national parks (Tam Dao National Park in Vinh Phuc province and Ha Tinh province).  Detailed EAs for the investments in these buffer zones found that the impacts would be minor, supported by the following:  (i) the communes are located from 2 to 5 km or more from the core zones of these national parks, and no access roads or other project-related activities are closer to the core zones than this; (ii) the land uses around the existing distribution network are mainly agriculture, small roads, and plantation forests.  The vegetation ranges from agricultural to semi-natural, and there are no Red Book animal species in the project areas; and (iii) the project would rehabilitate the existing distribution network, and access roads will not be constructed or improved.  Therefore, access to the core zones of the national parks by local people and construction workers will not be improved; and (iv) the EAs for these investments in the buffer zones have been reviewed and approved by the management boards for the two national parks. 

The remaining environmental issues are minor, and include: 

(i) For the development of access roads, substations, and transmission/distribution lines, contractors will employ appropriate techniques to protect the environment during construction;

(ii) Increased levels of dust and noise from the use and movement of equipment will be minimized by checking technical specifications of vehicles and equipment;

(iii) Rehabilitation of road damages and other transport disturbance due to the transportation of building materials will be subject to the responsibility of the contractor as specified in the bidding documents; 

(iv) To protect forest, reserved land and biodiversity, all transmission and distribution routes will be selected carefully with most routes following existing roads connecting the load centers.  No routes will be allowed to pass through core zones of protected areas (PAs). Permission by appropriate DARD or PAs management boards should be sought and specific mitigation and monitoring plan is required if there is an issue of the routes affecting natural habitats;

(v) Soil erosion and landslide will be minimized by constructing stable embankment and re-vegetation of pole and substation pads;

(vi) EMF is not a serious problem with low and medium voltage lines and nationally accepted standards will be applied for the development of the ROWs; 

(vii) Mine clearance will be carried out before crews begin construction.  Some of the northern communities in the project have stated that there are some land mines remaining near Vietnam’s international borders.  This and other unexploded ordinance may occur at depths up to 10 meters.  However, the construction activities occur at depths of 1.8 m for MV and 1.5 m for LV, and the limit of construction activities are at depths of 4 m at most.  While some explosives may remain in selected areas, they occur at depths of 10 m, and would not be affected by the construction.  Moreover, the rehabilitation investments of this project occur in the same areas that were investigated during phase I; and

(viii) The use of PCB based cooling oils for transformers is prohibited as a loan condition.  

Summary of environmental issues have been included in the feasibility studies, which have referred to EAs for the details.  Nevertheless, the implementation of EMPs in the EAs will be made as a project conditionality to ensure that these actions will be included in the technical design and bid specifications.

Public Consultation and Disclosure 

Public consultation.  Initial consultation was conducted by the Borrower in the form of discussion and agreement with the respective local government agencies and communes with regard to the route alternatives.  Further public consultation involving DPs and representatives of local NGOs (e.g. Women Union, Youth Union, Farmer Union, Fatherland Front Association of the elderly people), as required by the Bank safeguard policies, were conducted before pre-appraisal (Nov-Dec, 2003).  No objections to the project or environmental concerns other than those addressed in the EAs have been raised during the consultation process.  However, the DPs suggested some additional mitigation measures that have been incorporated in the EMPs.  Records of those discussions and written agreements are attached to the EA reports.

Public disclosure:  The Borrower displayed EAs as per WB safeguard requirements.  Display of the EAs (in Vietnamese) has taken place in the provincial power companies.  EAs in English and Vietnamese have been displayed in the Hanoi VDIC prior to appraisal and two sets of EAs sent to InfoShop in Washington DC.

Environmental certificate:  According to the Circular 490/1998/TT-BKHCNMT, an environmental certificate will be attained from relevant provincial DONREs for each province.  Due to the large number of project sites so that the task team has not been able to conduct sufficient field visits during the project preparation, environmental certificate for each sub-project has been required from provincial environmental authority before client’s submission of EA final draft to the Bank.  This arrangement will also facilitate the responsibility of the local environmental authority over the implementation of EMP.  All six environmental certificates have been issued for 6 provinces and two permissions to carry out project activities in the buffer zones of the Tam Dao National Park and the Ke Go lake Nature Reserve have been granted.  All the environmental certificates and permissions are attached to the EA reports. 

Environmental Management Plan (EMP)

EMPs have been submitted as part of the EA reports.  These identify institutional responsibility and estimated budgets for implementing the mitigation measures, monitoring plan and building up the capacity for environmental management and supervision.  An implementation plan of EMP has been included in the PIP.

The mitigation plan includes specific mitigation measures, identifies institutional responsibility and provides the mitigation costs, which will be included in the installation and construction cost for the project.

The monitoring plan has identified monitoring parameters such as dust, noise, deforestation, control of access roads and soil erosion, oil leakage/spillage, and ROW clearance.  Monitoring will be carried out mainly by visual observation. 

Environmental impacts during construction such as dust, noise, road damage and transportation disturbance, ROW clearance, soil erosion, and oil leakage will be regularly monitored (visually) by the technical supervision staff of each PMU in compliance of the Site EMP (SEMP) that has been developed in the EA reports.  An independent safeguard consultant, hired by EVN, will provide semi-annual report on the general implementation of EMP (and RP).  Local communities have been requested to participate in the monitoring by providing a monthly report to the PMUs. 

The technical supervision staff of each PMU will carry out monitoring.  An independent safeguard consultant, hired by EVN, will also provide semi-annual reports on the implementation of the EMPs (and RPs), including results of consultation with local communities regarding environmental concerns and complaints.  Where feasible, mitigation measures will be included in construction contracts.  There will also be community-based monitoring of EMP implementation.  This was piloted under the Rural Energy I project, and was successful because communities have a special interest in ensuring that environmental impact are minimized.  Communities will provide monthly reports to the PMUs.

Training on environmental management and monitoring of EMP implementation will be provided to the PCs and the staff of the Project Management Units, in the transmission companies and in EVN, local authorities and contractors. 

Environmental monitoring data will be provided to supervision missions and the local authorities as part of the quarterly progress reports.  Copies of Aide Memoires in regard to environmental aspects will also be sent to the local authorities and respective provincial DONREs.  The transmission companies and the PCs are responsible to report on compliance with the environmental certificates to local authorities (e.g. DONREs and DARDs) and they are subject to environmental inspection when required.

The cost for the implementation of EMPs is estimated at $107,000.  This includes the estimated costs for monitoring and capacity building for both the construction and operational phases for the six EMPs under phase I. 
The development of the EA reports has followed the technical guidance, which was provided at a hands-on training for EVN and PCs and their in-house consultants. 







Economic benefit of the project is derived from: (i) consumers’ surplus of the electricity users; (ii) reduction of the energy losses; and (iii) saving of spending on the devices for the improvement of the quality of energy supplied and increased sales due to removal of system capacity constraints.


Financial benefit: Incremental sale revenues from overall projects of MV and LV lines in real terms, but assuming constant nominal tariff, are calculated for each province.


Fiscal benefit: Incremental tax revenue.


Financial costs:  include: (i) capital costs for MV and LV networks which will be financed by the PCs and the PPCs, excluding connection lines from LV networks to customers which will be financed by the individual customers, but including physical and price contingencies; (ii) incremental operating costs, including power purchase costs; and (iii) taxes.


Economic Costs: are the costs invested for rehabilitation and expansion, excluding the fees and taxes, but including all the costs for connection to households financed by individual customers.














� At time of STAP review, TA program was $6.75 million but it was increased to $7 million at appraisal
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