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SUMMARY

1. This report describes the process and summarizes
the findings of the Inspection Panel’s (the “Panel”)
investigation into alleged non-compliance by IDA
with its Operational Directives (“ODs™) 4.01 on
environmental assessment, 4.20 on indigenous
peoples, and 4.30 on involuntary resettlement during
the preparation and appraisal of the above-mentioned
proposed project and implementation of Credit No.
2029-NEP. !  The Inspectors’ findings, which are
reflected in this report, are attached as Annex I.
Remedial measures proposed by [DA Management
(“Management”) prior to this report are included in
Annex 2 which also includes Management’s Novem-
ber 1994 response to the Request for Inspection. The
investigation was conducted in two phases. In first
phase the Inspectors interviewed staff and consultants
and conducted a desk study in Washington. During
the second phase the Inspectors carried out a field
inspection in Nepal.

! The Pmel recommended (IDASecM94-378, Memorandum,
December 16, 1994; mformal note of Jmuary 9, 1995; and, IDA
SecM94-378/1, January 20, 1995) and the Executive Directors
authorized (IDA SecM95-36, February 2, 1995) an investigation
into these three areas. The Request for Inspection which triggered the
process (filed in October 1994) also alleged non-compliance with
policies on disclosure of information and ecanomic analysis. In its
preliminary review the Panel stated that although there was a formal
nan-compliance with the provisians of BP 17.50, the disclosure
policy was evolving so rapidly during the later phases of project
preparation that full complisnce seemed difficult. On cowplince
with various policy directives on the economic analysis of project
altematives, including enviroumental and social aspects, the Panel
epressed concem about the “lack of equivalent levels of effort ...
devoted to altemative economic analysis,” particularly m view of the
size and sequencing of the proposed project i relation to the overall
ecanomic and mstitutional framework. In the former area the Panel
cancluded that an investigation by the Panel was not warrmted as it
would not add to the facts established in its prelimmary review. In
the latter case, given the lack of comprehensive altemative aalysis,
the Panel could do no more than pomnt out the shortcoming: an
mvestigation was mappropriate since it would have resulted in the
Panel undertaking activities outside its mandate.

2. The Panel would like to express its gratitude to
His Majesty’s Government of Nepal and the people
of the Arun Valley for their hospitality and assis-
tance, and to non governmental organizations and
Bank staff in Nepal for their logistical support. The
Panel drew upon a vast reservoir of technical knowl-
edge of staff in Washington whose recent work
expedited the Panel’s investigation.

PROCESS
First Phase

3. The Executive Directors’ Resolution authorizing
an investigation (the “Authorization™) stipulated that
the “Panel will take into account information and
studies subsequently provided by the Government of
Nepal, the Bank and other Co-financiers, as well as
any remedial measures agreed by Nepal and the
Bank, and taking into account the complexities of
the issues involved, will examine whether the
requirements of the above-mentioned ODs were ob-
served in substance.” The Resolution establishing
the Panel (the ‘“Resolution™) requires the Panel to
conduct an investigation and then issue a report of
its findings and conclusions. In response to the
Panel’s findings, Management is required to submit
a report with its recommendations to the Executive
Directors within six weeks. The following outlines
the process as it has evolved to date in this case:

e The Authorization instructed the Panel to
“commence field work only after the Bank
receives a decision from the Government of
Nepal requesting the Bank’s financing of the
Project and should, to the extent possible, com-
plete its work within the three-month period
suggested by the Panel. Management should
facilitate the task of the Panel with a view to
enabling it to complete its task early.” To avoid



any delays, the Panel informed the Executive
Directors and the President that it would divide
the investigation into two phases. 2

e In mid-March the Government of Nepal
(“HMG/N™) requested IDA’s financing. The
Panel considered the findings submitted at that
time by the Inspectors and a progress report by
Management, prepzired at the Panel’s request. It
was satisfied that the relevant issues identified
in its preliminary review and further discussed
in joint meetings with staff were being or would
be addressed. The interviews with staff and
consultants and the desk study in Washington
were completed in mid-March. *

e An IDA mission visited Nepal in April 1995
(“April mission”). To avoid duplication of
effort, the Panel notified the Executive Directors
and the President of its decision to delay the
second phase (field work) of its investigation
until after Management had identified and
discussed remedial measures with HMG/N.

e On May 23, 1995, Management sent the Panel a
memorandum attaching proposed remedial
measures based on the findings and recommen-
dations of the April mission. (Annex 2) Man-
agement expressed the hope that with the adop-
tion of these measures the Panel would find the
project to be in compliance with relevant IDA
policies. The proposed measures are included in
the discussion below at paragraphs 5-24.

Second Phase

4. With the HMG/N's consent, Messrs. Richard E.
Bissell and Alvaro Umana Quesada (the
“Inspectors’) conducted a field inspection in Nepal
from May 27 to June 1, 1995, and the Executive
Directors were so informed. Their objectives were to
confirm the findings of the first phase of the investi-
gation and to review Management’s remedial pro-
posals in terms of the requirements of the relevant
ODs and the Authorization.

e The Inspectors met in Kathmandu with HMG/N
officials, the Requesters, and representatives of

? See Inspection Panel. Nepal: Proposed Arun Il Hydroelectric
Project - Initial Work Plan for [nvestigation (IDASecM95-50, dated
February 15, 1995).

} For natification of completion of the firg phase. See [DASecM9s-
119, dated April 3. 1995.

the donor community and non governmental
organizations (“NGOs™).*

e Inspection of the project area (Arun Valley)
included aerial reconnaissance of the entire
valley, an expedition on foot along both hill and
valley route alignments, visits to the proposed
power house locations of Arun III and Lower
Arun Hydroelectric Projects, and aerial
reconnaissance of the Upper Arun Valley.

e The Inspectors héld public consultations with
people in the project area. A large public
meeting was held in each of the towns of
Amrang, Num, Chhyangkuti, Khandbari,
Tumlingtar and Chewabesi. Seven meetings
were conducted with small communities along
both hill and valley route alignments, A total of
more than one thousand people participated in
the meetings. In addition the Inspectors inter-
viewed and exchanged views with the
Requesters and a wide range of other people.

Observations

5. The investigation was the first recommended by
the Panel and the first authorized by the Executive
Directors; the process as it in fact evolved was not
strictly as anticipated by the Resolution. After the
investigation was authorized, Management made a
substantial effort to bring the project into compliance
with the three ODs.

FINDINGS

6. The findings below reflect the Panel’s analysis of
the Inspectors’ report and in view of Management’s
initiative and pursuant to the terms of the
Authorization, this report also takes into account the
proposed remedial measures in assessing compliance
with the three directives.

7. After the April mission, Management pointed out
in its transmittal memorandum to the Panel, that all
the attached proposed remedial measures (Annex 2)
would have to be satisfactory to IDA. In addition the
memorandum stated that Management would com-
municate to HMG/N the criteria to be met for the
measures to be satisfactory. In terms of timing,
Management will require all such measures to be

* The Inspectors met wit h the following HMG/N officials: the

Prime Mmister, Mmister of Finance, Mmister of Water Resources,
National Electricity Authority officials, and the Vice-Chairman of the
Plaaming Commission.



either completed or defined and initiated prior to
Board presentation of the proposed project.

Findings on  Environmental Impact
Assessment (OD 4.01)

8. Management’s Proposals. The recommended
measures relate to the djrect impacts of the proposed
choice of road alignment. A detailed comparative
analysis of the valley and hill access routes, recom-
mended by the Panel of Experts in 1992, was pre-
pared after the April 1995 mission. It confirms the
proposal that the access road should be built along
the valley alignment provided that the Environ-
mental Impact Assessment takes into account the
following:

(a) Spoils disposal.

(b) Impact on wildlife and aquatic life:
(1) avoidance of Makalu-Barun Conserva-
tion Area or mitigatory and compensation
measures;
(2) Sal Forest Patches: measures are to be
included in the Regional Action Program
discussed later in this report; and
(3) aquatic life; and

(c) Impact of increased traffic on the market town of

Hile.

9. Panel of Experts (“PoE™). The establishment of
a second separate specialized PoE consisting of
social and environmental experts is now proposed
but has still to be created and appointed.

e The Panel notes that the original PoE has not
been convened since October 1992. Therefore it
could not, as required, follow up on its recom-
mendations. Mechanisms to ensure periodic
PoE meetings and follow-up are therefore
needed.

10. Glacial Lake Outburst Flooding. In addition
to the measures proposed in Annex 2, Management
has also addressed the problem of such flooding risks
referred to in the Panel’s preliminary report. In
April Management convened a panel of experts
which concluded that risks are real and that monitor-
ing should commence immediately. HMG/N has
arranged for financial assistance for a team of
experts to carry out an investigation of the Barun
glacier lakes starting towards the end of June.

11. Road Maintenance. During their field inspec-
tion, the Inspectors verified monsoon flooding as a
significant natural risk that requires attention. Unin-

terrupted motorized access is necessary to ensure
that equipment can be brought in to the project site
during construction. Without this, there is a high
risk of considerable project delays and higher costs.

e The Panel finds that the choice of the valley
route will require provision for appropriate
funding of contingencies to cover maintenance
in the event of road wash-outs resulting from
river flooding due to monsoon rains.

Findings on Involuntary Resettlement
(OD 4.30) '

12. Credit 2029-NEP (approved by the Board in
1989). The April mission found there are families
seriously affected by the access road project in
Tumlingtar who sought rehabilitation but received
no assistance. The mission also concluded that there
may well be more families in the Basantapur area
who have been similarly adversely affected.

13. The mission also noted that HMG/N had
paid compensation to most of the 1,635 families
whose land was acquired for the hill access road
project. However the legal process of transfer of
ownership had been completed for only 15-20
percent; of this percentage, the land of only 18
families was in fact physically possessed by HMG/N.

14. With respect to those who were displaced in
1989-90, Management recommends that HMG/N
investigate the conditions of the families whose land
was actually physically possessed and in accordance
with provisions of the borrower's guidelines offer
rehabilitation assistance.

e The Panel notes that, although necessary both
for those displaced and for a large portion of the
Arun Valley population, provision for access to
jobs/training is not adequately addressed.

o The Inspectors found that the land of those who
filed the Request for Inspection had been
acquired but not physically possessed. They
have been adversely affected by uncertainties
over the last half decade as the result of the
change in access road alignment. Their future is
still uncertain. (See paragraph 52 of Annex 1)
Approximately 1,400 other families are in a
similar situation.

e The Panel finds that IDA failed to observe in
substance the policy requirements for supervi-
sion of resettlement components and conse-



quently failed to enforce covenants in the Credit
Agreement.’

15. Management’s proposed remedial measures
with respect to land acquired but not possessed, as
outlined in Annex 2, require that the borrower
formulate a time-bound plan indicating which land
is to be utilized for future road construction and
which is to be returned, including measures for
protecting the standard of living of those whose
lands will be possessed and the procedures to enable
original owners to regain their lands.

16. Valley Route (Proposed Credit). Management
proposes an update of the Acquisition, Compensa-
tion and Rehabilitation Plan.

17. Implementation of Resettlement Plans. The
Panel agrees with the 1991 consultant study of past
experience in Nepal which concluded that more
follow up and much more emphasis must be placed
on monitoring and evaluation of both the land
acquisition process and implementation. It is worth
noting that both the Operations Evaluation Depart-
ment and regional reviews of the Bank’s experience
with resettlement stress the central importance of
early attention to strengthening governmental
capacity to manage such programs. The studies
point out that monitoring by IDA has been
chronically inadequate despite consistent findings
that oversight must be exercised constantly during
implementation and beyond.®

Findings on Indigenous Peoples (OD 4.20)

18. Management proposes that the three actions
required by OD 4.20 with respect to indigenous
people should be extended to all residents of the
Arun Valley. These actions are (i) informed partici-
pation through public consultations, (ii) security over
land tenure, and (iii) an action program with socially
and culturally appropriate components. The “action
program” means the Regional Action Program
discussed further below.

19. The Inspectors found that people who qualify as
“indigenous” under IDA’s policy are scattered
throughout the valley and live in conditions similar
to those of non-indigenous people. Management’s
proposal that requirements of the policy be applied to

3 See OD 4.30 paras 22 and 31. See also para 30, which requires
that the resettlement plan and the borrower’s obligatian to carry it out
be reflected in the legal documents.  Other necessary resettlement-
related actions must be covenanted.

¢ See, for example, OED Report No. 12142, “Early Experience
with Involuntary Resettlement: Overview,” June 30, 1993.

all inhabitants is appropriate and should bring the
project into substantial compliance with OD 4.20 if
its implementation is subject to continuous monitor-
ing and supervision.

Findings on the Regional Action Program

20. A significant number of actions required by OD
4.01 and OD 4.20 are to be included in the Regional
Action Program (“RAP”). This is an innovative
approach to an environmental action plan which has
the potential to become either a model for future
work or, if badly implemented, a serious weakness of
the entire Arun III project.

21. Described in the Staff Appraisal Report of
August 1994 as being “integral” to the project, the
RAP has nevertheless yet to be completed. It would
be the main mechanism for dealing with indirect
environmental and social impacts — an extremely
ambitious undertaking which in its original form
contained 21 specific recommendations and pro-
grams to deal with a variety of complex issues.

22. Forestry. Effective forestry management is
expected to mitigate the increasing biomass deficit.

¢ The Panel notes that preliminary actions to
address this problem need to be completed.
Measures to grant security of land tenure to
forest user groups are now proposed. First,
maps showing the boundaries of existing forests
as well as those planned to be managed by forest
user groups have yet to be prepared. Second, as
of the date of writing, Management is still
waiting for the planned review by the Bank’s
Legal Department of Forestry By-Laws.
Depending on the outcome, Management
intends, if necessary, to propose further remedial
measures. The Panel also finds that continued
technical assistance to be funded by donors other
than IDA is critical to this component.

23. Protection of the Remaining Cloud Forest.
Only patches of cloud forest remain and are located
along the now abandoned hill route.

¢  The Panel finds that appropriate mechanisms for
their protection have not been included under
the RAP.

24. Donor Support and Coordination. Funding of
the RAP is to be provided by major bilateral donors
who must be committed to continuing support
throughout the life of the project. The RAP involves



many different programs in many different areas,
implementation by different executing agencies, and
funding by a number of different donors.

e The Panel found inadequate capacity for sus-
tained coordination of all these different aspects

25. Institutional Aspects. Management requires
completion by the borrower of a redesigned and
expanded RAP’ prior to Board presentation. (Annex
2 at p. 3). The Panel notes that:

e Since it is the first time such a regional action
program has been designed, those involved in
designing the original RAP need to continue
their work to ensure that an institutional mem-
ory is established in order to inter-link, in the
future, all the different actions.

e To implement pre-emptive environmental and
social measures institutional capacity needs to
be strengthened now.

e Responsibility for implementation appears to be
fragmented. Direct mitigation measures are to
be taken by one executing agency while indirect
and induced ones are to be taken by another.
The design does not yet provide for a single
chain of command or integrated organizational
structure in the Arun Valley to oversee
implementation.

26. Given the complexity, scale and scope of
proposed developmental interventions in relation to
the existing institutional capacity in Nepal, the Panel
is doubtful that the project’s mitigatory environ-
mental and social measures can be implemented
within the time frame proposed by IDA.

o The Panel finds that the lack of institutional
experience will necessitate implementation of a
massive institutional capacity building plan and
identification of further resources to fund it, as
well as intensive IDA staff supervision through-
out project execution.

o In relation to environmental measures in par-
ticular, the Panel notes that OED studies
indicate that projects often suffer, or take much

7 The original studies conducted by the King Mahendra Trust
(*KMTNC")—a local NGO—uhich provide an excellent basis for
the RAP, were cormpleted in 1991 based on the hill route alignment.
Additional and updated KMTNC studies were completed recently m
February 1995, Due to the change i road aligament m 1992 the
borrower has to redesign rather than update the RAP.

more time and funding than anticipated, because
of an underestimation of the effort needed for
building adequate institutional capacity as well
as from a lack of constant supervision.®

CONCLUSIONS

e Based on its assessment of proposed remedial
measures the Panel concludes that IDA is
moving towards and intends to comply in
substance with the requirements of the three
operational directives

o Specific remedial measures proposed by
Management on:

e Environmental Impact Assessment
e Involuntary Resettlement
o Indigenous Peoples

appear to be adequate if and as long as they
continue to be consistent with the applicable
operational directives, and appropriate follow-up
mechanisms are introduced

o Overall remedial measures relating to imple-
mentation—institutional building, monitoring
and evaluation—require further attention
throughout- out as well as beyond the project
construction cycle

e There is need to assess whether the measures
can be implemented within the time/cost frame
proposed for project construction taking into
account:

e existing institutional capabilities

e the feasibility of strengthening existing
institutional capacity to a level required
to implement complex environmental
and social measures under the Regional
Action Program in the time planned

Attachments

® See, for example, OED Report No. 12403, “Annual Review of
Evaluation Results 1992,” October 13, 1993.
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1._Prior IDA Experience with Hydroelectric Projects in Nepal:
Resettlement

1. IDA places emphasis on its staff and its borrowers learning appropriate lessons from
one project to another. Indeed, the 1994 Bank-wide review of resettlement referred to a
“Bank decision that the Bank will not finance any new project involving resettlement for
a borrowing agency that is not living up to its existing commitments for resettlement in
an ongoing project.” For this and other reasons, the experience in Marsyangdi is an
important baseline for viewing compliance with policies in energy projects in Nepal. The
most recent experience before Arun III between Bank staff and the question of applying
resettlement policies in Nepal occurred in the context of the Marsyangdi Hydroelectric
Project (1984), Credit 1478-NEP. This project was not very extensive in impact, a
69MW facility, with over 200 families affected by the acquisition of land. The project
documents negotiated between IDA and HMG/N included very specific requirements on
resettlement, particularly in Section 3.07 of the Development Credit Agreement, in order
to ensure compliance of the project with IDA’s policy on resettlement as described in
OMS 2.33. The most specific criteria was that the borrower adopt and implement a
resettlement program satisfactory to the Bank by January 31, 1986.

2. This requirement was laid on the borrower despite the fact that the borrower’s legal
code for land acquisition did not conform to IDA policies on resettlement. In a variety of
ways, IDA insisted on broader application of compensation and rehabilitation than was
understood by the legal framework in Nepal. And the plan for compensation went far
beyond the practices for road construction then prevailing in Nepal.

3. The early supervision reports of the Bank indicated concern about the ability of the
borrower to meet that requirement. Indeed, in March 1986, the borrower was already out
of compliance, and was given a new deadline of 30 June 1986. By the time of the next
supervision mission report in July 1986, the mission was able to note receipt of a three-
page letter from the Marsyangdi Project Manager outlining his approach to the issues, but
considered insufficient by the mission experts. At that point, virtually all the land had
been taken for the project. As a result, the effect of the required plan would be mitigative
at best, rather than pre-emptive. The borrower was given a new deadline of 31 August

1986.

4. The following supervision mission, in late October 1986, found that nothing had been
done. The mission brought a resettlement specialist along to conduct the review of the
borrower’s planning, and to assist the borrower in improving the analysis of those being
affected by the project. He provided extensive details about the creation of a viable
resettlement and rehabilitation plan, e.g., the existing census looked only at landowners,
and not at tenants: the need to differentiate between seriously- and marginally-affected
people; the need to identify common or public areas that were acquired; and the need to
provide assistance to communities where significant numbers of the displaced choose to



settle. Indeed, the conclusion of Bank staff at that time was that the general policy of the
borrower on resettlement “falls short of Bank policy on resettlement.” The mission also
stated that the project executing agency was not staffed to carry out the work, and urged
that consultants be retained to provide strong support. The borrower chose not to pay for
this additional work, and requested that the Bank provide additional funding. By
February 1987, all reports indicated no progress.

5. A review by the Bank in May 1987 was rather more concerned about the project as a
whole: NEA’s compliance with the agreements reached in prior reviews was described as
“extremely poor.” This was followed by a statement in July 1987 to the Bank that “the
above consultants would not be asked to develop a resettlement action plan, as the project
does not envisage the resettlement of persons affected by the acquisition of their land and
homes on top of the compensation paid them in accordance with the prevailing rules and
regulations of HMG/N.” Bank staff were clearly puzzled about how to go forward, given
the lack of documentation to help in determining what exactly had transpired to date or in
determining a course of action for bringing the project into compliance with covenant
3.07. Management was struck by the divergence between the technical expertise
employed in the resettlement component of the project and the actual building of the dam,
tunnel, and powerhouse and far from being in compliance with Bank guidelines on
resettlement. Again, the Bank urged hiring a consultant team locally to come up with a
Plan, such hiring to be done by 1 April 1988.

6. By the middle of the summer, no consultant had been hired yet. By August 1988, the
implementer was reported as seeking bids. In fact, the consultant firm was finally chosen
in the fall and started work. Prior to its supervision mission of May 1989, the Bank
received a draft Action Plan Report to review. It needs to be recalled, however, that the
hydroelectric project was due for commissioning in September 1989. It became a race as
to whether the project would be completed before the resettlement plan would be
approved. The draft Action Plan did need additional work according to Bank staff: a
more rigorous methodology, a budget, a schedule for implementation, and a clearer
definition of beneficiaries. The deadline for the Action Plan was 30 June 1989, and the
borrower was requested to include costs of implementing the Action Plan in the next

fiscal year budget.

7. The hydroelectric project was completed well in advance of the resettlement plan. The
Action Plan was reported completed by the supervision mission of December 1989, and
at this time the burden of paying for implementation was shifted to the Bank (presumably
through the follow-up sector-wide Power Project). The Plan identified a significant pool
of families affected by the project -- indeed already adversely affected by virtue of their
remaining landholding being too small. After much negotiation, that number was
reduced to 21 families as “seriously affected.” The consulting firm then returned to the
drawing board to establish what measures should be taken. In early 1992, the supervision
mission could report that the final recommendation focused on a combination of training
and employment for those 21 families.



8. The Marsyangdi project was completed without compliance on resettlement, or as one
Bank assessment summarized the results of the resettlement effort: “Covenant, but not
followed. Consultant plan included provisions, but never adopted under project.”

. Resettlementin t a it

&

Background of the Project.

9. The project, appraised in 1988 and presented to the Board in 1989, consists of the
access road to the future dam site for the Arun III hydroelectric development scheme. It
was presented as a separate project in order to accelerate the construction of the dam itself
when the latter civil works would be ready for appraisal and approval by the Board. The
construction of the road was intended to begin in October 1989, and thus allow for
transport of construction equipment to the dam site in early 1992. Together with the
hydroelectric works, this project was part of the government’s least cost electrical
generation plan developed with Bank assistance, and was initiated prior to completion of
the Marsyangdi hydroelectric scheme in order to meet Nepal’s electricity needs and
potential sales of surplus power to India in the late 1990s.

10. This alignment of the road was a difficult issue to resolve in the history of the
project. There is no “natural” route for a road in a watershed with such steep hills and
unstable topography. When the IDA credit was finalized, the Hill route chosen actually
represented a shift from the plan laid out by the feasibility study of 1987 funded by the
Japanese International Cooperation Agency, which planned for the road to follow the
river alignment to the powerhouse and dam site. The road funded by this credit became
known as the  alignment,” for the most part linking up existing towns along the ridges
from the existing road head at Basantapur (a gravel road funded by Overseas
Development Agency (“ODA”)) to the construction sites up the valley.

11. The borrower in this case was the Kingdom of Nepal, with the beneficiary being
primarily the Department of Roads, Ministry of Works and Transport, and secondarily the
Nepal Electricity Authority (‘“NEA”). The credit was SDR 24.4 million (US$32.8
million equivalent), the estimated cost of the road for which actual bids had not yet been
received in the rush to approve the credit before the end of the fiscal year. The principal
purpose of the project, justifying the cost of the road in this remote area, was to provide
access for personnel, material and equipment to the up-river construction sites of the

Arun III project.

o
12. The second stated objective of the project was to “strengthen HMG capabilities to
administer rehabilitation of families affected by the project and manage environmental
protection and conservation measures;” (Staff Appraisal Report, p. 12.) As aresult, it
was important to development of a satisfactory project that all provisions of OMS 2.33,



Social Issues Associated with Involuntary Resettlement in Bank-Financed Projects, be
fulfilled. The project included not only a Land Acquisition, Compensation and
Rehabilitation Plan (ACRP) with program elements costing $1.6 million, but also
consultancy services for preparation and supervision of the ACRP to cost $1.2 million. _

13. As already stated, the policy context for resettlement in this project was OMS 2.33,
since the succeeding OD 4.30 on Involuntary Resettlement was not issued until June 29,
1990. At the same time, the new OD was under constant internal review at the time of
design of this project, and so the Task Manager and his colleagues were aware of
Management’s guidance in the new OD 4.30. In the substantial core of the new OD,
there was in fact little change from the OMS 2.33. In some areas of the new OD, there
was an improvement in language from the OMS, and in other areas, it actually became
less precise. The Bank staff and consultants offering advice to the borrower in meeting
this policy requirement were helpful in guiding the borrower towards language in the new
OD, thereby reducing the likelihood of criticism of a project that would take some years
to complete. But in spirit and major substance, the OD and the OMS were close to each

other.

14. OMS 2.33 provides a succinct statement of the purposes of the policy: “When
development projects require people to be relocated, the Bank’s general policy is to help
the borrower to ensure that, after a reasonable transition period, the displaced people
regain at least their previous standard of living and that, so far as possible, they be
economically and socially integrated into the host communities. Planning and financing
the resettlement should be an integral part of the project, and the measures to be taken in
this regard should be clarified before, and agreed upon during loan negotiations.” (para

2)
15. The OD thus creates a series of tests for compliance:

) Does the project adequately recognize the range of economic, social and
environmental problems that will affect people displaced by the project?

0 Does the project deal with the “long-term” nature of the hardship and damage it
may cause?

0 Are the measures appropriate?

0 Are the measures carefully planned and likely to be carried out?

16. Implementation of the policy has required the Bank to address the question of
defining a “resettled person” or “displaced person”. In this case, particular attention had
to be given to the question of which families were “seriously” affected or displaced. The
struggle between IDA Management and the borrower over this practical issue continues.
The OD notes that “particular attention should be paid to the needs of the poorest groups
to be resettled.” Later, at paragraph 16, it notes that “Vulnerable groups at particular risk



are indigenous people, the landless and semilandless, and households headed by females
who, though displaced, may not be protected through national land compensation
legislation. The resettlement plan must include land allocation or culturally acceptable
resources and earning opportunities.”

17. Does the resettlement plan adequately recognize the losses of families in the area of
the project? The OD spells out the fact that “some types of loss, such as access to ()
public services; (b) customers and suppliers; and (c) fishing, grazing or forest areas,
cannot easily be evaluated or compensated for in monetary terms. Atftempts must
therefore be made to establish access to equivalent and culturally acceptable resources
and earning opportunities.” In the case of the Arun III access road, for instance, the effect
upon the entire portering business and established markets is very substantial; yet the
question of dealing with those effects has been entirely swept into the Regional Action

Plan.

u

18. Some observers have dismissed the scale of the resettlement problem in the Arun
case. Relative to the Narmada experience, or most other South Asian projects, the
number can seem trivial. But that is not the test for IDA policy. In OD 4.30, the question
of scale is addressed in paragraph 4, where reference is made to “large-scale population
displacement.” The number used is a negative reference “...a few people (e.g., about 100-
200 individuals)”. This is substantially less individuals than the approximately thousand
families losing land in the Arun III project which means the issue has to be seen as a
serious compliance challenge. Indeed, in compliance with this, a formal plan was
required, and has been provided by the Borrower in the case of both the hill route Credit
and the proposed credit, and have been and will be examined for acceptability by IDA.

19. Underestimation of numbers affected is common in projects. As pointed out in one
Bank study, “Surveys carried out in the early stages of the project usually covers only
those who are directly affected by loss of property or who are “displaced” and it is only
much later other forms of impact is recognized.” In the case of Arun III, the loss of jobs
and traditional markets will be wide-scale with thousands of families “seriously-affected”
without losing any land at all, since the land is only one source of income. Nevertheless,
in this case the Board requested the Panel to look only at losses due to the taking of land.
By specifying a focus on “seriously affected families,” the Board has created a category
that does not exist in OD 4.30, and indeed, is not addressed in the current principal Bank
guide to the subject, Resettlement and Development (1994). The policy, on the other
hand, appears to state that all losses are to be taken seriously; the construct of “seriously-
affected” families as one category in the road projects seems to be a compromise with the
borrower to limit the application of the extensive provisions for resettlement to a minority

of those losing land.

Monitori { Eyaluati
20. These issues in the resettlement process are given extensive attention in paragraph 22
of the OD. It lays down a range of needs, such as supplementation of in-house



monitoring capacity with independent experts. It states that “the borrower should be
required to continue impact evaluation for a reasonable period after all resettlement and
related development activities have been completed. The borrower should also be
required to inform the Bank about the findings.” It is a recurrent theme of memoranda
from resettlement experts in the 1992-1994 period that IDA needs to provide very
substantial independent oversight in order to improve the likelihood of compliance with
policies during implementation. Indeed, it might be reasonably argued that Nepal has
been a laboratory for ACRPs in the Arun Valley that are widely admired for their design,
but with inadequate attention to solid implementation. But in the wake of the
Wappenhans-led efforts, such a conclusion would not be surprise to anyone, including
people within the Bank.

22. Responsibility for resettlement, according to paragraph 6 of OD 4.30, “rests with the
borrower.” Nevertheless, it is also clear that IDA is responsible for assuring compliance
with OD 4.30. The Staff Appraisal Report and the Memorandum and Recommendation
of the President have to certify that the borrower’s plan do comply with IDA policy
requirements. Between those two kinds of responsibility, the reality is that “ownership”
of the resettlement issue is hard to find. According to a Bank review in 1993, “few
countries have demonstrated their commitment to the principles and objectives of
resettlement articulated in OD 4.30. Equally few Task Managers are convinced about its
importance, necessity, and viability.” Against that background, it is necessary to be
careful in assessing the real progress made in the Arun III project. With regard to
supervising the Credit 2029-NEP, for instance, the borrower indicates that it filed three
reports on the ACRP issues between 1988 and 1990, and yet there is no record yet found
of those reports being scrutinized by IDA.

23. The core issue is made clear by all Bank reviews: as the 1994 Bank-wide review
stated, “The ultimate test of consistency between resettlement operations and policy is
income restoration and improvement.” The test is not land, and it is not a short-term
process. It reinforces the point that “very few projects have included sufficient measures
or methods to assess whether income restoration is being achieved.” The review goes on
to say that “land-for-land” is central in rural areas, but in this case where crop-based
income is projected to decline drastically (see the KMTNC studies), the sources of off-
farm income are as important.

Women and other Vulnerable Groups.

24. The policy gives special attention to vulnerable groups, along with the importance of
using the resettlement frameworks to both shelter and promote the development of those
vulnerable groups. Women and children can easily suffer within the household
framework when cash is monopolized by men and used for conspicuous consumption. In
that sense, such vulnerable parts of the population become separate classes of “seriously-
affected” people too often invisible to monitors without the survey tools to see their
losses.” Current state of the art surveys of household welfare can disaggregate the
condition of women, in order to ensure they are not silently penalized by the
compensation system that does not take them into account. In the case of Vietnam



Highway Rehabilitation Project, 30% of training funds were reserved for women. In the
case of the Arun projects, only token attention is given to women, and then in the context
of the Regional Action Plan, not the ACRP.

Compensation,

25. “Delays in payment of compensation leads to erosion of the value of the moneys
received. ... In fact, the norm in Nepal is government taking possession of land prior to
the completion of the valuation process, thus removing any incentive for government
officials to promptly pay compensation due.... On the other hand, experience has shown
that compensation payments received too far in advance of the actual physical move are
either squandered or snatched up by money lenders.” With regard to types of
compensation, “Bank experience with compensation exclusively in money has been
negative.... The need for forms of compensation other than cash is most apparent in the
case of tribal or other minority populations whose ancestral lands are expropriated by the
State.” From virtually all writings, it was essential for IDA to insist on adequate non-
cash compensation in the Arun Valley, and yet when the land was acquired on the Hill
route, the only compensation identified so far was cash -- no land, no jobs, and no
training. The risk is that the same tragedy could emerge in the valley route as well.

26. One aspect of importance borrowed from the OD 4.30 was the scope of the policy.
The OMS applied to hydropower and irrigation projects. The new OD was stated to
broaden the treatment of resettlement to all types of investment projects, which had
already become the de facto policy of the IDA. In one sense, this credit was a road
project, and yet it had no viability except as part of a hydropower project. IDA showed
good sense in recognizing that, whatever its categorization, this was a project that would
require the resettlement of a substantial number of people, and that the benefits of the
policy needed to be gained for the project from fair treatment of those being substantially
affected by the construction. Management is ambivalent about whether they applied the
OMS or the OD to this project. It could be argued only OMS 2.33 applies, but in fact, the
staff did everything possible to apply the progressive thinking of OD 4.30, and to good
purpose. The Bank can take credit for having applied the substance of OD 4.30 to the
design of this road project when there would have been legal shelter not to do so.

27. Road projects in Nepal were not known in the 1980s for taking a developmental
interest in those displaced by construction. While a legal framework existed in Nepal for
the involuntary taking of land for government projects, it was narrow in scope, and was
of sufficiently little value to owners and tenants that most issues of compensation were
simply settled administratively. Protests and appeals were virtually unknown. Land-
owners tended to be grateful for whatever they received, as opposed to feeling they had
true legal recourse to ensure fair treatment. This was particularly true in remote hill and
mountainous areas where the local authorities were not operating in a democratic
framework. The first Land Acquisition Act was passed in 1956, with subsequent
revisions. When the legal framework was examined in the course of designing this
project, Bank staff found it to be manifestly inadequate for meeting OMS 2.33 (especially



with regard to informal tenants and the landless, and the determination of compensation
levels across the board), and successfully pressed the borrowing government to issue
special-purpose “guidelines.” As we shall see below, the government argued that it could
not alter its underlying framework for land acquisition without jeopardizing a host of
projects funded by other donors. Instead, the Bank and the government compromised
with ad hoc guidelines, unique in Nepal’s history at that time. The government was
careful to ensure that the guidelines did not apply to other development projects, but the
Bank staff felt they had established a precedent for subsequent projects in that country.

28. Resettlement in Nepal has been both spontaneous and government-directed during
recent decades. From the 1950s until the 1970s, the government’s policies and its Nepal
Resettlement Company relocated large numbers of farmers to the lower elevations of the
country -- the Terai region -- and the policy of encouraging such movements was reversed
only in 1985 when the adverse environmental consequences of such large-scale shifts
were recognized. The history of such resettlement was not particularly happy from the
farmers’ point of view, either -- with maladministration common and a lack of follow-
through in ensuring land rights and extension services as farmers moved into new
territory. These difficult precedents are cited as reasons for the farmers along the Arun
road construction being reluctant to take up the offer of “land for land” instead of cash.
Their experience with the government arranging such swaps was not positive. Indeed, the
government’s own experience was such as to discourage its senior managers from taking
up an active role in resettlement in the Arun Valley. Even where landholders were
seriously affected, the government’s instinct was to award cash more generously than
usual, rather than become involved in relocating families to new land.

29. In the light of such experiences, it is important to recognize the issues at stake in the
Bank laying out as a major goal of the project to strengthen the government’s capacity to
manage rehabilitation of displaced families. All parties agreed that its capacity would
have to be not merely improved considerably, but almost built from the ground up, to be
able to carry out the Bank’s objectives in resettlement; the question was whether such
capacities could be established quickly enough to have impact on this project.

IDA Compliance with OMS 2.33: Appraisal Phase.

30. The provisions of OMS 2.33 are quite explicit about the need for extensive early
planning for resettlement issues. Whenever people are to be displaced, the borrowing
government must have a resettlement plan, however brief or extended. The nub of the
plan, as it would be stated similarly in the follow-on OD, is that “settlers are afforded
opportunities to become established and economically self-sustaining in the shortest
possible period, at living standards that at least match those before resettlement.” (para
18) IDA policy is not prescriptive about how to achieve the desired outcome, but it does
demand a clear path to achieving such an outcome for those whose land is taken. The
second major area of emphasis in the OMS is that of compensation -- both in terms of
insistirig on a broad definition of what assets deserve to be recognized in calculating
compensation, and ensuring that replacement value is taken into account, as well as
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dictating the means: experience “tends to show that payment of cash compensation alone
is often a very inadequate strategy for dealing with the displaced.” (para 19)

31. Timing is all-important for the policy. *“Planning for resettlement should begin as
early as possible.” Indeed, “completion of detailed resettlement planning is required
before the negotiation of the project loan.” (para 21) To emphasize, the OMS does not
allow flexibility on this issue. The plan must be completed before negotiations can take
place. The sequencing is quite clear:

0 At the time of project identification, the magnitude and nature of resettlement
must be identified, past experience should be reviewed, and the basic legal framework has
to be reviewed “at this stage.”

) At the time of preparation, resettlement components must be developed at the
same pace, with  involvement of many disciplines, in  particular
sociologist/anthropologists and resettlement specialists. Design and schedule have to be
completed before the appraisal mission, in order to assess various resettlement options.

32. The Hill route project began badly in terms of compliance with OMS 2.33. The pre-
appraisal mission in October 1987 found that the project was moving towards appraisal
without a clear understanding of how many people would be affected by the road, and
without a plan from the borrowing government for dealing with the issue. Indeed, the
thrust of the report of the pre-appraisal mission was that the government should be
encouraged to move the people quickly so that they would not be in the way of
construction machinery, and no mention of rehabilitation. Indeed, the alignment of the
road was not yet set, and therefore it would not be possible to determine the number of
people affected until the road alignment was set at the appraisal stage. The Task
Managers were warned at that time, that compliance with the provisions of OMS 2.33
regarding furnishing the Bank prior to appraisal with a proposed R&R plan appeared not
to be feasible. In its determination to get construction underway by November 1988, the
careful steps laid out in OMS 2.33 were being telescoped into the period between

appraisal and negotiations.

32. The Bank postponed further work on resettlement until the appraisal mission would
examine this issue, and in the event that substantial resettlement is required, HMG/N
would then be requested to formulate a plan for resettlement of displaced families and for
compensations to farmers. This, then, was a project being rushed to appraisal (target
February 1) that did not have a final road alignment, did not know how many people
would be displaced, and the government had not begun drafting a plan required in any

case.

33. Others in the Bank expressed uneasiness over the approach being taken. There had
not yet been any plans for including a resettlement expert in the pre-appraisal or appraisal
mission despite an offer made in late January. The approach laid out in para 22 was not
acceptable to many -- that measures would be taken only if “substantial resettlement is
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required.” It was pointed out that the steps for compensation and rehabilitation have to be
taken regardless of the number of families involved. Nevertheless, the Task Managers
continued to attempt to minimize the issue. In March 1988, they reported that it was
likely that few if any households would be physically displaced by the selection of the
road alignment. This is surprising since the road alignment was not set. Later that same
year, the initial estimate of the number of families to lose land would be set at 2,355
families, certainly not within the plain meaning of “few, if any.” Dissent gave rise to
good sense, and it was finally agreed that an assessment of the impact of land acquisition
and the development of an appropriate action plan would be conducted in conjunction
with the ongoing detailed engineering financed under the TA-2 Project (Cr. 1378-NEP).
This stimulated considerable discussion. The outcome was to devote greater attention to
this and environmental issues. This activity which was to be carried out by the
engineering consultants (Scott, Wilson, and Fitzpatrick) and was due to be completed by
September 1, 1988, to enable the Bank to complete the appraisal of the Access Road
Project according to OMS 2.33.

34. By May 1988, the issue of resettlement was making limited progress. The
Department of Roads and the Land Department had engaged local consultants to survey
those living along the prospective road alignment. IDA was prepared to propose to the
borrower that an Environmental Unit be set up in the Department of Roads to oversee all
environmental and resettlement issues. Oddly, in Bank discussions of experience with
ongoing projects with Nepal at this time, there was no citation of problems in the
Marsyangdi project under construction, where the same borrowing govermment was
resisting all efforts to implement a rehabilitation plan for resettled families.

35. For reasons already cited, however, the project was not in compliance with OMS
2.33. After much consideration, the Legal Department’s view was that safeguards were
built into the conditions for going to negotiations; for that reason, Legal did not object to
granting an exception to the procedures outlined in OMS 2.33.

36. The question of applying OMS 2.33 did not appear to enter active discussions with
the borrowing government until IDA forced the issues in the post-appraisal mission in
late May 1988 to examine environmental and resettlement problems in the road project.
It became clear to the IDA team that the government did not intend to depart from
existing Land Acquisition Acts, and that it did not want expatriates involved in the land
compensation issues. A range of issues within the resettlement agenda bubbled to the
surface at that time, including the process of valuing land, whether the government
anticipated providing anything beyond cash, whether they intended to offer a real land-
for-land option, and whether they recognized that some families were more seriously
affected than others. In the follow-up letter to the Minister of Finance, IDA Management
attempted to make it clear that the issuance of regulations to conform to OMS 2.33 would
be essential to move to project negotiations.

37. Compensation became a sticking issue, affirming what the Bank-wide reviews of
resettlement in all projects had stated: that landholders rarely received compensation
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sufficient to restore their standard of living, and that governments tend to rely on
outdated, understated estimates of land value. The government was deeply concerned
about this, arguing that any change to “replacement value” from “fair value” would cause
financial difficulties for all the other road projects in Nepal, whether locally-funded or
donor-funded. These represented basic disagreements between IDA and the borrower.
There then ensued extended discussions over compensation to tenants (particularly
informal), and with regard to families seriously affected by land loss, a clear split
developed. The initial proposal from the IDA staff to the borrower was that seriously
affected families would be “those losing more than 25% of their main source of income™-
- a fairly standard practice at that time in Bank projects, and a standard that has been
strengthened since then The borrower never accepted that proposal. IDA also argued
that the provision of land should be included as part of the rehabilitation measure.

38. When the borrower finally responded in negotiations in September 1988, the idea of
new regulations for land acquisition and rehabilitation (as suggested by IDA) was
rejected; administrative guidelines would be sufficient. The borrower also did not intend
to fund any additional assistance needed to meet IDA policies -- payment for consultants,
whether local or foreign, was taken from another IDA credit. In terms of actually
completing the ACRP before negotiations, the borrower rejected that as well, promising
only to send a draft of a “substantial part of the ACRP” to IDA for review before
negotiations. IDA Management accepted these points, again postponing the day of
reckoning on these issues despite guidance to the contrary in the OMS.

39. When the borrower did submit draft ACRP guidelines in October 1988, it was clear
that they could not possibly conform to OMS 2.33. Besides many minor points, the
guidelines attempted to set a standard for seriously project-affected families (SPAFs) as
those that lost at least 50% of their major source of income. This standard was twice as
difficult for landowners to meet as that set by IDA practice elsewhere. In a part of the
world where many families already live at subsistence levels, the idea that they would not
receive special rehabilitation if they lost “only” 45% of their major source of income was
surprising. Additional problems of major importance included the way of pricing assets,
the amount of the rehabilitation grants, the time period for payment, the role of tenants,
and others. In the larger context, other violations of the OMS were evident: the ACRP
would only cover the first year, when the policy clearly called for a complete plan; in
effect, the appraisal process was never completed by Management’s own standards
calling for a complete ACRP. The Bank told the borrower in July 1988 that a complete
ACRP was a condition of negotiations; the Bank was abandoning the standards of the

policy already.

40. Attempts to reach a common definition of a “seriously-project affected family”
(SPAF) were creating serious problems. In October 1988, Management sought a
compromise, where the focus was shifted to those families “left with inadequate holdings
to at least maintain their standard of living before the project.” Such an approach was a
means of moving towards a somewhat more qualitative definition, and at the same time
emphasizing to the borrower the importance of baseline surveys of all those affected in
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order to provide better rehabilitation. The Borrower appeared to accept that approach.
Equally important, however, and particularly for SPAFs, was the view of the Borrower
that it did not have to pay compensation for property before actually taking it for
construction. Given the practice of many governments to take property first and pay later
(sometimes much later), the Bank properly insisted that compensation be provided before
possession.

41. Based upon these various discussions, the borrower returned to the Bank with a full
set of draft Land Acquisition Guidelines, with apparently few of the verbal agreements of
October-November 1988 included. The definition of SPAF had reverted to percentages,
rehabilitation was weakened, the land-for-land provision became wishful thinking, and
the process of appeal became non-existent. The legal framework for the draft Guidelines
had been “defacto repealed.” Bank staff sat down with the borrower in early December
and wrote out the guidelines for the project, and insisted on their acceptance if the
borrower wished to proceed with the project.

Negotiations and Board Approval

42. Negotiations were held with the borrower in January 1989. Even after being
negotiated, the road did not remain a fixed quantity. The road alignment was lengthened
significantly after the conclusion of negotiations in order to meet various environmental
tests and the need for a less demanding road for construction vehicles. Negotiations
became a continuing set of decisions, changes, and amendments to the formal documents
processed. In the rush to obtain funds from a particular fiscal year, the Staff Appraisal
Report and related documents had to be circulated to the Board with approval from the
borrowing government still pending. To ensure that the Guidelines developed for the
project would be adopted as an integral part of the project, they were included in the SAR
as Annex 7, along with the ACRP as Annex 8.

43. The Staff Appraisal Report created additional conditionalities with regard to
resettlement, emphasizing that “it is a condition of effectiveness that a legal opinion be
provided to IDA by the Secretary of Law and Justice confirming that provisions
contained in the Guidelines are enforceable in accordance with the laws of Nepal.”

(SAR, p. 20)

44. The project went to the Board for approval without construction bids in hand. It was
a costly decision. The project also went to vote in the Board without an adequate plan to
deal with indirect effects of the project. In May 1989, the King Mahendra Trust was just
coming forward to address the Terms of Reference for the study of basin-wide effects of
the road and power project -- ultimately producing valuable recommendations rendered
moot on the Hill route by virtue of the borrower proceeding to land acquisition without
those pre-emptive and mitigative measures in hand. The Board approved Credit 2029-

NEP on May 30, 1989.
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45. The Credit was signed and became effective. The question then arose as to how
much involvement from IDA management was appropriate for monitoring
implementation. For the most part, at this stage, Management relied upon a resettlement
specialist consultant to visit the project site occasionally, in the context of reviewing all
the Bank’s activities in that country. The borrower was expected to file reports on
acquisition, compensation and rehabilitation: the Government states that apparently three
were filed, in December 1988, November 1989, and July 1990.

46. Implementation is taken very seriously in OD 4.30. “Resettlement components
should be supervised throughout implementation. Supervision that is sporadic or left
until late in implementation invariably jeopardizes the success of resettlement.”
Paragraph 31 closes with a somber thought: “Complete recovery from resettlement can
be protracted and can often make it necessary to continue Bank supervision until well
after populations have been relocated, sometimes even after a project has been closed.”

47. The first Bank oversight mission took place in November 1989. At that point the
project had stalled with bids submitted that were too high and too few in number. All
were rejected, and the borrower informed that rebidding could not take place until the
economic situation was clarified. Both IDA and the borrower were preoccupied with the
fact that the whole Arun III project approach had failed. Issues associated with the
effective road credit took a back seat to the broader crisis of the project. Yet, in the
meantime, the Department of Roads was taking measures under the existing credit. The
Bank review found that survey work had continued and compensation had been disbursed
under the acquisition, compensation and resettlement plan (ACRP) for approximately
one-fifth of the property required for the access road. Since construction had not actually
begun, however, families neither vacated their property nor received compensation for
trees, crops or hardship. The Panel of Experts weighed in with their view that
compensation ought to be expedited so that it would not delay the eventual road
construction. The borrower clearly treated Credit 2029 as one to be executed.

48. The second oversight mission took place in July 1990. It included a resettlement
consultant to supervise the land acquisition/family displacement/environmental aspects of
the detailed engineering for the Arun III project, as well as examining the Arun-III
Access Road (Cr. 2029-NEP) ACRP work already underway. The borrower was clearly
anxious to get moving on the road work, even if there was not enough money in the
existing credit to pay for the whole road. The borrower proposed building the first 40
kilometers, thus avoiding further delay in the project. The IDA mission tentatively
supported this initiative, “especially since the ongoing land acquisition/compensation
process has already provided initial payments for upwards of 40% of the estimated 2,000
access road project affected families and undue delay would complicate the situation in
the field.” Again, resettlement issues demanded little attention. The project was going
through another design crisis -- with a donors meeting in Katmandu at the same time, to
consolidate the whole project into one bidding process. The access road continued to go
forward: it was expected that disbursement of compensation for the land affected by the
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access road would essentially be completed by July 1991. No objections were made by
the Bank.

49. By the time of the next supervision mission, in December 1990, a change in
perspective was emerging in the oversight process. The attention of virtually everyone in
the mission was in negotiating the design of the combined project yet to be put together
and financed; tender documents were in preparation, and managers were rapidly moving
towards prequalification of contractors. For IDA, the importance of Credit 2029-NEP
was not in what was happening on the ground to farmers, but rather on the hurdles to be
jumped in order to shift those resources into the new combined project. The borrower
took a rather different perspective, and wanted again to begin spending the money,
proposing that they be authorized to use some of the credit proceeds to procure camp
facilities and standard construction equipment. Despite the presence of a resettlement
expert on the mission, the Bank raised no issues.

50. Documentation on subsequent supervision missions have not been reviewed.
Nevertheless, staff interviews have made it clear that the Credit 2029-NEP was
essentially forgotten, other than the legal/financial questions of how to restructure it so
the money never disbursed could be devoted to the new, much larger Arun-III project.

51. It is not apparent that any problems with the implementation of the ACRP on the Hill
route were identified through the supervision missions. On the other hand, independent
studies by Bank consultants were increasingly raising questions about the impact of the
resettlement policies of the implementing agencies. An early 1991 study by T. Ragsdale
and A. Molnar, for instance, identified the sociological weakness of the Bank’s approach
on the Hill route. “One outstanding problem in the Arun case as well, however, is that
many families have already spent the cash compensation on debts, unnecessary
purchases, or subsistence needs and have been unable to reinvest in capital assets.” The
study became even harsher in its conclusions: “In light of the lack of field-level
monitoring and evaluation that has characterized both the resettlement and land
acquisition processes in Nepal, it is clear that the government is not learning the lessons
of on-going experience with resettlement. More follow up in both of these areas in
ongoing projects, such as the Arun III Access Road and Hydroelectric Project, is needed
and much more emphasis and resources need to be placed on monitoring and evaluation.”

52. Some of the most serious problems came to light only with the publication of the
Environmental Impact Assessment for the Valley Route. (JV Arun III, “EIA for Arun
Access Road -- Valley Route,” September 1992) The JV had sent their sociologist to
the Hill route some two years previously, to conduct an informal survey of what
happened in the land compensation process on the ridge route. It tummed out that the
implementation process had definitely not enabled recipients to restore their standard of
living to prior levels. Why? The largest use of cash compensation was to pay off
existing debts. This was not by choice -- since the land was collateral for debts, creditors
demanded immediate payment when cash was received. The sécond-largest use of cash
was for marriages, funerals, and festivals. For those who wished to buy other land, they
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found that land prices immediately inflated, and asking prices for land were twice as high
as they had been. Finally, there was tremendous confusion about the official procedures
for making appeals, complaints or queries. (Ibid., Annex 4.13, pp. A4-35-36).

53. The greatest problem for those receiving compensation or facing resettlement on the
Hill route was the decision in 1992 to shift the road alignment to the river valley. The
impact on former property owners was catastrophic in a number of ways: (1) they had
lost title to their land to the government; (2) the cash compensation they had received
for title had been largely spent in non-productive purposes; (3) if the government were
to attempt to follow the letter of the law, by offering the land to original owners at the
price they were paid, they would not have the cash to regain the land, and it would be
auctioned to others; and (4) the road would not go through their communities, thereby
depriving them of immediate alternative income opportunities. On top of this, the
attention of IDA shifted entirely to the valley route, leaving them forgotten in an outlying

area.

54. A modest degree of attention was given to this issue by the Bank’s resettlement
experts and by the project’s Panel of Experts. One idea was to encourage the Asian
Development Bank to create a loan fund for farmers to buy back their land, but nothing
more was heard about that. In the Seventh report of the Panel of Experts, the problem of
the people on the ridge route was taken up, and remedies urged before additional hardship
was suffered by those landowners, but nothing was known to have been done at that time.
Indeed, when the road alignment was shifted to the valley, and an environmental impact
assessment undertaken, that report stated that “the JV’s surveys during the summer of
1992 indicate considerable local concern over the possible loss of investment values if the
Hill Route is no longer chosen.” (JV Arun III, EIA, September 1992, vol. 1, para 3.4.12)

55. The issue remained unresolved. The borrower took no action. When the joint
donors’ mission visited Katmandu in May-June 1993, they made it manifest that the new
combined project could not go to negotiations (scheduled for October 1993), without a
clear policy regarding land already acquired along the hill access road alignment,
especially with regard to land no longer required (as above Changkuti) or which HMG/N
will use later. The government’s commitment was to build two limited spur roads on part
of the Hill road alignment, but at some distant time in the future when much of the
damage to communities would already be done, and resolution of the unused areas was
not accomplished. The new government, in the spring of 1995, decentralized the issue to
the local villages, providing them with block grants to cover all local needs, including
presumably the resources to build the spur roads. Local village heads consulted by the
Panel indicated a strong interest in following through at their own initiative with the spur
roads, but also indicated that there was tremendous competition for those block grant
funds from needs in health, education, water, and so forth.

56. After the Inspection Panel raised this issue in its preliminary review in December

1994, Management stated that a commitment was forthcoming from the borrower to re-
sell the land to the original owners, as provided under the laws of Nepal.
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57. Instead, the Government sent a letter to the Bank on April 5, 1995, outlining a policy
for the landholders on the Ridge Route, allowing them to retain use of the land
indefinitely irrespective of their title to the land, that did not satisfy the Bank’s
requirements laid out above. The Government offered no further assistance to those
landholders.

4

58. As the Requesters had submitted to the Inspection Panel, the resettlement issue on
the Hill Route had suffered abuse by neglect. Substantial damage to the interests of the
farmers on the Ridge Route had come first through an inadequate compensation system
(cash only, and no rehabilitation) that manifestly failed to comply with the ACRP, and
then secondly through relocation of the route to the valley, thus driving down the value of
the remaining land of the farmers who had lost part of their acreage. Management in their
most recent mission make it clear that a time-bound plan for those farmers and
landowners will have to be developed as part of the current credit.

vironment e i n cce a

59. Four alignments were considered with the dual objectives of providing access for
personnel, material and equipment to the hydroelectric project (dam and power house), as
well as facilitating economic development in the Arun Basin by linking many of the
existing towns, which are located primarily along the ridges. The Hill alignment, with a
total of 197 kilometers, was chosen and justified both in economic as well as
environmental terms. At that time a two-pronged strategy was followed by HMG/N:
build the road under the responsibility of the Department of Roads and undertake
detailed engineering and environmental studies for the hydroelectric project under
responsibility of the NEA. The initial environmental studies leading to the road
alignment for Credit 2029 were carried out by the Department of Roads of HMG/N in
1987, before either OD 4.00 Annex A: Environmental Assessment (October 31, 1989), or
OD 4.01: Environmental Assessment (October 3, 1991) were in effect.

60. The Staff Appraisal Report for the Arun III Access Road (May 12, 1989) refers to the
design and construction methods for the proposed alignment as environmentally “state of
the art” for a major road project in Nepal. Paragraph 3.08 of the SAR states that the
violence, destructiveness and unpredictability of the rivers in the area are the primary
reasons for the choice of the ridge alignment: “The road has therefore been chosen to
avoid rivers as far as possible, and to follow the contours closely in order to minimize the
quantities of cut and fill, and to reduce negative environmental impact.”

61. Procurement under this project was not successful, as already noted. In 1992,

HMG/N decided to shift to a one-pronged strategy to accelerate project construction by
having both the road and hydroelectric project under one large contract for all the civil
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works, and under the responsibility of a single contractor. The entire responsibility for
project execution was also shifted to the NEA.

-~V

4

62. The shift from a two-stage project to a one-stage project did not at first involve a
change in the road alignment. From the time of the failed bids in 1989, and the initiation
of planning for one-stage bidding of the entire project, until 1992, the planning appears to
have been remained focused entirely on the Hill route design. Nevertheless, when
engineers began examining ways of reducing cost, construction time, and implementation
risks, the shift towards a shorter route up the valley became almost inevitable. The
proposal was developed rapidly in 1992, with a revisit of the Japanese-surveyed route
from the mid-1980s, an environmental review, a submission to the Panel of Experts, and
agreement between IDA and the borrower that the new route alignment should be

adopted.

63. Resettlement played its role in the planning for the valley route. Bank resettlement
experts were brought into the planning process in late 1992, and fortunately the same
people were involved who were familiar with prior experience in Marsyangdi and the
Arun Access Road credit ridge route. The environmental impact assessment produced by
the engineering consultants, JV Arun III, included a straightforward section on the need
for revision of existing land acquisition guidelines as well as “issues arising from the hill
route land acquisition and compensation process.”

64. The EIA identified a number of problems. To a degree, the authors were
handicapped by the fact that the alignment of the Valley Route had not yet been laid out
in the field, and so its analysis of resettlement was only an estimate. ACRP surveys had
not yet begun, of course, and so their estimate of 640 families being directly affected
would have to be confirmed later. However it was generally thought “that the families
affected along the Valley Route are likely to be poorer on average than families along the
Hill Route.” In other words, compensation and rehabilitation issues would be even more
significant in their lives. For the EIA authors, “Limited data suggest that as yet the
ACRP process is not sufficiently evolved to fully protect, compensate and rehabilitate
families affected.” (EIA, vol. 1, para 4.3.3.2)

65. The analysis of the EIA drew extensively on the problems encountered already on the
Hill Route. While applauding the design of the guidelines for land acquisition on the
Hill Route, the EIA authors pointed out that reality had undermined their effectiveness.
The guidelines were “based on the premise that resettlement of affected families to new
land is.impractical, mainly because, firstly, there is no new land available, and secondly,
families do not wish to leave the area of their ancestral homes. Therefore, compensation
is cash-based.” (EIA, vol. 1, para §.2.2.1) As implemented, the guidelines fell short of
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meeting OD 4.30, according to the EIA, for a variety of reasons: (a) the majority of cash
recipients spent their compensation of non-income producing expenditures -- farmers in
that area were simply not accustomed to dealing with significant amounts of cash; (b)
“the effect of ACRP on the Hill Route has been to inflate land prices far beyond the
compensated value, thus making the purchase of replacement land impossible for most
PAFs;” (c) delays between property valuation and the payment of compensation causes
depreciation in purchasing power, aggravated on the Hill Route by the government
allowing the farmers to remain on the land without title and thus able to maintain their
income level temporarily; and (d) the general level of understanding of the
compensation arrangements was low, especially in the case of SPAFs, for whom
additional compensatory measures were envisaged. The EIA then came up with a list of
twelve substantive recommendations for improvements in the land acquisition guidelines
and the ACRP for the Valley Route -- many of them focused particularly on SPAFs.

66. Under IDA policies, a draft ACRP was required before appraisal of the project. In
December 1992, it was pointed out that the appraisal mission was scheduled for March
1993, and yet the borrower had effectively not begun to do appropriate work on an
ACRP. The problems of meeting IDA policies were extensive:

(a) The legal basis for applying the Land Acquisition Guidelines to the elements of the
project other than the road did not exist;

(b) There were three different ACRP teams, each operating according to different
methodologies;

(c) There was no single contact point in the project for families that would be affected;

(d) There was no indication that land for land existed as an option, even though 16% of
the families indicated a desire for such a compensation transaction;

(e) The appeals process on the Hill Route never operated appropriately, and there was no
indication that the borrower intended to do better in the Valley Route;

(f) There was no suggestion that the project planned to offer seriously the other forms of
rehabilitation for SPAFs, such as jobs or training, essential for restoring their standards of
living according to IDA policies.

(g) Itis not clear that any measures were taken to avoid ACRP implications in the siting
of the road, and that input needed to be taken by the road engineers as soon as possible to
avoid the same situation in the valley;

(h) How the ACRP for the transmission line would be developed was not established,
and no-one seemed to be taking responsibility for it;
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(i) There was not an adequate monitoring and evaluation institution or program for the
ACRP;

(j) Confusion among landholders over compensation and rehabilitation was rampant, and
needed to be sorted out through distribution of a comprehensible “due process” manual,

(k) Much more extensive community consultation was needed before determining land
values.

67. By the time of the joint donors’ mission in May-June 1993, they had in hand a draft
ACRP report dated April 1993. It did not yet conform to OD 4.30, and IDA proposed to
the borrower that the report would have to be “operationalized ... into an action plan in
line with the World Bank operational directive on involuntary resettlement. The deadline
for the new action plan was August 1993. The borrower was put on notice that
negotiations could not take place in October without “formal adoption of the new land
acquisition guidelines and the Action Plan for the ACRP, the latter in line with World
Bank policies respecting informal tenure arrangements, informal land holdings,
vulnerable communities, public consultation and so forth.”

68. The Bank appears to have sent an ambiguous, two-part message to the borrower at
the time of the joint donors’ mission in September-October 1993 On the one hand, “full
agreement” was reached between NEA and the Donors on substance, implementation
arrangements and financing of the ACRP. That suggests that the ACRP was a done deal.
At the same time, the donors insisted on certain actions by the NEA by November 1993
for implementation of the ACRP, as shown in an Annex In fact, in that annex, many
more changes were proposed for the draft ACRP. As the winter dragged on, the gap
between the ACRP and IDA’s policies was not closing. Even as late as February 1994
there remained 22 major areas for changes that were necessary to have an acceptable
ACRP. Management was already willing to slip deadlines -- at that point the draft SAR
stated that an acceptable plan would be developed during negotiations, but others
attempted to stick to the original commitment that receipt of a satisfactory resettlement
plan should be a condition of negotiations. Another attempt was made to obtain an
acceptable ACRP in May, since the ACRP was not yet in compliance for negotiations.

69. Nevertheless, on May 26, senior management requested agreement of the Chairman
of the Loan Committee, to proceed to negotiations leaving pending some key resettlement
and ACRP issues to be taken up at the time of negotiations:

(é) the membership and operational details of the appeals forum, which is part of the
grievance redress system;

(b) the level of compensation payable to tenants (both formal and informal); and

(c) the criteria for and level of compensation payable to people affected by transmission
line right-of-way restrictions.
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Negotiations were held in late June in Washington, and a mutually-agreeable ACRP
appeared to emerge. Even though negotiations were closed, disagreements over specific
provisions continued in subsequent months. The Pre-Board Mission of September found
itself renegotiating various ACRP issues, both substantive and procedural.

70. When Management sent its most recent mission to the field in April 1995, they
returned with a call for still more work on the ACRP before presentation to the Board:
“Because of unforeseen delays in implementation of the project, the ACRP for the valley
route is in need of updating, to take into account changes in baseline data, cost and
budget. As conceived in the ACRP the above updating would involve clarifications on
certain related matters.”

Background.

71. In 1987, the initial feasibility study of the Arun Hydroelectric Project funded by the
Japanese International Cooperation Agency (JICA) had planned for the access road to
follow the river alignment to the power house and dam site. After the procurement
failure of Credit 2029 on the hill alignment, HMG/N decided to go back to the original
valley alignment. Based on NEA and consultant reports, a 122 kilometer valley route
was chosen, and the decision was submitted to the project’s Panel of Experts (PoE) for

endorsement.

72. The process of environmental assessment in the Arun Hydroelectric Project was
affected by the existence of previous work under Credit 2029 as well as the introduction
of OD 4.01 in October 1991. Although Credit 2029 had a different Task Manager and
Division Chief, and the choice of hill alignment was supposed to be environmentally
superior, Management took the position that the hydroelectric project could be
“grandfathered” and did not need to comply fully with the new OD 4.01. Management's
response cites in Annex A that OD 4.01 was applicable “where appropriate and feasible"
to project with IEPS before October 1, 1991. As the Panel stated in its Report to the
Board on December 16, 1994, it “saw no merit in the allegations that these policy
documents are not fully applicable to Arun III.” (see Annex A, page 3)

M i O
73. Compliance with OD 4.01 requires that project specific environmental assessments
should cover: a) existing environmental baseline conditions: b) potential environmental
impacts, direct and indirect, including opportunities for environmental enhancement:
¢) systematic environmental comparison of alternative investment, sites, technologies
and designs: d) preventive mitigative and compensatory measures, in the form of an
environmental mitigation or management plan: ) environmental management and
training: f) environmental monitoring. The environmental assessment for the Arun III
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Hydroelectric Project did not follow this comprehensive approach, instead it followed a
piece-meal approach that had a recognizable sequence, but did not fully comply with OD

4.01.

' ta
74. The environmental assessment of Arun III Hydroelectric Project started by
commissioning a number of descriptive studies by the King Mahendra Trust for Nature
Conservation (KMTNC) that identified the main characteristics and risks in the valley,
followed by project specific reports investigating probable direct impacts and appropriate
mitigation measures and finally, with the analysis of indirect and induced changes and
mechanisms for managing those processes. This sequence, however, was affected by
considerable changes introduced during appraisal, including the splitting of the project, as
well as changes in the alignment of the access road itself. Although the change in
strategy and road alignment had been taken in 1992, by the end of 1994, the analysis of
indirect and induced impacts was not yet complete, and significant work still needed to be
performed to complete an environmental management plan, including training and

monitoring requirements.

el X
75. At the time that HMG/N decided to change the road alignment to the valley, it sought

the endorsement of the Panel of Experts for the project, which considered the issue at its
September 30 - October 2, 1992 meeting. The PoE endorsed the decision in principle, but
at the same time it made clear certain reservations about the decision. Two pertinent

views are cited below.

2.16 - Regardless of which access route is adopted the recommendations and cost
estimates of the King Mahendra Trust report on "Environmental Management and
Sustainable Development in the Arun Basin" should be released to the public, reviewed,
screened and prioritized to facilitate the development of an action plan for

implementation.

2.17 - If the valley route is selected, recommendations and cost estimates of the
aforementioned Arun Basin report and environmental information and clauses in the
tender documents and Engineer’s terms of reference should also be reviewed to determine
if they are necessary and sufficient for the valley route, and amended as necessary; and
NEA's "Environmental Assessment and Management Executive Summary” should be
updated and amended to reflect the selection of the valley route and the amendments to
these other documents, and to address the issue of impacts on families within the ROW of
the hill route who have already been compensated for their land.

76. The qualified endorsement provided by the PoE pointed out specific disadvantages of
the Valley alignment:



-increase in forested land in the ROW and possibly less disturbed and higher
quality forest and protected wildlife habitat in the ROW: approximately 209 ha
vs. 145 ha.

- close proximity to the Makalu - Barun Conservation Area.

- losses and uncertainties resulting from the circumstance that land compensation
for the hill route is 94 percent completed.

- additional impacts associated with future construction of spur roads or other
connections to hill villages that would have been connected to the hill route.

77. The PoE provided additional recommendations at its October 2, 1992 meeting:

1. The September 1992 Joint Venture EIA of the valley route needed a more
detailed comparison of the impacts of the hill route and the valley route,
including implications for associated changes in transmission line impacts, if
any, and options and implications for families within the ROW of the hill
route who have already received compensation.

2. Without an action plan in place, the PoE believed there would be no
mechanism in place for controlling off-site impacts, especially encroachment
on forests and wildlife, in the vicinity of access road and power stations, south
and east of the Makalu-Barun Conservation area.

For carrying out such reviews, the PoE suggested that it would be desirable to engage
individuals who were previously involved in the preparation of the King Mahendra Trust
reports, the NEA Executive Summary and/or the Joint Venture environmental reports.

78. The PoE argued that attention should be paid to the specific warning that without
such an action plan for implementation, there would be no mechanism for controlling off-
site impacts such as those on forests and wildlife. In spite of this warning, the plan was
not developed and even at the time of writing of this report (June 1995), the NEA has not
produced the operational plans that would generate confidence in the implementation of

these controls.

79. The October 1992 meeting of the PoE turmned out to be its final meeting. Since it did
not meet again, the PoE could not follow up on its specific recommendations. At the time
that the Request for Inspection was received, Management supported the concept of a
single panel of experts for the project. More recently, there has been a recognition by
Management that a separate, specialized panel on social and environmental issues is

needed. However, this panel is yet to be appointed.

80. The loss of time since the last meeting of the PoE has had a major impact on the
project. Tasks laid out at the 1992 meeting received no follow-up. The original Regional
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Action Plan received neither adequate attention nor serious technical review. The need
for the second panel, devoted to environmental and social impacts, has been particularly
clear where the specialized knowledge is needed. The new panel, for instance, has a
special need for a person knowledgeable in forestry and biomass issues, in order to deal
with the long-term deficit in woody biomass resources. It is only now becoming evident
that the original scale of the mitigation measures proposed by the RAP is inadequate to
deal with this increasing deficit.

81. In too many instances, progress has been stalled by the need to complete another,
prior step. NEA’s 1993 “Environmental Assessment and Management Executive
Summary” could not be updated to reflect the changes in road alignment, as
recommended by the PoE, since the additional KMTNC studies were not available until
February 1995. As a result, the project went through appraisal and negotiation without
fulfilling this suggestion from the PoE.

82. A specific example of time lost is the detailed comparison of alternative road
alignments (Recommendation 1 of PoE #7). A table was included in the “Environmental
Assessment and Management Executive Summary” (1993), but the detailed comparison
of the alternative alignments was not actually completed until Management sent a mission
to the Arun Valley in April, 1995.

Manasing Direct]
83. The 1993 “Environmental Executive Summary  identifies the major direct and
indirect impacts of the project. The major direct environmental impacts of the project are
caused by the access road and they include a variety of direct actions that pose risks to
biodiversity, cultural diversity and to the livelihood of some vulnerable groups in the

Arun Valley.

84. Direct impacts are best mitigated by refinements to project design, controls and
specific responsibilities laid on the contractors. To the extent possible, such impacts are
prevented by avoiding specific areas such as towns or valuable forest patches. Experts
indicate that they can be mitigated during planning by incorporating adequate
specifications (such as spoils disposal conditions), during construction, by placing strict
controls on the Contractor, and during operation by adjusting operating conditions
through close monitoring. In principle direct impacts can be handled if sufficient
preparatory work, adequate supervision and careful monitoring are available.

85. In this project, a critical role is played by the Arun Project Environmental Monitoring
Unit (APEMU), to be established by the NEA and institutionalized to monitor the
mitigative measures against direct negative environmental impacts expected to be brought
about by project activities in the Arun Valley.

86. According to the NEA, the establishment and functioning of APEMU will begin with
the issuance of the Letter of Acceptance (LoA) to the Civil Works Contractor for the
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combined lot consisting of the access road, headrace tunnel, dam and desanding chamber
and camp facilities. The APEMU will be institutionalized to work with the project
Engineer with the purpose of promoting effective enforcement of environmental
mitigation efforts. The objectives of the APEMU are summarized by HMG/N as follows:

e To monitor the implementation of environmental impact mitigation

+ measures to be undertaken by Contractors during the construction
phase, and to ensure compliance with contractual conditions in this
regard.

e To monitor environmental conditions in the project area to determine
whether further mitigation measures are necessary, and take necessary
action.

e To ensure close coordination with agencies responsible for dealing
with indirect impacts, and assist them where necessary and possible.

87. The APEMU will initially consist of a core group of eight experts with expertise on
different environmentally related fields and would be headed by an expatriate
environmental expert. The APEMU coordinator (an expatriate engineer) would
coordinate inspectors and other supporting staff to field specialists and enforce
compliance on the part of the Contractor. If disputes on necessary actions should arise,
the APEMU coordinator will directly approach the CRE for immediate action. He/she
would also handle all external communications to NGO's, the Regional Action Program
(RAP) and supervise execution of the ACRP.

88. The rest of the specialist team would include: a Computer Engineer to deal with GIS
and MIS systems, documentation, data base management, etc.; a Survey Cadastral
Engineer to collect field survey data and convert them to cadastral maps in tasks related
mainly to ACRP; a Civil Engineer with broad responsibilities including monitoring of
contractor's compliance, vehicle emissions and dust level, spoils disposal practices, waste
management in construction areas, etc.; a Sociologist or Socio-Economist. for monitoring
activities during implementation of the ACRP and following up economic impacts on
affected families; a Bio-engineer, Environmental Expert, and Forester as three specialists
to monitor all environmental impacts of the project in particular river water quality
vegetation, forest resources and wildlife.

89. The supporting staff consists almost exclusively of field inspectors. Since the road
construction strategy envisions eight simultaneous construction work fronts, it is foreseen
that at least eight field inspectors should be utilized.

90. The Inspection Panel found that independent experts placed significant emphasis on

appropriate training for all APEMU personnel as essential for adequate preventive and
mitigation efforts. From that point of view, this training and institutional strengthening
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should take place well ahead of project implementation and construction schedule.
Indeed, for such training to be effective, the NEA is already behind an ideal schedule for
upgrading the staff of the APEMU. Since the APEMU will only be established after
signing of the Contract, it is questionable whether even the hiring of personnel can take
place with sufficient time for necessary preventive measures to be implemented.

91. According to the NEA, APEMU will be set up after the Order to Commence as part
of the site supervision team and will stay in force until the end of all civil works 87
months later. Then it will be transformed into part of NEA’s Maintenance and Operation
Team. During project construction, the APEMU is planned as a unit separate from NEA's
Environment Division. Technical assistance for strengthening of the Environment
Division of the NEA is provided by the Asian Development Bank (ADB), not by IDA,
and therefore the timing of the assistance is an important issue over which IDA has little
control. Unless NEA's Environment Division is strengthened immediately, and APEMU
is set up well ahead of construction, the adequacy of preventive measures and
appropriate monitoring can be seriously questioned.

M 5 Tadiest ]
92. The indirect impacts of the project stem primarily from changes introduced and
induced by the access road in the Arun Valley. The 1993 "Environmental Executive
Summary" recognizes that these impacts are "more important, more far reaching, and

much more difficult to deal with."

93. The major indirect impacts of the project are related to changes in migration,
deforestation, and the biomass balance of the Arun Valley, as well as modemization and
changes in occupation and economic opportunities that may place specific groups at risk.
Although both direct and indirect impacts were identified in general terms, the 1993
“Environmental Executive Summary” fails to identify specific impacts and preventive or
corrective measures, since most of the report is based on the 13 volume KMTNC studies,
commissioned for the original hill alignment scheduled to be followed under Cr.-2029.

94. The Arun III project developed an innovative approach to coping with impacts:
firstly an "Environmental Mitigation Plan" (EMP) with impacts including land
acquisition and compensation: and secondly a "Regional Action Program" (RAP) to
address indirect impacts and induced effects. Together, according to Management, these
plans constitute the "Environmental Management Plan” required by OD 4.01.

[nstitutional Capacity (Indirect Impacts) -- Regional Action Plan.

95. According to the EES, NEA is fully responsible for implementation of the
Environmental Management Plan, but no specific mention is made as to the responsibility
for RAP implementation. The EES States that: "Regional Action program will be
implemented independently but in coordination with the EMP." (page 56). Thus, direct
mitigation measures are to be undertaken by the NEA, while indirect and induced ones
are to be undertaken by the National Planning Commission under the RAP. There is no
single chain of command to oversee implementation.
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96. It is worth noting that this appears to be one of the first times that the concept of a
regional action program has been introduced in a World Bank project. It should also be
recognized that since indirect impacts of the project are potentially more important, far
reaching and difficult to deal with, much of the burden of compliance with OD 4.01 is
placed under the RAP, which is yet to be completed in spite of the fact that it is described
in the Staff Appraisal Report as being “integral” to the project. The Panel has continuing
concemns regarding:

e The capability and institutional strength of NEA and other HMG/N agencies
to coordinate and carry out the RAP, including monitoring.

e The scale of intervention and level of funding of the RAP.

e Issues dealing with donor coordination since the RAP is to be funded by other
donors.

97. According to the 1993 "Environmental Executive Summary”, the specific purposes
of the RAP include:

e To strengthen the administration of settlements to assist them to cope with the
rapid expansion caused by the project.

To implement a priority program to strengthen Government institutions.

e To undertake specific women's programs, including education and training,
establishment of cooperatives, support of micro-enterprises, health, education,
and male sensitization.

e To implement a priority program to assist communities to service road
construction in relation to demands for timber and firewood.

e To implement a program for preservation of sacred rites, monuments and folk
heritage.

e To undertake conservation programs ranging from environmental education
through crop genetic diversity and development of conservation areas.

e To carry out biodiversity and ecological research.

e To monitor nutritional levels and determine whether provision of subsidized
rice to northern areas of the basin should be continued.

e To take advantage of new economic opportunities, including ecotourism.

e To support local administrative agencies in forming Community Development
Committees. ,

98. All the purposes listed in paragraph 97 above are important, but the Panel found few
observers who thought resulting activities could be carried out simultaneously. Indeed,
many of these purposes require pre-emptive actions ahead of the construction schedule.

These activities have not been placed in clear priority order or translated into an
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implementable plan, including resource requirements and specific personnel to carry them
out.

99. A heavy burden has been placed on the Regional Action Plan to deal with a variety of
complex issues such as those outlined above. This is a matter of serious concern due to
the lack of experience on the part of IDA to oversee such a plan, as well as the widely
recognized lack of institutional experience in the borrowing government. In addition, the
RAP relies almost exclusively on resources provided by other donors. In effect, a major
burden of compliance with IDA policies falls on project components not financed by
IDA; unless closer coordination is achieved quickly, it is quite likely that critical pre-
emptive and remedial measures of the RAP will fail to see the light of day. Therefore,
questions related to donor coordination and collaboration take on even greater relevance.
The Panel believes that these measures have not been given adequate attention on the part
of Management and HMG/N.

100. HMG/N has designated the National Planning Commission as the lead agency to
implement the RAP, which in its original form contained 21 specific recommendations
and programs. These have not yet been re-evaluated on the basis of the KMTNC update

studies completed in draft form in February 1995.

Jobs for Arun Residents

101. The greatest concern among the RAP issues for inhabitants of the region is
availability of jobs. Local residents see two major employment impacts from the project:
the jobs they hope to fill in actual construction during the next seven years, and the jobs
likely to be generated indirectly through the existence of the road thereafter.

102. The only group to be offered some assistance in the construction process is the
seriously-affected families, and the April 1995 Management team found that little had
been done in that regard. In one sense, it is understandable, since major construction has
not yet begun; at the same time, the Panel found virtually no understanding of the
provision for “jobs and training” in the ACRP, and no planning underway to undertake
the training so that SPAFs would be at the head of the queue. Loopholes were provided
in contractor language that would easily allow for very little local hiring.

103. The issue has addressed as long ago as the 1991 KMTNC studies of the valley. The
issue was raised again in the revised volumes submitted to the HMG/N in January 1995:
“The overall situation is that, with an increasing population size, stagnancy in off farm
employment generation and reduced portering services, the labor use situation in both
[high-impact and low impact] areas continues to deteriorate. In a situation where a large
project like Arun does not substantially change labor use situation in the project area, it is
easy to imagine what the effects would be if migrant laborers were allowed to work in the
construction sites. Besides, migrant laborers would add to food demand in an already
food deficit area, which would likely cause other negative impacts. This is not to imply
that laborers from adjoining districts should not be allowed to join the labor force. The
intention is to demonstrate the labor surplus situation in the district and how employment
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generation by a large project still does not appreciably improve the labor use situation in
the project area. (Volume III, pp. 63-64.)

104. After the April 1995 mission, Management identified “training for construction-
related activity” as an element of the Regional Action Plan that needed further
elaboration. Earlier in the study process, a much more helpful formulation had been
created that would begin to meet local needs. That approach created a system of
priorities for employment, apparently already attempted successfully in Kali Ghandaki:
unskilled labor would be reserved for (in priority order) SPAFs, PAFs, and other people
from the Arun Valley. Only for more skilled jobs for which no Nepalis are available
should foreigners be employed. Prior and on-the-job training is essential for all local
people. All of these elements are stated or implied in the tender documents; the key will
be the manner of implementation. Management appears to plan to give attention to the
employment issue in both the ACRP and in the RAP; to be effective, it will need active
oversight.

Forestry.

105. Sufficient attention has yet to be given to forest conservation and management, as
well as efforts to prevent deforestation because the scale of the interventions originally
proposed appears to be inadequate. All evidence leads towards a long-term tendency of a
growing deficit of woody biomass in the Arun Valley watershed based on the results of
the KMTNC update studies. This means that efforts to create and provide adequate legal
standing to the community forestry groups becomes an even more critical component of
the RAP. It also requires that preventive and pre-emptive measures in the forestry sector
be carefully planned and precisely executed ahead of the road construction schedules.

106. The exact locations of community forestry user groups remain to be identified with
respect to the road construction schedule in such a way that they start functioning ahead
of project implementation. Since over 500 forestry user groups have been established in
the Arun Valley, this task is critical and involves legal transfer of the land by HMG/N,
setting up the management structure and technical assistance requirements for each group.
These forestry users groups have been established with ODA technical assistance, which
is scheduled to terminate in two years. The continuation of ODA technical assistance in
the forest sector is an essential element to prevent long-term negative indirect impacts of
the project.

Glacial Lake Outburst Flood (GLOF).

107. Risks associated with natural catastrophic events such as GLOFs and road wash
outs due to monsoon rains were highlighted by the Panel in its earlier report to the Board.
Management convened a Seminar of experts in April 1995 to analyze in detail the risks
associated with GLOF. The general conclusions are that the risks are real and should be
monitored closely and eventually mitigated through lake drainage, if it should become
necessary. A team has been dispatched to Nepal in June 1995 to undertake the necessary
field work to identify threatening glacial lakes, with a report due in the fall.
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Road Maintenance

108. High monsoon rains lead to devastating floods which constitute permanent risks and
inevitably lead to road washouts of variable severity. This risk has not been analyzed in
sufficient detail, perhaps because the precise valley alignment is not yet decided upon.
The Panel found that appropriate contingencies had not been budgeted to deal with this

persistent problem.
ersity -

109. The Panel surveyed samples of the remaining Cloud Forests along the Hill route,
and found that even in the most valuable areas along the two road alignments, the
biodiversity had been severely damaged by intrusive cultivation. Nevertheless, the Panel
was concerned that interest in and measures for protecting the remaining Cloud Forest
areas had largely disappeared with the shift of the road route to the valley. This issue
raises more generally the problem that a revised RAP, to reflect the shift in road
alignment, may choose to ignore the continuing problems along the ridge route. Since the
focus of the RAP is meant to be on indirect impacts in the region, not just along the road,
the Cloud Forest is an example of an issue that may be unfortunately lost.

ndigc ein t jec

110. The most recent reviews of this issue and policy by Management have both clarified
and obfuscated aspects of the question originally posed by the Requesters. Because the
ethnic groups of the area being impacted by the Arun III project do not fit the classic
expectations associated with OD 4.30, some observers have sought to dismiss the
applicability of the OD. We are not dealing, after all, with the kind of isolated tribal
group untouched by modernity that some would argue is foreseen in the OD. The
position is unsustainable, however, since other observers on the ground and in Bank
Management have recognized the larger purposes of the OD -- to ensure that groups in
the population chronically vulnerable to damage from the development process, who can
be identified by their ethnic affiliation, need special monitoring and programs. The fact
that some of any given ethnic group have achieved some degree of integration into
mainstream society does not discount the concems of the majority of a given ethnic
group, whether labeled “indigenous people” or not.

111. In this case, the Panel found in conversations among the people in the Arun Valley
that some ethnic groups are clearly more prepared to deal with the changes in their lives
than others. Concern was expressed particularly about the Rai communities that live
north of Tumlingtar as likely to be least able to maintain their current social structures,
and also most likely to face daunting pressure from outside the Valley and other Valley
residents as economic opportunities explode with the construction process. Nevertheless,
it cannot be generalized that all Rai people will need special assistance. Nor can it be
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ruled out that non-Rai will suffer particular disadvantages in particular villages in the
midst of rapid change.

112. As a result, the Panel found that a sensible approach had been discussed: to ensure
that adequate anthropological surveys are undertaken well in advance of construction,
with clear measures of well-being, and then close monitoring of their condition as the
project progresses, and as an integral part of IDA oversight. Contingency plans for
remediation in the context of the Regional Action Plan can be established to meet
challenges as they emerge.

113. There are particular reasons in the Arun Valley to err on the side of caution with
regard to vulnerable ethnic minorities. Virtually the entire population of the three
districts touched by this project already live in a highly vulnerable status: for example, it
is estimated that only one in ten farming families can support themselves from the land.
Casual employment then becomes crucial to ensure people do not starve. Where there is
a propensity for any disadvantage among particular groups of people, it will be crucial for
a working monitoring system to pick up distress signals quickly, before communities
disintegrate and there is additional flow of the homeless and impoverished into the cities.
The background work of the King Mahendra Trust, particularly in its volume on
“Sustainability and Economic Growth,” makes clear that certain parts of the population
will suffer declines in income with the opening of the road, through the short- and
medium-term. OD 4.30 would require that the Bank ensure that ethnic communities not
be generally harmed in this process. Management has indicated in the past that they
expect the OD to be addressed directly when the Regional Action Plan is given
operational details.

7. Findi

1. The findings below reflect the Panel’s analysis of the foregoing Inspectors’ report, its
field inspection in Nepal (May 27-June 1, 1995), and in view of Management’s initiative
and pursuant to the terms of the Executive Directors Authorization of the Investigation
(IDASecM95-36), these findings also take into account Management’s proposed remedial
measures in assessing compliance with the three policies. The initiative referred to means
that after the investigation was authorized Management made a substantial effort to bring
the project into compliance with the three policies. To this end an IDA staff mission
visited Nepal in April 1995 (“April mission”). On May 23, Management sent the Panel a
memorandum attaching proposed remedial measures based on the findings and
recommendations of the April mission.

2. After the April mission Management pointed out in its transmittal memorandum to the
Panel, that all the attached proposed remedial measures (Annex 2) would have to be
satisfactory to IDA. In addition the memorandum stated that Management would
communicate to HMG/N the criteria to be met for the measures to be satisfactory. In
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terms of timing Management will require all such measures to be either completed or
defined and initiated prior to Board presentation of the proposed project.

Findings on Environmental Impact Assessment (OD 4.01)
3. Management’s Proposals. The recommended measures relate to the direct impacts of
the proposed choice of road alignment. A detailed comparative analysis of the valley and
hill access routes, recommended by the Panel of Experts in 1992, was prepared after the
April 1995 mission. It confirms the proposal that the access road should be built along
the valley alignment provided that the Environmental Impact Assessment takes into
account the following:
(a) Spoils disposal;
(b) Impact on wildlife and aquatic Life:

(1) avoidance of Makalu-Barun Conservation Area or mitigatory and

compensation measures;
(2) Sal Forest Patches: measures are to be included in the Regional Action

Program discussed later in this report; and
(3) aquatic life; and
(c) Impact of increased traffic on the market town of Hile.

4. Panel of Experts (“PoE™). The establishment of a second separate specialized PoE
consisting of social and environmental experts is now proposed but has still to be created

and appointed.

e The Panel notes that the original PoE has not been convened since October 1992.
Therefore it could not, as required, follow up on its recommendations. Mechanisms
to ensure periodic PoE meetings and follow-up are therefore needed.

5. Glacial Lake Outburst Flooding. In addition to the measures proposed in Annex 2,
Management has also addressed the problem of such flooding risks referred to in the
Panel’s preliminary report. In April Management convened a panel of experts which
concluded that risks are real and that monitoring should commence immediately.
HMG/N has arranged for financial assistance for a team of experts to carry out an
investigation of the Barun glacier lakes starting towards the end of June.

6. Road Maintenance. During their field inspection, the Inspectors’ verified monsoon
flooding as a significant natural risk that requires attention. Uninterrupted motorized
access is necessary to ensure that equipment can be brought in to the project site during
construction. Without this, there is a high risk of considerable project delays and higher

costs.

e The Panel finds that the choice of the valley route will require provision for
appropriate funding of contingencies to cover maintenance in the event of road wash-
outs resulting from river flooding due to monsoon rains.
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Findings on Involuntary Resettlement

(OD 4.30)

7. Credit 2029-NEP (approved by the Board in 1989). The April mission found there
are families seriously affected by the access road project in Tumlingtar who sought
rehabilitation but received no assistance. The mission also concluded that there may well
be more families in the Basantapur area who have been similarly adversely affected.

8. The mission also noted that HMG/N had paid compensation to most of the 1,635
families whose land was acquired for the hill access road project. However the legal
process of transfer of ownership had been completed for only 15-20 percent; of this
percentage, the land of only 18 families was in fact physically possessed by HMG/N.

9. With respect to those who were displaced in 1989-90, Management recommends that
HMG/N investigate the conditions of the families whose land was actually physically
possessed and in accordance with provisions of the borrower’s guidelines offer
rehabilitation assistance.

e The Panel notes that, although necessary both for those displaced and for a large
portion of the Arun Valley population, provision for access to jobs/training is not
adequately addressed.

o The Inspectors found that the land of those who filed the Request for Inspection had
been acquired but not physically possessed. They have been adversely affected by
uncertainties over the last half decade as the result of the change in access road
alignment. Their future is still uncertain. (See paragraph 52 of Annex 1)
Approximately 1,400 other families are in a similar situation.

¢ The Panel finds that IDA failed to observe in substance the policy requirements for
supervision of resettlement components and consequently failed to enforce covenants
in the Credit Agree:ment.l

10. Management’s proposed remedial measures with respect to land acquired but not
possessed, as outlined in Annex 2, require that the borrower formulate a time-bound plan
indicating which land is to be utilized for future road construction and which is to be
returned, including measures for protecting the standard of living of those whose lands
will be possessed and the procedures to enable original owners to regain their lands.

11. Valley Route (Proposed Credit). Management proposes an update of the
Acquisition, Compensation and Rehabilitation Plan.

12. Implementation of Resettlement Plans. The Panel agrees with the 1991 consultant
study of past experience in Nepal which concluded that more follow up and much more

! See OD 4.30 paras 22 and 31. See also para 30, which requires that the resettlement plan and the borrower’s obligation to carry it out
be reflected in the legal documents. Other necessary resettlement-related actions must be covenanted.
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emphasis must be placed on monitoring and evaluation of both the land acquisition
process and implementation. It is worth noting that both the Operations Evaluation
Department and regional reviews of the Bank’s experience with resettlement stress the
central importance of early attention to strengthening governmental capacity to manage
such programs. The studies point out that monitoring by IDA has been chronically
inadequate despite consistent findings that oversight must be exercised constantly during
implementation and beytmd.2

Findings on Indigenous Peoples (OD 4.20)

13. Management proposes that the three actions required by OD 4.20 with respect to
indigenous people should be extended to all residents of the Arun Valley. These actions
are (i) informed participation through public consultations, (ii) security over land tenure,
and (iii) an action program with socially and culturally appropriate components. The
“action program” means the Regional Action Program discussed further below.

14. The Inspectors found that people who qualify as “indigenous” under IDA’s policy
are scattered throughout the valley and live in conditions similar to those of non-
indigenous people. Management’s proposal that requirements of the policy be applied to
all inhabitants is appropriate and should bring the project into substantial compliance
with OD 4.20 if its implementation is subject to continuous monitoring and supervision.

Findings on the Regional Action Program

15. A significant number of actions required by OD 4.01 and OD 4.20 are to be included
in the Regional Action Program (“RAP”). This is an innovative approach to an
environmental action plan which has the potential to become either a model for future
work or, if badly implemented, a serious weakness of the entire Arun III project.

16. Described in the Staff Appraisal Report of August 1994 as being “integral” to the
project, the RAP has nevertheless yet to be completed. It would be the main mechanism
for dealing with indirect environmental and social impacts — an extremely ambitious
undertaking which in its original form contained 21 specific recommendations and
programs to deal with a variety of complex issues.

17. Forestry. Effective forestry management is expected to mitigate the increasing
biomass deficit.

e The Panel notes that preliminary actions to address this problem need to be
completed. Measures to grant security of land tenure to forest user groups are now
proposed. First, maps showing the boundaries existing forests as well as those
planned to be managed by forest user groups have yet to be prepared. Second, as of
the date of writing, Management is still waiting for the planned review by the Bank’s
Legal Department of Forestry By-Laws. Depending on the outcome, Management
intends, if necessary, to propose further remedial measures. The Panel also finds that

! gee, for example, OED Report No. 12142, “Early Experience with Involuntary Resettlement: Overview, " June 30, 1993.
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continued technical assistance to be funded by donors other than IDA is critical to this
component.

18.  Protection of the Remaining Cloud Forest. Only patches of cloud forest remain
and are located along the now abandoned hill route.

¢ The Panel finds that appropriate mechanisms for their protection have not been
included under the RAP.

19. Donor Support and Coordination. Funding of the RAP is to be provided by major
bilateral donors who must be committed to continuing support throughout the life of the
project. The RAP involves many different programs in many different areas,
implementation by different executing agencies, and funding by a number of different

donors.

e The Panel found inadequate capacity for sustained coordination of all these different
aspects

20. Institutional Aspects. Management requires that the borrower complete a
redesigned and expanded RAP * prior to Board presentation. (Annex 2 at p. 3). The
Panel notes that:

e Since it is the first time such a regional action program has been designed, those
involved in designing the original RAP need to continue their work to ensure that an
institutional memory is established in order to inter-link in the future, all the different

actions.

¢ To implement pre-emptive environmental and social measures institutional capacity
needs to be strengthened now.

e Responsibility for implementation appears to be fragmented. Direct mitigation
measures are to be taken by one executing agency while indirect and induced ones are
to be taken by another. The design does not yet provide for a single chain of
command or integrated organizational structure in the Arun Valley to oversee

implementation.

21. Given the complexity, scale and scope of proposed developmental interventions in
relation to the existing institutional capacity in Nepal, the Panel is doubtful that the
project’s mitigatory environmental and social measures can be implemented within the

time frame proposed by IDA.

* The original studies conducted by the King Mahendra Trust (“*KMTNC")—a local NGO—awhich provide an excellent basis for the
RAP, were completed in 1991 based on the hill route alignment. Additional and updated KMTNC studies were completed recently in
February 1995. Due to the change in road alignment in 1992 the borrower has to redesign rather than update the RAP.
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e The Panel finds that the lack of institutional experience will necessitate
implementation of a massive institutional capacity building plan and identification of
further resources to fund it, as well as intensive IDA staff supervision throughout
project execution.

o [n relation to environmental measures in particular, the Panel notes that OED studies
indicate that projects often suffer, or take much more time and funding than
anticipated, because of an underestimation of the effort needed for building adequate
institutional capacity as well as from a lack of constant supervision.

Documents

Attached to this Report is a “List of Documents Archived at the Office of the Inspec J'
Panel.” It lists those documents numbered and deposited in the Panel’s archives.

were officially transmitted to the Panel at its request, or . ffered to it, by Task Ma
andotherstaff. = i o o

In addition to__:éomplét.é' access to IDA files the Inspcctérg_jhé@d.;a,éée_fs:_s._'té,'tgf___édi{g'h_t ut, a
wealth of additional published and unpublished material from both within and ouitsi '
Bank. e v e

The Panel wishes to thank relevant staff for their untiring _é_ﬁopéfﬁﬁioﬁi and lai'gq amount
of time and effort they spent in providing the Panel with documents. o :

* See, for example, OED Report No. 12403, “Annual Review of Evaluation Results 1992," October 13, 1993.

37






ATTACHMENT 1

List of Dacuments Archived at the Office of
The Inspection Panal

Author 08 #_|Description/Subjact
Priamernmam § 4 pcnmmardaton of Brasoed 1 e E0s 104 1 Ax. Procoues Creot tor SORF.S 1 Hasel e A 1 4PDA1-NER
Ua¥ Agorietsl A goot 2As 1 Macon He 1 FGO-NER
A flel Bt P A, WO IR
H0A 1ie Butwwon IDA & NEA: WP T35 Lt
oA L] A o Accass Rasd Prass - Sebweit RACH L 04 WEDS-Lieg
oA Ated Batmean (04 L HEA Croot i J000-WEP WP 100 Dot
L_u 2 Dwwastrs A pperataafins Latfemacdy, Hessl
!Nu E Jovow Tyimrence 1w Emrwrecrl Usnagemant. Katvrand, Meosl
WO UNDP. UGN 3 Veu 1:13
Leant Cant Serarioon & Eipanaan Pua LSCERM HEA a(n) |il-ulilb POAMANI6D
Lnaats NEA v) Firai Rooert, el 1 L Rugent
mndo_eauﬂmlwmhm L ANL SHu Ihll-!m
Aratrva of Cotors of T Negel Deciresl Canervarg Srmem AML Lo Frai varva « Progeusl PA011 (Rev &
Pramssonty Sy Huk Cancuc- Hyor, Prowct NEA L Firasd Ropant ok | e Rooet
JICA E Vel | W R posrt
4G/ 1n Of AR e Wi, . by St
MG, NEA 0] W, |, s R et
ACA o Vol | Man Reoort & Vol 1, Lotess Resd
G, NEA. UNOP. UNTEQ | an Deat Firas Rasort, Yol |, M oot (NER0O1 4
Fuanomy (huoy: Thed Musunans Hrore. Prome MEA Movdd WG Maa oo
K gty Sty ijooar A ryora Proect, Prass i MG, WA UNOP. WO Oec-d1 L] Fira Reoant, vol, ik Tarl
gta Crani fusn tnguson Prosc-toeoen e NEBA Jbdd L oty o Aemran dirs
ttdn Prownracy A oo -Fereey Stan. Dwe of T Chargmes Bawn jwas Oxt-94 r | orn
Ve - Ms Zhangme vnoamen Priect St 10741 tN4a |7 Erorange o Bl setesen T £04 30s & O Cueery SA1ET
£ e rmvrent sl mosct Assstirect B A dcces Aoed ey AL NEA See-2 hlmmhm
fascos Tl R
Evvrpementsd Mibosan Pen WEA (MG o) Nav-1) a Arun N, Usidaten Pas
Arun 8 Draemd Logrevrrg, Pramet Farmuarson Aecon | ] My 1hial_ |Ver 1 e Hupent
irun W, Demsews Progect Formumtmn Aveort | Lng_mmm My 50 11 Vol X Arvared
Adan 8 Dt Erowwerre, Proc Forrusosn Aepat | MEA (PRI e ) An-90 llL w!lmum & Secrrartrten
s Pasey Frameeory Saowd | 00030 18RD yioss 12 Bowd Documert Mal_SechBia T34
| # et Purormanca Auot A sosd-Kimunan Hrors Prowet 'wa Sv™ 1 Ae Creoe SCO-HER & 5001 HEF
Pusasmty My Alooes A rhyors Broad Mass il MK Engresns. ine. Dec-31 11a Firas Wagert. Shaptsr 11 Lo rormsrtsl ronc Assssamenrt Puses
Agreed Ut ¥ Segimtnesion WMGN NEA OA 13-2194 13 Serwaen T Crooom of Mege & MEA v Avun 8 Hyore. Prosct
s Fnonnad Vs anrant 0 Fierl S L we 48 L] Mpceet g FOASLIM
| EL Aoy Bisodt-haced, WASTy gl Hyory Apwer Prowcat " 5184 178} Racont Mg HZa-NER
Sugwrs e TeosrnSace no Pa-Offica Auperts wa | 1371 | Ma moow Cinoe 147800 b S 1 ST 00
€ ey 4 unscanca Srviegy FuserHeom wa | I [Erirect Yo Mamna of e Praiasent Aa Pesooeed Covat o 108 10 dm
A 1. Dvamed Sograecny Sarons HEA | ren2 il | Qe Ergrasnrg Sarves. dnun docess Road, Hivee A1 Alr, Susy
Asumeon Zampenssnn § A snasiyten Pas e [ r ] | Acsaim e (Uooated] & Avoanom 48,240
20N Brson Eoorame Aneh ba o Prowcs e | ] in | Cacunasn Seut (s Fa s Usregermarts Aescores)
e Bare Pamcy Fapet wa | ] 12001 | Tre v Sam n D S Fomesr Sacrar
[ort R Bamcy Buowr we 1em 12001 | Erwrgy EMcmncy & Soreerssson a Ta Dervang Wend - Ael Frisid
Ampcremerd m iy 11 1954 m HABGN saf 1994 in Lont o4 40 T Decern Formind W A o SES Rad Pt 3]
Arzcrmant 3 by 11, 1784 9 b S0 Meroar NEA 1904 124 Drartacnn of 4 it Prosct Husied Cne. o Meosd Lingusge s Gan, Asde
ALadanoam 9 furd #0 Emeron u-_g-tmmm NEP swo_u_-_-a.n il 28 Vol 2 Asun Accaes Road- Surwmary of Ewren, I, Firel Recort (Rel. Pt
A pserum 8 are P00 Evron, b Soo-fiareme woed Shay MEF 3 W Creosres ve Jon?2 i Yok ) Lrevon imoec Aiseds o T Trevessn e Sl Rrced [Red fin23)
Py 3 £1p0ey A pets HIMGN. NEA 196472 b ed Mecoers Ma 1.7 (Rl P}
Fas g Anun W Cooewry Survey | Necal Ree. tres 1172144 I8 Ta. St (Ref Frasy]
Fux e v of Sooumwnts arovewd By A°C A Meosl Suad THEs I>» Ta: 3 Saevave, ACO v Ooca grivided Sy MC sl 3 0 Meosl
L Lt o oo VY bia b Sut 10794 k] To O Lewart A0 e Lot of o0 visvion of T A ) ndorrrudion Cover
$ia dpornst Aeccet - Mecel Aset - Conrtry Dt 1 A F30001 | Moow, nun i desens Sned Provece, Macon e 1601 HEP|
Umarinium ind A pasrrardnnon of Pe st 0a | Ly 0 [ Proonssd Creat W #ACM 4 dnan dooses doea Proea Svsort be Pt
Lararunaum 1 fa Soard JECVP. A | My 50 '3 Re Neoal: Anan 1N Accasa Aced Prowct Ref: CAMER-41
iﬂ_wmw Agrwerad - Arun o dzexes Roas) Peosscl A AV e St mamoue Y023 HER
Mpoor Secel Facal Reprciunrg | Puots A rsercs Managered vl W ‘2 Vois | & U Qe N 1 ZT81-NES (Rat: Secks. I |
£ et Aisesamant ind Usssgunent, Ececen Summany WEA (™ urommseral Vay-21 2] Mo Ao i eporspmcires St
Lotar 19 Remrwn Tgren G direwssacs s Feacel 11154 [E%) e e sopveron 12 rsn v Aruns i sondmcreraees
T oo Docurments - A (I Hrarsemcrs St WA (aC urcerserg) I8 vor AL
amew Wit1 Samed 0 Cuvvoement. erang & Over [wet & LEADSAS |2 A Ry vt o Tt Ll g Pty Fraemen's st Commurdy Farvery n beost
T of Mabrsren lwa iw Ve Unowtrg of Reganal Acsen Mea
P on ity Yasdy SCA MarS7_ |8 D Ml @ upor] Hrarossecins Dur. Prissct Vol | Man Sead (1-1)
[ aca e d7 |2 Drad Final Rugort Hydrosiactrs Oey. Prosct Vel | e Rsssrt (8-13)
¥ anmtty Sah SCA Juna? |® Finel Reoet Hydrosiecing Dev. Fromcr Vel. § Access fued
LS Ut P HAMGNRPAC § WA Nev0 |20 ‘A8 Dec 671 34
Seavete fesaneon Sormponant HACNMPAE & WO ont0 |41 W8 Oaa 0793384
Cammurity Rrsanson HAMQ/N-NPWG & WA Nerd |2 W8 Dec 673 384
o Marpgrerert Carrganent HUOAN-NPAL & ACT 80 | Q W8 Cee 075 384
Pan Sarwoemart Companent HMAN-HPWE & WE) NevAD |44 W8 Ova 573 24
mﬂ_ﬂﬁnﬂ—h___“ rd Agr-m |4 12 Muparty WA Oea. 79 25454, 5758 200 M= 208, 08, T0. T, 74
1EAR0 Comtwans Fuoer Ma B ICR00 Onetd |20 mrmen i Lrssgurrent 1 e A Adver S of Heou
The ol Conasn seon Lruegy B Meow e L L Owe-87 |47 Busicing on Sucoeea
¥ onpomty Lhaty LI Tevd | A Shay of Frasain Padoes ineshaisrs § veutmant AcBviies 1 Nesel
Bt Lo rmrrmera vrosts ooy “E_ Jan-9l |48 Wl T Haw Aveoucss [Predrewy Ordl
8 inrmt roraermanisl vroacs Budy TG Joned |3 Vel (I Susenesty sref (oanarres Grow® (Pregrerary Onil
94 et Lve rmevrarend brpedrs Sy TG s |41 Vei. IV: Sact v inmstteral Campanart (Prabmarary Ored)
80 mrerte Larrarvmertal irpats S0y WTNG Jan-o8 31 Vol Bioare sy [Preamrary Oy
roecta Shey 04THE sanes |53 Vel VI Seturmort Gustidred [Prodmeacs Orsif)
v #yoart Tha Uae i e react st Do of Pres 8 v 190 (34 Mot moras “Arie Aiver Saser”_
ron ] il ] |Uon oy, 1ol Macan
o8 et I L —
PP lanisg ay80 (38160 | My, 1900 Mhmamt 3
rae a St 107778 9T ini Mdrrieroms | D) Mimas '
ik o i S et [3me 110 I [ he sevwronr 1000 sevmn |

Page 1




List of Documents Archived at the Office of
The inspection Panel

= :
i 4 .
It
Sndt
aara
s
L
ASTH
a1
LR LD
A
AS1
ol
AN
TOA 24201
s fon 8 Lorrerrrarsst § St forew Misast BAZEG
Marermrdu ewsert dams o Cormmterey of e Fesat Osparwvand R seremmarey of Barm padeod & et | sasord reseruis
[ Aricts: Wartd Sank sret Pesgerais Pessma 3. Owvie. WO L]
rsmen: Arwhrees of Oymere b i tpoml Bty Garersang s LA ol e | Avesiyens of Optmra.
Pretrwrary Rasart Usiinde of Env_ Asestarherss s Comamrinen of Ry Sl Aort 1908 [ITO Mo s Ve . {Baaens o & of Widan
Presveary Reoet Oni 4 L Sl [ Aocmnd Rl
S harery Mt n redt
Scnn-e-Glice Ropmst e} )
| Aguncn - GLOF Parm swry sat 77, v |3
GLO Purm stmrtr. Awrt 2728 1908 ot 174 lagenan wen Ut of Pucionnin
o ]
Asrl, ™
w17 Pher drbry M 108
el (T Sutn of Baru Glacwr Lises Peswtguien Moy
o | wwterad
nyos o ME“

Page 2



ANNEX 2

May 23, 1995

NEPAL - PROPOSED ARUN III HYDRO ELECTRIC PROJECT
SUMMARY OF CONCLUSIONS AND
RECOMMENDATIONS FOR FURTHER ACTIONS

Investigation Area 1: Environmental Impact Assessment

e The access road to the Arun III dam and hydro project sites should be built along the
valley alignment, provided the recommendations in the areas below are implemented to
the satisfaction of IDA.

e The following aspects still need to be taken into account in the Environmental Impact
Assessment.

(a) Spoils disposal.

e GON/NEA to identify alternative options for all spoil disposal, estimate costs and impacts
of these alternatives, and implement these where economically feasible to avoid river
disposal; " -

e

¢ GON/NEA to calculate the likely cost of this change of policy and inform IDA whether it
will be implemented through up-front contract modifications, or through the existing
contract supervision and unit price framework.

Required as soon as possible, at the latest for Board Presentation.

(b) Impact on the Wildlife and Aquatic Life.

t
e Impact on wildlife and aquatic life estimated to be modest. Impact on fisheries resources
still worth mitigating.

(b.1) Makalu-Barun Conservation Area (MBCA).

e GON/NEA to demonstrate, in a manner satisfactory to IDA, that building this road

portion on the western bank is unavoidable;
e GON/NEA and MBCA to agree on mitigatory measures and compensation, satisfactory to

IDA and taking into account national legislation.
Required for Board Presentation.

(b.2) Sal Forest Patches.

° GON/NEA to demonstrate, in a manner satisfactory to IDA, that road portions cannot

be located on adjacent non-forested ridges;
o Adequate compensation, conservation measures and forest management plans to be
included in the RAP, satisfactory to IDA and taking into account national legislation.

Required for Board Presentation.
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(b.3) Aquatic Life.

° Establishment of a small fish hatchery to be included in the Regional Action Plan
(RAP).

Required for Board Presentation.
() Impact of Increased Traffic on the Market Town of Hile.

) GON/NEA to devise, in consultations with town residents, an appropriate solution,
including a traffic management plan.

Required for Board Presentation.

Panel of Experts.

* GON/NEA to appoint two Panels of Experts.

Required for Board Presentation.

e

Investigation Area 2: Involuntarv Resettlement - Acquisition. Compensation, and Rehabilitation
Issues o

Land Acquired along the Hill Route.

¢ GON/NEA to investigate the situations of the families affected by the Government
possession of land in Tumlingtar and in Basantapur (for construction of a road portion
from this town).
\

Required for Board Presentation.

* GON to formulate a time-bound plan indicating the land to be remrned to original owners
and to be utilized for future road construction, including measures for protecting the
standards of living of those whose lands will be possessed and the procedures to enable
original owners to regain their lands.

Required for Board Presentation.

Acquisition, Compensation, and Rehabilitation Plan (ACRP) for the Valley Route.

° Because of unforeseen delay in implementation of the project, the ACRP for the valley route is in
need of updating, to take into account changes in baseline data, cost and budget.

e As conceived in the ACRP the above updating would involve clarifications on certain related
matters.

Required for Board Presentation.



Investigation Area 3: Actions Involving Local People

(i) Informed Participation Through Public Consultations.

e Field investigations found that communities consulted were fully aware of the Project and
were looking forward to its implementation. Therefore, it is concluded that no new
consultations would be useful unril a decision has been made on project financing.

(i) Security Over Land Tenure.

e GON/NEA to prepare a map showing the boundaries of forests managed by the forest
user groups active or being established along the valley route.

Required as soon as possible, at the latest for Board Presentation.
(ili) An Action Program with Socially and Culturally Appropriate Components.
e Addressed through the proposed Regional Action Program (RAP):

- GONto revise and expand the RAP, including:

. an action program including detailed description, budget, time table and
institutional arrangements for the implementation of the preemptive measures (in
particular continuation of establishment of forest user groups along the valley
route alignment),

. mechanisms for coordination with Donors and for participation by various local
institutions active in the Arun Valley, for annual revisions, updates and
extenSions,

... mechanisms for implementing and supervision of the programs under the RAP,
and,

. procedures for monitoring.

Required for Board Presentation.

AC:nb
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! Further recommendations may be made following the review by the Legal Department of the Forestry
Bylaws (April 1995) to determine whether user group security of tenure over forest resources is assured (the
review by the Legal Department would not take more than a few weeks). We are still awaiting English copy of the

Bylaws and annexes.






May 23, 1995

NEPAL - PROPOSED ARUN Il HYDRO ELECTRIC PROJECT
NOTE ON THE CONCLUSIONS AND RECONMMENDATIONS FOR FURTHER ACTIONS

General

Environmental Situation in the Lower and Middle Arun Vallevs.

Conclusion: The lower and middle Arun valleys are far from pristine and ecosystems are in decline.
Very little or no pristine forests are left in the Arun valley. With the exception of relatively small areas
of "cloud forest” along the hill (ridge) access route alignment, forests are heavily exploited for fodder,
fuelwood, shifting cultivation, land clearing for agriculture and grazing.

Environmental Impact of the Project.

Conclusion: If properly managed, the environmental impacts of the proposed Arun ITI Hydro Electric
Project (HEP) development-can be minimized and/or adequately compensated for, and the project has
the potential to bririg significant longer-run social and economic benefits to its area of influence, as well

as energy benefits to the country as a whole.

We will inform the Government of Nepal (GON) that IDA would need to be satisfied with
GON’s actions on all the recommendations! given below, before presenting the proposed IDA
Credit to the Board.

Investioation Area 1: Environmental Impact Assessment

Comparison Between the Vallev and Hill (Ridge) Access Road Alignments.

Findings: The two access road alignments contrast significantly in environmental terms (Annex 1).
The valley route would create fewer adverse environmental and social impacts than the hill route. In
addition to being considerably shorter, the valley route would adversely affect fewer people in terms of
direct dislocation and the taking of agricultural land. It would also pass through Sal forests which
contain relatively low bio-diversity and are well represented elsewhere in the country. At the same
time, being located close to the Arun River, the valley route would provide improved access to a larger
number of people in three districts (Dharkuta, Sanskhuwasaba, and Bhojpur), while the hill route
would benefit mainly residents of the first two districts.

Recommendation 1: The access road to the Arun III dam and hydro project sites should be built
along the valley alignment, provided the recommendations in the areas below are implemented to the

satisfaction of IDA.

I Actions with respect to recommendations for “spoils disposal” and “map showing forests managed by
forest user groups in the valley route” are required as scon as possible, at the latest for Board Presentation.
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Recommendation 2:  The following aspects still need to be taken into account in the Environmental
Impact Assessment.

Areas to be Addressed. Constructing the valley alignment would nevertheless involve some impacts in
the following areas that need to be addressed:

(a) Spoils disposal. Findings: IDA is concemned with the policy of disposing of road construction
spoils in the river as a matter of principle and precedent. It recognizes that the approach, of
placing surplus soil and rock materials on selected river flats to be swept away by high river
flows, has arisen from the particular site conditions of steep valleys with few environmentally
stable alternative disposal sites, 2 river sediment load 100 times as large as the disposed material,
and a lack of road access during construction. Nevertheless this is not common or desirable
international practice, and alternatives should be fully considered.

Recommendations: GON/NEA should: (i) identify alternative options for all spoil disposal,
estimate costs and impacts of these alternatives, and implement these where economically
feasible to avoid river disposal; and, (ii) calculate the likely cost of this change of policy and
inform IDA whether it will be implemented through up-front contract modifications, or through
the exdsting contract supervision and unit price framework.

(b)  Impact on the Wildlife and Aquatic Life Findings: The impact of the project on the wildlife and
aquatic life is expected to be modest. '

(b.1) Impact on Aquatic Life. Findings: Impact on the fisheries resources would be worth
mitigating,

Recommendation: Establishment of a small fish hatchery should be included in the Regional
Action Plan (RAP).

(b.2) Makalu-Barun Conservation Area (MBCA). Findings: The valley alignment cuts through this

area along seven km between the powerhouse and the dam site on the western bank of the Arun
River.

Recommendations: (i) GON/NEA should demonstrate, in a manner satisfactory to IDA, that
building this road portion on the western bank is unavoidable due to inappropriate geological
conditions in the eastern bank; and, (ii) GON/NEA and MBCA should design and agree on
adequate mitigatory measures and compensation, satisfactory to IDA and taking into account
national legislation.

(5.3) Sal Forest Patches. Findings: Between Tumlingtar and the dam site, 5-6 km of the valley route
passes through the Satighat-Heluwabesi riverine Sal forests of which the habitat is becoming

scarce in eastern Nepal.
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Recommendations: (i) GON/NEA should demonstrate, in a manner satisfactory to IDA, that
the road portions cannot be located on adjacent non-forested ridges (due to inappropriate
geological conditions or being t00 costly); and, (ii) adequate compensaton, conservaton
measures and forest management plans. should be included in the RAP satisfactory to IDA and
taking into account national legislatiorn..

(c) Impact of Igcreased Traffic on the Market Town of Hile. Findings: The access road
begins almost at the middle point of the market street in Hile. The existing road in Hile is
only 4 meters wide and the heavy traffic might be difficult.

Recommendation: GON/NEA, in consultation with town residents should address the
impact and devise an appropriate solution, including at least a traffic management plan.

Panel of Experts

Finding: In June 1994 negotiations, GON and IDA agreed on one Panel of Experts, whose
membership and expertise could be expanded when and if needed.

Recommendation: GON and NEA should appoint two Panels of Experts --one for the review of the
engineering (in particular of the hydro power plant component) and the other for the review .of the
environmental and socio-economic impacts of the project (in particular of the access road).

Investigation Area 2: Involuntarv Resettlement - Acquisition. Compensation. and

Rehabilitation Issues

—

Land Acquired along the Hill Route.

Finding 1: Data about acquisition, compensation, and rehabilitation along the hill route is given
in Annex 2. As of Aprl 12, 1995, NEA had taken physical and legal possession of only 4.77 ha
of land for which it has paid compensation. The total number of land owners affected by these
acquisitions were 18. Interviews with 11 families affected by loss of land in Tumlingtar revealed that
at least three of these families consider themselves to be Seriously Project Affected Families. Although
the families have sought rehabilitation, no assistance has been provided to them. There may be similar
claims by families affected by acquisition of land in the Basantapur area as well, where Basantapur
Village Development Committee (VDC) has used the land paid for by NEA to construct 2 road
stretching for about 2-3 km from Basantapur.

Recommendation I:: GON should have NEA investigate the conditions of the families affected by the
possession of the 4.77 hectares of land and following the provisions of its guidelines offer rehabilitation
assistance to the entitled families. This work should include the families affected by the land used to

build the road portion from Basantapur.

Finding 2: On April 5, 1995, the Minister of Finance informed IDA that "the land acquired in the
hill route ‘will be returned to the original landowners as per Clause 34 of the Land Acquisition Act
2034, if no public construction is carried out on these lands."



Recommendation 2: GON should formulate a time-bound plan indicating the amounts of land to
be returned to original owners and to be utilized for future road construction. The plan should
describe measures for protecting the standards of living of those whose lands will be possessed as
well as the procedures to enable original owners to regain their lands.

Acquisition, Compensation, and Rehabilitation Plan (ACRP) for the Vallev Route.

Finding 1: Because of unforeseen delay in the implementation of the project, the ACRP for the
valley route is need of updating.

Recommendation 1: GON should update the ACRP taking into account changes in the number
of adversely affected persons, cost estimates and budget. As conceived in the ACRP?, this
updating should involve clarifications in implementation timetable (linking with construction of
road and power project), leasing arrangements; mechanisms for land for land option;
arrangements for resettlement of people of Amrang; organizational responsibility; and procedures
for compensating forest user groups, the MBCA, and villagers dependent on forest not yet
transferred to forest user groups.

Finding 2: In addition to 430.4 ha of land which will be acquired for the hydro power sites,
access road and transmission lines, about 491 ha of land are to be leased.

Recommendation 2: GON should clarify the mechanisms for leasing of land. As part of this
process, the mechanisms for executing the leases and setting up lease terms should be defined
indicating the rights and obligations of each of the parties to the contract. ‘

A\l

Investigation Area 3: Actions Involving T.ocal People

The three actions required by OD 4.20 with respect to indigenous people should be extended to all
residents of the Arun Valley. These actions are: (i) informed participation through public
consultations; (ii) security over land tenure; and, (i) an action program with socially and culturally
appropriate components.

® Informed Participation Through Public Consultations.

Findings: Field investigations found that communities consulted were fully aware of the Project
and were looking forward to its implementation. Therefore, it is concluded that no new
consultations would be useful until a decision has been made on project financing.

Recommendation: When a decision to begin construction is taken, NEA should provide the following
information to local people: (a) established road alignment, plans for feeder roads and opportunities for
employment on road construction/ maintenance; (b) institutional arrangements, including HMG/N,

" 2 The ACRP dated June 21, 1994, provided, among others, for preparation of full implementation schedule for
activities to be carried out in the first two vears within three months from the date of the order to commence

construction.



(W 1Y

donor, implementing agency, VDC and user group roles; and, (c) whether or not, at what cost, where
and when electricity will come to the vallev. Further, NEA should increase efforts to reach marginal
groups, prepare pamphlets in local languages and consider information sharing formats that are less
technical and literacy-based.

(i) Securitv Over Land Tenure.

Findings: The ¢adastral maps prepared in Dhankuta district 15 years ago and recently completed in
Sankhuwasaba district are intended to register settlements and individual agricultural land title. Thus,
mechanisms are in place whereby land titles can be adjudicated and established. However, forest land,
including forest managed by community forest user groups, as well as national parks (e.g. Makalu-
Barun National Park and Conservation Area) are excluded from the cadastral map. The cadastre,
therefore does not provide individuals or communities with security of title over forest land. Protection
and management of forests is laid out in the 1993 Forest Act. Implementation of the Act has only
recently been established through the Community Forest Bylaws, dated April 1995.

Recommendation: GON should ask NEA and its Consultants to prepare a map showing the
boundaries of forests managed by the various forest user groups active or being established along the
valley route. Further recommendations may be made following the review by the Legal Department
of the said Bylaws whether security of tenure over forest resources is assured®

(iif) An Action Program with Sociallv and Culturallv Appropriate Components.

The various components of an action program should be socially and culturally appropriate for all the
people living in the areas affected by the project . This requirement would be addressed through the

proposed Regional Action Program (RAP).

Regional Action Program (RAP):

Findings: Additional effort is required to bring the RAP to an acceptable level of preparation. The
RAP is of strategic importance, especially in terms of the preemptive components, the program needs
to be clearly defined and operational well before road construction begins.

Recommendations: GON should revise and expand the RAP, in close coordination with the Donors
active in the Area and with the participation of the various local institutions existing and active in the

Arun Valley. The scope of the revised RAP is given in Annex 3.

Institutional Capability:

Finding 1: The community institutions operating in the valley are diverse and viable. Such groups
generally have a good understanding of objectives and are active, illustrating the proactive
characteristics of valley residents who are keen to take advantage of any opportunities available. The
focus of these groups which have been traditionally operating in the Arun Valley for many years, is also

3 The review by the Legal Department would not take more than a few wesks, We are still awaiting English copy of
the Bylaws and annexes.



appropriate - forest users groups, women-in-development groups, groups active in agricultural
production, irrigation associations. Village development activities are now being underpinned by
financial resources following the Decentralization Act which at present provides NRs. 300,000 from
the central government budget directly to each Village Development Co mmunity (VDC), bypassing the
district bureaucracies. VDC chairmen are allocating these resources in innovative ways.

Finding 2:  The institutional mechanism proposed is the Arun Basin Development Secretariat
(ABDS), which does nor, as presently constituted, meet the requirements of a participatory planning
and service delivery mechanism in the valley to respond to the needs identified by the communities.
ABDS, as presently constituted and funded, lacks the capacity to undertake the detailed preparation
and more importantly implementation and monitoring of the RAP,

Recommendations: GON should include in the RAP institution-building actions on three fronts:
(a) community-based institution-building ~ actions; (b) service-delivery  mechanism;  and,
(¢) coordination with donors. The scope of the recommended actions is given in Annex 4.

ACnb
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Comparison of the two proposed access road alignments

Valley Alignment

Hill (Ridge) Alignment

4

430 ha to be requisitioned

Transmission line will be 120 kms which is 20 kms
shorter (saves Rps.340 million)

Maintenance costs likely lower; possibly does not
need to be an all weather road after construction.
Can two months without motorized access be
tolerated after construction? Light vehicles (jeeps,
hand-steered 2-wheel mini-tractors, possibly max.
1-ton minitrucks) will not damage the road
severely.

310 ha. need to be requisitioned

Transmission line 140 km or 20 km longer
(Rps 340 mullion more expensive).

Maximum gradient of 12%;maximum height
2500 feet

Maintenance costs will be substantially higher
during dam construction because of the need
for all weather usage, because loads will be
heavy (cement, steel), and some cargo cannot
afford to be lost (turbines).

As ridge alignment has many hairpin bends
and other curves and much altitudinal change
(2500 ), maintenance per km will be higher.

Serves three districts (Dhankuta, Bhojpur and
Sankhuwarsava), as two spur (jeepable) roads
(Khandbari and Chainpur) are included in the
project under RAP. If ridge alignment is chosen
then other district (Bhojpur) southwest of Arun
valley will likely build another road on the other
side of the Arun along the valley alignment. If
valley alignment is chosen, people will partly build
the ridge jeep track themselves.

Benefits of roads will be for three districts:
increased opportunities for a more sustainable
agricultural development, improved education and
health, more effective family planning and
ecotourism development.

Serves only one district. Communities on the
west of the Arun river would have to porter
all goods down to the river, then up to the
ridge route.




[#]

Valley Alignment

Hill (Ridge) Alignment

e L S

Road 76 kms shorter to Arun II (Upper Arun
would be a common route 47 kms extra). Imports
and exports cheaper, less fuel used, faster. Fewer
hairpins than the ridge route, much less altitudinal
difference, and shorter.

'y

Imports and exports more expensive,
transport longer and slower.

First stretch up to Tumlingtar traverses low
biodiversity area: mostly agricultural land. Between
Tumlingtar and Num stretches with Sal riverain
forest of low biodiversity, but riverain Sal forest
habitat threatened in Nepal, needs protection: forest
users groups, with strict forest management plan
and valley route alignment should follow power
transmission line over the hill and not bisect this
habitat.

Part of road goes along the edge of proposed
Milke Danda area (cloud forests) and passes
through three other cloud forest areas.
Would this make extension of Milke Danda
into a few forest remnants unfeasible? Cloud
forests are of high biodiversity.

First stretch less steep:-less erosion.

Steep road: more erosion and land slip risks.

Landslide spots xdenu.ﬁed Landslide will likely cut
only one bend.

Landslides caused by cutting road. One
landslide might cut various bends (up to 12
bends cut by a single landslide have been
observed on other Nepali roads).

Encroachment on this alignment will be likely less
than on ridge alignment: many rich people will buy
land. Valley is too hot and dry.

Encroachment likely more extensive: more
people like to live on the ridge (because of
cooler climarte, better visibility).

No snow:; safer; fewer accidents.

In winter during short periods there is snow
on the track. [On the Tribhuvan Rajpath
people are willing to travel 90 km longer to
avoid the altitude difference: safer, more
convenient, less wear on vehicles].

Depreciation of vehicles less: shorter distance, less
steep.

Depreciation of vehicles would be greater:
wear and tear shorten vehicle life and increase
maintenance costs on steep roads and those
subject to snow, more than valley alignment.

Far fewer social impacts as very few affected
people. The valley is largely unpopulated along
most of the Northern sectors of the road partly
because it is too hot in the valley and malaria was
restricted to the valley. Note potential risk of
malarial recrudescence in valley route especially to
the extent Terai workers or foreigners enter for
road construction.

Ridge densely populated. Road has to go
straight through many villages. Enormous
social and cultural impact.




Valley Alignment

Hill (Ridge) Alignment

Forest remnants are very widespread non-diverse
Sal forest.

Riverain sal forest habitats should be protected.

At least three patches of much rarer ‘cloud'
forest are currently bisected by the existing
trekking trail and are being actively converted
to slash-and-bumn, overlopping, goats, fire
etc.

When the ridge route trail is upgraded to
jeepable standards, it should be diverted
around these patches of cloud forest and the
old trail deactivated so that the cloud forest
can regenerate.

Riparian sal forest richer than regular sal and habitat
is becoming scarce in Nepal.

Cloud forests have higher biodiversity and an
important function in capturing water.

Biodiversity and endemism much lower

Biodiversity and endemism much higher

Fewer and more disturbed habitat, in general more
widespread (Burma'to Bangladesh and even
Indonesia has variants of Sal forest).

'Cloud' forest rare, not as widespread (alt.
3000 m.) as Sal; Cloud forest is not the
depauperate high montane sub-nival habitats
which are very widespread with low
endemism in the Himalaya.

Cut and fill less easy: more spoils, which cannot be
reused.

Cut and fill easier: less production of unused
spoils.
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Annex 2

Data about Acquisition. Compensation. and Rehabilitation Along the
Hill Route

As of April 12, 1995, the process of notification and payment of compensation for
the 310 ha of land required for the hill route had been completed. The above mentioned
310 ha belong or belonged to 1635 landowners. The total number of parcels comprising
the 310 ha is 2834. Out of the 2834 plots acquired, 24 belonged to public and 2 to privately
established Guthi (Religious Trust) Corporations, and 16 to schools. All the remaining 2794
plots were privately owned. NEA records indicate that only one of the 2834 acquired plots
had a tenant. NEA has not been able to award compensation to 283 landowners entitled to
receive compensation for 376 plots along the hill route. In these cases, either the ownership
of the plots was being disputed in courts or the owners had migrated to other areas and
could not be located by NEA, despite its repeated efforts until 1992.

Hoixféver, the legal process of transfer of ownership of the land to GON, as
required by law, was completed for only 15 - 20 percent of the land for which
compensation has been paid.

NEA has taken physical and legal possession of only 4.77 ha of land for which it
has paid compensation. The total number of land owners affected by these acquisitions
were 18. NEA, except for the area already mentioned, has not taken physical possession
of any lands for which it has paid compensation. Left free to utilize their land as they
deem fit, the absolute majority of the people supposed to be affected by the loss of their
land are yet to experience any adverse impacts from the loss of their lands.

A number of houses were legally acquired but not a single house has been
physically possessed by NEA (acquisition of physical structure has been confined to a
single hut, used for rest during agricultural activity).

It is worth noting that the Basantapur Village Development Committee (VDC) has
used the land paid for by NEA to construct a road stretching for about 2-3 km from

Basantapur.

Interviews with 11 families affected by loss of land in Tumlingtar revealed that at least
three of these families consider themselves to be Serously Project Affected Families. There
may be such claims by families affected by acquisition of land in the Basantapur area as well.
Although the families have sought rehabilitation, no assistance has been provided to them.
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Annex 3

Scope of the Revised Regional Action Program (RAP)
The revised RAP should:

1. coyer such concerns as drinking water supply, basic sanitation and primary health
care, training for construction-related activity (*), income generation schemes and forest
resource management, which were found by the mission to be generalized local priorities
throughout the region, family planning, matemity and child care facilities and programs,
construction of a fish hatchery, rural electrification schemes to permit at least the largest
population centers of the Arun Valley to benefit from the electricity generated by the project,
settlement planning, inventory and mitigaton actions for cultural heritage (**), environmental
monitoring, continuation of establishment of forest user groups in the valley route alignment
and establishment of the Milke-Danda Conservation Area (***);

2. include detailed implementation programs which should:

-

(@) define locality-specific pre-emptive (to be taken prior to road cohstruction), preventive
and mitigatory actions, beginning with actions in the areas to be directly affected by the
valley access road corridor, and expanded over the years to the three Districts of the

Arun Valley;
®) include estimation of the associated costs;

(©) define the institutions which would implement the action programs, assess their
institutional capabilities and determine the necessary institutional support requirements;

3.  define the participatory planning approach to be utilized, on an annual basis, to
revise, update, and extend (geographically and sectorally) the actions to be undertaken
through the RAP within the said three districts; and,

4. cover monitoring of the implementation activities, which should clearly:

(a) identify: institutional responsibilities; operational procedures; logistical, material,
staffing, training and technical assistance needs; and, budgetary requirements;

®) define the division of labor between Arun Basin Development Secretariat (ABDS - see
below) and NEA’s Arun Project Environment Management Unit (APEMU) with
respect to regionwide and project-related actions and monitoring activities; and, :

(©) indicate how local communities and forest user groups and other groups — especially
those situated along or near the valley road alignment -- will be involved and how

ABDS will liaise with them.



(*) GON should ensure that NEA directs its own and its contractor’s efforts in training for
road construction skills, benefiting from IDA’s pilot project in Butwal. The said efforts
should be well-focused, and involving the contractor will bring benefits because he will have
the best idea as to where there is marginal scope for bringing local skills up to required levels,
and the number of likely jobs affected.

(**) THis part of the RAP should include a thorough survey and study of cultural heritage
along the valley alignment (the survey/study should be conducted with participation of local
people by involving them in the cataloguing and monitoring of such traditions and places;
and, should define measures which would not only mitigate damages to cultural property and
cultural heritage, but would proactively raise awareness of the local people).

(***) This conservation area should be managed by local NGOs in cooperation with
international NGOs (as in MBCA).



Annex 4

Institutional Capacitv Issues for the Revised Regional Action Program
(RAP)

In“terms of institutional responsibiliies, GON should include in the RAP institution-
building actions on the following three fronts:

(a) Community-Based Institution-Building Actions. The actions should:

Q) include training for the institutions operating in the Arun Valley, notably in
participatory planning of annual mitigation plans, participatory implementation and
conflict resolution given the large number of boundary disputes in particular for
common property resources; and,

(i) _enhance women's role in these community institutions with further skills
& - . g‘ - -

(b) Service-delivery Mechanism. GON should propose to IDA alternative institutional
arrangements which would meet the requirements of a participatory planning and service
delivery mechanism in the valley to respond to the needs identified by the communities.

(c) Coordination with donors. GON should give immediate priority to coordination with
the Donors and to. securing flexible funding to permit the institutional process to be put in

place.

Arun9567.Doc
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CHAPTER 1: STRATEGIC CONTEXT AND PROJECT BACKGROUND

i STRATEGIC CONTEXT

1. Nepal is the seventh poorest country in the world. Annual GDP per capita is
under $200. Its social indicators are on a par with the least developed countries in Africa.
Population is increasing rapidly; it is projected to double within 30 years. The absolute poor

constitute almost half the population.

2. The ranks of the poor have been increasing in Nepal. GDP has been rising by
3.5 percent per annum. But this is not fast enough to reduce the number of poor people,
when population itself is growing at 2.5 percent per annum. Economic growth would need
to accelerate for the number of poor people to begin to decline.

3. Nor can significant inroads into poverty be achieved through redistributional
policies. Since such a large percentage of the population is poor, there is simply too little to
redistribute for such policies to be an important part of the poverty reduction strategy. This
suggests that the core 1990 WDR strategy of efficient labor-intensive growth plus
investments in human capital is the right approach for Nepal.

4, The Government has been pursuing this approach. It has adopted a number of
policy reforms in recent years. Expenditures on basic social services have been increased and
are programmed to rise further — by over 5 percent per annum in real per capita terms over

the next 10 years.

5. While the results of these efforts have been positive, they have been
constrained by two major factors — implementation capacity to convert the higher social
sector spending into markedly improved literacy and health outcomes and power to fuel the
private sector supply response to the reforms.

6. The proposed Arun Il project addresses the second of these constraints. It will
help put an end to the load-shedding and power shortages that have kept the labor-intensive
micro-enterprise and tourist sectors from expanding and relieve existing pressures on
tuelwood and on forest resources. By providing the basis for sustained and efficient growth,
it is central to Nepal’s — and IDA’s — poverty reduction strategy.

7. The economic analysis of the proposed project suggests that the expected rate
of return is 13.5 percent. This is adequate by Bank standards, which typically uses a
minimum 10 percent benchmark for the opportunity cost of capital as a cutoff. Moreover, for
Nepal, the critical constraint is not the availability of donor financing — indeed, Nepal's
calculated "norm” IDA allocation is not being fully taken up for lack of good projects, and
donor-financed project disbursements are among the slowest in the world. Rather the key
constraint is absorptive capacity. Accordingly, the 10 percent opportunity cost benchmark
overstates the value that the Arun project funds could earn in alternative uses over the next

few years.
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8. In the circumstances, Bank strategy is to work with the Nepalese authorities
simultaneously on three fronts:

° First, we are helping Nepal to build institutional capacity on a broad
front. As noted, implementation capacity is the key development
constraint that Nepal faces. We are working with the authorities to
relax that constraint and to increase the country’s absorptive capacity
for donor and other inflows. We are doing it through projects, economic
and sector work, and technical assistance. This is a staff-intensive
process, but essential for Nepal’s development prospects.

a Second, we are continuing to work with the Nepalese authorities on the
policy and public expenditure framework for sustained growth and
poverty reduction. Critical here is the continuation of the program for
revenue increases and expenditure prioritization - including the
emphasis on increased spending for basic social services — set forth in
the Policy Framework Paper.' '

° Third, within the broader context of support for efficient power sector
development in Nepal, we are proposing to finance {with other donors)
the Arun project. 'The primary objective of this project is to meet
Nepal's growing power requirements at least cost so that this constraint
on growth and poverty reduction can be overcome.

. PROJECT BACKGROUND

9. Nepal’s per capita commercial energy consumption is one of the lowest in the
world. Only 9 percent of the population has access to electricity. Fuelwood is the most
important energy source for cooking and heating. Indeed, the main energy sources are
fuelwood (72 percent), agricultural residues (12 percent), dung (9 percent), and hydropower
(1 percent); the remainder is imported (6 percent). Nepal's hydropower potential is estimated
at 25,000 megawatts (MW), of which only 241 MW has been developed to date. The least-
cost generation expansion plan for the Nepal grid identifies the Arun Il hydropower project
as one of the core investments in meeting Nepal’s medium-term energy needs.

10. The proposed project, given its situation in the Arun Valley, poses a unique and
complex set of environmental and socio-economic issues. The Valley is now accessible only
by foot. Its 450,000 inhabitants lead a harsh subsistence life, with limited access to
education and health services. They have no access to electricity or safe drinking water.
Rapid population growth contributes to pressure on food supplies, jobs, and natural resources,
in particular forests. Against this background, the proposed project represents a major
opportunity — and poses major risks — for the future of the Valley. The access road required
for project development and maintenance will greatly reduce transport costs into and out of
the Valley and facilitate tourism and labor market development. But these changes, coupled

1/ See Nepal: Policy Framework Paper, 1994-96; SecM394-324, March 30, 1994.
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with construction activities, could also have major effects on the fragile environment of the
area.

11. In recognition of the various development-related risks, a very detailed
environmental and socio-economic analysis was undertaken during project preparation. The
analysis, led to the formulation of an Environmental Action Plan, with three major
components: an Environmental Mitigation Plan, a Land Acquisition, Resettlement, and
Compensation Plan, and a Regional Action Plan. Taken together the planned mitigation
measures cover the full range of environmental and socio-economic risks. They aim to limit
negative direct impacts and to maximize the Valley’s prospects for sustainable growth and

poverty reduction.
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CHAPTER 2: REQUEST FOR INSPECTION

The Request for Inspection alleges violation of Bank operational policies and

procedures in six areas:

2.

economic analysis of projects: The allegations are that alternatives have not been
properly considered and that the risk analysis is faulty. The latter is ascribed to the
failure to treat properly three issues — possible upstream developments in China;
possible shortfalls in power exports to India; and the valuation of large-project risks.

energy policy: The allegation is the omission of demand side management measures
from the program.

disclosure of information: The allegations are that the PID lacks required detail; that
technical material was released too late to be useful; and that the Environmental
Assessment was not available in Nepali in a timely and convenient manner. There is
also a request to make public the SAR.

environmental assessment: The allegations are that alternatives were not fully
considered; that there was insufficient material available before the public meetings;
and that the cumulative impacts of Arun Valley development were not adequately
analyzed. The lack of an assessment of the transmission line is alleged, along with the
lack of mitigation plans for fish, floods, and disposal of construction spoils.

involuntary resettlement: The allegations are that there were insufficient compensation
and failure to provide electricity to the Valley and permanent employment and land to
displaced families; that there was no socio-economic survey; and that resettlement

planning was not done in a timely manner.

indigenous peoples: The allegations are that there are no local benefits for the Valley’s
indigenous peoples, who will suffer only adverse impacts and that there is no
mitigation or.indigenous peoples development plan; that the cadastral survey was late;
and that the indigenous peoples were insufficiently consulted.

The Request for Inspection also alleges adverse effects on the Requesters’

rights and interests, in terms of:

crowding out of social sector spending;

too heavy reliance on foreigners for construction;

crowding out of small power projects;

undermining democratic processes; and

adverse effects in the Arun Valley, including income loss,
unemployment, food deficit, deforestation, health problems, and loss of

livelihood from land.

e & & o o






CHAPTER 3: PROJECT-SPECIFIC ISSUES RAISED IN THE REQUEST FOR INSPECTION'

1. ECONOMIC EVALUATION OF INVESTMENT OPERATIONS

A. The studies of possible alternative investments and approaches to meeting
Nepal’s power needs undertaken during project preparation meet the
requirements of OP 10.04: the Economic Evaluation of Investment Operations.

1. : According to OP 10.04, consideration of alternatives is one of the most
important features of proper project analysis throughout the project cycle. Bank procedures
for the analysis of power projects involve the identification of the least-cost generation
expansion plan (LCGEP) for meeting the projected load growth. The resulting least-cost
investment program is then subjected to economic rate of return and risk analysis.

2. The analysis of Arun Ill followed this approach. The SAR summarizes the
LCGEP analysis, for which many (some 3,000) alternative generation and expansion plans
were initially considered. Underlying the LCGEP are 11 individual hydro investment project
candidates of varying sizes, which had been examined to the pre-feasibility level or beyond.
Thermal options were also considered, subject to technical feasibility constraints. The SAR
includes a detailed description of the economic and risk analysis.2

3. In response to questions, additional alternative strategies were investigated in
otder to check the robustness of the standard least-cost analysis. This involved the
consideration of project candidates that preliminary analysis had previously screened out.
With the expanded project candidate set, the LCGEP model was constrained to not introduce
Afun before 2010. This constraint led to the inclusion of several "Plan B” projects in the
2000-2009 period’s LCGEP.® Using the set of assumptions considered by the Bank's
appraisal team to be most likely, the cost of this alternative investment program was higher
than the cost of the HMG/N's proposed investment program.*

4, The Request for Inspection argues that the Bank violated its operational policies
and procedures by not ensuring that the Plan B project proposals were investigated to the pre-
feasibility stage. Thisis an area where there are no hard-and-fast rules; professional judgment
— about the likely costs and benefits of further study, and of the associated delay — is the
determining factor. The appraisal team’s assessment, endorsed by Management, was that
the number of hydro candidates explored to the pre-feasibility level represented a very
respectable effort for a country such as Nepal — especially in view of the time and expense

1/ Document numbers refer to the documents requested by the Panel in Mr. Broder’s November 4
memorandum to Mr. Wood. See Annex B for the list of documents and the corresponding numbering.

2/ See Document #1: pp. 54.562: Annexes 5.4 and 5.7,
3/ Plan B is described in Document #1: Annex 5.4, para 41.

4/ See Document #5. See also Document #1: Annex 5.4, para 42,
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incurred by the authorities in investigating them.? Hence the Bank’s policy requirement was,
in our view, met by the standard least-cost analysis. The reasonableness of this judgement
is supported by the supplemental analysis done on the Plan B alternative. There is no
evidence that further study of projects in the 30-80 MW range would displace Arun Il from
‘Nepal’s LCGEP. Meanwhile, analysis and refinement continues. Indeed, the project contains
funding for further pre-feasibility and feasibility work for small hydro projects. If attractive
projects do emerge, they can be accommodated in the periodically-revised LCGEP.

B. The analysis of project risks meets the requirements of OP 70.04.

B. As summarized in OP 10.04, the Bank’s approach to risk analysis is to identify
the costs and benefits of the various possible outcomes and to assign probabilities to them,
as the basis for calculating the project’s expected economic rate of return. This approach was
carefully followed in the economic analysis of Arun lll. The approach described in Annex 5.7
of the SAR goes beyond standard Bank practice — in the transparency and explicitness of the
delineation of the assumptions underlying the analysis and the number (72) of possible
outcomes considered.®

6. The breadth and depth of the risk analysis notwithstanding, it does not consider
the risks to project viability of the possible construction of the Changsuo Basin Irrigation
Project referred to in the request for inspection. This is because the appraisal team judged
these risks to be minimal. As noted in the SAR, the catchment area of the Changsuo Basin
is about 230 km?, less than 1 percent of the Arun Basin catchment, so any diversion is likely
to be almost imperceptible at the project site.” Even if the flow in the tributary were totally
cut off, the impact would not be significant. In the wet season, the Arun River flow would
still be more than 400 m3¥/second; in the dry season, the river is fed by aquifers throughout
the basin as well as by glacier melt. The Chinese authorities have recently reconfirmed that,
because of its small size, the Changsuo Basin Irrigation Project is likely to have no effect on

downstream water users.?

7. The Request for Inspection suggests that Arun IlI’s viability depends on power
sales to India; hence it argues that project approval must await a bilateral agreement. The
economic analysis assumes "committed” energy sales to India — but for only up to 50 MW;
purchases from India up to the same level are also assumed. This modest assumption is fully

5/ At an estimated average cost of $1-1.3 million per pre-feasibility study and $2.5 million per
feasibility study, and with detailed engineering ranging up to approximately $7 million for Kali Gandaki
and $15 million for Arun, the volume of engineering work carried out by Nepal represents considerable
effort and investment of resources, or an estimated $50 million since 1983.

8/ For a discussion of standard Bank practice, see Econ Report: Economic Analysis of Projects —
Towards a Result-Oriented Approach to Evaluation: World Bank, 1992.

2/ See Document #1: paras 3.15-3.16.

8/ See communications (October 24, 1994 and November 14, 1994) between Guangyao Zhu, Advisor
to the World Bank Executive Director for China and Donal O’Leary, World Bank Senior Systems

Planner/Engineer.
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in line with recent levels of power trade between Nepal and India. The absence of a formal
agreement has notimpeded this volume of sales, even during the 1989-1990 trade and transit
dispute which disrupted other trade flows. Recognizing the greater uncertainty associated
with "surplus” sales to India (above 50 MW), they are not included in the demand forecast
‘which was used in the least-cost analysis, and the economic analysis both values them at half
the price of current sales and tests the sensitivity of the project’s viability to their realization.
The result — if no surplus sales occur — is a one percentage point drop in the project’s
economic rate of return, which remains above the opportunity cost of capital.

8. The Request for Inspection suggests that the project’s large size needs to be
factored into the risk analysis. OP 10.04 does not mention the treatment of risks in large
projects, and special analytic techniques are not required. Nor does the Bank have an explicit
policy with respect to the valuation of risks — as distinguished from the analysis and/or
management of risks — associated with large projects. That said, the recognition of Arun’s
magnitude and importance to the Nepalese economy was-what led the Bank to undertake
such comprehensive risk analysis of this project, which is now considered a best-practice

example of such analysis.

il POWER AND ENERGY POLICY

A.. The design and appraisal of the project are/were consistent with Bank policies
on the power sector and energy efficiency.

9. A central tenet of Bank power and energy policy is the focus on countries with
a ¢clear commitment to improving sector performance.’ Nepal has demonstrated the requisite
commitment through the framework it is introducing under Arun Ill for the transparent
regulation of the sector, the commercialization of the Nepalese Electricity Authority (NEA), and
the promotion of private sector provision of power.'® In addition, building on the IDA-
financed FY92 Power Sector Efficiency Project, Arun Il provides a vehicle for integrating
energy efficiency issues into the policy dialogue — fully in line with Bank policy — for which
the use of tariffs as an instrument of demand side management (DSM) is a critical issue.
Following large increases in 1991 and 1993, electricity tariffs were raised by 38 percent in
March 1994 — bringing them to about 70 percent of long-run marginal costs. Under the
project, NEA is committed to further increases in order to meet its financial requirements;"'
with base case assumptions, they would average 4 percent per annum in real terms during
the 1996-2004 period. By the latter date, tariffs would equal long-run marginal costs.

10. NEA’s DSM program also includes non-price measures such as equipment sizing,
timing of plant operation, power factor correction, and energy efficient lighting, as well as

9/ See World Bank, The World Bank’s Role in the Electric Power Sector and Energy Efficiency and
Conservation in the Development World, 1992.

10/ See Document #1: paras 1.23-1.27.

11/ See Document #1: paras 1.18, 4.23, and 4.27.
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efficiency improvement of non-electrical loads such as industrial steam cycle systems.'? A
central outreach facility to institutionalize these activities with the involvement of the private
sector is also planned. Meanwhile, NEA has been carrying out a program to identify and
systematically reduce netwaork losses. NEA staff are trained in repairing defective meters,
rehabilitating service connections and deteriorated lines, and related tasks. Equipment has
been introduced to monitor losses, meter testing facilities have been improved, and exempt
consumers (such as temples and NEA’s own consumption) have been brought within the
billing system. Non-technical losses are being addressed by improved meter reading and
billing procedures, as well as by field inspections and correction of irregular connections. The
resulting improvements in energy efficiency have been built into the Arun Il load forecast and

LCGEP.

. DISCLOSURE OF INFORMATION

A. The content and dissemination of the Arun Project Information Document were
substantially in line with Bank policy and procedures.

11. This is an area where Bank policy and procedures have been evolving rapidly
alongside project developments. . Indeed, BP 17.50: Disclosure of Operational Information
was issued in September 1993 — at the same time that the project was being appraised. The
Arun Project Information Document (PID) was prepared on January 24, 1994, and made
available to the Public Information Center (PIC) in March 1994. That the PID was not
subsequently revised is fully consistent with BP 17.50. The latter requires revision of the
. initial PID before appraisal; revision after appraisal is called for only if there are major changes
in the project. However, Arun |l had been appraised by the time the initial PID was issued,
and, in any case, appraisal did not result in major changes.

12, The PID provides the information required by BP 17.50. However, the PID does
not discuss some issues required by BP 10.00, Annex A, Outline for an Investment Project
Information Document. The latter was issued in June 1994; hence it does not apply to the
Arun Il PID. By that time, the availability of project information to the public in both Nepal
and Washington already far exceeded the expanded requirements of the PID.

B. Bank policies and procedures on the release of factual technical information
have been complied with.

13. Notwithstanding initial delays in implementing the new disclosure policy, the
provisions of BP 17.50 on the release of factual technical documents have been adhered to.
‘A number of factual technical documents'? were cleared for public release and made
available at the PIC during June/July 1994. More recently, sections of the SAR that deal with
factual technical matters have been printed separately; they have been available at the PIC

since September 1994.

12/ ibid: paras 1.28-1.29.

13/ See May 31, 1994 letter from Ms. Garcia-Zamor to Government of Nepal.
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C. The dissemination of the results of the Environmental Assessment was
substantially in line with Bank policies and procedures.

14. The Environmental Assessment Summary was published in Kathmandu in May
1993; it was made available in the Arun Project Information Center in Kathmandu, which
opened in October 1993. The results of the assessment were made available in Nepali in the
Arun Valley in June 1993.'* An oral presentation in the Valley was also arranged; a video
tape of this meeting is available for the Panel’s review. With respect to the Environmental
Assessment for the Valley alignment of the access road, the key questions requiring feedback
concern the compensation arrangements and appeal mechanisms for land acquisition. These
have been summarized in Nepali and distributed widely along the proposed route.'’

V. ENVIRONMENTAL ASSESSMENT

A. The Environmental Assessment complies with Bank policies and procedures
governing the environmental analysis of alternative investment possibilities, as
reflected in OD 4.01: Environmental Assessment.'®

15. The Environmental Assessment Executive Summary'’ meets the requirements
of OD 4.01 with respect to the treatment of alternatives. Chapter 6 of the summary
addresses alternative technologies, three dam sites in the Arun Valley, and two different
access road alignments. It clearly states that identification of Arun lll was based on least cost
studies undertaken up to 1990:; these studies addressed environmental/social issues at the ’

reconnaissance level for all feasible sites.

16. The access road has the most significant environmental impact of all the
components of the Arun Il development program. Full Environmental Assessments were
conducted for both the Hill and Valley alignments — the two alternative access road routes

14/ See Document #1: para 3.37. See also November 11, 1994 communication from J.L.
Karmacharya, Director-in-Chief to Donal O’Leary.

15/ See para 31 below.

16/ OD 4.01 is not applicable to this project since the IEPS for the Project was issued on February 5,
1987. Nevertheless, Management proceeded as if it were applicable. OD 4.01 is applicable to all
projects for which IEPSs are issued after October 1, 1991. Projects for which IEPSs were issued
earlier are subject to OD 4.00, Annex A, issued on October 31, 1989; for these projects, OD 4.01 is
to be applied "where appropriate and feasible”. OD 4.00, Annex A is, however, applicable to projects
which reached the IEPS stage after October 15, 1989. For other projects past the IEPS stage, the
requirement was to review "how to achieve the objectives” of OD 4.00, Annex A within the existing

time and resources constraints. See also Annex A.

17/ See NEA, Nepal Arun Il Hydroelectric Project: Environmental Assessment Summary; SecMS3-
460, May 12, 1993.
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considered.'® The impacts are compared in the Environmental Assessment Summary. The
selected Valley route is significantly shorter and affects less people, as illustrated in detail in
the Environmental Assessment Summary. In addition, the construction period planned for the
road (3-4 years) was carefully designed to allow for full implementation of all mitigation

measures.'?

B. The basin-wide environmental sustainability study meets the Bank’s
requirements with respect to the analysis of possible cumulative impacts of the
- development of the Arun Valley’s hydropower resources.

17. OD 4.01 states that a regiona/ Environmental Assessment may be used where
a number of similar but significant projects are planned with potentially cumulative impacts.
With this as one of its objectives, a basin-wide study was prepared by the King Mahendra
Trust for Nature Conservation.?® This study, which is described in a 13 volume report
entitled Environmental Management and Sustainable Development in the Arun Basin,
investigated "ways in which management of the resources, economy and environment of the
Arun Basin as a region might best respond to the processes of change brought by the
hydroelectric development program”.?' In addition, project-specific Environmental
Assessments covered Arun llI, the alternative access roads, and the transmission line; they
are discussed in the Environmental Assessment Summary. The effects of Upper Arun, which
are likely to be environmentally more sensitive than Arun [Il, were studied separately.??
Lower Arun, essentially a downstream powerhouse, is generally recognized to have less

significant impacts.

C. The project’s environmental studies and mitigation plans in respect of the
transmission lines, risks to fish, and disposal of construction spoil are in
conformity with Bank policies and procedures.

18/ See Joint Venture Arun il Consulting Services, Addendum to the June 1990 Environmental and
Social Impact Study Report: Volume 2: Arun Access Road, January 1992; and Environmental Impact
Assessment for Arun Access Road — Valley Route, September 1992,

19/ Ibid.

20/ The King Mahendra Trust, which is a Nepalese environmental NGO, was chosen to carry out the
work because of its internationally-recognized work in nature conservation in the Chitwan Nationa! Park
and in setting up the Annapurna Conservation Area, where it has worked closely with indigenous
peoples in income generation schemes and in promoting nature conservation and eco-tourism. See also

paras 21, 31 and 35 below.

21/ King Mahendra Trust for Nature Conservation, £nvironmental Management and Sustainable
Development in the Arun Basin, Volume 1: Summary and Synthesis, October 1991: p. 1.

22/ Morris and Knudsen Engineers, et al, Upper Arun Hydroelectric Project — Feasibility Study, Phase
ll: Final Report, December, 1991: Chapter 11. .
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18. The Request for Inspection’s allegation notwithstanding, a full Environmental
Assessment for the transmission line was conducted.??

19. Under the project, the risk from floods including glacier like outburst floods

(GLOFs) and the effects and method of spoil disposal and appropriate mitigation measures
were carefully studied.?* The results were reviewed and approved by the Project’s Panel of

Experts.?s

20. . Fisheries studies conducted as .part of the Environmental Assessment
determined the effects of the project to be not significant. Critical spawning periods are
during the monsoon season when adequate discharge is available from the (run-of-the-river)
project; nevertheless, further work will be undertaken in the first year of the project to verify
that potential impacts are minimal and identify mitigation measures, as necessary.?®

D. The preparation of the Environmental Assessments took into account the views
of affected groups and local NGOs, in line with Bank policies and procedures.

21. Extensive public consultations took place in Nepal during — and in the wake of
— the project’s environmental studies. Numerous consultations were held in 1990 and 1991
in the course of the King Mahendra Trust basin-wide study. More recently — in 1993 and
1994 — there have been a series of public consultations on the project in the Arun Valley.
These have drawn on various project-related documents — in Nepali — including the above-
' mentioned environmental summary.?’” Reflecting the consultations,.changes were made in
the project to accommodate the views of affected people — including the provision of priority
training and jobs with project contractors, and changes in the placement of the access road.
The Government has responded to the disappointment expressed by some communities on
the changes in the access road alignment by making a commitment to build spur roads to link
these communities with the access road. The Regional Action Plan (RAP) also was designed
with the direct participation of those to be affected; recognizing that indigenous people have
traditionally managed their forests on a community basis, the RAP includes a program for

forestry user groups.?®

23/ See Joint Venture Arun |ll Consulting Services, Addendum to the June 1990 Environmental and
Socio-Economic Impact Study Report: Volume 3 — EIA of the Transmission Line System, January

1992.
24/ See Environmental Assessment Summary: pp. 39 and 60.

25/ See Document #1: paras 3.23 and 3.44(b) for a discussion of the Panel of Experts. See also
Compendium of Pane! Reports.

26/ See Environmental Assessment Summary: p. 78.

27/ See para 14 above. See also November 11, 1994 communication from J.L. Karmacharya,
Director-in-Chief, NEA to Donal O’Leary.

28/ See also paras 33, 35, and 36 below.
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V. INVOLUNTARY RESETTLEMENT

A. The compensation provided for under the Acquisition, Compensation, and
Rehabilitation Plan (ACRP) is fully consistent with the requirements of OD 4.30:
Involuntary Resettlement.

22. Arun lll does not involve the resettlement of communities or of very large
numbers of people. A total of 1,097 project affected families (PAFs) have been identified in
the project area. Of these, 140 have been identified as seriously project-affected families
(SPAFs).2® The Acquisition, Compensation, and Rehabilitation Plan (ACRP) developed under
the project is consistent with OD 4.30.%° The ACRP addresses the compensation of families
affected by land acquisition and provides — in addition to normal compensation under Nepal’s
Land Acquisition Act — rehabilitation grants to help both PAFs and SPAFs during the period
of transition after their land is acquired by the project.?' Based on comments provided by
the Bank, ACRP implementation arrangements were agreed at negotiations.3?

B. While land-based resettlement strategies are preferable according to OD 4.30,
they are not required, and may not be appropriate, for projects with the scale
of displacement of Arun lll. Nonetheless, seriously affected families are being
given the option of land compensation, and all PAFs are being offered full cash
compensation for their land.

23. Despite efforts to minimize land acquisition, some families face permanent loss
of land. The type of compensation provided — cash versus land — depends on the
significance of land in the affected family’s income-earning activities. However, the actual
value of compensation paid will be same whether it is paid in cash or in kind (land); all
valuations are done according to standards laid out in the ACRP. SPAFs facing significantloss
of land-based income under the project have been offered the option of receiving land instead
of cash as compensation. Because there is no issue of large-scale community resettlement
and family land-holdings are often fragmented and widely distributed within the community,
SPAFs are being given the flexibility of identifying their preferred replacement holdings. NEA,
not the Government, will purchase any replacement land chosen by SPAFs.??

24, All other affected families are to be provided cash compensation for their land.
The ACRP provides for compensation for land, buildings, and immovable assets on acquired

29/ A household is classified as an SPAF if it (1) loses its dwelling unit or (2) if its main source of
income is from land and at least half of total income will be lost due to project-related land acquisition.

See Document #1: Annex 3.3, para 2.

30/ Joint Venture Arun Hll Consulting Services, Acquisition, Compensation, and Rehabilitation (ACRP):
Action Plan, Initial Report, April 1993; Final Update, June 21, 1994.

31/ Ibid: Sections 3.3 and 3.4 and Appendix A.
32/ See Arun lll Agreed Minutes of Negotiations: para 9 and Annex 5, Attachment 2,

33/ Ibid: Section 3.8. See also Document #1: Annex 3.3
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land at market values, based on detailed cadastral surveys of the entire access road area.*
SPAFs who opt for cash compensation and PAFs will receive sufficient funds to purchase land
of similar size and quality. Grievance procedures are included explicitly in the ACRP.%

25. A cadastral survey of all areas expected to be affected by the project was
completed prior to land acquisition.”® Compensation arrangements are covered under the
ACRP for all land so surveyed, which includes land held under sole proprietorship formal and
informal tenancies, and land owned by a group or community. In addition to compensation
provided to landholders, the ACRP provides for land compensation and rehabilitation grants
for tenants. Where clear ownership of land or property affected by the project by a group of
people or a community can be established, then the group or community is to be treated as

a PAF for compensation purposes.”’

C. The objective of the Bank's resettlement policy is to ensure that the population
displaced by a project are provided opportunities to share in project benefits.
It contains no requirements as to how project benefits should be shared, nor
does it require that permanent employment be pro vided to displaced persons.

26. The project has been designed to ensure that residents of the Arun Valley
receive a range of benefits from the project. From the point of view of valley residents, the
main direct benefit derives from the access road, which will reduce transportation costs into
and out of the Valley dramatically. In addition, construction of the access road and other
infrastructure will create substantial project-related employment in the Valley, and local
residents are being given priority in filling these jobs.’® The RAP provides for rural
electrification of the Valley through micro-power stations; contract documents contain
provisions for turning project power sources over to local communities on completion of
construction. This will allow electrification of most of the major villages in the valley
downstream of the project site.®® Electric power is another direct benefit of the Arun il

project.

27. OD 4.30 does not require SPAFs to be compensated through permanent
employment. It does require that displaced persons be no worse off, if not better off, than
before displacement. To this end, on top of compensation for loss of land, at least one person
in each SPAF household is to be offered employment by NEA under the ACRP. A special

34/ See ACAP Action Plan: Appendix A.

5/ Ibid: Section 3.9.

()

6/ Ibid: Section 3.1.

()

7/ ACRP Action Plan: Section 11.2.

(A}

38/ See Document #1: Annex 3.2, para 25.

9/ See Document #1: Annex 3.2, paras 12-15.
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training program is being set up to impart job skills to those participating in this program,*®
which is intended to help increase SPAFs’ earnings capacity on a permanent basis.

D. Detailed socioeconomic surveys were carried out during project preparation, as
required by OD 4.30.

28. Full socioeconomic surveys, covering all PAFs, were carried’ outin 1990 for the
Hill {road) alignment, and in 1993 for the Valley itself. Detailed cadastral surveys have also
been undertaken.’ > A Management Information System (MIS), integrated a Geographic
Information System (GIS), and a project management subsystem have been developed for
planning and monitoring the ACRP, and information from the cadastral and socioeconomic
surveys are currently being entered into the system. This is the first time that an integrated
MIS/GIS has been developed to manage land acquisition programs for a Bank-financed project
prior to project implementation. The integrated MIS/GIS will provide a unique opportunity for
Bank and ACRP staff to closely monitor the impacts of the project on affected families
throughout the implementation phase.*?

E, The timeliness of resettlement planning under the project meets the
requirements of OD 4.30.

29. In line with OD 4.30, the draft ACRP was prepared prior to project appraisal,
including all necessary surveys of affected families and properties.** All families to be
affected by construction of the access road or the hydropower site have been identified. An
initial identification has been made of families potentially affected by construction of the
transmission lines and the principles for their compensation arrangements have been agreed.
(Definitive identification is pending decisions on the final alignment of the lines, which will be
constructed five years after the start of the project.) Permanent displacement of families due
to construction of transmission lines will be minimal; at most only eight households are
expected to be permanently displaced.*® Much of the land affected by the transmission lines
will require only way-leave and building height restrictions. Arrangements have been made
under the ACRP to compensate affected families for any such restrictions.*¢

30. Thus the vast majority of affected families know already that they will be
displaced by the project and what form of compensation they will receive. However, they do

40/ See ACRP Action Plan: Section 3.8.

41/ See Document #1: para 3.32 and Annex 3.3, para 11.
42/ See also paras 25 and 34.

43/ See Document #1: Annex 3.3, para 21.

44/ See footnote 30 above.

45/ See Document #1: Annlex 3.3, Table 1.

46/ See Document #1: Annex 3.3.
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not know the precise date of displacement. Given the complexity and duration of the project,
the timetable of land acquisition, compensation, and rehabilitation activities is to be finalized
on a two-year rolling basis. The implementation timetable for ACRP activities in the first two
years of the project (primarily construction of the road) will be finalized within three months
of the time that a decision is takento begin construction. The ACRP timetable for successive
years will be prepared annually, covering at least the following two years.*’

31. To make clear the policies and procedures being followed, NEA has prepared
a Due Process Manual in Nepali.** The Manual describes the ACRP, compensation
procedures, land acquisition procedures, payment of compensation and rehabilitation grants,
provision for special treatment of SPAFs, compensation of public properties and facilities,
consideration of informal tenant rights, grievance procedures, and monitoring and evaluation
of the ACRP. Over 3,000 copies of the Nepali version of the Manual have been distributed
to PAFs and to other concerned persons, and it has been discussed extensively in public

meetings in the project area.*’

VL. INDIGENOUS PEOPLES

A. Mitigation efforts proposed under the project and included in the Regional
Action Plan are consistent with OD 4.20: Indigenous Peoples.

32. 0D 4.20 requires the preparation of a culturally appropriate development plan,
based on full consideration of the options preferred by the indigenous people affected by the
project. To this end — and at the request of Government, the World Bank, and the UNDP —
the basin-wide study prepared by the King Mahendra Trust for Nature Conservation examined
how changes induced by the project would impact various social and ethnic groups®®in the
Valley and designed the RAP accordingly. The study’s summary report’’ and Action

47/ See Document #1: Annex 3.3, para 18.

48/ NEA, Arun il Hydroelectric Project — Due Process Manual, November 1993. See also Document
#1: Annex 3.3, para 18.

49/ See November 11, 1994 communication from J.L. Karmacharya, Director-in-Chief, NEA to
Donal O’Leary.

50/ The basin is culturally and ethnically diverse. Rai, Limbu, Gurung and Magar taken together make
up 53 percent of the total population in the Sankhuwasabha District. This is followed by 27 percent
Brahmans/Chhetris, 7 percent for occupational caste groups and Tamang, Sherpa and Tibetan, 5
percent for Newar and 1 percent for others. However, the sample population from the potential
growth centers close to the proposed road alignment and dam site give a different picture to that of
the district in general. They are dominated by Brahmans/Chhetris and Newars, the trading castes,
while Rai, Limbu and other castes of Mongol origin account for about one-third of the total.
Occupational caste groups and Kumbhals, both regarded as underprivileged, are estimated at about 10

percent.

51/ King Mahendra Trust for Nature Conservation, Environmental Management and Sustainable
Development in the Arun Basin, Volume 1, October 1991,
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Programs®? form the basis for the RAP. The RAP fulfills the objectives of OD 4.20 by
including a range of actions to address the diverse development needs of all groups in the
Valley, including both the very poor and those who have strong ethnic or cultural affiliations,
as well as other Valley residents. Actions proposed under the RAP are designed to be
sensitive to the cultural diversity in the Arun Valley and to take full account of the different
groups’ relationship to land, natural resources, and their cultural heritage.

33. The RAP includes actions in six broad areas, as follows: conservation; income
generation; institutional strengthening; extension and training; infrastructure and energy;
research, monitoring and information. In terms of scheduling, five sectoral programs are
regarded as priorities for implementation. These relate to: strengthening local forest
management; helping local communities service construction- related demands; strengthening
government institutions to cope with impacts; training and education for local human resource
development; and environmental monitoring. The tentative cost of the RAP is estimated at

$14.6 million (excluding contingencies).3?

B. The recommendations of OD 4.20 with respect to the sequencing of (first)
establishing legal recognition of indigenous peoples’ land rights — through
cadastral surveys and other means — and (then) acquiring the land have been

followed.

34. A key objective of OD 4.20 is that indigenous peoples not become worse off
through a loss of land rights as a result of project-related activities. As noted earlier, during
project preparation a cadastral survey of all land in the area of influence of the access road
— including the road right-of-way itself and land within one day’s walk of the planned right-of-
way — and other components of the project was completed prior to land acquisition; this
provided for legal recognition of use rights in the surveyed area.

35. A substantial portion of land required by the project is owned by the
Government, particularly forest land. By tradition, local communities use these areas for
grazing, collection of fodder, firewood, and so on. Arrangements have been made in the
ACRP to compensate any community or users group who is looking after the forest and
dependent on it for timber and fodder for the loss of these commodities.** In addition, to
mitigate deforestation pressures, the RAP will support the continuation of the ongoing process
of forming pasture and forest-user groups; to date, 34 forest user groups have already been
formed along the road right-of-way; 27 additional groups are to be formed.

36. Meanwhile, the national cadastral survey that is underway has been completed
in Bhojpur and is nearing completion in Sankhuwasabha.’® Actions taken under the project
to regularize land tenure, to recognize use rights on public lands, and to set up pasture and
forest-users groups to manage community resources are all efforts to protect the land-use

52/ King Mahendra Trust for Nature Conservation, Action Program, Volume 2, October 1991,

53/ See Document #1: Annex 3.13, para 7.

54/ Ibid: Section 3.6.1.

55/ See November 21, 1994 facsimile from Joe Manickavasagam, World Bank Resident
Representative in Nepal, to Donal O’Leary. '
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rights of the people of the Arun Valley. These precautions notwithstanding, a close watch
will be necessary throughout project implementation to ensure that the objectives of OD 4.20
are met. To this end, the project supervision plan involves careful monitoring and evaluation
of the impact of project-related activities on vulnerable groups in the Valley.

(o] Project preparation has met the requirements of OD 4.20, in terms of the
informed participation of the affected indigenous peoples in the design of the

RAP.

37. The preparation of the RAP was highly participatory. The King Mahendra Trust
study team was made up largely of Nepalese experts. There was close and continuous
interaction among study team members and the people of the Arun Basin. A wide-ranging
household survey was undertaken to learn from local residents their expectations as well as
to tap their knowledge and experience. Over 70 man-months were devoted to studies in the
Arun Basin itself. The study began and ended with two major workshops in the basin at
which representatives from local HMG/N offices, local NGOs, village leaders and the public
gave their opinions and ideas on how the study should best proceed and, later, feedback on

the RAP’s proposals for action programs.5®

56/ See King Mahendra Trust for Nature Conservation, Volumes 1 and 2.






CHAPTER 4: CONCLUSION

1. We believe that Chapter 3 appropriately addresses the questions raised in the
Request for Inspection and clearly demonstrates that the Bank has followed its operational
policies and procedures with respect to the design and appraisal of the proposed project. Of
critical importance for quality at entry, we have assessed the various technical, economic,
financial, environmental, and sociological risks carefully, devoting considerable attention to
alternative scenarios. With a view towards managing project risks, we have provided for
remedial actions where appropriate. In addition, we have built into our supervision plan
mechanisms for periodic monitoring and evaluation — the results of which can be addressed
during implementation — in order to safeguard the project’s development impact in the face

of unanticipated developments.






ANNEX A

SELECTED BANK OPERATIONAL POLICIES AND PROCEDURES

Point in Project Date of Policy
Cyele to Which Applicability
Palicy Guideline Data of Policy Policy Applies for Arun lil
OD 4.00, Annex A: Environmantal Oct. 31, 1988 ¢ applicable to * for projects not in advanced
Assessment projects with IEPS stage of preparation, the Task
issued after Manager & Regional Environment
. October 15, 1989 Division should review status &
recommend how to achieve
objectives within existing time
and resource constraints
. 00 4.00, Annex B: Environmental Policy April 28, 1989 * not said to be
' tor Dam and Reservoir Projects retroactive
| OD 4.01: Environmental Assessment Oct. 3, 1991 * [EPS issued | * not applicabls | * OD 4.01 applicable “where
| sfter October 1, since IEPS was appropriate and feasible® to
1991 issued on projects with IEPS before October
February 5, 1, 1991 and are subject to OO0
1987 4.00, Annex A.
|
00 4.20: Indigenous Peoples Sept. 17, 1991 ¢ at IEPS stage * not applicable | ° at IEPS stage, the applicable
* at preparation at IEPS stagse policy was OMS 2.34: Tribal
' . and appraisal * applicable at People in Bank-Financed Projects
| stages appraisal stage issued February 1982, which
| was superseded by 00 4.20
0D 4.30: Involuntary Resettlement June 29, 1990 * at [EPS stage * not applicable | * at the IEPS stage, the
* during appraisal at IEPS stage applicable policy was 0D 2.33:
and negotiation * applicable at Social Issues Associated with
appraisal and Involuntary Resattiement in Bank-
negotiation Financed Projects issued in
stages February 1980, which was
superseded by OD 4.30
1P 17.50: Disclosure of Operational Sept. 1993 ¢ at IEPS stage * not applicable | * pursuant to (para. 15) and
‘ormation ! for PID at IEPS stage . | (Annex D, para. 1 (a) of BP
* PID to be * applicable on 17.50, for projects that were
updated befora January 1, past the IEPS stage but not yet
appraisal 1994 (i.e., presented to the Board, a PID
* PID to be after appraisal was to be produced by January
updated after for both PID 1994.
appraisal if major and FTD) * disclosure of FTD on request
changes to but only at Country Director’s
project made by discretion (para. 12 of the Policy
previous project on Disclosure of Information)
preparation for
Factual Technical
Document (FTD)




l

Point in Project
Cycle to Which
Policy Applies

* at identification
stage: draft initial
PID when project
anters S-year
lending program
® at preparation

and pre-appraisal:

discuss PID with
borrower/stake-
holders. Update
PID

Date of Policy
Applicability
for Arun il Comments

e —
S e T T

* not applicable ® Arun lil PID was prepared in
January 1894 and made available
at the PIC in March 1994

Policy Guideline Date of Policy
B8P 10.00, Annex A: Qutline for an June 1994
lnvestment Project Information
Document
OP 10.04: Economic Evaluation of * OP: April
Investment Operations 1994 and Sept.
BP 10.04 (Supplement to OP 10.04) 1994
* BP: April
1994

* at identification
stage

* at appraisal
stage

* not applicable * at IEPS and appraisal stages,
given advanced the applicable policias wers: OMS

stage of 2.21 Economic Analysis of
preparation Projects issued May 1980, and
except where Central Projects Nots (CPN) 2.01
identical to Investment Criteria in Economic
previously Analysis of Projects issued in
applicable June 1977, both of which were
instructions superseded by OP 10.04

Note: Arun lll - IEPS: February S, 1987
- Appraisal; May and September 1993
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ANNEX B

DOCUMENTS REQUESTED IN MR. BRODER'S
NOVEMBER 4, 1994 MEMORANDUM TO MR. WOOD

(1) The Memorandum and Recommendation of the President (MOP), the Staff
Appraisal Report (SAR) and the legal documents for the proposed project;
(2) Environmental Management Plan;

(3) Regional Action Plan;

(4) The Least Cost Generation and Expansion Plan (LCGEP) of 1987 and 1990;

(9} 1993/94 Argonne National Laboratories (ANL) Study: Analyses of Options
for the Nepal Electrical Generating System, May 1994;

(6) Feasibility Studies of alternative project designs;

(7) Available documents on a proposed Changsuo Basin Irrigation Project in
China;

(8) Arun Il HEP: Environmental Impact Assessment for Arun Access Road —

Valley Route Report, September 1992; and

(9) Nepal’s Land Acquisition Act, 1979.
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ANNEX C

PREVIOUS REQUESTS TO THE BANK

. Attachment VIl of the Request for Inspection lists ten previous complaints to the

World Bank.

Four of the items refer to correspondence with the Executive Directors and
are not the responsibility of Bank Management.

One letter from the Requester dated July 7, 1994 requested documentation.
The response, dated July 18, 1994, referred the Requester to the Project
Information Center in Kathmandu, which houses all the requested
documentation. We also enclosed a list of the documentation available at
the World Bank’s Public Information Center (PIC) in Washington.

A second letter from the Requester dated October 7, 1894 requested a list
of documents relating to the Arun Il project. The World Bank Resident
Mission in Nepal responded on October 7, 1994, providing a list of
documents available at the Resident Mission and a list of documents
available at the Project Information Center in Kathmandu. In addition, the
Requester was referred to the PIC in Washington.

We have checked our correspondence files in relation to the other dates
cited. All such correspondence came from the Alliance for Energy and was
fully responded to by the World Bank. Supporting documentation is

available.






