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Executive Summary 
 

1. Nepal is going through a post conflict phase after a 10 year civil war. Currently, there is 
significant uncertainty in the political scenario of Nepal. The absence of consensus among major 
political parties to draft the Constitution has been one of the main factors leading to this 
uncertain political environment. Absence of consensus on the type of governance system has 
created an environment of uncertainty in Nepal. Governance indicators rank Nepal poorly 
especially in the field of political stability and rule of law. With political climate in disarray, the 
business climate and investment climate have not fared any better. 
 
2. Nepal’s electricity sector is in deficit, both in terms of energy as well as capacity. In 
addition, its financial sustainability is in doubt due to significant debt overhang, revenue gap and 
increasing losses. Despite being rich in water resources, Nepal has not been able to develop 
and exploit its potential hydropower capacity. The current installed capacity is around 700MW 
whereas annual peak demand in the National Grid had reached around 950MW1. The peak 
demand has increased by about 7% compared to last year while annual energy demand has 
seen a growth of about 11% compared to last year. As a result, the country is facing severe 
power crisis and there are concerns of increasing load shedding which is currently at 14hrs/day. 
A sharp drop in supply availability in the winter is a typical supply characteristics of Nepal’s 
electricity sector due to over dependence on run of the river hydropower plants, lack of adequate 
storage plants and lack of adequate cross border transmission capacity for power import from 
India. In addition, investments in generation, transmission and distribution have not kept in pace 
with growing demand to avoid power shortage. 
 
3. Institutionally, the electricity sector in Nepal is vertically integrated with Nepal Electricity 
Authority (NEA) acting as the incumbent public utility. However, there is private participation in 
the generation business with number of independent power producers (IPPs). The proposed 
Electricity Act 2008 has provisions to unbundle this vertically integrated public utility. However, 
the implementation of the act is uncertain at the moment as the parliament has recently been 
dissolved. In addition, there is no clear view among policy makers on how should electricity 
sector reforms be carried out. 
 
4. The Ministry of Energy (MOE) formulates energy policies and Ministry of Finance deals 
with subsidies and taxation policies. Department of Electricity Development (DOED) acts as a 
technical arm of MOE and issues licenses and carries out feasibility studies of hydropower 
projects. The DOED was established to implement ‘one window policy’ so as to ease the 
administrative process for private investors. However, this policy has been ineffective as there 
are many organizations equally powerful that issues clearances for hydropower projects. Some 
key organizations that investors need to get clearances are from the Ministry of Environment, 
Ministry of Land Reform and Management and Ministry of Forest. Recently, a new organization 
named Investment Board (IB) has been established which functions directly under the 
chairmanship of the Prime Minister of Nepal as a ‘one window’ for infrastructure projects 
including large hydropower projects. The IB functions as a parallel ministry alongside MOE to 
attract investors in the hydropower sector. However, due to limited human resources and 
probable jurisdiction clash with MOE, there are concerns regarding its success. 
 
5. Another risk in this sector is the legal and regulatory uncertainties. Hydropower projects 
in Nepal come under number of ministries and are governed under numerous legal frameworks. 
Changes in directives among ministries, which comes without prior discussion with all 

                                                 
1
 NEA Annual Report, Fiscal Year 2010/2011 

 



stakeholders creates regulatory uncertainty in this field. Investors are weary of sudden changes 
in directives from the ministries that have effect on the financial analysis of their projects. The 
lack of inter-ministry coordination has been one of the reasons for policy uncertainty regarding 
promotion of hydropower in Nepal. This is one of the risks that participants in this study have 
acknowledged as one of the key risks for investors. 
 
6. The financial sustainability of the public utility is in doubt and poses a key risk for 
investors. The financial scenario of NEA is in poor condition. NEA being a public utility is 
completely government controlled entity and fails to operate under strict business principles. It is 
not able to make key decisions regarding investments and its financial matters. It suffers from 
significant revenue gap due to rising cost of generation and stagnant revenue from electricity 
sales. NEA incurred a net loss of about NRs. 6.5 billion in the FY 2010/11. The accumulated loss 
reached NRs. 27.5 billion at the end of FY 2010/11. Electricity tariff increase is a politically 
sensitive issue in Nepal. There are concerns that the independent body, Electricity Tariff Fixation 
Committee (ETFC) is under the influence of the government. NEA suffers from politically 
induced market distortion. The electricity tariff remained unrevised for more than a decade 
despite rising operating costs of NEA. Recently, ETFC revised the tariff by 20% but NEA officials 
say this is still inadequate.  
 
7. In addition to revenue gap, NEA suffers from significant losses in transmission and 
distribution of electricity. The system losses stand at 28%. A significant part of this loss is due to 
theft and pilferage of electricity by hooking and tampering of meters. As part of a programme to 
reduce load shedding, NEA has recently emphasised in its campaign to curb electricity theft. 
However, there is very little progress; besides, NEA does not have a proper energy accounting 
to identify technical and non technical losses. Technical losses can be reduced by proper 
maintenance of lines and substations whereas non technical losses require effective policing 
and penalties for wrong doers. One of the reasons for high technical losses could be due to 
distribution lines whose length is beyond their technical limit. There are concerns that this 
practice is due to pressure from politically powerful people who ask NEA to construct such long 
electric lines. 
 
8. Total receivable by the end of FY 2010/11 reached NRs. 7.2 billion from previous year’s 
figure of NRs. 6.1 billion registering 19.42% increase. NEA has maintained a collection rate of 
93% from individual and private sector but 34.69% of total receivables is contributed from 
municipalities, government offices and public institutions that stood approximately NRs.2.52 
billion at the end of FY 2010/11. The poor financial performance of NEA limits its ability to fund 
capacity expansion plans crucial for a country with significant demand supply gap. Recognizing 
the grave financial situation of NEA a special task force prepared Financial Recovery Plan for 
NEA. However, the plan has yet to be implemented. 
 
9. NEA does not have adequate capacity for procurement and managing contracts. The 
variations from contractors and delays in constructions have increased the cost of number of 
hydropower projects. NEA lacks decision making capacity to review and to respond to 
contractor’s claim and variations. There have also been cases of procurement of substandard 
equipments from the contractors which suggest a need to establish a lab testing for equipments 
when they are purchased. 

 
 

 



 

 
 

I. Introduction 

1. ADB’s current Country Partnership Strategy (CPS) is ending in 2012 and the Nepal 
Resident Mission (NRM) has initiated work to prepare the next CPS. A number of studies are 
commissioned to provide background information for the CPS and also to help provide strategic 
direction. Given the political transition currently underway in Nepal, ADB has placed an 
increased emphasis on identifying and mitigating governance risks for all new projects and 
programs. The findings from the energy sector risk assessment would be used to feed-in 
important lessons learnt as new energy sector projects and programs are designed in the future. 
This study focuses solely on the electricity subsector of Nepal. 
 
A.  Purpose 

2. The objective of this study is to assess PFM, procurement, and corruption risks for both 
country systems, and ADB/donor project systems where these exist, for the electricity sector, 
resulting in a risk assessment (RA) report and risk management plan (RMP). 
 
B. Methodology 

1. Analytic Framework 

3. The adopted analytic framework for risk assessment in the electricity sector is based on 
ADB’s Guidance Note on Electricity Sector Risk Assessment2. The analytic framework 
categorizes three dimensions of generic risks namely institutional risks, organizational risks and 
operational risks. As ADB requires RA including PFM, procurement and corruption risks for CPS 
preparation, the study focuses on the risks with a mitigation plan containing practical ADB 
actions where possible. 
 

2. Literature review 

4. Information has been collected from relevant published materials related to the electricity 
sector from government and non-governmental organizations. The Acts and regulations from 
concerned government departments also have been referred in this study. Reports from auditor 
general, annual reports from concerned organizations and study reports from donor 
organizations are also referred for this study. 
 

3. Primary Research 

5. Primary research involved interviews with government official at policy making level as 
well as donors and independent power producers (IPPs) who are active in the power sector of 
Nepal. The list of people met is given in Annex B. In addition to getting insight on existing sector 
risks, the current and planned reforms of the government in this sector was also discussed with 
relevant stakeholders. A workshop was also organized after the preparation of the draft report to 
discuss its findings with government oficials and ADB officials. The comments on the draft report 
have been incorporated into the final report. 
 

4. Assessment of Risks Identified and Risk management plan 

6. The identified risks related to the electricity sector and practical risk management plan 
has been presented in Annex A. These risks have been identified based on issues highlighted in 
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the annual report of Auditor General, donor reports and interviews with power producers, 
government utility as well as two stakeholder workshops that were held by IPP association and 
FNCCI3. 
 
C. Reading guide 

I. Introduction 
II. Country Context 

III. Sector Description 
IV. Findings 
V. Annexes 
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II.        Country Context 
 

A. General background of Nepal 

8. Nepal is a landlocked country between two large neighbours - India and China. It is one 
of the poorest countries in the world with per capita GNI of only $540 (as per World Bank 
database 20114). ADB’s statistics shows population living below national poverty line is 25% in 
2010. 
 
B. Political Scenario 

9. Politically, Nepal is going through a post conflict phase following a 10 year Maoist 
insurgency that ended in 2006. Election for Constitutional Assembly (CA) was held in 2008; the 
aim of CA was to promulgate a new constitution of Nepal by 2010. However, the tenure of the 
assembly was increased by two years but recently got dissolved in May 2012 due to lack of 
consensus among political parties. Currently with the absence of functioning parliament the 
government is reduced to a caretaker government until new elections are held. Political stability 
is being perceived as the most serious risk. It is considered as a significant barrier for better 
business environment and projects a poor investment climate to the prospective investor. 
Political breakthrough and consensus among political parties are necessary to mitigate this risk. 
  
10. Political instability has been a major hurdle in ensuring sustainable development of the 
nation since democracy was instituted in Nepal in 1990. Between 1990 and 2008 there has been 
14 changes in the prime minister position; while, in the last four years, 2008-2012, Nepal has 
seen five different prime ministers. This fickleness in the political stage has resulted in poor rule 
of law contributing to growing pessimism in the private sector. In addition, because of defunct 
parliament, the constitutional bodies to ensure transparency in the public sector are also getting 
weak.  
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C. Governance 

11. Present governance system includes a centralised government based in the capital 
Kathmandu. There are five development regions and 75 districts. Currently, the major political 
debates are on types of federal governance and mechanisms to accommodate diverse social, 
cultural and ethnic identities in the governance system. However, with political deadlock, there is 
uncertainty as to the type of governance system that would be implemented in future.  
 
12. Nepal’s governance indicators are poor according to the World Governance Indicators (A 
World Bank initiative to compare governance of all countries). The stated indictors for 2001 are 
as follows: 
 

Governance Indicators Percentile Rank5 (0-100) 

Voice and accountability 31.5 

Political stability/Absence of violence 6.1 
Government effectiveness 22.7 
Regulatory Quality 25.6 
Rule of law 17.4 
Control of corruption 23.7 

       
13. These indicators consolidate the general perception of weak governance system in 
Nepal. Especially the political stability indicator with just 6.1 ranks Nepal among the least 
politically stable countries in the world.  
 
D. Economy 

14. After reaching a growth rate of 5.8% in FY 2008, Nepal’s economic growth dropped to 
3.5% in FY 2011 restrained by slower growth in the worker remittances that underpin consumer 
spending, a deep correction in the real estate market, and continued political uncertainties. 
Industrial growth fell by half, reflecting severe fuel and electricity shortages, weak construction, 
and the closure of several manufacturing plants owing to labour–management disputes. 
Economic performance in the near future depends on how the political situation evolves. Timely 
completion of the peace process and drafting of new constitution will allow political leaders to 
refocus on the economic agenda. 
 
15. Nepal also suffers from politically induced market distortions. Management of fuel supply 
and electricity are clear examples of government induced market distortion. The GON subsidizes 
fossil fuel and has not ventured to reform Nepal Oil Corporation resulting in number of fuel 
crises. Similarly, lack of reforms in NEA and lack of tariff revisions have depleted the financial 
capacity of the public utility to invest in generation addition resulting in severe power crisis. 
  

III. Sector Description 
 

A. Overview of Nepal’s electricity sector 

16. Due to availability of large number of snow fed and monsoon fed rivers in Nepal, there is 
a large potential for hydropower development. However, large part of the energy need in Nepal 
comes from biomass that includes fuel wood, agricultural waste and animal waste. Infrastructure 
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for electricity is insufficient and only one per cent of energy need comes from electricity6. In case 
of Nepal, water resources are considered among the most important natural resource for 
economic development largely because of the opportunities for significant hydropower 
production in Nepal. The possibility of replacing biomass (which are unhealthy and causes 
deforestation) and fossil fuel (which need to be imported at high cost) through cheap and cleanly 
generated electricity has been one of the key reasons for policy makers to put emphasis on 
hydropower development in Nepal.  
 
17. Nepal’s electricity accessibility is very low. Only about half of the population has access 
to electricity in Nepal. Annual per capita consumption of electricity in Nepal is only 91 kWh7 
which is far less than its neighbouring countries Bangladesh (252kWh) and India (571 kWh). 
These figures show a drastic need to improve the power sector infrastructure in Nepal to provide 
a strong base for its overall economic development. 
 
18. The first hydroelectric plant in Nepal, Pharping hydroelectric plant, was constructed in 
1911. Even after more than a century of having established this project, Nepal has merely 705 
MW of installed capacity8 out of which hydropower consists of about 650 MW. The Hydropower 
policy of Nepal9 states that 42,000 MW is technically and financially feasible. However, the 
achieved installed capacity is a fraction of the nation’s hydropower potential.  
 
19. In 2011/2012, the forecasted load is projected to be 1056 MW10. Recent data shows 7% 
peak load growth per year. With limited addition of new generation capacity, the country is 
currently going through a serious power crisis as load shedding hours in dry season has peaked 
to 18 hrs per day. 
 
20. There are three main characteristics of Nepal’s electricity sector. First, the supply side 
has a seasonal variation. During monsoon season, the power plants run at their rated capacity; 
while during dry season, due to low level of water in the rivers, the power output is diminished 
significantly. In addition, Nepal has about 50% of hydropower as peaking run of river (PROR), 
35% as run of the river type and 15% as storage type hydro plants. Because of large number of 
PROR, the daily load management is efficient, however, due to few storage type plants the 
country faces serious seasonal load management problems. Second, the demand side has a 
large base of residential consumer with more than 40% of energy sales. The daily peak demand 
occurs at two times: one in the morning and one in the evening. In addition, the demand side is 
fraught with significant technical and non-technical losses. A third characteristic of Nepal’s 
electricity sector is its financial management. The pricing of electricity is not dynamic. The recent 
tariff hike took place in 2012 after more than a decade of flat rate. Although, national inflation 
has been around 8% per annum the electricity price was stagnant for 10 years. This lack of price 
revision is one of the reasons behind weak financial position of the government utility. A 
sustainable power sector devoid of load shedding is possible if these systemic characteristics 
are addressed in a holistic manner. 
 
B. Organization of electricity sector 

21. The electricity sector in Nepal is dominated by the Nepal Electricity Authority (NEA) a 
vertically integrated government owned and government controlled utility with several IPPs. 

                                                 
6
http://www.sari-energy.org/pagefiles/countries/nepal_energy_detail.asp 

7
http://data.worldbank.org/indicator/EG.USE.ELEC.KH.PC (World Bank database 2009) 

8
Annual report of NEA 2011 

9
 Hydropower Policy of Nepal 2001, MoE 

10
 Source: NEA, Annual report 2011 
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Secretary of Ministry of Energy (MOE) and Secretary of Ministry of Finance (MOF) are members 
of board of directors of NEA. This has raised concerns of government’s strong influence on the 
management of NEA. Although on paper NEA is considered as an autonomous body, it does not 
have independence in crafting its own financial and corporate policies. NEA still owns majority 
share in power generation with 75% of the total installed capacity while local IPP owns 9% and 
Joint Venture IPP own 16%11. Transmission and distribution business is solely under the 
jurisdiction of NEA. 
 

1. Policy framework 

22. The key participants in policy making are MoE, MOF, Water and Energy Commission 
Secretariat (WECS). Department of Electricity Development (DoED) is a technical arm of the 
MOE and deals with licensing and feasibility studies of hydropower projects. NEA is the 
government utility and engages in generation, transmission and distribution business. A 
schematic representation of key participants in policy making is shown in Figure 1. 
 
23. Absence of consensus in constitution drafting process has resulted in significant political 
uncertainty. There is no clear understanding on how the electricity sector would be governed 
under a federal system. In addition, the proposed NEA restructuring plan is still only on paper. 
 
24. Improving governance is necessary; currently MOE has to take this role. However, it 
cannot be a substitute for an independent regulatory body who could be trusted with ensuring 
clarity of rules and accountability among all stakeholders participating in the electricity sector. 
The proposed bill to establish an independent regulator is suspended due to dissolution of the 
parliament. 

 

Figure 1 A schematic representation of stakeholders in policy making of Nepal's 
electricity sector 
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One window policy 
 
25. There are concerns over inter-ministry lack of coordination. As a result, project delays 
have occurred due to delays in decision making from other ministries like Ministry for 
Environment, Ministry of Land Reform, and Ministry of Forest. In addition, the government policy 
of making DoED as a one window stop for hydropower development is not effective as other 
stakeholders have significant influence on project development. A stakeholder analysis is 
presented in Table 1 (Annex C) indicating the roles, importance and degree of influence among 
various stakeholders in the promotion, planning, and execution of hydropower projects12. 
 
26. Recently, a new organization named Investment Board has been established as a one 
window stop for investors in infrastructure sector. IB acts like a parallel ministry directly under 
the Prime minister of Nepal. However, due to lack of adequate human resources and concerns 
of overlapping jurisdiction with other ministries, government officials have questioned the 
success of such an organization as a ‘one window’ stop. 
 

2. Legal framework 

27. Electricity Act 1992 forms the basis of electricity sector development in Nepal. The laws 
relating to survey, generation, transmission and distribution of electricity as well as 
standardization and safeguard issues relating to electricity services comes under this Act. This 
Act brought in incentives for private investment through tax holidays and customs duty 
exemption and provides a legal basis for private participation in generation, transmission and 
distribution business. In 2001, the Government of Nepal introduced a new Hydropower Policy 
which sought to introduce competitive environment for electricity development with set up of an 
independent regulatory body and unbundling of NEA. However, the proposition has remained on 
paper and has not been incorporated into new legislation. The proposed Electricity Act 2008 has 
been sent to the parliament for its promulgation but has not yet been implemented. Similarly, the 
proposed Nepal Electricity Regulatory Commission Act 2008 is also awaiting its promulgation. 
With the dissolution of the Constituent Assembly, the implementation of these Acts in the near 
future is not probable. 
 
28. Recently, the Government of Nepal established a new organization named Investment 
Board (IB) to manage infrastructure projects under the Investment Board Act 2010. Under this 
Act, in addition to other infrastructure projects like road transport, airport etc, large hydropower 
projects above 500MW come under the jurisdiction of IB. The aim of the IB is to create an 
environment for investment in infrastructure development and to manage and mobilize 
investment of public-private partnership, and national as well as foreign private investor. The IB 
functions as a parallel ministry directly under the chairmanship of the Prime Minister of Nepal. 
The IB is formed to function as a “one window” for investors by providing a platform for 
coordination between various ministries as well as government and local bodies; however, due 
to lack of adequate staff and possibility of overlapping of jurisdiction with MOE, there are 
concerns of its effectiveness. 
 
29. In addition to these, there are a number of Acts and regulations that are relevant to the 
electricity sector in Nepal. Some of them are Foreign Employment and Technology Transfer Act, 
1992, Industrial Enterprise Act 1992, Water Resources Act 1992, Financial Administration 
Regulation 2011 of NEA and Electricity Theft Control Act 2001 among others. In addition to 
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these basic legislative frameworks, hydropower projects come under directives of number of 
ministries which complicates the governance of the sector resulting in delays and lack of 
coherent government policy. 
 
C.  General status on PFM, procurement and Corruption Control in Nepal 

30. Financial Procedures Act 1999 and Financial Administration Regulations1999 form the 
legal basis for public finance management (PFM). MOF acts as the main government body 
responsible for public finance management. The Financial Comptroller General’s Office carries 
out the accounting and internal auditing function. The Office of the Auditor General carries out 
the external audit function of government institutions including energy related organizations like 
MOE, Department of Electricity Development, NEA and some hydropower projects. 
 
31. Public procurement in Nepal is governed by the Public Procurement Act 2007 and Public 
Procurement Regulations 2007. The Act aims to ensure good governance in the procurement 
system of public entities and promote transparency and efficiency. The public procurement 
monitoring office is preparing to introduce e-bidding to reduce procurement delays, reduce 
administrative costs and avoid collusion among bidders and increase transparency in the 
procurement process. The organization is also working on harmonizing procurement process 
among public entities by introducing a standardized bidding document. 
 
32. Corruption Control Act 2002, Commission for Investigation of Abuse of Authority Act 
1992 and Right to Information Act are the legal framework for corruption control in Nepal. 
Commission for Investigation of Abuse of Authority (CIAA), National Vigilance Centre, Office of 
the Auditor General (OAG), Public Accounts Committee and Department of Revenue 
Investigation play key roles in corruption control in the public sector. The Transparency 
International ranks Nepal at 154th position among 183 countries with a corruption perception 
index of only 2.2 in 201113. 
 

IV. Findings 

 

A. Institutional Risks 

1. Policy risks 

33. In addition to policy changes with political changes, policy instability due to frequent 
changes in directives by concerned ministries has been one of the key policy risks in Nepal’s 
power sector. There is lack of coherent planning among different organizations. In addition, as 
power projects fall under the jurisdiction of more than one ministry, inter-ministerial coordination 
is realized as a necessity during the planning phases of power projects to avoid later delays and 
complications. Recently, the IB introduced a ‘project development agreement (PDA)’ which if 
signed between the investors and the Government of Nepal, will ensure the investors against 
policy instability. However, its successful implementation is yet to be seen.  
 
34. There is lack of commitment at the political level to reform the public utility. Despite 
recognizing its need14 the restructuring of NEA is questionable. There is lack of clear views 
among policymakers on how best to reform the public utility. 
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35. There are concerns of political interference in the management of NEA. The presence of 
about 7 unions with different political affiliations alone speaks volume about the political 
interference of the public utility. There is lack of financial and management autonomy of NEA. 
The board of directors of NEA includes members from ministries. Hence, decision making on 
financial and corporate management is not independent from the MOE. 
 
36. Although DoED has been established as a one window policy for development of power 
projects in Nepal, this policy is not effective as other stakeholders play significant role and are 
usually the cause of delays in project implementation. Notably among them are other ministries 
who have their own directives and procedures which the developers need to pursue separately. 
This often causes project delays. Recently, the Ministry of Forest issued a new directive which 
imposes Payment for Environmental Services on hydropower projects. According to this new 
directive the promoters of hydropower projects need to pay 5% of their net profit for this purpose. 
This kind of policy change affects the financial analysis of the power projects and may even 
jeopardize the implementation of the project. 
 
37. There are also concerns of transparency and accountability in the licensing procedures 
of hydropower projects. Recently, due to these concerns, DoED has tightened licensing 
procedures. 
 

2. Legal risks 

38. From our interviews with stakeholders, some of the issues in the legal and policy 
framework governing power sector are listed below. 

(i) Legal inconsistencies (lack of inter ministry coordination in drafting Acts and 
regulations) 

(ii) Complex framework that governs royalties, pricing, power purchase agreement, tax & 
duties, licensing  

(iii) Delays in implementation of new Electricity Act and Regulatory Act has created an 
environment of regulatory and legal uncertainty 

(iv) Foreign Investment Act need to be revised and updated to make it investment 
friendly 

(v) Need for stability in the tax regime which comes under Income Tax Act of MOF 
 
39. Hydropower projects in Nepal come under number of ministries and are governed under 
numerous legal frameworks. Changes in directives among ministries, which comes without prior 
discussion with all stakeholders creates regulatory uncertainty in this field. Investors are weary 
of sudden changes in directives from the ministries that have effect on the financial analysis of 
their projects. 
 
B. Financial management 

40. Planning, budgeting and expenditure management is centrally controlled through MOF 
and National Planning Commission (NPC). The five year development plans of NPC and the 
annual budget are not always focused on the same developmental priorities. Since fund 
availability is almost always less than budgeted, fund rationing was often adopted; and funding 
was provided to those sectors which had utilized their previous allocations quickly. Thus the fund 
release system favored quick spenders, rather than development priorities, and sectors such as 
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electricity and local development gained at the expense of agriculture, irrigation and forestry, 
despite their importance for poverty reduction15.  
 
41. The financial performance of public entities indicates that NEA is one of the big loss-
making public entities along with Nepal Oil Corporation (NOC) and Rastriya Banijya Bank. Both 
NOC and NEA suffer low level of internal efficiency, over staffing, unionization and poor 
management and accounting practices. In case of NEA, high power purchase cost together with 
high system losses contribute to its increasing cost structure while the revenue stream is marked 
with flat rate of tariff which was only recently revised after more than a decade. 
 
42. NEA maintains its accounts in accordance with the Nepal Accounting Standards. The 
financial position of NEA16 is weak with significant debt overhang and large revenue gap. The 
organization is technically insolvent with internal cash flows unable to service existing debt or 
fund any capital expansion without significant support from donors. NEA’s average cost of 
service stands at NRs. 9.40 per kWh against its average net revenue rate of NRs. 6.58 per kWh 
in FY 2010/11. After contribution from other income of NRs. 0.43 per kWh, NEA suffered a loss 
of NRs 2.39 per every kWh of energy sold. As a result, NEA incurred a net loss of about NRs. 
6.5 billion in the FY 2010/11. The accumulated loss reached NRs. 27.5 billion at the end of FY 
2010/11. Retail tariff has the largest bearing on NEA’s revenue and ultimately on income 
statement. The tariff was revised by 20% upward after a decade of stagnant flat rate; however, 
the hike is still considered insufficient to maintain financial sustainability of NEA. 
 
43. At a time when there is significant gap between cost of service and revenue, the internal 
cost of NEA is also increasing. Operating expenses increased by 3.36% from NRs. 19.3 billion in 
FY 2009/10 to NRs. 20 billion in FY 2010/11. The growth was primarily due to the increase in 
power purchase costs, as well as staff costs incurred during the FY 2010/11. The power 
purchase cost increased by 12.42% over previous year's fillio. The significant increase in its own 
generation costs are attributable to increasing staff costs due to hikes in employee 
remunerations instituted by the Government of Nepal, a 48% increase in repairs and 
maintenance due to major overhauling program of power houses as well as increase in cost of 
spare parts. In addition, import from India and escalation of power purchase rate also 
contributed to increase in power purchase cost. 
 
44. Total receivable by the end of FY 2010/11 reached NRs. 7.2 billion from previous year’s 
figure of NRs. 6.1 billion registering 19.42% increase. NEA has maintained a collection rate of 
93% from individual and private sector but 34.69% of total receivables is contributed from 
municipalities, government offices and public institutions that stood approximately NRs.2.52 
billion at the end of FY 2010/11. The poor financial performance of NEA limits its ability to fund 
capacity expansion plans crucial for a country with significant demand supply gap. 
 
45. NEA is required to achieve a number of covenants in respect of borrowing from the donor 
agencies. Major covenants related to financial performance are Rate of Return (RoR) (6%), Self 
Financing Ratio (SFR) (23%), Debt Service Coverage Ratio (DSCR) (1.2 times), Average 
Collection Period (ACP) (<3month) and Average Payment Period (APP) (<3month). NEA could 
not achieve any of the above loan covenants due to the deteriorating financial health. 
Considering the weakening financial health of NEA, the World Bank revised these covenants 
while granting the additional financing to Power Development Project. Accordingly, NEA has to 
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comply with only ACP and APP towards World Bank funded projects. In FY 2010/11, NEA was 
unable to achieve both of these covenants17. 
 
46. Government of Nepal and NEA realize this grave financial situation and in order to 
address the problem, a comprehensive Financial Recovery Plan (FRP) was prepared by a 
special task force. Some of the key recommendation of the FRP are: recapitalization of NEA by 
increasing authorized capital of NEA from NRs. 30 billion to NRs 100 billion and converting 
accumulated losses to equity; separation of rural electrification responsibility, operation, assets 
and liability from NEA to a new rural electrification company; government to settle immediately 
accounts receivables of NRs. 3 billion due from the government; reduce interest rate on 
government loans to NEA to 5%; provide government subsidy to cover the escalation in the 
power purchase cost of NEA; raise tariffs by minimum of 30%. This FRP is yet to be discussed 
and revised by the government. The Government of Nepal is expected to implement these 
actions once the political situation stabilizes. 
 
47. The tariff structure of electricity in Nepal is a flat rate system. However, there is a 
recognized need to align the tariff structure with demand using features like seasonal pricing, 
time of day price and availability based rates. While it is the responsibility of ETFC (Electricity 
Tariff Fixation Committee) to revise tariffs, the committee revised tariff only recently after a 10 
years gap. Although, ETFC is considered to be an independent body, there are concerns that it 
is under the influence of government who considers price hikes as politically sensitive issue. The 
proposed Act of 2008 aims to establish a regulatory commission by turning ETFC into an 
independent regulatory body; the Act has not been implemented till now. 
 
48. Office of Auditor General is responsible for auditing the accounts of NEA. Audit of NEA is 
carried by qualified and experienced private auditing firm appointed by the office of the auditor 
general. However, there are concerns of delays in submission of audit reports. NEA has recently 
recruited a consulting firm, Deloitte Touché and Tohmatsu to support strengthening of financial 
management of NEA. The aim of the consultant is to reform account system of NEA, providing 
training to NEA staff, assist in clearing backlogs irregularities pointed out in auditor’s report and 
computerization of financial management system of NEA among others.  
 
49. Despite continuous efforts to control system losses there have not been significant 
achievements. Total system losses stood at around 28%. In addition there is no written 
separation of losses between technical losses and non-technical losses (which includes theft, 
meter tampering etc.). NEA lacks manpower for energy audits. With support from the World 
Bank, NEA aims to put a system for regular energy audit of large customers and verification of 
the metering system. 
 
50. NEA does not have a sound risk management strategy. Most of the demand risk, market 
risk and currency fluctuation risks are taken by the public utility. There is no facility that absorbs 
extra demand during off peak hours while there is lack of sufficient capacity to transfer excess 
power abroad. As a result, NEA has to pay for energy that could not be sold. Sudden changes in 
demand occur due to strikes or line disruptions; these events affect sales of electricity as 
planned earlier. Risks arising from demand fluctuations and market price fluctuations are taken 
by NEA alone and there is no risk sharing mechanism between power producers and NEA. 
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C. Procurement 

51. NEA does not have sufficient capacity to design and manage large projects. There are 
also cases of weak contract management. In case of Chameliya hydropower project, which was 
started in 2006, according to audit reports of office of Auditor General, delayed payments to the 
contractor has doubled the per kW cost of the project. The report also highlights concerns 
related to NEA’s decision making capacity to review and respond to the contractor’s claim and 
variations. 
 
52. There are also concerns regarding contract management of Kulekhani III hydropower 
project. Sino Hydro, the Chinese company for the civil works of this project had breached the 
contract with the government citing NEA’s failure to provide compensation as demanded and 
cost overruns. As per the contract, the contractor was supposed to complete the civil work, 
including tunnel construction, underground reservoir and road construction, by Dec 7, 2011, but 
failed to meet the deadline. Instead, it asked the NEA for an additional three-year term for the 
completion of the project. After talks with the government officials, the company agreed to get 
back to work after being assured its demands would be fulfilled. One of the reasons for the 
delays is due delayed tunnel construction as the government did not allow cutting down of trees 
in the project area. Similarly, NEA has agreed to extend the term of another Chinese sub 
contractor for the construction of electro mechanical part of Kulekhani III hydropower project. 
The Chinese company had taken the responsibility of electro mechanical works some 18 months 
ago, promising to complete its work within July 17, 2012. However, owing to disturbances at the 
project site and delays from consultants, less than 20 percent of the works have been completed 
so far. Construction began in April 2008 and only 45% of the work is completed in the last four 
years. Due to contractor’s variation, the cost of this project is likely to double in this case as well.  
 
53. In case of Trishuli 3 A, the contractor (China Gezhouba Group Company) proposed a 
design variation to upgrade the plant capacity from 60MW to 90MW after almost 20% of the 
work has been completed. The existing contract model with the contractor does not allow 
making any changes to the contract. Despite two previous recommendations from NEA not to 
upgrade the project, MOE has been lobbying to upgrade the project. The variation would 
increase the cost of the project by NRs 3 billion to its estimated cost of NRs. 10 billion. 
 
54. These examples show that timely completions of the project and variations made by the 
contractors need to be strictly monitored. NEA needs to develop its procurement and contract 
management capacity to overview if the contractor has placed adequate human resources at the 
project site, brought all the equipments necessary for construction and followed the time 
schedule as per the contract. 
 
55. There is also lack of risk sharing mechanism while contracting as well. Risks arising due 
to delays from unforeseen events like strikes, fuel shortage and availability of construction 
materials are borne by NEA. 
 
56. NEA’s Power Purchase Agreement rate for projects below 25MW is stated while above 
25MW the rates are negotiable increasing uncertainty for large projects. 
 
D. Operational Risks 

57. Despite the widening supply demand gap, the public utility has not been able to invest in 
new generation capacity. There is no clear strategy in the power sector: institutional strategy, 
long term investment strategy, financial strategy, import strategy and technical strategy among 
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others should have been a key feature in the development policy of power sector. In addition, 
the poor business environment, political turmoil and labour issues have hampered private 
investments in the addition of new capacity to the system. There is also lack of uniform 
government policy on generation mix and there is no clear view on what is the optimum mix of 
storage and run of river projects. Storage type projects have downstream benefits. The 
implementation of such projects requires bilateral agreement with neighbouring country (India) 
regarding benefit sharing mechanism. There is lack of political consensus with Nepal on the 
format of such a sharing mechanism.  
 
58. One of the key issues as pointed out by many interviewees has been lack of coherent 
transmission line planning in Nepal. The construction of transmission lines are considered to be 
ad hoc. In addition, transmission capacity is not sufficient for internal evacuation of power. The 
transmission line capacity is limited for cross border exchange of power between India and 
Nepal. However, a new project to enhance cross border capacity is underway with the 
assistance of the World Bank. 
 
59. The extension of distribution lines are inefficient resulting in increase in technical losses. 
There are concerns that distribution lines from a transformer are extended beyond technically 
permitted distances increasing significant line losses. The distribution lines, transformers and 
substations are not adequately maintained due to poor financial condition of the utility which 
further increase technical losses. 
 
60. Poor collection from municipalities for street lights and temples and absence of adequate 
metering for street lights has been highlighted in the Auditor General’s annual report. 
 
E. Corruption Control 

61. With defunct parliament and Government being reduced to a caretaker government, the 
heads of constitutional bodies (CIAA and OAG) are being vacant after the expiry of tenure of 
previous heads.  
 
62. NEA has recently embarked on selecting its managing director through competitive 
procedure. However, the newly selected director resigned from his position before completing 
his full term. Mr. Deependra Nath Sharma who was hired as the first executive director through 
open competition had resigned in mid-November 2011 after facing political pressure and union 
problems. Soon after Sharma resigned, the erstwhile energy minister Post Bahadur Bogati 
started the selection process but it could not be completed after the CIAA asked the ministry to 
appoint the chief through competitive bidding process. Currently, Mahendral Lal Shrestha is 
acting managing director of NEA. He is the third acting managing director after Mr Deependra 
Nath Sharma; the government has not been able to select a full term chief for NEA due to 
complications in the selection process. 
 
63. Recent studies indicate corruption as one of the barriers. There are concerns of 
irregularities in licensing process. The license for generation and surveying are provided by 
DoED. Transparency, accountability and predictability in the award of licenses are possible. 
There are also concerns that individuals carrying out electricity pilferage are not penalized due to 
lack of strong political commitment to punish such acts. In addition, the management of assets 
has been in question as audit reports have identified mismanagement of vehicles in NEA and 
MOE. 
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64. Recently, there were allegations of irregularities in procurement of distribution 
transformers. The transformers were purchased from China’s Hubei Electronics company. The 
faulty transformers included aluminium wires instead of copper wires which could increase risk 
of fire and system loss as well as shorten its life span. A recent probe suggested inferior 
transformers have been imported from Thailand and China. The inferior transformers resulted in 
higher leakages and some of them went defunct early. Such problems were seen in all 4,657 
units imported in the last five years. CIAA has begun its investigation into substandard 
transformers purchased by Nepal Electricity Authority (NEA) since 2008. 
 
65. There are further concerns that one of the reasons for a huge technical loss in 
distribution is that the distribution lines are drawn beyond their technically permitted limits to 
satisfy the demands of some politicians. 
 
F. Donor Engagement 

66. ADB is financing Energy Access and Efficiency Improvement Project which is supporting 
investments in transmission and distribution network, loss reduction, renewable energy and 
energy efficiency. ADB also finances number of technical assistance activities in support of 
energy development. Together with Japan International Cooperation Agency (JICA) and 
European Investment Bank (EIB), ADB is considering for financing the Tanahu Hydropower 
Project. ADB is also partnering with World Bank in supporting Government of Nepal for Scaling 
Up Renewable Energy Program (SREP).  
67. The World Bank group (IDA and IFC) is supporting Nepal’s energy sector development 
through lending and non lending activities. The ongoing IDA-funded Power Development Project 
includes support to transmission and distribution system strengthening, micro hydro based 
village electrification, rehabilitation of existing generation, technical assistance for MoE and 
institutional strengthening of NEA. The World Bank is also supporting a project for cross border 
transmission line between India and Nepal to facilitate power trade. 
 
68. India and Nepal continue bilateral cooperation in areas of power generation and 
exchange. About 10 per cent of Nepal’s installed hydropower capacity has been realised through 
assistance from India.  Bilateral agreements have allowed 150 MW of power exchange between 
Nepal and India. Currently, India is assisting in: rehabilitation of Devighat HEP, implementation 
of 250MW Naumure Storage Project, development of 27MW Rahughat HEP, and 
implementation of 400kV Dhalkebar-Muzzafapur cross border transmission line. Peoples 
Republic of China has begun providing assistance in Nepal’s energy sector (10MW Sunkoshi 
hydro project, soft loan for 60MW Trishuli HEP, and study of 400MW NalsyaguGad HEP). 
Chinese company Sinohydro, in a joint venture, is developing the Upper Marshyangdi (50MW) 
and the Hydrochina Corporation is developing the Trishuli 2 (102MW)18. 
 
69. Both Denmark and Norway are major donors to the Electricity Sector Assistance 
Program which supports increasing access to electricity in rural Nepal through renewable energy 
application. Statnett, Norwegian Grid Company, will provide technical assistance to NEA as per 
the bilateral agreement between Norway and Nepal. Other countries with support to the energy 
sector include Germany, UK, the Netherlands and Japan. 
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 http://www.ekantipur.com/the-kathmandu-post/2011/02/24/money/cabinet-approves-chinese-loan-for-upper-trishuli-
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V. Annexes 

Summary of Risk Assessment matrix with mitigation measures 

 Risks Identified Risk mitigation measures 

Institutional Risks 
Policy Policy instability due to frequent changes in 

directives with changes in government 
 
 
Policy changes with political changes 

Project development agreement 
between government and investors 
with government guarantee to protect 
against policy changes during the 
implementation of the project 

 Absence of clear views on structural reform 
of public utility 
(due to lack of open policy discussion) 

Policy dialogue with government to 
initiate incremental reforms  
 
Donors need to focus on step wise 
reforms rather than big structural 
changes; for example incremental 
steps like separation of financial 
accounting of different business 
groups in NEA instead of ownership 
unbundling 

 Political interference in NEA 
(due to lack of corporate autonomy) 

Need of institutional reform to ensure 
financial and management 
independence of NEA from the 
government 

Laws Presence of legal complications (due to 
many laws governing power sector that 
come under different ministries) 

Regular stakeholder interaction during 
drafting of Acts and regulations 

 New Electricity Act and Nepal Electricity 
Regulatory Commission Act still in 
proposed status – (due to dissolution of 
CA) 
increases legal and regulatory uncertainty 

 
Emphasis from donors and IPPs by 
making government aware about its 
need to streamline electricity business 

Regulation Lack of independent regulatory body Emphasis from donors on 
establishment of an independent body. 
However, currently need to focus on 
capacity building of existing regulatory 
body (ETFC) as there are plans to 
make it an independent regulator 

Organizational Risks 
Planning Lack of coherent planning 

 
(due to lack of inter-ministry coordination) 

Participation of all major stakeholder at 
the inception of all power development 
projects from planning of projects to its 
commissioning 
 

 Delays in project implementation 
 
(due to time consuming process of review 
and clearances) 
 

Need of streamlining the process of 
project implementation with strict time 
limits  
 
Support for effective implementation of 
one window policy which could reduce 
administrative delays 

Financial management Poor financial state of the public utility 
(NEA) 
 
Significant debt overhang of NEA 
 
Significant revenue gap 

The propositions of the FRP need to 
implemented 

 Lack of government initiative on financial 
restructuring plan of NEA 

Policy dialogue emphasizing the need 
of financial sustainability of NEA 

14             Annex A 
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 Tariff review is politically sensitive Need of institutional reform to ensure 
independence of tariff fixation 
committee from the government 

 Absence of financial and management 
autonomy of NEA 

Need to implement financial 
restructuring plan 

 Lack of proper energy accounting 
(no separation between technical and 
commercial losses) 

Support in the implementation of 
energy audits with accurate 
identification of technical and 
commercial losses will be helpful in 
prioritizing resource allocation for loss 
control 

 Most of the demand risk , market risk  and 
currency fluctuation risks taken by the 
public utility 
 
 

Need of trained staff dedicated to risk 
assessment and risk mitigation 

 Flat rate system for consumer tariffs and 
PPA rates 

Support NEA to introduce demand 
reflective pricing mechanism 

 Absence of independent regulatory body to 
ensure cost reflective PPA rate 

Facilitate the process of establishing 
an independent regulatory body; 
 
Capacity building of such an institution 

 Lack of energy audits due to absence of 
trained staffs 

Capacity building of NEA staff 

Procurement Lack of transparency in signing PPAs 
above 25 MW 

Negotiating principles need to be 
made transparent 

 Lack of procurement capacity for large 
projects 

Capacity building through training and 
workshops 

 Weak contract management as seen in 
Chameliya HPP 
Lack of adequate study of field site 
Delayed payments to consultants has 
doubled per kW cost 
Ineffective management of resources 
Payment anomalies 

Capacity building in contract 
management 

 NEA’s decision making capacity to review 
and respond to contractor’s claim and 
variations 

             ” 

 Delays in procurement Support in capacity building of 
procurement department of NEA 

 Lack of risk sharing mechanism due to 
delays arising from events like strikes, fuel 
shortage, availability of construction 
materials,  

Strengthen NEAs capacity of risk 
assessment, risk sharing and 
mitigation 

Human Resource Conflict of interest – chairman of NEA is 
the secretary of MOE 

Emphasis on NEA to have 
management autonomy 

 Concerns of overstaffing  
 Concerns of political interference in NEA 

labor unions 
 

Operational Risks 

Generation Failure to attract investment in new 
generation capacity 

Need of investment friendly 
environment 

Transmission Lack of transmission capacity for internal 
evacuation of power and for export purpose 

Need of up to date transmission 
expansion strategy 

 Lack of on-time construction of 
transmission projects 

Coordination with generation projects 
with regular feedback 

 Ad hoc transmission expansion  
Distribution Inefficient extension of distribution lines has 

increased technical losses of NEA 
Abide by technical rules of distribution 
lines; (a strong regulatory body is 
needed to enforce quality of service) 
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 Lack of proper maintenance of 
transformers and substations 

NEA’s financial position needs to be 
improved first. 

Supply/Customer 
Interface 

Poor collection from municipalities for 
street lighting and temples 
 
Lack of proper metering of street lights 

Part of FRP of NEA states payment of 
NEA receivables; emphasis on GoN to 
implement FRP 

Controlling Corruption 
 Institutions that enforce accountability are 

getting weaker as heads of constitutional 
bodies retires  

 - 

 Effectiveness in selecting competent 
management body in NEA 

enforcing good governance and 
corporate principles in NEA 

 Concerns of licensing activities being non-
transparent and lack of proper review and 
accountability 

Need better transparency, 
accountability and predictability in the 
award of licenses 

 Lack of political commitment to penalize 
electricity pilferage 

Emphasis on NEAs management 
autonomy 

 Concerns of mismanagement of vehicles  Strengthen proper accounting of 
institutional assets  

 Significant technical and non-technical 
losses 
 
Technical losses (political favoritism during 
extension of transmission lines) 
 
Non-technical losses (theft, hooking, meter 
tampering) 

Strengthen NEAs legal and 
administrative resources to tackle non 
technical losses 
 
Support NEA in updating its 
transmission and distribution assets 
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List of people met 

Name    Position/Organization 

1. Anup Upadhyaya,   Joint Secretary, MOE 

2. Sunil Bahadur Malla   Joint Secretary, MOE 

3. Abhinath Rai   Joint Secretary, MOF 

4. Chiranjibi Sharma Paudel General manager, Distribution services, NEA 

5. Surendra Rajbhandari  Corporate and Planning Director, NEA 

6. Sanjay Sharma  D. Director General, DoED 

7. Keshavdhoj Adhikari   Superintending Engineer, DoED 

8. Satish N. Joshi  Analyst, Investment Board 

9. Subarna das Shrestha President, IPPAN 

10. Pradeep Gangol  Secretariat, IPPAN 

11. Sandip Shah   Vice president, SN Power  

12. Bibek Chapagain  Energy Advisor, Norwegian Embassy 

13. Shashi Sagar Rajbhandari CEO, of Uppper Solu HPP 

14. Jeevan Thanju  Editor, HYDRO Nepal 

15. Pramod Rijal   Researcher, Sambriddhi Foundation 

16. Shahid Parwez  Energy Specialist, ADB 

17. Sishir Bhattarai  Governance specialist, ADB 

18. Sidhanta Vikram  Senior, Public Management, ADB 

19. Rolf Posoroski   Program manage, NEEP, GIZ 

20. Rabin Shrestha  Sr. Energy Specialist, World Bank 

21. Hiramani Ghimire  Sr. Governance Specialist, World Bank 
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Stakeholder Analysis 

Table 1: Stakeholder Analysis for hydropower development in Nepal 

Stakeholder 
categories 

Relevant 
stakeholders 

Responsibility Importance of 
stakeholder 

Influence of 
stakeholder 

Remarks 

   (role in policy making related to 
hydropower) 

(In planning, project inception, 
construction and commission) 

 

Government 
policy 
makers 

Ministry of Energy Implementing the policies and planning in 
hydropower sector 

monitoring of implementation of its policies 

Responsibility for getting budget for new 
investments in hydropower 

Key ministry 

 

Significant from planning 
to commissioning phase 

Concerns of lack of inter-
ministerial coordination with 
other ministries in planning 
of hydropower projects 

Water and Energy 
Commission 
Secretariat 
(WECS) 

Part of the ministry key to hydropower and 
acts as its technical research wing 

Significant Medium (only in planning 
phase) 

Ineffective presence in 
monitoring execution of its 
planning 

Ministry of 
Finance 

Approve fiscal policy  

Budget allocation for hydropower sector 

Limited Strong influence on the 
financial aspects of 
projects 

Supportive coordination for  
Investment from private 
sector, donors and FDI 

Ministry of 
Environment, 
Science and 
Technology 

Policy making on environmental issues 

Responsible for developing Environmental 
Impact Assessment (EIA) guidelines 

Responsible for approving EIA and 
monitoring compliance 

Limited (one of the reasons 
why delays occur later in 
project execution due to 
inconsistency with ministry 
directives) 

Significant influence 
during project initiation 

 

Delays in hydropower 
projects due to delays in 
approval from the ministry 

Ministry of Forests Policy making for forest preservation 

Provides inputs in preparing TOR for IEE 
and EIA 

Provides inputs in the process of approving 
the IEE and EIA 

 

Limited (one of the reasons 
why delays occur later in 
project execution due to 
inconsistency with ministry 
directives) 

Significant influence 
during project initiation 

 

Delays in hydropower 
projects due to delays in 
approval from the ministry  

Stop the approval of EIA and 
IEE if adequate 
compensation is not 
mentioned/planned in the 
EIA and IEE when the 
project involves use of forest 
land. 

Ministry of Land 
Reform and 
Management 

Policy making on land administration and 
management activities 

Limited (one of the reasons 
why delays occur later in 
project execution due to 
inconsistency with ministry 
directives) 

Significant Project delays due to 
compensation issues for land 
acquisitions at plant site and 
for transmission lines 
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Stakeholder 
categories 

Relevant 
stakeholders 

Responsibility Importance of 
stakeholder 

Influence of 
stakeholder 

Remarks 

Investment Board Responsible for fast tracking large 
hydropower projects (there is lack of clear 
demarcation of roles between investment 
board and MOE) 

Recently introduced project development 
agreement (PDA) for hydropower projects 

Limited till now Limited till now Concerns of conflicting roles 
with MoE 

National Planning 
Commission 

Develop national plans for all sectors 
including hydropower 

Significant Medium (during planning 
phase alone) 

The long term planning are 
not in line with annual 
budgeting for projects 

Implementin
g agency 
staff 

Government     

Nepal Electricity 
Authority 

Responsible for generation, transmission 
and distribution business 

It is the single buyer and purchase power 
from IPPs and negotiates power purchase 
from IPPs 

Significant Significant 

Key stakeholder as it is a 
vertically integrated utility 
and acts as a sole buyer 

NEA is governed by a 
political board and has heavy 
political influence 

concerns of biasness 
towards its own generation 
units 

Department of 
Electricity 
Development 

technical wing of MOE 

established to implement “one window 
policy” for hydropower 

responsible for issuing of hydropower 
survey licenses 

feasibility studies of hydropower project 

Prepare guidelines and safety standards 

Significant Significant One window policy is not 
effective 

Private     

IPPs Obtain license from DoED 

Design and develop hydropower projects 

Prepare and approve EIA/IEE 

Sign PPA with NEA 

Pay taxes, royalties, debts, dividends 

Develop access roads and transmission 
line 

Meet community development demands of 
locals 

Medium Medium  

Financial 
institutions 

Provide financing to hydropower 
developers  

Limited Strong Influence on 
project financing but little 
influence on execution 

 

Local Electricity Local consumption of electricity Limited Significant Delays in projects have 
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Stakeholder 
categories 

Relevant 
stakeholders 

Responsibility Importance of 
stakeholder 

Influence of 
stakeholder 

Remarks 

Consumers Opportunities for economic growth induced 
by electricity 

occurred due to demands 
from local people 

Donors World Bank 

ADB  

Norwegian 
Government  

KfW 

GIZ 

DfID 

Funding large hydropower projects that are 
strategically important for the economic 
and social development of Nepal 

Provide technical assistance in hydropower 
development and capacity building for the 
governance of the industry 

 

Significant 

(power sector in Nepal is  
basically a donor driven) 

Significant Supportive of strategic 
projects 
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Summary of field visit to Kaligandaki Hydropower project 
 
1. Kaligandaki ‘A’ Hydropower project is the largest hydropower project implemented so far 
in Nepal commissioned in 2002. The powerhouse lies in Beltari, Syanja District in Gandaki Zone. 
It is a daily pondage type scheme with installed capacity of 144MW. The project generates about 
842GWh of energy annually using its net head of 115m. This is a peaking run of river (PROR) 
power station with six-hour daily peaking capacity. It was developed with the assistance from 
ADB, JBIC, Government of Nepal and NEA at estimated cost of USD 452.8 million. 
 
2. The implementation of the project has resulted in multiple benefits to the local 
community. There has been remarkable improvement in the public infrastructure including 
access roads, rural electrification, telecommunications, health services and enhanced 
educational facilities. 
 
3. After nearly 11 years of operation, the power station is facing numerous maintenance 
problems. Continuous problems related to floating debris and sediment at its headworks has 
been among the major ones. The hydraulic performance of the headworks and desander has 
also been below par leading to unexpected damage to turbines and other hydromechanical parts 
resulting in frequent shutdowns for repair. To identify the cause behind these problems and to 
propose appropriate remedial measures, the World Bank has provided financial assistance to 
conduct a physical hydraulic model study of the KGA headworks. Hydro Lab Pvt. Ltd. has been 
appointed to carry out the physical model study. 
 
4. Recently major overhauling of turbine-runner assembly of Unit No. 2 of Kaligandaki A 
was successfully completed. The procurement of turbine runner and associated spare parts, 
Trash Rack Cleaning Machine (TRCM), Main Inlet Valve (MIV) and auxiliary system of KGA is 
underway in loan assistance from World Bank. According to site officials, initial procurement 
document also included procurement for maintenance of desander basin and maintenance of 
road to the dam site. However, due to limited fund these were removed in the earlier 
procurement document. The current assistance from the World Bank for the rehabilitation of 
Kaligandaki A will expire at the end of this year. A new assistance from World Bank is supposed 
to include procurement of maintenance works in the dam site as well. A recent filed visit 
confirmed these problems in the dam site. A part of the access road to the dam site has been 
completely fallen into the river during this year’s monsoon season. There are two vehicles of the 
project stranded at the dam site. Transfer of fuel and equipments have been hampered at the 
dam site due to the blockage. Repair of this road must be carried out soon for easy movement of 
vehicles to the dam site. 
 
5. In addition to these, the project is also facing problems related to its communication 
infrastructure in the power house. Part of the control system that transfers data to the control unit 
of the power station is defective. The control system was installed by Alstom Power of France 
and experts from the company have submitted a report on repair of the system. Site officials 
expressed concerns of World Bank not supporting the repair of control system as World Bank 
had recently blacklisted subsidiaries of the French engineering company and temporarily barred 
them from World Bank contracts. 
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