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A: Project Development Objective

1. Project development objective: (see Annex 1)

The overall goal of the proposed project is to contribute to the Government's poverty reduction
program in the rural areas. The specific objectives of the proposed project are to: (i) improve the access of
rural communities in the project provinces to markets, off-farm economic opportunities, and social
services; (ii) develop central, provincial and local capacity to improve and sustain the level of service of the
rural transport network; and (iii) foster the development of small-scale private contractors.

To realize these objectives, the project is designed to:

* build the capacity of the PDOTs, the district authorities and communes in planning,
managing, and implementing rural road rehabilitation and maintenance programs;

* strengthen the capacity of the Ministry of Transport: i) to formulate and implement rural
transport policy and strategy, ii) to provide normative and technical guidance and training to
Provincial Departments of Transport (PDOTs), and iii) to streamline technical and financial
monitoring and supervision of locally managed and implemented rural road rehabilitation and
maintenance programs;

* provide basic road access to all commune centers (minimum standard all-weather motorized
road) in the project provinces and rehabilitating and upgrading other district and commune
roads and some provincial roads, and introducing sound maintenance management systems;
and

* improving the environment for domestic contractors by decentralizing project implementation
to the provinces and training private contractors, state-owned enterprises, and staff of the
PDOTs in contract pricing and management.

2. Key performance indicators: (see Annex 1)

Progress in achieving project objectives will be measured during project implementation. The
monitoring and evaluation system that was built under the First Rural Transport Project (RTP 1) in Project
Management Unit 18 (PMU1 8) of the Ministry of Transport will be expanded to the provinces
participating in the second project. Performance indicators will measure progress in:

i) achieving project outcomes such as the number of communes provided with basic road access
and changes in traffic counts and composition (e.g., increases in freight and passenger
transport services to the commune center and decreases in time and costs needed to reach the
district center);

ii) strengthening private contractors;
iii) achieving physical targets such as kilometers of roads rehabilitated and number of training

sessions provided to PDOTs; and
iv) achieving the project objectives for capacity building, with particular attention to achieving

improved standards of preventive maintenance. Further Details of key performance indicators
are included in Annex 1.

The project will also benefit from the findings of a rigorous ongoing socioeconomic impact
evaluation study of the RTP 1. This study includes an extensive baseline survey of project and control
communes in the spring of 1997. The second round of the survey will be conducted in the same communes
in the spring and summer of 1999. Results will be available in early 2000.
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B: Strategic Context
1. Sector-related Country Assistance Strategy (CAS) goal supported by the project: (see Annex 1)
Document number: 18375-VN Date of latest CAS discussion: 09/22/98

The proposed program aligns closely with the strategy of the IDA CAS that was presented to the
Board on September 22, 1998. The CAS focuses particularly on rural development and poverty
alleviation. It seeks to maximize the impact of rural infrastructure, including roads, by situating it within
the context of rural development; the CAS also promotes enhancing sustainability by devolving greater
responsibility to lower levels of government.

The proposed project also aligns with the Bank's January 1999 Transport Sector Review,
"Vietnam Moving Forward"----Achievements and Challenges in the Transport Sector," and the Bank's
1998 Vietnam Rural Development Strategy, "Vietnam Advancing Rural Development----From Vision to
Action". The project does this by: i) viewing rural road rehabilitation in the larger context of rural
development; ii) applying cost-effectiveness criteria to ensure basic road access to rural communities; and
iii) instituting decentralized rural road management and maintenance structures.

Improvement of rural transport and promotion of closer partnership between Government and
donors are key elements in DFID's Country Strategy Paper (CSP) for Vietnam (DFID CSP document
number: 10/98 IK--October 98). The CSP was issued in October 1998 following consultations with
government and civil society. Rural transport will contribute to income opportunities and human
development of the rural poor.

2. Main sector issues and Government strategy:

The Transport Sector Review Report (January 1999) recognized the magnitude of the effort
required of the Government to restore the rural road network to adequate standards. The report identified
two key problem areas. First, preventive maintenance of rural roads is inadequate while resources are
wasted on ad hoc repairs, and second, unskilled and understaffed local road administrations lack the
capacity to properly maintain roads. These problems reflect the lower priority the central government gives
to the rural road network in relation to that given to the national road network, allocating fewer resources in
terms of funding and staffing. The volume of transfers from the central government to provinces, districts,
and communes (for all purposes) is low, and local agencies are constrained from mobilizing their own
resources (through either local taxes, fees or in-kind contributions).

The Government's strategy with regard to these issues is to increase funding from donor-financed
programs for investment in rural transport to bring roads into maintainable conditions. The Government
will address the capacity constraints of local road administrations by delegating more responsibility and
decision-making to provincial and lower levels of government agencies in implementing rural road
programs, including planning, road selection, bidding, contract supervision and maintenance. The
Government will, at the same time, strengthen the central government's role in providing guidance and
training to lower levels of government. The Government intends to use this project to focus on building
capacity in the implementing agencies at provincial, district, and commune levels.
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3. Sector issues to be addressed by the project and strategic choices:

The project is consistent with the Bank's 1999 Transport Sector Review and 1998 Rural
Development Strategy. The project views rural road rehabilitation as an integral element of rural
development, applies cost-effectiveness criteria to ensure basic road access to rural communities, and puts
in place a system of decentralized rural road managernent and maintenance. The project will also support
the Government in further developing and implementing the Rural Transport Strategy Study prepared under
the RTP 1. This will enable the Government to prepare the ground for a more coherent sector approach to
rural roads, including greater integration of donor and government systems and a better shared
understanding of the sector policy issues.

Institutional Issues

Unclear responsibilitiesfor rural roads

Government administration in Vietnam is organized, in descending order, by province, district, and
commune. Provincial roads are the responsibility of provincial offices, and commune roads lie under the
responsibility of the communes. The provincial road network is reasonably well maintained. Although
commune roads are supposed to be maintained by community-organized labor, there are many other
demands on this labor force and little funding for non-labor input. District roads, too, suffer serious
deterioration. In practice, there is split responsibility for district roads leading to a lack of maintenance-
some district roads fall under the responsibility of the district offices, which have very little staff and
funding for those roads, and others fall under the responsibility of the PDOTs.

The project will help to clarify the division of institutional responsibilities for maintenance of rural
roads between different levels of local government, taking into account their staffing levels and skills, as
well as their access to funds. The project will develop a database of rural roads and bridges inventories,
together with the capacity within the Provinces to conduct annual condition surveys of rural roads and to
prepare consolidated rural road network plans, including the division of responsibilities for development
and maintenance of the network.

Overly centralized implementation of donor-financed rehabilitation programs

Donor-financed rural road rehabilitation programs are implemented through the Ministry of
Transport (MOT) implementing units PMU1 and PMU18. While planning, engineering design, bidding
and supervision is carried out at the provincial level, the central government still controls the process,
approving the choice of roads to be rehabilitated and their engineering designs, and managing contracts.
This high degree of centralized control over donor funded programs causes substantial delays in program
implementation and shows little evidence of improving project quality.

The project will help decentralize the implementation of donor-financed rural road rehabilitation
and maintenance. The first step is to delegate all the responsibility and decision-making authority currently
held by departments of MOT to PMUl8. The second step is to further delegate these responsibilities to the
provinces once they demonstrate they have the capacity to carry out these functions.

Lack of sector policy and institutional coherence

The rural transport sector in Vietnam is fragmented because no entity provides national normative
guidelines for the sector--different units under MOT and other ministries implement rural transport
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programs. Furthermore, international donors finance several rural transport programs with varying
technical standards and road-selection criteria, different project management arrangements, and no
exchange of experiences. The Rural Transport Strategy Study under the RTP I is assisting the Government
in assessing institutional options to improve the efficiency and effectiveness of the rural transport
sub-sector.

This project will attempt to consolidate the ongoing donor experiences to improve sector coherence
through capacity building support to the Rural Transport Unit (RTU) to be established in the Ministry of
Transport This project is co-fnanced by DFID and IDA and will be implemented in close collaboration
with other donors, including OECF and the Asian Development Bank (ADB). It will also liaise closely with
other IDA and other donor financed projects. Over time, this support is intended to move towards a
sector-wide approach to investment in rural transport.

Over-design of roads

The RTPI proposed suitable and cost effective technical standards for low-volume roads.
However, some donor-financed projects and government-financed projects use technical standards that are
based on over-design of roads, and hence are not cost-effective. Inconsistent technical standards cause
confusion among Government staff, contractors, and donors, and constrains the Government's effort to
expand and sustain the rural road program. The proposed project will encourage the Govermnent to adopt
more cost-effective national standards for rural roads.

Geographical coverage

In accordance with Government policy, resources for rural transport programs have generally been
distributed equally among the provinces rather than according to need. A better balance between political
concerns, and efficiency on one hand, and reaching the poorest communes, on the other hand, is required. to
make the best use of resources and ensure that project funds are used to benefit poorer communities as
much as possible. The proposed project seeks to provide such a balance by allowing a larger number of
provinces to participate in the project and by distributing the funds according to relative need for basic road
access and poverty levels within provinces (See Annex 4). This approach will ensure that the project
provides better coverage to communes that are both poor and have basic road access needs.

C: Project Description Summary

1. Project components (see Annex 2 for a detailed description and Annex 3 for a detailed cost
breakdown):

1 . Institutional Development to PMU18 and PPMUs. Provide institutional development to PMU1 8
and PPMUs to implement the project. This would include technical assistance, training in planning, project
and financial management, and implementing rural road rehabilitation programs. This component will also
include the purchase of vehicles, motorbikes and office equipment.

2. Institutional Development to MOT. Strengthen the capacity of MOT to formulate and implement
rural transport policies, and provide the strategic direction of the sub-sector.

3. Rehabilitation of District, Commune, and Some Provincial Roads. Provide basic road access at
least cost to all communes in the project provinces and rehabilitate and upgrade other district and commune
roads and potentially some provincial roads.
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4. Rural Road Maintenance. Support the development of guidelines for rural road maintenance
planning and implementation and develop the capacity of the districts and communes to plan and implement
rural road maintenance on a sustainable basis.

5. Training of Domestic Contractors. Train private contractors, state-owned enterprises, and PDOT
and District staff in contract management and technical skills (e.g., spot improvement, labor-based
maintenance, costing, dispute resolution, enviromnental mitigations).

1. Institutional Development to Institutional 9.40 6.5 3.70 3.6
PMU1 8 AND PPMUs. Development

2. Institutional Development to Institutional 2.60 1.8 0.00 0.0
MOT. Development

3. Rehabilitation of District, Rural Roads 129.20 88.9 100.30 96.4
Commune, and Some Provincial
Roads.

4. Rural Road Maintenance. Rural Roads 3.50 2.4 0.00 0.0

5. Training of Domestic Contractors. Other 0.60 0.4 0.00 0.0
Transportation

Total Project Costs 145.30 100.0 104.00 100.0
Total Financing Required 145.30 100.0 104.00 100.0

2. Key policy and institutional reforms supported by the project:

The project will help the MOT strengthen its capacity for formulating and implementing rural
transport policy and effectively assume strategic leadership in the rural transport sub-sector. This
assistance will be channeled through an RTU to be established in MOT (see Annex 2A). Key tasks of the
RTU will include: i) developing further the rural transport strategy and providing advice to the Ministry on
strategic issues for the sub-sector, ii) providing advice and training to the provinces, districts, communes,
and other organizations; and iii) promoting the exchange of experience and good practices within Vietnam
and better coordination and integration of Government- and donor-financed rural road and transport
programs.

The project will also seek to enhance the roles of MOT and local transport authorities as service
providers and stimulate the dialogue between the transport authorities and the people whose needs they are
serving. An integral part of the project design is therefore a participatory framework that promotes the
dissemination of information and structured agreements between districts and communes with regard to
responsibility for road maintenance.
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3. Benefits and target population:

The primary benefits expected of the improved rural road system will accrue to rural inhabitants
and road users in the form of easier access to services and markets during the rainy season, and lower
transport costs throughout the year.

The principal target population is residents in poor communes that do not now have basic road
access, and those living or working in the project areas (e.g., farm families), but benefits will also extend to
urban consumers. Improving roads will provide rural communities with access to economic and social
opportunities such as markets, health services, education and information. Road rehabilitation and
maintenance will generate job opportunities for rural inhabitants. Since motorcycles, bicycles and
non-motorized transport modes are common, the benefits of basic road access will be widely distributed.
Rapid growth of traffic is expected, so total benefits can be expected to increase proportionally.
Furthermore, national and provincial governments will benefit from the more rational allocation of
resources, and small-scale private contractors will benefit from the opportunities offered.

4. Institutional and implementation arrangements:

In line with its role in the ongoing RTP 1, PMU1 8 will have overall responsibility for the project.
The Project Implementation Division 1 (PID1) under PMU1 8 will be in charge of project implementation.
Because many provinces are expected to benefit from the project, PID 1 will maintain two sub-units, one in
PMU1 8 in Hanoi, responsible for the northern and central provinces, and the other in the office of PMU1 8
in Ho Chi Minh City, responsible for the southern provinces.

Project implementation functions, such as planning and road selection, engineering design, requests
for bids, bid evaluation, and supervision, will be decentralized to the provinces. PMU1 8 will be
responsible for coordination, quality assurance, training, monitoring, and evaluation. The project intends to
delegate the approval functions currently undertaken at the ministerial level in the ongoing project to
PMUl 18. These approval functions will be delegated to the provinces once they demonstrate the ability to
undertake bidding and supervision functions according to guidelines established by MOT.

PMU18, IDA and DFID will undertake supervision missions every six months. During these
missions, IDA and PMU1 8 will agree on the list of provinces to be graduated from the procurement prior
review (See Annex 6). To test payment decentralization, the project would decentralize payment functions
to Vinh Phuc, Ha Tay and Ninh Binh, where 30 day advance from the Special Account would be provided
from the SA. The advance would only be used for eligible Civil Works expenditure. IDA and the
Government will review the experience under this pilot, and if found satisfactory, payments may be
gradually decentralized to other project provinces. During the mid-term review, planned for September,
2001, all aspects of project implementation will be reviewed and procedures refined according to the
experience in the first 18 months of project implementation. Terms of Reference of the mid-term review are
included in Project Files (Annex 8).

D: Project Rationale

1. Project alternatives considered and reasons for rejection:

The project has made a number of strategic choices concerning the methodology used to select
roads to be rehabilitated, allocation of funds among provinces, implementation arrangements, maintenance,
and overall project sustainability.
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Road selection methodology

The selection methodology of the RTP 1 was simple and well understood and implemented by the
provinces. This methodology, however, limited the amount of funding that could be spent in very poor
areas to about 20 percent of project funds. This limitation is not consistent with the thrust of the latest
CAS, which calls for poverty alleviation and rural development, or with Government policy to provide
basic road access to all commune centers. The road-selection methodology used for this project is oriented
towards poverty alleviation by combining social and economic criteria. The full description of the
road-selection methodology is included in Annex 4.

Allocation of funds across provinces

The RTP 1 allocated funds among participating provinces based on a formula that considers
population level and geographical area of provinces. In this project, funds will not be pre-allocated, and
provinces will access the funds according to their basic access needs requirement. These needs will be
determined after the inventories and conditions surveys are complete.

Implementation arrangements

Under the RTP 1, planning and implementation are carried out at the provincial level, and
contracting and payments are carried out by the central government. Several layers of quality control have
delayed project implementation, and sometimes contractors have not been paid on time. The approval
process for engineering design and bidding documents has frequently delayed construction until the rainy
season. In this project, implementation -functions such as planning and road selection, engineering design,
bidding, bid evaluation and contract supervision will be decentralized to the provinces, and the role of the
central government will include capacity building, coordination, quality assurance, training, monitoring and
evaluation. Approvals now given at the ministerial level will be delegated to PMU1 8, and be further
delegated to the provinces once they demonstrate the ability to carry them out.

The project will also pilot decentralized payment functions to Vinh Phuc, Ha Tay and Ninh Binh.
IDA and the Government will review the experience under this pilot during the mid-term review, and, if the
pilot is found satisfactory, payment functions would be decentralized gradually to other project provinces.

Maintenance

Achieving sustainable maintenance of rural roads will require improved allocation of resources
(finance and labor) available to communes and districts. Experience from RTP I indicates that the
provinces would not be willing to assume maintenance responsibility for district and commune roads in the
long-term, as they are hard-pressed to finance the maintenance of provincial roads for which they are
already responsible. Reliance on donor financing, for maintenance, is similarly not sustainable.

The Rural Transport Strategy Study concluded that the resources currently allocated annually to
the rural roads sector at District and Commune level are adequate to cover planned maintenance on those
roads (about 15% of the total) which are already in maintainable condition as well as the additional 10,000
km of District and Commune roads to be rehabilitated under the project. Together, these demands would
absorb about 35 to 45 per cent of the resources currently allocated, leaving the balance available for repair,
rehabilitation and upgrading works on other District and Commune roads.
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Availability of resources is not the binding constraint. The main need is to promote more efficient
use of existing resources, through clearer assigmnent of responsibilities and by replacing a culture which
responds to perceived needs for repairs (which are often costly) to one where resources are used more
efficiently for preventive maintenance. The project addresses this need in two ways. Firstly maintenance is
mainstreamed into road rehabilitation work supported by the project through the requirement for a
maintenance plan for each road. The project will provide resources to facilitate preparation and negotiation
of a maintenance plan with assigmnent of responsibilities between Districts and Communes. The process
for arriving at an agreed maintenance plan will include intensive communication and consultation within
and between communes and districts. Secondly the RTU will, through policy guidance, provide
facilitation and training to create a climate and capacity for more effective maintenance both for project
roads and more widely through the rural roads network.
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2. Major related projects financed by the Bank and/or other development agencies (completed,
ongoing and planned).

j (; Sector Issue Po,ect (PSR) !'tlng
Implementation Development

Bank-financed Progress (IP) Objective (DO)

-- Improve access to rural communities Rural Transport I S S
to markets, off farm opportunities and
social services.
-- Build capacity at the central level to
rehabilitate and maintain rural roads.
-- Encourage the development of
small-scale contractors in rural areas.

-- Reduce the rehabilitation backlog on First Highway Rehabilitation S S
national highways, and increase
capacity and volume of periodic
maintenance.

-- Reform the road administration, Second Highway Rehabilitation U S
financing, and regulation.
Develop domestic road construction
industry.
-- Improve traffic safety.

-- Restore inland-waterway system, Inland Waterways and Port S S
capacity and efficiency. Rehabilitation
-- Establish adequate maintenance
capacity.

Other development agencies
Asian Development Bank (ADB) -- Rural Infrastructure Project

-- First Highway Improvement
-- Second Highway

improvement
-- Third Highway Improvement

British Department for International -- Rural Access Strategy
Development (DFID) Study

-- Ha Tinh Poverty Reduction
Program _ __ ___ ___ ___
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Latest Supervision
Sector Issue Project (PSR) Ratings

(Bank-flnancod projects only)_

Overseas Economic Cooperation Fund -- Rural Infrastructure Project Implementation Development
of Japan (OECF) -- Rural Bridges Progress (IP) Objective (DO)

-- National Highway 5
Improvement

-- National Highway I Bridge
Rehabilitation

-- Second National Highway 1
Bridge Rehabilitation

-- Hai Van Tunnel Construction
-- Hai Phong Port

Rehabilitation
Japan International Cooperation -- Reconstruction of Bridges
Agency (JICA) in the Northern Districts

-- Construction of Thanh Tri
Bridge

-- National Transport Strategy
Study

International Fund for Agricultural -- Ha Tinh Rural Development
Development (IFAD) Project

1P/DO Ratings: HS (Highly Satisfactory), S (Satisfactory), U (Unsatisfactory), HU (Highly Unsatisfactory)

3. Lessons learned and reflected in the project design:

World Bank experience in rural roads is described in the Bank report "Rural Roads
Maintenance--Review of Completed Bank Operations (Report 10794)". This report recommends that
routine and periodic maintenance form an integral part of Bank-financed rural road projects, including
physical definitions, costs, financing plans, procurement, and disbursement. The report also recomnmends
that projects include components to upgrade monitoring and evaluation procedures. These
recommendations were incorporated into the design of the proposed project by including a stand-alone
maintenance component (Annex 2). A computerized monitoring and evaluation system was developed in the
first project and will be refined and expanded in this project to capture the information requirements of the
key performance indicators. DFID may consider supporting an extension of the on-going research of
measuring the impact of RTPI to measuring the wider impact of rural roads.

IDA experience with the RTP 1 has been generally good. Physical achievements and disbursements
are on target. The quality of works is satisfactory in most of the provinces, although some provinces,
especially in the Mekong Delta, showed some weaknesses. The performance of private contractors has
exceeded expectations--about one third of the contracts in the first year were won by private contractors.

One of the lessons learned from the first project is that the many layers of review and approvals
required by the central government slowed down project implementation and limited the capacity-building
efforts provided to the provincial government to plan and implement the project. As the number of
provinces to be covered under rural transport projects increases in the coming years, such heavily
centralized approach will limit the Government's capacity to manage them all. The issue will be addressed
in this project by removing unnecessary steps of review and approvals, and delegating much of the
implementation responsibilities to the provinces.

A very important lesson learned from the ongoing rural transport project is that the heavy
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concentration of economic criteria and the loose definition of social criteria caused confusion among the
provinces, which consequently selected roads using economic criteria alone. This left many very poor
communities outside the reach of the project. Better targeting of poor and isolated communes will be
achieved in this project by integrating the social and poverty aspects with the economic factors in the
road-selection methodology. Lessons on consultations from other projects such as the Village Infrastructure
in Indonesia and the Philippines SZOPAD Social Funds were incorporated in the design of this project.
Active consultations with the concerned communes are an integral part of the selection methodology
(Annex 4, Attachment I).

Resettlement and land acquisition have been a problem in many IDA-fnanced projects in Vietnam.
IDA worked with the Ministry of Planning and Investment to draft a national framework for resettlement
and land acquisition to be used for all Bank-financed projects. However, the Government bypassed the
draft national policy and issued Decree No. 22-CP in April 22, 1998, which still did not fully meet the
World Bank's policy OD 4.30 on involuntary resettlement. The Government needs to issue a waiver to
several provisions of Decree 22-CP. In the RTP 1, problems of implementing the agreed policy framework
were attributed to the complex procedures required to establish inventories and action plans. That project
has therefore simplified the procedures and integrated them into the planning and engineering cycle of
sub-project preparation. Early results show substantial improvement in this component under the RTP 1.

DFID experience with the Ha Tinh Poverty Alleviation project has piloted the use of
community-managed labor-based methods for civil works. In situations where labor is available and other
conditions apply, it is possible to complete work at a lower overall cost and to extend major benefits to the
community through paid employment. The process required intensive supervision and training and a
change to organizational cultures more accustomed to contracting on a larger scale. The arrangements for
maintenance in RTP2 will draw on this experience, in particular by making project resources available for
facilitation and training in support of road maintenance by the communes and districts.

4. Indications of borrower commitment and ownership:

Govermnent collaboration with the Bank at the central and provincial levels has been highly
satisfactory during preparation and implementation of the RTP I. The Government has also made available
the necessary personnel for the project preparation team to prepare the second project, as well as all
necessary office and logistical support. Three pilot provinces established project preparation teams and
participated fully in collecting road inventories and identifying communes without basic road access.

At a national level, the Ministry of Transport recognizes the need for institutional change to
enhance its capacity to provide the required support to the provinces in rural road rehabilitation and
maintenace programs. MOT has established a high level steering committee chaired by a Vice Minister of
the Ministry to act on the recommendations of the Rural Transport Strategy Study. In a demonstration of
commitment to decentralized implementation, MOT has agreed to decentralize project implementation
functions to the provinces. Furthermore, MOT has agreed that quality control functions that are being
carried out by the Quality Control Department of the Ministry will be delegated to PMU1 8, and be further
delegated to the provinces once they demonstrate that an adequate capacity is acquired.

5. Value added of Bank support in this project:

The proposed project will help to consolidate the physical progress of the RTPl by strengthening
provincial road management capacity and the ability of the private sector to execute rehabilitation and
preventive maintenance programs. It will complement initiatives of DFID, IDA and other donors, in the
areas of both transport infrastructure and rural development.
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The co-financing arrangements between the IDA and DFID will reduce the management burden on
the Government and facilitate the provision of technical assistance (TA) to support project implementation.
It will also provide institutional and strategic development to enable the Government to provide a more
coherent sector approach to rural road rehabilitation and maintenance programs.

E. Summary Project Analysis (Detailed assessments are in the project file, see Annex 8)

1. Economic (supported by Annex 4):

* Cost benefit NPV--US$ million; ERR = %
0 Cost effectiveness
O Other (specify)
* Cost effectiveness Note: NPV and ERR are not applicable.

The present condition of the rural road network in Vietnam is poor, transport costs are high, and
movement of people and goods is particularly difficult in the wet season when many rural roads become
impassable. The project will contribute to economic and social development and poverty reduction in rural
areas in 38 Provinces through the rehabilitation of rural roads to reliable all-weather standard and their
subsequent maintenance. The first priority will be to provide all-weather standard roads from Commune
centers. This will give rural people, including the poor, improved access to the economic and social
facilities and services---including markets, sources of input supply, and health and education
services---available in District centers, and at the same timne will facilitate the provision of services at
Commune level. This improved access is expected to stimulate rural economic activity in the agriculture,
small-scale industry and service sectors, thus increases rural income and employment levels. Better access
can also be expected to improve delivery of health care and education to rural people, including the poor.
The project construction and maintenance activities will provide additional employment opportunities in
rural areas.

The number of project beneficiaries will be maximized by applying technical standards for
rehabilitation that minimizes the investment costs of bringing the roads to all-weather maintainable
condition. This strategy, together with a ranking procedure that gives priority to the poverty incidence level
in Communes, will maximize the number of poor people who benefit from improved road access.

The project uses different economic evaluation methodologies according to the level of
rehabilitation to be achieved. Cost-effectiveness criteria are applied to roads to be rehabilitated to provide
minimum standard all-weather motorized access (allowing for brief interruptions), and cost-benefit criteria
to those to be upgraded to higher standards.

The first priority of the project is to provide basic road access (as defined in below) from commune
centers to district centers. If funds remain, district and commune roads-and provincial roads on an
exceptional basis-may be selected for rehabilitation/ spot-improvements or upgrading to higher standards.
The economic evaluation steps are summarized below and described in further detail in Annex 4.

Basic access roads: Basic access roads are defined as those roads between commune and district
centers that are currently impassable by conventional motorized vehicles all year or in the rainy season
Least-cost civil works to provide minimum standard all-season reliable access by motorized vehicles
between commnune centers and district centers will be evaluated using cost-effectiveness analysis. This
analysis will be subject to a maximum cost per kilometer (Reference Operational Manual), which varies

-13 -



across geographic terrain, and an overall average cost per kilometer per geographic terrain. To establish
priorities and deal with the possibility that the budget not be sufficient to cover all basic access roads in all
provinces, the roads will be ranked according to an index of poverty incidence and population served in
relation to rehabilitation costs.

Least-cost rehabilitation or upgrading of other roads: If the basic road access program can be
fully implemented and funds remain, then district and commune roads---and on an exceptional basis for
provincial roads---will be candidates for select rehabilitation/spot improvements to ensure all-weather
reliable access by motorized vehicles, or upgrading to higher standards. Different economic evaluation
methods will apply in each case:

* Select rehabilitation/spot improvements: A cost-effectiveness methodology similar to that
used for basic access roads will be applied. Candidate roads will be ranked according to
socio-economic criteria (the level of poverty, population served, agricultural potential, the
availability of social and economic facilities, and the lowest cost of achieving all-season access
by motorized vehicles).

* Upgrading: Upgrading to a standard higher than minimum all-season accessibility will be
considered only if a given road is economically viable as determined by simplified cost-benefit
analysis based on savings in vehicle operating costs (VOC) and time. Candidate roads will be
ranked according to their economic internal rate of return (EIRR). Upgrading will take place
only on roads with a minimum of 10 percent EIRR. The HDM-VOC model adapted for
Vietnam has been used to quantify benefits from savings in VOC for conventional motor
vehicles. In accordance with emerging practice, a simple model was used to estimate the
user-cost savings for intermediate means of transport (IMT), such as pedestrians and users of
motorcycles, bicycles, Cong Nongs, and animal carts. Preliminary results indicate that on
rural roads in Vietnam the main benefits from road improvements accrue to IMT users through
savings in VOC because IMT far outnumbers other motorized vehicles. Unquantifiable
benefits, in addition to social impacts, include dust reduction, which is a major problem in
densely populated towns in rural Vietnam.

It will be the responsibility of the PDOT, in consultation with the district authorities and
constituency representatives, to determine the allocation among spot-rehabilitation and upgrading subject to
the above evaluation methods of any funds remaining after the basic road access needs have been met. In
identifying the roads to be evaluated, the local authorities will include key roads connecting to the improved
basic access roads and apply network planning principles in order to seek maximum synergies.

2. Financial (see Annex 5): NPV=US$ million; FRR= %
NPV and FRR are not applicable

A fmancial management assessment was carried out in PMUI 8, which will be responsible for all
aspects of financial management of the Rural Transport II project. The objective of the assessment is to
determine whether the implementing agencies have adequate financial management systems in place as
required by IDA under OP/BP10.02, and based on the findings, to assess the readiness of the project to
implement PMR-based disbursement. The assessment, which was based on the current financial
arrangements for the RTPI, revealed adequate accounting procedures to ensure proper authorization,
commitment, and disbursement of project expenditures. In accordance with Vietnamese accounting
procedures, the processing of invoices is subject to several levels of checks by the spending provincial
transport units and PMU1 8, and the implementing agencies authorize final payment. The risk of
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unauthorized transactions being processed and the risk of collusion are therefore minimal. The principal
weaknesses of the system relate to planning, budgeting, financial reporting and monitoring. These will be
addressed during implementation of this project.

Given the weaknesses identified in the financial management system at PMUI1 8, it was determined
that the project does not have the capacity to produce timely and accurate PMR reports on which
disbursement can be based. However, an action plan to address the weaknesses in the financial
management system have been discussed and agreed at appraisal. The project financial management
arrangements are set out in Annex 6.

Following the issuance of Circular No. 81/1998/TTLT-BT-NHNN, the Ministry of Finance has
devolved more autonomy to the line ministries and provinces to manage their own finances under
IDA-financed projects. This project, while maintaining centralized financial management and accounting
at the PMU1 8 level, will pilot decentralized payment processing at three provinces. PMU1 8 will be
responsible for providing training and TA to the provinces to ensure the adequacy of payment processing.

The project, under its TA component, will provide funds to PMU1 8 to improve the planning,
budgeting and monitoring of project financial progress of its branches and the three pilot provinces.
Funding will also be provided for computer training and installing the computerized accounting systems.
The progress of the pilots will be reviewed during mid-term evaluation of the project.

3. Technical:

Construction standards. Basic access roads will be built to near all-weather, least-cost standard
and simple technical norms (fully detailed in the Project Technical Guidelines), taking into account the high
proportion of non-motorized vehicles in the traffic mix, a situation which is likely to persist independently
of any increase in per capita income. Roads selected according to cost effectiveness would be improved to
existing standards (mainly gravel roads). Some roads could be upgraded to higher standards (e.g.,
bituminous dressing) if this could be justified by a cost-benefit analysis.

Appropriate technology. Integrating labor-based method promotes small maintenance contractors
and generates employment, thus contributing to alleviating poverty. Project design will promote
labor-based technology on commune and district roads through project procurement arrangements sized to
encourage small-scale private contractors to compete for works. However, the project will not limit the use
of other appropriate technologies for heavily traveled roads if the technologies used prove to be more
economical.

4. Institutional:

a. Executing agencies:

Project implementation will be the responsibility of PID1 under PMU18. This Division, also
responsible for the implementation of the first project, has demonstrated capacity to manage such a
complex management scheme. Because of the large number of provinces to participate in this project, this
Division will be divided into two sub-divisions; one in Hanoi to manage the Northern and Central provinces
and the other in HCMC to manage the Southern provinces. PID I will be supported by Technical
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Assistance, both international and national, with the main focus on project management, social,
environment and financial management. Actual project implementation will be done by PDOTs, where
many of them are not familiar with IDA guidelines. Extensive Technical Assistance and training will be
provided to the provinces during project implementation.

b. Project management:

Decentralizing responsibilities for donor-financed rural transport programs to the provincial level
implies institutional changes at both national and provincial levels. The national government would
undertake a new mandate focusing on coordination, training, quality assurance, monitoring, and evaluation.
It would learn to establish clear and consistent norms for rural road investment, monitor the conditions of
the rural transport network, and defend the rural transport interest in the national government. Local levels
would be strengthened to implement rural transport programs according to the norms and guidelines
established by the national government. Decentralization under the project would proceed slowly to ensure
that the provinces are capable of undertaking those functions. The project would also include a pilot to
decentralize payment functions to three provinces. Further decentralization of payments would be
considered if the pilot is successful.

5. Social:

The project will concentrate on ensuring that the rural road network reaches the poorer segment of
the rural population. This will be accomplished by giving the first priority to those communes that do not
currently have all-weather basic road access. Little or no negative social impact is anticipated, since the
project will rehabilitate and maintain existing rural roads, and no new construction is planned. The impact
of the social criteria in the RTP 1 will be carefully monitored to improve the selection criteria for the
proposed project.

Where rehabilitated road links pass through indigenous communities, a series of consultations will
be held with the communities to check for any unforeseen potential consequences; corrective measures
and/or action plans will be implemented by the project. In line with the World Bank's Operational
Directive on Indigenous People (OD 4.20), Ethnic Minorities' Action Plan (EMAP) guidelines have been
developed and included in the Project Operational Manual (Chapter 9) to cover communes where ethnic
minorities live. The main features of the plan will be a preliminary screening process, then a social impact
assessment (SIA) to determine the degree and nature of the impact of an improved road, and a strategic
action plan, including appropriate mitigation measures, if warranted (see Annex 1 1). Consultations and
participation with the minority population, their leaders, and local government officials will be an integral
part of the EMAP. If the SIA indicates that the potential impact of the proposed sub-project will have a
significantly adverse effect, or the ethnic minority community rejects the project, the road link will not be
selected for improvement.

6. Environmental assessment: Environment Category: B

Justification/Rationale for category rating

The scope of the project will be limited to the rehabilitation and maintenance of selected district
and commune roads (and perhaps some provincial roads). These activities are not expected to seriously
compromise environmental quality or destroy natural resource habitats, but rural roads in general are
known to have impacts resulting from erosion, dust and noise control, waste disposal during construction
and increase access to remote areas. Road improvements will ensure proper drainage and enhance soil
stability, as well as provide greater vehicular and pedestrian safety by improving road surfaces and
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embankments and building bridges. Other impacts can be managed effectively with known mitigation
measures. Because the roads to be selected under the project already exist, the environmental impact is
expected to be small and generally beneficial. To protect forest and preserved land, road eligibility criteria
will ensure that road selection is limited to those roads which connect villages to markets, and not to forest.
No roads will be fnanced in forest area, buffer zones or other reserved areas. The Project Operational
Manual (Chapter 1 0) includes clear process for screening all proposed roads for potential environmental
impacts (see Annex 12). The screening would be done by PPMUs using qualified personnel under the
guidance of PMU1 8. Adequate budget for environmental training, screening and supervision would be
provided to PPMUs and PMU18. If as a result of the screening process an EA is required, the relevant
PPMU will contract a qualified firm under TORs acceptable to IDA to prepare the same. The Bank would
also supervise the environmental compliance as part of regular supervision missions. Construction
contracts will include appropriate environmental mitigation measures, satisfactory to IDA. The project
will also assist MOT and the provincial governments in the project provinces in improving their capacity
for environmental planning and compliance monitoring for rural road construction and rehabilitation.

Local groups and NGOs consulted

A workshop was held in Hanoi on the road selection methodology. The findings of the workshop
provided input to the road selection methodology as described above. Groups represented at the workshop
include the Economics Institute, the Center for Gender, Environmental and Sustainable Development
Studies, the Committee for Ethnic Minorities and Mountainous Areas, Vietnam Women's Union, Vietnam
Farmers' Union, and the Transport Development Strategy Institute.

Resettlement

The resettlement and land acquisition policy framework used for the RTP 1 will be adopted for the
proposed project with clear definitions of terms and conditions. Relevant information from the latest
Socialist Republic of Vietnam Decree No. 22-CP dated April 24, 1998, which had significant
improvements over earlier decrees, were included in the policy framework. The improved, simplified
procedures for preparing inventories and action plans for compensation in the RTP 1 will also greatly
facilitate the implementation of the proposed project. Resettlement and land acquisition procedures will be
integrated into the planning and engineering design cycle of project implementation. The Policy Framework
for Resettlement, Land Acquisition and Rehabilitation of Project Affected People is included in the Project
Operational Manual (Chapter 8) and summarized in Annex 13 of this document.

7. Participatory Approach (key stakeholders, how involved, and what they have influenced or may
influence; if participatory approach not used, describe why not applicable):

a. Primary beneficiaries and other affected groups:

The year-round accessibility offered by roads rehabilitated under the project will directly benefit
local populations, both as producers and consumers. A series of consultations is planned for all qualifying
locations from each level-province, district, commune, and village (See Annex 4). Trained sociologists
from PMU18, together with provincial and district staff and local Women's Union staff, will conduct
meetings at all levels to provide information about the project and to get feedback from representatives and
community members on the proposed project in their locality. Additional consultative sessions will be
undertaken with households of ethnic minority communes. The consultations will provide project engineers
with the communities' recommendations and will alert them to community concerns (e.g., water
connections, irrigation channels). The Project will provide TA and training needed for communes to
maintain rural roads which lie under their responsibility.
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Beneficiaries of the project will participate in project implementation, as they did in the
implementation of RTP 1. Households who live along the improved roads provided cash and labor to
improve pathways and drainage systems near their residences. Each household spent an average of about
five days to make the improvements. In addition, each household is "taxed" about 10 days per year to
provide labor for communal tasks, which include road maintenance.

b. Other key stakeholders:

One of the objectives of the project is to foster the development of small-scale private contractors
(see project objectives). Project procurement arrangements (Annex 6) are designed to encourage the
participation of small-scale private contractors in rehabilitation works. The project will also provide
training to domestic contractors, including SOEs and private contractors in contract management and
technical skills such as labor-based construction and maintenance, spot improvements, environmental
mitigation measures, costing and dispute resolution (see Annex 2D).

F: Sustainability and Risks

1. Sustainability:

The project will ensure continuity with the RTP 1, while implementing measures to enhance
sustainability of both projects by decentralizing responsibility for rehabilitation of rural roads to the
provinces. Engaging the districts and communes in planning for road maintenance will substantially
increase the likelihood of achieving sustainability of the project. The project will also assist the MOT to
establish the RTU with a mandate of developing maintenance planning and implementation guidelines and
provide adequate training to provinces, districts and communes in implementing these guidelines. In the
long term, the establishment of a sustainable road-financing mechanism will be pursued in the dialogue
with the Government as agreed during the recent Transport Sector Conference that was held in Hanoi in
May 1999.

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

- - ¢-'X' URisk' R _iskj Rai ng Risk00 0f0 rMin'imztrion Measure; 077
From Outputs to Objective
Continued high growth in the economy. M External risk

There is no political commitment and S Conduct continuous high-level dialogue
fnancial support at the central level to with the Government.
pursue policies in favor of
decentralization of responsibilities and
financial resources.

Public transport is not able to expand M Rural Transport Strategy and SOEs
services to rural areas. reform.

Rural finance program does not provide N Expedite the implementation of Rural
funds for services and people in rural Finance Program.
areas.

-18 -



Counterpart funds are not made M Continue dialogue with the Government.
available to the program.

Local governments will not commit to S Obtain up-front commitment from the
provide funds for maintenance. commune, district or province for

maintenance
Business environment is not conducive M Closely monitor procurement.
to the survival of small contractors.

Credit is not available for local M Banking modernization project.
contractors.

From Components to Outputs

Overall Risk Rating M

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

G: Main Credit Conditions

1. Effectiveness Condition

- Grant agreement between DFID and the Government becomes effective; and
- RTU is established in the Ministry of Transport.

2. Other [classify according to covenant types used in the Legal Agreements.]

* PM1 8 will maintain two sub-units of PID 1, one in Hanoi responsible for the northern and
central provinces, and one in Ho Chi Minh City responsible for the southern provinces
(management);

* Project implementation will follow the project Operational Manual acceptable to IDA;
revisions in the Operational Manual will require IDA no objection (implementation);

* Project implementation functions such as planning and road selection, engineering design,
requests for bids, bid evaluation, and contract supervision will be delegated to the provinces
and the role of the central government will include capacity building, coordination, quality
assurance, training, monitoring and evaluation (implementation);

* Selected performance indicators, agreed with IDA, will be used to monitor project
performance, outcome and impact (monitoring and evaluation);

* PMtUJ 8 will maintain a computerized accounting system and hire qualified staff acceptable to
IDA in offices in both Hanoi and Ho Chi Minh City (financial management);

* PMU18 will, by September 30 of each year, starting September 30, 1999 furnish to IDA for
its review and comments an annual work plan and budget, and implement it, taking into
consideration the comments from IDA (sectoral budgetary);

* Annual financial audits will be conducted by an independent auditor acceptable to IDA and
will follow the TORs in accordance with the appropriate auditing principles, as approved by
IDA, and such audits will be submitted to IDA within six months of the close of each fiscal
year (accounts/audit);
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* PMUJ18 will ensure that the following reports are submitted to IDA: (i) semi-annual reports on
March 31 and September 30 of each year, commencing on March 31, 2000; (ii) a report for
the project's mid-term review by September 30, 2001; and (iii) within 6 months after project
completion, the Government contribution to the Implementation Completion Report
evaluating the project's performance (monitoring and reporting) .

* A mid-term review will be conducted no later than September 30, 2001 (monitoring and
reporting); and

* The computerized accounting system in PMU1 8 will be fully operational and staff fully trained
by December 31, 2000 and full PMR reports will be produced starting January 1, 2001
(management aspects).

H. Readiness for Implementation

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

0 1. b) Not applicable.

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

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

U 4. The following items are lacking and are discussed under loan conditions (Section G):

1. Compliance with Bank Policies

l 1. This project complies with all applicable Bank policies.
n 2. The following exceptions to Bank policies are recommended for approval. The project complies with

all other applicable Bank policies.

WaelZakout Jitendra N. Bajpai dAn# w
Team Leader Sector ManagerlDirector Country ManagertDirector
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Annex 1: Project Design Summary

VIETNAM: RURAL TRANSPORT II PROJECT

Sector-related CAS Goal: Sector Indicators: Sector/ country reports: (from Goal to Bank Mission)
Reduced rural poverty in 1.Increase in rural household I.Beneficiary assessment and
Vietnam incomes. impact study

Project Development Outcome I Impact Project reports: (from Objective to Goal)
Objective: Indicators:
Increased flow of people, I.Reduction in the number of 1.Beneficiary Assessment Continued high growth in the
goods and services in rural days communities are cut off 2.Traffic counts economy
Vietnam. from the district centers. 3.Beneficiary Assessment

2.Increase in traffic and 4.Clinics and hospital Political commitment and
change in traffic composition attendance records financial support at the central
(e.g., increase in freight and 5.Beneficiary assessment level to pursue policies in
passenger transport services 6.School attendance records. favor of decentralization of
to the commune center). responsibilities and financial

3.Decrease in time needed to resources.
get to the district center in
the dry and rain seasons.

4.Increase in visits to health
clinics and hospitals in the
project areas.

5.Increase in number of people
who have off-farmi jobs.

6.Increase in high school
atendance.
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Output from each Output Indicators: ProJect reports: (from Outputs to Objective)
component:
1. Enhanced capacity of the i.MOT adopts and implements I.High-level Government Public tranlsport is able to
MOT to support delivery of the recommendations of the participation in strategy expand services to rural areas.
rural transport services. Rural Transport Strategy development

(RTS). 2.RTU annual workplan and Rural finance program makes
2.MOT establishes an RTU. progress report. credit available to those in
3.Streamlined procedures in rural areas for needed services

Ministry/PMU1 8 for
approval of plans,
engineering design, and
payments requests are
implemented.

2. Enhanced capacity of the I.PDOT and districts apply the iDistricts report on annual
PDOT's and districts and newly established guidelines network condition surveys
districts to support the for rural road rehabilitation and on routine maintenance
development of rural and maintenance. activities.
transport. 2.PDOT's plan for monitoring 2.PDOT's and RTU annual

and evaluation is reports.
implemented. 3.Beneficiary assessment.

3.PDOT's respond adequately
and in a timely way to
complaints from communes.

3. Program for rural road l.Annual maintenance plans I.PDOT and PMUI 8 Reports.
maintenance implemented. are prepared for district and 2.PDOT/PPM`Us Reports.

commune roads, and funding 3.Beneficiary Assessment.
resources allocated. 4.District and PDOT report

2.Road rehabilitation designs annually to RTU/PMUl 8 on
for RTP2 contain adequate Survey of road conditions.
plans for maintenance.

3.Communes are satisfied with
arrangements for
maintenance of RTP2 Roads.

4.90% of roads rehabilitated
under the project are in good
condition.

4. Program for core rural i.Increase in number of i.Beneficiary Assessment.
road network rehabilitation communes that do have basic 2.Traffic surveys by communes
implemented. access. and districts and Beneficiary

2.Increase in the number of Assessment.
rural roads that are passable
all year.
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Project Components I Inputs: (budget for each Project reports: (from Components to
Sub-components: component) Outputs)
1. Institutional Development US$ 9.40 million (For I to 5) Counterpart funds made
to PMU18 and PDOTs available to the program.

Monitorin and evaluan Reports by TA PMU18 and
Monitorin and evaluation M&EFnsfrmitnnemd
(M&E) system will report on M&E Funds for maintenance made
numbers trained at MOT, available.
province, district, and Business environent is
commune levels in Yrl, Yr2, conducive to the survival of
Yr3, Yr4, Yr5. small contractors.

2. Institutional Development US$ 2.60 million Credit is available to local
to MOT contractors.

M&E will report on numbers Business environment is
trained at MOT, province, conducive to the survival of
district, and commune levels small contractors.
in Yrl, Yr2, Yr3, Yr4, Yr5.

3. Rehabilitation of District, US$ 129.20 milion Credit is available to local
Commune, and some contractors.
Provincial Roads M&E will report on number

of km of commune, district,
and provincial roads
rehabilitated in Yrl, Yr2, Yr3,
Yr4, Yr5.

4. Rural Roads
M.neac US$ 3.50 mllionMaintenance

M&E will report on numbers
trained at MOT, Province,
District, and Commune level
in Yrl, Yr2, Yr3, Yr4, Yr5.

5. Training of Domestic US$ 0.60 million
Contractors

M&E will report on
participation of local
contractors in rehabilitation
and maintenance work.

Note: There will be a design exercise to ensure the monitoring and evaluation system generating the necessary
key performance indicators.

- 23 -



Annex 2: Project Description

VIETNAM: RURAL TRANSPORT 11 PROJECT

By Component:

Project Component I - US$9.40 million

1. Institutional Development to PMU18 and PDOTs

This component will provide institutional development support to PMUJ1 8 and PDOTs to
implement the project. This includes technical assistance: one international implementation advisor in
Hanoi, another in Ho Chi Minh City, an international advisor in planning, budgeting and accounting, and
an international training advisor. The TA will also provide for local advisors in the areas of engineering,
maintenance, social and environmental issues, training, accounting, monitoring, and evaluation. The
component will include a training program to PPMUs in project management and monitoring, technical
aspects of road rehabilitation and maintenance, contract management, environmental screening of rural
roads, and resettlement and land acquisition. This component will also include the purchase of vehicles,
motorbikes, and office equipment (such as computers and printers for PID 1 and PPMUs). Operating costs
of the project such as travel allowances, gasoline, and office expenses are also included, though this will be
financed by Government counterpart funds.

Project Component 2 - US$2.60 million

2. Institutional Development to the Ministry of Transport

The component will strengthen MOT's capacity to provide strategic leadership in the rural
transport sub-sector. The component will help MOT to further develop the rural transport strategy,
strengthen its capacity to formulate and implement rural transport policy, and provide the strategic
direction of the sub-sector. This support will be channeled through an RTU to be established in MOT (see
Annex 2A). Key tasks of the RTU will include: advising and serving as a secretariat to the rural transport
steering committee in MOT; developing good practice, training and support for local transport agencies
(e.g., in planning and maintenance); serving as a liaison between provinces, districts and communes;, and
furthering the work of the rural transport sub-sector by engaging and drawing upon the expertise of
existing agencies in MOT and elsewhere; and by piloting and evaluating innovations. The RTU will also
provide advice to existing and potential donors supporting the rural transport sub-sector, and will facilitate
exchange and learning among ongoing rural transport projects.

The component will include international and national TA. It will also include the purchase of office
equipment, furniture and office supplies.

Project Component 3 - US$ 129.20 million

3. Rehabilitation of district, commune, and some provincial roads.

This component will include the rehabilitation of district, commune and some provincial roads in
the project provinces. Provinces listed in Annex 2B are eligible to participate in the project. These
provinces would submit roads inventory and condition survey of the rural road network according to the
guidelines specified in the Operational Manual. The first priority of the project is to provide basic access to
all communes in the project provinces. In case the funds available under the project are not sufficient to

-24 -



provide basic access to all communes, road selection will be prioritized according to criteria that integrate
economic and social factors. The criteria are specified in the Economic Annex of this document (Annex 4),
and explained in further detail in the Operational Manual. Once the goal of basic access is met, and if
funds remain, provinces will be able to rehabilitate roads to a higher standard (e.g., re-gravelling and
bituminous dressing). In such cases, cost-benefit analysis according to project Operational Manual
guidelines will be required. Road links to be included under the project will be identified each year
according to the criteria and approach specified in the Operational Manual. Each year, PMU1 8 will
consolidate the provincial annual work programs and budget and send them to IDA for no objection.

Project Component 4 - US$3.50 million

4. Rural road maintenance

The maintenance component of the project will support the RTU in developing guidelines for
maintenance planning and implementation. The RTU will also manage a comprehensive rural road
maintenance planning and implementation training program aimed at the communes and districts. This
training will include class-room training, workshops, and study tours to provinces employing good
practices. This component will also include assistance to the provinces to make road inventories and
conditions survey and to expand the Rural Roads Information System. Annex 2C details the maintenance
component under the project.

Project Component 5 - US$0.60 million

5. Training of Domestic Contractors

This component will assess the training needs for the local construction industry and will provide
training to local contractors, including private contractors, on how to execute rehabilitation and
maintenance contracts. Training will emphasize financial management and technical skills, and will include
on-the-job training in labor-based maintenance, costing, contract management, and dispute resolution.
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Annex 2 A: Institutional Support to the Ministry of Transport

1. The Project will assist The project will assist the MOT in developing capacity in formulating and
implementing rural transport policy. The main focus of this support will be to establish an effective RTU.
The overall objective of the RTU is to increase the MOT's efficiency and effectiveness in working with
provinces, districts, and communes. The RTU will assist the MOT to identify and meet the transport needs
of the rural people of Vietnam, with particular emphasis on integrating poorer rural areas into the market
economy. The RTU will support development of rural transport policy. It will have initially three high-level
staff, with support staff and TA provided by the project.

Scope of work of the RTU

2. The RTU will help the Ministry to develop the national strategy for meeting rural transport needs.
The work of the RTU will provide a basis for coordinating the activities of different Government and donor
projects to help ensure that priority needs are met. The RTU will therefore facilitate the creation of a
shared vision and improved communication at all levels by implementing common policies to integrate
activities of the people, Government and donors in rural transport.

3. The RTU will not duplicate the activities of PMUs, or authorities in provinces, districts and
communes. The RTU's role will be strategic, focused on improving the environment in which these other
organizations and groups work to improve rural transport. Technical standards and extending the MOT's
facilitating and enabling roles will be emphasized..

4. The RTU will assess the effectiveness of existing projects and programs in meeting rural transport
needs; this work will help improve MOT's strategy and design work at all levels, and will identify
opportunities for improving equity, efficiency and effectiveness. The RTU's work will cover:

i) The Ministry's role in shaping the conditions in which central and local governments
operate;

ii) Provision of advice and training to the provinces, districts and communes, and other
organizations; and

iii) Advice to existing and potential donors supporting rural transport.

Work Program of the RTUL

5. The RTU will prepare an annual work program, summarizing its main objectives and planned
outputs for the coming year, and reporting on progress in delivering outputs in the previous year. The work
program will:

i) Identify the demand for rural transport services and recommend improved ways to meet
priority demands efficiently, effectively and equitably;

ii) Advise the Government in the development and implementation of policy, incorporating work
done thus far on the Rural Transport Strategy Study;

iii) Review, develop and expand the national strategy for rural transport. Synthesize existing
information, and where necessary, commission additional analysis to provide guidance on
needs, priorities, technical choices, and the responsibilities of different agencies.
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iv) Develop guidelines for the improved maintenance of rural roads. The RTU will begin by
designing systems for learning from existing experience within Vietnam, and from relevant
experience elsewhere;

v) Develop guidelines and procedures for updating road inventories, to be shared wherever
helpful;

vi) Periodically review the usefulness of guidelines and procedures and amend as necessary;
vii) Promote collaboration among communes, districts provinces, the central government, and

mass organizations to meet the demand for rural transport;
viii) Assess how to make greater use of labor-based techniques to increase the benefits to the

people of road investment and road maintenance;
ix) Develop pilot-scale activities to test new approaches and advise other agencies on

mainstreaming pilot activities into their projects and programs;
x) Design and commission training and facilitation programs to support the implementation of

policy and pilots;
xi) Design an evaluation system within the first six months to provide feedback on RTU's

effectiveness; and
xii) Conduct other activities as may be necessary to fulfill the RTU's terms of reference.

Staffing of the Unit

6. The Ministry will establish the RTU with three core staff.

i) Head of unit/institutional development and training facilitator. The head of the RTU will:
coordinate the work of the unit, with particular attention to rural transport strategy and training; promote
interdisciplinary collaboration and sharing of experiences among RTU staff members and the various
departments of MOT and local agencies; assess the demand for RTU services; compile the annual work
program and report on activities and outputs; facilitate the dissemination of the report's findings; and
design and commission evaluation programs to provide feedback on policy and practice.

ii) Economic/technical analyst. The analyst will collect, analyze and interpret information on
technical practice, the costs and benefits of investment and maintenance programs and the application of
technical standards, and identify the relevance of this information to the policy environment.

iii) Social development/Communications facilitator. The facilitator will collect, analyze and
interpret information on the demand for transport and transport services and identify the relevance of this
information to the policy environment. The facilitator will also facilitate two-way communication between
the RTU and organizations responsible for roads and transport services.

7. The RTU will have access to project resources for TA, local consultants, and support for pilot
activities. The MOT may arrange additional secondments to the RTU as necessary.

- 27 -



Annex 2B: Project Provinces

IDA Credit Provinces DFID Grant Provinces

1. Tuyen Quang 1. Ha Tinh
2. Quang Ninh 2. Quang Binh
3. Hai Duong 3. Quang Nam
4. Hung Yen 4. Quang Tri
5. Thai Binh
6. Ha Tay
7. Nam Dinh
8. Ha Nam
9. Ninh Binh
10. T. Thien Hue
11. Lam Dong
12. TayNinh
13. DongNai
14. Ba Ria Vung Tau
15. Binh Duong
16. Long An
17. Tien Giang
18. Dong Thap
19. Vinh Long
20. An Gian
21. Can Tho
22. Kien Giang
23. Bac Ninh
24. Khanh Hoa
25. Gia Lai
26. Lai Chau
27. Binh Thuan
28. Ca Mau
29. TP Da Nang
30. Ninh Thuan
31. Binh Phuoc
32. Bac Lieu
33. Vinh Phuc
34. Thanh Hoa
35. Dak Lak
36. Nghe An
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Annex 2C: Maintenance of Rural Roads

The Concept of Planned, Preventive Road Maintenance

1. The present practice in Vietnam is repair roads that have suffered significant damage, and, if they
have seriously deteriorated, to fully rehabilitate them. Introducing planned, preventive maintenance of rural
roads in good condition will greatly reduce the need for, and cost of, repairs to damaged roads, delay roads'
deteriorating to the point that periodic maintenance (re-surfacing) is required, and in many cases,
altogether prevent the need for rehabilitation. Preventive maintenance will also keep these rural roads in
good, all-weather-passable condition, and thus maximize the impact of investments in rural road access on
economic and social rural development.

2. Preventive maintenance comprises both routine, or continuing, maintenance of the road shoulders,
side-drainage and cross-drainage, and recurrent maintenance of the road surface at frequent intervals
(including grading of graveled roads) to deal with minor problems before they develop into significant
damage.

3. An essential starting point for planning the maintenance of a rural district road network is to draw
up a road inventory and map which detail the length, classification, and characteristics of the road network.
The road inventory is updated each year by surveying conditions to ascertain the current state of each road
link. This survey provides the information essential to prepare the annual road maintenance plan. Road
inventories, updated through annual surveys of road conditions, also serve other purposes-as a tool for
planning rural road investment priorities, and to provide the information needed to assess the development
of the road network and future investment needs.

The Component Activities

4. The project will assist the MOT and the local authorities to develop the effective, planned
maintenance of rural roads in Vietnam in order to maintain the level of service of rural roads that are
already in good condition ( maintainable roads). In Vietnam, communes currently carry out most of the
work on rural roads, providing labor and other contributions. It is expected that the communes will
continue to bear the main responsibility for maintaining rural roads. The district People's Committees will
provide planning, budgeting, technical and financial support to the communes. The PPCs through the
PDOTs will provide planning, budgeting and technical support services to the districts. The project will
support this approach, and will reinforce commune and district responsibility for these roads (see
Attachment 1, the Financing of Rural Road Maintenance). This is consistent with the decision of the prime
minister dated April 16, 1999 on the mechanism (Quy Che) for organizing the mobilization, management
and utilization of all contributions of the people (labor, materials and funds) for basic infrastructure. The
project will apply technical standards that facilitate effective subsequent maintenance. The project will
contribute to the development of capacity to keep maintainable rural roads in good condition at three
inter-linked levels:

i) Establish planned maintenance of RTP2 roads;
ii) Develop a preventive maintenance culture," and capacity to plan and implement maintenance

works in districts throughout Vietnam; and
iii) Pilot and test innovative ways of managing and implementing rural road maintenance at the

local level, which can subsequently be applied to 1 and 2.
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Planned maintenance of RTP2 roads

5. The proposed procedure for establishing the planned maintenance of RTP2 roads embodies the
principles that those who will be responsible for maintenance should be involved from the start in the
planning, and participate fully in the implementation, of road investments so that they assume maintenance
responsibilities themselves; and that subsequent maintenance arrangements should be defined and resolved
before the road investment is made.

6. The maintenance procedure for RTP2 investments is therefore incorporated into the consultation
and participation process for the rehabilitation of project roads (see Attachment 1 of Annex 4):

i) The province, district, and commune governments, as well as the general population, will be
informed about the RTP2 project, and about the selection and implementation. procedures to
be used. This informational process will highlight the requirement for the district and
commune concerned to define and agree on responsibility for the maintenance of each road
before any investment is made.

ii) Following the identification of candidate communes for road investment, the consultation
process for each road will require the commune and the district to prepare a maintenance plan
defining which organization is responsible for:

o providing the resources for road maintenance (including the supply of maintenance
materials);

* preparing the maintenance workplan and budget each year;
* implementing maintenance works

iii) PMU 18 will facilitate the negotiation and definition of the maintenance plan in each commune
. The maintenance plan will be scrutinized by the PPMU and PMU1 8 and approved as a
pre-requisite for proceeding with any investment scheme. The commune that benefits from the
road will formally agree to the inclusion of the road in the RTP2 project.

iv) The detailed design and preparation of a bill of quantities for the road rehabilitation works
will include consultation with local people on practical aspects of the design (e.g., alignment,
cross-drainage requirements, flood levels, local sources of construction materials). Each
commune will formally agree to the design and specifications of the road. The maintenance
plan will be finalized at this stage.

v) When the road rehabilitation works are ready to start, the commune and its population will be
given complete information about the arrangements for the implementation of the works. This
is done to facilitate beneficiary monitoring. Notification of implementation arrangements will
include information on the details of the maintenance plan. When the construction work is
complete, the district and the commune will inspect the road with the PPMU to confirm that it
has been rehabilitated to the agreed standard and quality before the parties enter into a formal
agreement to accept their responsibilities for maintaining the road.

vi) PID 1 sub units in Hanoi and Ho Chi Minh City will assign a staff member to be responsible
for the final review of the maintenance plan for each road. This section will also be
responsible for monitoring whether the roads are maintained in good condition. This will be
carried out through a review of data in the annual survey of road conditions and sample field
checking.
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Development of maintenance planning and implementation capacity within districts

7. The RTU in MOT will support the districts and communes in developing a preventive maintenance
culture and planning and implementation capacity. The RTU will prepare the methodology for, and
organize training and support to the PDOTs and the districts to prepare rural road inventories and maps
and to carry out annual surveys of road conditions to update the inventories. The results of the road
inventory and mapping, and the annual updates, will be provided to each commune in a district. RTU will
prepare and implement a nationwide training program to develop the planned, preventive maintenance of
rural roads, covering first the RTP2 provinces. The training will cover:

i) Raising awareness on the importance and benefits of planned, preventive maintenance of rural
roads;

ii) Communication of information about road classification and road maintenance
responsibilities;

iii) Planning and budgeting of maintenance works, and allocation of resources to maintenance and
investment;

iv) Contract preparation and management for preventive maintenance; and
v) Technical aspects of preventive maintenance works using labor-based methods.

8. The training will be based on maintenance guidelines prepared by the RTU, developed from the
existing MOT guidelines but refined and expanded to cover all of the above. Each People's Committee will
nominate one person to manage the responsibility for road maintenance in the commune, and the districts
will provide training for the commune nominees. The road inventories and surveys of road conditions,
together with the training, will form the basis for districts' annual rural road network maintenance plans.
These plans will give priority to preventive maintenance of roads in maintainable condition, but will also
make provisions for repairs needed on damaged roads and for emergency maintenance. The plans will also
make provisions for communication, training and facilitation activities, as well as the financing
arrangements and the technical activities.

9. The capacity-building effort by the RTU will not be limited to RTP2 provinces or roads, but will aim
to develop the effective, planned maintenance of rural roads throughout the country. However, the RTU
will work closely with PID1 during the project period. The RTU will provide advice to PIDI on the
preparation of the maintenance plans for the RTP2 roads and on monitoring, and will incorporate the
experience from this into the development of national rural road maintenance guidelines. The RTU will be
responsible for supporting the concerned districts and conmmunes to implement the maintenance plans
agreed for the RTP2 roads. The RTU maintenance training programme will therefore be scheduled to
ensure timely provision of training to districts and communes where roads are rehabilitated under RTP2.

Piloting and testing innovations in rural road maintenance management

10. The RTU will implement a program to test, demonstrate, and apply the innovative findings in rural
road maintenance management. These might include:

i) Consultative processes for the preparation and implementation of a district rural road
maintenance plan where representatives of the communes join with district authorities to
discuss problems, and prepare and agree on the annual maintenance plan. This will include
developing inter-commune cooperation for maintenance of important roads that serve several
cormmunes.
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ii) Methods of organizing and implementing labor-based routine and recurrent road maintenance,
including contracting with individuals for routine maintenance of one to two kilometers of
road (lengthman system); contracting with a group of poor people to carry out the routine
maintenance of a road; contracting by the communes for recurrent maintenance; and contracts
between a district and a commune.

iii) The work on Rural Roads Information System (RRIS) carried out under RTPI will be
extended, initially to four pilot provinces, to introduce such a system for rural road
management at the province level, and to test its feasibility.
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Attachment 1

Financing of Rural Road Maintenance

RTP2 will rehabilitate about 1 0,000km of District and Commune roads in 38 Provinces, about
12% of the current national network of District (36,000km) and Commune (47,000km) roads. The cost of
planned maintenance (routine, recurrent and periodic) of the rehabilitated RTP2 roads will build up to
about VND200 billion per annum after all the works are completed. 'Periodic' maintenance includes the
cost of regravelling the roads after a period of about five years. The Districts and Communes will be
responsible for maintenance, which will become a claim on their annual budgets for rural roads.

The total annual budget for District roads in Vietnam, managed at District level, is estimated based
on a sample of 15 Provinces at about VND750 billion per year (approx. $60 million). This is financed
from Provincial and District funds and from Commune contributions. There is very little central
government funding, except for some funds channelled through targeted poverty reduction programmes.

The funds currently available at the local level are in theory adequate for the planned maintenance
of the total District road network, but only about 15% of the network is currently in maintainable condition.
In practice the annual budget is allocated to a combination of repair of damaged roads, rehabilitation of
seriously deteriorated roads, and upgrading works. There is no real distinction between recurrent funding of
repairs and capital funding of rehabilitation/upgrading.

The budget for Commune and Village roads is managed by the Communes. Resources come from
Commune funds, obligatory labour days and people's contributions, and from funds provided by the
Districts to some Communes. Nationwide data on Comnmune-managed budgets for rural roads are not
available, but the contribution from the Communes is significant - data from the three RTP2 pilot
provinces shows that over 40% of the resources allocated to District and Commune roads come from the
Communes.

The available resources managed at District and Commune level are sufficient to fnance the
planned maintenance of those rural roads that are already in maintainable condition, and of the additional
10,000km that will be rehabilitated under RTP2. The challenge for the project is to facilitate a change of
maintenance culture in order to use District and Commune resources more efficiently. The project aims to
develop the practice of keeping rural roads in good condition through limited but regular annual
expenditure on routine and recurrent maintenance, and hence sustaining their level of service, rather than
waiting until the roads deteriorate to a damaged state when unnecessarily expensive repairs or rehabilitation
are required. The adoption of this planned maintenance strategy will still leave a balance of
locally-managed resources for repairs, and rehabilitation/upgrading, of other rural roads. However, over
time there would be a progress shift of expenditure of the locally-managed budgets towards planned
maintenance of an improving network.

The Table below indicates the present rural road maintenance financing situation for a "typical"
RTP2 province, and how this would evolve through the adoption of a planned maintenance strategy and the
rehabilitation of the project roads. The figures are illustrative only since there are wide variations in the
circumstances of the 38 RTP2 provinces, and the data is subject to some margin of error. It shows a slight
increase in annual maintenance costs of about 15 percent overall over a six year period (a growth of about
2.3 percent per year) to be funded mainly through higher local government or community contributions.
This is justified on a number of grounds:
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* the project will encourage the involvement of communities in maintenance activities. Local
funding, if imnplemented correctly and with adequate participation (see above) can
complement this;

* central government funding for maintenance for rural roads is lirnited and, compared to
national and provincial roads, does not represent the first call on government resources. A
'road fimd' is under discussion, but this could be some way off and may not include rural
roads maintenance;

* the cost increases are small compared to the benefits for the community of irnproved basic
access. With economnic growth of higher than 2.3 percent, they will even represent a
declining share of local expenditures.

Table: Rural Roads Budget for "Typical" RTP2 Province

Present Planned RTP2
Situation Maintenance Roads

Introduced
1999 2000-2005 C. 2005

District & Commune VND17-23 billion VND 17-23 billion VND 20-26
Managed Road Budget

Sources of Funds (Typical):
Province 5-10% 5-10% 5-10%
Districts 50-60% 50-60% 50-60%
Communes 40-50% 40-50% 40-50%

Length of District and
Commune Roads 1,350 km 1,350 km 1,350 km

Maintainable District 195 km 195 km 460 km
and Commune Roads

Allocation of Budget:

Planned Maintenance Nominal 17-23% 35-45%
Repairs 40-60% 30-45% 15-30%

Rehab./Upgrading 40-60% 30-45% 25-40%
Emergency Maintenance Nominal 5%

Notes: It is assumed that increased rural economic activity, including that generated by an improved road network, will over
time increase the local resources available.
The increase in maintainable roads is the estimated length of RTP2 rehabilitation works. The use of local resources for
rehabilitation and upgrading works will bring some additional roads into maintainable condition.
Provision is made, as part of a planned maintenance strategy, to reserve some funds for emergency maintenance works.
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Annex 2D: Training of Domestic Contractors

1. The project will assist the MoT in developing the capacity of domestic contractors to implement
and manage rural roads rehabilitation, upgrading and maintenance contracts effectively. Under the'
Institutional Development to PMUI 8 and PDOTs' component, PMU1 8 will provide specific training to the
PPMUs and to eligible contractors on the contract bidding, implementation and management procedures for
the RTP2 project. The objective of the 'Training of Domestic Contractors' component implemented by the
RTU will be to contribute to developing a more competitive, capable and efficient local contracting
industry with increased capacity to meet the demands of the rural transport sector. These demands are
expected to increase over time with continuing foreign and domestic investment in rural road rehabilitation
and upgrading and a progressively greater need for routine, recurrent and periodic maintenance works.

2. The Training of Domestic Contractors component will facilitate increased participation by local
contractors based in the provinces, including private sector contractors, in the execution of rural roads
rehabilitation, upgrading and maintenance contracts. The component will address two key issues. First,
although some progress has been made under RTP 1, there continue to be constraints to the fully
competitive involvement of private sector contractors in rural roads contracting. Second, there is a lack of
technical and managerial capacity among contractors in the efficient execution of planned---routine,
recurrent and periodic---rural road maintenance. These maintenance works are well-suited to
implementation by local and small-scale contractors, including private contractors, in the provinces and to
the use of efficient labour-based methods which would create employment in rural areas.

3. An analysis will be carried out of the constraints to fully competitive participation by the private
sector in rural roads contracting, and of the capacity-building needs for maintenance contracting, including
the use of labour-based methods. Based on the findings, an appropriate training programme will be
developed targeted at private sector contractors (including small-scale maintenance contractors), provincial
construction enterprises, and staff of PDOTs and the Districts.

4. Although the component is ultimately intended to have a national impact, the training activities will
be focused in selected RTP2 provinces where the project will create a significant demand for rehabilitation
and maintenance contracting. The contractor training provided under this component will be co-ordinated
with, and will complement, that organized by PMU1 8. The training outputs of the component will
contribute to the ongoing work of the RTU to develop rural road maintenance capacity in Vietnam.
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Annex 3: Estimated Project Costs

VIETNAM: RURAL TRANSPORT 11 PROJECT

1. Institutional development to PMU18 and PDOTs 3.30 5.50 8.80
2. Institutional development to MOT 0.70 1.80 2.50
3. Rehabilitation of district, commune, and some 110.20 19.00 129.20

provincial roads
4. Rural roads maintenance 2.10 1.20 3.30
5. Training of domestic contractors 0.50 0.10 0.60

Total Baseline Cost 116.80 27.60 144.40
Physical Contingencies 0.20 0.00 0.20
Price Contingencies 0.40 0.30 0.70

Total Project Costs 117.40 27.90 145.30

Total Financing Required 117.40 27.90 145.30

Annex 3A: Financing Arrangements

IDA OFID Bilateral DFID The ToI
Financing Agreement Trust Fund Government ota

Component Amount % Amount % Amount % Amount % Amount %
USS million USS million USS million USS million USS

million

1. Institutional develoDment to PMU18 and 3.658 39.0 - - 3.486 37.2 2.228 23.8 9.372 6.4
PDOTs

2. Institutional development to MOT - - 2.624 100.0 -- - 0.008 0.3 2.632 1.8
3. Rehabilitation of district, commune, and 100.270 77.6 - -- 16.000 12.4 12.955 10.0 129.225 88.9

some provincial roads
4. Rural roads maintenance - - 3.473 100.0 -- - -- -- 3.473 2.4
5. Training of domestic contractors - - 0.628 100.0 -- -- 0.628 0.4

103.928 71.5 6.725 4.6 19.486 13.4 15.191 10.5 145.330 100.0
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Annex 4: Cost Benefit Analysis Summary
VIETNAM: RURAL TRANSPORT 11 PROJECT

Economic analysis will be performed for all candidate roads of the project. The project uses
different economic evaluation methodologies according to the level of rehabilitation and improvement to be
achieved. Cost-effectiveness criteria are applied to roads to be rehabilitated to provide minimum standard
all-season reliable motorized access, and cost-benefit criteria to roads to be upgraded to higher standards.

The first priority of the project is to provide basic road access (see definition below) from
commune centers to district centers. If funds remain, district and commune roads---and provincial roads on
an exceptional basis---may be selected for rehabilitation/spot-improvements, or upgrading to higher
standards. For the purpose of economic analysis, the proposed road works are therefore categorized into
three types: i) Basic access roads; ii) Select rehabilitation/spot-improvements on district, commune, and,
on an exceptional basis, provincial roads to achieve all-season access; and iii) Upgrading to higher standard
than the minimum standard all-season access road. The evaluation methodology for each is described
below.

Basic Access Roads-cost-effectiveness

Basic road access is defined as year-round access with a car (2-wheel drive vehicle with 4 wheels)
from the commune center to the district center (closest district center or the administrative center to which
the commune belongs). Commune centers which have an all-season road within 1 km of their commune
centers already have basic road access. Communes which have a navigatible waterway serving the
commune center are also considered to have basic access. No basic access roads will be less than 1 km. In
case there is more than one road communicating the commune center to the district center, the road which
costs the least to rehabilitate will be chosen.

The provincial departments of transport (PDOTs) in all participating provinces will, in
collaboration with the district departments of transport (DDOTs) and the communes, where appropriate,
carry out a comprehensive inventory of all provincial, district and commune roads and bridges in the
province. The roads will be mapped and their condition recorded. The roads and bridges inventory, the
condition survey and the mapping exercise are the first step in identifying those commune centers which
lack all-season road access to their respective district centers as per the above definition. District centers
usually have many of the higher level facilities-hospitals, upper secondary schools, market centers-
which are not found in the commune. Effective all-season road access to the district center is clearly
important for households in Vietnam's rural communes. The project hence can be expected to make
significant impacts on living standards in the communes.

The road selection methodology combines economic and social criteria and relies on a participatory
method that involves commune and district constituencies throughout the selection process. Please see
attachment 1 for a table listing the steps involved in the participatory process. Each province is required
to list all roads that are eligible under the project's 'basic access' definition, and then to rank them
according to a cost-effectiveness ranking index (CE 1) which takes poverty, population and project costs
into account.

CE, = [(number of poor) + .2(number of non-poor)]/total cost of rehabilitation

Poverty incidence is measured according to the same definition throughout the country and is
available at the commune level. Among the different groups in the population, the formula puts about five
times more weight on the poor than on the non-poor. An example of how the ranking index works is given
in Attachment 2.
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Basic access roads will also be subject to a maximum per kilometer cost that is allowed to vary according
to geographical terrain. In addition an entire province's program will be subject to an average per kilometer cost.

Since the project's primary objective is to provide all-season "basic" access (as defined above) to all
communes, until all provinces have completed the inventories, works will be carried out to meet basic access road
needs only, in the order of the above CEI ranking. During the mid-term review, allocations of the remaining
funds across provinces will be made according to what is revealed about basic access needs by the provincial
inventories. The budget will be allocated according to the rank of the basic access roads across all provinces. If
funds remain beyond what is necessary to fulfill the basic access objective across all provinces, they will be spent as
detailed in the following sections. Basic Access Roads selected for first year implementation in Ninh Binh province
using the above criteria are shown in Attachment 3.

Select rehabilitation/spot-improvements on other roads---cost-effectiveness

Once the basic road access needs are financed across all participating provinces, and if the budget for civil
works has not been exhausted, the remainder will be allocated to other district or commune priority roads which
require Tehabilitation to provide all-season access using cost-effectiveness rankings, or to upgrading of roads
subject to cost-benefit analysis. It is recommended that about twice as many kilometers of roads be selected as
candidate roads as available resources can cover in both cases.

Cost-effectiveness will be determined using population served, poverty incidence and---as a measure of
economic gainsthe amount (ha) of unused land with potential for agricultural development in the communes served
by the road and the number of facilities providing social and economic services located within 1 km of the road
link. The latter includes health and education facilities, markets, post offices, agricultural extension offices and so
on. The benefits, multiplied by the total and poor populations served by the road, are then compared to the total
least cost of the proposed works. The formula is given by:

CE2 = {I1 + I(unused land/per person) + I(facilities /per person)] Ipoor + 0.2 (non-poor)J}/ total cost of
rehabilitation

Average benefits are determined based on the current density of unused land with potential for
agricultural development and the density of existing facilities. However, even if there are no facilities and no
unused land, there are still benefits from the road. Both unused land per capita and facilities per capita are
expressed as indices between 0 and I (denoted by I), similarly to poverty incidence. These indices will be created
based on national level minimum and maximum values./ An example of how the ranking index works is shown in
attachment 4.

Upgrading--cost-benefit

Upgrading to a standard higher than minimum all-season accessibility will be considered only if a given
road is economically viable as determined by simplified cost-benefit analysis based on savings in vehicle operating
costs (VOC) and time. Candidate roads will be ranked according to their economic internal rate of return (EIRR).
Upgrading will take place only on roads with a minimum 10 percent EIRR, which is the rate used for roads
projects in Vietnam. The introduction of a simple model to assess the economic benefits of candidate roads for
upgrading is felt to be a very useful tool for PDOTs in Vietnam who often black-top roads without any prior
economic assessment.

1/ The land and facilities indicators are scaled so as to range from 0 to 1, with I indicating the highest number of facilities per
person (F) and the most unused land per person (UL). Each F is converted to a scalar (F*) using the following formula: F*
= [F - Fm'] / [F'=--Fn. And similarly for UL: UL* = [UL--UL-] / [TL7-ULj'.
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Economic cost of road works

The three major types of road in rural Vietnam are earth, gravel, and water bound macadam.
There is also a small network of bitumen roads. Costs for individual road links will depend on various
factors including the original pavement type, the severity of the degradation, and the terrain. Six different
terrain types likely to be found in the project provinces have been identified - mountain, agricultural
upland, irrigated lowland, delta, sandy coastal strip and peri-urban. Detailed estimates have been made for
these terrains of per unit costs of earth works, drainage, pavement, bridges, other (survey, design and
contingency), and land acquisition. These estimates will be used to guide the rapid cost-estimates which
will be done on the roads proposed for upgrading. Maintenance costs include routine, recurrent and
periodic costs. Using the above costings, and through detailed analysis of conversion factors for labour,
materials, equipment and overheads, the economic costs of capital and maintenance works are estimated at
80% and 75% respectively of the financial costs.

Traffic counts

Traffic counts by types of vehicles and modes will be conducted from 6:00 am to 6:00 p.m. by the
respective PDOT for all proposed candidate roads. All commonly used road transport modes in Vietnam
will be counted in the surveys---minibuses, buses,, light, medium and heavy trucks, 4x4 and cars, as well
as slow-moving vehicles and intermediate means of transport (IMT). The latter dominate traffic flows on
most rural roads in Vietnam---notably motorcycles and bicycles, and also Cong Nongs (small trucks of
about 1-2 tonne payload, built locally using parts from scrapped vehicles and powered by small diesel
engines), other locally-adapted small vehicles, 'push bikes' (heavy-duty bicycles converted to use as
hand-carts), animal carts and pedestrians.

Traffic composition and growth projections

In Vietnam rapid economic growth has been matched by even more rapid growth in road traffic.
Motorization is the most dramatic trend in transport. From 1991 to 1996, road traffic increased at 13%
per year for freight and 9.2% for passengers. During these years average annual real GDP growth was
about 9%. Passenger cars increased fast although from a very low basis, from about 5,400 in 1992 to
about 133,000 in 1996; most are owned by public entities and concentrated in the larger cities. The
number of trucks grew from about 8,400 in 1992 to 104,700 in 1996 with size and loading capacities
increasing. During the same years, the number of buses grew from 36,800 in to 66,500. The most
dramatic change in road transportation in both urban and rural areas, however, was the increase in
motorcycles. The country's motorcycle stock grew from 200,000 in 1992 to about 4.2 million in 1996
(equal to 56 motorcycles per 1,000 people).

Traffic on roads varies considerably depending on location also within rural areas. Traffic counts
were collected on a total of 20 district roads and three commune roads in the three pilot provinces.
Conventional motorized traffic on the busier district roads in the three pilot provinces varied between 3 vpd
and 500 vpd. Only two of the roads had more than 100 vpd; the median being 38 vpd. Traffic on all these
roads was dominated by intermediate means of transport (IMT) - motorcycles (50-700) and bicycles
(200-2000 vpd), bullock carts (13-375) and Cong Nongs (8-150). Pedestrians varied from 300 to over
1,000 per day.

2/ A complete package of the road inventories and traffic counts from the three pilot provinces is available in the project file.

3/ Vietnam: Rehabilitation of Highway 1 between Vinh and Dong Ha. Dessau-Experco. 1995
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Projected traffic growth was calculated based on the average growth rate of traffic multiplied by
the average elasticity of demand for passenger and goods traffic. Numerous reports including SWK and
Dessau Experco," the World Bank and the Transport Development Strategy Institute (TDSI) have
estimated the elasticities of traffic growth versus GDP. The findings of these reports are very similar---all
estimate that traffic will continue to grow faster than GDP growth. SWK found that the elasticity of
growth of motorcycles to GDP to be 2.4 and that of bicycles to be 1. There is no data on how these
elasticities may differ in urban and rural areas. A conservative estimate of 2 for motorcycles has been used
in the traffic growth calculation, 1.2 for passenger vehicles (buses, small buses, cars and 4x4), and 1 for all
other vehicles. GDP growth is set at 5% per annum, making the overall assumed growth rate in traffic 6%
per annum. Interviews in one of the pilot provinces indicate that ownership of motorcycles by rural
households is low---between 5 and 30 per thousand inhabitants depending on, among other things, the
passability of the road the household is living nearby.

Summary of Benefits and Costs:

The Rural Transport Strategy Study has carried out a detailed analysis of VOCs, and their
variation with roughness, on rural roads in Vietnam: The HDM-VOC model adapted for Vietnam was
used to quantify benefits from savings in VOC for conventional motor vehicles. In accordance with
emerging practice, a simple model was used to estimate the user-cost savings for slow-moving vehicles and
IMT, based on local cost factors, operating conditions on rural roads, and field surveys of transport
operators and road users.

Motorcycles, bicycles, Cong Nongs and other locally-evolved small, slow-moving motor vehicles
are the most common means of transport on rural roads in Vietnam., and the use of animal-drawn carts is
also common. However, there are significant differences in the mix of vehicle types in different parts of the
country. A careful analysis of operating costs of motorcycles and non-motorized vehicles was made for a
World Bank financed rural roads project in Andrah Pradesh India. It compared the findings of two 1996
studies: PADECO, and a World Bank financed project in Bangladesh. It found the India bicycle and
bullock cart estimates broadly consistent with the PADECO and Bangladesh studies. The VOCs for
slow-moving vehicles and IMT developed for rural roads in Vietnam under the Strategy Study have
likewise been found to be broadly consistent with the same studies. The Vietnam Study findings on
changes in motorcycle VOCs with road roughness (IRI) are ocnsistent with the Andhra Pradesh findings
when the latter are adapted to Vietnamese cost factors. The IRI based VOC estimates for all vehicles are
shown in Attachment 5.

4/ See Draft Working Paper, Analysis of Vehicle Operating on Costs on Rural Roads, in project file.

5/ Non-Motorized Transport (NMT) Modeling in HDM-4, Draft Final Report for Transport Division of the World Bank.
PADECO 1996.

6/ Bangladesh: Second Rural Roads and Markets Improvement and Maintenance Project: Project Implementation Document
No. 15: Economic Appraisal of FRB Roads, South Asia Regional Office, World Bank. 1996.
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As part of the Strategy Study analysis of VOCs on rural roads in Vietnam, time savings estimates
have been made for all passengers, for operators of motorcycles, bicycles and animal carts, and for
pedestrians. Different time values are estimated for users of different categories of vehicles based on
estimates of the likely income level of the users (derived from Vietnam Living Standards Survey data),
shadow wage rates for unskilled and skilled labour, and the proportion of trip purposes having an economic
opportunity cost (derived from field survey interviews). The hourly time values applied to estimate time
savings range from US$0.1 for bus and car passengers to US$0.03 for bicycle users and US$0.022 for
pedestrians. Preliminary results in the three provinces indicate that on rural roads in Vietnam the main
benefits from road improvements accrue to IMT users through savings in VOC because IMT far
outnumber other motorized vehicles. Unquantifiable benefits from bitumenization, in addition to social
impacts, include dust reduction, which is a major problem in densely populated rural towns in Vietnam.
Further, the VOC estimates on existing roads do not take account of the higher depreciation charges or
longer journeys from delays or diversions caused by road closure due to intermittent flooding, common in
many parts of Vietnam during the wet season. Could they be included savings would be greater. Savings
would increase also if the likely change in the composition of traffic were factored in.

Main Assumptions:

Sensitivity analysis / Switching values of critical items:

Cost-benefit appraisal has been carried out for seven road segments proposed for upgrading to
bitumen-surfaced standard in one of the pilot provinces (Ha Tay). Six of the roads give base case (most
expected scenario) EIRRs of greater than 10%, ranging from 11% to 56%. Three of these roads are
currently gravel, the other three water-bound macadam.

Sensitivity analysis has been performed as part of the appraisal. A reduction in traffic of 25% or a
25% cost increase in civil works (both construction and maintenance) would make two of the road
investments uneconomic (those with base case EIRRs of 11% and 13%). On all the roads appraised except
for the one with the highest level of conventional motorised traffic, the largest benefit is to motor cycles.
Given the degree of uncertainty over motor cycle VOCs, the sensitivity of the results to a 50% reduction in
motor cycle VOC savings was tested. In general this has a similar effect to a 25% increase in civil works
costs and again renders two roads uneconomic. The effect of value of time savings on the results is small,
because of low wage levels of rural areas. Excluding time benefits makes one road, that with a base case
EIRR of 11%, uneconomic.

Combining unfavourable changes in the first three parameters (25% decrease in traffic, 25%
increase in civil works costs and 50% reduction in motorcycle VOC savings) would make upgrading of all
but two of the roads examined uneconomic. However it is highly unlikely that all three parameters would
change in the same unfavourable direction. Experience in the road sector indicates that construction costs in
Vietnam have tended to remain stable, and the cost estimation procedures developed under RTI, which will
be applied to RTII, have proved reliable. Furthermore, any decrease in traffic is likely to affect
conventional motorised vehicles more than slow moving vehicles and IMT.

The analysis indicates that on most rural roads the benefits from upgrading will accrue primarily to
motorcycles and to other IMT, with significant variations in traffic mixes in different parts of the country.
This emphasises the importance of further refinement of the estimation of the variation with road roughness
of VOCs for slow-moving vehicles and IMT, of accurate recording of traffic flows on all roads proposed
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for upgrading, and of derivation of factors to convert traffic count data to AADT. The work under the
Strategy Study has resulted in an appropriate model for economic appraisal of rural roads that will be
further developed and refined through the work of the RTU.

Economic Appraisal of Roads Proposed for Upgrading in Ha Tay Province

0601-G 0701-M 1002-G 1101-M 1102-M 1401-G 03024M
Scenario EIRR EIRR EIRR ERR EIRR EIRR

A. Base Case 13% 11% 33% 20% 56% 20% 4%
B. 25% Decrease in Traffic 9% 6% 26% 15% 43% 14% 0%
C. 25% Increase Works Cost 9% 7% 27% 16% 46% 15% 0%
D. 50% Decrease MC VOC 8% 8% 25% 15% 52% 16% 2%
Change
E. Exclude Tine Savings 11% 9% 30% 18% 51% 17% 1%
F. B+C+D 0% 0% 14% 6% 32% 7% -6%
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Attachment 1

CONSULTATION PROCESS IN THE PROVINCE

Activity Responsible Week Output

1 2 3 4 5
Information campaign is implemented through: PMU18, PPC:
- local newspapers Information
- posters department +
- local radio and communal loudspeakers PDoT
a. Province meets with all Districts together to PDOT, PMU18 Minutes of

explain and discuss about Project, including (before inventory meeting
the rules for the selection methodology. starts)
People at the meeting will include
representatives from different associations
and committees, businesses, transport
operators, district govemment and other
informal leaders.

b. Districts meets with all Communes together to
explain and discuss about Project.
Representatives from different associations
and committees, businesses, transport
operators, district government and other
informal leaders will be invited to the meeting.

INVENTORY STARTS

2 Province sends letters to Communes that do not PDOT x Invitation letter
have basic road access announcing meetings to (after inventory
explain and discuss about the Project. There will completed)

_ be one meeting in each Commune, _____
3 Province will assist Communes to prepare sketch PDOT, District, x x Sketch maps

maps of their own road systems if they are CPC
interested to participate in the Proiect. _

4 PMU18 Sociologist or social organization, PDOT PMU18/Prov., x x Minutes of 1
conduct 1, consultation meeting in each Commune PDOT, DDOT, meeting; road
with representatives of farmers, veteran's CPC selected for basic
association, women's assoc., school, clinic, market, access rehab.
shops, village leaders, and ethnic minority leaders.
If roads qualifies as a basic access roads, the
commune and the district will agree on a
maintenance [lan,

5 If the Commune has ethnic minorities; three Trained District x x Minutes of 2nd
additional meetings will be held with i) EM leaders Women's Union, series of
in the Commune; ii) EM men; and iii) EM women (with backing by meetings;
from households who live along the proposed Prov. WU if inventory of EM
roadlink. A social impact assessment (SIA) will needed) households; SIA
also be conducted and an Action Plan prepared if report; Action
necessary. Plan (refer to

Ethnic Minority
Guidelines in

______________ _ __ Annex ?)
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Activity Responsible Week Output

1 2 3 4 5
6 Provincial Engineer uses information from PDOT, x Draft designs of

Commune meetings and ethnic minority SIA to Districts communal
prepare designs and a cost estimate of the roadlinks; cost
reauired work for aualifvina Communes. _ estimates

7 Province develops the proposed basic road access PDOT, x Provincial Basic
program and cost for each province. Distncts Road Access

___________I_ _ Proaram and cost
8 Province holds a meeting and shares information PDOT, x Minutes of

on the proposed program with all concemed Districts meeting
communes and associations which were present at
the first meetina ___
Communes can complain to PMU18 about the
proposed oroaram if necessary

9 Province submits the proposed Basic Road Access PPMU x
Program and cost to PMU18.

10 Specific information campaign is implemented in X
the selected communes:
Description of the rehabilitation program
including cost, schedule, maintenance
components, coordinates and name of the
___commune's 'maintenance manaper" _ _
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Attachment 2

Cost-effectiveness ranking of basic access roads in the three pilot provinces:

In the following example, five basic access roads have been identified, along with poverty incidence
and population in each road's commune and the total cost of the proposed rehabilitation. Poverty is defined
using the definition used nationally by MOLISA: the percentage of 'people' (not households) who have less
than the income equivalent of 15 kg of rice.

Road I ROAD 2 Road 3 Road 4 Road 5

Poverty incidence (%/6) 10

Population 2,000 2,000 2,000 5,000 6,000

Length of road (km) 5 10 10 5 5

Cost per km ($) 10,000 15,000 15,000 10,000 10,000

CEx 100 1.12 0.37 0.61 3.60 2.88

Example of cost-effectiveness calculation for Road 1:

CE, = [(number of poor) + .2 (number of non-poor)]/total cost of rehabilitation

10% of the commune's 2000 people are poor. Hence, the commune has 200 poor and 1800
non-poor people. The project requires 5 kmn to be rehabilitated at a cost of $10,000 per km. The total cost
is thus $50,000. CE = [200 + .2 (1800)]/50,000 = 740/50,000 = 0.0112

The calculations indicate that Road 4 has the highest benefits to costs followed by Roads 5, 1, 3
and 2. Road 4 ranks the highest because it has relatively high poverty (20 % or 1000 poor people) and
high population, yet relatively low overall costs ($50,000). Although the costs for Road 1 are the same, it
ranks much lower than Road 4 because it serves less people as well as less poor people than Road 4.
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Attachment 3

Ranked List of Basic Access Roads for First Year Works Program, Ninh Binh Province

Access Cost Cost Number of Number of Commune R*100 Ethnic
No District Road Name Road Link Length Code of road per km Poor non-poor population index minority

Name (km) Index ($) ($) population population

Table A: Main List

I Gia vien Gia hung 02-02-001-01 1.20 8 9,073.0 7,560.8 1,130 5,515 6,645 24.61 0

2 Hoa lu Ninh son 02-03-014-01 2.40 8 15,959.0 6,649.6 723 8,177 8,900 14.78 0

3 Kim son Chai binh 02-04-003-01 2.50 8 14,883.0 5,953.2 917 5,083 6,000 12.99 0

4 Yen khanh Khanh trung 02-06-02 2.90 8 28,064.0 9,677.2 1,503 8,517 10,020 11.43 0

5 Kim son Xuan thien 02-04-001-01 1.50 8 10,662.0 7,108.0 681 2,361 3,042 10.82 0

6 Kim son Hoi ninh 02-04-004-01 2.20 8 18,584.0 8,447.3 865 5,316 6,181 10.38 0

7 Yen mo Khanh thinh 02-05-003-01 1.30 8 16,472.0 12,670.8 592 5,408 6,000 10.16 0

8 Yen mo Yen nhan 02-05-011-01 5.00 8 39,269.0 7,853.8 1,257 11,314 12,571 8.96 0

9 Kim son Kien thai 02-04-01 5.20 8 46,303.0 8,904.4 1,796 9,378 11,174 7.93 0

10 Hoalu Ninh phong 02-03-013-04 4.00 8 26,598.0 6,649.5 675 6,825 7,500 7.67 0

11 Yen khanh Khanh tien 02-06-010-01 2.20 8 19,229.0 8,740.5 807 3,228 4,035 7.55 0

12 Kim son Kimhai 02-04-025-01 3.50 10 26,669.0 7,619.7 1,656 667 2,323 6.71 0

13 Yen khanh Khanh cong 02-06-014-01 4.20 8 35,131.0 8,364.5 1,152 5,872 7,024 6.62 0

14 Kim son Kim trung 02-03-003-01 3.00 8 19,948.0 6,649.3 475 3,484 3,959 5.87 0

15 Yen khanh Khanh cu 02-06-005-01 3.30 8 33,421.0 10,127.6 503 6,687 7,190 5.51 0

16 Nho quan Yen quang 02-01-010-01 2.40 8 35,068.0 14,611.7 911 5,008 5,919 5.45 x

17 Nho quan Gia thuy 02-01-01 3.30 8 41,251.0 12,500.3 1,105 5,001 6,106 5.10 x

18 Nho quan Gia son 02-02-05 4.30 10 48,623.0 11,307.7 935 7,565 8,500 5.03 0

19 Gia vien Gia trung 02-05-03 7.35 8 105,690.0 14,379.6 1,263 13,767 15,030 3.80 0

20 Yen mo Yen dong- 02-04-026-01 2.45 8 26,863.0 10,964.5 363 2,060 2,423 2.89 0
Yen thanh

21 Hoa lu Ninh tien 02-01-01 4.50 8 54,073.0 12,016.2 448 3,531 3,979 2.13 x

Total 68.70 671,833.0 9,779.2

Table B : provisional list
I Gia vien Gia minh 20-02-013-01 3.2 10 26,303.0 8,219.7 651 2,506 3,157 4.38 0

2 Gia vien Lien son 02-02-002-01 4.9 8 37,048.0 7,560.8 650 4,770 5,420 4.33 x

Total j 8.1 63,351.0 7,821.1

Grand total: main & provisional list 76.80 735,184.0 9,572.7

note: R=( (poor population) + 0.2(non-poor population) )I total cost of road link

note: Costs of roads include bridges
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Attachment 4

Cost-effectiveness ranking of non-basic access roads:

Once a province has completed its basic access roads rehabilitation, it may consider rehabilitation
of other priority roads which lack all-season access. In this examnple, five additional priority roads are
proposed for rehabilitation under the remaining budget. A cost-effectiveness ranking of the roads is
determined by comparing the benefits to the total costs of the proposed works.

Road 1 Road 2 Road 3 Road 4 Road 5

Poverty incidence (%)

Population 2,000 2,000 2,000 5,000 6,000

Facilities/pop 0 1 .2 .5 1

Unused land (ha) w/ agricultural .5 I .75 0 .25

potential/pop

Length of road (km) 5 10 10 5 5

Cost per km ($) 10,000 15,000 15,000 10,000 10,000

CEx 100 1.68 1.12 1.14 5.40 6.48

Calculation of cost-effectivenessfor Road 1: Road 1 has an index of unused land per person of
.5, an index of facilities per person of 0 (the least of any of the roads being considered). Adding 1 gives 1.5
for the first component. 10% of the commune's 2000 people are poor. Hence, the commune has 200 poor
and 1800 non-poor people. The project requires 5 km to be rehabilitated at a cost of $10,000 per km. The
total cost is thus $50,000. Plugging these numbers into the formula gives: CE = [1.5 x (200 +. 3 (1800)]/
50,000 = 0.0108

In this example, the cost-effectiveness ranking is Road 5 first, followed by Road 4, Road 1, Road 2
and Road 3 last. Road 5 ranks the highest because, although it has low poverty, it has high average
benefitswith the highest number of facilities per person and some unused landand many people that these
benefits will reach. Finally the project is low cost.
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Attachment 5

VOCs by Roughness on Rural Roads in Vietnam (US$/000 km)

IRIi Car 4WD Mini- Bus Pick- Light Medium Small Large Motor Animal Bkycle Push Ped.
(in/kn) bus up Truck Truck Cnong Cnong Cycle Cart Bike

4 131.3 194.9 169.2 235.6 168.1 134.1 141.4 44.7 62.2 38.5 54.9 4.0 11.0 4.6

5 144.3 212.3 188.2 261.4 175.8 148.0 156.1 48.1 66.9 40.7 57.6 4.4 11.5 4.7

6 160.0 233.0 211.2 290.3 182.8 163.5 172.3 51.5 71.6 43.2 60.3 4.8 12.0 4.8

7 179.1 257.9 239.3 323.4 192.5 181.3 180.6 55.0 76.6 46.8 63.3 5.2 12.5 4.9

8 202.5 288.0 274.1 362.3 204.6 202.1 211.7 58.7 81.8 50.7 66.3 5.6 13.0 5.0

9 232.0 325.0 318.1 410.1 217.8 227.5 237.0 62.5 87.2 55.2 69.6 6.0 13.6 5.1

10 269.2 369.9 373.9 472.1 244.0 260.5 268.9 66.4 92.7 62.3 73.1 6.5 14.1 5.2

11 302.8 411.0 423.9 525.4 259.3 288.9 297.1 70.4 98.5 71.3 76.8 7.0 14.7 5.3

12 333.8 449.5 470.5 572.1 275.0 314.0 322.3 74.6 104.6 75.6 80.8 7.5 15.2 5.5

13 367.8 490.3 525.6 626.3 291.0 343.0 350.8 79.0 111.1 80.2 85.1 8.1 15.8 5.6

14 406.0 534.5 579.0 690.7 307.3 377.2 384.4 83.7 117.8 84.4 89.7 8.7 16.4 5.7

15 450.2 583.4 645.8 769.7 323.3 419.1 424.5 88.7 124.9 87.7 94.9 9.4 17.1 5.8

16 483.1 638.9 726.5 870.6 340.6 472.4 474.7 93.9 132.7 95.4 100.5 10.2 17.7 5.9

17 553.2 683.2 786.8 939.8 357.3 509.2 513.4 99.5 141.2 104.9 106.7 11.0 18.3 6.0

18 587.6 731.0 854.2 1,020.2 374.2 551.9 551.2 105.5 150.8 111.8 113.8 11.9 19.0 6.1

-48 -



Annex 5: Financial Summary

VIETNAM: RURAL TRANSPORT 11 PROJECT

Years Ending
December 31

(US$ millions)

Year I1 Year 2 _ Year 3 _ Year 4 Year 5 Year 6 1 Year 7
Total Financing Required

Project Costs
Investment Costs 17.1 31.3 34.5 34.0 26.2 0.0 °-°
Recurrent Costs 0.3 O.S O.S 0.5 0.5 °-° ° °

Total Project Costs 17.4 31.8 35.0 34.5 26.7 0.0 0.0
Total Financing 17.4 31.8 35.0 34.5 26.7 0.0 0.0

Financing
IBRDIIDA 10.8 22.5 25.2 25.2 20.2 0.0 0.0
Government 2.0 3.2 3.7 3.7 2.6 0.0 0.0

Central 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Provincial 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Co-financiers 4.6 6.1 6.1 5.6 3.9 0.0 0.0
User Fees/Beneficiaries 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Others 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Total Project Financing 17.4 31.8 35.0 34.5 26.7 0.0 0.0
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Annex 6: Procurement and Disbursement Arrangements

VIETNAM: RURAL TRANSPORT 11 PROJECT

Procurement

Procurement methods (Table A)

All road rehabilitation procurement will be carried out by the PDOTs in the project provinces.
PMU1 8 will carry out the procurement of goods and selection of consultants. Procurement of civil works
and goods will be done using World Bank Guidelines: Procurement under IBRD Loans and IDA Credits,
dated January 1995 and revised January and August 1996 and September 1997 and January 1999
(Procurement Guidelines). Selection of consultants will be done in accordance with the Guidelines:
Selection and Employment of Consultants by World Bank Borrowers, dated January 1997 and revised
September 1997 (Consultant Guidelines) using Standard Request for Proposal, dated July 1997 and revised
April 1998.

a) Civil Works. No international competitive bidding (ICB) is expected under the proposed
project since works under the project are small, scattered across the project provinces, and not technically
complex, and thus unlikely to attract foreign competition. Contracts of up to US$50,000 each (total about
US$42.7 million) may be procured, using lump-sum fixed price or unit-cost price contracts in accordance
with simplified procurement procedures for works similar to shopping among qualified domestic
contractors. Contracts of up to US$300,000 each (total US$79.4 million) will be procured according to
National Competitive Bidding Procedures acceptable to IDA. It should be noted that Government recently
issued Decree 88-CP approving new Procurement Regulations. The procedures for NCB therein do not
conform to IDA procurement policies and principles, inter alia, for scope and areas of application;
advertising, selecting modes of bidder and procurement forms; eligibility; bidding; bid evaluation; and bank
guarantee. Agreement was reached at negotiations on substitute provisions that conform to IDA
procurement policies and principles. In addition, GOVN has confirmed that the provisions of these new
Procurement Regulations relating to ICB and employment of consultants are superseded by the provisions
of the World Bank Procurement and Consultant Guidelines as set forth in the legal documents for this
project.

b) Goods. Goods and equipment to be procured under the Project Management component
include vehicles, motorbikes, computers, and other office equipment. Vehicles (totaling US$1.7 million)
will be suitably packaged and procured by PMU1 8 in accordance with ICB procedures. Vehicles for the
first provinces to participate in the program (totaling US$0.2 million) will be procured through UN
agencies. Motorbikes, computers and office equipment will be packaged in smaller lots of less than
US$ 100,000 (total US$ 1.1 million) and procured using national shopping procedures acceptable to the
Bank.

c) Consultant Services and Training. Consulting Services for TA under the IDA Credit and
IDA-administered DFID trust fund (totaling US$3.9 million) and training (US$0.6 million) will be
procured using the quality-and cost-based selection (QCBS) method in accordance with the Consultant
Guidelines. Single-source selection will be used to select the independent monitoring for resettlement and
ethnic minorities and the preparation of the ethnic minorities' development plans.
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Table A: Project Costs by Procurement Arrangements
(lJS$ million equivalent)

Expenditure ICB oYirmen Meho
l Expendfure Category N- B NCB - her - Total Cost 

1. Works 0Q00 79.40 42.70 5.00 127.10
(0.00) (65.00) (35.00) (0.00) (100.00)

2. Goods [ 1.70 0.00 1.30 0.20 3.20
(1.70) (0.00) (1.20) (0.00) (2.90)

3. Services 0.00 0.00 4.50 5.90 10.40
TA and Training (0.00) (0.00) (1.00) (0.00) (1.00)
4. Miscellaneous X 0.00 0.00 0.00 0.00 0.00

(0.00) (0.00) (0.00) (0.00) (0.00)
Land Allocation 0.0 0.00 0.00 2.50 2.50

(0.00) (0.00) (0.00) (0.00) (0.00)
Incremental Operating 0.00 0.00 0.00 2.10 2.10
Expenses (0.00) (0.00) (0.00) (0.00) (0.00)

Total 1.70 79.40 48.50 15.70 145.30
I__ _(1.70) (65.00) (37.20) (0.00) (103.90)

" Figures in parenthesis are the amou-s to be financed by the Bank Loan. All costs include contingencies

2' Includes items procured through shopping and consultant services.
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l

Table Al: Consultant Selection Arrangements (optional)
(US$ million equivalent)

A. Firrns 4.50 0.00 0.00 0.00 0.00 0.00 5.90 10.40
(0.00) (0.00) (0.00) (0.00) (0.00) (00.00) I(0.00) (0.00)

B. Individuals 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00

(0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00)
Total 4.50 0.00 0.00 0.00 0.00 0.00 5.90 10.40

I (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00)

1\ Including contingencies

Note: QCBS = Quality- and Cost-Based Selection
QBS = Quality-based Selection
SFB = Selection under a Fixed Budget
LCS = Least-Cost Selection
CQ = Selection Based on Consultants' Qualifications
Other = Selection of individual consultants (per Section V of Consultants Guidelines),
Commercial Practices, etc.

N.B.F. = Not Bank-financed
Figures in parenthesis are the amounts to be financed by the Bank loan.
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Prior review thresholds (Table B)

IDA will conduct a prior review of procurement documents and actions in accordance with the
Procurement Guidelines for:

i) all civil works estimated to cost more than US$200,000 per contract and the first contract in
each province each year for contracts awarded using civil works shopping and NCB;

ii) all goods contracts financed by IDA estimated to cost more than US$150,000 per contract; and

iii) all service contracts fnanced by IDA that exceed US$100,000 per contract for firms,
US$50,000 per contract for individuals, and contracts selected using single-source selection. Prior review
of civil works and goods include bidding documents and evaluation reports. Prior review for consultant
services will be in accordance with the Consultant Guidelines and will include terms of reference, short
lists, request for proposals, evaluation reports and final draft negotiated contracts. Although normally
about 80 percent of the value of IDA-financed contracts should be subject to prior review, a lower
coverage is justified since there is a large number of similar or repetitive contracts. The bidding documents
and procedures were developed during the RTP1 and PMU1 8 staff are well trained and experienced to
handle the procurement process. In addition, ex-post reviews by the Bank's resident mission will be
regularly conducted to identify and correct any irregularities.

Financial Management and Disbursement Arrangements

FinancialManagementAssessment. PMU18 is responsible for all aspects of financial
management of the RTP 1. It will also have overall responsibility for implernenting the Rural Transport II
Project. An assessment of its accounting and administrative functions and of its staffmg was carried out
during project pre-appraisal, and a re-assessment was performed during the appraisal. All accounting and
payment processing are carried out under standard procedures established by the Ministry of Finance. The
disbursement of ODA funds in Vietnam is governed by the Inter-ministerial Circular No.
81/1998/TTLT-BTC-NHNN dated June 17, 1998. The mission reviewed this circular and found that the
arrangements for budgeting, commitment, withdrawal and replenishment of funds outlined are satisfactory.
The Accounting Department is headed by a chief accountant and supported by a deputy who oversees
accounting for six PIDs of PMU18. The Accounting Division of PIDl, which manages the IDA-financed
RTP 1, is adequately staffed with experienced personnel.

During the appraisal, a re-assessment was performed, including review of the progress made in the
installation and operation of the accounting system that was installed at the end of 1998 using Sun Systems
software. Although the system was installed, it is not yet operational because of the lack of skills in
PMUl 8 to operate the system. PMU- 18 does not have any experience with computers in general and
computerized accounting systems in particular. Neither the chief accountant nor his deputy is familiar with
computerized accounting systems. Due to budget constraints by MOT, training on the system was reduced
from 15 days to 6 days and was only attended by the PID 1 accounting staff. In addition, the deputy chief
accountant who actually keeps the manual books did not take part in the training.

PMU1 8 goal is to develop a computerized accounting system with trained staff to use it by project
effectiveness. As it is not clear yet that PMU1 8 would successfully achieve this goal by effectiveness, the
project accounts will be based on the existing manual accounting system which satisfies the Bank's
minimum requirements., and transition be made to the computerized accounting system during this year. It
was agreed that the computerized accounting system will be operational by December 31, 2000.
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Although the PMU has satisfactory accounting systems and internal controls its planning budgeting
and financial reporting and monitoring capacities are limited at this time. Actions to address these
weaknesses were discussed during appraisal. A time-bound action plan for training PMU 18 accountants to
use the computerized accounting system would be discussed and agreed during negotiations.

Funds Flow. Following the issuance of Circular No. 81 referred to above, the Ministry of Finance
has devolved greater autonomy to the line ministries and provinces to manage their own finances under
ODA financed projects. The proposed project, while maintaining centralized fnancial management and
accounting at PMU18, will pilot decentralized payment processing in three provinces. Project funds will
flow through PMUI 8, which will have two branches, one in Hanoi and the other in Ho Chi Minh City, for
all provinces except the three pilots. To test payment decentralization, PMU1 8 would make advances from
the Special Account to the PPMUs to meet IDA funded portion of the eligible civil works expenditures in
the three pilot provinces. PPMUs would furnish to PMUI 8 evidence of payments made within thirty days
of each advance. PMU1 8 will not transfer the next advance to those PPMUs that fail to send the
appropriate documentation for payments made from the advance within the thirty days given period. This
mechanism would be monitored closely by PMU1 8 and IDA during project implementation. If found
successful IDA will consider, after an assessment of the financial management capacity of the provinces
involved, an extension of the scheme to additional provinces.

PMUI8 will be responsible for preparing the Annual Withdrawal Plan as required by the Circular
No. 81. MOF will approve the Annual Withdrawal Plans including allocation of-sufficient counterpart
funding. All withdrawal applications from the Credit will be processed in accordance with Decision
1860/1998/QD/BTC dated December 16, 1998.

DFID Financing. The Bank will finance Part A (excluding consultants services) and Part C
(excluding Ha Tinh, Quang Binh, Quang Nam and Quang Tri provinces), DFID will finance and
administer themselves a Grant totaling US$6.72 million, covering Parts B, D and E of the project. An
additional Grant from DFID in the amount of amount of US$ 19.486 million will be used to finance
consultant services under Part A and civil works under Part C for Ha Tinh, Quang Binh, Quang Nam and
Quang Tri Provinces. DFID will deposit funds for this second Grant with the Bank which will administer
them in accordance with the World Bank guidelines. A separate Special Account with an allocation of $1.5
mnillion. will be opened in a commercial bank in Vietnam which will be replenished by the World Bank
managed trust funds. Replenishment applications and auditing of this Special Account will follow the
World Bank guidelines.

Accounting and Reporting. Project accounts will be maintained by PMU18, which will be
responsible for preparing the annual consolidated project accounts. In order to ensure sound financial
management of the project, PMU18 will appoint a project financial manager to be based in Hanoi who will
have overall responsibility for project accounting. PMUI 8 will also ensure that the pilot provinces are
staffed with at least three experienced staff, including a project accountant who will have overall
responsibility, and assistants responsible for preparing cash flow statements, recording payments made
against the advances received, and ensuring all the supporting documents are properly retained.

The project monitoring reports (PMRs) will be based on formats as described in Project Financial
Management Manual, Annex 7, Project Management Report cash model. It was agreed that the
transitional reporting requirements will consist of the following:
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Report 1 A: Project Sources and Uses of Funds.
Report 1 B: Uses of Funds by Project Activity.
Report 3 A: Procurement Process Monitoring (Goods and Works)
Report 3 B: Procurement Process Monitoring (Consultants' Services)
Report 3 C: Contract Expenditure Report (Goods and Works)
Report 3 D: Contract Expenditure Report (Consultants' Services)

PMU1 8 will be responsible for preparing PMRs quarterly and for submitting them the Borrower
and IDA. The Borrower and IDA will jointly review the suitability of using these reports for PMR based
disbursement no later than December31, 2000.

PMUI 8 will prepare annual project fnancial statements in accordance with generally accepted
accounting principles. The annual project financial reports will include the PMRs stated above, a Project
Consolidated Balance Sheet at the year end, comparative figures from the previous year, and notes to the
financial statements.

Audit. PMU18 will appoint an independent auditor acceptable to IDA. The auditor will be
responsible for the annual audit of the fnancial statements, providing an opinion on the eligibility of the
expenses disbursed on the basis of Statement of Expensitures (SOEs) and transactions in the Special
Account (SA). The audited financial statements together with audit reports for SOE and the SA will be
submitted to IDA within six months of the end of the project's fiscal year. The audit will be conducted in
accordance with auditing standards acceptable to IDA and under IDA terms of reference. Under IDA
terms of reference, a clause requiring the auditor to perform rotational audits on provincial project advance
accounts will be added to ensure that civil works procured are consistent with the funds advanced.
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Table B: Thresholds for Procurement Methods and Prior Review

Threshold _ C iiProcurement Po eview

1. Works Less than 50,000 Civil Works, Shopping 8.4
Less than 200,000 NCB 10.0
More than 200,000 NCB 10.0

2. Goods Less than 150,000 National Shopping 0.6
More than 150,000 ICB 0.5

3. Services Less than 50,000 Consultns Qualifctns
More than 50,000 Consultns Qualifctns

4. Firms Less than 100,000 Quality and Based Cost 4.5
Selection

More than 100,000 Quality and Based Cost
Selection; independent

monitor will be selected
using single source selection

5. Miscellaneous
6. Miscellaneous

Total value of contracts subject to prior review: 34.0

Overall Procurement Risk Assessment

Average

Frequency of procurement supervision missions proposed: One every 6 months (includes special
procurement supervision for post-review/audits)

IThresholds generally differ by country and project. Consult OD 11.04 "Review of Procurement
Documentation" and contact the Regional Procurement Adviser for guidance.
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Disbursement

Allocation of loan proceeds (Table C)

Allocation of Credit and DFID IDA-managed Grant proceeds. Disbursement of the proceeds of
IDA Credit and DFID IDA-managed Grant will be made against expenditure categories as shown in Table
C and D. DFID grant managed by DFID will financed at 100%.

Use of Statement of Expenditures (SOE). All contracts for civil works below US$200,000
equivalent, all contracts for goods below US$150,000 equivalent and all training and consultants' contracts
below US$50,000 for individuals and US$100,000 equivalent for firms, withdrawal applications will be
supported by Statement of Expenditure(SOE). All other withdrawal applications will be supported by full
documentation and signed contracts.

Table C: Allocation of Loan Proceeds

lx~0*''lt(we :or nii ' n
1. TA and Training 1.00 100%
2. Road Rehabilitation 95.00 95%
3. Equipment and Vehicles 2.90 100% foreign expenditures, 100% of

local expenditures (ex-factory cost) and
85% of local expenditures for other items

procured locally.
4. Unallocated 5.00

Total Project Costs 103.90

Total 1 03.90

Use of statements of expenditures (SOEs):

Special account:
Two SAs will be established in a commercial bank specifically designed for this purpose by the

Borrower's central bank and on terms and conditions acceptable to IDA. The SA, which will cover IDA's
share of eligible expenditures under the project, will have the initial allocation of US$4 million and a
maximum amount of US$8 million. The SA for DFID grant managed by IDA will have an initial allocation
of US$2 million and a maximum of US$ 3 million.

The initial allocations for IDA Special Account will be increased to the maximum amounts when
the amount disbursed from the Credit total US$21 million, subject to IDA prior approval. The initial
allocations for IDA-managed DFID funds Special Account will be increased to the maximum amounts
when the amount disbursed from the Grant total US$ 5 million, subject to IDA prior approval.
Applications to replenish the two SA, supported by the appropriate documentation, will be submitted
regularly, preferably monthly, or when the amount withdrawn equals 50 percent of the initial deposit,
whichever comes first. Applications will be prepared by PMU1 8, the SA holder, in accordance with IDA
procedures, and submitted to IDA in accordance with procedures in Decision 1 860A/1998/QD/BTC of the
Ministry of Finance dated December 16, 1998.
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Table D: Allocation of DFID Grant Managed by IDA

Expenditure Category US$ Million Financing Percentage

1. TA and Training 3.5 100%

2. Road Rehabilitation 16.0 95%

Total 19.5
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Annex 7: Project Processing Schedule

VIETNAM: RURAL TRANSPORT 11 PROJECT

Time taken to prepare the project (months) 12 12
First Bank mission (identification) 05/15/98 05/15/98
Appraisal mission departure 05/15/99 05/25/99
Negobations 110/12/99 11/02/99

Planned Date of Effectiveness 03/15/2000

Prepared by:

Ministry of Transport

Preparation assistance:

PHRD Grant

Bank staff who worked on the project included:

Name Speciality
Wael Zakout Task Team Leader

Carlos Ricardo Escudero Counsel

Omowunmi Ladipo Financial Management and Disbursements

Christina E. Malmberg Calvo Transport Economist

Mary P. Judd Anthropologist

Dominique Van De Walle Poverty Economist

Boonsri P. Kim Team Assistant

Tosca M. Van Vijfeijken Social Scientist

Cuong Hung Pham Operations Officer

Wijaya Wickrema Financial Management

Thang Chien Nguyen Procurement

Nancy Chen Financial Management

Nga Quynh Dang Task Assistant

Eva P. Monteblanco Team Assistant

David Sislen Consultant

Thampil Pankaj Peer Reviewer

Jose Luis Irigoyen Peer Reviewer

Jean Claude Sallier Peer Reviewer

DFID Staff who worked on the Project

George Turkington Program Manager

Elwyn Grainger-Jones Economic Advisor

Chris Hunt Engineering Advisor

Peter Owen Governance Advisor

Michael Schultz Social Development Advisor
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Annex 8: Documents in the Project File*

VIETNAM: RURAL TRANSPORT 11 PROJECT

A. Project Implementation Plan

Project Operational Manual
Project Technical Guidelines

B. Bank Staff Assessments

Rural Transport Strategy Document

C. Other

Maintenance Report of the First Rural Transport Project
Maintenance Report of the Rural Transport Strategy
Terms of Reference the First Rural Transport Project Impact Study
Terms of Reference of the Mid-term review
Outline of the Terms of Reference of the TA for PMU1 8

*Including electronic files
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Annex 9: Statement of Loans and Credits
VIETNAM: RURAL TRANSPORT II PROJECT

Difference between expected
and actual

Original Amount in US$ Millions disbursements

Project ID FY Borrower Purpose IBRD IDA Cancel. Undisb. Orig Frm Rev'd

Number of Closed Projects: 4
VN-PE-4828 1999 SOCREPOF VIETNAM HIGHEREDUC. 0.00 83.30 0.00 82.11 3.00 0.00

VN-PE-4833 1999 MOF, GOVERNMENT OF VIETNA URB TRAN IMPROVEMENT 000 42.74 0.00 41.54 2.22 0.00
VN-PE-4845 1999 GOV MEKONG DELTA WATER 0.00 101.80 0.00 97.42 0.00 0.00

VN-PE-5153 1999 SOCIALIST REPUBLIC OF VIE SANITATION o.00 80.50 0.00 79.49 0.00 0.o0
VN-PE-45628 1998 GOV TRANSMISSION&DISTR 0.00 199.00 0.00 190.32 101.31 0.00

VN-PE-4839 1998 GOVT OF VIET NAM FOREST PROT.& RUL DE 0.00 21.50 0.00 20.49 2.79 0.00
VN-PE-4843 1998 GOVT OF VIET NAM INLAND WATERWAYS 0.00 73.00 0.00 70.57 5.95 0.00

VN-PE-4844 1998 GOV AGRI DIVERSIFICATION 0.00 68.85 0.00 85.88 2.60 0.00

VN-PE-39021 1997 GOVT OF VIETNAM RURALTRANSPORT 0.00 55,00 0.00 30.32 3.12 0.00
VN-PE-4830 1997 GOV WATER SUPPLY 0.0o 98.61 0.00 89.91 32.01 -0.44

VN-PE-4842 1997 GOVT OF VIETNAM HIGHWAY REHABII 0.00 195.60 0.00 159.87 54.89 0.00

VN-PE-36042 1996 SOC. REP. OF VIETNAM BANKING SYSTEM MODER 0.00 49.00 0.00 42.97 45.95 1.79

VN-PE-42236 1996 GOVT. OF VIETNAM POWER DEV 0.00 180.00 0.00 5.69 0.54 0.00

VN-PE-483 1998 SOCIALIST REPUBLIC OF VIE NATIONAL HEALTH SUPP 0.00 101.20 0.00 75.60 19.13 0.00

VN-PE-4841 1996 SOC REP OF VIET NAM POPULATION & FAMILY 0.00 50.00 0.00 31.80 11.10 0.00

VN-PE-4847 1996 GOV RURAL FINANCE 0.00 122.00 0.00 48.84 28.61 0.00

VN-PE-4834 1995 GOV IRRIGATION REHABILIT 0.00 100.00 0.00 63.22 15.45 0.00

VN-PE-4836 1995 EVNPC2PC3 POWERSECTORREHAB& 0.00 165.00 0.00 26.84 41.98 -37.00

VN-PE-4832 1994 GOVT OF VIET NAM HIGHWAY REHAB 0.00 158.50 0.00 48.72 53,04 41.56

Total: 0.00 1943.60 0.00 1271.60 423.59 5.91

Active Closed
Projects Projects Total

Total Disbursed (IBRD and IDA): 609.39 342.27 951.66
of which has been repaid: 0.00 6.87 6.87

Total now held by IBRD and IDA: 2013.60 333.83 2347.43
Amount sold: 0.00 0.00 0.00

of which repaid: 0.00 0.00 0.00
Total Undisbursed: 1271.60 2.20 1273.80

Actual disbursements to date minus intended disbursements to date as projected at appraisal.
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VIETNAM
STATEMENT OF IFC's

Held and Disbursed Portfolio
3 1-Jul-1999

In Millions US Dollars

Committed Disbursed
IFC IFC

FY Approval Company Loan Equity Quasi Partic Loan Equity Quasi Partic
1994 Hanoi Metropole 3.67 3.50 0.00 12.12 3.67 3.50 0.00 12.12
1995 Foremost Dairy 5.60 0.00 0.00 4.55 5.60 0.00 0.00 4.55
1995 Baria Serece Prt 2.25 0.00 0.00 1.18 2.25 0.00 0.00 1.18
1996 Kyoei Steel 12.86 0.00 0.00 0.00 12.86 0.00 0.00 0.00
1996 Morn.Star Cement 30.00 0.00 0.00 64.61 30.00 0.00 0.00 64.61
1996 Sucre de Bourbon 22.00 0.00 0.00 20.00 22.00 0.00 0.00 20.00
1996 Vimaflour 8.00 0.00 0.00 3.00 8.00 0.00 0.00 3.00
1996 SMH Glass Co. 10.00 0.00 0.00 4.50 10.00 0.00 0.00 4.50
1996 VILC 0.00 0.00 0.75 0.00 0.00 0.00 0.75 0.00
1997 Nghi Son Cement 30.00 0.00 0.00 26.50 0.00 0.00 0.00 0.00
1997 Saigon Hilton 13.05 0.00 0.00 18.00 0.00 0.00 0.00 0.00

Total Portfolio: 137.43 3.50 0.75 154.46 94.38 3.50 0.75 109.96

Approvals Pending Commitment

FY Approval Company Loan Equity Quasi Partic

Total Pending Commitment: 0.00 0.00 0.00 0.00
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Annex 10: Country at a Glance
VIETNAM: RURAL TRANSPORT II PROJECT

East 9113/99
POVERTY and SOCIAL Asia&& Low-

Vietnam Pacific Income Development diamond
199S
Ponulation. mid-vear mniLfotns) 76.5 1S817 3.515 Life expectancy
GNP nar r-nnita (Attas method, USMI 330 99i0 S5o
GNP (At/as methocd, USS billions) 25,8 1.802 1t844

Averaae annual arowth. 1992-98

Pooulation (J 17 1.2 1.7
Labor force (%) 1,9 1.6 19 GNP Gross

Most recent estimate (latest vear available, 1992-98 per Arnimarnt

Povertv (% of ooDulation below national oovetlv line) 37
Urban r ooulation (f of total OoDulation) 24 35 31
I lfA esxnartnnrv at birth (vears) RRt go 6.3
Infant mortalttv Ioar 1.000 Kve births) 35 37 69
Child malnutrition f% of children under 5) 45 20 Access to safe water
Access to safe water l% of.ooulationl 38 77 74
Illiteracv (9 of DoDUlatiiO aae 154) 17 15 32
Gross Drimarv enrollment (X of schooi-aoe Dogulation) 114 117 108 - Vietnam

Male 119 113 - Low-income group
FemaIt 1tR 107

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1977 1987 1997 1998
Economic ratios

GDP (USS biltions) .. .. 24.8 25.9

Gross domestic mnvestmentfGOP 14 6 27.8 19o3 Trade
Exoorts of aoods and services/GDP 8 5 47.5 46.4

Gross domestic savinas/GDP 51
Gross national savinoslGDP 198 14.9

Current account balance/GDP .717 -5.0 DomestiC
tnterest oavments/GDP 11 om5estic Investment
Total debt/GDP . .. 87,0 6 Savings
Total debt service/exoorts 718 9.0
Prasent value of duebt(lDP 78R4
Present value of debt/exoorts . 167.7

Indebtedness
1977-87 1989848 1997 199S 1999-03

(averasc anrtualorowth)

G("P 7. 6.6 3 5 St Vietnam
GNP oar canita 5.5 3.7 Low-income group
Exoorts of aoods and services 25.0 13.3 3.3 9.1

STRUCTURE of the ECONOMY

1977 1987 1997 1998 Growth rates of output and investment (S)
(% of GDP) so
Anriciiltu,re 39 1 26.2 28.f 40

Industrv 33.9 31.2 38.1 30.

Manufacturina 31.5 20

Services 27.0 42.6 35.3 110

Private consumotion 71.7 77.0 93 94 a5 96 97 93

General aovernment consumotion 8.8 9.0 GDI GODP
Imnorts of ooods and services 15.9 55.5 52.3

(averaoe annual arowthl 1977-87 1988-98 1997 1998 Growth rates of exports and imports (%)

Aariculture - 5.0 4.5 2.5 75
Indiustrv 12.3 13.1 7 85

Manufacturina so 
Services 8.5 9.2 1.2 25 <

Private cnnsumntian 7 1 27 2 0
General oovernment consumotion 10.2 2.5 2 0 o
Gross domestic investment 23.2 7.8 3.0 93 94 95 96 97 sa
ImDorts of aoods and services 27.1 7.2 3.6 Exports 'Imports
Gross national oroduct 7.8 5.6

Note: 1998 data are preliminary estimates.

The diamonds show four kev indicators in the countrv (in bold) comnared with its income-arouD averaae. If data are missina. the diamond will
he incomnleta
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Vietnam

PRICES and GOVERNMENT FINANCE
1977 1987 1997 1998 Inflation 1%)

Domestic prices 40

(% change)
Consumer prices . .. 3,2 7.8 3

Implicit GDP deflator .. 365.6 5.1 6.5220

Government finance 10
(% of GDP, includes current grants) 0

Current revenue .. 14.2 20.4 20.7 93 94 95 94 97 99

Current budget balance .. 0.0 5.3 5.5 GDP deflator CPI
Overall surplus/deficit .. .. -0.6 -0.5

TRADE
1977 1987 1997 1998 Export and Import levels (USS millions)

(UJSS millions)
Total exports (fob) 610 8,955 10,379 20,000

Rice .. .. 927
Fuel .. .. 1,443 .. 15,000

Manufactures .. .. _
Total imports (cif) 1,1B4 13,466 17,443 10000

Food - .. .. .. ..

Fuel and energy - .

Capital goods o
92 93 94 95 96 97 98

Fxnnrt nrice index (1995=1001
Imoort orice index (1995=100) . E Exports * Imports

Terms of trade (1995=100) 1 - -.

BALANCE of PAYMENTS
1977 19S7 1997 1998 Current account balance to GDP ratio (%)

(USS millions)

Imports of goods and services .. .. 13,841 13,526 1 * * I
Exports of goods and services . .. 11,841 11,997 9
Resource balance .. . -2,000 -1,529 - -
Net income .. -94 -632 .. I -

Net current transfers .. 27 712 950

Current account balance -592 -1,920 -1,292 -8

Financing items (net) . 295 2,236 1,307
Changes in net reserves .. 297 -316 -15 1

Memo:
Reserves innliulinn nold (USS millionsI 94 -524
Conversion rate (DEC. localVUSS) .. . 11.900.0 12.580.0

EXTERNAL DEBT and RESOURCE FLOWS
1977 1987 1997 1998

(USS millions) Composition of total debt, 1998 (USS mIlilons)
Total debt outstanding and disbursed 0 191 21,629 22,437 8. 851

IBRD 0 0 0 0 G: 2,271 C. 391
IDA 0 60 569 851 2 D419:3

Total debt service 0 2 907 1,087
IBRD 0 0 0 0
IDA 0 0 4 5 F:4,421

Composition of net resource flows
Official grants 207 41 222
Official creditors 0 -1 382 1,092
Private creditors 0 0 287 -368
Foreign direct investment .. .. 1,800 1,200 E: 14.084
Portfolio equity 0 0 -94

World Bank program
Commitments 0 0 466 427 A - IRD E- silateral
Disbursements 0 0 181 254 B-IDA 0- Other multilateral F - Private
Principal repayments 0 0 1 1 C. - IMF
Net flows 0 0 180 253
Interest payments 0 0 3 5
Net transfers 0 0 177 248

Development Economics 9/13/99
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Additional
Annex No.: 11

Ethnic Minorities Guidelines
Guidelines

In line with the World Bank's Operational Directive on Indigenous People (OD 4.20), an Ethnic
Minorities Action Plan (EMAP) guidelines will be developed for areas where proposed roadlinks have
ethnic minority households. The overall objectives of the EMAP are to ensure that the Project does not
cause adverse social and cultural impacts; and that it imparts culturally-compatible social and economic
benefits The main features of the plan will be a preliminary screening process, then a social impact
assessment to determine the degree and nature of impact of an improved road, and a strategic action plan
developed if warranted. Consultations with and participation of the minority population, their leaders and
local government officials will be an integral part of the overall EMAP. The full an Ethnic Minorities
Action Plan (EMAP) guidelines are found in the Project Operational Manual (Chapter 9).

Institutional and Implementation Arrangements

PMU 18 will have overall responsibility for the EMAP while the Province will prepare and
implement the EMAP. The social scientists of PMU1 8 will be responsible for coordinating, planning and
supervising the work for EMAP. They will train PPMU, DDOT, provincial Women's Union or a similar
social organization to undertake the work of consultation, screening, social impact assessment, analyses,
implementation and monitoring. They will be assisted by the Departments of Transport in the province and
district, the Commune People's Committees and the ethnic minority leaders. Training for them will also be
provided by the social scientists and the Project.

All communes which are candidates for basic road access improvements will have an visit by a
team made up of Project Management Unit 18 (PMIJ1 8) staff, the Provincial Project Management Unit
(PPMU) and the District Department of Transport (DDOT). At this visit, the social scientist and/or local
Women's Union will undertake a screening for ethnic minority population with the help of ethnic minority
leaders. If the results show that there are ethnic minority households along the zone of influence of the
proposed roadlink, a social impact assessment will be planned for those areas.

The social impact assessment (SIA) will be undertaken by the social scientist and/or trained staff
from the local Women's Union and ethnic minority leaders. The SIA will gather relevant information on
the following: demographic data; social, cultural and economic situation; and social, cultural and economic
impact--positive and negative. If the ethnic minority supports the rehabilitation of the proposed an action
plan will be developed for implementation during the sub-project.

The action plan will consists of a number of activities and will include mitigation measures of
potentially negative impacts, modification of sub-project design, and development assistance. Where there
is land acquisition in ethnic minority communities, the Project will ensure that their rights will not be
violated and that they be compensated for the use of any part of their land in a manner that is culturally
acceptable to them. The compensation will follow the Policy Framework on Land Acquisition,
Resettlement and Rehabilitation for Project Affected Person under the Project.
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Monitoring

Implementation of the EMAP will be regularly supervised and monitored by PMJ1 8 and the
respective PPMUs in coordination with the respective District Peoples' Committees and Communes. The
fndings will be recorded in quarterly reports to be furnished to PMU1 8.

The independent agency or agencies which will be used by PMU1 8 to undertake external
monitoring and evaluation of the implementation of resettlement action plans for the Project will also be
tasked with monitoring the resettlement activities for ethnic minority areas. While, the external monitoring
agency will visit a sample of 10% of affected households for resettlement in each relevant province on an
annual basis, it will also visit a sample of 10% of ethnic minority households in each province annually.
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Additional
Annex No.: 12

Environmental Aspects

In the past, rural road construction in Vietnam has been carried out with little regard for the
adverse environmental or social irnpacts associated with such works. Thus, the process by which road
development initiatives were selected, designed and constructed rarely benefited from systematic
consideration of environmental and social effects. As a result there is a legacy of rural roads which,
because of poor routing, design and maintenance have contributed to deterioration of surrounding
landscapes in some locations.

The adverse impacts of rural road development, especially in mountainous or forested areas, are
manifest in numerous ways. First, and perhaps most obvious, is the generation of varying volumes of
sediment resulting from excavation and deposition operations associated with road construction work.
Poor design and construction practices can even lead to landslides under certain conditions. Disposal of
soil in uncontrolled manner by simply pushing material over the road sides also contributes to
sedimentation problems. Second, road construction creates significant potential for noise, air and water
pollution resulting from construction equipment operation, blasting, and improper handling of construction
and waste materials, some of which may be toxic or hazardous. While these effects are usually temporary
in nature, good construction practices can mitigate or eliminate many of the potential impacts. Third, rural
road development can lead to significant indirect effects on remote regions as a result of increased
accessibility. In remote areas, such increased access can create opportunities for undesirable activities
ranging from illegal logging, hunting, spontaneous land settlement and land grabs for developmental or
speculative purposes.

Scope of the project

For the purposes of the Bank's environmental safeguards policies this project is considered to be a
category B. The project will comprise a large number of small investments limited to the rehabilitation and
maintenance of existing district, commune, and perhaps some provincial roads. In general, these activities
are not expected to seriously compromise environmental quality or destroy existing natural habitats. Some
specific site conditions may pose challenges which will require mitigation measures. Mitigation measures
for rural roads are well-known and if applied properly are generally effective at reducing negative impacts.
Furthermore, road improvements to be introduced under the project will be designed to ensure proper
drainage and enhance roadbed and soil stability thus improving environmental situation in many cases.
Road improvements are also expected to provide greater vehicular and pedestrian safety by improving road
surfaces, embankments and bridges. Because specific road rehabilitation sub-projects have not yet been
identified for inclusion in the project, a project specific EA was not carried out. However, since this is a
programmatic support loan, procedures for environmental screening, scoping, EA and monitoring are
included in the project design.
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Project Alternatives

Because the roads to be developed under the project already exist, the environmental impact is
expected to be small and generally beneficial. Since this is a programmatic loan, specific road sections
have not yet been fully identified so it is difficult to consider specific sub-project alternatives prior to
identification. In general, however, two broad alternatives have been considered. The first is the
without-project scenario, essentially a decision between the rehabilitate or do not rehabilitate options. The
no-project alternative would eliminate any possible resettlement concerns and would eliminate the concerns
over construction related impacts of erosion, noise, and waste management associated with road
construction.

However, from an environmental perspective the without-project scenario is considered an inferior
choice because many of the country's rural roads are in dis-repair. As a result, they contribute to erosion,
sedimentation and local drainage problems. In the absence of rehabilitation these roads will continue to
deteriorate. Since many of these existing alignments have been poorly maintained environmental
degradation would continue and perhaps worsen with the no-project alternative.

The second alternative would be to construct new roads along new alternative alignments. This is
also considered to be an inferior solution because it would generally involve the opening of new areas to
road construction and would likely lead to greater demand for land acquisition and increased environmental
degradation due to increased access. Because the roads are already in place, the incremental indirect
inpacts resulting from road access would be small compared to those associated with a completely new
alignment. For the most part, it can be argued that the potential indirect damage from increased access has
already occurred through the project areas. Upgrading the roads would lead to little if any incremental
access to areas of concern such as forests, protected areas, or other environmentally critical areas.

Screening and Scoping Procedures to be followed

The principle mitigation for potential adverse environmental effects under this project will be
careful planning and siting of road alignments. Many of these impacts (e.g. dust and noise control) are
relatively simple to control and require little incremental investment. Other impacts, increased access, are
not as easy to control or mitigate once the road is completed. In these cases a more systematic approach to
route selection and planning is required.

To protect forest and preserved land, road eligibility criteria will be applied to ensure that road
selection is limited to those roads which connect villages to markets, and not to forest or undeveloped areas.
Forest and reserved land must be protected, and while the eligibility criteria ensure that roads selected for
rehabilitation or upgrading provide improved access from commune centers, no roads will befinanced in
forest and buffer zones or other reserved areas.

The project has established a process for screening all proposed roads for potential environmental
impacts. The screening would be done by PPMUs using qualified personnel under the guidance of PMU18.
Adequate budget for environmental training, screening and supervision would be provided to PPMUs and
PMU18. If as a result of the screening process an EA is required, the relevant PPMU will contract a
qualified firm under TORs acceptable to IDA to prepare the same.

The candidate roads identified in the planning process in each province, described in Chapter 4 of
the operational Manual, will be subject to environmental screening by the PPMU, using the Enviromnental
Screening Data Checklist (Chapter 10 of the Operational Manual). Where this Checklist shows no
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significant environmental problems (most cases) the road is eligible for inclusion in the project. If the
Checklist shows serious negative environmental impact (e.g. intrusion into a forest or buffer zone), the road
is not eligible for inclusion in the project. In some cases there may be significant potential environmental
imnpacts which require a more detailed Environmental Impact Assessment (EIA) to determine whether
mitigation measures can be applied to minimize these impacts.

Sound environmental practices are also incorporated into the technical standards and road
construction specifications (Technical Guidelines Manual) and into contract documentation (see Chapter 5
of the Operational Manual). The engineer responsible for the detailed design of each road will use, and
complete as part of the final design, the Simplified Environmental Engineering Checklist attached as Annex
10.2 of the Operational Manual to ensure that environmental considerations are fully taken into account in
the design of the roads.

Institutional Oversight and Monitoring

The proposed Provincial annual work plan will be submitted by the PPMU to the Provincial
Department of Science, Technology and Environment (PDOSTE) to check that no roads are in forest and
buffer zones or other reserved areas. The proposed annual work plans submitted by the PPMU's to PIDI
for approval will include completed Environmental Screening Data Checklists for all selected roads.

PID1 will appoint a qualified project environmentalist and each PPMU will assign one qualified
person to be responsible for environmental matters. The project environmentalist will provide training to
the PPMU's in the environmental planning and programming process, and will carry out spot-checks on
some road links during the course of project implementation to ensure that the procedures set out in this
Operational Manual are being applied.

The project environmentalist in PIDI will provide assistance for 'Special Cases' where it is a
decided that a detailed EIA is required. The relevant PPMU will contract with a qualified organization
under TORs acceptable to IDA to prepare the EIA. If, following the completion of the EIA, a road is
proposed for inclusion in the project the EIA report, including the specific environmental mitigation
measures proposed, will be submitted to PIDI for approval. The EIA will also be submitted to IDA for no
objection prior to the award of contract, which will incorporate the recommended mitigation measures.

The Bank would also supervise the environmental compliance as part of regular supervision
missions. Construction contracts will include appropriate environmental mitigation measures, satisfactory
to IDA. The project will also assist MOT and the provincial governments in the project provinces in
improving their capacity for environmental planning and compliance monitoring for rural road construction
and rehabilitation.

Project Environmental Screening Data Checklist

The screening data checklist is intended to be a largely qualitative assessment of the environmental
implications of an identified rural road rehabilitation project. All the pertinent environmental issues have
been listed and a simple matrix designed to allow the predominant impacts of the project to be appraised.
The checklist affords a practical means whereby decision and policy makers can determine whether the
project is environmentally sustainable and should progress to the preliminary design phase (1)
unsustainable and should be abandoned (2) or of uncertain impact and subjected to a more detailed
assessment (3). No attempt has been made to weight the scoring which is on the basis of a simple
numerical analysis.
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Additional
Annex No.: 13

Resettlement and Land Acquisition

Policy Framework

The Project has prepared a resettlement policy known as Policy Framework for Compensation,
Resettlement and Rehabilitation of Project Affected Persons. This policy has been approved by the
Government of Vietnam. The principle objective of the resettlement policy is to ensure that all project
affected persons (PAPs) will be compensated for their losses at replacement cost and provided with
rehabilitation measures to assist them to improve, or at least maintain, their pre-project living standards and
income earning capacity.

The resettlement policy lays down the principles and objectives, eligibility criteria of PAPs,
entitlements, legal and institutional framework, modes of compensation and rehabilitation, peoples
participation features and grievances procedures that will guide the compensation, resettlement and
rehabilitation of the PAPs. The full resettlement policy and accompanying forms are found in the Project
Operational Manual (Chapter 8).

Principles and Objectives

The principles follow the guidelines of the World Bank's Operational Directives 4.30. While all
efforts would be made to minimize land acquisition and adverse impact on people, the following key
principles and objectives would apply should there be such cases:

a) All PAPs residing, working, doing business or cultivating land along a road or segment of
road to be rehabilitated or improved under the Project as of the date of the baseline surveys
are entitled to be provided with rehabilitation measures sufficient to assist them to improve or
at least maintain their pre-Project living standards, income earning capacity and production
levels. Lack of legal rights to the assets lost will not bar the PAP from entitlement to such
rehabilitation measures.

b) The rehabilitation measures to be provided are: i) compensation at replacement cost without
deduction for depreciation or salvage materials for houses and other structures; ii) agricultural
land for land of equal productive capacity acceptable to the PAP; iii) replacement of premise
land of equal size acceptable to the PAP; iv) compensation for loss of standing crops, fruits
and trees; v) compensation for temporary loss of land; and vi) transfer and subsistence
allowances. The rehabilitation means will be provided to the PAPs no later than one month
prior to the expected start-up date of works in the respective Project site.

c) Plans for acquisition of land and other assets and provision of rehabilitation measures will be
carried out in consultation with the PAPs. Information about the sub-project and resettlement
policy will be widely disseminated and appropriate grievance procedures established.

d) Institutional arrangements will be in place to ensure effective and timely design, planning,
consultation and implementation of the inventories and resettlement action plans (RAP).
Regular and timely supervision, monitoring and evaluation of the implementation of the RAPs
will be carried out.
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Institutional and Implementation Arrangements

The responsibility for implementing the resettlement policy, conducting of census for the
inventories and implementation of RAPs are as follows:

a) The overall responsibility for enforcement of the resettlement policy rests with PMU1 8. In
coordination with the respective District Peoples' Committees (DPCs), each Provincial Project
Management Unit (PPMU), established under the Provincial Departments of Transport
(PDOT), is responsible for preparing inventories and RAPs and for the day-to-day
implementation thereof within their respective jurisdiction. The peoples committees at the
commune level will ensure the active and effective participation of the PAPs in the
preparation and implementation of the inventories and RAPs.

b) Funds for conducting the census for inventories and implementing the RAPs will be provided
by the PMUl 8 through the PPMUs based on budgetary requirements established by local
governments (district and commune peoples committees) in consultation with the PAPs.

Payment of compensation and furnishing of other rehabilitation entitlements (in cash or in-kind),
and relocation if that be the case, will be completed at least one month prior to the scheduled start-up date
of works in the respective Project site.

Implementation of the RAPs will be regularly supervised and monitored by the respective PPMUs
in coordination with the respective District Peoples' Committees and Communes. The findings will be
recorded in quarterly reports to be furnished to PMUl 8.

An independent agency or agencies will be retained by PMUI 8 to periodically carry out external
monitoring and evaluation of the implementation of the Inventories and RAPs. The independent agencies
will be academic or research institutions, non-Governmental Organizations (NGO) or independent
consulting firms, all with qualified and experienced staff and terms of reference acceptable to IDA.

IDA will also conduct regular supervision to ensure that the provinces are in compliance with the
agreed resettlement policy. Actions, such as suspension of disbursement to the province, will be
undertaken for non-compliance.

Complaints and Grievances

Complaints and grievances related to any aspect of the RAPs, including the determined area and
price of the lost assets, will be handled as follows:

a) As a first stage, PAPs will present their complaints and grievances to the Commune
authorities, which will have to provide a written response to the PAP, within fifteen calendar
days of receiving the complaint.
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b) If the PAP is not satisfied with the decision of the Commune authority, the PAP may present
the case to the District Peoples' Committee within fifteen calendar days of receiving the
written response from the Commune authorities. The decision of the District Peoples'
Committees should be rendered within thirty calendar days of receipt of the PAPs appeal, and
can, at the request of the PAP within fifty days, be reviewed and revised by the Provincial
Peoples' Committee. The decision of the Provincial People's Committee will be provided to
the PAP in writing within thirty calendar days of the request.

c) If the PAP is not satisfied with the decision of the Provincial Peoples' Committee, the case
may be submitted for consideration by the District Court.

PAPs will be exempted from all administrative and legal fees.
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MAP IBRD-30394, November 1999

VNM30394.pdf
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