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General terms

Project Owner Is the entity providing counterpartipet and being authorized
to receive ODA grant for the Province (ProvinciaoBle’s
Committee) for development of off grid renewablecigy
projects.

Programme  or Vietham Rural Renewable Energy Off-grid Programme
Project

Project Are investment projects for constructionrehewable energy
off grid power plants

Guideline Guideline on Implementation of Finand#dnagement Model
for the Programme Supporting Rural Renewable En@fiy
Grid Projects

Financial Financial Mechanism for mobilisation of domesticdareign
Service Model grants for supporting to investment of off grid eamable
or Model energy power plants supplying electricity to aré@et have

not been connected to the national grid.

Fund is financial sources for development of prigethat are
transferred to the special account level | opendtieaService
Bank and managed by the Ministry of Industry anadgr
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IPR or FS
KBNN
MOIT or BCT
MOU

NH

Off grid RE
NVL

ODA

PMB

PMU

PPC

Fund

SEK or USD
Sida
DOME/COME
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Abbreviation

Investment Project Report or Feasib8iydy
State Treasury
Ministry of Industry and Trade (formBfinistry of Industry)
Memorandum of Understanding
Bank
Off-grid Renewable Energy
Material
Official Development Assistance
MOIT Project Management Board
Provincial Project Management Unit
Provincial People’s Committee

Capital sources transferred to the Specialodat level | and
managed by the Service Bank

Swedish Kronor or US Dollar
Swedish International Development Cooperaiigency

Operation and Management Entities atridistommume levels
that are established for receiving and operatigoogier projects.

FECCT
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Foreword

This Guideline defines the roles and procedurestakeholders which will be engaged in
setting up and utilising the ODA Fund’s and Vietream® counterpart financing of projects
connected with the Off-grid Rural Renewable Enef@RRE) Programme. These
stakeholders comprise MOIT, the donors, the salestzvice bank for the programme,
provincial authorities and contractors.

This Guideline consists of four chapters.

The first chapter defines the eligibility condit@ifor provincial project owners, together
with procedures and documents for applying to M@ Programme Coordinator for
support from the ODA Fund. Criteria for selectidnpoojects are also listed, comprising
technical, financial, economic, social, environna¢r#nd other categories of criteria. The
Guideline is based on existing Vietnamese laws eegllations, and relevant legal
documents are listed.

The second chapter describes procedures for trangféODA resources to the special
account of the service bank. It also defines prooesi for application and approval of
disbursements from the ODA Fund, as well as rudepéyments to contractors. Reporting
requirements are also being addressed, togethlerrelés and responsibilities of different
stakeholders.

The third chapter provides more detailed instrution how to set up, manage and access
the ODA resources both at the central and the pewali level. This comprises e.g.
necessary agreements with donors and the selesteidesbank, but also alternative ways
of transferring money to the service accounts. @mm$ to be met by the service bank are
also addressed.

Procedures for approving disbursements from theiapaccount level 1 (central) and level
2 accounts (provincial) as well as commitments mdedures on Viethamese counterpart
co-financing, representing at least 20 % of projgmsts, are also described. Rules and
principles for reporting, monitoring and auditinghts are listed. Roles and responsibilities
of all stakeholders involved are defined.

Chapter Four describes the mechanism for acceasitglisbursing budget resources from
the Vietnamese co-financing on the provincial letegjether with procedures for local in-
kind contributions. Roles and responsibilities takeholders in this context are defined.

The purpose of the Guideline is consequently tves@s a manual for stakeholders on
procedures for setting up and accessing both ODd\ \drtnamese co-financing of the
ORRE programme.
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1. General issues

1.1 Conditions for projects to benefit from the fin ancial support
mechanism

Beneficiaries of support Fund

This financial mechanism is formulated for assgstimvestment in construction of off-grid

power supply projects in remote areas with low medevel and low population density.

Off grid power projects in this areas are unprblga and many of them even need
subsidies for covering losses during operation séhgojects are off grid projects with low
income potential. The financial assistance from Of@8ources is anticipated to be up to
maximum 80% of total investment cost of the proj@dterefore, according to the State
budget management law, the owners of these profjeatt be eligible representatives of
the State in the project areas.

Based on_the above mentioned features, the stak#drsl which have the following
conditions will be beneficiary of ODA funds

- Being an official legal entity of local authoritPéople Committee of Province) and
at the same time being the project owner;

- Having a commitment on counterpart contributionabfieast 20 % of the project
investment cost.

The necessary procedures for submitting applicatimn getting investment financial
assistance

Applicant for financial assistance shall be thepgte&'s Committee of Province. The
Application documentation shall be sent to Minisifyindustry and Trade (Department of
Energy and Petroleum) and includes the followinguhoents:

- Application form signed by the project owner (on béalf of PPC)

- Legal dossier Decision of the Provincial People’s Committeeemrrusting one of
its units to be representative of the Provinciabfd® Committee as the Project
Owner (according to the Laws of Vietnam, the repnéative of Provincial People
Committee must be a legal entity for being the awafehe project financed by the
State budget). Permissions and Decision approving investment project
according to the current regulations of Vietnam.

- Project dossier

- Documents proving that the project is not included the planning of
connection to the national power grid at leastdrc@ming years but included in
the local renewable energy development plan, wiigbrepared following the
Framework System issued by the Ministry of Trade kdustry;

- Feasibility Study or Investment Project Reporteé project attached with the
Provincial People’s Committee’s approval of thedgtCriteria for selection of
the projects.
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This is the programme for development of indepehdéingrid power projects in areas
with low living standard and extension of the poweid to these areas is not financially
justified. However, these projects ensure econdméftectiveness and contribute to
increasing living standard for the poor people ietilam, reducing of CO2 emission and
protecting the environment.

Therefore, the project needs to meet the follow&wpnical and socio-economic criteria:

Technical criteria:

Being an off-grid power project using renewablergges the main resource;

The project ensures continuous sufficient eledyrisupply to the households in the
project area;

The Project owner (PPC) commits to establish Rig€ommune Operation

Management Entity (DOME/COME) with at least 2 siént skilled technicians

for operation and management of the Project afteestment (in accordance with
the current regulation on safety operation of poplant of the Ministry of Industry

and Trade).

Financial — economic criteria;

An appropriate and efficient business model (opemabnd management model)
has been selected for the power plant after inverstiperiod;

The project ensures continuous sufficient eledyrisupply for domestic uses in the
project area, at an price that is not exceed th# f@oposed in the approved
Feasibility Study;

Maximum assistance from ODA sources for a projg@&0d% of the total investment
cost. Local contribution of at least 20% of theatoinvestment cost must be
committed.

The project may have sufficient revenue that carecfor the operation costs. But
in case its revenue can not cover for the operatimt, then a commitment by PPC
on compensation for negative cash flow after inwesit period is needed.

Priority as regards financial assistance is giv@nprojects with feasible measures
to encourage households in using electricity fanemic development (productive
use) in the project area,

Priority is given to the projects that will havegudar revenues higher than or equal
to the total regular expenses during operationoperTo the projects that their
revenues can not cover for operation costs in thigali years of operation
(maximum 5 years), Project Owner must have commmtnan measures for
compensation for negative cash flow and subsidydpairing and replacement of
equipment.

Social and environmental criteria:

The projects shall have arrangements for constmu@nd construction management
which ensure safety during construction and opematiwithout negative impacts
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1.2

on sustainable development in the project area €f@mple, the project with
measures for prevention from illness and sociaats);.

Construction of the project shall not affect muahhe ecological environment and
local manner and customs;

Legal background necessary for development of financial

support mechanism
This guideline is prepared based on the followegal documents:

Governmental Decree No. 131/2006/ND-CP dated 1lteGdmwr 2006 by the
Government on promulgation of Regulation on Manageimand Use of ODA
Resource;

The Circular No. 82/2007/TT-BTC dated 27 July 2@iding on State financial
management for oversea grants belonged to the ISidtet;

Decision No. 19/2007/QD-BTC dated 27 March 2007rtgating Regulation on
accounting receipts and expenses of the State buddgehe foreign loans and
grants of the Government;

Agreement between Ministry of Industry and TradeMétnam and Donor on
assistance to Vietnam Rural Energy Programme;

Financial Service Model approved by Ministry of istiy and Trade and Donor.
Commitment on counterpart contribution by the lamathorities

Framework for implementation of the renewable epafi-grid projects approved
by Ministry of Industry and Trade

Institutional model for management of off - griceelicity production facilities
after construction which has been approved by Mipisf Industry and Trade..

1.3 Scope of Guideline use

This Guideline will be used in the process of atirey investment for development of
renewable energy off-grid projects, process of wmring for approval and financial
disbursement for these projects when financingomhination of the foreign donor’s grant
and local budget.

The parties related to process of the investmeptoang and financial disbersement for
the projects will use this document for implemegtand monitoring investment activities
of the projects.

These parties are:

Ministry of Industry and Trade (MOIT)/Programme d¢feict) Management Board
(PMB)

Donor (Sida is the donor for the grant of 15 miliSEK)
Selected Bank and Vietnam Treasury.
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- People Committees at various levels (PPC) and &rdyganagement Units in
provinces (PMUSs).

- Contractors who implement projects according tocthretracts with PMU.
- DOME/COME

2. Overall financial support mechanism for renewal# energy
off-grid projects
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The model of financial support mechanism for ren@egenergy off-grid projects is as
follows:

Procedures of transferring money to the SpeciabAnt (Special Account level I):

(1) MOIT and the Donor will sign a MOU on establishmexitone financial support
mechanism for the projects, in which one Speciatodnt will be opened for
managing and disbursing the grant of the Donortlier renewable energy off-grid
projects development programme.

(2) MOIT will do the procedures for opening the Spedakount level | at the Service
Bank in order to receive grant from the Donor.

(3) Based on the written request of MOIT, the Donoil wérform transferring money to
the Special Account at the Service Bank.

Procedures for approving support finance for investt project

(4) Department of Industry (later called Departmentirafustry and Trade) or another
organisation is assigned by PPC to make and to isubrRPC the Investment Project
Report(IPR or FS) for consideration and approval. The KtRuld clearly present
total estimated investment cost, proposed finanplag for the project including ODA
grant resource and counterpart finance resourae fhe local budget in accordance
with the Guideline of MOIT.

(5) PPC considers and approves Investment Project Rapdr signs the commitment
letter regarding their finance contribution. At teame time, PPC will aggregate IPRs.

(6) PPC approves Application documentation and sulbmeitntto MOIT for approval of
ODA grant resources from Donors who entrust MOITn@nage.

(7) MOIT approves the project investment cost estim@te part relevant for grant
financing) after reviewing the application docunsiun including e.g. Investment
Project Reports with criteria for selection of gaj (mentioned in 1.1.) and sends
announcement to PPC for implementation of the ptafethe localities.

After the IPR/FS being approved by PPC and Appbcatdocumentation being
approved by MOIT, PPC establish and authorise a RMUdevelop the project on
behalf of Project Owner.

(8) PMU will do procedures for opening the Special Aatiolevel Il at the local Service
Bank Branch to receive the grant amount approveBl®YT which is transferred from
Special Account level I.

(9) MOIT will do procedures for transferring money toet Special Account of PMU
according to the construction schedules basedeprihciples approved by MOIT.

Procedures for payment

(10) The contractors will send request for paymatttched with relevant receipts and
vouchers to PMU.

(10a) For expenses to be paid from the ODA gramtcg based on invoices and vouchers,
PMU sends statement of expenses together with ersicto local State Treasury for

i Grontmij 2 Bl
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checking and certifying. After having certificatidny the State Treasury, PMU sends
statement of expenses together with vouchers toestcthe Service Bank to pay for the
goods, services providers. Periodically, PMU sestdéement of expenses to MOIT for
checking and monitoring use of Special Accountlléve

(10b) For expenses which are paid from provinceshc counterpart budget, based on
invoices and vouchers, PMU will send statement xjpeases together with relevant
vouchers and receipts to the local State Treagqgyesting for payment. PPC will send the
statement of expenses to MOIT for reporting to dono

(10c) For in-kind contributions, based on the cactior's plan for in- kind contributions,
PPC/PMU will arrange human resource and materiaistife contractors in accordance
with the implementation schedule and periodicagparting to MOIT, for further
reporting to donor.

(11) Service Bank (for expenses paid from ODA gremirces) and State Treasury (for
expenses paid from the local cash counterpart hudgey out payments to contractor for
their eligible costs.

Procedures for reporting

- Periodically, PMUs will report to PPC the progresk investment project
implementation.

- Periodically, PPC will aggregate and send to MOgparts on progress of
projects implementation at the local.

- Periodically, MOIT will aggregate and send to thenbr the reports on
progress of overall Project implementation

In the overall scheme mentioned above, the grofipgganizations / agencies related to
the implementation of financial support mechaniemrénewable energy off-grid projects
will include: the Donor, Ministry of Industry andrdde, PPC, Provincial Department of
Industry and Trade, selected Bank / TreasuriesRangect Owners / Project Management
Unit and Contractors (Service Providers). The reteships among parties are as follows:

2.1. Donor

The Donor finance for the renewable energy off-gmidjects and monitor implementation
of the whole Programme in order to ensure the ngdgs of their financial contribution.
The Donor has main relationship with MOIT and Seev8ank as follows:

- With MOIT, the Donor will monitor implementation d¢fie programme through PMB.
Monitoring and follow-up is mainly based on the iIepentation progress reports
(periodical or sudden), reports on assessmentapégirimplementation results (interim
reports, auditing reports and final report at tesaion of the project) (see Annex 3).

- With Service Bank, the Donor will transfer monefairlugh MOIT), to the Service
Bank, in accordance with agreement between MOITthedonor (see Annex 2).

12
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2.2. PMB of MOIT

PMB, representative of MOIT, to manage and cootdinaplementation of the Project.
Basically, PMB has relationship with most stakekotd

- With Donor: as mentioned above, PMB is subject tmitoring and supervision from
the Donor during implementation of the Programmegeed between MOIT and the
Donor. Apart from relationship of reporting, PMBaso responsible for requesting the
Donor to transfer finance to the Fund in accordamitie the specified principles.

- With selected Service Bank: PMAl supervisemanagement and administration of the
sources in the Special Account opened at this Bardccordance with the principles
agreed in writing between MOIT and the selectediserBank. The supervision works
are performed through inspection, reporting (pedaldor sudden) (see Annex 3).

- With PPC: PMBwill organize trainingfor related staffs of PPC on appraising
investment project reports, procedures and criferalecision making, assignment of
contractors for construction and operation,, mamtp activities, financial
disbursement for the investment projects and rempto MOIT and the donors. Budget
for implementation of the programme may (dependinghe MOU) be mobilised from
donor based on agreement between MOIT and Donor.

- With Grant using unit (PPC): approves the amouwl maximum percentage of ODA
Grant for the Project based on the review of resgtidocuments including the IPR
approved by PPC and in accordance with criteriapfoject selection mentioned in
Item 1.1. and other principles agreed with the Dono

2.3. Selected Service bank

The selected Service Bank is responsible for manage and operation of the Special
Account in accordance with the principles specifiadthe written agreement between
MOIT and the Service Bank. The Service Bank willfipen the main activities as follows:

- Make proposal to MOIT (PMBJor requesting the Donor to transfer money to the
Special Account.

- Managing and administrating operation of the Spebtzount in accordance with the
agreement (Main contents are addressed in Annex 2).

- Reporting to PMB and Donor on operation of the $pefccount.

2.4. Grant using units (PPC)

Grant using units are the beneficiaries of finana&sistance from the Programme that is
managed and coordinated by MOIT. The conditionsdeitting financial assistance are
stipulated in the.egal Framework of the Project (Annex 4)and inPart 1.1 as mentioned
above.

i Grontmij 2 Bl
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3. Procedures for establishment, operation and mamggment of
the financial support mechanism using ODA resourcéor the
renewable energy off-grid projects

3.1. Opening and transferring money to the “Special Account”
Two types of Special Accounts are anticipated tojened:

- Special Account level | which is hold by MOIT:

The Donor and MOIT will make written agreement amhcial management mechanism
for ODA grant resource used for renewable energitgod project development
programme. According to this mechanism, grant fwildl be transferred to one Special
Account opened at the Service Bank and this acoeilitbe held by MOIT. MOIT will, on
behalf of the Donor, manage this grant resourcactordance with the principles agreed
with the Donor, which will be described in the $eas below.

- Special Account level Il which is hold by the prosial PMU:

Based on the grant transferred to the Special Audcewel I, MOIT will transfer money to
the Special Accounts level Il for each PMU in prmes, cities which have renewable
energy off-grid projects already approved for geftgrant fund. PMU is responsible to
PPC, MOIT and to comply with conditions for usitiis grant, in accordance with the
mechanism agreed between MOIT and the Donor aneeleet MOIT and PPC.

(i) Special Account level |

Methods of transferring money to the Special Ac¢oun

Two methods are anticipated for transferring mdioeestablishment of Fund as follows:

* Method 1:0ne-time transferring money to the Special Accaigtit after MOIT
and the Donor have signed the Agreement. This rdeth@pplicable for small scale of
grant or in case MOIT and the Donor have alreadindd that the scale of investment is
equivalent to the committed grant.

* Method 2: Multi-time transferring money to the Special Acobun accordance
with the schedules of disbursement of money in $ipecial Account. This method is
applicable for case of large grant when the number of anticipated projects to be
financially assisted from the Programme could redbfined when MOIT and the Donor
sign their agreement, the multiple transferring mporo the Special Account will be
performed in accordance with the following prineigl

- First time: Transferring maximum 40% of total grasammitted by the Donor for
Vietnam after Agreement has been signed.

- Next times: transfer to the Special Account wél eerformed based on the following:
14

i Grontmij 2 Bl




VIETNAM - SWEDEN RURAL ENERGY PROGRAMME MOIT

EMBASSY OF SWEDEN

Hanoi

(2004 - 2010)

+ When 50% of amount in the Special Account havenbesed (with attached
statement of expenses from the Special Accouniiydimy the Special Accounts level

).

+ The list of projects anticipated to be finangialupported in the next 6 months (or
one year).

Currency used in the Special Account level I:

- The Special Account level | will be in foreign cemncies (SEK, USD, etc., depending
on the currencies of the Donors) and not necessaflye exchanged into Vietnam
Dongs in order to avoid risk of exchange rates.n3i@ring money to the Special
Accounts level Il or direct payments to the servipeviders will be performed in
Vietnam Dongs. All variations of exchange ratesr@ase / reduction) will be recorded
as increase / reduction respectively in the Spdaabunts.

- The Special Account opened at the selected Barlkbesiefit from flexible interest of
respective currencies at each time in accordandk the regulation of the Bank
applicable to the customers. The Bank will open aoeount for monitoring interest
from the Special Account. This interest amount lused for covering service fees of
the Bank. The surplus between the interest amondt kmnk service fees will be
transferred to the Donor (if required by the Dormr)will be remained as additional to
the amount in the Special Account level I.

(i) Special Account level Il

- This Account will be opened by PMU at the local\vism Bank in the project area in
order to receive money transferred from the Spe&aount level I. Each approved
project will open a separate Special Account ireotd monitor transactions, payments
of the projects.

- Amount of money to be transferred to Special Act¢dewel 1l is the amount approved
by MOIT. This amount shall be only used to paydost items that have been approved
by MOIT.

- The account is opened in Vietnam dongs. The exahaaigs at the time of requesting
for money transfer from the Special Account levehall be applied.

- The method of transferring money to the Specialcdet level 1I: in order to avoid
money stagnation in the Special Account level il am reduce risk of exchange rate,
transferring money to the Special Account levethill be performed based on the
values of contracts signed between PMU and thacgeproviders and the progress of
project implementation.

- The payment method and addition of money in thec@&pé\ccount level Il will be
performed with the methods of statement of experfséewing that the Service Bank
shall make payments to the contractor based on BM&Huest, with certification on

15
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the Statement of expenses of the local State TngaBWMU is responsible to send
statement of expenses to PMB/MOIT for monitoringd adOIT will check these
expenses through inspection, supervision or agditirssions. PMU is responsible for
detaining all documents of contracts, paymentjiges, receipts, commissioning and
handing over minutes related to each expense wdehlisted in the statement of
expenses for serving inspection, supervision ottmpetent agencies in future.

3.2. Selected Service Bank
- Service Bank where the Special Account level pé&ned

One of the four State Commercial Banks can be chasehey are all large bank with
networks nationwide and have capability to play thke of Service Bartkto implement
tasks of an entrusted bank for international fim@nzansactions for the Programme. The
reasons of selection are as follows:

+ Network in provinces, cities throughout the whobuntry.

+ Functions and experience in management of epttusoreign funds for
investment and construction of rural energy prajestich as WB projects.

+ Experience in reviewing and providing loans te ilvestment projects.

Besides, one of the important criteria for selettmf a Service Bank is service fees
required by the bank Banks that are experienceeivice banking with reasonable service
fee should be selected.

- Banks where PMU opens the Special Account:

For fastest and accurate reporting on money usas $pecial accounts, level | and level I,
the special account level Il shall be opened atdbal Service Bank. Using these accounts
shall be in compliance with the stipulations in Baat 3.1 above.

- A part from that, PMU shall open a Deposit Accoahtthe local State Treasury for
receiving and making payment from the counterpararice resource of the State
Budget. Using of this account shall be in complemadth the existing regulations of
Vietnam on the State Budget financing.

3.3. Procedures for approval of budgets from the Sp  ecial Account
level | for the projects

The following steps for implementation of the ficéal support mechanism in the form of
providing fund are anticipated as follows:

! The Consultants recommends to select a Servick Based on the results of surveys and working thi¢h
existing financial organizations in the financigbem of Vietnam such as Vietnam Bank for Investnaenl
Development (BIDV)
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3.4.

Step 1. In the stage of preparation of investment projesgort, theproject
owner/Department of Industry and Trade or another wnit authorised by PPC
will submit the investment project report (IPR @)Ro PPC for consideration and
approval. Regarding the budget resources, the ¢éstahated investment cost and
the financing plan shall be proposed for the ptojexluding grant resource and
the committed provincial counterpart finance reseur

Step 2 PPC will review and approve the investment priojeport. For the local
financing, PPC will: (i) check and confirm on cabttions (in cash or in-kind)
from the local counterparts as proposed by PMU; dpprove and commit on
provincial state budget allocations in cash.

Step 3: Periodically (monthly or quarterly), PPC will aggate IPRs which are
accepted by PPC and submit them to MOIT for comatden as regards provision
of grant from Donors who entrusted MOIT to managthe Special Account. In the
documents to be sent to MOIT, PPC has to cleadyesits commitment on
percentage of counterpart finance, form of contidou and finance resource
(according to Part 1.1.)

Step 4 MOIT will review IPRs. If the projects are judgéal sufficiently meet the
conditions for getting financial assistance frone tArogramme, the MOIT will
approve the project investment cost estimates téinamced from the grant. The
Approval Decision will have the following contents

+ Total investment cost

+ Total granted budget corresponding to the cotenhitocal counterpart
contribution amount.

+ Allocation of granted budget specified per investt item.
+ Principles on payments from and reporting onafdbe grant resource.

Procedures for using ODA and local budget fo  r payments to

the projects from Special Account level | and Speci al Account
level Il

Step 5 After receiving the Decision on Investment ap@idvom MOIT, PPC shall

establish a PMU, the PMU will make arrangements dpening the Special
Account level Il at the local Service Bank Branaohorder to receive the financial
assistance which is approved and transferred tdOT.

Step 6: PMU (through PPC) makes request to MOIT to transfeney to the
Special Account:

The first transfer: to be implemented accordingh® Ministry of Finance’s Circular No.

108/2007/TT-BTC dated 7 Sep 2007.

+ PMU signs agreements for providing services wibimtractors in order to
implement the project, makes statements of sigoatracts and sends it to
MOIT requesting for money transfer. The statemex# to clearly mention
names and address of the service providers, cdstnaembers, brief
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description of the contracts, total of payable amppayment schedules for
the next 6 months or one year.

+ Based on the statement of the contracts, PMB/MA&II decide the amount
of the first transfer to the Special Account lelleltaking into account the
total contract value and payment schedules of tm#racts. Based on the
request of PMB/MOIT, Service Bank will transfer negnto the Special
Account level Il of PMU which is opened at the Ib8arvice Bank.

+ Bidding Plans, Bidding documents, and Contractsustm obtain
MOIT/Donor’s “No Objection”.

Next transfers (to be implemented according to Fmecedures for Advance Account
stipulated in the Circular No. 108/2007/TT-BTC)

+ PMU sends the request to PMB/MOIT for next tfars The request shall
be attached with: (i) Statement of performed expsnéi) Balance of the
account at the time of request for transfer; andSatement of contracts to
be paid in coming time.

+ PMB/MOIT considers and arranges for money tramsfg to the Special
Account level .

- Step 7 Payments for Contractors (that signed contratit RMU):

+ Based on the request of the Contractors, PMU sehd documents and
vouchers to the Local Treasury for checking antifgerg.

+ After having the certification of the local Stafreasury, PMU will send
documents and vouchers to local Service Bank reimpgepayment for
Contractors.

+ Local Service Bank makes payment for Contragtmmmfthe Special Account
Level Il if the documents and vouchers are eligible

3.5. Mechanism for communication, reporting and au diting
(templates provided in attached Annex 3)

For management, supervision and assessment opératmn effectiveness of the financial
support mechanism for the renewable energy off-gpidjects, a mechanism for
communication, reporting, monitoring and assessnsesuiggested.

(i). Mechanism for reporting, monitoring

According to the operating procedures for the faiahnsupport mechanism, for the purpose
of managing and monitoring activities of stakehatde the process of making decisions
on approval of the projects and financing to thgqmts, the following reporting
mechanism needs to be applied:

Overall report by PMU on status of Project impletation (Off grid RE Power Supply
Investment Projects):

- Reporting agency: PMU

i Grontmij 2 Bl

18




VIETNAM - SWEDEN RURAL ENERGY PROGRAMME MOIT

EMBASSY OF SWEDEN

Hanoi

(2004 - 2010)

Units verifying reports:

+ State Treasury for part related to financial enges from the Special
Account level Il and from the Counterpart State getd

+ PPC.: for acknowledgement of the contents of¢ipert.

Frequency of reporting: Periodically (quarterly) iormediately on the request of
the Donor or MOIT; annual reports and final regorttermination of the Project.

The contents of report:

+ Total investment cost of the project

+ Progress of financial disbursement in the repg period (attached with
statement of expenses from each Special Accouel 1By

+ Plan of project implementation in the next rejogy period.

+ Assessment of disbursing process and projectleimmgntation and

recommendations (if any) to the management agenthyedonor.
Deadline for submission of the reports:
+ Quarterly report: 15 days after ending of rejpgrguarter at latest .
+ Annual report: 60 days after ending of reportpegr at latest .

Reports of Service Bank/Treasuries on status ofigpaccounts level I, and II.

Reporting agency: Service Bank / Treasuries.

Frequency of reports: quarterly, annually or imrmagéely on the request of the
Donor or MOIT.

Recipients: Account holders or the Donor on theiest

The contents of report:

Balance at initial reporting period.

Transactions, payments within the reportingqukri

Rejections of payments in the period and reasbnsjection.
Balance at the end of the period.

Interest amount received in from the SpecialdAet in the period.

+ 4+ + + + 4+

Service fees in the period.

+ Ending balance

MOIT makes summary report on implementation progyafsthe Programme (Project)
to Donors and the Government of Vietnam.

Reporting agency: PMB

Frequency of reports: periodically (quarterly) omiediately on the request of the
Donor or MOIT; annual reports and final report enntination of the Programme
(Project).
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- The contents of report:
+ Total balance in the Special Accounts at thigalnand end of the period.

+ Process of financial disbursements of Specialofat level | and all Special
Accounts level Il in the reporting period (attachwith the statements of the
expenses from Special Account level | and eachi&p&ccount level ).

+ Plan of Project implementation in the next réipgrperiod.

+ Assessment on process of Programme implementatancluding of
financial, technical aspects, effectiveness of funde and the
recommendations (if any) to the Donors.

- Deadline for submission of the reports:
+ Quarterly report: 30 days after ending of rejpgrgjuarter at latest.
+ Annual report: 60 days after ending of reportyegr at latest .

(if). Assessment of effectiveness of Programme fugoting renewable energy
off-grid projects

Assessment of the effectiveness of the Programmainged to define whether the
Programme achieved its objectives, based on thetitaive and qualitative assessment of
results and impacts on facilitating for people ffigrid areas to access and use electricity
supply based on renewable electricity resources.

The assessment can be done at two occasions, edminassessment and as final
assessment when the Project, Programme termimatscordance with the agreement of
the Donor. Adequate assessments require long experiand know-how of technical,
managerial, financial, environmental and socio-ecoic matters, therefore, there is need
to hire capable experienced experts (local andriat®nal experts) to perform this task.
Fee for these experts can be paid from the SpAcebunt level | or directly paid by the
Donor.

(i) Independent auditing report

Independent auditing can be performed one time wtiHtimes during implementation of
the Donor’'s Support Programme. For the small suppoogrammes (projects) with
implementation time of 2-3 years, independent aglishould be done one time when the
Programme (Project) terminates. Auditing will beaaged by MOIT or Donor.

3.6- Responsibilities of the parties related to the financial support
mechanism

In the above mentioned overall scheme, the group®rganizations related to the

implementation of financial support mechanism fenewable energy off-grid projects

include the Donors, MOIT, PPCs of provinces, citiggich have financially assisted

projects, Departments of Industry and Trade of ija®s, cities, Selected Bank / Treasuries
and Project Management Unit and Contractors. Thiesroresponsibilities of and

relationships between the parties are as follows:
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(i) The Donor

The Donor is an agency which grants funds for rextdev energy off-grid projects and
monitors implementation of the whole Rural RE OfidgProgramme to achieve its
objectives. Responsibilities and rights of the Dainclude:

- Transferring money to the Special Account level brder to provide financial support
for renewable energy off-grid projects in accordandth the agreed principles.

- Having right to stop transferring money to the FPamgme (Project) if it finds that
implementation of the Programme (Project) is natampliance with the agreement.

- Monitoring implementation of the Programme (Projetitrough PMB (MOIT).
Monitoring will mainly be based on reports on implkentation assessment (periodical
or sudden), on the Programme (project) resulterimt reports and final report on the
termination of the Programme (Project), and AuditReport.

(i) PMB —The unit responsible for project/programme management

PMB - is the unit representing MOIT, in charge ofplementation of the Programme
(Project). The responsibilities of MOIT are as dalk:

- Making request to the Donor to transfer money te ®pecial Account of the
Programme (Project) in accordance with the agreemen

- Approving financing to the investment projects lth®® considering and reviewing
application documents including of IPRs which haeen approved by PPCs and level
of committed counterpart local finance contributidime allocation of grant fund will
be performed in accordance with the principles egjwgith the Donor.

- Making payment of Fund (Special Account) manageniees to the Service Bank in
accordance with the agreement.

- Providing necessary assistance within the scopiefProgramme (Project) to local
Service Bank / Treasury in order to effectivelylgecmanagement of financing.

- Supervising management of the Special AccountseaBervice Bank.

- Monitoring and Assessing of management and coadtidmaof overall off grid RE
projects.

(i) Service Bank

The Service Bank will manage entrusted Special Ant®level | (Fund) in accordance
with the principles agreed with Ministry of Indugtind Trade. The main responsibilities of
the Service Bank / State Treasury are as follows:

- Performing transactions of the Special Accountrenrequest of the Account Holder.
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Periodically (Monthly or Quarterly) or on the regueService Bank is responsible for
sending statement of Special Account to the Accélaider.

Periodically (Monthly or Quarterly) or on the regteof the Account Holder, the
Service Bank shall inform the Account Holder of tihéerest amount on the Special
Account; service fees of the Service Bank; baldmetveen interest and service fees;
balance at initial and at the end of period.

Benefiting from service fees in accordance with élgeeement between the Bank and
MOIT.

Having right to reject payment to service providérdinding documents are not
meeting conditions for payment and at the same tiraking notices to PMU/PPC and
PMB/MOIT.

If Service Bank makes disbursement not in compkamdth the agreement, it is
responsible for taking back disbursed finance frauoeivers. In case such this is
impossible or complicated, it is responsible to is@wn finance for repayment to the
Account as compensation of the wrongly disburseduarn

Using Bank accounting system for management anchtipe of the Fund.

Preparing and submitting reports on operation ef Alscounts quarterly and annually
to MOIT in accordance with the agreement or sudagorts which MOIT and the
Donor may request in accordance with the releveguilations and laws.

Facilitating conditions for the Donor and MOIT tocass the data of the Fund at their
request, which is not conflict with security requirents of the Bank

(iv) Provincial State Treasury:

Is responsible for managing and controlling of exges paid from provincial
counterpart fund and reporting to PPC on disburseimfethis counterpart fund.

Controlling expenses which are paid from ODA grémt each project based on
financial plan of the project that was approvedM®IT, and compliance with payment
plan and principles agreed between Donor and M@t ralevant vouchers.

(v) PPC - Project Investment Owner

PPC is responsible for implementation of the follayvtasks:

a.

Assigning one of its units to make off grid RE piarg and IPRs, receiving project
proposals (IPRs), considering and preparing doctettien of the potential projects for
sending application to the MOIT for financial assige;

Approving IPRs, including commitment of countergiarance portion.
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c. Organizing project implementation and assessinglampntation results for the
projects with financial assistance from the Progrean

d. Managing projects implementation schedules, pragaprogress reports and being
responsible for contents of the quarterly reponts sending them to MOIT.

e. Selecting of and signing contract with contractar foperation of project; or
establishing and handing over the project to opmrainit according to stipulations in
the Framework System.

(vi) PMU — Representative of the Project Owner/Unit in charge of Management of
ODA use

PMU is the representative of the Project Ownereeeive financial assistance from the
Fund for implementation of projects. Roles and Respbilities of PMU are stipulated in
the Legal Framework of the Project. PMU is estéieidsby PPC and can belong to PPC,
Provincial Department of Industry and Trade, or &#mpent of Planning and Investment.
The responsibilities of PMU are as follows:

a. Selection of project sites included in the plannioig renewable energy resource
development, making IPRs/FSs and submitting to RFP@pproval of investment and
for PPC to aggregate and submit to MOIT for appr@rafinancial assistance from
foreign grant.

b. Arranging own finance or requesting for financimgrh the provincial budget in order
to have at least 20 % of the total investment asthe project and having the
commitment on finance contribution in attachmenthi Application Document.

c. Being in charge of tendering for selection of caaotor for implementation of the
project and signing the contract with the contractaccordance with Vietnam Law on
Tendering, then submit bidding results to the Iowent Owner for approval,

d. Organizing implementation and management of prsejéstipervising contractors in
design, construction and carrying out inspectiothefproject, etc.)

e. Acknowledging the results of project implementatiprogress performed by the
contractor.

f. Aggregate the results of financial disbursementjlbgrterly report, make quarterly and
annual plan of disbursement and send them to PP&pfwroval in accordance with the
provisions specified in the contract.

g. Being responsible for disbursement of the localdgatichnd its own finance and report
the result of counterpart finance disbursementR@ Bo that PPC sends it to MOIT for
preparing report to the Donor.
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(vii) Contractor/service providers

The parties which sign the contract or carry oyiag of or the whole contract will have
rights and obligations as follows:

- To submit bidding documents in accordance with Maet Law on Tendering;

- Signing the contract for implementation of the pobjin accordance with the proposal
in tender documents, if there is any revision audt be agreed by the Project Owner’s
Representative/ PMU;

- Must implement the project according to the stipatss in the contract and approved
Technical Proposal.

- Being paid in accordance with the successful bidepand in accordance with the
implementation progress and results which have lae&nowledged by the PMU and
approved by PPC; Having right to make complainthié payment is not made in
accordance with the provisions specified in th@ethcontract and successful bid price;

4. Mobilization and disbursement of the Vietnamesénance
resources for renewable energy off-grid projects

The local counterpart finance resources can belimetifrom two resources:
- Provincial budget

- In-kind contributions from community organizatioasd local people, who will be
beneficiaries of the project.

The disbursement of these two resources is pertbimevo different procedures..

4.1. Procedures for disbursement of finance from th e provincial
budget

The provincial budget resource is managed at theimeial Treasury. The procedures for
disburserr?ent of this finance resource shall beommiance with the budget accounting
regulation.

Procedures for disbursement will follow local prdaees. Therefore, This Guideline only
stipulates the most general steps, roles and respliies of involved parties in the
process of disbursement.

2 During working with the provincial counterpartsgtconsultants raised the issue of disbursement
procedures and received the common answer tha gresvell known because they are applied frequent!
It needs to mention that there are also commonag&gns applicable on provincial budget managenrent
some provinces. However, when budget resourcedistvarsed for development of programmes in various
localities, the procedures on management of thedgdis shall be also be changed to the match actual
conditions of the locality where the projects arealted.
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The process of management and payment from thisires is as follows:

Step 1 Based on the financial resource which is commiibiy PPC to contribute to
the approved project, PMU will quarterly or annyattake plans for getting funds
in order to disburse budget to the contractors.

Step 2 The Project Owner/PPC approves, allocates fimdnmesources and
transfers money to the account opened by PMU apiinencial Treasury based on
commitment of finance contribution which has beegread with MOIT, the
contract signed with the contractor, the progrésisutsement report of the previous
period and proposal of PMU.

Step 3 Based on the project implementation schedule,n@asledgment of
completion of tasks according to progress repo®dU/DOI and contract signed
with the project owner, PMU will request provincititeasury to check and make
payment to the contractor/service providers fromkihdget resource.

Step 4: PMU aggregates results of disbursements of copatefund and ODA
fund for projects in quarterly and annual reportd aends to PPC for PPC to make
a periodically (or whenever requested) report tolMénd Donor as well as to the
Provincial People’s Council.

Apart from the functions, responsibilities mengdnin the Part 3, the stakeholders shall
also have additional functions, responsibilitiesiny process of disbursement of the
provincial counterpart fund as follows:

PPC is project owner and responsible for:

+

PMU

Making commitment on provincial counterpart ficancontribution to the project,
before sending application to MOIT for ODA support.

Making arrangement for budget disbursements @o@ance with the payment plan
agreed with the contractor and according to thgeptamplementation schedule.

Approving payments that are made from the prosireounterpart budget and send
the payment proposal to the local Treasury.

Hiring auditors to carry out auditing of expensesered from the local budget
resource.

Being responsible towards the Provincial Peopl€suncil for approval and
justification of expenses covered from the budgeficcordance with the existing
regulations of Vietham.

Periodically sending reports to MOIT on disburgeis of budget resources to the
project, to be used by MOIT for reporting to theridn

Making and sending Financial Plan to PPC regngdior provincial financing in
order to have at least 20% financial contributiontiie project investment and
commitment of finance contribution must be attacteethe Application Document.
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Acknowledging results of project implementatiop the contractor in order to
report to PPC for approving payments from the btidegource.

Aggregating the results of financial disburseraefnom budget resources to the
project and preparing quarterly and annual findndisbursement plans and send
them to PPC for approval in accordance with theviprons specified in the
contracts which have been signed with the Contracto

Being responsible for arrangement of disbursenwnbudget resources to the
Contractor and reporting results of budget disbuesds to PPC so that PPC can
inform MOIT, for further reporting to the Donor.

The provincial State Treasury

+ Controlling expenses from the budget and beisgaasible for checking, detaining
receipts, vouchers of payments from the local budgel making reports to
competent authorities on verifications and expensgsred from budget resources.

+ Legally responsible for loss or misuse of budgetns, e.g. in case wrong expenses
are paid.

+ Responsible for reporting on receipts and expeteseelevant authorities.

Contractor

+ Responsible for preparing periodical plans fajget implementation in accordance
with the implementation schedule specified in trenact and plan for payments
from the provincial budget so that PMU can pregiisbursement plan and submit
it to PPC for arrangement in time.

+ Sending Invoice to PMU and direct receiving pagtrtrough local State Treasury

if the payments will be made from the local coupdet budget.

4.2. Procedures for disbursement of in-kind contrib ution

In-kind contribution includes works, labour and arétls for construction of the project. In
practice, because of necessity of controlling mtogpiality, in-kind contribution is mainly
labour?

There are 2 ways of in-kind contribution, therefdteere are 2 different ways of
management:

(i) Simple labour contribution:

When labour is contributed, the roles and respdit&b of parties are as follows:

Project owner/PPC

% Because there is no available standard for thenid-contribution, therefore, Consultants propos®e
forms which will be included in report of the inAki contribution.
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Project Owner/PPC will list the simple works (whichn be performed by unskilled
labour) for each project and send the request tdTMI®nor for approval (Table 1) as
a part of provincial counterpart budget. (see AnBex

When preparing the bidding documents, the projeciev needs to announce the in-
kind contribution (simple labour and materials) that the bidders can include this
contribution in their financial proposals of thel lsiocument.

List of the works that will be implemented by lo¢abour shall be clearly specified in
the contract with the contractor.

The rate of simple works for calculating of couptat budget is the rate at the local or
21,000 VND/man-day. This rate is calculated basadtlee minimum salary level
(450,000 VND / man-month) and 22 working days penth according to the current
regulation of the Government of Vietnam. This nowill be varied respectively
according to the change of minimum salary level.

PMU/ Representative for PPC has the following respwibilities:

PMU approves the Contractor’s plan for mobiliziegdl labour, cooperates with local
authorities to mobilize labour and checks the peméxl works according to the

schedule. Daily, PPC assigns staff to manage thmulathat is used by the Contractors
and to get signature of the Contractor certifyimguse of labour (template provided in
the attached Annex 3).

PPC will send periodical report to MOIT/Donor onkimd contribution when works
have been completed (template provided in the lath@nnex 3) and final report at
latest three months after the project has beennated.

Contractor:

For the items which PPC propose as in-kind contioioy the contractor will not

account in cash but in work volume necessary tothiselocal in-kind contribution in

their bids and in preparing construction sched@entractor shall make their plan
specifying clearly the time they need the labouand other in-kind contribution in
accordance with the construction schedule and &eR#U for approval and arranging
of local resources.

Monthly, for the items, works the Contractor negalsise in-kind contribution during
implementation of the project, the Contractor spadipare plan and submit it to PMU
at least 30 days prior to the time these worksl fleaperformed, so the PMU will have
enough time for arranging of local recourse acewdo the time schedule.

Daily, the Contractor shall acknowledge numberaifolur and work which has been
implemented by arrangement of PPC (See Annex 3).

PMU:

PMU will approve the list of simple works and thenmber of labours proposed by the
Contractor and send to the project owner/PCC opReGommittees for coordination
of work performance. The maximal time for appraga? weeks.
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PMU approves the work plans of People Committeeslifferent levels (template
provided in the attached Annex 3) and sends thenth& Project Owner for
coordinating implementation.

PMU and the Contractor co-acknowledge works coredldty PPC or local people
(template provided in the attached Annex 3).

(i) Material contributions from local level
Project Owner/PPC:

The Project Owner will add proposed materials agadsthe list of materials to
MOIT and the Donor considering that as a part oal@ounterpart contribution for
MOIT to approve (see Annex 3).

The portion of local in-kind contribution shall bdearly stated in the Tender
Dossier for the bidders to account this in-kindtdbaition according to the volume
stated in their bidding document.

Unit prices of the materials used for accountingheflocal contribution shall be the
local market prices at the time of accounting hi@ teport of local contribution after

project implementation, market price at the timeaofounting will be used as the
unit price for the materials used at site. Basistf® used unit price will be the

guotations offered by the local material distribatand relevant transportation fee
which calculated by PMU at the time of mobilization

PMU - as the representative of Project Owner (F#P@l have to do:

Organize mobilization and provide materials in adeoce with the list of materials
agreed with PMU/PPC and Contractor.

PMU gets acknowledgement of the Contractor wheivel@hg materials (template
provided in the attached Annex 3) and the aggregdtible of provided materials
(template provided in the attached Annex 3).

PMU report (quarterly and annual) on the disbursenaé contributed materials
together with other contributed items to PPC folCRB report to MOIT and for
MOIT to submit to Donor.

Contractor:

Recording items of local contributed materialshe Financial Proposal of the bid
document so that these items will not be accouatedash values in the financial
proposal of the document.

Preparing plan of required materials supply andisenit to PMU/Project Owner
so that PPC/PMU can prepare for supply in time fsagex 3).

Monthly, the list of requested materials will benstéo PPC/PMU at least 30 days
prior to the time of using these materials.

The contractor shall acknowledge receiving all make from PPC (see Annex 3).
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Appendices

Appendix 1: Agreement/ MOU/ Memorandum of Understan  ding
between MOIT and the Donor

Legal basis of this agreement is the Programmerdentisigned between the Government
of Vietnam and the Donor

Main contents of the agreement are:

1. Donor agrees to grant the amount of ... (SIDA agteaggant 15 million SEK) for
implementing projects meeting criteria as definethe Part 1.1. of the Guideline.

2. Donor and MOIT agree to manage this grant accordomghe “Guideline on
Implementation of Financial Management Model foogtamme Supporting Rural
Renewable Energy Off grid Projects”

3. Some detailed regulations that Donor can re-confsuth as the maximum
percentage of grant for each project, methods oheyaransfer, reporting and
auditing.

4. Effective time of the agreement and stipulationssettling of disputes between the
two parties.
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Appendix 2: Agreement between Ministry of Industry and Trade
(MOIT) and Service Bank on management of the Specia | Account
(Fund) for investment assistance to rural renewable energy off-
grid projects

This agreement is made based on the following legekground:

Cooperation Agreement between the Donor and MOIWwimch the financial
support mechanism for the projects is specified.

Legal documents related to management and accouuiti@DA fund of Vietnam
Government which are in effect at the time of sigrnthe agreement.

Project Documents signed between Vietnam Governarahthe Donor.

Parts and provisions of this agreement

Part 1: Opening of account and transferring money® the account
This part must have provisions on the following:

Number of accounts and conditions for opening efdbcounts: Resources from
each Donor shall be managed in separate accowrk llef the Fund. The
account of the Donor will be opened after agreenhast been signed between
the Donor and Vietnam and will be closed when tivefof the Donor has been
disbursed or when agreed at other occasion.

Transferring money from the account of the Donorthte account level | is
made on the request of the Donor. Method of transfgmoney to the account:

- One time transferring money to the special accoM®@IT and entrusted
bank will be totally responsible to the Donor faslwirsements from this
account.

- Transferring money in accordance with the estinmatibthe fund necessary
for projects which have been listed as potentiaJgmts and balance of the
account.

- Transferring money in accordance with the approastbunt for projects
following approved IPR/FS.

Part 2: Management of account
This part will have provisions on the following:

Management fees to the entrusted bank and trafiesfer

Management of the interest on the account: Usuthéy interest from the
balance of the account is transferred to the Damoused for increasing the
balance of the account level | and for payment @hagement fees to the
Entrusted Bank (depending on the agreement of thref).

Management of disbursements from the account: @ondifor payment to the
contractor: Payment to the contractor is based omr@issioning Minutes on
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the work items which have been completed by cotdrategal status of money
receiver, contract and financial assistance apprtoyeMOIT; periodical report
on management and statement of receipts and exgpehdbe entrusted Bank
sent to MOIT (the quarterly or annual reports dejeer on the request of the
Donor).

Regulation of the Donor or the Ministry of Industapd Trade on auditing the
account.

Part 3: Risk management
This part will have provisions on the following:

The ceiling and floor limits of financial assistanamount to each project (or
investment cost per unit installed capacity). Thes®visions are necessary to
avoid negative action in overestimating the invesitncosts when asking for
financial assistance. These provisions of MOIT Ishalate to the study of

investment levels of small power projects usingiows renewable energy
resources.

Responsibilities of related parties in compensatpussible loss from the
account. Responsibility to pay back money to treoant will belong to parties
which make errors in checking, supervision, appram@d making payment
from the account.

Management of risk of exchange rates in the prooéssceiving and making
payment from the account. In order to reduce tleh@mge rate risk, the account
level | shall be in foreign currency (currency letaccount shall be the same
kind of that of the Donor) and value of paymentlveé in Vietham Dongs,
therefore, applicable exchange rate at the timepthenent shall be used for
accounting to the account level .

Part 4: Rights, responsibilities and provisions forsolving disputes between
MOIT and entrusted Bank

This part must have provisions on the following:

Responsibilities and obligations of MOIT (MOIT witlave no right as it is a
State management unit): management and monitofitigecaccount; approving
amount of financial assistance to projects; preaperiodical reports to the
Donor on using of the account; responsible to tbeeEhment for management
of ODA fund.

Responsibilities and interests of the entrusteckBaranagement of the Fund in
accordance with the regulations; making compensatb the loss of the

account if it makes expenses from or use of accoanin compliance with the

regulations; paying interest on the money of theaant; beneficiary of account
management fees and fees for transferring moneypayment.

Provisions on resolving disputes between MOIT amuusted Bank: both sides
will have to resolve disputes together by themselvefore bringing issues to
the court in accordance with the laws of Vietnam.
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Appendix 3: Forms for Financial Management Report
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