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EXTENSION:
34188


SUBJECT:
Vietnam:  System Efficiency Improvement, Equitization and Renewables Project 



(Renewables Components)

Submission for Final GEF CEO Endorsement

1. Please find attached the electronic file of the Project Appraisal Document (PAD) for the renewable energy components of the above-mentioned project for review by Secretariat staff and your final endorsement.  This project was approved for Work Program inclusion at the December 5 to 7, 2001 Council meeting, under streamlined CEO endorsement procedures.  The scheduled Board date for this project is June 25, 2002.  We would appreciate receiving your response, so that we may finalize the Bank Board submission, by May 31, 2002.

2. The PAD is fully consistent with the objectives and scope of the proposal endorsed by Council as part of the December 2001 Work Program. One small addition has been made to the investment part of one component, during final project preparation and appraisal, as described below. GEFSEC, STAP, and Council   comments received at Work Program entry have also been addressed, as outlined below.  

Minor Changes 

3. During project preparation and appraisal, the project team agreed to a request by Electricity of Vietnam (EVN) to include a wind-diesel plant in its component to rehabilitate small hydropower plants (Component 2.2.)  This increased the total cost of the component from $5.5 to $9.2 million, and the World Bank financing of the component from $4.5 to $8 million.  A small amount of TA for the additional wind component would be covered under the $0.5 million TA proposed in the GEF Project Brief to assist EVN with design, operation and management of the rehabilitated small hydropower plants.  Therefore, the GEF financing for the component would remain the same. This change will provide experience on a technology that has significant potential in the coastal areas of Vietnam, at no additional cost to the GEF. 

Comments by GEFSEC

4. Cofinancing of the Project.   GEFSEC requested more explanation of the difficulties of private cofinancing and expressed the hope that further cofinancing could be mobilized by CEO endorsement.  The community-based renewable energy grid component (Component 2.3) includes co-financing by a combination of the community, the province and other possible investors including the private sector.  In addition, a major focus of Component 3.3 on strengthening regulation and planning for renewable energy is to create the enabling environment to encourage private sector investment in non-utility renewable generation plants, to supplement grid supplies, as well as rural electrification.  However, the PAD stresses that the SEIER renewables components are part of the first phase of a longterm program for renewable development, as described in the Renewable Energy Action Plan (REAP), prepared with assistance from the Bank and adopted by the Ministry of Industry.  The aim is to build capacity and pilot  business models (Phase 1), to prepare for follow-up investments planned in the proposed Rural Energy 2 Project (Phase 2).    Co-financing, by the private sector as well as other interested donors, is expected to be significantly higher in the follow-up Rural Energy 2 Project planned for FY04. The PAD has been strengthened to explain this phased approach in sections B1a. B2c, D1 and Annex 12. A high-level performance  indicator is implementation of follow-up projects (see Annex 1.)  
5. Monitoring and evaluation of social benefits and income generation impacts.  GEFSEC requested that the  monitoring and evaluation of social benefits and income generation impacts be included.  Changes were introduced at Work Program entry to specifically include social benefits and income generating activities in performance indicators for monitoring and evaluation and also to stress the productive uses promotion activities in the community-based renewable electricity grids (see sections A3, A3 (c)).


Comments by STAP:

6. Comments by the STAP reviewer were fully addressed in the Project Brief at Work Program entry, as shown in Annex 3 to the Brief.

Comments by the GEF Council (Swiss Constituency):

7. Policy:  The Council member from Switzerland  raised  concern about the pace of development of the legal framework needed to facilitate the involvement of the private sector, and the lack of commercial capability. The proposed project aims to build on the rapid expansion of new business that occurred over the last two years after the promulgation of the Enterprise Law and cancellation of procedures that are contrary to the law. Most of the GEF support requested will be used to : (a) support an enabling framework for investment in renewable energy-based rural electrification and non-utility generation; and (b) build the capacity of implementing agencies and commercial businesses (see Annexes 2 and 12, sub-component 3.3.)  MOI has shown its commitment by the adoption of a Rural Energy Policy that endorses both grid and off-grid electrification, as well as the Renewable Energy Action Plan.

8. Appropriateness of Commune-based Model.  The Council member from Switzerland raised a question about the feasibility of commune-based rural electrification and whether alternatives exist.  Given the isolation of the target communities, the project has been designed on the assumption that responsibility for day to day operation must lie within the commune.  Therefore the commune-based approach is considered essential.  However, three alternative models of ownership/management are proposed for testing within the project, all of which involve entities outside the commune: (a) joint ownership by the province and a commune electricity cooperative; (b) local utility company  jointly owned by the province and community; and (c) a BOT involving a private investor. 

9.  Resource Commitment to the Renewables Components:  The Council member from Switzerland raised the issues of how to ensure adequate resources for the renewables components, which are a small part of a large project.  Also, how to ensure a bottom up approach in the renewables component and strong local participation.  While the renewables components are part of a large project, these components are clearly defined and have commanded a disproportionate amount of preparation time from the implementing agencies and Bank team.   The MOI renewables components will be executed by a Project Management Board with dedicated staff and strong financial management for these components.   GEF funding  will be used entirely to support  a program of community mobilization and capacity building/technical assistance to the communities and local implementing agencies (see Annexes 2 and 12, component 2.3). The  EVN executed component involves  relatively straightforward rehabilitation/construction and operation of most of small hydro and wind/diesel power plants.

10. Project Risks:  The Council member from Switzerland noted that there are many risks that are not addressed by the project brief.  As noted above, the PAD stresses that the renewables components of the SEIER are meant to test approaches and build capacity, as a  pilot phase in a longer term program.  The first phase has been deliberately designed as a relatively small pilot. The key risk mitigation measure is the phased approach and the flexibility built into the pilot phase of the project to test alternative approaches.  Therefore, the project documentation does not address all risks in advance.

11. Please let me know if you require any additional information to complete your review of the project document. 

12. Many thanks, and we look forward to receiving notification of clearance for CEO endorsement.

Cc :  Messrs./Mmes.
Martinot (GEFSEC);  Bogach, Farhandi, Malhotra, Pham (EASEG); Broadfield (EASES);  Wang (LEGEA); Aryal, Johnson, Khanna, Wedderburn (ENV); ENVGC ISC, IRIS, EASEG Files.
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N:\ENVGC\GEFCOUNCIL\2002 Submissions\EAP\05-May\VN-SEER CEO Endorsement Submission CvrMemo.doc
May 21, 2002 5:48 PM
0

