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Submission Date: 05/07/2009 
	Indicative Calendar*

	Milestones
	Expected Dates
mm/dd/yyyy

	Work Program (for FSP)
	06/15/2009

	CEO Endorsement/Approval
	09/01/2010

	Agency Approval Date
	10/01/2010

	Implementation Start
	12/31/2010

	Mid-term Evaluation (if planned)
	09/15/2012

	Project Closing Date
	12/31/2015


* See guidelines for definition of milestones.
part i:  project IDentification                                                        
GEF Project ID
:      
Project duration: 60 months
gef agency Project ID: P116846
Country(ies): Vietnam
Project Title: Vietnam Clean Production and Energy Efficiency Project
GEF Agency(ies): World Bank
Other Executing partner(s): Ministry of Trade and Industry (MOIT)
GEF Focal Area (s)
:  FORMDROPDOWN 
 FORMDROPDOWN 
Climate Change
GEF-4 Strategic program(s): CC-SP1-Building EE and CC-SP2- Industrial EE (see preparation guidelines section on exactly what to write)
Name of parent program/umbrella project (if applicable):            
A. Project framework  
	Project Objective:  The overall objective is to reduce greenhouse gas (GHG) emissions through market-based mechanisms to scale-up the adoption of energy-efficient technologies in new and existing industrial facilities, and support energy-efficiency improvement in the large commercial and residential sectors, including promotion of more efficient electrical appliances.

	Project Components
	Indicate whether Investment, TA, or STAb
	Expected Outcomes
	Expected Outputs 
	Indicative GEF Financinga
	Indicative Co-Financinga
	Total ($)

c =a + b

	
	
	
	
	($) a
	%
	($) b
	%
	

	1. Industrial Investment
	TA & Investment
	- New industries or industrial expansion adopt energy efficient production technologies and cost-effective management practices
	- Energy efficiency financing provided

- Backward and inefficient technologies avoided
	$280,000
	0.4%
	$67,800,000
	99.6%
	$68,080,000

	2. Development of third-party energy service providers
	TA & Investment
	- Third-party service providers increase capability to develop, implement, and monitor investment-grade or comprehensive energy-efficiency projects

- Industrial facilities benefit from energy efficient retrofit of  equipment and systems
	- Energy efficiency financing provided

- Third-party service providers developed
	$768,000
	2.7%
	$27,200,000
	97.3%
	$27,968,000

	3. Promotion of energy efficient household electrical appliances
	TA & Investment
	- Households use energy efficient appliances

- Consumers increase awareness on energy efficient appliances
	- Consumer financing schemes developed

- Household information campaign implemented

- Government labeling scheme expanded and improved


	$1,255,207
	16.7%
	$6,250,000
	83.3%
	$7,505,207

	4.      
	     
	     
	     
	
	
	
	
	

	5.      
	     
	     
	     
	
	
	
	
	

	6.      
	     
	     
	     
	
	
	
	
	

	7.      
	     
	     
	     
	
	
	
	
	

	8. Project management
	
	$71,200
	22.2%
	$250,000
	77.8%
	$321,200

	Total project costs
	
	A$2,374,407
	2.3%
	B$101,500,000
	97.7%
	$103,874,407


           a   List the $ by project components.  The percentage is the share of GEF and Co-financing respectively of the total amount for the component.
        b  TA = Technical Assistance;  STA = Scientific & Technical Analysis.

B.    Indicative Co-financing for the project by source and by NAME (in parenthesis) if available, ($)
	Sources of Co-financing
	Type of Co-financing
	Project

	Project Government Contribution
	Estimated Grant
	$2,000,000

	GEF Agency(ies)
	 FORMDROPDOWN 

	TBD

	Bilateral Aid Agency(ies)
	 FORMDROPDOWN 

	TBD

	Multilateral Agency(ies)
	IDA credit, IFC credit line/guarantee
	$50,000,000

	Private Sector – Participating Companies
	Equity Contribution
	$700,000

	Local Banks
	Loan
	$45,000,000

	Others – Consumers
	Consumer Purchase
	$3,800,000

	Total Co-financing
	
	B101,500,000


C.  Indicative Financing Plan Summary For The Project ($)
	
	Previous Project Preparation Amount (a)

	Project (b)
	Total
c = a + b
	Agency Fee

	GEF financing 
	$0
	A$2,374,407
	$2,374,407
	$237,441

	Co-financing 
	$0
	B$101,500,000
	$101,500,000
	 

	Total
	$0
	$103,874,407
	$103,874,407
	$237,441


D.   GEF Resources Requested by agency (ies), Focal Area(s) and country(ies)1 
	    GEF Agency
	Focal Area
	Country Name/

Global
	(in $)

	
	
	
	Project (a) 
	Agency Fee (b)2
	Total c=a+b

	World Bank
	Climate Change
	Vietnam
	$2,374,407 
	$237,441 
	$2,611,848 

	 FORMDROPDOWN 

	 FORMDROPDOWN 

	     
	     
	     
	     

	 FORMDROPDOWN 

	 FORMDROPDOWN 

	     
	     
	     
	     

	 FORMDROPDOWN 

	 FORMDROPDOWN 

	     
	     
	     
	     

	 FORMDROPDOWN 

	 FORMDROPDOWN 

	     
	     
	     
	     

	 FORMDROPDOWN 

	 FORMDROPDOWN 

	     
	     
	     
	     

	 FORMDROPDOWN 

	 FORMDROPDOWN 

	     
	     
	     
	     

	 FORMDROPDOWN 

	 FORMDROPDOWN 

	     
	     
	     
	     

	 FORMDROPDOWN 

	 FORMDROPDOWN 

	     
	     
	     
	     

	Total GEF Resources
	$2,374,407 
	$237,441 
	$2,611,848 


1   No need to provide information for this table if it is a single focal area, single country and single GEF Agency project.

2   Relates to the project and any previous project preparation funding that have been provided and for which no Agency fee has been requested from Trustee.
part ii:  project JustiFication
A. State the issue, how the project seeks to address it, and the expected global environmental benefits to be delivered:  
Vietnam’s energy economy has changed radically over the last several decades with the transformation from an agricultural society relying primarily on traditional biomass fuels to a modern mixed economy. With the continued growth in industrialization and urbanization as well as expected rise in household income and appliance ownership, energy-efficiency has become one of a critically needed aspect of the country’s development policy.

Vietnam has experienced very high energy demand growth over the past two decades. Over the past 10 years, commercial energy demand (excluding biomass) has tripled. During this period, energy efficiency levels have not visibly improved, with a very high energy use-to-GDP (Gross Domestic Product) elasticity of 1.7 and increase of energy intensity by about 50%. The main drivers were industrial energy use – both existing and new industry, transport, and residential demand. Past growth relied heavily on domestic supplies. However, given that these resources have substantially been tapped, future growth will have to rely heavily on imports, which will be much more expensive. Energy efficiency can help improve the energy security of the country, reduce costs thus improving competitiveness of local industry, and improve the environment. There have been many past initiatives, both from the government and donors, to promote energy efficiency. Most of the initiatives focused heavily on softer outputs - capacity building, enabling activities, demonstrations, awareness raising, etc. Vietnam must now transition from such programs to investments that deliver large-scale energy savings if it is to meet the future energy challenge.

While the adoption of energy efficient technologies and energy conservation measures has been growing in Vietnam, there are still challenges to overcome the existence of market barriers. The lack of financing is often the key barrier to the implementation of energy efficiency projects. Other barriers include plant owners’ bias towards production revenue generation rather than energy efficiency enhancements, inability of third-party service providers to implement large-scale projects, and lack of public awareness on energy efficient products and technologies. In Vietnam, third-party service providers are a combination of consulting services and equipment suppliers who conduct energy audits and implement small-scale energy investment projects. These third-party service providers expressed the need for continued training and assistance on more comprehensive audits, performance contracting, and financing options to become full-fledged Energy Service Companies (ESCO).
The Project seeks to address the issues and barriers to implementation of energy efficiency projects under three components:

Component 1: Industrial Investment – Although retrofit investments are not ruled out, primary focus will be on the adoption of energy efficient and cleaner production technology in industrial capacity expansion projects. If past growth rates continue, half of Vietnam’s industrial capacity will be new in only seven years, and three quarters will be new in 14 years. However, scant attention has been given to the efficiency of this rapidly expanding new capacity. Large energy efficiency investment projects planned by other international donors focus virtually exclusively on retrofits in older industry. Following survey of technologies deployed in new capacity over the last years and identification of the most critical areas for improvement in the future, the proposed component would provide investment support through participating banks for adoption of more efficient and environmentally friendly technology in new industrial projects.   Associated policy and technical assistance support can include the following: support for proper design and implementation of current provisions in the draft energy efficiency law discouraging new deployment of backward technology; collection of energy use data and energy efficiency reporting from key industrial enterprises; investment project marketing, loan origination and project feasibility development; learning support for financial intermediaries; and possibly support on national industrial development strategy.
Component 2: Development of Third-Party Energy Service Providers – Effective functioning of an energy efficiency investment market requires the active participation of an industry of companies to help identify, design, package, and implement projects for host clients and financiers. Initial and successful ongoing efforts to develop this service industry undertaken by both the World Bank (WB) with Ministry of Trade and Industry (MOIT) and International Finance Corporation (IFC) through the Mekong Private Sector Development Facility (MPDF), would be expanded and further scaled up. The scale-up effort may include provision of loan financing for implementation of energy performance contracts by service companies.
Component 3: Promotion of Energy Efficient Household Electrical Appliances – This component would aim to transform the market for key electricity-using household appliances, such as air conditioners and refrigerators, to increase penetration of high-efficiency models. Household use currently accounts for 43% of electricity use in Vietnam and continues to grow rapidly. The market transformation program can include consumer financing, temporary incentives, and greatly improved marketing and information programs. Consumer financing may be offered through local power companies or existing retailer credit programs. Incentives may include temporary coupons or award payments to retailers for sale of the most efficient models, as well as bulk price discounts negotiated with manufacturers. Improved marketing and information should include improvements in MOIT’s official efficiency labeling program and close coordination with ongoing regional Standard and Labeling (S&L) program of United Nations Development Program (UNDP) (please refer to Part II: E for additional explanation).
The global environment benefits from the project include carbon dioxide emissions reductions from energy efficiency improvement in new industries and industrial expansion, existing industrial and large commercial facilities, and household sectors. Energy efficiency programs can conserve scarce energy resources, dampen environmental impact and carbon footprint of the energy sector, and reduce Vietnam’s dependence on fossil fuels, thus improving its energy security.
B. Describe the consistency of the project with national/regional priorities/plans:  
Vietnam’s government has launched a series of efforts to expand its energy-efficiency promotion work during the last five years.  In 2003, the Government of Vietnam (GOV) issued the Decree on Efficient Utilization of Energy and Energy Conservation; in 2006, the Prime Minister approved the Vietnam National Energy Efficiency Program (VNEEP) for the period 2005 – 2015, which was prepared by the MOIT.  A draft energy conservation law (EE Law) is now under consideration and is expected to be submitted to the National Assembly later this year. The VNEEP has provided a national platform for implementing a variety of energy efficiency and conservation (EE&C) in all sectors.  However, the first two years of VNEEP implementation has been focused mostly on education, capacity building, and study; there is much more work to be done. The World Bank and MOIT have agreed that this new, proposed investment program would greatly help VNEEP shift from its earlier enabling activities and TA to large-scale investment and corresponding delivery of energy savings.
C. Describe the consistency of the project with gef strategies and strategic programs: 
The proposed Project is fully consistent with the GEF 4 Climate Change Focal Area Strategic Objective 2 to promote energy efficient technologies and practices in industrial production and manufacturing processes; and Strategic Objective 1 to promote energy efficient technologies and practices in appliances and buildings.

D. justify the type of financing support provided with the gef resources: 
This project would represent the first investment operation under CC-SP2 under GEF IV for Vietnam. The type of financial support proposed for GEF resources would be financing, incentives, technical assistance, and market development to support a large-scale World Bank/IFC investment program. For new industries, there is a need to better understand the type of technologies and financing mechanism used by recent new industries in Vietnam. By collecting data and analyzing recent trends, the technical assistance would provide valuable insights into the types of policies, incentives, and other interventions the government and donors should consider in influencing the efficiency of these new industries and industrial expansions. For existing industrial and large commercial facilities, the third-party service providers in Vietnam still lack the capability to develop and implement investment grade projects. Many projects implemented by third-party service providers in the past have been mostly for small-scale electrical projects for lighting and motors. The financial support to the development of third-party service providers would enhance their capability in all aspects of the business model such as project development, financial management, risk mitigation, and monitoring and verification. For households, the government has initiated the development of energy standards and labels for energy efficient equipment as well as technical assistance to appliance manufacturers. Appliance market transformation programs aimed at increasing the penetration of energy efficient appliances can support the VNEEP in the achievement of energy-efficiency savings in the residential sector.

E. Outline the Coordination with other related initiatives: 
The World Bank has been supporting energy efficiency in Vietnam since 1997. This program began with a US$3.6 million Swedish SIDA-supported TA grant, administered by WB, for: 1) Demand Side Management (DSM) planning and pilots with Electricity of Vietnam (EVN); 2) initiation of load management and research functions, also with EVN; 3) development of initial equipment standards with Ministry of Science and Technology (MOST); and 4) development of a commercial building code with Ministry of Construction (MOC).  Based on the results if this initial TA work, a follow-on Phase 2 project, the Demand-Side Management and Energy Efficiency Project (2003-2009), was developed. This $20 million program, supported with IDA and GEF funds, included support for: 1) implementation of several larger DSM programs within EVN and the power companies; 2) development and implementation of a pilot commercial energy efficiency program, which included training of service providers and audit/investment grants; and 3) development of some pilot market transformation programs with solar water heaters and air conditioners with MOIT’s Energy Efficiency and Conservation Office (EECO). Results to date show over 534 GWh in annual energy savings and about 91 MW in peak load reduction. In addition, over 100 energy service providers have been trained, and they have delivered over 110 commercial energy efficiency projects. Also, the CFL market has been transformed, from less than 1 million lamps a year in 2004 to more than 10 million in 2007.
Currently, the WB is implementing in Vietnam the Demand-Side Management and Energy Efficiency Project with GEF grant of about $5.5 million, but the project is about to end in 2009. The project has focused on utility-based DSM programs to include expanded time-of-use (TOU) metering, compact fluorescent lamp (CFL) promotion, and fluorescent tube lamp (FTL) market transformation. The project has seek to test appropriate business models and mechanisms to catalyze a service market to support energy efficiency investments by supporting commercial service providers or "project agents" in all phases of energy efficiency project identification, development, and implementation. 

The WB developed a discussion paper, entitled “Vietnam: Expanding Opportunities for Improving Energy Efficiency” which lays out the key energy trends, opportunities for energy efficiency, ongoing activities, and options for the future. Based on the findings of the paper, and discussions with MOIT, the WB team proposed that the new, Clean Production and Energy Efficiency Project would include three components, namely: (1) promote and finance energy efficiency and cleaner production improvements in new industry and industrial expansion; (2) support commercial lending to ESCO-type projects for retrofitting in all sectors, particularly industry; and (3) promote and finance energy-efficient residential appliances, such as air conditioners, in high load areas (as described in detail in Part II: A and other previous sections).

The energy sector has also been receiving support from other international donors, covering a wide range of activities to promote energy efficiency. The support in the past years not only includes financial packages, but also a variety of technical assistance to local agencies/consultants implementing the projects. As there is a wide variety of donor activities, coordination of donor support in the future months and years will be crucial. In October 2008, the MOIT and the WB co-chaired an Energy Efficiency Donor Coordination Meeting which included presentations from each donor on their programs and planned activities as well as a roundtable discussion on ideas for coordinating efforts and further sharing of information. The participants agreed that an annual donor meeting of this kind would be beneficial in the future.
In addition, WB’s project component to develop third-party energy service providers will be closely coordinated with the project being implemented by UNDP. UNDP has been implementing the, “Vietnam: Promoting Energy Conservation in Small and Medium-Scale Enterprises (PECSME)”, with a program period from 2005-2010 and budget of US$28.8 million, part of which is US$5.5 million from GEF. The project is designed to address the barriers to widespread utilization of energy efficient management practices, operations, and technologies in Small and Medium Enterprise (SME) sectors. The project is composed of six integrated components: (1) policy and institutional support development; (2) communications and awareness; (3) technical capacity development; (4) energy efficiency services provision support; (5) financing support; (6) demonstrations. UNDP’s PECSME provides a holistic approach to address the barriers to energy efficiency in SMEs. WB’s project is more focused on the development of third-party service provides to further enhance the implementation of energy efficient technologies. Among the key players in the energy efficiency market (third party service providers or ESCOs, financial institutions or agents, consumers and government), third-party service providers in Vietnam deserve much more attention and support. Other planned UNDP/UNIDO support to industrial companies from 2010 and beyond includes promotion of Energy Management Standards (EMS) via ISO 50001. The EMS would provide industries with practical approach to increase energy efficiency, reduce costs, and improve their environmental performance by addressing both the technical and management aspects of rational energy use. New industries adopting ISO 500001 management practices would also facilitate the investment in more efficient and environmentally friendly technology in new industrial projects.   
WB’s project component to promote energy efficient appliances would be complementary with the on-going UNDP project, Barrier Removal to the Cost-Effective Development and Implementation of Energy Standards and Labeling Project (BRESL). UNDP’s program aims to accelerate the adoption, implementation, and harmonization of appliance $&L and testing procedures throughout Asia. A major component of UNDP’s program is the market development for energy equipment and appliances, which includes design, promotion, and implementation of market delivery schemes. UNDP’s S&L Demonstration Program and pilot projects would be implemented throughout the 12 participating countries
. WB’s project would be entirely implemented in Vietnam to scale-up the impact of consumer financing schemes for appliance market transformation. UNDP’s program component on appliance market development would also determine which appliances and equipment would be appropriate for energy efficiency S&L. WB’s project would focus on major appliances such as air conditioners and refrigerators, or appliances to be identified by UNDP program. WB’s promotion of energy efficient appliances would involve an integrated and dynamic strategy to support policy makers, manufacturers, utilities, retailers, and other stakeholders. This would ensure that individual programs delivered by various agencies, utilities, and other organizations complement and strengthen each other.
F. Discuss the value-added of GEF involvement in the project  demonstrated through incremental reasoning :    
For all three components, the project will seek the strategic deployment of GEF funds in order to catalyze the markets and leverage World Bank/IFC and local commercial financing, providing tremendous leverage for the small GEF investment.  By developing local market-based delivery channels for energy efficiency investments, the project will seek to create sustainable mechanisms and markets for energy efficiency which will provide dividends for years in the future. GEF resources will thus be cost-effectively used to focus on key barrier removal and early market development, rather than subsidizing underlying commercial transactions.

The indicative co-financing for new industrial energy efficiency, third-party service provider development, and market transformation coupled with the GEF involvement for complementary activities for financing of initial transaction costs for market-based incentives can facilitate the adoption of energy efficient technologies. In addition, without the value-added of the GEF involvement through TA and marketing efforts, it would be difficult to bridge the gap between supply (financing) and demand (end-users). TA resources are also required in indentifying the best business model and market intervention that suit a particular developing country.
G. Indicate risks, including climate change risks, that might prevent the project objective(s) from being achieved, and if possible including risk mitigation measures that will be  taken:  
With a comprehensive energy efficiency Project that covers a wide range of activities, performance risks associated with new technologies as well as business and technical risks to third-party service providers, credit and loan default risks to banks, and operating risks to end-users would always exist. An excellent risk mitigation strategy is to conduct a comprehensive evaluation of the energy efficiency market to determine the current operating practices of end-users, third-party service providers, equipment manufacturers, financial institutions, and other market players. This evaluation would provide a foundation for assessing and mitigating risks to acceptable levels. For new technologies, risks could be mitigated through research on best practices worldwide and demonstration of proven energy efficient technologies only. Feasibility studies and selection criteria of potential projects should be rigorous enough to identify the profitable investments and associated risks within the acceptable level of exposure. Training could be provide to new and emerging third-party service providers on areas such as corporate management, financial management, credit assessments, and risk mitigation. TA could be also provided to banks on how to technically appraise energy efficiency projects and assess their risks.
H. describe, if possible, the expected cost-effectiveness of the project:  
With the proposed investment, all components of the project are expected to generate energy and cost savings, and associated GHG emission reductions with attractive rate of returns. In addition, energy and cost savings are achieved by other increased investment activities due to leverage effect resulting from the implementation of an integrated set of actions to comprehensively address the major constraints on scaling up energy efficiency improvement. It is estimated that the project would reduce CO2 emissions by approximately or up to 3 million tons per year. Detailed cost-benefit analysis and resulting GHG emission reduction will be calculated during project implementation.
Component 1: Industrial Investment – It is more cost-effective to build efficient plants right at the first time, than to retrofit them later. Industrial plants that are designed inefficiently at the outset are more costly to operate. Inefficient and backward industrial equipment also pose threat to pollution and require costly compliance to environmental regulations. Inefficient plants may have lower first cost, but the operation, maintenance, and repair costs can be more costly in the future. The norm of building plants on the basis of first cost has to be shifted to a more cost-effective model using Life Cycle Cost (LCC) analysis. LCC encompasses the purchase price, installation cost, operating costs, maintenance and upgrade costs, and remaining (residual or salvage) value at the end of ownership or its useful life of the equipment or system.
Component 2: Development of Third-Party Energy Service Providers – Many existing energy-intensive facilities have been built inefficiently. In many countries, the development of third-party service providers to become ESCOs has been a cost-effective vehicle to install energy efficient technologies, mobilize financing, and upgrade facility’s performance. The savings generated from the projects through reduction in energy bills are used to offset the cost of financing, installing, operating, and maintaining the energy efficiency measures. Once the project has been paid off, the savings would essentially be an extra disposable income for the facility. Saving energy also improve comfort conditions in the facility and reduce environmental impacts.
Component 3: Promotion of Energy Efficient Household Electrical Appliances – Baseline residential electricity demand is growing rapidly in Vietnam and, if unaddressed, it is expected to continue in the future. Subsidy programs are often not sustainable since their effectiveness diminishes once the subsidy ends. Subsidy-based programs should include promoting the market for energy efficient products. Thus, a cost-effective household appliance program would be a two-pronged approach that combines both supply and demand side interventions. The supply side program could include providing technical assistance to manufacturers to produce energy efficient products and developing distribution mechanisms through retailers or power companies; on the other hand, demand side program could include providing consumer financing, educating consumers about the benefits of energy efficient technologies and products, and conducting bulk purchases and procurements.
I. Justify the comparative advantage of GEF agency: 
The World Bank is a leading international financial institution with strong experience in packaging investment projects focusing on institution building, infrastructure development, policy reform, and market transformation across all the focal areas of the GEF. Since GEF’s inception in 1991, the Bank has an extensive portfolio of energy efficiency projects which have been generally satisfactory. In general, the projects include utility DSM, market transformation, ESCO development, energy efficiency financing, and supply-side improvements. The energy efficiency projects implemented generally have TA component which includes: 1) marketing; 2) training; 3) information dissemination; and 4) market and pipeline development. Key World Bank GEF projects were implemented in China, India, Thailand, Romania, Lithuania, and Croatia. In Vietnam, there has been a close working relationship between the government and the World Bank since 1997 (as mentioned in Part II: E). The World Bank has an excellent team of experts specializing in conceptualization, development, implementation, and monitoring energy efficiency projects.
part iii:  approval/endorsement by gef operational focal point(s) and GEF agency(ies)
A.   Record of Endorsement of GEF Operational Focal Point (S) on Behalf of the Government(S): (Please attach the country endorsement letter(s) or regional endorsement letter(s) with this template).

	Name
	Position
	Ministry
	Date (Month, day, year)

	Dr. Nguyen Van Tai


	Director General
	ISPONRE -MONRE, Vietnam
	     

	     
	     
	     
	     

	     
	     
	     
	     


B.  GEF Agency(ies) Certification



	This request has been prepared in accordance with GEF policies and procedures and meets the GEF criteria for project identification and preparation.


	Agency Coordinator, Agency name
	Signature
	Date 

(Month, day, year)
	Project Contact Person
	Telephone
	Email Address

	Steve Gorman, WB GEF Executive Coordinator
	[image: image1.wmf]
	May 7, 2009
	Mahesh Sharma
	458-7339
	Msharma1@worldbank.org















�    Project ID number will be assigned by GEFSEC.


�    Select only those focal areas from which GEF financing is requested.


�    Include project preparation funds that were previously approved but exclude PPGs that are awaiting for approval.


� The 12 Asian countries taking part in the BRESL project are Bangladesh, Cambodia, China, Indonesia, Malaysia, Nepal, Pakistan, Philippines, South Korea, Sri Lanka, Thailand, and Vietnam.
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