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I.  Introduction 
1. This Project Paper is prepared for the proposed additional financing in the amount of US$ 9.42 million to the Lao PDR for the Rural Electrification Phase I Project (REP I) of the Rural Electrification Adaptable Program Loan (APL).

2. The on-going REP I was financed by the International Development Association (IDA), the Norwegian Agency for Development Cooperation (NORAD), the Global Environment Facility (GEF), the Government of Lao PDR (GOL), Electricité du Laos (EdL) and the beneficiary households in the rural areas. The project was appraised in July 2005 and approved by the Bank in April 2006. It was suffering from a financing gap due to price escalation during the project implementation. Without the proposed additional financing, the households to be connected to the grid which is one of the key performance indicators under the REP I will be about 26 percent less than the target.
3. The proposed additional financing will fill in the financing gap to achieve the targeted number of household connections to the grid, and finance activities to scale up the project impact.  In particular, the proposed additional financing would finance the financing gap for the grid extension subprojects, and scale up the project impacts with (i) technical assistance for demand side management (DSM) and energy efficiency (EE); (ii) a credit support to the poorest rural households for upfront payments for connection to the grid under the “Power to the Poor” program; (iii) additional solar home systems (SHS) for off-grid electrification; (iv) support design, supply and installation of village hydro ; (v) technical assistance to construction of pilot village level biomass power plants; and (vi) procurement capacity building to ensure smooth project implementation. 
4. This proposed additional financing would be financed by the Australian Government through the Bank-administered Mekong AusAID Energy Fund, for which an Administrative Agreement was signed in May 2009 between the Bank and the Australia Government. As specified in the agreement, the fund will finance: (i) a Recipient-executed component covering the activities stated above; (ii) a Bank-executed component including technical assistance for EdL’s system loss reduction, technical assistance for small hydro development, and monitoring and evaluation of the project impact; and (iii) Bank’s supervision budget. The Project Paper is for the Recipient-executed component with the proposed Additional Financing to REP I.
II. Background and Rationale for AusAid Additional Financing 
5. Sector Background: The "Power Sector Policy Statement" issued in 2001 sets out GOL’s four policy goals for the power sector: (i) maintain and expand an affordable, reliable and sustainable electricity supply in Lao PDR to promote economic and social development; (ii) promote hydropower exports to earn revenues to meet GOL development objectives;  (iii) enhance the legal and regulatory framework to underpin power sector development; and (iv) strengthen institutional structures, clarify responsibilities, streamline administration and foster commercialization. The GOL’s National Growth and Poverty Eradication Strategy, approved by the National Assembly in February 2004, clearly set expansion of electrification and development of hydropower for revenue earning as the two priority activities for the power sector. Clear targets for rural electrification have been set by the GOL: 70 percent electrification rate by 2010; 80 percent by 2020 and 90 percent by 2030. 
6. Lao PDR is a land-locked country with a total area of about 237,000 square meters and a population of only around 5.9 million (population density 25 persons/km2, the lowest in the region).  Despite the sparse population distribution, Lao PDR has made an impressive progress in rural electrification. The electrification rate has increased from 16 percent in 1995 to about 63 percent by the end of June 2009, yet the electrification coverage in rural areas remain around 20 to 35 percent.  Most of the households electrified, about 60.7 percent out of the 63 percent, have access to grid electricity supplied by EdL. Availability of financial resources has been a major barrier to an even faster pace of grid extension for rural electrification, since EdL has more than sufficient capacity to design, implement and operate grid-extension projects in addition to the on-going projects that are defined with the limited financial resources available. As electrification moves to increasingly remote areas there is general agreement that the rural electrification strategy must build on a combination of grid and off-grid solutions. To complement the grid extension program of EdL, the Department of Electricity (DOE) under the Ministry of Energy and Mines (MEM) has been developing viable off-grid models using renewable technologies focusing on solar and village and micro hydro for rural electrification. Currently about 2.3 percent of the households in the country are benefiting from electrification with off-grid solutions. A Rural Electrification Fund (REF) has also been set up within DOE to provide additional financial incentives to improve commercial viability of off-grid technologies in order to encourage private participation in renewable energy development and rural electrification.
7. EdL was corporatized in 1997, remaining wholly owned by the GOL. Over the past years, EdL’s financial performance has improved significantly resulting from the implementation of the Financial Recovery Plan (FRP) under the IDA-supported Southern Province Rural electrification Project (SPRE which was completed in 2005) and the Power Sector Sustainability Action Plan (SAP), which was agreed with IDA at negotiations for REP I and is now under implementation. Four key actions under the SAP are: (i) annual tariff adjustment from 2006 to 2010; (ii) settlement of government arrears; (iii) EdL’s system loss reduction; and (iv) creation of awareness and practice of DSM and EE. Annual tariff adjustments have been implemented as planned. Verification of arrears owed by government agencies is on-going and settlement of verified arrears is on schedule.  In addition, new arrears by the government agencies have been reducing due to increased budget for electricity bills and improved discipline in electricity use.   Settlement of government arrears to EdL is the subject of intensive dialogue between IDA and the GOL under the Bank’s annual review of its budgetary support to GOL through the Poverty Reduction Support Operations (PRSOs) and regular supervision of the Greater Mekong Subregion Power Trade Lao Project. EdL has made significant achievement in loss reduction, particularly in the last few years with overall distribution system loss reduced from more than 20 percent in 2005 to about 13 percent in 2008. A pilot electricity demand survey and energy audit of government buildings was completed. Following recommendations of the pilot, ten energy coordinators were hired to review and recommend reasonable energy usage of the top ten government agency consumers for appropriate budgeting and introduce practices within these agencies for more efficient use of electricity.
8. REP I Project Background: The Project Development Objectives (PDOs) are to: (i) increase access to electricity of rural households in villages of targeted provinces; and (ii) improve financial performance of the power sector. 

9. To achieve the PDOs, the REP I supports physical investment for grid extension and off-grid electrification with Solar Home Systems (SHS) and micro hydro schemes, targeting to bring 42,000 rural households access to grid electricity and 10,000 rural households to off-grid electricity.  The project has also initiated a number of power sector reform and technical assistance activities targeted to improved financial performance of the power sector, including mainly: (i) a tariff reform over the APL Program period; (ii) settlement of past-due electricity bills; (iii) enhancement of utility operation efficiency by reducing EdL’s system losses; (iv) creating awareness  for DSM and EE and piloting DSM & EE program; and (v) capacity building in rural electrification planning, implementation, procurement and safeguard management. The project implementation was scheduled for February 2006 to September 2009. 

10. The cost of REP I was estimated, at appraisal in July 2005, at US$ 36.27 million and the project financing included an IDA grant of US$10.00 million, a GEF grant of US$ 3.75 million, a co-financing of US$10.00 million from NORAD and local counterpart funds of US$ 12.53 million. The IDA and GEF grants were approved on April 27, 2006 and became effective on August 30, 2006. The project closing date is March 31, 2010.
11. Progress towards Achievement of PDOs. To date, the implementation progress towards achievement of the PDOs of REP I is satisfactory. Out of the targeted 42,000 households through 67 sub-projects for grid extension, about 27,407 households (65.3%) are connected to the grid. The price escalation during 2006-2007 created a financing gap of about US$6 million for the grid extension sub-projects. The remaining one third of the sub-projects for about 12,000 households targeted will not be completed without additional financing. Regarding the off-grid component targeting 10,000 households in remote rural villages, about 9,000 households have been provided with access to electricity by mid-September 2009. The safeguard performance of REP I has been satisfactory. To improve the financial performance of the power sector, the implementation status of the Action Plan for Financial Sustainability of the Power Sector is also progressing on-schedule. The progresses and results of the tariffs reform and EdL’s system loss reduction are highly satisfactory. The tariff adjustment has been in full compliance with agreed structure, levels and schedules since 2005. EdL’s distribution system loss has been reduced from more than 20% in 2005 to about 13% by June 2009. Settlement of verified account receivables from Government Agencies has been in full compliance with the schedule agreed among the Ministry of finance, MEM and EdL. All this contributed to the improved financial performance of the power sector, with EdL reporting an operational profit in 2007 and again in 2008. This partially reflects the improved financial sustainability of the power sector. All legal covenants have been satisfied except for the submission of audit reports, which have been submitted with delays. The project has contributed to the fast growing rural electrification rate in Lao PDR, from about 16 percent in 1995 to 63 percent by June 2009.
12. Rationale for Additional Financing: The Australia Government has a strong commitment to the rural electrification, targeting the disadvantaged poor households and using renewable energy solutions in Lao PDR. The Government has committed about US$ 9.42 million as additional financing to the REP I for the Receipient-executed activities.
13. The majority share of the proposed additional financing (US$ 6.24 million or 66 percent) is for grid extension investment, which can bring grid electricity to potentially bring 11,500 to 13,000 rural households. This will also fill in the financing gap of the grid extension component of the REP I and help the Project to achieve its objective. The financing gap was caused by more than 30 percent increase in materials costs during 2006 and 2007 from the costs estimated at appraisal in July 2005. Without additional financing, about 11,000 rural households out of the targeted 42,000 (26 percent) will not be reached with the existing financial resources available under the REP I. 
14. Even in the rural villages electrified, about 25 percent of the poorest rural households could not afford the cost of connection to the grid. A pilot project, named “Power to the Poor” (P2P), covering about 20 electrified villages in three provinces demonstrated that with an additional interest-free credit support to these poor rural households, the average electrification rate in these villages had increased from 75 percent to 95 percent.  About US$ 0.6 million was proposed to scale up the P2P aiming to bring benefits to the poorest rural households and scale up the impact of the grid-extension projects. 
15. The off-grid electrification using solar panel systems has been well established and expanding fast in the country. It targets remote villages where the grid could not reach in the short and medium terms. US$ 2.0 million was proposed to finance more SHS for 5,000 rural households to scale up the impact – 55.6 percent beyond the REP I target of 9,000 households. In addition to solar, the proposed additional financing will support alternative renewable energy solutions for which technical feasibility studies were funded by REP I. This includes technical assistance to pilot village-level biomass power plants with US$ 0.1 million and micro hydro with US$0.28. 

16. About US$ 0.2 million of the proposed additional financing is for other critical technical assistance including promotion of DSM and EE managed by EdL and procurement capacity building at DOE  to ensure smooth project implementation and support achievement of the PDOs.
III. Proposed Changes 
17. Project Development Objective. The PDOs of the REP I will remain unchanged with the proposed additional financing.  Additional financing will be needed to achieve, as well as scale up, the expected outputs and outcomes of the REP I.
18. The proposed additional financing will support activities that are (i) in line with the priorities and objectives set in the Administrative Agreement between the Bank and the Australian Government for the AusAID Mekong Energy Fund; (ii) part of the original scope or a natural continuation of the REP I-supported activities; and (iii) technical assistance critical for completion of the additional financing-supported activities.
19. Project Design. The proposed additional financing of US$ 9.42 million will support: (i) fill-in of financing gap (66 percent); and (ii) scale-up of impacts (34 percent), of the REP I. The original project component and the proposed additional financing are summarized in Table 1 below.
Table 1:  Additional Financing Activities vs. Original Project Components
	REP 1 Original Project Components
	Additional Financing 

	
	Activities
	Cost

(US$ m)
	Remarks

	A.    EdL Component

	A.1 Grid Extension
	· 38 distribution subprojects
	6.24
	Fill in financing gap

	
	· Power to the Poor *
	0.60
	Scale up impact

	A.6 DSM and EE
	· hiring energy coordinators and technical assistance
	0.10
	Scale up impact

	B.    MEM Component

	B.1 Off-grid Investment
	· procurement of SHS


	2.00
	Scale up impact

	B.3 Alternative RE Delivery Model
	· micro hydro

· TA to pilot biomass power plant
	0.28

0.10
	Scale up impact

	B.6 Organizational 
       Strengthening of DOE
	· hiring an international procurement consultant;

· training for DOE’s procurement capacity building
	0.10
	Scale up impact

	Total
	-
	9.42
	-


  *
P2P is an activity designed to respond to the issue raised in the REP I but not clearly defined as an activity in the scope of REP I.
20. Fill-in of Financing Gap. Due to materials price escalation by 30 percent more than the cost estimation for grid-extension under the REP I, about 11,000 out of the  targeted 42,000 rural households will not be able to access the grid electricity under the REP I.  The proposed additional financing will finance the gap for grid-extension activity.
21. EdL Grid Extension (US$ 6.24 million). The proposed additional financing will support implementation of 38 out of the 67 distribution grid extension subprojects under the REP I,  to bring grid electricity to about 11,500 to 13,000 household, in the REP I grid-extension project areas – the seven provinces in the central and southern regions: Bolikhamxay, Khammouane, Savannakheth, Saravan, Sekong, Champassak, and Attapeu. The proposed additional financing of US$ 6.24 million will cover the material cost of the subprojects according to the latest price information, with additional counterpart funds of about US$ 3.75 million from EdL for installation and US$ 1.15 million from rural households for in-house wiring. 
Table 2. Scope of Grid-Extension Subproject with Additional Financing to REP I
	Provinces
	No. of
	No. of
	No. of
	0.4 kV 
	Transformers
	22 kV 
	Estimated 
	Average 
	EDL 

	
	Sub-projects
	Villages
	HH
	Line 
m
	3 phase
	mono
	Total
	Line 

m
	Cost materials
	cost $/HH
	Funds installation

	Bolikhamxay
	4
	13
	1,159
	24,777
	5
	12
	17
	62,439
	814,000
	702
	500,000

	khammouane
	7
	27
	1,580
	57,345
	15
	15
	30
	93,637
	1,340,000
	848
	750,000

	Savanakheth
	8
	38
	2,451
	78,760
	19
	20
	39
	78,978
	1,500,000
	612
	920,000

	Saravan
	5
	25
	1783
	41,102
	19
	11
	30
	24,462
	780,000
	437
	480,000

	Sekong
	2
	11
	836
	22,224
	8
	7
	15
	42,520
	280,000
	335
	180,000

	Champassak
	9
	27
	2548
	68,030
	25
	10
	35
	117,932
	1,226,000
	481
	750,000

	Attapeu
	3
	10
	1,162
	25,320
	8
	5
	13
	27,233
	300,000
	258
	170,000

	
	38
	151
	11,519
	317,558
	99
	80
	179
	447,201
	6,240,000
	525
	3,750,000


Note: HH – household
22. Scale-up of Impact. To scale up the impact of REP I, it will support the following activities to scale up impact of REP I. 
23. “Power to the Poor” (US$ 0.6 million). A social impact survey conducted in 2004 for the post-review of the earlier IDA-supported SPRE and the preparation of REP I identified that household connection rate in a village electrified was highly elastic to the upfront connection charge, which was about US$ 100. This was a major obstacle preventing the poorer households from connecting to the grid. The survey indicated that in most of the villages electrified under the SPRE, about 30 to 40 percent of households were not connected to the grid since they could not afford for the connection charges, even though the grid was passing right through their villages. As a result, the grid-extension projects had not reached their impact potential, particularly on the poor. 
24. To enhance the impact of the EdL’s Grid-extension Component, the GEF resource for REP I was reallocated to EdL to prepare and pilot a credit support scheme called “Power to the Poor (P2P)”.  The objective of the P2P is to support the poorest rural households who cannot afford the upfront connection charges for connection to the grid in villages already electrified. The Gender Action Plan managed by the Bank supported initial design. The P2P was designed, in a gender sensitive approach, to provide interest-free credit ($75/household) to the targeted poor households for payment of the upfront connection charges. Households would pay back the credit in monthly installments with electricity bills over the period of three years. It was piloted in 20 villages during the fall of 2008 and completed by the end of January 2009. Beneficiary households were identified in a participatory and gender sensitive approach. A rapid assessment of the pilot concluded that with limited financial resources, significant impact of grid extension projects could be achieved – the average electrification rate in these villages had increased from 75 percent to 95 percent; among female headed households, the connection rate increased even more, from 63 percent to 90 percent; and the program was highly recognized and appreciated by the local communities. IDA Grant of US$600,000 has been allocated under the Rural Electrification Phase II Project (REP II), as a continuation of the REP I, for the P2P program aiming to connect 8,000 poorest household in villages electrified under the previous IDA and GEF-supported Southern Province Rural electrification Project (SPRE, 1998-2004), REP I and other donor-funded projects.  Technical assistance will be provided to EdL with the IDA Grant to update the computerized Billing and Accounting System for managing the P2P customer billing and payments.
25. The proposed additional financing for EdL will further scale up the P2P program aiming to connection of additional 8,000 poor households in villages already electrified over past years. 
26. Demand Side Management (DSM) and Energy Efficiency (EE) (US$ 0.10 million).  One of the key activities of the REP I implemented by EdL to address the power sector financial sustainability is to reduce EdL’s account receivables to acceptable level. At appraisal of REP I, EdL’s arrears from the government agencies reached about Kip 139 billion, two times the total annual consumption (about Kip 70 billion). Technical assistance under REP I  to assist EdL and GOL address the arrears issue includes: (i) assist EdL in verifying the amount of government arrears accumulated over the past years with all government agencies; (ii) assist EdL and the Ministry of Finance to agree on the arrear settlement plan and implementation of the plan; (iii) agree with the Ministry of Finance to provide adequate budget allocation for electricity bill payment and introduce disciplined use of the budget; and (iv) fund energy audit for major government agency which are key electricity consumers in order to establish electricity consumption levels as reference for budget allocation and prepare an Action Plan for DSM and EE practice within these agencies.  All these activities are going on smoothly. The DSM and EE Action Plan recommended: (a) appointment of an energy coordinator for each government agency; (b) a public sector energy awareness program; (c) revision of procurement guidelines; (d) additional meters on public buildings; (e) establishment of an energy efficiency investment fund to be initially capitalized by MOF in the amount of US$25,000.  Ten energy coordinators were hired under the REP I in November 2008. They have made significant progress in carrying out the recommended DSM and EE activities including energy awareness promotion, identifying and implementing energy efficiency improvements, and tracking of consumption statistics. 
27. The proposed additional financing will (i) extend hiring of energy coordinators in order to continue the work under REP I and (ii) fund technical assistance to implementation of the DSM and EE Plan and train the energy coordinators.
28. Off-grid Electrification with SHSs (US$ 2.0 million). Given proven success of the SHS program under the SPRE and REP I, US$ 2.0 million was proposed for electrification of 5,000 rural households, to scale up the impact of REP I. The REF established under the SPRE and REP I will provide counterpart fund for local cost.
29. Off-grid Electrification with Micro Hydro (US$ 0.28 million). The proposed additional financing turnkey contracts for design, supply, installation, commissioning and operation training for micro hydro projects that have been prepared under REP I.  About 250 households would benefit from electricity supply with the micro hydro schemes.  This will help MEM to test alternative delivery model and diversify its options for rural electrification. 
30.  Off-grid Electrification with Pilot Village Level Biomass Power Plants (US$ 0.10 million).  The project would also finance technical assistance to pilot installation of small biomass generators (using rice husk gasification technology).  ESMAP- financed feasibility studies of potential biomass power generation projects have been completed during REP I project implementation.  A Cambodia-based small enterprise that has successfully applied this type of technology in Cambodia has been hired to identify five to ten potential sites and carried out feasibility studies for the most promising sites.  Experience and lessons learned from the pilots will provide guidance for biomass energy use and operation of the REF in Lao PDR. The proposed addition financing will provide technical assistance to continue this effort in promotion of off-grid biomass energy use.
31. DOE Procurement Capacity Building (US$ 0.1 million). Shortage of procurement capacity at DOE was the major reason for delays in implementation of the REP I-supported activities. To enhance procurement capacity, two DOE staff with engineering background were appointed recently to work on procurement under international donor-funded projects. Resources for English training were allocated for the first-step capacity building under the REP I. An international procurement consultant will be hired to assist DOE in: (i) procurement related to the activities proposed for the additional financing to avoid delay and ensure smooth implementation; and (ii) training of DOE staff for long-term capacity building.
32. Implementation Arrangement. The implementation of the activities proposed for additional financing will follow the same arrangement for the REP I – EdL as the implementing agency for the activities related to grid electrification and MEM for the activities linked to the off-grid electrification.  
33. For grid extension, EdL will go through international competitive bidding process for supply of materials and provide counterpart funds for hiring local companies for installation of the grid-extension subprojects. This follows the same arrangement as for the grid-extension subprojects completed under REP I. For implementation of the P2P, more EdL staff at provincial branch offices will be trained with the experiences of the pilot P2P project before implementation of the P2P in their respective provinces, with financial resources including IDA Grant of US$600,000 under the REP II and US$600,000 under the proposed additional financing.
34. For off-grid electrification using solar home systems, DOE/MEM will continue to use the hire-purchase model developed during the IDA-support SPRE which supported about 5,000 systems through five (5) PESCO companies hired by DOE, and further improved and scaled up during the REP I which supported about 9,000 new systems through fifteen (15) PESCO companies developed and hired by DOE with support of an outsourced international consulting firm—the Management Contractor—during 2006 to 2009. Now the 15 PESCOs are in full operation, have been managing the 5,000 systems installed under SPRE and have installed the 9,000 new systems under the REP I. These 15 PESCOs will be responsible for implementation of 10,000 new solar home systems to be financed by IDA under the REP II (2010-2013), and also the 5,000 systems to be financed by this Additional Financing (2010-2013). Local consultants who accumulated experience in managing the off-grid electrification with solar home systems during the SPRE and REP I will be hired to assist DOE in managing the 15 PESCOs for implementation of the solar home systems under the REP II and the proposed additional financing.
35. Financing Plan. The revised financing plan taken into account the proposed additional financing for REP I is shown in Table 3 and 4 below.
Table 3. Original and Additional Financing by Project Component

US$ million
	 
	 Original Cost and Financing
	
	Additional Financing 
	 

Total

	Component
	 
	 
	 
	 
	 
	Cons-umer
	Sub-

total
	 
	
	
	Sub-Total
	

	 
	IDA
	NORAD
	GEF
	EDL
	MEM
	
	
	AusAID
	EDL
	 Cons-umer
	
	

	A. EdL Component
	
	
	
	
	
	
	 
	
	
	 
	
	 

	A.1  Grid extension
	5.56
	10.000
	
	6.61
	
	4.23
	26.40
	6.84
	3.75
	1.35
	11.94
	38.34

	A.2  System Loss Reduction
	1.00
	
	
	1.00
	
	
	2.00
	
	
	
	
	2.00

	A.3  IT System
	0.80
	
	
	
	
	
	0.80
	
	
	
	
	0.80

	A.4 Tariff Reform
	0.05
	
	
	
	
	
	0.05
	
	
	
	
	0.05

	A.5 Safeguard Capacity 

       Building
	0.14
	
	
	
	
	
	0.14
	
	
	
	
	0.14

	A.6 DSM and EE
	
	
	0.750
	
	
	
	0.75
	0.10
	
	
	0.10
	0.85

	Sub-total
	7.55
	10.00
	0.75
	7.61
	 
	4.23
	30.15
	6.94
	3.75
	1.35
	12.04
	42.19

	 
	Original Cost and Financing 
	Additional Financing  
	Sub-

Total  

	
	 
	 
	 
	 
	 
	 Cons-umer
	Sub-

total
	
	
	 
	Sub-Total
	

	
	IDA
	NORAD
	GEF
	EDL
	MEM
	
	
	AusAID
	MEM
	Cons-umer 
	
	

	B. MEM Component
	
	
	
	
	
	
	
	
	
	
	
	

	B.1 Off-grid Investment
	1.69
	
	
	
	0.547
	0.131
	2.37
	2.00
	0.025
	0.063
	2.09
	4.46

	B.2 Institutional Strengthening
	
	
	1.100
	
	
	
	1.10
	
	
	
	
	1.10

	B.3 Alternative RE Delivery 

       Models
	0.40
	
	0.300
	
	
	
	0.70
	0.38
	
	
	0.38
	1.08

	B.4 RE Master Plan & Database
	0.14
	
	0.850
	
	
	
	0.99
	
	
	
	
	0.99

	B.5 Sector Financing Strategy
	0.21
	
	
	
	
	
	0.21
	
	
	
	
	0.21

	B.6 DOE Organizational 

       Strengthening
	
	
	0.750
	
	
	
	0.75
	0.10
	
	
	0.10
	0.85

	Sub-total
	2.45
	
	3.00
	
	0.55
	0.13
	6.12
	2.480
	0.025
	0.063
	2.57
	8.69

	TOTAL
	10.00
	10.00
	3.75
	7.61
	0.55
	4.36
	36.27
	9.42
	3.78
	1.41
	14.61
	50.88


Table 4: Original and Modified Financing by Source 
(US$ Millions)
	Source
	Local
	Foreign
	Total

	Original Financing
	
	
	

	Recipient (EdL, MEM and consumers)
	12.52
	
	12.52

	IDA Grant
	
	10.00
	10.00

	NORAD
	
	10.00
	10.00

	GEF
	
	  3.75
	  3.75

	Sub-total
	12.52
	23.75
	36.27

	Additional Financing
	
	
	

	Recipient
	  5.19
	
	  5.19

	AusAID
	
	9.42
	  9.42

	Sub-total
	  5.19
	9.42
	14.65

	TOTAL
	17.71
	33.17
	50.88


36. Financial Management. The same financial management for REP I would be applied for AusAID-financed activities. Financial management would be handled by EdL and DOE for their respective components. A separate Designated Account (DA) denominated in US dollar will be established by each of the two implementing agencies to receive AusAID funds. The AusAID-funded activities will be integrated as part of the  respective EdL and MEM Components under the REP I and reported under the quarterly Financial Monitoring Reports (FMRs) to be submitted to IDA within 45 days after the end of each quarter as required under REP I.  Similarly, at the end of each year, the project account for AusAID grant will be audited by independent auditors.  The audit reports are to be submitted to IDA within six months after the end of each fiscal year as required under REP I.
37. Disbursement Arrangements. Same as the arrangement for IDA Grant under REP I, EdL and DOE each will open a separate DA for the AusAID Funds at the Bank of Lao with initial advances of US$100,000 for EdL and US$50,000 for DOE. The project will use transaction based disbursement procedures: using the DA mainly for small expenditures, with replenishment on the basis of statements of expenditures (SOEs). Direct payment method may also be used for expenditures above the levels for SOEs with full documentation support. The DA should be replenished on a monthly basis to assure liquidity of funds or when the account is drawn down by 20 percent of the initial deposit, whichever comes first. All replenishment applications will be accompanied by reconciled bank statements from the depository bank showing all transactions in the DA. The DA will be audited annually by independent auditors acceptable to IDA. The projected disbursement schedule is shown in Table 5.
38. According to the implementation schedule, the disbursement schedule is estimated as follows:

Table 5: Projected Disbursement Schedule (US$)
	
	FY’10
	FY '11
	FY '12
	Total 

	
	(2009-2010)
	(2010-2011)
	(2011-2012)
	

	EdL Grid Extension
	0.94
	4.99
	0.31
	6.24

	Power to the Poor
	 
	0.60
	 
	0.60

	DSM & Energy Efficiency
	 
	0.10
	 
	0.10

	SHS  Materials
	 
	1.90
	0.10
	2.00

	Village Hydro 
	 
	0.18
	0.10
	0.28

	TA to Biomass Pilot
	 
	0.08
	0.02
	0.10

	DOE Procurement Capacity Building
	0.05
	0.05
	 
	0.10

	Planned disbursement per FY
	0.99
	7.90
	0.53
	9.42

	Total Accumulated Disbursement
	0.99
	8.89
	9.42
	 


39. Procurement Arrangements. Same procurement arrangements for REP I would be applied for AusAID-financed activities. The procurement, as part of the REP I implementation work, will be carried out in accordance with the World Bank's Guidelines: Procurement under IBRD and IDA Credits, May 2004, revised October 2006 (the Procurement Guidelines) and Guidelines: the Selection and Employment of Consultants by the World Bank Borrowers, May 2004, revised October 2006 (the Consultant Guidelines) and the provisions stipulated in the Grant Agreement. The implementation arrangements for procurement and thresholds will remain identical to the ones provided in REP I. Prior to signing of the Grant Agreement, EdL and DOE will update the procurement plan to incorporate the contracts to be financed by the AusAID grant. Tentative procurement arrangement for the AusAID grant for Goods and Services are shown in the Table 6 and Table 7 below. 
Table 6: Goods Procurement Schedule
	Ref. No.
	Contract (Description)
	Estimated Cost (US$’m)
	Procure-ment Method
	P-Q
	Domestic Preference (yes/no)
	Review by IDA (Prior/ Post)
	Expected Bid-Opening Date
	Comments

	Grid-extension Component (EdL)

	1
	Goods & Materials
	6.24
	ICB
	
	
	Prior
	September 09
	Multiple package (6)

	Off-grid electrification component (DoE)

	2
	Solar Panel Systems
	2.00
	ICB
	
	
	Prior
	April 10
	

	3
	Village Hydro
	0.28
	ICB
	
	
	Prior
	June 2010
	


Table 7: Consulting Service Procurement Schedule
	Ref. No.
	Description of assignment
	Estimated Cost (US$’m)
	Selection Method
	Review by IDA (Prior/ Post)
	Expected Proposal Submission Date
	Comments

	A. EdL Component

	1
	DSM & Energy Efficiency
	0.10
	IC
	Prior
	October 09
	

	B. Off-grid electrification component (DoE)

	1
	Procurement Consultant for Capacity Building
	0.10
	IC
	Prior
	December 09
	

	2
	Ta to Biomass Pilot
	0.10
	CQS
	Prior
	February 09
	


40. Implementation Schedule.  The implementation schedule is shown in Table 8. 
Table 8: Implementation Schedule
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41. Closing Date Extension. To implement activities proposed for the additional financing to achieve the expected outputs and outcomes of the REP I, it is proposed that the closing date of REP I be extended from the current closing date of March 31, 2010 to March 31, 2012 to provide time necessary for completion of the activities with the additional financing.  
42. Safeguard Management. The Environmental Policy Framework, Social Policy Framework and Ethnic Policy Framework for the REP I will be applied for the activities proposed for the additional financing. Same safeguard management, including monitoring and reporting will be applied. Since the activities for the additional financing are either part of the REP I activities (grid-extension) or repeating the same activity (SHS and micro hydro), no additional safeguard actions would be needed to meet Bank’s safeguard policies.   
IV. Consistency with CAS or CPS 
43. REP APL program supports the current Country Assistance Strategy (CAS) objectives of: (i) sustaining growth through improved management of rural and national infrastructure development and the overarching IDA goal of poverty reduction; and (ii) capacity development and partnerships through strengthened key sectoral and provincial capacities and partnership with donors in rural electrification. The activities to be supported by additional financing remain fully consistent with the CAS.
V.  Economic and Financial Analysis 
28. Grid Extension and Solar Home Systems -.  At a 10 percent discount rate, the economic benefit for the grid component is estimated at a net present value (NPV) of US$83.93 million; for the off-grid SHS, the economic benefit per SHS ranges from the NPV of about US$209 to US$313, depending on the size of the system. Key findings are summarized in the table below:

Table 9. Summary Economic Analysis
	
	NPV (US$)
	Benefit/Cost Ratio
	Economic internal rate of return

	Grid Connection
	83.93 million
	3.12
	95.30%

	Off-Grid SHS     20 W System

                            30 W System

                            40 W System

                            50 W System
	253.71 per SHS

209.06 per SHS

268.30 per SHS

313.58 per SHS
	1.84

1.55

1.59

1.61
	41%

23%

22%

22%


29. Grid Extension and Solar Home Systems.  Financial analysis for the grid component reveals that under the current subsidy arrangement and tariff regime, the grid component will have a NPV of US$8.55 million at a 10 percent discount rate, and the off-grid component, ranging from US$43.77 to US$200.13 per solar home system depending on size of the system. Key findings are summarized in the table below:
Table 10. Summary of Financial Analysis

	
	
	NPV (US$)
	Benefit/Cost Ratio
	Financial Internal Rate of Return

	Grid Connection
	     With capital subsidy  
	8.55 million 
	1.36
	26%

	Off-Grid (SHS)


	20 W System with 100% capital subsidy

30 W System with 100% capital subsidy

40 W System with 100% capital subsidy

50 W System with 100% capital subsidy
	43.77 per SHS

90.14 per SHS

148.89 per SHS

200.13 per SHS 
	1.51

2.05

2.82

3.34
	-14%

-29%

-62%

N/A


30. Recognizing the importance of rural electrification in poverty reduction and social development in rural areas and the fact that rural households are paying less than cost recovery for electricity supply, the government will provide 80 percent of the Grant proceeds to EdL also in grant to subside the capital cost of the grid extension subprojects.  For IDA-supported Off-grid Investment Program, the government will provide funds 100 percent in grant for the capital cost and customer repayments will be sufficient to cover operating and maintenance cost.

44. The significant differences between the economic and financial returns of the on- and off-grid rural electrification are largely due to the high consumer surpluses calculated based on lighting intensity of Off-grid solar home system component.
45. Pilot Micro Hydro Schemes.  For piloting, capital cost of the 4 prepares micro hydro schemes will be financed as grant. Assuming electrification of 250 households, 60 kWh/month consumption, USc7/kWh, and 2% operation and maintenance cost, the annual operation cost will be $5,600 and the revenue will be $12,600. The pilot project will be financial viable.

46. Safeguards Assessment. Given the identical nature of scaled-up activity to the original project design (both on-grid and off-grid components), the scaled-up activity would not change the environmental category (currently “B”) nor trigger any new safeguard policies. Environmental Policy Framework for on- and off-grid components have been prepared under REP I. 
47. Fiduciary Assessments. Since the original implementing agencies (i.e. EdL and MEM) will carry out the additional activities, there is no need to carry out a new financial management and procurement assessment.
48. The activities to be funded by the grant are in compliance with IDA policies and procedures without policy exceptions. 
VI. Expected Outcomes
49. The additional financing will contribute to the objectives and expected outcomes of the REP APL Program. Monitoring and measuring of outputs and impacts will be incorporated as part o f the on-going monitoring and evaluation process under REP I. 
50. Monitoring and Evaluation.  For monitoring and evaluation, key performance indicators for the proposed additional financing include: (i) number of households electrified through grid extension and P2P respectively; (ii) number of households electrified through off-grid electrification. The households electrified under P2P will also include record of female-headed households and households with disabled people. 

51. The implementing agencies will incorporate all the additional financing support as part of the REP I for regular reporting as agreed under the REP I. The World Bank task team will conduct regular supervision of the project implementation. AusAID will send its technical experts to join the supervision mission, or to review the project progress and impacts separately when deemed necessary. 

52. As agreed in the Administrative Agreement for the Mekong Energy Fund, AusAID will also provide financial resources for the Bank to (i) supervise the implementation of the additional financing-supported activities; and (ii) hiring consultant(s) to measure and assess the project outputs and impacts in order to meet specific monitoring and evaluation requirements of AusAID. A result Framework for monitoring the AusAID-financed activities is presented in section VI below.

Table 11: Results Framework and Monitoring for AusAID Grant Additional Financing
	Activity
	Output
	Indicators
	Target

	EdL Components

	EdL Grid Extension
	Increased access to grid electricity  of rural households
	Number of  HH connected to the grid
	11,500 HHs

	“Power to the Poor” credit facility
	Increased grid access for female-headed, disabled and other poor households in electrified villages
	(i) Number of poor households connected to the grid under the P2P
a. Number and percentage of female-headed HH connection under the P2P
b. Number and percentage of HH with disabled persons
	(i) 8,000 HHs
a. 100% of female-headed HH in P2P villages

b. 100% HH with disabled persons

	DOE Components

	Off-grid Electrification 
	Increased access to electricity of rural households through off-grid electrification with SHS
	(i) Number of  SHSs installed

(ii) Households served by micro hydro and biomass


	(i) 5,000
(ii) 250



note: HH - households
VII.  Benefits and Risks 
The Project will yield positive social benefits to the rural population, as evidenced through the socio-economic surveys during the preparation and implementation of REP I.  These surveys showed that access to electricity will most likely:  (i) significantly increase the quality of lighting and disposable income through substitution of more expensive lighting measures; (ii) provide increased opportunity for rural households to engage in income generating activities; (iii) improve quality of life through better  access to news, information and entertainment (radios and televisions); and (iv) extend working hours for children to study and household members for more flexible and productive work in the evening. 

The project-supported DSM and EE will also yield global environmental benefits, as any reduction on electricity consumption in Lao PDR will in turn increase hydropower export to Thailand or reduce thermal power import from to Thailand, thus reduce consumption of fossil fuel and greenhouse gas emission. The project will help REP I to achieve its GEF environmental objective.

Weak Implementation Capacity for Off-grid Electrification poses a risk for delay of project implementation. Mitigation measures include: (i) using the same outsourced management services with financial resources of the Rural Electrification APL Program; (ii) hiring a qualified procurement consultant to manage the procurement work; and (iii) close supervision by IDA and AusAID. 
VIII. Financial Terms And Conditions For The Additional Financing 
53. The standard financial terms for an IDA Grant would apply to the additional financing.  
IX. Safeguard
54. The activities proposed for the additional financing do not trigger new safeguard policies of the Bank and all the existing safeguard requirements and documents for the REP I will apply. The existing arrangement for safeguard management under the REP I will be followed for the safeguard management associated with the physical investment activities proposed for the  additional financing.
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