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Policies Related to the
Electricity Development in
Nepal

Sagar Raj Goutam

Introduction

The share of energy consumption, according to
fuel type, is dominated by fuel wood that accounts
for about 70% and electricity accounts for about
3% while energy consumption through petroleum
products account for about 13%. The domestic
electricity supply system of Nepal is small, and
hydropower contributes in the order of 88.33% of
the total installed electric power generating capacity
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of the country. However, Nepal still holds the power
position of that of one of the highest potential but
lowest consumption. The total installed generating
capacity in the country including the private as well as
others is about 925MW. Out of which about 86 7MW of
electricity is from hydropower. Hydropower facilities
are mostly run-of-river and account for 84% of total
installed capacity. Despite high level of susceptibility
of run-of-river to high rates of spillage they represent
the least-cost development plan and hence are the
most adopted. Among the total installed capacity,
more than 1/3 of the installed capacities have been
established through the participation of private sector.

The power development started in Nepal with the
development of Pharping Hydropower Project in
1911 A.D. and has been in the development stage
ever since. Though the development started much
earlier, pace of development of the sector had been
much slower. It was only during the 1990s that the
far reaching policy changes were introduced in Nepal
which led to the opening up of the power sector to
domestic and foreign private sectors. Enactment of
Electricity Act, 1992 and Electricity Regulations,
1993 marked the entry of independent power
producers (IPPs) in Nepal's Power Sector through
non-recourse financing. Different acts and policies
have been adopted for the development as well as
management of the hydropower projects. Despite
a decade-long conflict and subsequent continuous
political transition being the main barrier for the
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development of hydropower projects in post 1990
era, the result of the economic liberalisation policy
adopted in the electricity sector is becoming visible
now. As a result the contribution of the private sector
in the electricity industry is going to be increased
substantially within five years. This is evident from
the fact that around 3340MW of hydropower projects
are at various stages of construction. Likewise about
5651MW capacity of projects are in advanced stage
and are seeking for generation license (GL) from
Ministry of Energy in order to enter into construction
phase. Similarly about 5863MW of hydropower
projects are being studied under the survey license

(SL) [1].

Policies

While the policies adopted were framed to encourage
and mobilise private sector in development of
hydropower sector, several of those policies address
mechanisms to involve local communities in the
development process of electricity sector. Some of
the major ones are described subsequently:

Water ResourcesAct [2]: The Water Resources Act
(WRA), 1992 states the ownership of water resource
vested to state of Nepal. With this authority vested
to the state, the utilisation of water resources has to
be carried out through licenses with some exceptions.
Likewise for the collective benefit, development
of resources can be done through Water User’s
Association. This acts also prioritises the use of
water resources according to its utilisation. If the
government or a licensee implements construction
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work relating to the development and utilisation of
water resources, the government or licensee may
prohibit the use of the premises, whether a house
or land. The government allows using, developing
and expanding services to national, international
company and individual by entering into a contract.
The government or the licensee, however, has to pay
compensation as prescribed to the concerned person
for the damage or loss caused by the prohibition.

Electricity Act [2]: The Electricity Act (EA), 1992
is concerned with developing electric power and
providing standard and safe electricity services to the
people. This Act has the same provisions about land
acquisition and prohibition on using the premises of
construction area as are stated in the Water Resources
Act. The same procedure is also applied in paying
compensation. The EA requires permission (License)
by submitting prior application from individual or
organised institution (Legal Person) who want to
survey, produce, expand or distribute electricity
requiring submission of economic, technical
and environmental study report inter alia other
requirements determined by existing laws policies.
The duration of the permission varies subject wise:
five years for survey and for 50 years for producing,
expanding and distribution. Furthermore provisioning
for royalty is one of the important aspects of this Act.
As far as public involvement during the development
of hydropower project is concerned, this act has a
provision that mandates Department of Electricity
Development to issue Public Notice and seek
advice/ comments/ grievances etc from concerned
stakeholders in connection to construction of the
project. Any genuine concerns can be addressed
through setting condition while issuing Generation
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License.

Environment Protection Act and Rules [2]: The
Environment Protection Act and its rules, 1997
have been framed in order to achieve sustainable
development from inseparable inter-relationship
between the economic development and environment
protection. This act allows systematic environmental
studies of hydropower projects including the
processes of public involvement. Two levels of
study are envisaged through this instrument-Initial
Environment Examination (IEE) and Environment
Impact Assessment (EIA)-depending on the nature of
the project. Without approval of this study a project
cannot be implemented. For energy related projects,
the approval of IEE lies with Ministry of Energy and
approval of EIA lies with Ministry of Population and
Environment.

According to these instruments, environment is dealt
within three categories-physical, biological and
socioeconomic & cultural. Under the socioeconomic
and cultural aspect, the project is looked at the social
and cultural level. Where this instrument does not
categorically cover the aspect of indigenous peoples,
it definitely provides a window for all the local
communities that need to be dealt during environment
study. There are several level of public engagement at
the IEE and EIA study level.

For IEE study of any hydropower project,
expert/focused consultation is carried out at the local
level. To make sure that the public is well aware of the
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project and to be familiar with their views, comments,
suggestions and other concerns, 15 days public notice
is published in a national newspaper followed by
pasting of such notices in the public places at local
level. On receiving the feedbacks, they are suitably
incorporated and related solutions are devised in the
IEE report. The draft report is then shared at the local
level. A very important point to be noted is that the
recommendation of Village Development Committee
/Municipality is required for the approval of the [EE.
This allocation of the power to such local institutions
is to ensure that the local level approval is the initial
requirement for any project to move forward.

The same public consultation process of IEE is
adopted at EIA process. In addition to this, when draft
EIA report is prepared, the content of the report like
issues identification; determining their significance
and rating those as potential impacts; mitigation
measures; environment measurement plan etc. are
shared through the public hearing at the local level.
The views of the affected communities/people are
collected and fine-tuned solutions are devised. The
document is then opened to public for 30 days by
Ministry of Population and Environment (MoPE)
before taking decision on it.

After ILO Convention No.169 came into effect in 2007
a provision has been made in the IEE/EIA to review
this document as well during the course of EIA/IEE
study in order to internalise the provisions made in
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ILO Convention No.169. During the course of time
the process of preparing and the content of IEEs and
EIAs have been evolved. Department of Electricity
Development over the time has published several
manuals including “Manual for Public Involvement
in the EIA Process of Hydropower Projects” in
order to streamline the EIA/IEE process giving
much needed emphasis on the public involvement
in the development process. The Manual is to ensure
the involvement of the public in the EIA process
of the hydropower projects so as to meet up their
requirements. The Public Involvement represents the
involvement of all the people residing in the project
areas.

Hydroelectricity Development Policy, 2001 [2]:
Attracting and encouraging national and international
investors for the development of hydropower projects
through establishing transparent process is one of the
key features of this policy. In addition, management
of appropriate benefit to the local level, sharing of risk
associated, measures to reduce environmental impact
and rehabilitation of displaced family are some of
the other features of this policy. This policy has also
quantified environmental water release required at
the downstream of the headwork. The royalty to be
provided by developer to the government has also been
increased through this policy. However, Electricity
Act needs to be revised in order to make that provision
to take effect fully. While this policy has provisioned
1% of royalty for VDC from the government’s royalty
for the expansion of rural electrification, according to
the Local Self-governance Regulation, 1999, 50% of
royalty is being distributed to district development
committee for the development activities of the related
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VDC and the district where the project is located.

Constitution of Nepal [3]: The Constitution of Nepal,
inrelation to development and management of natural
resources, embraces policy to (i) protect, promote,
and make environmental friendly and sustainable
use of, natural resources available in the country,
in consonance with national interest and adopting
the concept of intergenerational equity, and make
equitable distribution of benefits, according priority
and preferential right to the local communities, (ii) to
make multi-purpose development of water resources,
while according priority to domestic investment based
on public participation, (iii) to ensure reliable supply
of energy in an affordable and easy manner, and
make proper use of energy, for the fulfillment of the
basic needs of citizens, by generating and developing
renewable energy, (iv) to adopt appropriate measures
to abolish or mitigate existing or possible adverse
environmental impacts on the nature, environment
or biological diversity, (v) to pursue the principles
of environmentally sustainable development such
as the principles of polluter pays, of precaution in
environmental protection and of prior informed
consent. Similarly National Natural Resource
and Fiscal Commission has been envisaged in the
Constitution to (i) prepare basis for natural resource
use, revenue distribution, modality formulation; (ii)
prepare basis for share of investment and return; (iii)
study/ research for Dispute resolution; (iv) study
and research work about environmental impact
assessment required in the course of distribution of
natural resources.

With the three level of governance (power) at federal,
state and local along with the concurrent power, the
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Constitution has stated the jurisdiction, in principle,
of each level related to natural resources, water
resources, hydro-electricity and transmission line
projects. The Constitution has embraced a policy
to provide equitable distribution of benefits derived
from the use of natural resources or development and
certain portions of such benefits shall be distributed,
pursuant to law, in forms of royalty, services or goods
to the project affected regions and local communities.

Action plan on National Energy Crisis Mitigation
and Electricity Development Decade [4]: The
Government of Nepal has put in place a policy entitled
“Action Plan on National Energy Crisis Mitigation and
Electricity Development Decade, 2016” to encourage
the development of 10,000MW of hydropower
capacity over a 10 year period so as to fulfill the
electricity demand of the country. This initiative is
expected to assist in the optimal usage of an available
hydropower resource, to create employment and to aid
in the development of Nepal. The Action Plan covers
the major aspects of the hydropower development
such as electricity sector reforms, planning guidelines
for the development of the hydropower projects,
land acquisition and safeguards as well as financial
arrangements and procurement for the development
of power projects. The Action Plan has incorporated
the “right of way” compensation mechanism so that
the hurdles regarding the land acquisition can be
minimised and also incorporates the safeguard of the
people stating that 10% equity share shall be given
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to the community/people affected by the project.
Likewise, this plan also provisioned community
support program to be inbuilt in IEE and EIA reports
of the hydropower projects with cost allocation.
According to this provision, 0.75% of total cost of
the project of size up to 100MW and 0.5% of the total
cost of the project of size greater than 100MW has
to be allocated for community support program in
addition to the cost of mitigation measures envisaged
in IEE/EIA report. This provision will allow further
engagement with the affected community in order to
uplift and address their concerns.

Challenges and way ahead

The electricity industry will have to deal with
different challenges in order to grow and achieve
its aim of generating 10,000MW of electricity in 10
years. The challenge this sector faces spreads across
political, legal, technical and environment spectrum
at all the governance level. While the allocation of
authority and responsibility amongst federal, state
and local government is based upon the nature and
the size of the project/activity related to development
and management of water resources, the Constitution
envisages formulating the basis of sharing through
appropriate law. In the present context, while local
governance entities like VDCs and municipalities
have the responsibility to recommend implementation
of particular project, the challenge for such local level
institution is to use such authority effectively. The
present EIA/IEE processes that are being practiced
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since last two decades need to be updated based on
the learning that has been made so far.

Constitution being in place, an overarching policy
formulation on water resources is the next step
which will pave way for enactment and formulation
of respective acts and rules in the context of
allocation/sharing of power for the various uses
of water resources across three different level of
governance. Furthermore, it is also important to
document the best practices and learning of public
involvement in the process of EIAs/IEEs and
their implementation which can be very useful in
formulating new policies, acts and regulations along
with the related guidelines/manuals.
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