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Executive Summary
The study on “The Applicability of Wind Energy Auctions for Vietnam”
was initiated by GIZ to support the MOIT in its evaluation process on
the introduction of an auction regime for wind power development
in Vietnam. The report argues that there is no urgency to implement
auctions. To achieve a successful implementation of the auctioning
mechanism, certain pre-requisites should be established first. After a
transition period with several pilot auctions, exclusive auctioning can
be implemented as of 2022 or even 2025. Location Neutral Auctions
can be implemented for onshore wind and location specific auctions
can be used for near-shore and off-shore projects.
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Framework Conditions & Status Quo for Wind Power in Vietnam
Vietnam has offered very stable economic conditions throughout the last years and a steady
economic growth. The country’s energy mix is characterized by a strong hydro power capacity as
well as larger shares from coal-fired installations. Volatile renewables are only lately entering the
market; yet, the country has set itself very ambitious renewables target for 2020 and 2030.
International Definition of Auction

Renewable energy auctions are competitive procurement systems, whereby properties or
goods are sold through a publicly held sale to the most competitive bidder:

Figure 1: Schematic Description of Auction Process
(Source: IET – own elaboration)

In contrast to this international understanding of the term “auction”, stakeholders in Vietnam are
using the word to describe the procurement of goods and services financed by the public budget
(e.g. equipment auctioning or BOT projects), internationally referred to as public procurement.
No urgency to move from FIT to auctions in the case of wind energy in Vietnam

Policymakers can have different reasons and objectives for supporting renewable energy
technologies. Achieving these objectives is both feasible under auction-based mechanisms and
feed-in tariffs. However, both support mechanisms have specific advantages and disadvantages.
The typical reasons for implementing auctions are not relevant and urgent for the wind energy
sector in Vietnam (e.g. controlling rapid growth of RE, excessively high prices for RE under the FIT,
moving towards competitive markets).
Table 1: Policy Objectives related to Renewable Energy Support Mechanisms
(Source: IET)
Policy Objectives related to
Renewable Energy Support
Mechanisms

FITs

1. Control of RE deployment
and planning

2. Low cost procurement of
electricity
3. Low risk for investors

Auction

X
X
X

Implications for Vietnam
Controlling the deployment of wind energy is
currently not a primary objective in Vietnam.
Excessively high feed-in tariffs do not exist in
the case of wind energy in Vietnam.

Risk reduction is crucial in emerging markets
like Vietnam (FIT as appropriate mechanism).
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4. Low administrative
complexity and costs
5. Moving towards competitive
markets
6. Actor diversity

Higher administrative complexity and costs under auctions need preparation (training of staff
and employment of new staff).

X
X
X

Vietnamese electricity market is characterised
by administratively determined prices and limited price competition; Feed-in tariffs fit into
the overall policy framework.
Not a primary policy objective in Vietnam and
therefore less relevant.

The framework conditions and pre-requisites for the implementation of wind auctions analyzed
in this report are sometimes different in the case of solar PV. Project development lead times are
shorter in the case of solar PV. Therefore, projects can be developed much faster and the market
could also grow much faster. At the same time, it is more difficult to determine the adequate feedin tariff level administratively, due to sharp cost declines in the past years. These are some reasons
why the implementation of auctions for solar PV might be feasible in the coming years (e.g. 2020
or 2021) whereas the implementation of wind auction can wait until 2022 to 2025.
Pre-Requisites for a Shift from FIT to Auctions

There are a number of pre-conditions for successfully implementing auctions and achieving low
RE prices. These are summarized in the table below. In short, an immediate shift for FITs to
auctions is not recommended since some of the pre-conditions should be established first
in the coming years.
Table 2: Overview of Pre-Requites for a Successful Shift to Auctions
(Source: IET)
Pre-Requisites for a
Successful Shift to Auctions
1. A sufficiently large national
market size

2. A high level of competition

3. A mature market and policy
framework

4. Clarity about long-term market development

Implications for Vietnam
The wind market in Vietnam is still relatively small. Up to now,
just slightly below 200 MW of capacity were installed under the
FIT mechanism. Also, the average project size is relatively small. A
larger scale market in Vietnam would lead to more competition and
lower prices.

Due to several reasons, the wind power market in Vietnam is still
dominated by a limited number of actors. There is still limited
interest from international investors, partially because of the
limited creditworthiness of EVN and the difficulty to make projects
bankable. A higher level of competition in Vietnam would lead to
lower prices in future auction rounds.
In Vietnam, several wind project developers have stated that there
are still no standardised and streamlined processes when it comes
to wind power development. It is therefore highly recommended
to streamline all administrative process (including clear grid
connection procedures) in Vietnam before the introduction of an
auction-based mechanism.

Vietnam has taken a first important step by defining wind energy
deployment targets until the year 2030. However, longer term targets up to 2050 would give an even clearer sign to the international
wind energy community and might also enable Vietnam to harness
socio-economic benefits
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Location Neutral Auctions for Onshore wind and Location Specific Auctions for Near-Shore
and Off-Shore projects
In most countries around the world where auctions are applied for renewable energy technologies,
the project developer can freely select the plot of land that seems most appropriate for a wind
projects. In this case, the project developer also has to cope with all the related risk, such as to buy
the right to use the land, grid extension to this location, etc. However, certain jurisdictions have
begun running auctions where the land on which projects will be developed has been pre-selected
by government or local authorities.
Locations specific auctions might fit well into the existing regulatory framework in Vietnam,
primarily in the case of near-shore wind energy projects. For these projects, only a limited
number of areas are feasible for project development and these plots of land could be relatively
easily pre-developed by a government organization (e.g. securing land, wind measurements, grid
connection, permitting). Location-specific auctions for near-shore wind energy will also reduce
the risk for project developer and lower the auction results, since costs are partially covered
during site-preparation process by State agencies.

For onshore wind energy projects, the government could also start by developing certain sites
in order to allow project developers to gather expertise. However, in the longer term locationneutral auctions might be more appropriate since private project developers are faster in
identifying the best locations. At the same time, many of the good plots of land have already
been secured by private project developers and taking these land usage rights away from them
again might be legally challenging.
Alternatively, feed-in tariffs could continue to be used for onshore wind energy (a mature
technology). However, auction-based support can be used for near-shore wind energy projects,
since calculating costs for these types of projects and setting FIT rates is more challenging.
Auction for off-shore or near-shore wind energy
Numerous countries have used auctions for off-shore (or near-shore) wind energy
projects while continuing to use feed-in tariffs for onshore wind energy projects. This
includes Denmark and China.

There are several reasons why policymakers might prefer using auctions only for
offshore/near-shore wind energy (Jacobs, et al. 2014a; Jacobs, et al. 2014b)
Project size:

Offshore and near-shore projects are usually larger (e.g. 50 MW and above). Project
developers of large-scale projects can more easily cope with the higher administrative
costs and the higher risk associated with auctions.
Insecurity about prices:

Since off-shore and near-shore wind energy is a less mature technology (compared
with onshore wind), there is less information available about the costs. Therefore, it
is difficult to determine tariffs for offshore wind administratively because of a lack of
historic data.
Land available:

The land plots available for near-shore (and off-shore) projects are usually limited.
At the same time, many project developers are usually interested in these plots of
land since they have relatively good wind resources. Therefore, running locationspecific auctions (see chapter 6.2.3) for these sites should be assessed in more detail.
In addition, all nearshore sites are owned by the government and therefore running
location-specific auctions is relatively simple.
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Existing Challenges and Barriers for Wind Energy Development in Vietnam
Irrespective of the design of the support mechanism, three main action complexes can be identified
regarding faster and more cost-effective wind energy development in Vietnam. All shortcomings
can be addressed through the proposed actions. These actions make wind power development in
Vietnam less expensive and would therefore also result in lower bid (and lower prices) during a
future auction-based support.
Table 3: Summary of Central Action Complexes for Wind Power Projects in Vietnam to Address Existing
Challenges
(Source: eclareon)
Central Action
Complexes

Identified Challenges

 Insufficiently
standardized
development paths
& complexity of
administrative
process &
inexperience of
developers
Streamlined
administrative
processes

 Power development
plans

 Land securing

 Grid capacity & grid
connection

Required Actions to address Barriers
 Take advantage of the existing analysis of the
“Wind Investment Guidelines” to identify existing
shortages

 Publish clear, easy to access and easy to perform
development paths, including timelines and a list of
authorities
 Promote the information sharing nationally and
internationally – e.g. through an official information
portal
 Reform of the current planning law

 Government already initiated here reform plan,
promising initiative

 Change of the material pre-qualifications for
developers under an auction regime in regards to
the land acquisition

 Memorandum
of
understanding
on
the
compensation and resettlement plan as a sufficient
requirement to participate in the auction. To ensure
the realization of the project, proof of performance
of the land acquisition within a delay of 12 months
after actual signing of the offtake-agreement is
required.
 Re-assessment of the existing grid planning in
regards to the targeted renewable capacities

 Provision of first hand online information on the
grid situation, the available grid connection points
and the grid capacity
 Where detailed information cannot be shared, at
least indication of the grid situation through a traffic
light system

Clear and
transparent
grid connection
and grid
infrastructure
 Grid planning

 Close collaboration of MOIT and the grid operators
for the introduction of an auction system and the
required grid capacity

 Start with location-specific auction model advised to
limit reinforcement and enlargement requirements
for grid operators
 Parallel grid planning for location-neutral auction in
the future
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Clear and
transparent
grid connection
and grid
infrastructure

Creditworthiness of the
off-taker and
PPA bankability

 Virtual saturation of
power development
plan

 Application of a milestone approach to identify
genuine projects and adapt grid planning to real
conditions
 A mechanism to update and share the status of
project pipeline: information sharing and linking
between central and provincial levels.
 Thorough analysis of factors for low credit rating of
EVN to address shortcomings

 Improving
the
creditworthiness of
the off-taker

 Assessment and potential implementation of
measures to increase the financial health of EVN,
thus improving its creditworthiness
 (a) including short term measures such as Escrow
account arrangements to cover payment risk, more
transparency in EVNs accounting, etc.

 (b) including structural measures such as the
implementation cost-reflective electricity rates,
reduction of subsidies in the electricity sector,
improvement of least-cost electricity system
planning, etc).
 Evaluation is state warranty for the EVN PPA could
be provided or alternatively guarantees from
international donors (e.g. World Bank guarantees)

 Re-design of parts of the Standard PPA to comply
with de-risking requirements

 Adjustment of PPA

Roadmap until 2025

 Clear definition about the responsibility of buyer
and off-takers in different cases such as forced
curtailment,
contract
termination,
deemed
commissioning, etc.
 Indexing PPA payments to future inflation, e.g.
consumer price index or CPI

The introduction of an auction regime for wind power projects in Vietnam therefore appears only
advised after an extension of the operation period of the current FiT until at least 2020.
Afterwards, a transition period will start that can run for three to five years. (2022 to 2025).
The exact start of exclusive use of auctions depends on time needed for site preparation in the case
of location-specific auction. Since donor funding is likely required, the process will likely take
until 2025.
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Figure 2: Proposed timelines for Auction Implementation in Vietnam
(Source: GIZ)

Figure 3: Proposed Roadmap for Auction Implementation in Vietnam
(Source: IET)

The total duration of the proposed steps takes at least 3 to 5 years. The years until this horizon
should be used for 1). a thorough development and appraisal of legal documents for the auction
regime, 2). the identification and set-up of a suitable agency, responsible for the auction operation,
3). the training of national and local authorities on the requirements of the new scheme as well as
4). the improvement of the related regulations for the auction regime.
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Next Steps for Auction Preparation and Implementation
In order to proceed with the preparation and implementation of auctions for wind energy projects
in Vietnam, the following steps need to be taken:
•

Coordination with the design of solar PV auctions

•

Selection/ establishment of the responsible Auction Agency

•
•

Detailed calibration of auction design for wind energy

Elaboration of training plan and training material for responsible Auction Agency and
other actors
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Chapter

01

About the study
The study on “The Applicability of Wind Energy Auctions for Vietnam” was
initiated by GIZ to support the MOIT in its evaluation process on the introduction
of an auction regime for wind power development in Vietnam. The study aims
to provide a comprehensive overview on existing international auction models,
to analyse the current market conditions in Vietnam and to recommend on how
and when an auction model could be implemented in Vietnam. At the same time,
existing challenges and trade-off through the new support model had to be
identified.

19

1.1 Background
1.1.1 Rise of a new RES Support Mechanism
Although generation costs of Renewable Energy Technologies (RET) have been reduced significantly
in recent years, non-conventional renewables are still not considered as cost-competitive
for power supply. Where environmental costs (e.g., cost of CO2) are not internalised in power
generation costs, the costs of renewables (large hydro excluded) are often above those of largescale conventional generation, making them unattractive from a purely financial standpoint. The
deployment of Renewable Energy Sources (RES), therefore, depends heavily on energy support
policies from governments worldwide. In the past, early phases of renewable energy promotion
were characterised by support instruments that administratively determined pricing such as feedin-tariff (FIT) or feed-in-premium (FIP) – called as “1st wave” of National Subsidy Programmes
– which focus on “technical-push” and not aiming at achieving an economically optimal pathway
for national deployment over time1. Today, countries may still opt for an initial promotion of
renewables through the implementation of a FIT or FIP; yet, in a number of emerging markets,
governments also chose to immediately stimulate the renewable sector through auction schemes
for individual renewable technologies.
However, one of the most difficult aspects of designing a successful FIT policy is determining the
right tariff level and adjusting it over time as market and technological circumstances change.
This is especially problematic in the case of solar PV, where prices have declined much fast that
anticipated by policymakers under FITs. In some cases, the Levelised Cost of Energy (LCOE) has
been falling to such a level that FITs are expected to remain above market prices for an extended
period. As a result, the rise of auctioning2 - an alternative mechanism for promoting RES – has
become a global trend, from 7 nations implementing it in 2005 to more than 60 by mid-20163.
Nonetheless, feed-in tariffs still remain the most widely spread support mechanism, with almost
100 jurisdictions using this finance mechanism.

1.1.2 Auctions for Renewable Energy deployment vs. other auctions

Renewable energy auctions are competitive procurement systems which can be briefly described
as in the Figure 4:

Figure 4: Schematic Description of Auction Process
(Source: IET – own elaboration)

Renewable energy auctions, by definition, are procurement systems in which various bidders
compete to be (partially) compensated for producing a given volume of electricity (kWh) or
capacity (kW). Accordingly, compared to the fixed administratively determined FIT systems, the
1

Frank Seidel (2015), “GIZ v RE Discussion Series – Paper #06”
2 The terms “auctioning” and “tendering” will be used interchangeably in this document.
3 IRENA (2017), “Renewable Energy Auctions: Analyzing 2016”. IRENA, Abu Dhabi. ISBN 978-92-95111-09-7 (PDF)
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competitive-based auctioning mechanism is considered as more cost-effective and thus a more
sustainable way to promote renewable energies in which real costs of individual projects could
be revealed and the support needed could be limit to a minimum, reducing the financial burden
of policy costs for the Governments. In addition, the given amount of renewable energy to be
deployed implies a “controllable” development growth rate of variable renewables which is of
importance to the power system management (e.g., grid planning). In contrast to the FIT system
where the price is predefined and the market set the RES volume accordingly, the key feature of
auctioning is that the RES deployment price is determined by the market whereas the developed
volume is decided by the policy-makers.
In the past years, renewable electricity auctions have spread rapidly around the globe. At the end
of 2016, they have been used in more than 60 jurisdictions worldwide – up from seven countries
in 2005. However, internationally feed-in tariffs remain the most frequently applied support
mechanism with 110 jurisdictions using this mechanism (REN21 2017). The largest renewable
energy market in the world – China – is primarily relying on feed-in tariffs for onshore wind energy
(and solar PV projects)4. In ASEAN countries, feed-in tariffs have also been the most important
support mechanisms (USAID 2017).

It is however important to underline that the term “auction” is currently used in Vietnam differently
from the international understanding. To this end, the term is used in Vietnam to refer to the
procurement of goods and services financed by the public budget (e.g. equipment auctioning or
BOT projects), internationally referred to as public procurement.
On the international level, auction is understood as a publicly held sale at which property or goods
are sold to the highest bidders, as also visualised in Figure 4 above.

1.1.3 Auctions as a Support Mechanism for Wind Energy in Vietnam

In light of growing concerns with climate change and environmental and social impacts of energy
projects, the Vietnamese Government has realised the importance of renewable energies for the
power system. As a result, ambitious targets for the development of RES have been committed.
With regards to wind power particularly, the revised National Power Development Plan VII
(Decision No. 428/QD-TTg, dated 18 March 2016) has required the total wind power capacity to
be increased from the current negligible levels (160 MW) to around 6.000 MW by 2030.

Understanding the role of promoting policy to the renewable energies deployment, the Vietnamese
Government has been applying the FIT of 7.8 USct/kWh for wind power since 2011. However, the
tariff level seems to be unprofitable to project developers and investors, resulted in very limited
deployment of wind power in Vietnam until now.

In parallel with a revision of the FIT level to match with the market conditions, the Government
also considers other supporting mechanisms that could contribute to the development of wind
power in Vietnam and to help the sector meet its targets. With the aim of efficiently procuring
new generation resources while ensuring reliability and security of supply at least possible cost,
the Government finds it worthwhile to examine the auctioning as another option of wind power
supporting policy.

1.2 Objectives and Methodology of the Study

The overall objective of this study is to assist the Vietnamese Government in promoting the
deployment of wind energy through auction-based mechanisms.

Accordingly, the report shall provide the Vietnamese Government with an overview of auctions’
benefits and risks, pre-requisites for the successful implementation of auctions, recommendations
on suitable design options (e.g. location-neutral versus location-specific design), and a timeline
for a successful implementation of an auction mechanism for wind power in Vietnam. To this end,
the below gradual approach is proposed:
4 With auctions spreading world-wide, a wide range of different terms has been used to describe them, including auction
mechanisms, reverse auctions, competitive tendering, competitive solicitations, and simply bidding mechanisms. This report uses the term “auction” as an inclusive term covering these various different auction designs.
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Figure 5: Schematic Description of Research & Analysis Process
(Source: eclareon)

To every auction scheme in general, four elementary design parameters can be identified as in
Figure 6. Each of these parameters can be sub-divided into further sub-parameters, allowing a
government to individually customize the support scheme to fit in specific circumstances and
needs of the country. A detailed discussion of all four parameters and their inherent design options
is presented comprehensively in the annex of this report.

Figure 6: Overview of elementary Auction Design Parameters
(Source: eclareon)

To present the most accurate picture of conditions in Vietnam, the report is built on the result of a
series of interviews conducted with relevant stakeholders during the inception field trip. Figure 7
depicts the list of interviewed participants.

A detailed record of interviews with individual market stakeholders is presented in the Annex
whereas their roles and perspectives as well as their opportunities and challenges through the
introduction of a new auction support mechanism are discussed in chapter 2 under the analysis of
the current conditions of wind power development in Vietnam.
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Figure 7: List of interviewed stakeholders for the study
(Source: eclareon)

1.3 Report structure
The report is structured as follows. Chapter 1 provides a general concept of the Renewable Energy
Auction mechanism as well as the approach and objectives of the study. Chapter 2 focuses on
the Vietnamese context with an overview about the framework conditions and status quo for
wind power development. Not only policy and legal framework but also involved stakeholders
will be analysed towards the potential implementation of an auction mechanism for wind energy
projects. Chapter 3 evaluates the applicability of auctions to achieve specific policy objectives (in
comparison with the existing FIT) and more importantly provides considerations for the current
context of wind power sector in Vietnam. Starting from Chapter 4, the report focuses on the
requirements and pre-requisites to successfully implement auctions. Based on examples of three
countries, namely Germany, China and South Africa, lessons learnt for implementation of auctions
are drawn. Accordingly, the challenges, readiness and applicability of auctions for Vietnamese
wind power are discussed in Chapter 5. In Chapter 6, the findings and results of Chapter 4 and
5 are used to develop the Roadmap and recommendations for Vietnam in the consideration of
auctioning mechanism as a tool to promote further its wind energy deployment.
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Chapter

02

Framework conditions & status quo
of wind energy development
in Vietnam
Vietnam has offered very stable economic conditions throughout the last years
and a steady economic growth. The country’s energy mix is characterised by a
strong hydro power capacity as well as larger shares from coal-fired installations.
Volatile renewables are only lately entering the market; yet, the country has
set itself very ambitious renewables target for 2020 and 2030. Central actor of
the Vietnamese energy market is EVN accounting for 64% of the total installed
capacity of the country, being the single-buyer in the generation market and
having a pivotal role in the operation of the transmission and distribution grid as
well as for the grid dispatch.
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2.1 Description of Vietnamese market conditions and wind power
development
According to the estimation in 2017, Vietnam ranked as the 15th largest populated nation in the
world5 and the 6th highest GDP growth rate economy of Asia6. In details, the Vietnamese power
system now has to satisfy the electricity demand of more than 96 million people and the annual
GDP increasing rate of 6%. At the same time, the system which is heavily dependent on hydropower
and fossil fuel now facing big challenges on the security of supply when hydro power and coal
resources have been exploited at their limits. The emergence of new variable renewable energy
capacities, therefore, is an indispensable trend for Vietnam, especially when taking into account
the country’s excellent natural conditions for renewable energy sources.

2.1.1 Policy targets and current wind power deployment status in Vietnam

Understanding the needs and benefits of renewable energies, including wind power, to the country
sustainable development, the Vietnamese Government had set a goal of increasing the wind power
installed capacity to 800MW in 2020 and 6,000 MW int 2030. The target is considered ambitious, as to
date only 200 MW of wind power was installed in Vietnam, negligible to the nearly 40 GW total installed
generation capacity of the country7. Figure 8 below summarizes the current status of developed wind
farms in Vietnam, including information on capacities, investors, type of turbines and year of installation.

Figure 8: Summary of Wind Power Project in Vietnam up to 2017
(Source: GIZ)

In parallel with political targets, the Government of Vietnam also offers a number of support measures
to promote the development of renewable energies, including incentives on the corporate income
tax, the import tax, the land use fee and the project escrow. Above all, the central support scheme
remains the Feed-in-Tariff (FIT), as outlined in Figure 9. However, to wind energy particularly, the
level of FIT at 7.8 UScent/kWh – applied since 2011 – has been claimed as too low to booster its
deployment, making the market under-develop and fall far behind the Government’s expectation.

Figure 9: Evolution of FIT scheme for Renewables in Vietnam
(Source: GIZ)
Source: Worldometers (www.Wolrdometers.info)
Source: Country Comparison: GDP – Real Growth Rate”, CIA World Factbook, cia.gov
7
Source: Vietnam Energy Outlook Report 2017, Danish Energy Agency
5
6
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More specifically, since 2011 till now, a total of 4,876 MW wind energy has been approved to add
into the National Wind Power Development Plan. Against this huge number of queuing capacity,
only 200 MW has been realized by the end of 2017. Some approved projects (around 45.7 MW
installed capacity) are still in the development phase to be operated in late 20188. Many other
registered projects are still struggling with the preliminary development phase.

2.1.2 Wind power project development process in Vietnam: overview

Whereas the low level of FIT is often mentioned as the main factor for the limited wind energy
installed capacity so far in Vietnam, the hurdles of wind energy deployment indeed come from
many other issues, for example, the lack of reliable data and qualified human resources, and most
importantly, the complicated, non-transparent project development and investment procedure. By
presenting the required process to develop a wind power project in Vietnam, this section expects
to be able to scan through difficulties and challenges that investors/developers are struggling
within the current regulatory system.

Figure 10: Overview of the development process of a wind power project in Vietnam
(Source: Wind Power Investment Guidelines. Volume 1: Project Development, GIZ 2016)

Figure 10 above describes the phases within a wind power project life cycle in Vietnam. This general
process in fact can be applied for all wind power projects in the world. However, whereas the
process (e.g., Preliminary development, development, implementation, operation and maintenance,
decommissioning) is the embedded nature of a wind power project, required certificates/ agreements
and involved authorities during the process are varied among countries and in many cases, among
provinces. That has also resulted in different timeline, delays, etc. of the projects.
In Vietnamese context particularly, the number of certificates/ agreements as well as authorities
to deal with throughout the project life cycle are summarized in Figure 11. Apparently, the phase
A – Preliminary Development and phase B – Development requires nearly 20 agreements and
licenses from dozen of stakeholders/ authorities at different level (e.g., provincial, ministerial,
etc.). Experience from developers show that the process to obtain all kinds of agreements/
licenses as such requires lots of efforts and costs in which risks for developers/investors are
very high. Especially, the land clearance and compensation task might take years with high risk
of increasing costs.
8

Source: MOIT, September 2017
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Figure 11: Administrative documents required during wind project development in Vietnam
(Source: Wind Power Investment Guidelines. Volume 1: Project Development, GIZ 2016)

2.2 Stakeholder Overview - Roles, Burdens and Risks under Auction
Regime
As can be seen in Figure 11, the wind project development process in Vietnam involved a large
number of market actors, ranging from provincial to central levels, from technical to administrative
and policy functions. These key stakeholders currently perform different roles and functions within
the provided promotional FIT framework and market design. Also, any change of the promotion
scheme will impact on their roles and mandates as well as create challenges on certain existing
benefits.
The below table identifies the key stakeholders of the Vietnamese wind power market and
describes their role under a future auction regime, while at the same time outlining on the required
changes, the burden and risks of each market actor.
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Table 4: Overview of Market Actors, their Functions, and Roles under a future Auction Regime
(Source: eclareon based on Inception Field Trip)
Stakeholder

Roles

Functions
 Potential auction agency

 Responsibility for decision when change of support
scheme from FIT to auctions is most appropriate

MOIT

Executive,
providing
for the promotional
and
administrative
framework
for
the
development of wind
power in Vietnam

 Decision on design parameters of future auction
regime

 Proposal for the selection of future competent auction
body

 Responsibility for suggestions and partly for the
streamlining of existing administrative procedures
for wind power (Federal level)
 Management of National Power Development Plan

 Coordination with Provinces, grid operators & future
auction body
 Co-responsibility for grid planning (with EREA & EVN)
 Advisory for the adjustment of the planning law

MPI

MOF

EVN

DSOs

Performing the State
management
in
planning, development
investment
and
statistics

Implementing the State
management in finance,
providing the financial
mechanism and support
to the wind power
projects
Unbundled, state-owned
utility & transmission
system operator and
through its subsidiaries
also distribution system
operator, the sole offtaker
EVN subsidiaries, operating the distribution
grid

 Coordination with MOF, MOIT for certificates and
approvals of investment in wind power
 Managing activities of domestic investment and
foreign direct investment

 Coordinating and performing the State management
on ODA, donors’ concessional loans for wind power
sector
 Guiding, examining the implementation of the legal
provisions on investment and auctioning

 Managing, guiding and supervising local banks
regarding to promotional financial support for wind
power projects
 Managing budget fund, State financial funds (if available)
for the development of wind power sector

 Managing and responsibility for international donors’
funds and loans reserved for wind power sector
promotion
 Co-responsibility for grid planning (with EREA
& MOIT), grid reinforcement & grid enlargement
required for location-specific and/or location-neutral
auctions
 Signing of standardised PPA with future selected
wind power project of an auction regime

 At the same time, beneficiary of the auction support
scheme as utility, operating renewable energy
projects

 Responsibility for grid planning, grid reinforcement &
grid enlargement at DSO level, required for locationspecific and/or location-neutral auctions
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ERAV

Local Authorities
(PPC,
DOIT, DPI)

Project
D e ve l o p ers

Investors
& Banks

Regulatory
authority
providing the technical
framework for the wind
power
development.
Also, responsible for the
market liberalisation in
Vietnam.
Responsible
for
the
provincial
administrative
procedures and the
provincial (wind) power
development
plans.
Also, cooperation with
grid operators for the
grid planning.

Development of wind
power projects

Financing of wind power projects

 Potential auction agency

 In case of selection as competent auction authority,
take-over of additional administrative functions, staff
increase & training requirements, performance of
actual auction process, provision of standard PPA for
auctions
 Responsibility for the streamlining of existing
administrative procedures for wind power (Provincial
level)
 Responsibility for project appraising and licensing

 Management of Provincial Power Development Plans

 Coordination with MOIT, grid operators & future
auction body
 Higher development risks as under FIT, especially due
to insecurity of auction selection process

 Management of existing challenges and barriers
under the selected financial model for auction regime
 Risk of an insufficient estimation of required time and
costs for project realisation, resulting in insufficient
financial means

 Risk of project realisation delays or even project
abortion due to delays in the administrative process
or the grid connection process or existing market
barriers
 Application of new business models for wind power
projects under an auction regime

 Reassessment of financing criteria under new support
scheme

The above table only provides rough anticipation of impacts and changes. Depending on the final
design of the future auction regime in Vietnam for wind power, if applicable, and the final selected
competent administrative body, roles of certain above described market actors may change. Also,
their individual burden or risks may impact differently than estimated. More discussion on roles
and changes of authorities will be discussed further in recommendations of Chapter 6.
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Chapter

03

Introduction to the auction support
mechanism
Policymakers can have different reasons and objectives for supporting renewable
energy technologies. Since every support mechanism has its own pros can cons,
the choice of a suitable mechanism requires a lot of considerations and evaluation
of the context as well as targets it should aim for. In recent years, auctioning
has spread rapidly around the world, becoming an emerging trend of support
mechanism. However, feed-in tariffs (FIT) – which have been applied worldwide
for decades – still remain the most frequently used support mechanism. This
chapter analyses in depth the impacts and implications of the auctioning
mechanism implementation in a close consideration of policy objectives and
options. It is important to note that Auctioning and FIT are not mutually exclusive;
they can also be used in parallel (e.g. auctions for near-shore wind and feed-in
tariffs for onshore-wind).

An analysis of the policy objectives suggests that the primary international
drivers for moving from FITs to auctions (i.e., tariff reduction and control of
market growth) are currently not the major concerns in Vietnam: Tariffs for wind
energy are considered too low and the market is growing slower than expected.
This reduces the pressure for implementing auctions. In the longer run, Vietnam
could implement both, location-neutral auctions or location-specific auctions
(especially in the case of near-shore wind).
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3.1 Achieving Policy objectives: Auction versus feed-in tariffs
The implementation of support mechanisms for renewable energies is often based on several policy
targets and objectives. Next to general energy purposes, such as secure and reliable electricity
generation, diversification of the energy mix and environmental project, there are other, more
specific policy objectives, including:
Policy Objectives related to Renewable Energy Support Mechanisms
1. Control of RE deployment and planning
2. Low cost procurement of electricity
3. Low risk for investors

4. Low administrative complexity and costs
5. Moving towards competitive markets
6. Actor diversity

Achieving these objectives is both feasible under auction-based mechanisms and feed-in tariffs.
Generally speaking, experience worldwide has confirmed that the detailed design is more
important than the choice of support mechanisms. Every detail of an auction or feed-in tariff
design matters. Additionally, every design has to be adapted to the specifics of each power system.
However, both support mechanisms have specific advantages and disadvantages.

3.1.1 Control of deployment and planning

Feed-in tariffs have been criticized because in some markets renewable energy deployment
happened much faster than expected and targeted by the government. For instance, Germany
planned to deploy 2 GW of solar PV per year in 2011 however more than 7 GW were deployed.
This problem primarily occurred in rather mature markets with attractive feed-in payment levels.
It is also a minor problem in the case of wind energy since project development times are much
longer than in the case of photovoltaics.
However, there are also feed-in tariff design options that can solve this problem. Most feed-in
tariffs in developing countries are capped, meaning that only a certain installed capacity is allowed
annually (Mendonça, et al. 2009). At the same time, tariff degression and periodic adjustment of
tariff levels can help to reduce this problem (Rickerson, et al. 2012).

Auctions can theoretically help to avoid this problem: by procuring a certain amount of wind
power, government can avoid the market to overheat and grow too quickly. The government
targets a certain amount of installed capacity annually and only this amount is included in the
(several) auction rounds.

However, few auctions succeed in contracting the full amount of capacity they set out to achieve.
Reasons for low realization rates include high competition between bidders resulting overoptimistic cost and performance assumptions, the failure to notice barriers or bottlenecks that
could negatively impact project development, regulatory uncertainty, difficulties obtaining grid
access rights, etc. Early auctions in Europe in the 1990s and recent auctions in Brazil have
resulted in very low realization rates. Less than half of the auctioned (and signed) projects
were eventually realized (del Río and Linares 2014; GIZ 2015).
Experience in many countries suggests that under-bidding poses a major problem in most auctions
that have been implemented to date and relates to the first point above about low realization rates.
Under-bidding is usually due to high competition in auction and the “need” for participants to
win at any cost. This is sometimes referred to as “the winner’s curse”, since the winner who has
proposed very low prices might be bound to realize the project without making any profit.
Therefore, certain auction design options are crucial to avoid low realization rates. This includes
pre-qualification criteria, bid bonds and other mechanisms (see Annex).
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Consideration for Vietnam:
Controlling the deployment of wind energy is currently not a primary objective in
Vietnam. In fact, deployment has been slower than expected and the target defined by
the government for 2020 will likely not be met. Once the wind energy sector is more
mature and administrative processes have been streamlined, control of market growth
might become an issue. This will likely not happen before the 2020s.

3.1.2 Low-cost procurement of electricity
Feed-in tariff have sometimes been criticized for being costly. This impression was primarily
created because feed-in tariffs were the main support mechanism used in the 2000s – when
renewables were still significantly more costly than today. For instance, France paid more than
50 €cent/kWh for roof-mounted solar PV in 2006 (Jacobs 2012). However, Feed-in tariff levels
paid today are significantly lower. For instance, in 2016 China paid a feed-in tariff of 5 €cent/kWh
(RMB 0.42) for distributed solar9.
In addition, a number of recent reports have suggested that the choice of the procurement
instrument (moving from FITs to auctions) is the driving factor for reduced prices of renewables
(IRENA and CEM 2015). This is actually not the case. In fact, factors related to technology, markets,
regulation and contract design are far more important (Agora 2018). Moving from feed-in tariffs
to auctions does not necessarily lead to lower prices.

In some jurisdiction, moving from FITs to auctions has even resulted in higher prices. In Germany
in 2015 and 2016, the initial auction rounds for solar PV yielded bids that were above the regulated
FIT prices offered under the country’s long-standing policy. The regulatory uncertainty surrounding
this transition from FITs to auctions, combined with many bidders’ unfamiliarity with the new bidding
process, resulted in higher bid prices in the initial rounds. This also happened in other countries around
the world (e.g. in the case of hydro power projects in Ecuador). However, these cases are usually not
communicated (and sometimes not even know to the public) since these auctions are frequently cancelled
by the administration.
Nevertheless, feed-in tariffs face one significant disadvantage which is related to the information
asymmetry between the regulatory body that calculates the tariff and the project developer
community that knows the “real-world” costs. This information asymmetry has proven to be
problematic for technologies with sharp cost reduction potential, namely solar PV.

Auctions have a significant advantage with regards to these information asymmetries. By asking
project developers to submit price bids for projects, auctions actually build their strength on the
information that is provided by the private sector. In addition, by having consecutive auction
rounds (several per year), auctions provide a more effective way of tracking the real
evolution of technology costs.

Consideration for Vietnam:
Excessively high feed-in tariffs do not exist in the case of wind energy in Vietnam. On the
contrary, most actors interviewed have highlighted that the currently existing feed-in
tariff is not sufficiently high. Therefore, there is currently no pressure to move from FITs
to auctions in order to reduce the cost of procurement.

9

https://www.iea.org/policiesandmeasures/renewableenergy/
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3.1.3 Low risk for investors and fast uptake of market
Feed-in tariffs are usually considered as the support mechanisms with the lowest risk for investors.
Low risk for investors usually leads to low finance costs and thus low power generation costs,
consequently triggering a faster uptake of the market. Since a feed-in tariff is providing a higher,
long-term investment security for developers and banks, it is perceived as a tool with a higher
promotional effect on the sector than auctions.
The investor risk is slightly higher in the case of auctions, namely in the project development
phase. Due to the higher risks of not obtaining one of the winning bids, auctions typically result in
a higher cost of finance. Once the bidder has won the auction and the power purchase agreement
is issued, auctions can arguably offer investment security comparable to that of feed-in tariffs as
both resulted in a long-term contract for power output.

Depending on the design of the auction regime, particularly regarding the intervals of calls for projects
and their individual capacity size, an auction regime may have only a very punctual development
effect on the wind power market. A one-time only auction will not attract major attention for the
national market, especially not from foreign investors and developers. Only a long-term planning
of several rounds of auction calls over several years might raise interest in the scheme and national
market. Also, the size of each of the calls needs to be sufficiently large to allow for developers to
adapt to and practice the required procedures, thus realizing efficiencies, making a business case.
In light of the significant time and upfront investment required in order to prepare a compliant bid
(obtaining permits, developing detailed plans, conducting resources assessments, accessing land,
securing local legal counsel, etc.), these higher risks can act as an important deterrent to many
potential bidders, reducing competition, as well as potentially increasing the costs of renewable
energy projects.
Consideration for Vietnam:
In emerging wind energy markets, such as Vietnam, one of the foremost policy objectives
is risk reduction because this will attract investors and lower costs. Knowing that
auctions slightly increase the risk for project developers it is recommended to remain
under a feed-in tariff until at least 2022. This will provide enough time to streamline the
administrative processes, increase the size of the market in Vietnam and increase the
level of competition in the Vietnamese wind energy sector.

3.1.4 Low administrative complexity and costs
Feed-in tariffs are frequently considered a support mechanism with relatively low administrative
complexity and costs. Except for calculating the feed-in tariff payment levels and managing the
PPA contracts resulting from the feed-in tariffs, there are no major burdens for the regulators.

Moving from feed-in tariffs to auctions would increase the administrative complexity and the
related costs. Staff would need to be employed and trained to design the auction policy framework,
to manage the various auction rounds per year and to manage the project selection process.
Consideration for Vietnam:
The implementation of auctions in Vietnam would increase the administration of the
program and the related costs significantly. The responsible government agency would
need to employ and train new or existing staff that manages the auction process and
the selection process. This can take many months or even several years. Potentially, a
new organisation for dealing with procurement rounds and related contracts might
need to be established. This process, in addition to training of staff, needs to be well
prepared.
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3.1.5 Moving towards competitive markets
Feed-in tariffs have sometimes been blamed for not being conformed to a liberalized and
competitive electricity market. The European Commission, for instance, argued for many years
that fixing prices administratively is not in line with the principle of competitive wholesale
markets in Europe (Jacobs 2014). The latest EU state aid guidelines for energy are requesting
member states to use competitive price finding mechanisms as the default support scheme (EU
Commission 2014).
Consideration for Vietnam:
The Vietnamese electricity market is at a very early stage of market liberalisation. A
competitive wholesale market was introduced in 2015 (pilot), respectively 2017 and
currently only power producers with more 50 MW capacity need to sell 10% of their
electricity on this market. However, this competitive market is not applied to renewable
energy projects, according to decision 37, 32 and 11 of MOIT.
For the time being, the Vietnamese electricity market is characterised by administratively
determined prices for almost all power producers. Therefore, a feed-in tariff mechanism
fits nicely into the overall market design.
Once Vietnam takes further steps towards market liberalization and competitive pricing,
a shift from FITs to auctions should be considered. According to the timeline for market
liberalization, a full operational wholesale market shall be established until 2021.

As countries move towards more competition, fixed feed-in tariffs have been replaced by premium
feed-in tariffs or auctions (Winkler, et al. 2016). Auction mechanisms are considered to be more in
line with the logic of liberalized markets since prices are determined via competition.

3.1.6 Actor diversity

Participating in an auction is riskier for investors than a feed-in tariff based approach, primarily
during the project development phase. The move from feed-in tariffs to auctions was therefore
frequently criticized by smaller scale actors, including community owned projects, privately
financed RE projects and others, because they were not able to handle the risk during the project
development phase. Under auctions, the project proponent is not sure whether he will eventually
be awarded a contract: as a result, the considerable preparatory work involved in developing a
project (resource assessments, land acquisition, obtaining permits, etc.) significantly increases
the financial risk for smaller actors.
Policymakers around the world have implemented various design option to reduce the risk for
smaller actors (Jacobs, Peinl et al. 2014):

 Small scale projects up to a certain size (e.g. 1 MW) can be excluded from auctions. They
are still eligible to receive FIT payments (e.g. Germany and other select EU countries);
 Small scale projects receive financial assistance from a public fund to prepare all auction
related documents and material pre-qualifications (e.g. Ontario, Canada);
 Small scale projects have to pay lower (or no) financial pre-qualifications (e.g. Germany and Spain);
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Consideration for Vietnam:
Participation of small-scale actors such as community owned wind power projects
is currently not an important policy objective in Vietnam. However, the risk increase
related to a shift from feed-in tariffs to auctions might affect national wind project
developers more severely than international wind project developers (the latter are
usually less risk averse). Therefore, a shift from feed-in tariffs to auctions should be
assessed carefully, also in the light of potential socio-economic benefits that might be
lost by pushing national project developer out of the market. However, this aspect is
currently less relevant for policymakers in Vietnam.

3.1.7 Summary of Policy Objectives, Support Mechanisms and Implications for Vietnam
In this subsection, the major policy objectives and drivers for implementing auction-based
mechanisms have been discussed. In sum, the primary objective and drivers for implementing
auctions are not relevant or very urgent in Vietnam. Therefore, an immediate shift from FITs
to auctions is not required. Policymakers can take time to prepare auctions diligently and improve
the overall policy framework in Vietnam.
Table 5: Overview of Policy Objectives related to Renewable Energy Support Mechanisms
(Source: IET)
Policy Objectives related to
Renewable Energy Support
Mechanisms

FITs versus auction

Implications for Vietnam

1. Control of RE deployment
and planning

Better control
auction

Controlling the deployment of wind
energy is currently not a primary
objective in Vietnam.

3. Low risk for investors

Lower risk under FITs

2. Low cost procurement of
electricity

4. Low administrative
plexity and costs

Lower
auctions

cost

under
under

com-

Lower complexity under
FITs

5. Moving towards competitive
markets

More competition under
auctions

6. Actor diversity

More diversity under FITs

Excessively high feed-in tariffs do
not exist in the case of wind energy
in Vietnam.

Risk reduction is crucial in
emerging markets like Vietnam
(FIT as appropriate mechanism).
Higher administrative complexity
and costs need preparation
(training of staff and employment
of new staff).
Vietnamese electricity market is
characterised by administratively
determined prices; Feed-in tariffs fit
into the overall policy framework.

Not a primary policy objective in
Vietnam and therefore less relevant.

3.2 Implementing Auctioning Support Mechanism: Location-neutral or
Location-specific approaches
Among various design elements of the auctioning support mechanism, the location of auctioned
projects is often the first option to be considered. As the development of RE projects depends strongly
on the quality of the site as well as the grid capacity, the outcomes of an auction support mechanism
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will be influenced by whether the locations for projects are predefined or not. Internationally, this
design element is the choice between Location Neutral and Location Specific Auctions. For this
study, these two options have been discussed intensively with stakeholders in Vietnam during the
project-related field trip and are therefore analyzed in more detail for the Vietnamese context. Other
auction design elements and options are summarized in the Annex (Chapter 8).

3.2.1 Location Neutral Auctions

In most countries around the world where auctions are applied for renewable energy technologies,
the project developer can freely select the plot of land that seems most appropriate for a wind
project. In this case, the project developer also has to cope with all the related risks, such as to buy
the right to use the land, grid extension to this location, etc.

As described above, in the auction process project developers need to submit a single price per
kilowatt-hour that bundles all project related costs over the lifetime of the project. For instance, one
bidder can state that the entire project can be realized at a price of 8.5 UScent/kWh. This estimation
is based on all cost components, including the costs incurred during the project development
phase, construction phase, costs related to operation and maintenance and decommissioning
costs. The following cost components and the related risks need to be calculated:
 Cost for wind measurements
 Land acquisition costs

 Grid connection or grid upgrade costs

 Cost related to administrative procedures

 Equipment costs (including capital costs for finance)
 Operation and Maintenance costs
 Decommissioning costs

For this option, obviously a clear and transparent policy framework is needed to enable
project developers to estimate and calculate all of these costs.

3.2.2 Location Specific Auctions
The major reason for establishing location-specific auctions is to further reduce cost of
renewable energy deployment. In the case of these location-specific auctions, the relevant plots
of land have already been purchased (or rights of use have been secured). From the developers’
standpoint, having pre-packaged land can save significant costs in acquiring land. Typically, these
plots of land have also been equipped with renewable energy resource assessment equipment
such as anemometers in the case of wind. This resource data can then be made available to all
eligible registered bidders. Additionally, pre-packaged sites can also be pre-screened from the
perspective of environmental impact assessments. In addition, transmission interconnection is
usually provided, which can also accelerate the project development process and reduce the risks
of permitting or other delays.

A secondary reason for location specific option is to encourage the RE deployment at very
specific sites. For instance, policymakers might have an interested to develop wind energy
in a specific region with very good resources; or they might want to develop project in
a specific region with existing grid capacity; or policymakers want to see wind project
development in all parts of the country (and not just the parts with the best wind resources)
and therefore sites can be pre-developed in all regions in order to avoid concentration of
RE projects in hot-spots.
Accordingly, the government or local authorities will predefine and then preselect the land on
which projects will be developed. Internationally, certain jurisdictions such as Abu Dhabi, Saudi
Arabia, India, Morocco and Denmark (in the case of offshore wind energy) have begun running
this type of auctions.
In short, location-specific auctions reduce the risk for the project developer since the cost for
land clearance, wind measurements, grid interconnection and even certain administrative
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processes are reduced/eliminated because the costs are taken over by the government. This
makes it easier for project developers to calculate (and bundle) the total costs in the bid, as
indicated below. Only the following three cost components need to be estimated:
 Equipment costs (including capital costs for finance)
 Operation and Maintenance costs
 Decommissioning costs

Instead, these costs are shifted to the government body that is in charge of preparing and running
the location specific auctions. This is also the reason why internationally very low auction
results have been achieved. For instance, the last Indian auctions for wind energy (and solar PV)
were executed on pre-developed sites.

3.2.3 Advantages and disadvantages of location-neutral and location-specific auctions
and Implications for Vietnam

Location-neutral auctions are most commonly used around the world. The primary advantage
is the speed of land preparation and deployment. It is usually argued that hundreds of private
project developers can undertake the task of identifying adequate sites more quickly and costeffectively than the central government.
However, especially in less mature markets, it is sometimes difficult to estimate and calculate the
costs for grid connection, land acquisition and other administrative procedures. These risks can
be mitigated by establishing location-specific auctions. With regards to the specific conditions in
Vietnam, securing land use rights within a specific timeframe set out in the auction process might
be difficult due to the complex national process. Project developers usually have less than a year
to do so as part of the “material prequalifications” (see section 8.1.4).
Table 6: Advantages and Disadvantages of Location-Neutral Auctions
(Source: IET)
Advantages of Location Neutral Auctions

Disadvantages of Location Neutral Auctions

Fast deployment: Large number of project
developers

Higher risk for project developer (especially in less
mature markets)
Difficulty to secure land use right in time.

In the case of location-specific auctions, establishing pre-approved sites can be very resourceand time-consuming for the responsible State agency. This creates a larger burden for the
Vietnamese administration. Very likely, additional funding from donor organizations for this
process will be necessary. This can further extent the period for a successful preparation of wind
energy auctions. In addition, many developers (particularly local developers) may already have
access to land on which they would like to develop their projects. For these developers, this would
no longer be possible under location-specific auctions.

Locations specific auctions might fit well into the existing regulatory framework in Vietnam,
primarily in the case of near-shore wind energy projects. For these projects, only a limited
number of areas are feasible for project development and these plots of land could be relatively
easily pre-developed by a government organization (e.g. securing land, wind measurements, grid
connection, permitting). Location-specific auctions for near-shore wind energy will also reduce the
risk for project developer and lower the auction results, since costs are partially covered during sitepreparation process by State agencies.
For onshore wind energy projects, the government could also start by developing certain cites
in order to allow project developers to gather expertise. However, in the longer term locationneutral auctions might be more appropriate since private project developers are faster in
identifying the best locations. At the same time, many of the good plots of land have already
been secured by private project developers and taking these land usage rights away from them
again might be legally challenging.
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Alternatively, feed-in tariffs could continue to be used for onshore wind energy (a mature
technology). However, auction-based support can be used for near-shore wind energy projects,
since calculating costs for these types of projects and setting FIT rates is more challenging.
Table 7: Advantages and Disadvantages of Location-Specific Auctions
(Source: IET)
Advantages of Location Specific Auctions

Disadvantages of Location Specific Auctions

Risk reduction for project developers

Delayed deployment (preparation of site by
government entities usually takes longer than
preparation by private sector)

Advantageous in case that land is already
owned by the State

Already privately developed sites can no longer be
used

Lower auction results since costs are partially
covered during site-preparation process

3.3 Combining FITs and auctions

High burden for administration (staff and budget
required to pre-develop sites)

It is important to emphasize that Feed-in tariffs and auctions are not mutually exclusive. In
fact, they can be combined in various ways to make use of each other’s advantages and reduce
their difficulties. In this section, several combinations of the two mechanisms are presented as
suggestions to achieve specific policy objectives.

3.3.1 Using auctions to set feed-in tariff rates

Several countries have used auction to determine feed-in tariff price levels. Starting in the mid2000s, China began experimenting with the use of auctions as a mechanism to determine FIT
prices. A series of technology-specific auctions were run and based on the results of these auctions,
policymakers in China were able to set FIT prices based on current market prices. Due to China’s
large surface area and significant regional differences in renewable energy resource potential,
different FIT prices were set for different regions. This represents an innovative hybrid use of both
auctions and FITs, leveraging the strengths of both policy instruments.

3.3.2 Using auctions for off-shore/near-shore wind and FITs for onshore wind

Other jurisdictions also use auctions for less mature technologies (i.e. where sufficient price data
for calculating tariffs administratively is unavailable) while retaining feed-in tariffs for more
mature technologies. This is the case in Denmark, were auctions are used for offshore wind energy
whereas feed-in tariffs are used for onshore wind (Couture, et al. 2015). The same approach is also
used in China.

The primary reason for this is that less mature technologies are developing more quickly (and price
can be reduced very rapidly which is difficult to track under a FIT program). Moreover, there is
less information available on prices for less mature technologies. This makes it more difficult for
policymakers to determine prices administratively via feed-in tariffs.

3.3.3 Using auctions for large-scale projects and FITs for small scale projects

Yet other jurisdictions use FITs for smaller scale projects (e.g. up to 1 MW) and auctions for
larger scale projects. This approach is currently followed by a number of European jurisdictions,
including Germany.
This approach is useful since larger scale projects can handle the higher administrative costs
related to auctions more easily. At the same time, project developers of larger scale projects are
less risk averse and can therefore handle the risk related to auction-based mechanisms.
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3.3.4 Summary and implications for Vietnam
In the case of wind energy in Vietnam, feed-in tariffs could continue to be used for onshore
wind energy (a mature technology). However, auction-based support can be used for nearshore wind energy projects, since calculating costs for these types of projects and setting
FIT rates is more challenging.

3.4 Transition periods for moving from FITs to auctions
Moving from one support mechanism to another will affect significantly many aspects of the
market as well as the operation of all stakeholders. It is to say that changing mechanism should not
be performed at one shot. Instead, a transition period is always required and extremely important
to guarantee the healthy development and adaptation of the sector.

The transition should reflect the time period required for project development. In other words, if
it takes three years to develop a wind project then the transition period should also be three years.
The reason for this is to avoid stranded costs for project developers that have already started to
develop a wind project under the previous/ existing program (e.g., FIT).
Generally speaking, during the transition period, the old FIT program will no longer be available
for “new” projects (e.g. projects that have not yet started project development). For projects that
have already started with project development, certain transition arrangements need to be made.

For instance, the United Kingdom had move from a quota-based support mechanism to auctions.
The transition period started in mid-2014 and ended in March 2017 (Anatolitis, 2017). In this
period, “existing” project developers could either remain under the existing regulation or opt into
the new auction-based support. The two support mechanisms were running in parallel.

Figure 12: Timeline of the implementation of auctions for wind energy in the UK
(Source: IET - own elaboration)

A similar transition period was implemented in Germany. In the case of offshore wind energy,
a shift to auctions was decided in 2017. In 2021, auction shall become the exclusive support
mechanisms for off-shore wind energy. In total, there will be transition period of four years.

During this transition period, Germany will run two transitional auctions in April 2017 and 2018.
In these auction rounds, only “existing” projects were allowed to participate, e.g. projects that have
already started the project development under the existing FIT program. In order to prove this,
project developers needed to show that they had already obtained certain licenses which are crucial
milestones during the Germany project development process.
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Figure 13: Timeline of the implementation of auctions for offshore wind energy in Germany
(Source: own elaboration based on Anatolitis, V. and S. Steinhilber (2017))

In sum, these types of transition periods are crucial for the investment security for private
project developer. They also help to avoid stranded costs related to project development and
should therefore be implemented in Vietnam.
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Chapter

04

Pre-requisites for a successful
shift to auctions: International
lesson-learned for Vietnam
In this Chapter, the following pre-requisites for a successful implementation
of auctions are presented:
 A sufficiently large market

 A high level of competition

 A mature market and policy framework

 Clarity about long-term market development

The pre-requisites are discussed based on three case studies of countries that
applied both feed-in tariffs and auctions, namely China, South Africa and Germany.
These examples are reflected with the existing framework conditions in Vietnam.
Analysis shows that the success factors for the implementation of auctions are
not yet present in Vietnam.
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4.1 Description of studied international examples
The practice all around the world has shown that implementing competitive auctions for
renewables work best when certain prerequisites are met. Important aspects are:

Table 8: Pre-Requisites for a Successful Shift to Auctions
(Source: IET)
Pre-Requisites for a Successful Shift to Auctions
1. A sufficiently large national market size
2. A high level of competition

3. A mature market and policy framework

4. Clarity about long-term market development

Additionally, the capacity of the authority also needs to be taken into consideration. In short,
managing an auction-based support program requires more staff than a feed-in tariff program.
This is due to the more complex selection process of the auction scheme. However, this barrier can
be overcome relatively easy and therefore is not discussed for each case study below.

In this section we will discuss the cases of three countries – China, South Africa and Germany – that
have made use of feed-in tariff and auctions in various ways. The practice of these three examples
shows that feed-in tariffs and auctions are not mutually exclusive. The analysis also shows that
there is no logical sequence, e.g. all countries moving from FITs to auctions at a certain stage.

The process of applying RE support mechanism in the three studied countries is depicted in Figure
14 below.

Figure 14: Process of applying RE support mechanism in Germany, China and South Africa
Source: IET (own elaboration)

In details, Table 9 summarizes the implementation of FITs and Auctions scheme in these countries.
Table 9: Description of RE support mechanism implementation in three countries as case studies
(Source: IET)
Case study

Use of FITs and Auctions

Germany

Germany was one of the first countries to implement feed-in tariffs globally. It
used feed-in tariffs for almost three decades. Already in 1990, the first feed-in
tariff was introduced under the electricity feed-in law (Jacobs and Sovacool
2012; Jacobs 2012). An important regulatory change to the FIT legislation
took place in 2000. The major amendment to the feed-in tariff law – the
Renewable Energy Source Act – extend the scope of the national renewable
energy support and also offered 20-year power purchase agreements.

applying FITs for
several decades
and then moving to
auctions in 2017
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China

starting with FIT-like
policies at local level
in the 1990s, then
moving to auctions
for a number of years
(to determine prices)
and then moving
back to FITs

a10 b11

In accordance with the EU’s new 2014 guidelines for state aid to environmental
protection and energy (EU Commission 2014), the renewable energy law was
amended in 2017, leading to the implementation of competitive auctions for
larger-scale renewable energy projects (more than 500kW capacity). To test
the process, several pilot auctions (for ground-mounted photovoltaics) were
run in 2016. Small-scale projects still benefit from administratively set feed-in
tariffs (Jacobs, 2015).

China is an interesting case study since the country has made use of both
auctions and FITs in the past. In fact, China started with the use of fixed tariffs
for wind energy and other renewables in the 1990s10. Policymakers argued
that it was too difficult to determine tariffs administratively because of a lack
of existing projects in the country.
Therefore, auctions were used in the succeeding years as a price-finding
mechanism11. These successive rounds of competitive bidding enabled
policymakers to later establish benchmarks for setting economically efficient
FITs.

As a result, the Chinese government issued a “Notice of Improved Feed-in
Tariff for Wind” which introduced in 2009 four region-specific feed-in tariffs
for wind energy (Table 9). The tariff levels varied accordingly to local wind
resources, since wind speeds in the various parts of the country differed
widely (the larger the wind endowment, the lower the support). Effectively,
tariff levels ranged from 0.51 to 0.61 Y/kWh (≈0.07 to 0.09 US$/kWh) (World
Bank 2014). By introducing location-specific FITs China sought to reduce
windfall profits and allow for a more evenly distributed deployment of wind
energy in all parts of the country.
All in all, the Chinese example highlights a different rationale for the use of
auctions. In contrast to other mature markets where auctions are used for
large-scale procurement of wind capacity, China has used auctions as a pricefinding mechanism and later moved to feed-in tariffs.

At local level, China established mandatory purchase, payback tariffs and cost-sharing systems. In other words, feed-in
tariff like policies. However, these local initiatives, many of which had been implemented by local governments on a caseby-case basis, resulted in a large variety of prices, ranging from USD 75 to USD 197 per MWh among different regions
(IRENA and CEM 2015).
11
The first auction for onshore wind was established in 2003, specifically targeting large projects (>100MW). In parallel,
China’s national Renewable Energy Law was adopted in 2005, and came into effect in 2006. The law, which covered several RE technologies, including wind energy, initially sought to implement feed-in-tariffs but, due to important divergences
between key stakeholders concerning the appropriate tariff level to be defined, the FIT scheme still had to rely on auctions
in the first years so as to identify suitable tariff levels (Steinhilber 2016). Hence, four more auction rounds took place
between 2003 and 2009.
10
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South Africa

South Africa started to prepare the implementation of feed-in tariffs in 2008.
The National Energy Regulator of South Africa (NERSA) proposed a FIT system
with the assistance of GIZ. Feed-in tariffs were first calculated by NERSA
in 200912. The feed-in tariff program was subject to several disagreements
which caused numerous delays in the policy formulation stage. These delays
included tariff levels, the most appropriate regulatory framework, and the
perceived political and financial risks (Baker and Wlokas 2014).

planning the
implementation
of FITs for several
years and then
implementing
auctions directly

This culminated in August 2011, when the National Treasury declared the feedin tariff illegal based on the assessment that “the predetermined tariff would
fall foul of South Africa’s procurement rules” (Creamer 2011). In 2011, South
Africa decided to not implement feed-in tariffs but to move to auction-based
procurement. The Renewable Energy IPP Procurement Program (REIPPPP) is
open to both domestic and foreign project developers and investors.
The example of South Africa demonstrates that a wind power market can
also be developed by entering into an auction regime right away, without the
feed-in tariff detour. Yet, the South African government designed the auction
regime in a way that it provided a long-term planning for investors by defining
5 auctions round over 5 years right from the start. In addition, the government
declared upfront that it envisaged a market of up to 3,500 MW of wind power
projects, thus creating a future market of scale. In addition, the government
also provided a state warranty for the PPA. Furthermore, it created very lean
and clear procedures for the wind power development, raising through this
the attractiveness of the market, especially for foreign developers.
Finally, it is also to underline that South Africa only opted for the auction regime
after a 4-year period of discussions on a feed-in tariff scheme. Throughout
the discussions, the government was able to identify all existing barriers for
the development of wind power project and to address these prior to the
introduction of an auction regime.

It is also interesting to note that in many other countries’ examples, low-cost renewables cannot be
achieved by simply moving from FITs to auctions – which is often the government’s expectation and
motivation to switch. In a number of recent auctions such as Peru, Mexico, and Morocco, onshore wind
auctions have yielded results between USD $ 2.7 cents/kWh and USD $3.4 cents/kWh13. However,
these outcomes are the result of following highly specific framework conditions. In contrast, for
countries where these framework conditions are not in place, much higher cost for wind energy
have been achieved in recent auction rounds (Couture, Jacobs et al. 2018 - forthcoming).
12

Table 10: Feed in Tariff for Onshore Wind in China (ctUSD/kWh and CNY/kWh)
(Source: China National Development and Reform Commission (2015))

I
II

2015

2016

2017

2018

0.08

0.07

0.07

0.07

0.08

0.08

0.08

0.07

[0.49]

[0.52]

[0.47]

[0.50]

[0.47]

[0.50]

[0.44]

[0.47]

However, national and international framework conditions and input parameters have since then changed. These
include changes in the fundamental assumptions about economic performance (cost of debt, rate of inflation, exchange
rate) (e.g. WACC from 12% to 9.8%). Therefore, tariffs were re-calculated in 2011. Compared with 2009, the 2011 tariffs
were considerably lower, primarily because cost of capital was reduced and renewable energy technologies had further
matured. For 2009 the feed-in tariff for wind was calculated at 8.21 €cent/kWh (ZAR 1.25/kWh). In 2011, tariffs of 6.1
€cent/kWh (ZAR 0.938/kWh) for wind were computed.

12

13

See: Agora Energiewende (2017)
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III
IV

0.09

0.09

0.09

0.08

0.10

0.10

0.10

0.09

[0.56]

[0.61]

[0.54]

[0.54]

[0.60]

[0.51]

[0.60]

[0.58]

In the following sub-sections, pre-requisites success factors of each country will be examined
carefully.

4.2 Market size

A large renewable energy market contributes to reducing the overall costs of renewable energy
projects. The major drivers for low costs are economies of scale. Larger renewable energy projects
often benefit from these economies of scale that can help reduce the cost of electricity. Recent RE
low cost procurement strategies in Mexico, Spain, Saudi Arabia and other countries have tended
to favour larger projects (100 MW to 1 GW).
In order to move towards successful competitive bidding, the renewable energy sector needs to be
sufficiently mature and the market volume needs to be sufficiently large. Low cost prices observed
around the world have mostly been achieved in markets with multi-gigawatt annual deployment
targets. At the same time, low-cost projects have primarily been achieved via large-scale project
due to their economies of scale (e.g. 100 MW and more). The three countries of the case studies
also offer significant market sizes.
Germany

Germany is one of the leading renewable energy markets world-wide. For many years, Germany
was the largest market for wind energy (until 2009) and solar PV (until 2012). Germany remains
the third largest market for wind energy world-wide. The total installed wind capacity has
increased to 35GW capacity by the end of 2016. In 2016 alone, more than 4.5GW were installed. In
total, more than 28,000 wind mills are located in Germany.
China

The wind energy market in China is the largest in the world. In total, 168.7 GW been installed
between 1995 and 2016 In 2016 alone, 23GW have been installed, placing China in a leading
position with regards to newly installed capacity, with the US as a distant second (8.2 GW).14
South Africa

The South African procurement program was one of the largest in the world. In just four years,
the REIPPPP alone has already delivered 5,243 MW. The installed wind capacity increased from
zero to 3.36 GW in just 5 years (of which 1.3GW was already online by March 2017). Also, the
projects realized in South Africa are relatively large. Some exceeded 1,400MW capacity procured
(IPP Office 2017).

Table 11: Results of the 04 Bidding Rounds in South Africa
(Source: IET based on (IPP Office 2017))

Date

No. of selected bidders

Contract capacity (total
RE projects, MW)

14

Bid Window 1

Bid Window 2

Bid Window 3

Bid Window 4

4 November
2011

5 March 2012

19 September
2013

18 August
2014

1,425

1,040

1,457

2,205

28

19

http://www.gwec.net/wp-content/uploads/vip/GWEC_PRstats2016_EN_WEB.pdf

17

26
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Contracted wind
capacity (MW)

Price level (ctUSD
and ctZAR per kWh)

649

9.63 ctUSD

(114 ctZAR)

559

7.60ctUSD

(90 ctZAR)

787

6.25 ctUSD
(74 ctZAR)

1,363

5.24ctUSD

(62 ctZAR)

Consideration for Vietnam:
The markets in all three countries discussed are relatively large. China is the biggest
wind market in the world, Germany the third largest market. South Africa has managed
to establish a sufficiently large wind power market by announcing four consecutive
auction rounds right at the start, thus attracting the international wind power project
development community.
On the contrary, the wind market in Vietnam is still relatively small. Up to now, just
slightly below 200 MW of capacity were installed under the FIT mechanism. Also, the
average project size is relatively small. There is only one project with a capacity of 99
MW (Bac Lieu), the other 5 wind power projects in Vietnam range between 6 and 30 MW
in capacity.

4.3 Level of competition
If the market does not have an adequate competition level, strategic behaviours are much likely to
happen, leading to high prices. If there is insufficient number of bidders in certain auctions, there
will not be genuinely competitive results. If too few bidders are present, the risks of collusion are
significantly increased, which can lead to higher (i.e. less competitive) prices (Kreiss, et al. 2017).
Germany

The German wind energy market is highly competitive. Several hundreds of wind energy project
developers have been active in Germany in the past three decades (BWE 2016). Germany is a
highly attractive market for national and international project developers. The country ranks third
world-wide in the World Bank’s assessment of the attractiveness of renewable energy regulatory
frameworks.15

High levels of competition are also reflected by the fact that all previous wind energy auctions have
been largely over-subscribed, i.e. there were many more offers for wind energy projects than the
total quantity of capacity auctions. In the first wind energy auction, 800 MW were procured and
offers were received for 2,137 MW. In the second auction, 281 offers were received, amounting to
2,927 MW. In the third auction round, 210 offers were received, amounting to 2,591 MW (factor
2.5). Only 1,000 MW were auctioned and signed.
China

The transition of China’s electricity sector from a centralized system to a more open and competitive
one is in progress. Five large state-owned electricity generation companies (China Huaneng, China
Guodian, China Datang, China Huadian, and China Power Investment) satisfy around half of the
country’s electricity needs, while the other half is provided by local government corporations,
semi-private and private companies (Lucas, et al. 2013).
The wind power sector in China, on the other hand, is characterized by greater competition, as
investment in the Chinese wind market has been undertaken by a large number of national and
international project developers. In total, more than 100,000 grid-connected wind turbines are
located in China. The total installed capacity of 168.69 GW has been developed.
15

http://rise.esmap.org/scores
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South Africa
The South African market is characterized by a high level of competition. Many international
project developers came to South Africa due to the attractive investment framework (bankable
PPAs; long-term tariff payment; security about grid connection; creditworthy off-taker), the large
size of each procurement round (1 to 2 GW in each round), and the long-term outlook of the
market development.
A high level of competition is also indicated by the number of project developers that participated
in the four bidding rounds. 460 bids were received by the IPP office and only 102 projects were
selected (total across all bid windows by Sept 2016) (Ngobeni 2016).

However, prices only started to fall after the first auction round (consisting of 649 MW of wind
energy). In fact, during the first auction round most bids were very close to the previously discussed
feed-in tariff which served as a price cap during the first auction round.
Consideration for Vietnam:
The Chinese, South African and German wind energy markets are all highly competitive.
Due to the large market size and the participation of international project developers,
auctions in Germany and South Africa were always over-subscribed (i.e. the capacity
that was offered by the various bidders was much higher than the capacity auctioned).

Due to several reasons, the wind power market in Vietnam is still dominated by a limited
number of actors. There is still limited interest from international investors, partially
because of the limited creditworthiness of EVN and the difficulty to make projects
bankable.

4.4 Maturity of market and policy framework
In an auction-based procurement scheme, each project developer needs to estimate the total
project costs at the start of the project. In order to calculate the total cost, the project developer
needs to have good knowledge of the following aspects:
 Knowledge of wind resources (availability of wind data, including onsite measurements)
 Knowledge of grid connection/upgrade costs

 Knowledge of administrative procedures and related costs
 Knowledge of cost of land

 Knowledge of equipment costs

 Knowledge of Operation and Maintenance costs over the lifetime of the project

In a mature market, this type of information is available to project developers, partially because
they have gathered information based on previous project.

In addition, a stable and transparent policy framework needs to be established by national
policymakers. This primarily consists of streamlined administrative procedures and clear grid
interconnection rules (Lucas, et al. 2013).
Germany

Germany has a very transparent and stable policy framework. Wind maps have first been developed
in the 1990s and have been improved continuously. Grid connection procedures are very clearly
regulated in the renewable energy law. Costs can be easily estimated by project developers at the
start of the project. Other administrative procedures (e.g. Environmental Impact Assessment) are
also clear and transparent and costs and duration can be anticipated. Due to almost 30 years of wind
energy deployment in Germany, there are very good data on equipment costs and operation and
maintenance costs of wind mills.
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China
China has started to promote renewable energy technologies at the end of the 1990s. Over the
past two decades, the policy framework was fine-tuned and administrative processes became
streamlined. In China, wind energy project developers have had the opportunity to develop
several hundreds of projects. Therefore, project developers were able to gather experiences
with administrative procedures and grid connection. At the same time, grid operators and
other relevant institutions in China were also able to gain experience and streamline the related
processes. Also, experiences related to typical operation and maintenance costs of wind projects
were collected. Data about equipment costs is also readily available in China due to the large
national manufacturing market (Wang, et al. 2016).
Consideration for Vietnam:
Offshore wind auctions started in 2011 with a similar agenda in mind as was done
with onshore: using auctions as a price determination mechanism (Lucas, et al. 2013).
Policymakers determined FIT prices in 2014 based on the results of the previous
auction rounds. FIT rates were set at CNY 0.85 ($0.13) per kilowatt hour, with intertidal
installations on CNY 0.75/kWh ($0.12). By end of 2016, 833MW of offshore wind
capacity had been reached (Yang 2014).
South Africa
Even though South Africa has not made use of a FIT before introducing the auction, the three
years of policy discussion and development from 2008 to 2011 were crucial for establishing a
transparent and stable policy environment.
During those years, wind measurements took place, administrative procedures and grid connection
procedures were clarified and many project developers already secured land for realizing wind
energy projects at a later stage. Furthermore, many international project developers came to
South Africa which already had gather experiences with projects and costs in other countries.
Consideration for Vietnam:
China and Germany have promoted renewable energy technologies for several decades
and therefore have a mature market and a clear and transparent policy framework.
The South African market is much younger. However, during the years 2008 to 2011
(the preparation of the feed-in tariff) important process and regulations have been
established that helped to streamline the administrative process.

In Vietnam, several wind project developers have stated that there are still no
standardised and streamlined processes when it comes to wind power development.
It is therefore highly recommended to streamline all administrative process before the
introduction of an auction-based mechanism.

4.5 Long-term market development
A national market will only develop if policymakers provide a clear, long-term outlook of the
development of the electricity mix, including clear deployment targets for renewable energy
technologies and wind energy. It is useful to provide short-term targets (e.g. annual targets until
2025) and long-term targets (e.g. scenarios for the power sector development until 2050).
Germany

The German renewable energy law states that every year at least 2.5 GW of wind energy will be
procured. This gives clear planning security for the wind power sector.

50

At the same time, Germany has short-, medium- and long-term targets for renewable energy
sources in the power sector. By 2025, 40 to 45 percent of electricity needs to be provided by
renewables. This increases to 55 to 60% by 2035 and at least 80% by 2050.
China

Policymakers in China have given the market clear indications of where the market is heading. The
13th Wind Power Development Five Year Plan (2016-2020) was adopted by the National Energy
Administration in November 2016, establishing targets for wind power deployment until 2020. It
envisions 205GW grid connected capacity for onshore wind and 5GW for offshore. By being part of
the Paris Agreement, China also committed to decarbonize the power sector in the long-run. In its
NDC that was submitted to the UNFCCC in September 2016, China envisions carbon emissions to
peak by 2030, and aims at lowering CO₂ intensity by 60 to 65 percent from 2005 levels (measured
as CO₂ emissions per unit of GDP). Finally, the NDC also commits to attaining a share of 20 percent
of non-fossil fuels in its primary energy consumption by 2030.
South Africa

South Africa tabled an Integrated Resource Plan for the power sector in 2010. The plan included
scenarios up to 2030, indicating the planned capacity additions for each technology. The Plan
notably states that 42 per cent of new electricity generation capacity, or more than 17,000 MW,
will be provided by renewables by 2030. Currently, South Africa is developing a new Integrated
Resource Plan, including capacity planning up to the year 2050.
Consideration for Vietnam:
German and China have established very clear, long-term targets for renewable energy
and wind energy development in the coming decades. Similarly, South Africa has
sketched out RE deployment until 2030.

Vietnam has taken a first important step by defining wind energy deployment targets
until the year 2030. However, longer term targets up to 2050 would give an even clearer
sign to the international wind energy community and might also enable Vietnam to
harness socio-economic benefits (e.g. through job creation in the national manufacturing
industry).

4.6 Summary of Pre-Requisites and Implications for Vietnam
This chapter so far has provided a clear comparison between Vietnamese framework conditions
and situation and other three case studies in regards to the pre-Requisites for a successful
application of Auctions. The comparison is illustrated in Table 12 below.
Table 12: Success Factors for the Implementation of Auctions in International Comparison
(Source: IET)
China

South Africa

Germany

Vietnam

1

National market size

Large

Large

Large

Small

3

Maturity of market and
policy framework

High

Medium

High

Low

Long-term

Mid-term

Long-term

Mid-term

2

4

The level of competition

Long-term market
development

High

High

High

Low
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The above analysis and comparison has important implications for Vietnam which is summarized
in Table 13. In short, an immediate shift for FITs to auctions is not recommended since some
of the pre-conditions should be established first in the coming years.
Table 13: Summary of Pre-Requisites and Implications for Vietnam
(Source: IET)
Pre-Requisites for a
Successful Shift to Auctions

1.

2.

3.

4.

A sufficiently large national market size

A high level of
competition

A mature market and policy framework

Clarity about long-term
market development

Implications for Vietnam
The wind market in Vietnam is still relatively small. Up to now,
just slightly below 200 MW of capacity were installed under the
FIT mechanism. Also, the average project size is relatively small.
A larger scale market in Vietnam would lead to more competition
and lower prices.
Due to several reasons, the wind power market in Vietnam
is still dominated by a limited number of actors. There is still
limited interest from international investors, partially because
of the limited creditworthiness of EVN and the difficulty to make
projects bankable. A higher level of competition in Vietnam would
lead to lower prices in future auction rounds.

In Vietnam, several wind project developers have stated that there
are still no standardised and streamlined processes when it comes
to wind power development. Is his therefore highly recommended
to streamline all administrative process (including clear grid
connection procedures) in Vietnam before the introduction of an
auction-based mechanism.
Vietnam has taken a first important step by defining wind
energy deployment targets until the year 2030. However, longer
term targets up to 2050 would give an even clearer sign to the
international wind energy community and might also enable
Vietnam to harness socio-economic benefits.

Chapter

05

Applicability of Auctions to the
Vietnamese wind sector – ongoing
challenges
The question, whether auctions for wind power projects can be applied in
Vietnam, has several dimensions. Recalling the central findings of chapter 4, a
sufficiently large market, a high level of competition, a mature market and policy
framework as well as clarity about long-term market developments are the
central pre-requisites for the introduction of an auction regime.
Yet, besides providing the required framework conditions, it is also important to
address existing challenges for the development of wind power projects under
the given circumstances. To this end, three action complexes should be addressed
in the Vietnamese context to ensure that the attractiveness of the wind power
market is further raised prior to the introduction of an auction regime, namely
1) the streamlining of administrative processes, 2) the provision of clear and
transparent grid connection rules and an adequate grid infrastructure and 3) the
increase of the creditworthiness of the off-taker.
This chapter provides an overview of all identified challenged related to the
introduction of an auction regime for Vietnam and proposes actions to overcome
identified shortcomings.
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5.1 Readiness of Vietnam for Auctions
Considering the analyses of this report and the complexity of the introduction of a new support
model, the immediate change of the support scheme from the current FiT model to an auction
regime for wind power projects in Vietnam does not seem to be advised within the next 2-3 years.
Several aspects have to be considered and addressed before a change is recommended and can be
implemented to boost wind power in the country.

At this stage of the Vietnamese market maturity, an extension of the current FiT scheme period
beyond 2020 would be the most appropriate step to allow also for new projects to be developed
under the FiT, which would not be possible within the remaining 2-year period (2018-2020). At the
same time, this approach would allow to address central pre-requisites for the change of support
scheme, namely the sufficient large market size, an existing high level of market competition and
the maturity of the market and the policy framework.

A pure reduction on a strict defined capacity target for the switch from a FIT model to an auction
regime would neglect the other three factors and end in a misled process. Indicatively, a market
size of at least 500 to 1.000 MW seems appropriate to initiate a first auction pilot, if the other
three pre-requisites are equally addressed at the same time. As the Government’s target for wind
power development is 800 MW by 2020, this threshold can also be a milestone for the transition
or change in support mechanisms.
Based on this assumption, the extended FIT period for Vietnam appears very appropriate, also
allowing additional developers to gain experiences with the Vietnamese wind power development
framework and the inherent procedures and requirements, raising at the same time the market
size in terms of installed capacity, which currently reaches only around 200 MW.

At the same time, the extended FIT period would enable local authorities in gaining knowledge and
experiences in dealing, appraising and licensing wind power project. Local financial institutions
and banks may gain further experiences in the financing of renewable energy projects and local
consultants will be able to raise their capabilities in providing better services for project developers.
Finally, the extended period may also be used by the federal government to assess and streamline
existing procedures for wind power development, creating ultimately a standardized process that
national and international developers can easily perform.
Furthermore, the number of actors, being active in the Vietnamese wind power market
would be raised, creating a higher level of market competitions, which is a pre-requisite for a
competitive model such as the action regime.

Finally, the extended FIT period also provides room for the government to consider raised
challenges, namely the streamlining of the administrative process, the provision of clear and
transparent grid connection rules and the required infrastructure as well as the creditworthiness
of the off-taker and the related PPA. In the next sections, each of these challenges will be presented,
together with a proposal on potential actions to address these identified barriers. The proposed
actions are also inputs for recommendations of auctions preparing and implementing in chapter 6.

5.2 Action Complex 1: Streamlined Administrative Processes
5.2.1 Identified Challenges & Proposed Actions

Relating to administrative procedures, three following substantial challenges within the
Vietnamese context can be identified.
5.2.1.1 Insufficiently Standardized Development Paths & Complexity of Administrative Process &
Inexperience of Developers

Easy to perform, clear, specific and streamlined procedures are a strong asset for any country
in terms of attractiveness of the market for national and especially international investors
and developers in the field of renewable energies. Especially in emerging renewable markets,
procedures are often complex and have been established for fossil installations in the first place
and then been transposed to renewable installations, neglecting at times the different nature and
requirements of renewable technologies.
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Several stakeholders mentioned challenges in the context of the legal framework and the
administrative procedure in Vietnam for wind power projects. The raised issues included on the
one hand the unclear development path for wind power projects under the given framework; on
the other hand, stakeholders also identified the legal framework as such as being too complex and
in need of improvements.
Regarding the first point, the perspective between international and national developers differed.
While international developers especially outlined that no standard administrative procedure
for the development of a wind power project is identified and clearly described, resulting in
conditions where every installations is currently developed under an individual procedure,
national developers especially clarified that the development procedure is not sufficient clear to
them as to be able to estimate all related costs and the required time upfront to estimate for a price
under an auction scheme.

The inexistence of a clear procedure in emerging renewable markets is a classical barrier and limits
the potential of a given market in terms of attractiveness of the market for international investors and
developers, who appreciate clear and streamlined procedures, allowing them to easily reduplicate
the process for several installations in a given country, creating thus a market of scale.
Under a future auction support scheme however, the issue holds even greater impacts on the
overall system, as a wrong or miscalculated cost and time estimate for the development of an
installation, will immediately result in a misled tendered price, being generally too low. Under
these circumstances, projects have a high probability to fail due to insufficient funding. Especially
in emerging auction markets, the first tender rounds tend to suffer from this. In India, the first
bidding round of the national solar mission JNNSM called for 500 MW of solar projects, of which
eventually 150 MW failed, not least due to insufficient knowledge and experience of project
developers with the Indian market and the required procedures, resulting in bidding prices that
were too low to ensure an appropriate project realization.
Proposed Action:
The fact that an emerging market does not dispose of streamlined and dedicated
renewable procedures should not be an unassertive factor for a government leading to
inactivity, but it should more be a motivation to examine the status quo and to revise
existing structures and procedures to eventually ensure that renewables are correctly
addressed in terms of the administrative procedures and requirements.
Streamlining any procedure, requires in first a clear understanding of the existing. To
this end, countries need to screen and map their existing procedure to gain a clear
picture where procedures are too complex, too long and/or too cost-intensive for an
efficient project realization.
Wind Investment Guidelines:
In respect thereof, the visionary approach taken by MOIT and GIZ in form of the Wind Investment
Guidelines Project can only be strongly saluted. The project has presented a comprehensive
mapping of the existing procedures for the realization of wind power projects in Vietnam from
the first project idea, through the administrative process to the project construction and finally
to the project operation and maintenance. Investors and developers, being they national or
international, can gain an understanding of what is currently required to realize a wind power
project in Vietnam; with whom to interact on the administration side and which costs respectively
how much time to expect for a successful project realization.
The established Wind Investment Guidelines for Vietnam are an ideal starting point for a comprehensive
analysis of where it is required for a revision and streamlining of procedures and requirements.

With the Wind Investment Guidelines, the Vietnamese government disposes of a strong competitive
advantage over other countries that have not performed such a thorough mapping of the existing
procedures. Now, this potential should be utilized to unlock the outstanding natural resources of
the country also in terms of lean and streamlined administrative procedures for renewable project
developers, especially in the field of wind power.
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The Wind Investment Guidelines offers the potential to understand where procedures might be
too complex, too lengthy or too cost-intensive for an efficient project realization also in comparison
with other international wind power markets. To this end, especially international investors
and developers are not focusing on single markets but being able to analyze and compare all
international markets. Accordingly, they would select those that are offering on the one hand
good natural conditions but also lean and streamlined procedures to allow of a quick and effective
project realization.
5.1.1.2 Power Development Plans

Vietnam’s robust industrialization process of the last years has fueled a surging demand for energy
in general and electricity. Electricity consumption is expected to grow between 8 to 12 percent
annually through 2020. This demand is attributed to increasing industrial and residential use. It is
estimated that an additional capacity of 4,000 MW will be required per year on average until 2020
to meet the demand.
For the development of the energy sector, the government is relying on national and provincial power
development plans. The plans forecast growth in demand and map out the overall development of
the power industry to meet demand ten years out. In addition, the plans shall also ensure that the
required grid reinforcement and enlargement can keep pace with the development of additional
installations, especially decentralized, renewables ones. On 18 March 2016, the Government of
Vietnam approved the adjustments of the 7th Vietnam Power Development Planning in the period
2011 - 2020 with an outlook up to 2030. This official decision aims to ensure the national energy
security and meet the socio-economic development objectives of the country assuming an average
GDP growth of about 7.0% during the period.

In practice, every new energy project has to apply, prior to its construction and operation, for its
inclusion in the national and provincial power development plans. In detail, projects with a capacity
above 30 MW have to be included in the national power development plan and ones below 30
MW have to be included in the provincial power development plan. Only after a project has been
positively acknowledged in the plans, realization can start. The process is however an additional, time
consuming step for developers, lengthening the overall realization period of projects. Developers
need to plan projects with an even longer predevelopment phase, thus also raising the costs of
realization. In the context of a future auction regime, the issue has even more severe implications:
developers would have to apply for the inclusion into the power development plans at a moment in
time, in which he cannot be sure that his project is finally also selected in the auction process. He
would thus spend time and money on a process, which in the worst case is useless.
The adequate planning of the sector development and the associated infrastructure in terms of
grid and required substations is a more than legitimate aim of the government and the anticipatory
approach has to be welcomed. Yet, the question is whether planning has to be performed for all
individual projects or if a general local and/or provincial planning is sufficient to ensure an overall
harmonization of the development.
Proposed Action:
The Vietnamese government already identified the existing power development plan
system as a potential shortage for the development of the wind power sector in Vietnam.
The Vietnamese government therefore took an initiative in form of a reform of the
existing planning law, which has to be apprised as a first promising step to minimise
the impact of the sector planning on the project development. The reform aims at
simplifying the requirements for the inclusion of projects in the power development
plans. It is envisaged that provinces will only have to declare the overall MW capacity
that is expected to be added to the grid, without a detailed inclusion of every project into
the national/provincial power development plans. This would facilitate the burden for
developers extensively. Additional legal steps are required to make the already taken
reform decision also applicable to the power development plans, but government has
shown here the awareness for the existing challenges.
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5.2.1.3 Land Securing
The securing of land for the development of wind power projects in Vietnam is an additional central
challenge that needs to be addressed. The issue is particularly a barrier for onshore projects that
need to negotiate with the present land owners on the acquisition conditions for these areas. The
coastal line of Vietnam, which could be used for near-shore projects, is state-owned land, thus
making the case easier for developers.

As far as the negotiations with private land owners are concerned, developers report (see also annex 8.2
on Inception Field Trip Interviews) that the process is extremely time-consuming and at times highly costintensive. Also, the creation of a special project vehicle (SPV) might be preferred, additionally lengthening
the process. Costs for the compensation of the original land owners are furthermore highly differing from
case to case, making an upfront estimation for the individual project hardly possible.
In the context of auctions, the issue is further aggravated: developers will have to secure land at a
point in time, where they do not have a confirmation that their project is finally selected in the auction
rounds. The developer would thus secure land, with all associated costs, without any assurance that
the costs would eventually be amortized by the project realization and operation. Considering the
very high compensation costs for land, the financial burden can be very substantial. Addition to the
land compensation cost, the risk for developers is also on the delay of the land clearance process
which may make the project miss its deadlines.
Proposed Action:
As far as the administrative procedure and the pre-qualifications of a future auction
regime are concerned, the issue might be attenuated by changing the material prequalifications for the participation of developers to the auction scheme. It could be advised
to allow participation already with a signed memorandum of understanding between
the developer and the local authority on plan for compensation and resettlement of the
development land and to not require already the execution of the land acquisition. The
material pre-qualification requirement should contain an obligation for the developer to
prove the full execution of the land acquisition at the latest 12 months after the signing
of the offtake-agreement.
Through this approach, the developer is not forced to perform the full land acquisition
prior to the confirmation that his project is finally selected in the auction process. Yet,
through the memorandum of understanding, the developer proves that he has a genuine
interest in the development of the process. Compensation agreements between the land
owner and the developer in case of non-performance of the land acquisition might be
additionally required, to cover extra-costs of the land owner.

5.2.2 Overview of Findings

Table 14 below summarizes the central findings for the action complex “streamlined administrative
processes”, containing 3 challenges:
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Table 14: Summary of Findings for Action Complex “Streamlined Administrative Processes”
(Source: eclareon)
Identified Challenges of the Action
Complex

Proposed Actions to Address Identified Barriers

Insufficiently standardized
development paths & complexity of
administrative process & inexperience
of developers

 Take advantage of the existing analysis of the “Wind
Investment Guidelines” to identify existing shortages
 Publish clear, easy to access and easy to perform
development paths, including timelines and a list of
authorities
 Promote the information nationally and internationally
– e.g. through an official information portal

Power development plans
Land securing

 Reform of the current planning law
 Government already initiated here reform plan,
promising initiative

 Change of the material pre-qualifications for developers
under an auction regime in regards to the land
acquisition
 Memorandum of understanding on the compensation
and resettlement plan as a sufficient requirement to
participate in the auction. To ensure the realization of
the project, proof of performance of the land acquisition
within a delay of 12 months after actual signing of the
offtake-agreement is required.

5.3 Action Complex 2: Clear and Transparent Grid Connection and Grid
Infrastructure
5.3.1 Identified Challenges & Proposed Actions
For the action complex “clear and transparent grid connection and grid infrastructure”, three
challenges have been identified.
5.3.1.1 Grid Capacity & Grid Connection

Central challenge for the development of wind power in Vietnam is the historic grid design and
the resulting grid capacity. Similar to other global markets, the historic grid design of Vietnam
was mainly addressing the major consumption centers of the country. Generation facilities were
constructed close to the consumption centers and were mainly connected through the distribution
grid. Only some transmission lines were needed under this design. With the development of
Vietnam’s hydro potential, a slight reform of the historic grid design was already required; yet,
also under this new design only some additional lines had to be built connecting the large hydro
power plant with the consumption centers. Hydro power in addition allows for a stable generation
of electricity.

With the new efforts to develop the volatile solar and especially wind power potential of Vietnam,
requirements for the grid design and the grid capacity are changing dramatically. Now, a multitude
of small, medium and large-scale installations have to be connected to the grid. Especially for wind
power installations, locations of these plants may be in remote areas, which do not dispose of a
strong distribution grid, not to mention a transmission grid. Under the historic grid design, these
areas just needed to be supplied with smaller amounts of electricity, but it was never foreseen that
any larger generation would take place.
Facing today’s reality, EVN as TSO and its subsidiaries, operating the distribution grids, have to
reassess the existing grid and realize required grid reinforcement and enlargement works. It is
estimated that an additional capacity of 4,000 MW will be required per year on average until
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2020 to meet the new demand as well as to allow for the connection to and the operation of new
renewable capacities on the grid. During the period 2014-2020 an investment volume of around
12.4 billion US$ is estimated to be needed for the required grid works. EVN has also provided for
a grid reinforcement and enlargement path for the transmission grid until 2030.
Table 15: Overview of the planned Transmission System Expansion 2016 – 2030
(Source: Vietnam Electricity Annual Report 2016)
Type

Unit

2016 – 2020

2021 – 2025

2026 - 2030

500 kV substation

MVA

26,700

26,400

23,550

500 kV lines

km

2,746

3,592

3,714

220 kV substation
220 kV lines

MVA
km

34,966
7,488

33,888
4,076

32,750
3,435

Similar plans have also been developed by the 5 distribution system operators (DSO), to reinforce
and enlarge the distribution grid.

The challenge for the reinforcement and enlargement of the transmission as well as the distribution
grid consists in the lead time of the grid works in comparison to the one for the development of
new renewable projects. The first has to keep pace with the generally shorter realization periods of
renewable installations, to ensure that these capacities can be connected to the grid and feed their
generated electricity. Especially, for the further development of the wind near-shore potential,
major grid reinforcement and enlargement works need to be initiated. The largest wind park of
Vietnam (Bac Lieu) with an installed capacity of 99 MW, is currently connected with a 110-kV line.
220-kV lines need to be added to ensure further development in coastal areas.
Furthermore, developers need publicly available information on the grid situation and the available
grid connection points, to ensure their project design and grid connection concept is operational.
Proposed Action:
The grid capacity situation in Vietnam has already been identified by MOIT and EVN as
a critical element for the further development of renewable capacities. In the Vietnam
Electricity Annual Report, EVN is providing updates on an annual basis regarding the
planned grid development. Similar publications are also provided by the 5 DSO for
their distribution networks. All publications should be reassessed to check whether the
strong foreseen development of new renewable capacities is appropriately reflected
and considered in the plans. The different lead times for the grid development and the
development of renewable installations should be especially considered.
In addition, as far as the availability of information on the potential grid connection
points and their capacities is concerned, it is advised to provide data online to all
potential developers to allow for an accurate project connection design.

Where the grid operator is not in the position to publish detailed information a traffic
light approach may be advised: Grid zones offering sufficient connection capacities
would be coloured in green. Zones with insufficient capacities would be marked red.
Zones coloured in yellow offer some capacities, but would require for an individual
assessment of the project. Through this approach, developers would at least have a
general understanding of the grid situation and could adapt their individual connection
design accordingly.
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5.3.1.2 Grid Planning
Grid planning is a central element for a large-scale development of renewable capacities. Depending
on the historic design of the distribution and transmission grid, the necessity to enter into new
grid planning and developments will either occur only after several GW of renewable installations
are connected and operated on the grid or in other cases, the question of new required grids might
also arise right from the beginning, especially when larger wind power capacities are connected in
remote areas of the country with no consumption or generation centers in the past.
The reinforcement and enlargement of the grid infrastructure prior to the introduction of an
auction regime is advised to ensure that selected projects can be realized in due time and do not
have to wait until further grid capacities are planned and made available. Requirements for the
grid planning and development will be different for location-neutral auction regimes and those
schemes with a location-specific bidding model:

Under a location-neutral auction regime, similar to a FIT scheme, the requirement to
comprehensively map and evaluate the capacities and shortcomings of the existing grid will
occur earlier than under a location-specific auction regime. Under this regime, developers are
generally free to choose those locations that offer the best wind power resources. Consequently,
an exact upfront estimation of required grid reinforcement and enlargement works is only to a
certain extent possible and can at best be oriented along the zones with the highest wind resource
potential in the country.
Government and the grid operators need to estimate and plan required grid reinforcement and
enlargement works nevertheless upfront to ensure that selected projects of the auction process
can be implemented and connected without any further delay. Developers generally estimate their
offered bid prices per kWh in a way requiring for an immediate implementation and connection
after the selection of the project. Any delay due to insufficient connection or grid capacities will
impact on the planed cost regime of the project, making it in the worst case unprofitable. Especially
under a location-neutral model, there need to be very close consultation between the government,
the auction body and the grid operators to harmonize all preparatory steps of the auction process.
For location-specific auction regimes, a grid planning and the subsequent grid reinforcement and
enlargement can be substantially easier performed. Zones that are tendered in the auction process
are pre-selected, allowing for the grid operator to evaluate the grid situation and to design and
perform all required works prior to the initiation of the actual call. Still, depending on the location
of the zones, grid reinforcement and enlargement works might also be a lengthy and cost intensive
process, requiring for a close collaboration between the auction body and the grid operator to
harmonize the preparatory steps.
Proposed Action:
A close collaboration and exchange between the MOIT and EVN, respectively the DSOs
in the planning process for a new auction regime is required, to ensure that targeted
policy instruments are met by an adequate grid situation. Especially the decision for a
location-neutral or a location-specific auction model would have different impacts on
the grid development planning.

Considering the current grid situation, an initiation of an auction regime through a
location-specific model could be strongly advised. EVN and the DSOs would be able
to identify primarily those areas that already offer sufficient connection and dispatch
capacities, thus being suitable for a location-specific auctioning. Moreover, even if some
of the identified locations for a location-specific auction are not offering sufficient
capacities yet, the reinforcement and enlargement requirements would only be limited
to these areas.
A grid reinforcement and enlargement planning for other areas could be performed in
parallel, aiming for a location-neutral auction regime in the future.
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5.3.1.3 Virtual Saturation of Power Development Plan
The challenges arising from the current practice of the power development plans as already
highlighted in section 5.2.2.2 is also impacting on the grid planning. If a project is included in
the power development plan, but not selected in the auction process, the plan would be virtually
saturated, i.e. the plan would indicate a project and the required infrastructure reinforcement
and enlargement measures though the project is eventually not build. The plan thus reflects a
misleading picture. In case of only one misallocated project the issue might be of minor gravity.
However, given the envisaged growth rate for solar and wind until 2020 and 2030, the issue
could become a problem concerning several 1.000 MW, resulting in unnecessary or mis-routed
investments in the infrastructure.
Proposed Action:
The already described reform of the planning law, attenuating the current impact of the
power development requirements on the wind power developer does not solve the issue
of a misguided grid planning caused by a virtual saturation of the power development
plan.
This challenge could be addressed by a milestone approach, i.e. a system whereby
projects have to perform certain development steps in a foreseen period of time to
remain in the power development plan.
A project failing to perform the milestone in the foreseen time limit would ultimately be
taken out of line and thus lose its development right. Where the non-compliance with
the milestone was not caused by the fault of the developer an additional realisation
period may be exceptionally granted.

The milestone approach ensures progress of the projects and identifies those installations
that are not genuinely developed, respectively which have only been included in the
development plan for speculative reasons, i.e. to sell the slot for a high price to other
developers.
The milestone approach would also ensure that grid planning is considering only those
projects that are actually constructed and thus will feed to the system.

5.3.2 Overview of Findings
Table 16 below summarizes the central findings for the action complex “Clear and Transparent
Grid Connection and Grid Infrastructure”, containing 3 challenges:
Table 16: Summary of Findings for Action Complex “Clear and Transparent Grid Connection and
Grid Infrastructure”
(Source: eclareon)
Identified Challenges of the Action
Complex

Proposed Actions to Address
Identified Barriers

Grid Capacity & Grid Connection

 Re-assessment of the existing grid planning in
regards to the targeted renewable capacities
 Provision of first hand online information on the
grid situation, the available grid connection points
and the grid capacity
 Where detailed information cannot be shared,
at least indication of the grid situation through a
traffic light system
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Grid Planning

Virtual Saturation of Power
Development Plan

 Close collaboration of MOIT and the grid operators
for the introduction of an auction system and the
required grid capacity
 Start with location-specific auction model
advised to limit reinforcement and enlargement
requirements for grid operators
 Parallel grid planning for location-neutral auction
in the future
 Application of a milestone approach to identify
genuine projects and adapt grid planning to real
conditions
 A mechanism to update and share the status of
project pipeline: information sharing and linking
between central and provincial levels.

5.4 Action Complex 3: Creditworthiness of the off-taker and PPA’s
bankability

The action complex “creditworthiness of the off-taker and PPAs” addresses two identified
challenges in the Vietnam context:

5.4.1 Identified Challenges & Proposed Actions
5.4.1.1 Creditworthiness of Off-taker

The Power Purchase Agreement (PPA) is generally a contract between two parties, one of which
generates electricity (the seller) while the second is looking to purchase electricity (the buyer).
The PPA defines all of the commercial terms for the sale of electricity between the two parties,
including when the project will begin commercial operation, schedule for delivery of electricity,
penalties for under delivery, payment terms, and termination. A PPA is the principal agreement
that defines the revenue and credit quality of a generating project and is thus a key instrument of
project finance.
In any long-term contract, the seller of a product runs the risk that the buyer is eventually not able
to pay. This so-called off-taker or counterparty risk also exists for renewable energy producers
under any long-term power purchase agreement. It is therefore paramount that the buyer of the
renewable electricity is financially solvent.
Renewable energy technologies have high fixed costs that must be financed up-front. This makes RE
technologies such as wind and solar PV highly sensitive to changes in the cost of capital. Depending
upon the size of the project and the creditworthiness of the off-taker and the development of the
energy sector in a certain country, short term liquidity instruments (e.g. establishment of ESCROW
accounts), a liquidity facility, and/or a sovereign guaranty (from government or international
donors) will be required to support the buyer’s payment obligations.

In the context of wind power generation in Vietnam, the PPA is signed between the project
developer/operator and EVN, as buyer. International developers highlighted in this context that
EVN has a low credit rating, resulting in conditions, where the offered PPA is internationally not
bankable.
There are several options to increase the creditworthiness of EVN. Short term measure could
include a more transparent accounting process (so that international project developers and
lenders can fully assess the financial situation of EVN) or the establishment of an ECROW account
(meaning that EVN makes payment into this account 6 or 12 months in advance of the payment to
the IPP in order to reduce payment risk).

At the same time, more structural interventions are required to improve the financial situation of
EVN in the longer term. This includes the reduction of subsidies in the electricity sector and the
establishment of more cost-reflective tariffs for all consumers. At the same time, cross-subsidies
in the Vietnamese electricity system should be reduced.
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International developers in Vietnam also stressed that a state warranty of the Vietnamese
government would overcome the existing situation, ensuring that the developer is receiving all
agreed payments for the produced electricity over the entire contractually defined period of
time. Alternatively, guarantees can also be provided from international donors (e.g. Worldbank).
International developers explained that under the given system, a financial closure for wind power
projects with international financial institutions is hardly achievable. They outlined that the low
figures in terms of installed capacity are not at least a consequence of this situation as the natural
conditions are very favorable.
National developers did not necessarily share this view. They however also underlined that they would
primarily seek financing from national financial institutions that would not contest the creditworthiness
of the given EVN PPA.
Proposed Action:
The creditworthiness of the off-taker is a central pre-requisite for the attractiveness of a
renewable energy market, especially for foreign investments. Considering the targeted
renewable capacities of the Vietnamese government and the limited investment
capacities of the local banks (see here annex section 8.3.4), foreign investments will be
necessary. The low international credit rating of EVN could be addressed to the various
mechanisms outlined above (including short term measures, more structural changes
and guarantees).
A thorough analysis should be performed in cooperation with the major international
banks as to which factors are especially impacting on the low credit rating of EVN, to
eventually address these shortcomings.
5.4.1.2 PPA bankability
Besides creditworthiness of off-taker, the bankability of PPA for wind power projects in Vietnam is
also negatively influenced by 6 following key points that may contribute to lower the perceived risks
for an investment in the wind energy sector (GIZ, Viet Nam Wind Power Investment Guidelines;
Recommendations for policy and regulation enhancement, June 2016):

1. Dispatch Risk: Contract structures such as “Take or Pay” or “Take and Pay” mitigate risk for
instances in which the off-taker cannot use the electricity generated from the facility. The EVN PPA
template does not provide the developer with comfort that the off-taker will pay in circumstances
of curtailment (due energy).

2. Change in Law or Change in Tax: The PPA should clearly define risk allocation for changes in
laws or taxes that would affect the project cash flow. Reducing the developer’s exposure to this
risk is often seen as particularly important in circumstances with public sector off-takers like EVN.
3. Force Majeure: Events outside the control of either the power producer or the off-taker
that prevent either party from performing their obligations under the PPA are considered force
majeure. The bounds of force majeure events, procedure for risk-sharing, and potentially longstop
dates for termination should all be specified in the agreement. International investors shared that
EVN force majeure provisions are inadequate.

4. Dispute Risk: Investors prefer to mitigate dispute risk by stipulating an off-shore, neutral
regulatory body for arbitration, particularly for PPAs with public sector off-taker as EVN. While
it is acceptable for the public sector entity to require the PPA to remain subject to domestic legal
regulations, arbitration off-shore is standard. International investors share that the financial
management provisions in the EVN PPA are inadequate. Notwithstanding recent signing of the
TPP agreement by Vietnam implicate the requirement of arbitration outside of the country and
should therefore reduce this risk.

5. Termination of Agreement and Payments: the PPA should define the acceptable circumstances
and process for termination. In the case of a single buyer market, like in Vietnam, the developer/
investor would be left without alternative off-takers in the event of termination, thus the EVN PPA
should provide for restrictive termination rights
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6. Off-taker Payment Support: PPAs obligate the off-taker to payment. Investors will require
evidence of the creditworthiness of the off-taker, and in cases where the off-taker cannot
demonstrate sufficient solvency, performance history, and short-term liquidity, a PPA may require
additional payment support (Letter of Credit, guarantee, etc.) otherwise it may be a challenge to
make the PPA bankable.
Proposed Action:
The bankability of PPA is a central pre-requisite for the attractiveness of a renewable
energy market, especially for foreign investments. Considering the targeted renewable
capacities of the Vietnamese government and the limited investment capacities of the
local banks (see here annex section 8.2.4), foreign investments will be necessary.

A thorough analysis should be performed in cooperation with the major international
banks as to identify how the PPA’s terms and conditions can be improved, especially on
the responsibility of the off-taker.

5.4.2 Overview of Findings
Table 17 below summarizes the central findings for the action complex “Creditworthiness of the
Off-taker and PPAs bankability”, containing 2 challenges:
Table 17: Summary of Findings for Action Complex “PPA’s bankability”
(Source: eclareon)
Identified Challenges of the
Action Complex

Proposed Actions to Address Identified Barriers
 Thorough analysis of factors for low credit rating of EVN
to address shortcomings

 Assessment and potential implementation of measures
to increase the financial health of EVN, thus improving
its creditworthiness
Improving the creditworthiness
of the off-taker

 (a) including short term measures such as Escrow account arrangements to cover payment risk, more transparency in EVNs accounting, etc.
 (b) including structural measures such as the implementation cost-reflective electricity rates, reduction of subsidies in the electricity sector, improvement of least-cost
electricity system planning, etc).

 Evaluation is state warranty for the EVN PPA could be
provided or alternatively guarantees from international
donors (e.g. Worldbank guantees).

PPA’s bankability

 Re-design of parts of the Standard PPA to comply with
de-risking requirements

 Clear definition about the responsibility of buyer and
off-takers in different cases such as forced curtailment,
contract termination, deemed commissioning, etc.

 Indexing PPA payments to future inflation, e.g. consumer
price index or CPI
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5.5 Summary of Existing Challenges and Proposed Actions
In Table 18, the identified challenges within the three action complexes are summarises, together
with an overview of the proposed actions to address the existing barriers:
Table 18: Summary of Central Action Complexes for Wind Power Projects in Vietnam
to Address Existing Challenges
(Source: eclareon)
Central Action
Complexes

Identified Challenges

Required Actions to address Barriers

Streamlined
administrative
processes

 Insufficiently standardized
development paths
& complexity of
administrative process &
inexperience of developers

 Take advantage of the existing analysis of
the “Wind Investment Guidelines” to identify
existing shortages

 Land securing

 Promote the information nationally and
internationally – e.g. through an official
information portal

 Power development plans

 Publish clear, easy to access and easy to
perform development paths, including
timelines and a list of authorities

 Reform of the current planning law

 Government already initiated here reform
plan, promising initiative
 Change of the material pre-qualifications
for developers under an auction regime in
regards to the land acquisition

 Memorandum of understanding as a
sufficient requirement to participate in the
auction

Clear and
transparent grid
connection and
grid infrastructure

 Grid capacity
connection
 Grid planning

&

grid

 Virtual saturation of power
development plan

 Prove of performance of the land acquisition
within a delay of 12 months after actual
signing of the offtake-agreement
 Re-assessment of the existing grid planning
in regards to the targeted renewable
capacities

 Provision of first hand online information
on the grid situation, the available grid
connection points and the grid capacity

 Where detailed information cannot be
shared, at least indication of the grid
situation through a traffic light system
 Close collaboration of MOIT and the grid
operators for the introduction of an auction
system and the required grid capacity
 Start
with
location-specific
auction
model advised to limit reinforcement and
enlargement requirements for grid operators
 Parallel grid planning for location-neutral
auction in the future

 Application of a milestone approach to
identify genuine projects and adapt grid
planning to real conditions
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Creditworthiness
of the offtaker and PPA
bankability

 Improving the
creditworthiness of the
off-taker

 Thorough analysis of factors for low credit
rating of EVN to address shortcomings

 Assessment and potential implementation of
measures to increase the financial health of
EVN, thus improving its creditworthiness

 (a) including short term measures such
as Escrow account arrangements to cover
payment risk, more transparency in EVNs
accounting, etc.
 (b) including structural measures such as the
implementation cost-reflective electricity
rates, reduction of subsidies in the electricity
sector, improvement of least-cost electricity
system planning, etc).

 Adjustment of PPA by
clarification of the offtaker’s responsibility in
terms and conditions of
the PPA

 Evaluation is state warranty for the EVN
PPA could be provided or alternatively
guarantees from international donors (e.g.
Worldbank guantees).

 Re-design of parts of the Standard PPA to
comply with de-risking requirements
 Clear definition about the responsibility of
buyer and off-takers in different cases such
as forced curtailment, contract termination,
deemed commissioning, etc.
 Indexing PPA payments to future inflation,
e.g. consumer price index or CPI
 Currency risk mitigation through denominating renewable energy contracts in international currencies
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06

Recommendations
The application of an auction regime for wind power projects in Vietnam appears
under the performed analysis of all framework conditions only advised after an
extension of the operation period of the current FIT model for at least another
2 years. The additional time should be used to address existing challenges and
shortcomings and to meet sufficiently with requirements for a successful auction
regime. Subsequently, the application of a location-specific auction regime
could be a preliminary stage to finally apply location-neutral auction processes
for wind power in the entire country. Provided roadmaps indicate how an
implementation scheme for the auction model could look like. Also, the chapter
provides information on the future auction management, in terms of competent
auction body, required competencies and the required preparatory works.
Under the before mentioned analysis, a horizon for the start of an auction regime
of the period 2022 to 2025 appears realistic. This timeline would also allow
for a thorough development and appraisal of legal documents for the auction
regime, the pre-development of sites in the case of location – specific auctions,
for the identification and set-up of a suitable agency, responsible for the auction
operation, for the training of national and local authorities on the requirements
of the new scheme as well as for the improvement of the related regulations for
the auction regime.
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6.1 Roadmap for Auction Implementation
Auctions are complicated and context-specific. It is therefore always advised to gradually introduce
this scheme steps by steps, with cautious and frequent re-evaluation and timely adjustments.
Regarding a potential roadmap for the introduction of an auction regime in Vietnam, a transition
period for moving from FIT to auctions is essential to support all stakeholders’ adaptation as well
as to ensure a healthy and smoothly market development. In other words, the government should
divide the implementation process into different phases in which different options and applied
market scales could be applied. For example, Vietnam could start with location-specific auctions
at specific scales or locations as a pilot and learning period and then move to location-neutral
auctions at a later stage. Another option could also be implementing location-specific auctions for
near-shore wind energy and location-neutral auctions for onshore wind energy.

6.1.1 General roadmap with specific phases

Similar to other international experience, with the existing FIT scheme, Vietnam will need to have
a transition phase between FIT and Auctions in which developers/ investors can have enough time
and preparation to adapt their portfolio and project development to the new support scheme. Prior
and parallel to that is a continuous preparation phase in which administrative process, human
resources, planning issues, etc. should be improved to match with the new scheme. Then a pilot
phase should follow in order to equip all relevant stakeholders (i.e., central government agencies,
provincial authorities, banks, investors/developers) with more information and experience of the
new scheme. Finally, when all the pre-requisites seem to be achieved, the phase with a national
auction scheme can be applied. The general roadmap with proposed timeline for these phases is
depicted in Figure 15 below.

Figure 15: Proposed timeline for introducing auction mechanism in Vietnam (if applicable)
Source: GIZ (own elaboration)

6.1.2 Elaborated roadmap for Introduction and Implementation of Auctions
When breaking down the proposed phases above, the following subsequent steps and milestones
are identified (rf. Table 19) which come up with the elaborated roadmap in Figure 16.
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Table 19: Subsequent steps and milestones for the implementation of auctions in Vietnam
Phases

Preparation
period

Transition
period

Steps

Estimated implementing time

 Streamlining of
administrative
procedures

The necessary steps required for this are discussed at length
in Section 5.2. This is a longer-term process (approximately 3
years) and should be started as soon as possible. It can run in
parallel to addition steps of the preparation phase.

 Streamlining of grid
connection (clear
and transparent grid
connection and infrastructure)

 Creditworthiness of
the off-taker and PPAs

The necessary steps required for this are discussed at length
in Section 5.4. This is a longer-term process (approximately 6
years) and should be started as soon as possible. It can run in
parallel to addition steps of the preparation phase.

 Adjustment of FIT
policy

Discussed at length in section 6.1.3.2 below. It is applied for
projects approved to be developed in the end of the existing
FITs but need time to develop/ construct before the auctions
applied.

 Establishment of auction agency and training of personnel

 Selection and prepare
of land
 Wind measurements

Pilot
period for
locationspecific
auctions

The necessary steps required for this are discussed at length
in Section 5.3. This is a longer-term process (approximately 3
years) and should be started as soon as possible. It can run in
parallel to addition steps of the preparation phase.

 Grid extension to the
selected plot of land

 Preparation of detailed auction design
(including white paper)

 Publication of Auction
design white paper

Discussed at length in section 6.1.3.1 below. At least 1 year is
required to first identify and establish the authorized agency
then train its personnel.

Discussed at length in section 6.1.3.3 below. Selecting and
potentially buying the land can be rather time consuming
(typically 1 year or longer). Keeping in mind that very likely
additional donor support will be needed for this task, the
process might take 3 years or longer.

Discussed further in section 6.1.3.4 below. In order to make a
wind project bankable, on-site wind measurements of at least
1 year are necessary.
Discussed further in section 6.1.3.5 below. Grid expansion can
take place in parallel to on-site wind measurements and might
take 1 year or longer.

Based on the auction design elements and options outlined
in Annex 8, policymakers in Vietnam need to prepare the
detailed auction design for wind energy. It is recommended
to publish the detailed auction design (including explanations
for the specific design options) in a White Paper. Preparing
the detailed auction design and reaching agreement between
all involved agencies and ministries can take 1 year. The
Whitepaper usually only includes information which is directly
related to specific auction design. Steps to improve the overall
policy framework (see Chapter 5) are usually not included.
The White Paper can be used as the basis for a consultation
process with the wind energy industry and other concerned
parties. This type of public consultant with industry and other
stakeholders has proven to be very beneficial. At an early stage,
substantial knowledge from the industry can be built into the
policy design (e.g. information about the average lead times for
project milestones for wind project development in Vietnam).
The consultation process approximately takes 3 months.
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 Feedback from industry on White paper
and integration of
comments

Pilot
period for
locationspecific
auctions

 Running a pilot auctions for testing purposes

 Assessment of pilot
auctions and potential
modifications

 First auction round –
Call for proposals

Auction
mechanism implementation

 First auction round –
Selection of bids

 First auction round –
signing of PPAs

Feedback resulting from the public consultation process should
be included in the final auction design. Final changes need to
be coordinated between the various agencies and ministries.
For this step, approximately 3 months are required.

Several countries around the world have also implemented pilot auctions for testing purposes. It is recommended to run at
least one or two pilot auctions to allow all actors to gain experiences with this new support framework. For instance, Vietnam
could run pilot auctions for near-shore wind energy projects
– whereas onshore wind energy projects remain under the FIT
program for several years. Running one or two pilot auctions
should take at least six months (up to one year, depending
on the timing of auctions and institutional capacity to evaluate
bids and select winning bidders).
The capacity of the pilot auction should be sufficiently high to
attract interest from international project developers. However, it should not be too large since ideally there should be more
offers than capacity auctioned. The targeted capacity will likely
be in the range of 100-500 MW but additional research is needed to set the exact value.
The bids received during the pilot auctions need to be assessed
carefully. Also, the administrative handling of the auction
process should be reviewed and improved if necessary.
Auction design might need to be amended, too. For this step,
approximately 6 months are required.

The first call for tenders will be based on the final auction
design. The call for tenders can start with a Request for
Qualification (RfQ) process (interested bidders need to prove
that certain financial or material qualifications are fulfilled).
The RfQ window is usually open for one month. Next, a Request
for Proposals (RfP) is issued by the responsible government
agency. Interested project developers usually have six months
to submit their proposals. In total, this process will take 6 to 7
months.
Once bids have been received by the responsible government
agency they need to be carefully assessed, checking prequalification criteria, price and potential other selection
criteria. The selection process should be very transparent
in order to reduce the risk for corruption. Depending on the
complexity of the selection criteria (see evaluation criteria and
evaluation process in Annex 8), this step takes 3 to 6 months.

The off-taker will sign Power Purchase Agreements (PPA)
with the wind project developers, including the price that was
determined in the auction process. It is important to develop
standardized PPA to speed up the process. If a standardized
PPA is available this process usually takes less than 6 months.
After signing the PPA the project developers can bring the
project to financial closure and start building the wind park.
Typically, an additional 3-4 years pass between singing of the
PPA and connecting the completed wind park to the grid.
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The above process is illustrated in the Figure 16 below.

Figure 16: Roadmap for Auction Implementation in Vietnam
(Source: IET)

6.1.3 Explanation of implementing steps

In this section, several important steps in Table 19 above are explained in details to provide clearer
understanding.
6.1.3.1 Establishment of auction agency and training of personnel

The introduction of a new support scheme such as an auction regime requires for a thorough
preparation in terms of the preparation lead time, the familiarization of market actors with the
new schemes and the training of the administrative personnel on the new requirements and
procedural steps.

First, a new agency (stand-alone or integrated into the ministry or other institution) needs to be
established. At least 1 year are required to perform the very complex planning process for the
introduction of a new auction regime. Also, the re-organisation of administrative competencies
for the new auction body will take additional time that the government should carefully consider.
The complexity of this procedure cannot be underestimated and should be taken very seriously
as it will have a major effect on the design auf the auction regime and the success of this support
instrument.
The timeline should account for sufficient time prior to the start of the first actual auction round,
to allow that market actors, especially developers can familiarize themselves with the new
scheme, the inherent requirements and timelines. Especially for an auction scheme, the clear
understanding of all requirements and the inherent development procedures by the developers
is imperative for a correct estimation of costs and the required development time to eventually
present an adequate bidding price per kWh.
Finally, the personnel for the new auction body as well as all participating authorities need a
thorough and detailed training on the general functioning of the auction regime, the inherent
procedural steps and the special requirement to ensure they have a clear understanding and
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the auction procedure can be performed without and legal defaults, resulting eventually in the
cancellation of the procedure and a required re-initiation of the call.
6.1.3.2 Adjustment of Existing FIT framework during transition phase: Location Specific Tariffs and
Tariff Degression

Instead of moving to auctions immediately, Vietnam also has the option to further fine-tune the
existing feed-in tariff legislation. Vietnam can start with adjusting the feed-in tariffs legislation in
the coming years and then move towards auctions in the 2020s.
There are two important design features of feed-in tariffs for wind energy that Vietnam has not
yet implemented, namely:
 Location specific tariffs
 Tariff degression

In order to take the “quality” and wind resources of different locations into account, some feed-in
tariffs include location-specific tariffs. This approach is especially common in countries with an
extended territory and significant meteorological difference, affecting electricity production at
different sites (for example, wind speeds). In the case of wind energy, for instance, installations
at windy sites accordingly receive a lower tariff than installations at less windy sites. This way,
windfall profits for producers at “high-quality” sites can be avoided while at the same time
producers at “low-quality” sites are enabled to reach a certain profitability threshold. This way,
the feed-in tariff scheme retains an incentive to search for the best locations, thus assuring the
overall efficiency of the support system (Jacobs, 2012)

China, for instance, has set feed-in tariff for four different locations, taking the better wind
resources in the northern part of the country into account (see Section 4.1). Another example
is France. Here, location-specific tariff differentiation was first implemented in 2001. Tariffs are
differentiated according to the full load hours of a wind power plant at a given location. In France,
tariff payment is guaranteed for a period of 15 years. During the first ten years of operation, all
wind power producers receive the same, fixed tariff payment. During this period, the output
and accordingly the full-load hours of the wind power plants are measured. Eventually, these
measurements serve as a basis to calculate the tariff payment for the final five years of operation.
In order to calculate the average value over the period of ten years, the best and the worst years
are excluded from the calculation. The tariff payment can vary between 2.8 and 8.2 €cent/kWh,
depending on the numbers of annually full-load hours. The decree fixed certain reference values
(2400, 2800 and 3600 full-load hours). In between those reference values the tariff payment is
calculated via linear interpolation (see table 12).
Table 20: Location-specific Remuneration for Onshore Wind Power in France (mainland)
(Source: IET based on French FIT legislation from 2006)
Annual duration of
reference operating time

Tariff for the first ten years
of operation (€cent/kWh)

Tariff for the following five
years of operation
(€cent/kWh)

2400 hours and less

8.2

8.2

2800 hours

8.2

6.8

Between 2400 and 2800 hours
Between 2800 and 3600 hours
3600 hours and more

8.2
8.2
8.2

Linear interpolation
Linear interpolation
2.8

Several countries also use so called “tariff degression” to reduce feed-in tariffs in line with
technology learning. In short, tariff degression is an automatic, annual reduction of feed-in tariff
payment. Through annual tariff degression the legislator aims to anticipate technical progress,
economies of scales, rationalisation and the overall learning potential of a given technology. Tariff
degression also has stimulated investors to speed up the planning process, because the sooner the
power plant is connected to the grid, the higher will be the tariff payment.
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Figure 17: Sample Evolution of Onshore FIT level under Tariff Degression
(Source: IET – own elaboration)

Since feed-in tariff legislation is usually not revised yearly but only periodically after a given number
of years, the implementation of tariff degression is important for automatic adjustments in the
meantime. This way, constant changes to the legislative text because of technological improvement
can be avoided. The degression rate varies according to the maturity of each technology.
Technologies with a relatively steep learning curve, that is, a high potential for technological
improvement, usually have a high rate of tariff degression (for example, photovoltaics). More
mature technologies, like wind energy, usually have a much lower or no degression rate. The
tariff degression affects only new installation, since technological improvements have no effect on
installations that have already started operating.
Germany was the first country to implement this FiT design option. In the German system in the
early 2000’s, for example, wind degression was 1% and solar PV degression was 5% until 2004.
In 2008, the degression rate remained stable for onshore wind energy but was increased for solar
PV (due to higher cost reduction potential). In the same year, a degression rate of 5 percent was
introduced for offshore wind energy (Jacobs, 2009; Jacobs, 2012).
Table 21: Sample Degression Rates under the 2009 German Feed-in Tariff Law
(Source: IET based on (Jacobs, 2012))
Renewable energy technology

Annual degression rate

Wind power offshore

5 % (from 2015 onwards)

Solar photovoltaics

8–10 % (depending on the size)

Wind power onshore

1 percent

6.1.3.3 Pre-development of sites: Selection and land acquisition

The pre-development of sites for location-specific auctions requires three majors steps:
-

Land acquisition and selection

Wind measurements

Grid connection (and potentially permitting)

As mentioned above, these steps are relatively time consuming and require additional financial and
human resources. Very likely, additional donor funding is necessary for this process. Organizing
and aquireing this funding might take an additional two years.

The selection of applicable land is usually done by a national or regional public agency. Wind
resource data play a crucial role for selecting sites. At this stage, wind maps based on GIS data are
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sufficient to inform the initial selection process. Only at a later stage, on-site wind measures will
take place. Another important decision parameter is the availability of grid capacity. Policymakers
need to strike a balance between making best use of the existing transmission grid capacity and
extending the grid to regions with the best wind speeds. The responsible government agency
will either buy the land16 or secure the land-use right for a 20 to 30-year period. Selecting and
potentially buying the land can be rather time consuming (typically one year or longer).
6.1.3.4 Pre-development of sites: Wind measurements

In the case of location-specific auctions, sites with existing qualified on-site wind measurements
can be selected right away for the auction and the data should be available for the bidders. If there
is no wind data yet, the measurement are done by a public agency. It is emphasized that all parties
who want to participate in the bidding process should receive those wind measurement data at
the outset of the auction. This is an important parameter for calculating the total project costs
and the price per kilowatt-hour offered. In order to make a wind project bankable, on-site wind
measurements of at least 12 months are necessary. In emerging markets such as Vietnam even
longer periods of measurements might be necessary.
6.1.3.5 Pre-development of sites: Grid connection (and potentially grid upgrade)

In the case of location-specific auctions, a government agency is also responsible for organizing
the grid extension and – if necessary – the grid upgrade in order to connect the wind park at the
selected location. Depending on the terrain and the general speed of grid expansion in Vietnam,
the extension of the transmission grid might take one year or longer. Grid expansion can take place
in parallel to on-site wind measurements.

6.1.4 Overview of proposed roadmap timeline

In the coming three years, the existing policy and regulatory environment should be finetuned, including streamlined administrative and grid connection processes, increasing the
creditworthiness of the off-taker and calibrating the FIT design.
Other steps include the training of personnel (one year or longer), the preparation of the White
Paper (at least 6 month), feedback from the industry (3 months) and the running of the pilot
auction (9 months).

Assuming a start of auction preparation in 2018 and assuming that the timelines indicated for
each step above will be met, the pilot auction phase could start in 2021 and the first full auction in
2023. Since the preparation of sites will require additional donor funding, the timeline might be
shifted back to 2025.
For the pilot location-specific auctions, a minimum of two to three years is needed to select and
acquire the relevant plots of land (depending on whether the necessary financial and human
resources are readily available). The time required depends largely on the capacity of the
responsible government agency for developing theses site. In the case of insufficient staffing and
lack of financial capacities this process could easily take longer (e.g. 2025).

6.2 Auction Management

Regarding the management of a future auction regime for wind power in Vietnam, several aspects
have to be taken into account. In first and most central question, related to the choice of the future
competent auction body and its competencies. In addition, the scope of the auction regime as well
as the interaction of the involved administrative authorities on the different levels needs to be
decided. Finally, the preparatory steps towards the actual implementation of an auction regime
need to be addressed.

6.2.1 Selection of Auction Body & Definition of Competencies

Central question and the most important decision for the introduction of an auction regime for
wind power in Vietnam is the topic of the competent administrative body for the auction process
and the required competencies that the new body should dispose of.
16

In case it does not already own the land.
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Considering the various auction regimes that exist around the world for wind power, it is to
highlight that there is not the one body that has been selected in all markets as the future competent
authority for the auction scheme. In the contrary, a multitude of different authorities was chosen
in the respective national contexts.
As far as the required competencies for the new auction body are concerned, the following aspects
have to be taken into account:

 The new body has to dispose of all competencies, enabling it to actually execute the tender
process. This includes on the one hand all procurement steps in the preparation of the
tender process; on the other hand, the new action body also needs to be empowered
to finally select the successful tenderers. As far as the before mentioned competencies
are distributed over several other administrative bodies, they need to be transferred
and centralized with the new auction agency. This process may require for substantial
preparatory time and several legislative changes. Government therefore has to initiate the
process substantially prior to the actual planned start of the auction regime.
 Regarding the PPA, the future auction body would at best function as off-taker for the
electricity produced from installations that have been selected and developed under the
auction regime. Through this approach the neutrality of the auction procedure and of the
auction body can be ensured.

 However, especially in emerging and unbundled renewable energy markets, the off-taker
function is often centralized with the central utility and/or grid operator, which in addition
is often state-owned. Under this market structure, the new auction body can only to a
very limited extend function as off-taker. In this case, the new body should however be
empowered to draft the PPA as standardized agreement that the off-taking utility/grid
operator has to sign with the developer without additional revisions to the text. To this
end, the legal framework is provided from the neutral authority and has to be respected
by all market participants. Through this approach it shall also be ensured that selected
project can be implemented without any further delay, ensuring that the underlying
financial model of the developers can be respected.

Considering the before mentioned aspects, it is to highlight that some existing authorities are
already uniting several competencies and/or functions that a future administrative body for an
auction regime should dispose of, therefore being more qualified than others to take over the
responsibilities. To this end, special attention should be given to the existing regulatory authority
for the energy market. Generally, the authority has a high independence in the market system and
has to enforce the legal framework for the energy market. The regulator could therefore a suitable
institution to function also as auction body. Depending on the actual, existing competencies, it
however still would need additional functions allowing it to operate the entire auction regime.
In addition, a (substantial) increase of personnel is required for the performance of all functions
of the new auction body.

6.2.2 National Unified Scheme vs. Provincial Schemes

Auction regimes could be applied nation-wide or just at provincial level. There are good arguments
for both options. However, experiences from other international markets have shown that the
application of a provincial scheme is resulting in conditions, where especially international
investors and developers are confronted with a patchwork policy; in the Vietnam case with up
to 64 different regulations and schemes. Such a high diversity of different policies and regulation
is substantially lowering the attractiveness of the respective national market, as it is no longer
one single national market under project development perspectives, but up to 64 markets in the
Vietnam case. A developer would have to familiarize himself with all different regulations and
would have to adapt its development procedure for each Province individually. Estimations of the
required price per kWh would thus have to be adapted for each case.
A nation-wide applied scheme in contrast will allow (international) developers to familiarize
with one single procedure (if possible also regarding the administrative procedure) and to thus
realize efficiencies through a performance of this procedure at scale in different auction rounds.
Nation-wide in this regard does however not exclude location-specific auctions that would only
address locations in certain provinces; nor, will a nation-wide applied scheme under a location-
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neutral auction regime ensure that all provinces will eventually see development of wind power
projects. In the latter case, those provinces offering the best wind potential are like to see the
highest development.
Where one single unified administrative procedure for the nation-wide applied auction regime is
not possible, due to conflicting competencies of the provinces, those provinces offering the leanest
and most streamlined procedures for wind power will see the strongest development, even if they
are not offering the highest wind resources.

6.3 Next Steps for Auction Preparation and Implementation:

In order to proceed with the preparation and implementation of auctions for wind energy projects
in Vietnam, the following steps need to be taken:
-

Coordination with the design of solar PV auctions

Detailed calibration of auction design for wind energy

Selection/ establishment of the responsible Auction Agency

Elaboration of training plan and training material for responsible Auction Agency

6.3.1 Coordination with the design of solar PV auctions

Vietnam is considering the implementation of auctions for both wind energy and solar PV.

The framework conditions and pre-requisites for the implementation of wind auctions analyzed
in this report are sometimes different in the case of solar PV. Project development lead times are
shorter in the case of solar PV. Therefore, projects can be developed much faster and the market
could also grow much faster. At the same time, it is more difficult to determine the adequate feedin tariff level administratively, due to sharp cost declines in the past years. These are some reasons
why the implementation of auctions for solar PV might be feasible in the coming years (e.g. 2020
or 2021) whereas the implementation of wind auction can wait until 2022 to 2025.
However, there are also several aspects that should be coordinated and harmonized when
implementing auctions for both technologies. This includes:
-

Similar approaches regarding the frequency and timescale of auctions (e.g. 3 auctions per
year for at least 4 years in a row).
A similar methodology for setting penalties and bid-bonds
Similar financial pre-qualifications
Similar material pre-qualifications

Coordination with regards to grid expansion and use of existing grid capacity
Etc.

Therefore, the approaches for the implementation of solar PV auctions (with donor support from
the World Bank) and wind energy auction (with donor support from GIZ) need to be coordinated.
This coordination process should start soon in order to avoid completely different approaches for
both technologies at an early stage.

6.3.2 Detailed calibration of auction design for wind energy

The detailed design of the wind energy auction calibration and execution will take about six
months. This task can start immediately and will include the following aspects:
-

Detailed planning of auction volumes and auction frequency

Detailed elaboration on pre-qualification criteria (early-auction versus late-auction)

Detailed analysis of how to include “land usage right” into the material pre-qualifications for
wind auctions
Detailed recommendations for auction evaluation process and evaluation criteria
Etc.
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In order to determine these aspects frequent meetings with representatives from MOIT and the
responsible auction agency are required. The required exchange with political decision-makers
could also be combined with the training plan (discussed below).

6.3.3 Selection/ establishment of the responsible Auction Agency

As the first step, a responsible auction authority that will be responsible for managing the wind
energy (and solar PV) auctions would need to be identified or even newly established. The agency
should include staff that has rich experience with the sector, both technical and managerial aspects.
Therefore, existing authorities/ units that are dealing with development of the wind power system
tasks should be considered first. In Vietnam, EREA and ERAV are the most suitable authorities that
can provide expertise and competent staff to form the auction agency.

6.3.4 Elaboration of training plan and training material for responsible Auction Agency
and other actors

In order to manage a smooth transition from the existing feed-in tariff program to wind energy
auctions, all relevant and responsible actors need to be trained in advance.

First, staff of the responsible auction authority would need to be trained for managing the wind
energy (and solar PV) auctions. Second, other actors (e.g., local banks, investors, developers,
consultants) in Vietnam need to acquire knowledge concerning wind energy auctions.
Amongst others, capacity building can focus on the following aspects:
-

Training session on general auction design features

Training session on material and financial pre-qualifications

Training session on evaluation of proposals and selection process
Etc.
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Chapter

08
Annex

In this Annex, the most important auction design elements and options are presented:
Pricing determination (pay-as-bid versus uniform pricing), auction format (sealed bid versus
descending clock), the auction product and pre-qualifications. In addition, potential penalties
and bid bonds for wind auctions are presented and the evaluation criteria and evaluation
process are described. Additional auction design elements which are not discussed in detail
in this report are listed at the end.
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8.1 Auction Design Elements & Options
Before the implementation of auctions, policymakers in Vietnam need to select different auction
design elements and options.
These most important elements and options are included in this annex, consisting of:
 Pricing Determination: Pay-as-Bid versus Uniform Pricing
 Auction Format: Sealed Bid versus Descending Clock
 Auction Product

 Pre-qualifications

 Penalties and bid bonds

 Evaluation criteria: Price only versus multi-criteria
 Evaluation Process

 Additional auction design elements

8.1.1 Pricing Determination: Pay-as-Bid versus Uniform Pricing
There are broadly two major price determination methodologies under auction design:

Pay-as-Bid: Via either a sealed-bid auction or a dynamic auction (see Section 8.1.2 below), in
which the price can be ascending or descending, the bidders obtain their actual bidding price.
Most countries use this approach to price determination.
Uniform Pricing: Here, the price of the last bid accepted that was set out by the auction agency so as
to reach the targeted capacity – called the ‘’clearing price’’ – defined the price for all winning bidders.
In other words, all bidders of one auction round receive the same price. This mechanism is similar
to competitive wholesale electricity markets where participants receive the market clearing price.

8.1.2 Auction Format: Sealed Bid versus Descending Clock

As the name suggests, under a sealed-bid auction, which consists of only one round, the bid
proposals are put forward in a “sealed envelope’’. Therefore, the bidders are usually bound by the
terms and prices they proposed. Most of the time, sealed-bid auctions are pay-as-bid, meaning
that the winning bidders get the price they proposed. In the bidding process, an aggregated supply
curve is created by the auction agency until the total amount of capacity (MW) targeted is reached.
The term ’sealed bid’ refers to the fact that other bidders have no information about the bidding
price of their competitors and that bidders cannot adjust bids in subsequent rounds. The ‘’sealed
bids’’ currently represent the most common renewable energy auctions, partly because their
administrative complexity is relatively low. Finally, sealed-bid auctions are seen to be the most
fitting in markets with few bidders and high risk of collusions.

Under a dynamic, descending clock auction, the auction agency will set out a price ceiling and
the call for tenders. The agency will then observe how many bidders (and as a result, how many
MW of capacity) are willing to come online at the posted price. The auction agency then gradually
reduces the price through successive steps until the total volume of supply (GWh) is equal to the
amount targeted by the auction agency (which may or may not be known to auction participants).
Under the descending clock auction mechanism, bidders typically receive uniform prices. These
auctions are most fitting in markets with strong competition and large amounts of information on
RE technology costs.

8.1.3 Auction Product

An important question related to auction design is related to the auctioned product. Most auctions
around the world ask for kilowatt-hour prices from the participating bidders (how many €/kWh do
you need to realize your wind project). In this case, the structure of the payment is the same as under
a fixed feed-in tariff currently used in Vietnam. Some countries use alternative auction products,
namely a price for the installed capacity (€/kW).
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8.1.4 Pre-qualifications
One of the primary ways to improve realization rates is to have substantial pre-qualification
requirements. Two forms of pre-qualification requirements broadly exist:

1) Financial pre-qualification requirements: this typically takes the form of a bid deposit or bid
security that has to be submitted to the auction agency and is returned upon successful completion
of the project, or if the bidder is not selected (see “Penalties and bid bond” below); this security
is often set at 5%-10% of the project’s investment cost, or expected lifetime revenue (Kreiss et al.
2017). The bid security is usually defined as a certain value per capacity bid (e.g. 50€ per kW).

2) Material pre-qualification requirements: this often takes the form of secured land, construction
plans, obtainment of construction permits, successful environmental impact assessment, secured
grid access, etc.
The table below provides an overview of the different requirements:
Table 22: Overview of Pre-Qualification Requirements
(Source: IET)
Financial Prequalification Requirements

Material Prequalification Requirements

Bid deposit

Technical and commercial viability

Demonstrated access to finance (bank letters)

Permits and securing land-use rights

Financial strength

Grid access and connection

In order to have an adequate bidding turnout, one has to pay attention to pre-qualification
requirements: stringent pre-qualification requirements can ensure that bidders are wellpositioned to reliably fulfill the proposed projects. However, excessively high pre-qualification
requirements can have a negative effect on the number of bidders and consequently reduce the
overall level of competition and thus increase prices. Thus, in the process of setting prequalification
requirements, policymakers need to find the right balance between the need to assure project
realization without limiting competition.

8.1.5 Penalties and bid bonds

Bid bonds constitute a particularly relevant tool for not only securing a fair and reliable bidding
process, but also to confirm the financial health of bidders and the real feasibility of projects. Bid
bonds can be thought of as an upfront deposit that is required prior to the bidding stage to assure
and confirm a developers’ means to actually go through with the project should it be awarded.
Usually, the bid bond represents a percentage of the price of the contract. It is usually refunded
when a developer does not receive the contract, or once the contracts are signed. Some countries
have also implemented construction bonds that are only refunded the project constructions has
been finalized.
As such, bid bonds exist to demonstrate commitment on the part of project developers. This also
helps the off-taker (and the system planner) because there is a certain security that project will
be realized and power will be delivered. However, policymakers need to keep in mind that despite
penalties and bid bonds, maybe not all projects will be realized. Assuming an 80% realization rate,
policymakers need to auction 120 MW of capacity in order to get 100 MW build.
However, several key dimensions need to be acknowledged at the time of defining bid bonds
requirements as a means to support renewable energy tenders. Firstly, the amount deposited by
bidders is crucial in order to get to the desired effects: if excessively high, the risk premiums would
increase and push away potential participants. On the contrary, suboptimal levels would only lead
to lower implementation rates. Secondly, the provision acts not only as a proof of financial health,
but defines penalties if a project is not fulfilled during the agreed timeframe.
Central elements to ensuring a successful bidding process are penalties to avoid underbidding
and underbuilding. However, one has to be careful as too high penalties can lead to very high entry
barriers and lead to a lack of competition.
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Table 23: Bid Bonds and similar Penalties for Wind Energy in selected Countries
(Source: IET based on (EWEA 2015; Wigand, et al. 2016))
Brazil

Bid bonds as part
of
pre-qualification
requirements?

Other Penalties

Realisation
period

Yes

First: 1% of
project costs
Second: 5%

Termination of
contract after
12 months
delay. Other
penalties for
deficient or
overproduction
once plant is
connected.
3 years

Denmark
(offshoreAnholt)
Yes

Between
€13.4 and
53.7 million
depending
on timing of
delay

Germany
(EEG
2017)

Italy (lowest
bid auction)

Netherlands

Yes
Yes

30€/kW

Support
reduction

No

Approx. 32
months

30 months

8.1.6 Evaluation criteria: Price only versus multi-criteria

5% of
estimate
investment
costs upon
application;
10%
thereafter
FIP will be
reduced by
0.5% per
month of
delay. After
24 months,
the FIP is
withdrawn
and the
bid bond is
withheld.
28 months

No

Exclusion
from SDE+ for
three years,
or a financial
penalty of
10% project
value for
projects
>400M€
3-4 years

Most renewable energy auctions select the winner exclusively based on the price offered. In these
price-only auctions, the bidder with the lowest bid is selected.

However, a growing number of jurisdictions include a range of non-price elements in the overall
evaluation process. This second type of auction is sometimes referred to as a “multi-criteria” auction
(Ecofys 2016; Held et al. 2014). In this way, policymakers can target specific non-price elements in the
evaluation process, such as project siting, environmental impacts, local content, or the technical quality
of bids (components used, operations and maintenance plan, etc.). Using multi-criteria can therefore be
considered one way to ensure that the auction results in high-quality, locally-accepted project, rather
than simply allocating contracts to the proponent using the lowest-cost components.
While auctions typically use price as the sole evaluation criterion in selecting bids, a number of
jurisdictions rely on a range of non-price criteria. Non-price criteria can be used to target a range
of different policymaker objectives. For instance, a number of jurisdictions are also beginning
to include further selection criteria based, for instance, on the different levels of “local content”
included in the project proposals submitted (e.g. production of solar PV modules within the
country), as well as environmental or other standards, for instance referring to sourcing from
sustainable water sources in the case of concentrating solar power (CSP) projects (GIZ 2015).

8.1.7 Evaluation Process

In order to reduce the risks of corruption in the evaluation process, some countries have established
committees for selecting projects. In California, for instance, the bid evaluation committee has
to be composed of representatives from public administration, the regulatory agency, as well as
trustable private persons from academia or others. This helps reduce the risk of bias in the project
selection process.

86

The process of selecting a project is more crucial than often believed in auction design: notably
when it comes to multi-criteria auctions, the selection committee has considerable discretion in
selecting one project or another; this is less of a risk in price-only auctions.

In the case of multi-criteria auction, the bid evaluation process should be based on clear, pointbased criteria. A further factor that can improve bid selection results is to design the bid evaluation
process (in the case of sealed bid auctions) in such a way that each individual or representative is
responsible for evaluating the same section of each proposal submitted. In this way, one individual
reviews the same section of all proposals (e.g. the technical section of the proposal) and attributes
it a point score without seeing the remainder of the project proposal, or knowing who the bidder
is. Afterwards, all point scores can be aggregated and the bids can be ranked according to their
global point score. This has the advantage of resulting in more objective evaluation processes, while
also ensuring greater consistency in the point scores given, as each individual or representative
develops expertise in evaluating that particular bid component.

8.1.8 Additional auction design elements

Next to the design elements and options discussed above, a number of additional elements can be
enclosed in auctions. This includes:
 Clear determination of typical realization period and milestone for wind power project
development in Vietnam (see tables 10 & 11).
 Price caps (upper limits of prices from bidders) to achieve low-cost deployment and avoid
windfall profits in the case of limited competition;
 Clear schedule of auctions (frequency of auction rounds in the coming years);

 Technology neutral auction design (in case Vietnam want to spur competition between
various renewable energy technologies or power generation technologies in general).

These design options will not be elaborated further since it is beyond the scope of this report.
Once Vietnam moves closer to the implementation of auctions more information can be provided
regarding these details.

8.2 Summary of Inception Field Trip Stakeholder Interviews

During the inception field trip for this report, a series of interviews with Vietnamese market
stakeholders were conducted to accurately reflect the current situation for wind power in the
country and to evaluate the expected impact of the introduction of an auction scheme for wind
power on the individual market participants.
Below, the individual, interviewed stakeholder groups are listed; in addition, a summary of the
individual stakeholder positions is provided:

8.2.1 EVN

EVN, as the central utility and grid operator, is generally supporting the introduction
of an auction support scheme, especially to provide transparency on costs and
create competitiveness among market stakeholders. EVN however does also see
several critical points on the way towards the actual implementation of such a
regime, which need to be addressed before an auction support scheme can be
implemented in Vietnam:
 The existing FIT for wind power project of 7.8 cent/kWh is not attractive enough for
developers, resulting not at least in the low project realisation figures until now. It is thus
to assume that a too high current FIT price level is not the actual issue, calling for a regime,
such as auctions, to lower the price through reversed bidding. In contrary, there should be
a discussion to probably even slightly raise the FIT tariff level to raise the attractiveness of
the Vietnamese market.
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 The existing experience of national and international wind power project developers and
investors is not sufficient for the introduction of an auction regime. Currently, only around
200 MW of wind power projects have been developed, each of them under individual
procedures.

 Before an auction regime can be introduced, the bigger legal framework needs to be revised
to address existing issue such as land securing or the inclusion of projects in the power
development plan. Also, the existing grid code will need to be further analysed and amended.
 EVN has substantial concerns related to the required grid reinforcements and grid
enlargements for the connection and operation of new wind power installations on the
grid. Especially the required lead time for the construction of new line and substations
is a concern and needs to be carefully planned in conjunction with the introduction of a
new support regime. Furthermore, the question of the related costs for the reinforcement
and enlargement needs to be addressed. Here, discussions about the cost regime need
to be initiated. Project developers should contribute to the costs for the grid connection,
respectively the inherent grid reinforcement or enlargement to connect to and operate
new installation on the grid.
 In addition, EVN also pointed out to the fact that no public information is available for
developers regarding the grid availability and the potential grid connection point, impeding
on the planking of developers.
 EVN is advising to have a pilot for auctions for example for one province or certain
predefined locations in the country to allow both developers but also the administration
to gain experience with this new form of support mechanism.

8.2.2 International Project Developers

Interviewed international developers were extremely reluctant towards the
introduction of an auction regime at this stage of the Vietnamese wind power
market. Their reservations included the following elements:

International developers believe that the Vietnamese wind power market has not
sufficiently been stimulated by the existing FIT to allow for a change of support
schemes. They perceive the FIT level as being too low. In their opinion, only if an installation is
built in an area with a high wind potential, close to the grid connection point and with a low
CAPEX rate, the given tariff level is just sufficient. For other cases, the current level is not attractive
enough, also manifested in the low realisation rates of wind projects under the FIT in Vietnam.

Central, already existing challenges would impact even more on the wind project development in
Vietnam under an auction scheme. These challenges comprise:
Land securing

The process to secure land for the wind power project is at times very lengthy and cost-intensive
and would generally not be completed prior to the bidding under an action regime. It often involves
the creation of a Special Project Vehicle (SPV), which is further lengthening the process.
Insufficient experience of national and international developers with wind power project
development in Vietnam

Procedures in Vietnam for the development of wind power projects remain complex and timeconsuming and are often localised, resulting in conditions, where project developers would have
to perform regionally different procedural steps. Under this situation, developers an upfront costs
estimation, as required for an auction regime, is not possible.
Bankability of PPA

International developers consider the offered PPA for wind power projects, signed by EVN, as not
bankable, making the financing for wind power projects in Vietnam difficult. Main argument for
this situation is the low creditworthiness of EVN internationally. A warranty of the Vietnamese
state would be required to overcome this barrier, but is until now not given.
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At the same time, interest rates for wind power projects in Vietnam are very high and local banks
are still getting used to this kind of projects. Until now, there is only a 100% recourse financing. No
project is financed through local banks on a non-recourse model. Even big international developers
are not willing to take the risk on their balances.

Under the current circumstances, international developers are pleading for an extension of the FIT
beyond 2020 (current legal framework), to ensure that also new wind power projects can benefit
from the FIT. The given remaining period of 2 years (2018–2020) would not be sufficient for a new
wind power project realisation in Vietnam. Also, developers are pleading for a slight increase of
the FIT tariff level, to raise the attractiveness of the Vietnamese wind power market. Only through
these measures a long-term reliable planning is possible, also offering better conditions for a
project financing, resulting thus in a raise of confidence of international investors and developers
in the Vietnamese wind power market.
At a later stage of market maturity, the introduction of an auction regime for wind power projects
seems possible for international developers; however, a start under a location-specific auction
model might be advised as a first step, to allow for a pre-development of the selected sites through
the government, thus easing the process for the developers. (see here also chapter 6).

8.2.3 National Project Developers

Interviewed national project developers generally expressed an interest in an
auction regime for wind power projects in Vietnam; they however also clearly
pointed out that their limited knowledge of the wind technology, respectively the
complexity of the wind power development procedure in Vietnam would make an
upfront estimation of project development costs, as required under an auction
procedure, hardly possible:
 National developers stated in this regard that they would not be able to estimate the overall
costs for a wind power project development in Vietnam under the current circumstances.
Especially, the securing of land and the related costs for the compensation of the original
land owner would differ highly thus making a reliable cost estimation impossible.
 National project developers also pointed out that existing procedures and the legal
framework would need a revision to raise the attractiveness of the Vietnamese market.
Procedures are too complex and too lengthy for an efficient project realisation.

8.2.4 Local Bank

The interviewed local bank has generally expressed its interest in an auction
regime for wind power projects in Vietnam; however, it also underlined that the
Vietnamese wind power market might not be ready yet for a change of support
scheme towards an auction regime. Their arguments included the following:

 In terms of financing of wind power projects in Vietnam, the local bank underlined the
strong interest of local financing institutions in this technology; however, it also clearly
pointed out that Vietnamese financing institutions are lacking experiences with wind
power projects and are still in a learning process. There is strong knowledge about the
financing of hydro power projects; yet, wind power projects are having a different nature
as volatile technologies and thus different requirements, also regarding the financing.

 Under the current conditions for wind power in Vietnam, local banks would only accept
recourse financing for such projects. Also, local banks would only accept applications,
which at least can provide a power investment certificate. This however is colliding with
the idea of an auction regime, where financing in principle has to be arranged prior
to the final outcome of the auction process, thus under unsecure conditions. This
would be a problem for local banks at this stage. Requirements for developers of wind
power projects set by local banks would thus be in contradiction with requirements
of the government for an auction regime, at least regarding the point in time, where
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developers would have to present documents, which depend on each other (power
investment certificate needs to be presented to bank prior to bidding; the developers
will however ever only receive it, if successful in the auction process).

 Regarding the experience of local and international developers with the wind power
technology, respectively with the requirements of the Vietnamese wind power market,
the local bank highlighted the insufficient experience of local developers with the wind
technology as well as the inexperience of international developers with the Vietnamese
procedures as central challenges, especially in the context of a future auction regime.
Developers would not be able to correctly estimate costs upfront for the project
development in Vietnam, to ensure that they place an adequate bid in an auction process.
Bids therefore risk to be too low, resulting eventually in failing projects due to insufficient
financial means.

 The local bank does not share the view that the PPA, signed by EVN for wind power projects
is not bankable due to the low creditworthiness of EVN. It underlined that a trust in the
state institutions and state-owned companies, like EVN, is a must for local banks.
 The local bank estimated that each of the 10 local Vietnamese banks can only afford up to
200 MW of wind power projects in its investment portfolio, summing up to a maximum
total of 2.000 MW. Additional capacities would require for foreign investments.

8.2.5 Regulator (ERAV)

The regulator generally pleaded in favour of the introduction of an auction regime
for wind power project; however also expressed doubt as to the question if such a
regime could immediately be introduced:

 The regulator generally welcomed the application of an auction regime for wind power
projects, yet he also outlined that the current legal framework does not provide for this
kind of support scheme.

 The regulator especially also expressed concerns as to the readiness of the grid infrastructure.
To this end, the regulator called on EVN to express their view on the introduction of auctions
and the readiness of the grid infrastructure for such a regime. In addition, the regulator also
called for a reform of the cost regime for grid reinforcement and enlargement works and
pleaded for a participation of project developers on the costs for the reinforcement and
enlargement works.
 The regulator pointed out that it might be advised to start with location-specific auctions, to
ease the process for the project developers and to only start with location-neutral auctions
at a later stage. The regulator generally expressed concerns that 2019 might be too early
for the introduction of an auction regime for wind power in Vietnam, as authorities and
the required associated grid planning might not be sufficiently prepared/developed for
the introduction of the new regime.

8.2.6 Provincial Authorities

The interviewed provincial authorities expressed an interest in an auction regime
for wind power in Vietnam; yet, all provincial authorities underlined that such a
scheme could not be applied at this stage of the market but would be an option for
the future. Different arguments were presented in this regard:

 Provincial authorities outlined that the current FiT level might be too low to attract major
investments in the Vietnamese wind power market. Thus, the major issue would not be
the costs for the state. Under these circumstances, the introduction of an auction regime,
aiming primarily at lowering costs would not address the market situation adequately.
The price is not the issue.
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 Provincial authorities also pointed out that the land securing process is highly complex
and cost-intensive and would be a central challenge for developers, especially if securing
has to be performed before the bidding. Equally, the power development plans are also
a barrier for developers under an auction regime. Developers would have to apply for
the inclusion of their projects in the plans, even in absence of a final support decision.
Their investments in terms of pre-development might be lost in the worst case; also
plans might reflect projects, which are finally not selection under the auction regime.
Provincial authorities however also stated that a revision of the planning law is ongoing
and might mitigate the impact of this issue.
 Provincial authorities also underlined the need for a comprehensive and adequate grid
infrastructure reinforcement and enlargement to ensure that additional wind power
projects can be connected and operated on the grid.
 Finally, provincial authorities expressed a strong need for a good communication between
the MOIT and themselves in providing with further supports during the development
of wind power process in Vietnam. Only a common understanding between different
administrative levels will ensure that wind power can be supported and developed in the
best way possible.
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