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ABBREVIATIONS
BPDB Bangladesh power development board
BSTI Bangladesh Standards and Testing Institute.
CAP Country assistance plan (DFID)
CFR Carriage and Freight (Incoterm)
CIF Carriage Insurance and Freight (Incoterm)
CPT Carriage Paid To (Incoterm)
DFID Department for International Development
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PBS Palli bidyut samabay samity (Rural Electricity Cooperative)
PDB Power Development Board
PKSF Palli karma sahayak foundation
PPR Public Procurement Regulations
REB Rural electrification board
REDP Rural Electrification Development Program
SPG Small power generation
TOR Terms of Reference.
usD United States Dollar
USAID United States Agency for international Development
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SUMMARY

During the period October though December 2006, REDP project work generally progressed
according to schedule despite disruptions caused by the machinations of Bangladesh potitics during
the election process.

As in previous guarters principal effort throughout this quarter was directed towards expediting the first
tranche of REDP materials procurement.

Following two successful bid opening proceedings on 16 and 18 October 2006, the materials first
tranche procurement exercise culminated in December 2006 with completion of bid evaluations by
REB and NRECA concurrence for award of 13 procurement contracts.

Bid evaluations and recommendations for award of contract were conducted by REB. NRECA
undertock separate bid evaluations and acted only as observers at REB tender evaluation committee

meetings.

REB tender evaluation committee recommendations for contracting the remaining 22 sub lots were not
afforded NRECA concurrence at the end of this quarter. Reasons for non provision of NRECA
concurrence are indicated in Section 3 of this report.

Estimated potential contract value for the first tranche of REDP materials procurement is USD 28.5
million.

Member Awareness Education and Board Development program continued during this period with
some field visits to PBS to enable interviews with directors, staff and members. Throughout this
quarter civil unrest in the country precluded effecting the scheduled number of field visits.
Curriculum development commenced utilizing information gathered during the field visits.

Principal achievements during the period were:

« Materials procurement bid opening proceedings completed on 16 and 18 October 2006.
+ REB effected bid evaluations for tranche 1 of materials procurement.

* NRECA effected separate bid evaluations for tranche 1 of matenals procurement.

¢+ NRECA review of REB Technical Evaluation Committee recommendations.

+ NRECA concurrence with 13 recommendations of REB Technical Evaluation Committee.
s Scheduling of second tranche matenals procurement for @ P8S.

» NRECA field visit to REB Chittagong warehouse.

'« NRECA field visit to Cox's Bazaar PBS.

+ Continuation of field visits to PBS for Member Awareness Education and Board Development
training.

» Curriculum development for Member Awareness Education and Board Development training.
¢ Local consultant contracted to manage the proposed Socio-economic impact study.

e Completion of TOR for Consulting Services to Design and Implement a Socio-economic Impact
Study of the Rural Electrification Development Program (REDP).

Following the NRECA development of the TOR for the proposed Socio-economic impact study,
secondary consideration was given during this quarter October through December 2006 for selecting
a local consulting company to efféct the Socio economic survey. NRECA anticipate solicitation of

l )
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proposals from local consulting companies during the period January through March 2007. Selection
and contracting of a local consulting company will follow evaluation of proposals.

REDP tranche 1 materials dalivery is considered unilikely before August 2007 and start of construction
work improbable before early 2008, consequently minimal work was completed during this period on
materials usage monitoring.
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SECTION 1: INTRODUCTION
1.1 Background to the Rural Electrification Development Program (REDP).

* “The overall programme cost is £161 million. The GOB will contribute £122 million through the
Annual Development Programme (ADP), and DFID will contribute £38 million for investment
components to REB through the Ministry of Finance. The remaining DFID funds will be used for
microfinance (£10 million), management, supervision and monitoring (€1 million), and education and
awareness building (E1 million). Disbursement procedures accord with existing rules to fund GOB -
agencies, donors and NGOs. The full cost of operation, maintenance and asset replacement will be
met through user charges.

REDP represents a five-year DFID commitment of up to £50 million to increase the provision of
electricity in rural and peri-urban areas of Bangladesh. This will be achieved through a package of
financial support for electricity network expansion and intensification within the Second Rural
Electrification Master Plan (2000-2020). The program will provide 1.35 million new electricity
connections to households and rural businesses, directly benefiting up to 10 million people. A
microfinance component is included to enable poorer households and small businesses to cover the
connection charge and develop new income earning opportunities. If successful, the program will
supply electricity to up to 20% of the unconnected rural population.

DFID will support three investment components of the REB Master Plan. This will involve a mixture of
gnd expansion (sub-transmission, mainly 33 kV electrical lines), which is expensive but essential, and
intensification, which is less costly, but connects large numbers of customers to existing infrastructure.
DFID will pay for the foreign exchange elements, which are heavier in main grid expansion than
intensification work; the Government will pay for local costs. These components are the main
immediate priorities of REB for investment. While DFID is seeking to enhance the poverty impact of
the programme, our approach is to support the overall REB Master Plan, not ‘cherry-pick’ specific sub
projects.

First, a major expansion of the main distribution infrastructure backbone in 9@ PBS will be supported.
The total investment cost of this component is £27 million, with which 8,000 km of new line will be
constructed and 2,000 km renovated. These PBS were established by the REB in the mid to-late
1990s and have received little additional investment since that time. They are all located in more
remote, poor areas of Bangladesh. DFID support will enable additional villages to be connected to the
rural grid, together with an increase in the number of connections (intensification) through- the
construction of new spur lines from the existing backbone within these nine PBS. The cost of
intensification is relatively modest, and will enable 250,000 poor households and a large number of
enterprises located near the backbone grid to be connected. This component will account for
approximately 71% of the project’s total investment package.

Second, DFID will support intensification in 56 existing PBS, at the cost of £8 million. This will involve
the construction of one and two pole lines from existing lines, linking households and enterprises
located near the backbone grid. It will connect 1,000,000 new consumers with a relatively low
investment. This component will account for approximately 21% of the project's total investment
package.

Third, the investment package will provide some support to the expansion of the main backbone
infrastructure and intensification in 67 PBS. DFID will be funding.only the poorer PBS with lower
revenue generation potential. The investment cost of this component is £3 million. This component
will connect 100,000 households and a number of busingsses in more remote locations. This
component will account for approximately 8% of the project’s total investment package”.

* Extract from DFID REDP Project Memorandum, dated 11 December 2005.
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1.3 Scope of Services
NRECA have been contracted through USAID to provide project technical oversight, monitoring and
impact assessment of REDP. An education program for members of Cooperatives also forms part of
the scope of services.
Principal elements of the NRECA scope, over a five year timescale, are:-

¢ Review and monitoring of REB procurement process for DFID funded REDP materials.

¢ Review and monitoring of REDP project materials selection.

* Review and monitoring of REB DFID funded materials bid evaluation and subsequent contract
placement.

+ Monitoring usage of matenals funded by DFID for REDP.
o Effect a socio economic survey to establish benefits of REDP.
e Effect an education program for new PBS members and elected Directors to improve
- Cooperative participation and accountability.
1.4 Objectives
Primary objectives of the NRECA input to the project are:
¢ To verify materials selection by REB is consistent with REDP requirements.

To assist REB with materials procurement process and to verify or otherwise compliance with
GOB Public Procurement Policy 2003.

¢ Reporting on REB compliance with REDP and GOB requirements.

* To monitor and substantiate usage of REDP matenals is in accordance with REB masterplan
and REDP investment requirements.

¢ Regularly reporting on progress of REDP.

. Establish baseline socio economic data for REDP areas.

¢ Effect socio economic surveys within REDP areas midway and on completion of REDP.
¢ Provide socio economic reporting on influence of REDP.

¢ Establish and effect an education training program for new PBS members and directors.

¢ Reporting on membership education and training program.
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1.5 Project Team
I As of end December 2006 the NRECA project team in Bangladesh for REDP comprised:
l Person REDP Duties
Jim Ford NRECA Country Representative
l John Cook
(Completed assignment on 14 Project Engineer

l December 2006) _

Maruf Hasan Bhuiyan Utility Engineering Specialist
l Narayan Chandra Saha Education and Training Specialist
l Brigadier (rtd) M A Malek Local Management Specialist
l Tawheed Reza Noor Local Socio Economic Consultant
l 'REDP Quarterly Report (October — December 2006) Page 10 of 36
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SECTION 2: KEY ISSUES.
2.1 . Background

As indicated in all previous quarterly reports, shortage of power, particularly at peak demand periods,
continues to result in significant load shedding and consequent difficulties for all PBS.

A steep increase in prices after 2005 for commodities such as copper, aluminum and steel appeared
not to have had the anticipated deleterious influence on REDP distribution material prices.
Consequently most winning bid prices were below the REB estimate for this REDP first tranche of

procurement.

Bid evaluations for 31 sub lots were undertaken separately by REB and NRECA. In only 13 cases
were the evaluation conclusions in accord. The remaining 18 sub lot evaluation conclusions differed in
opinion. Differences in opinion were major in 8 evalvations, the remainder having marginally less
significant differences. '

These key issues are discussed in greater detail below and also in Section 3.

2.2 Power Shortage

As indicated in previous quarterly reports shortage of power dominates operation of all PBS and
continues to exacerbate public discontent with REB.

With no new major power generator connections probable for at least three years the present situation
is likely to deteriorate significantly.

During this quarter October — December 2006 power demand appears to have eased slightly.
Monsoon rains and cooler weather reducing demand for irrigation pumping in rural areas with reduced
air conditioning demand in the urban areas. Power available at peak times seems to have been
provided to Dhaka and urban areas rather than dispatched to PBS areas.

In the 9 PBS where Ioad data is available even with a reduced demand load shedding continued
unabated. :

On visits to Chittagong PBS and Cox’s Bazaar PBS over two consecutive days in December NRECA
staff noted continuous load shedding at each location between 1700 and 2100 hrs.

As can be seen from illustrations 2.2.1 and 2.2.2 on the next page, nearly all of the 9 REDP PBS
receive significantly less than half the power demanded at the peak hour of 1930,

Adding more distribution system will aggravate the power deficit situation in addition to further
reducing any financial viability PBS may have.
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2.3 Commodity Prices

As indicated in the previous quarter report, REB originally calculated required REDP funded material
quantities on the basis of prices from early in 2005.

Increased commodity prices were expected to significantly increase the prices of REDP materials but
this has not transpired.

Forecasts now indicate commodity prices reducing during 2007. Should the forecasts prove to be
correct sufficient funding will be available to procure the intended quantities of matenals for REDP.

2.4 Bid Evaluations

Although not explicit in the agreement between DFID and GOB for NRECA to provide formal
approvais of REB bid evaluation results, REB are not prepared to place contracts with suppliers until
NRECA provide no objection to selection of each winning bidder.

Clearly NRECA have not provided concurrence for REB to place contracts when evaluation opinions
differ.

Discussions, factory inspections and agreement with NRECA on the evaluation results will extend the
time required for REB to place contracts for supply of all materials.

The opinion differences are elucidated in Section 3.
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SECTION 3: MATERIALS PROCUREMENT.

3.1 .Background

DFID through GOB are providing a total of GBP38 Million {USD 76 miliion converted at GBP1 = USD
2.00) for the procurement of materials as indicated in the introduction to this report.

Previous quarterly reports indicated the methodology adopted to try and enhance the competitiveness
of the intemational bidding process for REDP materials. In addition core monitoring subjects for the
procurement were established and agreed with REB. These core monitoring subject details were
described in the quarterly report for July through September 2006.

Materials procurement bid documents were purchased by 63 potential bidders. Bids were submitted
on 16 and 18 October 2006 by a total of 47 companies or agents.

The matenals procurement process has significant detailed content. Description and analysis of the
procurement process details is contained in a December 12 2006 Interim Report on Materials
Procurement and Bid Evaluation Process.

This quarterly report indicates only the fundamental process facets for the first tranche of materials

procurement,

Second tranche of materials procurement has been scheduled to commence during February 2007.
However, given the extended timescale for finalizing details of the first tranche and failure of REB and
NRECA to agree on some evaluation fundamentals, commencement of the second tranche
procurement will be deferred. With the second tranche of procurement an opportunity will be taken by
NRECA to reinforce the positive aspects of the first tranche procurement, eliminate remaining
anomalous bid conditions and to try and improve competition.

3.2 Bid Conditions and Compliance with Core Monitoring Requirements

in general the materials procurement bid conditions complied with GOB PPR and bids were submitted

in accordance with good intemational practice.
Core monitoring subjects were in the main addressed by REB.

The REB evaluation process raised a number of issues about a potential awards of contract. In
particular REB decisions for potential awarding of contracts to certain pole, transformer and meter
suppliers was considered contentious by NRECA. These issues remain under discussion at the end of
December 2006.

3.3 Bid Submissions

Much of the earier work by NRECA for the materials procurement process concentrated on
entouraging REB to solicit competitive bids from intemational and domestic companies.

Various measures were adopted to enhance the appeal of the solicitations to international bidders.
These measures were comprehensively described in pervious quarterly reports and also in the
December 12, 2006 Interim Report on Materials Procurement and Bid Evaluation Process,

No bids were received for 4 sub packages, DFID (67PBS)-008 traditional wire and lead meter seals,
DFID (9PBS}) 09-033 4 Whee! Drive Vehicle, DFID (9PBS) 08-034 Pick Up Cab Vehicles and DFID
{9PBS) 08-035 Motorcycles.

Bids were received from manufacturers or agents in 12 countries including Bangladesh. Bidders and
country of nationality shown in Table 3.1 below.
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o Detailed evaluation of pre-selected bids.
» Other adjustments as appropnate.
.« Preparation of bid evaluation report for Tender Evaluation Committee and recommendations
for contract award.

GOB PPR require an evaluation committee to be constituted for reviewing the results of each REB
department evaluation. The REB Evaluation Committee was responsible for making recommendations
to the REB chairman, RE Board or GOB Ministry for placing contracts.

Contracts with values of up to 120 miliion Taka, (approximately USD 1.71 million) are within REB
financial authorization limits and are approved by the board of REB.

GOB Ministry approval is required for contracts with values exceeding the REB financial authorization
limits. '

NRECA attended the REB Tender Evaluation Committee (TEC) meetings as observers. As observers
NRECA were intentionally not party to decisions made by the REB (TEC).

Not being party to REB TEC decisions ensured NRECA, and by association DFID, avoided providing
any approval or disapproval for placing contracts.

At the REB TEC meetings NRECA were able to determine the reasoning for each of the REB
evaluation recommendations for award of contract.

In accordance with NRECA role in the procurement exercise, NRECA evaluation results and REB
TEC recommendations were compared.

Where a REB TEC evaluation recommendation was in accord with the NRECA evaluation, no
objection was made by NRECA for REB to continue- with contract award. Generally evaluation
conclusions were in accord when the lowest price commercially acceptable bid was seléected for
award of contract, However for a number of bid packages a consensus in the evaluation conclusions
was not always forthcoming, for vanous reasons. These reasons are elucidated in Section 3.5.

REB were informed by letter about recommendations for award of contract where NRECA had no
objection.

Similarly, REB were also informed in writing about REB contract award recommendations where
NRECA evaluation conciusions differed. NRECA also provided REB with the reasons for the opinion
differences.

A total of 13 REB TEC recommendations for award of contract concurred with NRECA evaluation
conclusions at the end of this quarter October through December 2006.
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3.6 REDP First Tranche Material Costs

REB estimated cost prior to the bid solicitation was approximately USD 32 million for the first tranche
of REDP materials.

67 PBS materials were estimated to cost USD 5,084,030 with 09 PBS materials estimated to cost
USD 26,751,617.

Matenals composition and estimated costs were detailed in the quarterly report for July through
September 2006

Based on historical costs and allowances for commodity price increases NRECA considered the REB
estimate was reasonable.

Following submission and evaluation of bids, many bid prices were found to be unexpectedly lower
than the estimated prices. Reasons for lower than expected prices are manifold, not all are readily
explainable as the veracity of available information is open to doubt.

One particular example of a bid price being much lower than estimated concerns SPC poles. For a
number of years donor agencies have suspected some SPC pole manufacturers have operated as a
cartel. The suspected cartel operation has effectively ensured the REB rules for market entry prevent
new entrants. An expectant new entrant SPC pole manufacturer, appearing to have sufficient
manufacturing experience, offered poles at USD 800,000 less than the second lowest price bidder.
REB TEC rejected this low priced offer on the grounds of insufficient experience according to REB
experience criteria. NRECA took a view that such cost savings require serious consideration and REB
shall be required to make a full inspection of the manufacturers facilities.

The {owest priced bid may be a “loss leader” price in order to enter the lucrative SPC pole market or
the price may truly reflect an open market.

The December 12 2006 Interim Report on Materials procurement and Bid Evaluation Process provides
some indications and discussion topics for reasons why some prices were not as estimated.

On an assumption of the lowest priced bids eventually being selected for contract award the
anticipated costs for the first tranche of REDP materials are shown in Table 3.6.1 below. Comparisons
are also made with the estimated costs.

Table 3.6.1 Anticipated Contract Costs

Procurement. Anticipated Contract a(.t;csit S ontract Estimated Costs _Q_E;fﬁgt:cee

67 PBS {Sub 19.5% less than
Packages 01 — 07) USD 4,077,075 USD 5,064,030 estimate.

09 PBS (Sub 5.8% less than -
Packages 08 -35) - USD 25,191,348 USD 26,751,617 estimate.

The above table provides anticipated contract costs. Actual contract costs remain reliant on NRECA
and REB agreeing final selection of contractors.
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3.8 Procurement Schedule

Gantt chart of suggested schedule for first tranche materials procurement shown in 3.8.1 on the
following page. '
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SECTION 4: MONITORING OF MATERIALS USAGE

4.1 Progress

REB will utilize DFID funded materials for ongoing REDP construction projects.

The construction projects are to be formulated from the individual PBS master plans.

As DFID funded materials have yet to be delivered, monitoring of usage has not commenced.
NRECA are in the process of preparing the monitoring methodology.

4.2 Proposed Monitoring Methodology

Indicated below are basic considerations for monitoring the usage of DFID funded materials:

Task 1: Storing DFID funded materialg at Khulna Warehouse
» Assist Khulna Warehouse personnel with acceptable storage of all materials.

» Where practicable, DFID materials to be segregated from existing REB materials.

+ Assist REB warehouse staff to selectively tag DFID materials to enable identification at PBS
warehouse and during construction phase.

Task 2: DFID funded Material at PBS
* Assist PBS Store personnel with storing alt DFID funded materials in a separate place from
existing materials. .
¢ Randomly monitor issues of materials to construction contractors to check correct quantities.

Task 3: Monitoring of Construction Work in 9 PBS.
¢ Regular inspections of construction works in each PBS.

¢ Comparison of detailed constructibn plans with master plans.

o Compare material quantities issued with work effected.

» Monitor construction quality and compare with REB standards.

+ Monitor category of customer connections with reference to DFID criteria.

Task 4: Monitoring of materals usage in 67 PBS and 10 lakh customers.
+ Monitor progress of construction works and compare with issue of DFID materials.

¢ Check meter issues and compare with new customer connections.
¢ Randomly monitor issue and installation of DFID procured meters.
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SECTION 5: SOCIO ECONOMIC STUDY

5.1 Background

As indicated in Section 2, Key issues, power shortfall will impinge significantly on the anticipated
benefits of the REDP.

Whilst a general consensus indicates domestic households will take every opportunity to receive an
electricity service, it is considered potential commercial ventures may be reluctant to make
investments until the power supply situation improves. However, the socio economic study will
elucidate the situation pertaining from the REDP during and at the end of the study period.

5.2 Progress

In October 2006 NRECA appointed Mr Tawheed Noor as the local consultant to manage the Socio
Economic Survey. During December 2008 Mr Noor also completed work on the TOR for the field

survey.
This TOR will be discussed with DFID, USAID and REB and if necessary adjusted to ensure

concurrence with ali REDP participants.

A field trip was made to Brahmanbaria PBS with DFID personnel to review the different aspects of the
microfinance component of the REDP which will be managed by PKSF and its local partner.

Field survey work will be effected by a yet to be appointed local consulting firm.

Early in 2007 NRECA will solicit proposals based on the TOR from suitably qualified local consulting
companies to undertake the field survey work.

Evaluation of the proposals shall consider each firm's understanding of the TOR, experience of a
company, experience of personnel participating and appraisal of a company’s aptitude to work with
NRECA and DFID. '

Progress with the Socio Economic Survey aspect of REDP is anticipated to improve considerably
during 2007 following expedition of the materials procurement process.

5.3 Socio Economic Study Management

Management of the survey will involve:

» Preparation of TOR for the survey. (TOR will follow the guidelines set by DFID with consensus
from the other stakeholders including REB and USAID.)

» Assisting with evaluation of offers from local consulting firms.
s Selection of local consulting company.

¢ Management and supervision of local consulting company for Initial baseline survey and for
subsequent impact assessment.

+ Reporting of socio economic study.
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SECTION é: PBS MEMBER AWARENESS EDUCATION AND BOARD DEVELOPMENT
PROGRAM

6.1 PBS Member Awareness Education and Board Development Program

Principal objective of the program is to address the issues pertinent to the raising member consumer
participation levels from reactive to proactive for facilitating the activities in empowering. the
membership to take responsibility for their actions and decisions as well as conducting programs to
enhance the capabilities of the PBS Directors.

The initial tasks of the program will be to review some of the earlier works developed with REB and
PBS by NRECA. As from the outset of RE program in Bangladesh, NRECA with the funding of USAID,
assisted the RE personnel in formation of PBS and accordingly, a wide range of training programs
were developed to raise the awareness of member — consumers and the PBS Board members. The
ongoing USAID funded RPPR-ll Program’s Task C.1 (Strengthening Training Programs and
Procedures) particularly has the earmarked activity to continue the same with respect to the
development of curriculum materials for all types of training programs aimed at REB and PBS
personnel.

This Task will involve working with the REB Training Directorate, as well as the REB Management
Operations Directorates in order to ensure that the content and approach for these newly developed
programs are appropriate to the PBS system. At the PBS level, the PBS Member Services
Departments will be directly involved with the implementation of the programs. This component of
DFID project will work with REB and the PBS to explore the most effective approaches for
successfully implementing the programs with consideration being given to the improved utilization of
the PBS Village Advisors.

After the development of the programs and their initial implementations through the REB and PBSs,
the ongoing oversight and monitoring of this initiative through the end of the project will become part of
the overall Supervision and Monitoring Task.

Following are the steps assumed in the Project Proposal for implementation of the entire program:
¢ Validation of training needs of the PBS Board members and consumer — members as
identified by the RPPR - Il program.
¢ Identification of possible implementation schemes.
» Development of curriculum outlines for relevant programs.
* Preparation of the required curriculum materials and translation into Bangla.
* Completion of pilot testing of the curriculum matenals.
* Implementation of both types of programs. 7
e Monitoring of implementation at both REB and PBS
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These new impediments include a critical shortage of power to meet demand, a perceived or
otherwise increase in corruption at all levels of the PBS system and reducing levels of public
understanding for the values of a PBS system.

Education and awareness training materals shall include infermation about:

¢ Load shedding management — Why load shedding is necessary and how to reduce peak hours
demand.

e Stealing distribution equipment — Impact of stealing on PBS system and measures necessary
to counter stealing. (Note: Changes resulting from meetings held by political leaders after the
incident that occurred in Kansat has created an environment within the PBS where the
potential for theft of equipment has increased and is subsequently costing the PBS significant
amounts of money with no way of recovering these losses.)

¢ Supply of electricity — How it is generated and distributed — Why are there interruptions.
e Strengthening the concept of one service point at PBS.
* The roles of REB, PBS and also NRECA.

Shortage of power has led many people to conclude REB should further consider connection of small
power generation (SPG) plants financed by private capital, akin to the SPG installations for Dhaka 1,
Narsingdi and Comilla PBS.

As a response to the utter failure of Govemment to make any provision for an ever increasing power
demand, the PBS members conclusion that self help is preferable to reliance on Government is a
healthy attitude.

PBS members interviewed also indicated further improvement in customer awareness could be
promulgated by “Imams”* before Juma prayers at local Mosques. PBS Personnel should also be -
permitted to give talks on the workings and community benefits of PBS at schools and colleges.
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