
Tanahu Hydropower Project (RRP NEP 43281) 

RISK ASSESSMENT AND RISK MANAGEMENT PLAN 
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Completion 
and cost risk 

High The main components of the project will be executed under 
contracts with fixed delivery dates and premiums and penalties. 
An experienced project supervision firm will oversee the 
contracted work, with dual reporting to the Asian Development 
Bank (ADB) and Nepal's authorities. The firm will supervise 
procurement, coordinate construction contractors, and align daily 
project implementation at the site with technical, financial, social, 
and environmental requirements to help reduce the risk of time 
and cost overruns. The civil works part is the most difficult to 
predict since geological conditions can easily and substantially 
change cost configurations. Overall project design and technology 
have been proven in other countries, and the engineering design 
was thoroughly examined under ADB-financed project preparatory 
technical assistance and design studies. A large amount of 
geological investigations and hydrological analyses occurred 
during the preparation stage. These collective measures will help 
mitigate overall project construction risks. Time and cost overrun 
risks are contained by the fact that the contracts follow final 
designs. Capacity development technical assistance (CDTA) will 
boost the institutional capacity of Tanahu Hydropower Limited 
(THL), the executing agency, and help it implement corporate 
policies and practices relating to financial management, 
procurement, human resource management, and safeguard 
management.  
 

Medium 

Operational 
risk (Sediment 
flushing 
system) 

High The operational risk of the sediment flushing system can be 
contained with proper early-warning systems, adequate technical 
inputs, and immediate actions. Nepal does not have the 
experience to manage this risk. The supervision consultants will. 
This is one of the reasons for structuring their mandate to cover 
supervision (main part of the mandate) and technical support to 
deal with sedimentation risk before and after project 
implementation. The consultants' technical expertise and 
experience will be instrumental during the initial years of 
operations and will also be transferred to THL staff to manage the 
sediment flushing systems according to international best 
practices. To reduce the risk of an unexpected increase in 
sedimentation, the danger of riverbank erosion was assessed in 
the preparation phase, and riverbank protection works will be 
undertaken during construction. The financial analysis contains an 
adequate provision of operation and maintenance costs.  
 
 

Medium 

Offtake risk Medium The power purchase agreement (PPA) between THL as the 
generator and the Nepal Electricity Authority (NEA) as the offtaker 
will mitigate this risk. While a full-document PPA is one of ADB’s 
conditions for disbursement of civil works and goods 
expenditures, the PPA term sheet already sets out the key 
principles to mitigate the offtake risks. First, NEA shall purchase 
THL’s power on a take-or-pay basis, and guarantee payment of 
the energy taken. If NEA is unable to take delivery of the 
contracted energy for any reasons other than those attributable to 
THL, or force majeure, or other relevant provisions of the PPA, 
NEA will have to pay THL an amount corresponding to the 
difference between actual offtake and contracted energy in 
addition to the payment for the delivered energy. In case of default 
of payments and subsequent default of letters of credit, NEA will 
allow THL a third-party sale such as power exports by providing 
access to its cross-border transmission corridor. Such a third-
party sale will also be available to THL for any additional power it 
generates beyond the contract. While NEA has never defaulted on 
PPA payments, the ADB loan agreement will also ensure the 
government’s payment obligation in case of failure of all the above 
security mechanisms against THL’s offtake risks. 

Low 
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Funding risk Medium Apart from issues related to late startup and cost overruns, one 
concern with the project is availability of timely local counterpart 
funding. The budget process in Nepal is under stress. This matter 
has been discussed at length between the government, ADB, and 
the other financiers—Abu Dhabi Fund for Development, European 
Investment Bank, and Japan International Cooperation Agency 
(JICA)—and all cofinanciers have received adequate assurances 
that local funding will be made available when required. The 
cofinanciers have agreed to the cofinancing framework and will 
sign the pertinent documents as soon as possible but in any event 
no later than the time of issuance of any final bidding documents 
relating to any contract under the project to be cofinanced by 
ADB. The execution of each cofinancier’s loan agreement will be 
one of the effectiveness conditions in the ADB loan agreement.  
 

Low 

Transmission 
connection risk  

Medium NEA will be responsible for constructing the transmission line to 
evacuate power from THL. The 37-kilometer transmission line is 
not very long and its substation will be located in the area of an 
existing substation; land acquisition will be minimized only for 
tower footprints. The construction period of 7 years is adequate 
compared with other NEA transmission projects. While a power 
transmission and interconnection agreement between NEA and 
THL is one of ADB's disbursement conditions, NEA has a 
template agreement for transmission to evacuate generated 
power. 
 

Low 

Cost escalation 
risk   

Medium  Project costs are estimated based on the latest bid prices, and 
adjusted with appropriate inflation and adequate price and 
physical contingencies. 
 

Low 

Fiduciary risk 
(procurement 
risk) 
 

Medium The project is large and so are the contracts. Besides efficiency 
and competition, in this case it is important that potential bidders 
understand and respect the process. Transparency, quality, 
efficiency, and competition will be reinforced through a strong 
facilitation role by ADB during the entire procurement process. 
Procurement packages will be made sufficiently large to attract 
competent and qualified international contractors. Public 
notification of contract awards is envisaged in line with standard 
procurement practices of ADB and JICA. THL and NEA staff, with 
support from ADB and JICA, will strongly monitor the entire 
procurement process, including prior approval of bidding 
documents and bid evaluation reports. Regular site inspections 
and review of quality and progress of works will be carried out by 
the cofinanciers’ joint missions, and by THL and NEA staff with 
the assistance of the supervision firm. NEA is the THL’s sole 
shareholder as well as its sole offtaker; the potential conflicts of 
interest will be mitigated by loan covenants and the formulation, 
under the CDTA, of a code that ensures prudent corporate 
governance. 
 

Low 

Financial 
management 
risk 

Medium The project will incorporate specific anticorruption measures, 
including (i) strict financial management with full adherence to 
monitoring and reporting systems, (ii) full disclosure of project-
related information on the website, and (iii) monitoring of the 
statement of expenditure by ADB. ADB’s Anticorruption Policy 
(1998, as amended to date) has been explained to THL and NEA. 
To support these efforts, relevant provisions will be included in the 
ADB loan agreement and the bidding documents for the project. In 
particular, all project-related contracts financed by ADB will 
include provisions specifying the right of ADB to audit and 
examine the records and accounts of all contractors, suppliers, 
consultants, and other service providers as they relate to the 
project. Since THL is a new entity, supervision support will be 
given to ensure appropriate financial management and 
governance codes of THL. CDTA will also support THL in 

Low 



3 

Risks Assessment 
without 

Mitigation 

Management Plan or Measures Assessment 
with 

Mitigation 

implementing corporate policies and practices along commercial 
principles. The ADB loan agreement will ensure that THL adopts 
corporate governance codes to manage actual or potential 
conflicts of interest as a prudent entity. 
 

Regulatory risk Medium While the government reconstituted the Electricity Tariff Fixation 
Commission (ETFC) for a tariff revision after an 11-year interval, 
the overall regulatory framework and ETFC’s capacity are still 
weak. CDTA will support ETFC in establishing a transparent and 
legitimate regulatory regime. The ADB loan agreement will assure 
continuous tariff rationalization and ETFC’s autonomous function, 
which will help ensure the sector’s governance and NEA’s 
financial health. It is one of the disbursement conditions of the 
ADB loan agreement that THL obtain all necessary licenses and 
permits from the government.   
  

Low 

Geological risk Medium When JICA and NEA conducted the feasibility studies, they 
undertook a large number of geological investigations. The 
geological conditions were further examined by THL and ADB 
during ADB-financed project preparatory facilities. Along with a bid 
process and the main construction preparation, additional 
investigations and rock tests will be continued under NEA and 
ADB finances to clarify geological conditions as much as possible.     
 

Low 

Hydrological 
risk 

Medium The hydrological risk consists of (i) a flood risk to dam safety and 
(ii) a drought risk to energy generation in the power plant. To 
mitigate the flood risk, a probable maximum flood (PMF) was 
defined as the theoretical combination of the most severe 
meteorological and hydrological conditions, and was applied to 
the design of the dam and spillway to ensure safety against PMF. 
It was confirmed through the hydraulic model test that PMF can 
be safely released from the spillway. As for the drought risk to 
power generation, the average annual generation in the power 
plant was calculated by using runoff data for 45 years. The 
independent panel of experts will include a dam safety expert for 
reviews and feedbacks during implementation. ADB-financed 
project preparatory facilities also assured that there is no risk of 
glacial lake burst.   
 

Low 

Disaster risk Medium The dam has been designed in accordance with international 
practices by considering seismic intensity that is applicable to the 
project site. Based on the erosion hazard map, riverbank 
protection will be conducted and an early-warning system (i.e., 
sirens) will be implemented along with a public awareness 
program. A dam safety expert from a panel of experts will further 
be assigned to check dam design and construction. 
 

Low 

Safeguard risk  High All safeguard documents are in accordance with ADB's Safeguard 
Policy Statement (2009). A draft resettlement and indigenous 
peoples plan and a resettlement framework, as well as an 
indigenous peoples planning framework were prepared. Social 
safeguards will be implemented and monitored with support from 
nongovernment organizations (NGOs) and civil society, with 
reviews and post evaluation. Following the environmental impact 
assessment, initial environmental examination, and environmental 
addendum, an environmental management plan will be 
implemented in collaboration with international NGOs and civil 
society. ADB will finance consulting services to conduct the 
environmental mitigation program. The supervision firm will assist 
overall implementation, and the panel of experts will review and 
guide it. The ADB loan agreement will ensure compliance with 
safeguard measures and implementation requirements.   

Medium 

Overall Medium  Low 

Source: Asian Development Bank. 
 




