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Proposed Decision by PPCR Sub-Committee

The PPCR Sub-Committee, having reviewed the Strategic Program for Climate Resilience for
Nepal (document PPCR/SC.8/7),

a)

b)

endorses the SPCR as a basis for the further development of the projects foreseen in
the strategic and takes note of the requested funding of USD50 million in grant
funding and USD 60 million in other concessional resources. The Sub-Committee
reconfirms its decision on the allocation of resources, adopted at its meeting in June
2010, that a range of funding for the country should be used as a planning tool in the
further development of project and program proposals to be submitted to the PPCR
Sub-Committee for PPCR funding approval, recognizing that the minimum amount of
the range is more likely and that the upper limit of the range will depend on
availability of funding.

The range of funding agreed for a single country pilot program is USD 40-50 million
in grant resources, and USD 40-55 million in other concessional resources. The Sub-
Committee also recognizes that the quality of the proposed activities will be a
significant factor in the funding to be approved by the Sub-Committee when project
and program proposals are submitted for approval of PPCR funding.

approves a total of USD1.7million in PPCR funding as a preparation grant for the
following projects to be developed under the SPCR,

i.  USD900,000 for the project, Building Climate Resilience of Watersheds in
Mountain Eco-Regions (AsDB)
ii.  USD500,000 for the project, Building Resilience to Climate Related
Hazards (World Bank)
iii. ~ USD300,000 for the project Building Climate Resilient Communities
through Private Sector Participation (IFC)

takes note of the estimated budget for project preparation and supervision services for
the projects referenced above and approves a first tranche of funding for MDB
preparation and supervision services as follows®:

I.  USDA487,825 for the project, Building Climate Resilience of Watersheds

in Mountain Eco-Regions (AsDB)

ii.  USD475,000 for the project, Building Resilience to Climate Related
Hazards (World Bank)

iii.  USD251,500 for the project, Mainstreaming Climate Risk Management in
Development (IFC)

iv.  USD250,000 for the project Enhancing Climate Resilience of Endangered
Species (World Bank)

! For private sector projects, MDB preparation and supervision costs are determined at investment development stage and
requested at a later point in time.



d) requests the Government of Nepal and the MDBs to take into account all written
comments submitted by Sub-Committee members by July 15, 2011 in the further
development of the projects.



Nepal:
Strategic Program for Climate Resilience

Prepared under the Pilot Program for Climate Resilience
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Summary of SPCR Program

PiLOT PROGRAM FOR CLIMATE RESILIENCE

Summary of Strategic Program for Climate Resilience

1. Country/Region: Nepal

2. PPCR Funding Request | Credit: 60 Grant: 50

(in USD millions)::

3. National PPCR Focal Purushottam Ghimire, Joint Secretary, Ministry of Environment
Point:

4. National Implementing Ministry of Environment
Agency (Coordination of
Investment Strategy):

5. Involved MDBs Asian Development Bank (ADB),International Finance
Corporation (IFC) and World Bank

6. MDB PPCR Focal Point | Team Leaders: Cindy Malvicini (ADB), Anupa Pant (IFC), and
and Project/Program Task Claudia Sadoff (World Bank)

Team Leader (TTL):
PPCR Focal Points: Daniele Ponzi (ADB), Noleen Dube (IFC),
and Kanta Kumari Rigaud (World Bank)

7. Description of SPCR:

(a) Key challenges related to vulnerability to climate change/variability:

Nepal was recently ranked the 4™ most climate vulnerable country in the world due to its extraordinary geography
(climbing from just 60 m to over 8,800 m above sea level); a largely poor and resource dependent population; and
weak institutional capacity to manage the range of climate challenges it will face. Current climate risks such as
floods, droughts and landslides are deadly and endemic, while glacial lake outbursts floods pose increasing threats.
Most climate projections for the region suggest that rainfall is likely to intensify and that extreme events will become
even more frequent. Retreating glaciers and changes in seasonal snow fall and melt will lead to greater uncertainty
about water flows and, in the long run, diminish water availability. Rising temperatures are also predicted, which will
put additional pressure on water supplies and, particularly in the high altitudes, may alter vegetation patterns that
could seriously affect livelihoods and habitats. Nepal’s agriculture sector is highly rainfall dependent (only 17% of
irrigable land receives irrigation water year round) and farmers are increasingly vulnerable to the uncertainties of
climate-induced weather changes. Although a large part of Nepal’s land area is forested, much of these forests are
degraded and increasingly prone to forest fires. In terms of health, vector-borne diseases such as malaria are rampant
in parts of the country, and anecdotal evidence suggests that patterns of disease incidence are shifting as temperatures
change. The investments outlined in the SPCR will help Nepal to manage many of these development challenges.

(b) Areas of Intervention — sectors and themes

1. Building Climate Resilience of Watersheds in Mountain Eco-Regions. Addresses the problem of too
little or unreliable access to freshwater resources by communities in mountain eco-systems for drinking,
irrigation, and other uses.

2. Building Resilience to Climate-Related Hazards. Addresses the priority risk of floods and droughts that
take human lives and undermine progress on economic growth and poverty alleviation.

3. Mainstreaming Climate Change Risk Management in Development. Facilitates the integration of
climate change risk management into development planning and practices.

4. Building Climate Resilient Communities through Private Sector Participation. Addresses some of the
key agricultural productivity constraints including a. climate-induced stress conditions b. access to finance
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for agri supply chain including farmers; c. climate proofing of some vulnerable infrastructure such as the
hydropower sector, d. explores private sector opportunities and challenges in climate resilient housing for
vulnerable communities .

Enhancing Climate Resilience of Endangered Species. Addresses the risks of climate variability and
change on the habitats of endangered wildlife species.

(c) Expected Outcomes from the Implementation of the SPCR

Improved access to and enhanced reliability of water resources

Improved resilience through enhanced capacity to predict and respond to climate-related hazards

Nepal’s development programs, policies, and projects are safeguarded from the effects of climate change
Enhanced food security through promoting climate resilient agriculture; reduced vulnerability of farmers;
and climate-proofing of selected vulnerable private infrastructure.

Enhanced capacity, knowledge and incentives to improve climate resilience of critically endangered species
by safeguarding their natural habitats against climate threats

8. Expected Key results from the Implementation of the Investment Strategy (consistent with
PPCR Results Framework):

Result

Success Indicator(s)

Component 1: Building Climate Resilience of
Watersheds in Mountain Eco-Regions

° |mprOVed participatory watershed ° |mpr0ved planning adopted

management planning taking into account the

impacts of climate change e Reduced soil erosion and increased surface water storage

e Watershed management plans implemented in

within watersheds

watershed significantly vulnerable to climate e Communities adopt effective and enhanced water use
change practices

e  Enhance productivity water through effective | ®  Lessons fed into the SPCR global learning support

and

systems

e Lessons for improving access to and reliability
of water resources generated and incorporated
in country programs

efficient use of water in farm lands/ program

Component 2: Building Resilience to Climate-

Related

e  Strengthen weather and flood forecasting

Hazards

e  Number of hydromet stations set up

information systems e  Number of hazard forecasting tools and systems developed

e  Establish early warning systems e Number of people/communities/female-headed households

e Improve access to financial instruments that

receiving hazard warnings

reduce the adverse impacts of climate induced | ® Number of people/women subscribing to insurance
shocks programs

Component 3: Mainstreaming Climate Change
Risk Management in Development

e Integration of climate change risk

e Manuals and guidelines prepared for integration of climate
change in key sectors

e Number of policies for key sectors revised to reflect the

management into development planning climate change policy 2011

e Number of people trained on climate risk management




Number of community adaptation plans produced

Revised curriculum integrating climate change

Component 4: Building Climate Resilient

Communities through Private Sector

Participation

e Enhanced agricultural productivity
contributing to food security through capacity

building of farmers and agri supply chain °
members and facilitating better access to
finance

e  Strengthened climate change risk management
capacity in Nepal’s private sector by climate
proofing vulnerable infrastructure, mainly
hydropower stations.

Number of farmers adopting stress tolerant and high
yielding seed varieties and other adaptive technologies

Increased investments in climate proofing infrastructure

Number of farmers and agri supply chain members
accessing finance through appropriate financial products
developed

KW/MW of electricity protected.

Component 5: Enhancing Climate Resilience of | e
Endangered Species

e Build capacity, enhance knowledge and o
implement activities to improve climate
resilience of critically endangered species by .
safeguarding natural habitats

Reports and plans regarding climate change impacts on the
natural habitats and populations of critically endangered
species

Acres on which climate resilient management plans or
practices are implemented

Number of people/women benefitting from alternative
livelihoods schemes

9. Project and Program Concepts under the SPCR:

Project/Program MDB | Requested | Grantor | Expected co- | Preparati Total MDB
Concept Title PPCR Credit financing ($) | ongrant PPCR Fee
Amount request request
($m) ($m) ($m)*
Investment Project 1:
Building Climate ADB |41 16 Grant | thd 0.9 41
Resilience of Watersheds (of which
in Mountain Eco-Regions 0.91sPPG)
25 Credit
Investment Project 2:
Building Resilience to wB |41 16 Grant | thd 0.5 41
Climate-Related Hazards (of which
0.5is PPG)
25 Credit
Technical Assistance
Project 3: ADB | 10 10 Grant thd 10
Mainstreaming Climate
Change Risk Management
in Development
Investment Project 4:
Resilient Communities (of which
through Private Sector 0.3isPPG)
Participation 10 Credit

! Includes preparation grant and project/program amount.
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Investment Project 5:
Enhancing Climate WB |5 5 Grant thd 5
Resilience of Endangered
Species
TOTAL | 110 50/60 1.7 110

10. Timeframe (tentative) — Approval® Milestones
Investment Project 1: 2012

Investment Project 2;: FY12

TA Project 3: 2011

Investment Project 4;: FY12

Investment Project 5: FY12

11. Key national stakeholder Groups involved in SPCR design®:

Government of Nepal (MoE, PMO, NPC, MoFSC, MoAC, MoHP, Mol, MoEnergy, MoLD, MPPW, WECS,
NARC), NGOs (NTNC, WWF, IUCN, IWMI, ICIMOD, Practical Action, DPNet, NAVIN, ADDCN, MUAN, IDE),
and FNCCI, CNI

12. Other Partners involved in SPCR:
GlZ, UNDP, DANIDA, JICA, DFID, USAID, SNV, FAO, Finland, Canada, WFP, and WHO

2 Expected signature of credit/grant agreement between government and MDB.
% Other local, national and international partners expected to be involved in design and implementation of the
strategy.

vii




Contents

LIST OF ACRONYIVIS ....coeiiiiiiiiiiiinnnittiiiiissinnneessiiississssssesisssssssssssssssssssssssssssssssssssssssessssssssssssssasssssssssssnsasssssssssnns Il
SUMMARY OF SPCR PROGRAIM ......coivummriiiiiiiininnninieiiiisssnnsnteesiiissmmmmmsessissssmmssssessisssssmssssssssssssssssssssssssssssssnnsaes v
PART1 BACKGROUND AND RATIONALE.........cocceiiinmitiiiiiiisinnniiieenisssssnssieeenisssssssssesesissssssssssssesssssssssssssssssssssssns 2

COUNTRY CIRCUMSTANCES.....ceeerurreeerirneeenns
DEVELOPMENT CONTEXT AND CLIMATE RISKS
EXISTING DEVELOPMENT PLANS AND PROGRAMS ...ceeeuutteeesuereeesureeesssteeessssseesssssesssssssssnssesssssssessssssessssssseessssssesssseessssseeesnnns 7
RATIONALE FOR PPCR SUPPORT ...ceiuutttetattttesittteessutttesastteeesausteessuseeesasseeesausteessasssesannsesesansseessanseesssnsesesannseeesasseesssnsenesanns 9
INSTITUTIONAL ANALYSIS AND ADAPTIVE CAPACITY ASSESSIMENT ....eieiutrieeeurerersureeesaureeessnreresansseeesanseesssnsesessssesessnnseessanseeens
PARTICIPATION PROCESS ...ttt euttteesurteesatteeesusteessuteeesasseeesausaeessaseeesasstesesansseeessseesssnsesesannsseesansseessnsseesasnsesessnnseessnseeens
BACKGIOUNG ...ttt ettt s et e st e et e st e et e st e s st e sbseeseeebneenaeenans
COMMUNIEY PATEICIDATION ...ttt ettt ettt e st e sttt e e sttt e e et e e st e s st e e e snnneesaannees
NGO DATEICIPATION ...ttt ettt e e et e sttt e e st e e st e e st e e s st e e ssnnneesaanneas
Private SECtOr PATICIPATION. ........c.ccueviiiieeiiieeeeet ettt ettt ettt st e e ettt e et e e st e e s snneessannees
Participation Of DEVEIOPMENT POAITNEIS ............ueeeeeeeeeeiieeeeeseeeeeeiee e etttaa e ettt aeeettaaaestasaeastsesesssssasessssaeassesessssees
Participation of Government Agencies and Departments

PART 2: PROPOSED INVESTMENT PROGRAM COMPONENTS

OVERVIEW OF PROPOSED SPCR AND ITS COMPONENTS ....eeuveeereesuteessreessueessseessseesssessssesssesssssesssessssesssessssessssesssssesssesssees 18
SPCR INSTITUTIONAL ARRANGEMENTS, COORDINATION AND RESULTS MANAGEMENT ...ecvvieiereeeereesereensreeseseesnseessseesssessseesnnens 22
COMPONENT CONCEPT NOTES .1euuvteeuveesuteeaseessseesseessseessesssseessseessssssssessssessssessssessssessssessssesssssssssessssessssesssssesssessssessssens 24
Component 1: Building Climate Resilience of Watersheds in Mountain ECO-Regions...............ccccceeeveeeenveenuenn. 25
Component 2: Building Resilience to Climate Related HAzards................ccueeecueeeeciiveeeeiiiieeeiiieeeesiieeeecveseesanens 31
Component 3: Mainstreaming Climate Risk Management in Development .............ccccccvueeeecveeeecivreeecveaeesnnn, 37
Component 4: Building Climate Resilient Communities through Private Sector Participation........................... 46
Component 5: Enhancing Climate Resilience of ENdangered SPECIes ............cccouweecvueeeeviveeeeiiieeeciieeeeeveeeesannns 55
PART 3: PROJECT PREPARATION GRANTS .....cuutiiiiinniiisnneiissssessssssssssssssssssssssssssssssssssssassssssssssssssanssssssasssssssnsssssss 61
PROJECT PREPARATION GRANT — COMPONENT 1: BUILDING CLIMATE RESILIENCE OF WATERSHEDS IN MOUNTAIN ECO-REGIONS.....62
PROJECT PREPARATION GRANT — COMPONENT 2: BUILDING RESILIENCE TO CLIMATE RELATED HAZARDS......uuuuuiniinenane 69
PROJECT PREPARATION GRANT — COMPONENT 4: BUILDING CLIMATE RESILIENT COMMUNITIES THROUGH PRIVATE SECTOR
PARTICIPATION ... ttttteeeeeeitt ettt e e e e e sttt et e e e e e sauss et e e eeeesaaanbe e e eeeeaeannba e e e e e e e e s nnse e e e eeeeesanssnseeeeeeesannnsneeeeeeesaaannbaneeeeesananses 72
ANNEXES ....coiiiiiiiinreetiiiiiisssnntestsiissssssssessssssssssssssessssssssssssssssssssssssssnssessssssssssssssessssssssssssnsessssssssssssnssesssssssssssnnsans 78
ANNEX 1: SYNTHESIS OF RISK ASSESSIMIENT ...tteuuuttttttesesasusreteeesesasauteteeeeesesasseseeeeesesaanssreeaeesesannneseeeeesesannnnsseeeesesanannsenees 79
ANNEX 2: SUMMARY OF CLIMATE CHANGE AND ASSOCIATED PROJECTS SUPPORTED BY DEVELOPMENTS PARTNERS .....eeevvveeveennne. 81
ANNEX 3: KEY INSTITUTIONS WITH ROLE IN MANAGING CLIMATE CHANGE RISKS IN NEPAL.....cccveeiteeereesieeereesteeeseesseesseenns 103



Part1 Background and Rationale

Country Circumstances

In November 2006, Nepal’s decade-long conflict formally ended and the country is now in
transition from conflict to peace and from a monarchy to a republic. In 2008, a constituent
assembly (CA) was voted into power, a feudal monarchy was abolished, and a president and a
prime minister were formally elected. A coalition government was formed and it began the
process of writing a new constitution. Progress has been slow, however, and the constitution
(expected in 2011) remains to be completed.

Nepal is a land-locked country in the central part of the Himalayas. With a per capita income of
US$472, Nepal is one of the poorest countries in the world*- with 25% of the population lives
below the poverty line.> Poverty varies widely across geographic location, ethnicity, caste and
gender. The population is largely rural and, naturally, is heavily dependent upon agriculture.
About 66% of the population (currently estimated at around 28 million) lives in rural areas and
agriculture contributes 35% of GDP®. Poverty is much more severe in rural areas (35%)
compared to urban areas (10%) and particularly severe in mountainous areas. Nonetheless, over
the past 10 years, many social indicators have improved, with the headcount poverty rate falling
from 42% in FY1996 to 25% in FY2009.

Broadly, Nepal can be divided into three ecological regions: the high mountains (35% of total
area), the middle mountains (42% of total area), and the lower altitude Churia/Terai range (23%
of total area). Each region has distinct altitude and climatic characteristics, varying from alpine
to sub-tropical conditions, yet all within a lateral span of less than 200 kilometres. Altitudes
range from 8,848 meter in the north at the peak of Mount Everest, to just 60 meters above sea
level in the southern plains.” Although Nepal only comprises about 0.1% of the earth’s terrestrial
are, it harbours a high share of the world’s biodiversity, confirming its unique geographic nature.
A total of 118 ecosystems have been identified, with 75 vegetation types and 35 forest types.
Both its floral and faunal diversity is unique. ®

The Himalayan region, also known as the “third pole” or the “water tower of Asia,” is the most
glaciated area in the world outside of the Polar Regions, with vast stocks of water in the forms of
snow and ice. Nepal’s glaciers, snow, and ice-melt waters feed more than 6,000 rivers across the
country. All of Nepal’s rivers flow into the Ganges, a river of great cultural and religious
significance and the most populous river basin in the world. Some 650 million people live in the
Ganges basin, shared by Bangladesh, China, India and Nepal. Over 40% of Ganges waters rise
in Nepal making the country’s climate and hydrology significant for the region as a whole.

* Approach Paper for The Three Years Plan (2010-2012), National Planning Commission, government of Nepal, (page 14)
® Approach Paper for The Three Years Plan (2010-2012), National Planning Commission, government of Nepal, (page 14)
6 Approach Paper for The Three Years Plan (2010-2012), National Planning Commission, government of Nepal, (page 4)

" From east to west the country spans a distance of 850 km.

8 Nepal Biodiversity Strategy, HMG/MFSC, 2002



Within Nepal, the total available surface water should be sufficient to meet the country’s needs
through the 21% century. Yet rainfall variability presents significant water management
challenges. Rainfall largely comes in the form of floods during the South Asian monsoon season.
Water is scarce during the remainder of the long, dry months, creating significant challenges for
capturing and storing the monsoon rainfall for dry season usage.

Development context and climate risks

Nepal faces serious climate risks. It ranks fourth on a recently published list of country
vulnerability that is based on the Climate Change Vulnerability Index, with poverty and adaptive
capacity being some of the key determining factors in the ranking.®

Located in the geologically young and unstable rugged terrains in the Himalayas, Nepal’s unique
natural environment and ecosystems are diverse and vulnerable. These ecosystems are
increasingly threatened by a rapidly growing population that is putting pressure on fragile natural
resources, including land, water, and forests. With the majority of human settlements relying
heavily on these ecosystems for their livelihood, the deterioration of the environment and natural
resource bases is contributing to chronic rural poverty and migration to cities and other countries
in search of income.

Climate

The greatest influence on Nepal’s climate is the South Asian monsoons. The monsoons enter
Nepal from the southeast, with precipitation beginning as it reaches the lower hills of the Churia
range, which act as the first monsoon barrier. The high mountains of the Himalayan range act as
a final barrier to the monsoon, creating a rain shadow to the north in the Himalayan Plateau.
Monsoon rains are most abundant in the east and gradually decline as they move west; while
winter rains are higher in the northwest, declining as they move southeast. The highest rainfall
occurs in the central and mid-hills (around the Pokhara valley) and northeast and east of the
Kathmandu valley. Average annual rainfall is approximately 1800 mm. Temperatures tends to
increase from North to South. The highest temperatures are registered during the pre-monsoon
period.

The Himalayan glaciers are another prominent feature of Nepal’s climate. In addition to the
effect of the high mountain range on the monsoon, the snow and ice of the glaciers act as natural
water storage. Changes in the snow line and glacier melts could have very serious affects on high
altitude ecosystems and downstream areas. The melting of glaciers has also led to numerous new
and large lakes in Nepal. These glacial lakes form when glaciers melt and water is captured
behind the glacier’s terminal moraine (a natural dam of rubble and ice that forms at the tongue of

° www.maplecroft.com/about/news/ccvi/htmal. The Climate Change Vulnerability Index evaluates 42 social,

economic and environmental factors to assess national vulnerabilities across three core areas. These include:
exposure to climate-related natural disasters and sea-level rise; human sensitivity, in terms of population patterns,
development, natural resources, agricultural dependency and conflicts; thirdly, the index assesses future
vulnerability by considering the adaptive capacity of a country’s government and infrastructure to combat climate
change.



a glacier.) As the pressure of the growing glacial lake increases, these natural dams can become
unstable causing Glacial Lake Outburst Floods (GLOFs).

Nepal’s climate is characterized by four distinct seasons: pre-monsoon (March-May), monsoon
(June-September), post-monsoon (October-November) and winter (December-February). These
seasons vary enormously in terms of temperature and precipitation, and the climate also differs
greatly across Nepal’s highly varied ecological belts.

Table 1: Climate Characteristics in Different Ecological Belts of Nepal

Physiographic zone Ecological | Climate Average annual Mean annual
belt precipitation temperature

High Himal High Avrctic/alpine 150mm-200mm 3°c-10°C

High mountain Mountain

Middle mountain Middle Cool/warm 275mm-2300mm 10°C-20°C

Moutain
Siwalik Churia/Terai | Tropical/sub- | 1100mm-3000mm 20°C-25°C
Terai tropical

Source: WECS, 2005

An analysis of temperatures since 1962 shows significant variations between years. However, a
progressive increase in maximum temperatures is evident and confirms both global and regional
records. From 1977 to 1994, the mean annual temperature is estimated to have increased by 0.04
- 0.06°C annually. Studies also indicate that the observed warming trend is not uniform across
the country. Warming has been more pronounced in high altitude regions and lower in the
Churia-Terai region. This is consistent with the notable global trends of temperature increases at
higher altitudes.

Annual precipitation data shows a general decline in pre-monsoon precipitation in far-west and
mid-western Nepal, with a few pockets of declining rainfall in the western, central, and eastern
regions. In contrast, there is a general trend of increasing pre-monsoon precipitation in the rest of
the country. Monsoon precipitation shows a general declining trend in the mid-western and
southern parts of western Nepal, with a few pockets of declining rainfall in the central and
eastern regions. In the rest of the country, monsoon precipitation has generally increased. Post-
monsoon precipitation shows increasing trends in most of the mid-western and the southern parts
of eastern, central and western Nepal. A general declining precipitation trend is observed in most
of the far-western and northern parts of the western, central and eastern Nepal. The winter
precipitation trends show an overall increase except in the northern part of mid-western, western
and eastern Nepal.

Inter-annual variations in rainfall vary widely. Recent records in Nepal show increasing incidents
of droughts and floods, hailstorms, landslides and crop disease.™

In terms of GHG emissions, Nepal produces only 0.025% of global greenhouse gas emissions.™
While most hydropower generation qualifies as a form of “clean” energy, Nepal is also
promoting other forms of renewable energy, such as solar, wind, biofuels, and biomass.

1% Food Security Atlas of Nepal, 2010, NPC



In summary, climate projections suggest that Nepal will experience higher temperatures, an
increase in the intensity of rainfall, more monsoon and post monsoon rainfall, but less rainfall in
the dry winter season.

Key climate risks and vulnerabilities

In preparation of the SPCR, a climate risk assessment was carried out at the sectoral, district and
community levels to identify major risks.> A summary of these risks is presented in Annex 1.
The most critical risks are

1. quantity and quality of water,
2. food security, and
3. eco-system health

Although these risks are experienced differently across the country, some common themes are
evident from the assessment.

Water Resources. Climate change is expected to cause: (i) greater water scarcity in the High
Mountain Region, (ii) affect water quality and availability in the Middle Mountains, and (iii)
cause more water-related disasters (flooding, landslide, sedimentation, water-borne disease,
vector-borne disease) in the Churia/Terai Region. These disasters are highly associated with
increase in precipitation during and around the monsoon season, especially floods in the Terai
and landslides. As part of the SPCR preparation process, communities were consulted on
changing weather patterns and their effects. Communities confirmed that there have been more
floods in recent years, resulting in deaths and damaged infrastructure, cultivated land,
biodiversity, and drinking water sources. The priority concerns of all communities were in
securing water for drinking and agriculture, and protecting themselves from flood and water-
borne diseases. These concerns directly affect agricultural productivity and food security, as
discussed below.

Agriculture and Food Security. Climate change is expected to affect agricultural productivity
through three primary channels in Nepal: (i) rising temperatures, (ii) climate variability and
related changes in the timing, intensity, and volume of rainfall, and (iii) rising carbon dioxide
levels. The magnitude and consequences of these changes on agriculture is currently highly
uncertain because of the extreme complexities of downscaling global climate models and
projecting climate variables for high elevations and in monsoonal geographies. Nevertheless,
evidence suggests that the observed changes in temperatures and soil moisture are negatively
affecting agriculture in many parts of Nepal. Agriculture is fundamental to the livelihoods of the
rural population. The effects of a changing climate on agriculture is already leaving poor people

! Initial National Communication to the Conference of the Parties of the United Nations Framework Convention on
Climate Change, 2004, Government of Nepal.
12 The methodology used for the risk assessment may be found at http://www.ppcrnepal.gov.np
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with even fewer assets, which they need to protect themselves from the shocks and stresses of
change.

The Terai region, Nepal’s prime agricultural belt along the entire southern region of the country,
iIs most at risk from flooding. This could lead to inundation or depositing of sediments on
agricultural land. Similarly, drought — both during winter and summer — is affecting crop
production and animal husbandry. The winter drought assessment confirmed that production of
the major winter crops — wheat and barley — decreased nationally in 2009 by 14.5% and 17.3 %
respectively compared to previous years.*® The 2008/2009 winter drought-one of the worst in the
country’s history-destroyed crops across Nepal, with wheat crops cut by 14% and barley
production by 17% respectively. Some districts in the mid-west and far-western regions received
less than 50% of average rainfall for November 2008 to February 2009, and their crop yield
dropped by more than half. More than two million people were highly at risk of starving.**

Only 26.5% of cultivable agricultural land in Nepal is irrigated.® Of that irrigable land, even less
has access to water supply all year round. As a result, agricultural production greatly depends on
favourable weather conditions, mainly on the monsoon’s timing and sufficiency. A late or erratic
monsoon quickly translates into crop losses — and subsequently to food insecurity. Agriculture is
also at risk of increased water scarcity due to growing demand from other sectors.. The ability of
Nepal’s agriculture sector to adapt to these changes is limited because of its already low
productivity and high incidence of poverty, particularly amongst the rural population.*®

Forest and Biodiversity (eco-system health). The threat of climate change on Nepal’s rich
biodiversity is evident in the shifting of agro-ecological zones, prolonged dry spells,
encroachment and fast growth of alien and invasive species and increased prevalence of disease
and pests. The upward shifting of ecological belts is expected with the rise in temperatures. The
likewise upward movement of species, however, may be limited by environmental
circumstances, such as soil and moisture conditions and hostile topographies. Tree lines will
likely shift slowly because of the limited natural dispersal of seeds. Reduced snowfall, untimely
rains, and increased dryness may alter the flowering and fruiting behavior of plants. Extreme
climatic conditions have led to more forest fires, affecting more than 50,000 people'’ in recent
years along with the loss of large areas of productive forest land. Many observations suggest that
recent climaactic changes have already influenced animal and plant populations in a number of
ways: the timing of seasonal events (e.g. flowering, migration), growth and reproduction rates,
and |12 the distribution of species. Ultimately, these changes are leading to species and habitat
loss.

'3 Market Watch 14, 2009/WFP

Y www.wip.org/food-security/; posted on 31 May 2009/

> MoAC, 2010. Selected indicators of Nepalese Agriculture and Population

!8Climate Change and Agriculture Country Note — Nepal. This Country Note was produced by a World Bank team
led by Animesh Shrivastava, comprising Cristina Dengel, Jitendra Srivastava.

7 Centre for Research on the Epidemiology of Disaster (2008). Annual disaster statistical review: The numbers and
trends 2007. http://www.preventionweb.net/files/2796_CREDAnnualStatisticalReview2007.pdf.

18 Nepal NAPA (2010).


http://www.wfp.org/food-security/

Impacts on Health Sector. Increasing trend of malaria, Ka-lazar, and Japanese encephalitis
outbreaks are already recorded and associated with climate change in research literature.'
Subtropical and warm temperate regions of Nepal, in particular, may become more vulnerable to
these diseases. Mosquitoes are now becoming more ubiquitous in Nepal, whereas historically,
they were confined to the Terai and valley regions with tropical climates.

Impacts on specifically vulnerable groups. Poor and rural populations will be most vulnerable
to climate risks.’> The poor are already dependent upon subsistence agriculture for their
livelihoods, and climate change poses an additional risk to these livelihoods. Floods, droughts,
and degraded ecosystem health directly affect their livelihoods. More than any other group, they
are not able to manage these changes. Within this group, women are likely to be affected the
most. They typically have disproportionate access to resources and opportunities — less pay for
the same work as men, less access to schools, less access to health services, less social and
political status than men.”* Women’s daily activities, particularly in rural areas, largely relate to
natural resources. Changes in precipitation and temperature patterns affect the availability of fuel
wood, fodder, grasses and drinking water. Women typically collect these resources for their
homes and family and will likely face longer distances to collect such supplies, which are likely
to become scarce. These factors add to the daily drudgery that women face. Indirectly, physical
and emotional health are also affected. This scenario is very real and present in high and mid-
mountain regions. Climate induced disasters in the mid-mountain and Churia-Terai regions,
force more and more people, mostly male, to relocate or move from the community to augment
their lost livelihoods with income from cities and other countries, leaving women with additional
burdens to manage their households, the elderly, the sick, and the young while continuing the
farming operations needed to sustain the family.

Impact on private sector growth and sustainability. Many economic sectors, particularly those
depending on climate-sensitive natural resources (water and agricultural products as primary
inputs, non timber forest products (NTFP), etc.) as well as small and medium enterprises will
face negative impacts of climate change, which will affect the growth rate of jobs and overall
economic development in Nepal. The private sector must be included into initiatives to
strengthen Nepal’s climate resiliency. The private sector can also positively contribute to
adaptation initiatives by developing innovative technology, design of resilient infrastructure,
development and implementation of improved information systems, management of major
projects through public private partnership, and efficient delivery of goods and services to public
sector undertakings.

Existing development plans and programs

The priority goal of the Government of Nepal is to reduce poverty. The government is pursuing
this goal through a strategy of economic development, good governance, and an inclusive
development process. A series of National Five-Year Plans and Three-Year Interim Plans

19 “Sector-Based Impact & Adaptation Brief No. 4. Building Climate Resilience in the (Nepal) Health Sector.”
ADB. 2010.

? Climate change also increasingly causing risks to Nepal’s growing urban population. These risks are: urban
floods, dispersion of pollutants to water bodies and outbreaks of water and vector borne diseases, landslides causing
delay to transport of goods towards the city.

2! Case Study: Gender and Climate Change in the Hindu Kush Himalayas of Nepal, ICIMOD Unpublished report
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provide a policy framework that encourages investments in those sectors that form the backbone
of rural development and poverty reduction.

In recent years, government initiatives to support policy formation and implementation have
increasingly emphasized environmental issues, and now climate resilience as well.”* The Interim
Constitution of Nepal (2007) recognizes the “right to a clean environment” as a fundamental
right of the citizens of Nepal. The government recently issued a Three Year Plan (TYP)
Approach Paper (2010-2012) with broad objectives of promoting green development, making
development activities climate-friendly, mitigating the adverse impacts of climate change, and
promoting adaptation. The TYP also has objectives of mitigating urban pollution and protecting
rural natural beauty. The key expected outcomes of the TYP are to prepare and implement a
national framework on climate change adaptation and mitigation, disaster risk reduction, poverty
reduction and poverty environment initiatives. The TYP has adopted the following strategies: (i)
strengthen the institutional capacity related to environmental policies and regulations; (ii)
internalize environmental management into the development efforts; (iii) prioritize and plan for
effective implementation of national and international environmental commitments; (iv) adapt to
climate change and manage natural resources sustainably; (v) make meteorological forecasting
more reliable; and (vi) research environmental management and climate change issues.

In 2002, Nepal started the National Capacity Self Assessment (NCSA) Project aimed at
developing a national action plan to implement the Convention on Biodiversity (CBD), United
Nations Convention to Combat Desertification (UNCCD), and United Nations Framework
Convention on Climate Change (UNFCCC) through an integrated and sustainable program of
capacity development. Strategically, the NCSA was developed as a program of broad national
stakeholder consultations to critically discuss the underlying root capacity deficiencies and
opportunities to meet national and global environmental objectives. In addition to focusing on
the three Rio conventions mentioned above, NCSA also pays particular attention to those
capacity constraints and opportunities that are relevant to all three conventions, as well as the
synergies that can be created by jointly implementing multilateral environmental agreements.
The NCSAZ highlights: (a) the absence of observation stations to collect key meteorological
data (spatial and temporal) that is needed for the establishment of early warning systems; and (b)
the insufficiency of funding for climate change risk management — a priority constraint that
limits effective implementation of urgently needed adaptation measures under the UNFCCC.

The Government of Nepal has prepared its National Adaptation Programme of Action (NAPA)
through a broad consultative process. The cabinet approved the NAPA document on September
28, 2010. The adaptation options that are priorities in the document include both urgent and long
term adaptation strategies in key vulnerable sectors under the six thematic working groups that
were formed to guide the development of the document. The strategies and actions aim to
increase communities’ adaptive capacity through livelihoods support, improved governance,
collective responses, improved service delivery mechanisms, and access to technology and

%2 The topic of climate change is relatively new to Nepal. Research, development and adaptation work is limited in

Nepal, but an insurgence of interest over the past decade is evident. A summary of climate change related activities

is provided in Annex 3.

“Nepal: National Capacity Self-Assessment Report and Action Plan. Ministry of Environment, Science and
Technology. 2009.



finance. The NAPA has also promoted a watershed and landscape level approach to deal with
issues related to food security, biodiversity loss, water scarcity, energy use, settlements, disease
outbreak, and governance. The total cost to implement urgent adaptation measures in the NAPA
is estimated at USD 350 million.

Nepal’s development partners have been working closely with the government and especially the
Ministry of Environment by supporting climate adaptation activities, generating knowledge, and
building capacity on climate adaptation. These initiatives have brought together a critical mass of
experience for early adaptation planning. However, there is still a great need to strengthen
capacities to integrate climate change risk management into its development planning process.
Development partners demonstrated their commitment by signing a donor compact in September
2009.

The government approved a climate change policy in January 2011, which calls for a climate
change centre to undertake research, monitor climate change activities and provide policy
support to the government. The main goal of this policy is to improve people’s livelihoods
through mitigation and adaptation activities. The policy emphasizes a climate resilient and low
carbon development path supported through international commitments.

Some of the targets mentioned in the policy include (i) the establishment of a climate change
center within one year; (ii) implementation of community-based local adaptation actions as
mentioned in National Adaptation Programme of Action (NAPA) by 2011; (iii) promotion of
climate adaptation and adoption of effective measures to address adverse impacts of climate
change through technology development and transfer, public awareness, capacity building and
access to financial resources; (iv) and development of a reliable forecasting system to mitigate
the adverse impacts of climate change on vulnerable areas, natural resources, and people's
livelihood.

Rationale for PPCR Support

Nepal is one of the poorest and most climate vulnerable countries in the world. To achieve the
country’s priority goal of reducing poverty, Nepal needs to manage its substantial climate risks
and chart a climate resilient growth path.

As a landlocked, mountainous country, Nepal faces unique challenges. Temperatures are rising
fastest at the highest altitudes, affecting glaciers, snow and ice, and threatening the generally
poor and isolated communities that depend upon them. Retreating glaciers and changes in
seasonal snow fall and melt will lead to greater uncertainty about water flows and, in the long
run, diminished water availability. Traditional knowledge and systems may not be sufficient for
mountain people to cope with climate change and associated extreme climate events.

Intense and unreliable rainfall recently are reducing the water recharge, so springs that once
provided year-round water supply to nearby settlements have dried or are yielding less water.
Women are required to fetch water for the whole family and they face harder and longer working



hours the farther they have to walk and wait for water that may be of poor quality. With less
water for sanitation, children, elderly and women are more vulnerable to diseases.

Most climate projections for the region suggest that rainfall is likely to intensify in flood-prone
areas, while water-scarce regions become even more drought-prone and unproductive. Current
economic costs (losses and damages) of floods and droughts reflect the likely lower bounds of
increasing future economic costs of climate variability and climate change. While the Strategic
Program for Climate Resilience (SPCR) will not avert these costs entirely, the resilience
investments outlined in the SPCR will help Nepal manage and mitigate these development
challenges.

Of all the disasters reported, floods and landslides are the most devastating in terms of the
number of deaths that occur and the damages they cause. Between 2001 and 2008, floods and
landslides killed 1,673 people, affected 221,372 families, killed 33,365 livestock, destroyed
52,007 houses and washed away or destroyed over 22,000 ha of land. The monetary value of
damages due to floods for 2001-2008 was about US$ 130 million (US$ 16 million annually or
0.1% of GDP), according to government data.

Estimated Losses from Natural Disasters
(2001-2008, in millions of Nepali Rupees)

® 181 m 43 95

H 1,258 M Flood & Landslide

= 752 B Earth Quake
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w4 M Fire
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H Windstrom

Epidemic
H 9,347

Source: Ministry Home Affairs Economic Survey 2010

Glacial lake outburst floods (GLOFs) are another major climate-related hazard Nepal faces with
significant economic impacts. When these lakes have burst in the past, GLOFs have destroyed
entire villages and infrastructure (bridges, roads, and power stations). In the case of the Thulagi
glacial lake alone, the potential damages of a GLOF are estimated to be about US$ 415 million
(or 3.5% of GDP).

Agriculture, which accounts for 33% of GDP and 80% of the population, is the most climate
vulnerable sector of the economy. The impact of drought is therefore felt both in terms of
livelihoods and food security. In 2008/2009, Nepal suffered drought and unseasonable rains that
caused a grain deficit on the order of 400,000 mt (some US$ 65 million.) In Nepal’s poorest

10



regions, the far west and midwest, wheat and barley production declined by 14.5% and 17.3%
respectively due to drought. While there are no comprehensive studies on the impacts of water
stress on agricultural productivity in Nepal, a recent study for the Bagmati Basin suggests that
acute water stress could cause maize yields to decline by 11% to 29%. The variability of Nepal’s
rains clearly has significant economic impacts, yet there is little capacity to predict weather or
store water in Nepal to lessen the impacts of increasingly erratic rainfall. The unpredictable
nature of agriculture together with a decade-long conflict have pushed working-age men in the
rural and mountain areas to migrate to the Persion Gulf, Malaysia, South Korea, and India. This
trend has added stress to the women, children and the elderly population left behind.

To address its vulnerabilities, the Government of Nepal is adopting an “ecosystem approach to
building resilience in vulnerable communities,” which will provide lessons on how best to
approach building climate resilience in vulnerable (mountain) regions. This approach recognizes
the inter-connectivity of the different mountain regions and their ecosystems. The vision and
approach adopted by Nepal in its SPCR focuses on three key elements for building resilient
communities:

a. Enhancing the resilience of natural water systems, which are the resources essential
for sustained social and economic development;

b.  Enhancing the resilience of vulnerable communities and their environment;

c. Strengthening capacity for climate change risk management as a means for the
transformational change needed to integrate systematic risk management into
development planning.

The PPCR would be instrumental in enabling Nepal to meaningfully shift away from “business
as usual” and toward an approach that integrates climate resilience into core development
planning. Nepal’s wide-ranging vulnerabilities require a systematic approach toward this
specific goal of resilience, rather than a series of reactive, uncoordinated, near-term
interventions. To make this shift, Nepal needs capacity building, institutional strengthening and
coordination among government, private sector and civil society stakeholders, as well as key
investments by both the public and private sectors (see the following section). Because of
Nepal’s financial and technical constraints, Nepal could not undertake the systematic,
transformational changes required without the support of the PPCR.

Nepal's SPCR will make a significant contribution to our sustainable development (i.e.,
improving water security and protecting vulnerable communities against floods), while building
the fundamental systems needed to enhance climate resilience in the future (i.e., strengthening
hydrological-meteorological monitoring and warning systems and mainstreaming climate risk
management in key agencies.)

The PPCR would provide Nepal with valuable global learning about resilience across a range of

vulnerable ecosystems, particularly high mountainous areas with isolated and vulnerable
communities.
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Institutional Analysis and Adaptive Capacity Assessment

The Ministry of Environment (MoE) is Nepal’s focal point on issues relating to climate change,
coordinating across government agencies as well as among development partners, stakeholders
and civil society. MoE is a new ministry, established as an independent ministry only in 2008.
Previously the Ministry of Environment was part of the Ministry of Environment, Science and
Technology, prior to that it was part of the Ministry of Population and Environment.

Over the past few years, climate change has gained greater attention in Nepal. In recognition of
this, the Right Honorable Prime Minister created the Climate Change Council under his own
chairmanship on 23 July 2009. The Council, a high-level coordinating body, is mandated to:

- Provide coordination, guidance and direction for the formulation and implementation of
climate change-related policies;

- Provide guidance on the integration of climate change-related aspects in long-term
policies, perspective plans and programmes;

- Take necessary measures to make climate change a national development agenda;

- Initiate and coordinate activities related to additional financial and technical support to
climate change-related programme and projects; and

- Initiate and coordinate measures to achieve additional benefits from climate change-
related international negotiations and decisions.

Since its inception, the Council has provided important guidance regarding the institutional
arrangement for climate change. It agreed to establish the Climate Change Management Division
in the Ministry of Environment, and launched the Mountain Alliance Initiatives (MAI) as a
platform to ensure that mountain issues and concerns receive due attention in the international
climate negotiations. The Ministry of Environment functions as the Secretariat of the Climate
Change Council. The Ministry has established the Council Secretariat Section under the Climate
Change Management Division to implement activities related to the Council.

Additionally, the government formed the Multi-Stakeholder Climate Change Initiatives
Coordination Committee (MCCICC) in April 2010 under the chairmanship of the Secretary of
MOoE. The Committee aims to foster a unified and coordinated climate change response in Nepal.
The MCCICC comprises a broad group of stakeholders, including line ministries, development
partners, civil society, and private sector, which builds on the broad stakeholder approach
initiated by the National Adaptation Plan of Action (NAPA) process. It also builds on the Donor
Compact on Climate Change, which was signed between the Government of Nepal and 14
development partners on 2 September 2009. As a coordination body at the functional level, the
MCCICC reports to the Climate Change Council and contributes to mainstreaming climate
change programs into development planning and implementation. The recently established
Climate Change Management Division at MoE serves as the Secretariat of the Committee, which
meets at least once every quarter. Through the NAPA initiative, the MoE has also supported the
establishment of a Climate Change Knowledge Management Centre, which is entrusted to the
Nepal Academy of Science and Technology (NAST) is entrusted for this function.

Several other key institutions have a role in managing climate change risks in Nepal. These are
summarized in Annex 3. The National Capacity Self Assessment study clearly indicated that the
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lack of institutional capacity for climate change risk management and poor coordination amongst
the concerned agencies is the main reason why climate change risks management is not formally
integrated into development planning at the national, sectoral, district, and village levels. Other
capacity issues included: (i) no training, database, information or guidance exists on
planning/constructing climate resilient development; and (b) insufficient financial resources to
effectively integrate climate change risk management into development planning. Another
important capacity gap identified by the National Capacity Self Assessment study was the lack of
real-time monitoring infrastructure within the Department of Hydrology and Meteorology
(DHM), resulting in limited observation data on the meteorological and hydrological parameters
to support early warning systems and the identification of appropriate adaptation measures at the
community level. This gap will be addressed through Component 2 of the SPCR.

As part of the SPCR planning and preparation process, an adaptive capacity assessment was
undertaken.?* This identified capacity gaps and needs:

e within vulnerable communities and households;
e within vulnerable sectors (e.g. water, health, agriculture);

e within key agencies/organisations (public and civil society including local
government/municipalities).

Four climate change risk management indicators were used in the assessment: (i) knowledge, (ii)
mechanisms, (iii) resources and (iv) impediments to assess adaptive capacity at national, district
and community levels. The assessment used different methodologies: questions at the national
level and focus group discussions and household surveys at the district and community level.

At the sectoral, district/community level the following issues were identified:

e Knowledge is inadequate to address climate change risks and therefore the planning of
development projects follows a "business as usual” path. There exists moderate
knowledge on climate change risk at the senior level in some ministries and departments,
but very little exists at junior levels in key government agencies and at the district and
local levels. Most public officials are unfamiliar with tools, such as climate proofing,
screening etc. Technical training of district and community government officials and
financial resources to implement climate change risk management measures is needed.

e Overlapping mandates among different district agencies, inadequate coordination, meager
fund flows and weak resource allocation mechanisms are major impediments to effective
climate change risks management. Existing policies and legal frameworks do not bar
action, but need to be strengthened to address climate change risks. Both government and
NGOs and community-based organizations lack adequate training and financial resources
to implement climate change risk management and disaster risk reduction measures.

At the national level the following issues were identified: a) almost complete absence of climate
change risk management personnel in key organizations and institutions; (b) climate change risk

% The methodology and analysis for the Adaptive Capacity Assessment may be found at
http://www.ppcrnepal.gov.np
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management is not institutionalized in government, academia, civil society or in vulnerable
sectors, municipalities, districts or communities; (c) no training, database, information or
guidance exists on planning or constructing climate resilient development; (d) there are
insufficient financial resources to effectively integrate climate change risk management into
development planning; (e) development planning in key sectors (water, agriculture, physical
planning) does not consider risks associated with climate change and there are no modalities to
facilitate such transformational change in development planning.

Participation Process

Background

The SPCR planning process that led to the development of Nepal’s strategic programme
followed an extensive and in-depth participatory process, engaging a large number of people
from government, civil society and private sector at national, district and local level. The
complete  participant  list can be  found  through  the  following  url:
http://lwww.ppcrnepal.gov.np/documents.html

The framing of the main climate risks, impacts and resilience building options was based on a
socially inclusive, and a broad consultative process. This ensures that PPCR-supported actions
will build on local experiences and reflect the views and needs of a range of stakeholders,
including specifically vulnerable groups and sectors (such as small farmers, women, youth,
indigenous peoples and local communities, and other vulnerable groups).

The process to develop Nepal's Strategic Program for Climate Resilience was designed with the
following objectives:

- To ensure compliance with PPCR Guidelines;

- To ensure the experience and needs of people directly affected at the local level are
reflected in the document;

- To build upon the extensive stakeholder stocktaking and analysis undertaken under the
NAPA, the National Capacity Self Assessment (NCSA), and recently developed climate
change policy, and other national strategies and programs;

- To address gaps in the preparation of the NAPA, which has been developed in
accordance with the “Guidelines for the Preparation of National Adaptation Programmes
of Action” (UNFCCC 28/CP.7.); and

- To ensure that the SPCR builds resilience within Nepal, addressing the risks of
vulnerable communities and sectors.

In developing Nepal's Strategic Program for Climate Resilience, the following activities were
undertaken to address gaps in the NAPA process while ensuring compliance with PPCR
Guidelines:
- Assessment of climate change risk to estimate, evaluate, and rank climate change risks
affecting individual vulnerable communities and sectors;
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- Adaptive capacity assessment, focussing on vulnerable communities and sectors;

- Definition of priority action needs and investments;

- Resilience assessment to ensure that the proposed investments promote and enhance
resilience within vulnerable communities and sectors and at the national level;

- Design of implementation modalities to ensure the sound, transparent and timely
management of PPCR programs and funds.

An inception workshop was held on 6 July 2010 where this approach was proposed, discussed,
and endorsed. Additionally, the Federation of Nepalese Chambers of Commerce and Industry
(FNCCI) formed a private sector working group upon the advice of the MoE to explore the
possibilities for engaging the International Financing Corporation (IFC) in the SPCR process in
Nepal.

After conducting a review of literature and extensive consultations with the NAPA/PPCR
thematic working groups, a team of both consultants and representative government officials
from the key thematic ministries visited six districts, which were selected based on the sectoral
risk assessment undertaken by the thematic working groups and their ecological representation.
In the districts and communities, the team undertook risk and capacity assessments. Based on
these activities, the consulting team prioritied broad areas of interventions during consultations
5-7 October 2010. The MoE and key thematic ministries then agreed to the prioritized areas of
interventions. The consulting team then prepared project/component concept notes to serve as
basis for the joint World Bank-Asian Development Bank mission (15-21 November 2010).
During the joint mission, a wide range of stakeholders (government representatives, technical
experts and the private sector) were consulted on the draft concept notes. Separate consultations
were held for each component and additional consultations were held with civil society and
development partners. During the subsequent 9-18 February 2011 consultations, these concept
notes were further refined as well as the other important sections of the SPCR. This was also
done with a wide range of stakeholders (government representatives, technical experts, I/NGOs,
the private sector, and development partners.

Below is a summary of the different stakeholders that have either participated or have been
consulted in the SPCR preparation process.

Community participation

The SPCR preparation team visited 2-3 communities in each district and had broader
consultations comprising of women groups, indigenous communities (such as Tharu and
Chepang in Chitwan and Sherpa in Sindhupalchowk districts), vulnerable communities and the
poor. Participatory appraisals, using focus group discussion, key informant survey, some
household survey, and transect walks, were employed to understand climate change vulnerability
and existing adaptive capacity. In total, about 450 people were met, a significant number of them
women (about 40%) and indigenous people.
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NGO participation

The planning process ensured wide participation of NGOs working in climate change and natural
resources management. NGOs were involved in the process of climate change risk assessment at
sectoral level and the selection of field assessment sites, as they were part of the thematic
working groups. They actively contributed in designing the SPCR planning and field assessment
process by participating in the inception workshop and individual meetings at the national level.
They also actively participated in district-level stakeholder consultations, helping communities to
identify risks and assess adaptive capacity.

Private Sector Participation

The Federation of Nepal Chamber of Commerce and Industry (FNCCI) led the private sector
deliberations that were facilitated by IFC. The objective was to ensure that the private sector be
fully integrated into the PPCR process and gain access to PPCR funds in order to contribute to
addressing the priority risks. Following the request from the Ministry of Environment, the IFC
facilitated a 15-member private sector thematic working group under the leadership of the
FNCCI. The thematic group listed 13 subsectors based on the priority risks and the potential for
the private sector to contribute to addressing those risks. Given the resources expected to be
available and the immediate opportunities for private sector to participate in SPCR, the IFC led a
scoping exercise to identify the climate change risks, vulnerabilities, adaptive capacity and
opportunities of the private sector. It then formulated specific, prioritized interventions for
inclusion in Nepal’s SPCR. Detailed discussions were held with 34 business people from
agribusiness, infrastructure, financial, insurance, tourism, housing and NTFP sectors.
Consultations specifically on the private sector SPCR component was conducted in November
2010, with a follow up consultation in February 2011, which prioritized two areas --
agriculture/agribusiness and private sector-led infrastructure.

Participation of Development Partners

The SPCR preparation team was required to submit monthly progress report to the MOE, the
National Planning Commission, the Ministry of Finance and key bilateral development partners
apart from the Asian Development Bank, the World Bank and IFC. Separate meetings with
development partners were held during each SPCR mission. These meetings helped explore
synergies with existing and proposed programs on climate change.

Participation of Government Agencies and Departments

As the executing agency, the MoE led the day-to-day decision-making and coordination for the
SPCR preparation. The Prime Minister’s Office, the National Planning Commission, and the
Ministry of Finance provided overall policy coordination among concerned line agencies and
higher-level policy guidance.
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Two separate committees guided the SPCR process. The SPCR Steering Committee guided the
SPCR process and the prioritization. It was comprised of key ministries and representatives from
the National Planning Commission, Ministry of Finance, Ministry of Local Development,
Municipality Association Nepal and National Association of VDS in Nepal provided regular
guidance to the SPCR team. The Ministry of Environment served as the secretariat and the
Secretary of the Ministry of Environment served as chair. The Policy Advisory Committee
provided guidance on resource allocation and in ensuring that the SPCR addressed national
priorities. It was formed under the chairmanship of the Honorable Member of the National
Planning Commission. Members of this committee comprised Ministry of Finance, the Prime
Minister’s Office, key ministries, Federation of Nepalese Chambers of Commerce and Industry,
Federation of Community Forest Users Nepal, Municipality Association Nepal and National
Association of VDS in Nepal.

Detailed discussions were held with the Component lead agencies i.e., MOFSC, MOAC, DHM,
DSCWM and MOE.
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Part 2: Proposed Investment Program Components

Overview of Proposed SPCR and its Components

Nepal’s challenges in terms of climate change are tremendous and call for a broad set of
interventions. The NAPA had identified an extensive list of short term interventions that would
be needed to address immediate and urgent needs. Different development partners have already
stepped in to support many of these proposed interventions.

The SPCR, on the other hand, focuses on longer term interventions aimed at enhancing climate
resilience in Nepal. The SPCR cannot address all of the key risks that have been identified, but
aims to address the highest priority risks identified during the preparation process and through
consultation with vulnerable communities. These are (i) quantity and quality of water, (ii) food
security, and (iii) eco-system health. Five interrelated components are proposed, each addressing
a key risk related to climate change.

The problems of too little or unreliable water, and too much water (i.e., floods) are the highest
priorities for Nepal. Neither the MDBs nor other development partner programs include
investments to directly address these problems, so standalone projects have been proposed (see
Components 1 and 2). The threats to food security are also significant. Food security is
addressed through the MDBs and other development partners’ extensive agricultural assistance
programs. Activities included in SPCR Components 4, 3, and 1 will build on these programs to
support making agriculture more climate-resilient, and Nepal is already starting the preparation
of a climate-resilient agricultural development strategy with MDB assistance. Component 2 will
provide social protection for farmers through crop and livestock insurance. Finally, Components
1 and 5 aim to address risks to eco-system health.

Indicative financial allocations have been given to each component, with a total proposed
envelope of $110 million ($50 million in grant, $50 million in credit, $10 million in loans to the
private sector”®). However, determination of the exact amount of financing needed will made
during detailed preparation of each component.

For each of the components a lead agency has been assigned in accordance with Government
policies and the mandates of the respective agencies. All the lead agencies have shown strong
interest in participating in the program and actively contributed to the formulation of the SPCR.

The descriptions of the five components are as follows:

1. Building Climate Resilience of Watersheds in Mountain Eco-Regions

This component addresses the problem of too little or unreliable access to freshwater
resources for communities in mountain eco-systems for drinking, irrigation, and other uses. It

% US $10 million has tentatively been designated to be channeled through the IFC for private sector investment.
IFC will be responsible for repayment.
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is expected that, through the provision of sufficient water, agricultural productivity will
increase, human health will improve, and water may be available for other productive uses.

The component is expected to have the following key outputs or results: (i) participatory
watershed management planning to improve access to and reliability of water resources
demonstrated and mainstreamed into the Government programs; (ii) watershed management
plans implemented in priority watersheds significantly vulnerable to climate change; (iii)
productivity of water enhanced through effective and efficient use of water in farm
lands/systems, and (iv) lessons for improving access to and reliability of water resources in
vulnerable mountain regions generated and incorporated into country programs.  The
watershed management plans will aim at (i) reducing erosion to minimize downstream
sedimentation, (ii) enhancing soil moisture and groundwater recharge, and (iii) enhancing
surface water conservation and storage. °

The Department of Soil Conservation and Watershed Management (DSCWM) of the
Ministry of Forest and Soil Conservation (MoFSC) will be the Project’s Executing Agency.
The Ministries of Irrigation, Agriculture, and Local Development are expected to be the
Project’s main collaborating agencies. Since the Project will follow a decentralized approach,
District Development Committees and Village Development Committees are expected to be
the main government stakeholders at the district, local and watershed levels. Other important
stakeholders will be NGOs and civil society organizations, community forestry groups and
water users groups. Participation of the private sector will be sought, especially in promoting
water saving technologies. NGOs are expected to play an important role in project
implementation, especially in mobilizing and assisting communities in assuming their
implementation role. An indicative budget of US $41 million has been allocated to this
component, with $0.9 million for project preparatory technical assistance.

The concept note is in the following section, including a problem tree analysis and design
and monitoring framework. The scope of work and cost estimate for the Project Preparation
Grant is in Part 3 of this SPCR Proposal.

2. Building Resilience to Climate-Related Hazards

This component addresses the priority risk of floods and droughts that take human lives and
undermine progress on economic growth and poverty alleviation. The component is
designed to build resilience in vulnerable communities by establishing multi-hazard early
warning systems to diminish the impacts of extreme events, and improving access to
financial instruments such as micro-insurance/finance that help communities recover from
the adverse impacts of climate induced shocks. These systems also support agricultural
livelihoods by providing weather forecasts for farmers to improve productivity, and
protecting lives and assets from floods and droughts.

% Examples of interventions to achieve these outcomes are: rehabilitating degraded watershed lands, regenerating
forests, implementing conservation farming, protecting water infrastructure from erosion and floods, constructing or
improving small-scale water storage facilities and distribution systems, and applying on-farm water conservation.
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Activities will focus on the installation of real-time hydro-meteorological infrastructure, the
development of weather/flood forecasting and information systems, the establishment of
early warning systems for priority vulnerable communities, and the creation of climate risk
insurance/finance programs for vulnerable communities and, in particular, women.

The Ministry of Agriculture and Cooperatives and the Ministry of Environment/Department
of Hydrology and Meteorology will be the co-lead agencies for this component. An
indicative budget of US $41 million has been allocated to this component with $0.5 million
for project preparation technical assistance. The concept note is in the following section and
the project preparation grant request is in Part 3 of this SPCR proposal.

3. Mainstreaming Climate Change Risk Management in Development

This component will facilitate mainstreaming climate change risk management into
development planning by preparing climate risk management manuals, guidelines and
standards for key infrastructure sectors, review major sectoral policies and curriculum in
light of climate change and implement a comprehensive program of capacity building for
climate change risk management at the national, sectoral, district and VDC levels, targeting
students, public sector and civil society. This component will also support GON to manage
results and lessons learned from the SPCR program.

The Ministry of Environment will be the lead agency. An indicative budget of US $10
million was agreed. The concept note is in the following section.

4. Building Climate Resilient Communities through Private Sector Participation

This component will improve access to climate resilient technologies and reduce market
barriers in specific sectors that prevent the private sector from playing its role in building
climate resilient communities. The component includes three investment projects (one
limited to a Feasibility Study on Low Cost Climate Resilient Housing) and two scoping and
baseline studies.

Investment Project-1: Public and private sector collaboration to enhance food security
through promoting climate resilient agriculture. The broad objective of this project is to
enhance agricultural productivity contributing to food security through capacity building and
better access to finance. Intervention areas include promotion of stress resilient and high
yielding seed varieties, promote high value crops in specific regions, water efficient irrigation
technologies and practices, early warning system for crop protection, and facilitate access to
finance across the agricultural supply chain.

Investment Project-2: Climate proofing vulnerable infrastructure. The broad objective is to
strengthen climate change risk management capacity in Nepal’s private sector by way of
climate proofing vulnerable infrastructure, mainly hydropower stations. Intervention areas
include developing guidelines on climate proofing for prioritized private sector
infrastructure, training/awareness programs to facilitate the integration of climate change risk
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management into private sector infrastructure, and investments to support incremental costs
associated with climate proofing existing operations, and the conversion to climate resilient
technologies.

Invest Project 3: Feasibility Study on Low Cost Climate Resilient Housing. The objective of
this feasibility study would be to assess various construction designs for the climate resilient
low cost housing for vulnerable communities and to review the existing supply of finance to
meet the housing finance demand of these segments.

An indicative budget of this component is $2.7 million as a grant and $10 million as a loan,
and US $0.3 million in project preparation (scoping studies) technical assistance. This
component will be administered through the IFC. The concept note is in the following
section. and two preparation grant requests are in Part 3.

5. Enhancing Climate Resilience of Endangered Species

This component addresses the risks of climate variability and change on the habitats of
endangered wildlife species.

Nepal's unique geographic position and variations in altitude and climate are reflected in its
rich biodiversity. Faunal and floral biodiversity is of tremendous importance to its economy.
Faunal biodiversity is a key tourism asset and floral biodiversity is critically important for the
livelihoods of rural people across Nepal. Nepal's mountain ecosystems are particularly highly
sensitive to climate change. Apart from being early indicators of climate change, many
climatologists believe that the changes occurring in mountain ecosystems provide an early
glimpse of what may come to pass in lowland environments. For this reason it is important to
pilot climate resilience measures in these ecosystems as these will undoubtedly assist
Governments and international organizations as they develop climate change related
strategies. The survival of endangered species is regarded as a key indicator of the health of
ecosystems. In order to enhance their survival it is of tremendous importance to safeguard
their habitats against climate change threats. This project will therefore assist the
Government of Nepal to enhance capacity, knowledge and incentives to improve climate
resilience of critically endangered species by safeguarding their natural habitats at landscape
level against climate threats. The key outputs, around which different project activities will
be structured, are: a) improved information, knowledge and capacity regarding climate
change impacts and resilience measures on the natural habitats of endangered species, b)
improved natural habitats and ecosystem health, and c) improved well being of natural
habitat dependent communities.

The Ministry of Forests and Soil Conservation (MoFSC) will be the lead agency. The total

cost of the proposed project is US$ 5 million, to be financed as grant. The concept note is in
the following section.
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SPCR Institutional Arrangements, Coordination, Results Management and
Knowledge Management

Management of SPCR Components. Management of SPCR project components 1 (Building
Climate Resilience of Watersheds in Mountain Eco-Regions), 2 (Building Resilience to Climate
Related Hazards), and 5 (Building Climate Resilience of Endangered Species) will be through
designated project management units established in lead agencies, with component steering
committees chaired by secretaries of the respective component lead ministries. For Component 4
(Building Climate Resilient Communities through Private Sector Participation), implementation
will be managed by the International Finance Corporation (IFC). Component 3 (Mainstreaming
Climate Risk Management in Development) includes TA activities that involve a range of
different stakeholders and Government agencies. The Ministry of Environment will be the lead
agency for the component and coordinate TA activities with other concerned agencies through its
CDM Section of the Climate Change Management Division. A steering committee chaired by
Secretary, MoE will be established for Component 3.

Implementation arrangements for each component will be explored in greater detail during
project preparation. In particular, the roles and responsibilities of the Ministry of Agriculture and
Cooperatives (MOAC), Ministry of Irrigation (MOI) and Ministry of Forests and Soil
Conservation (MOFSC) will be laid out in detail and separate and/or appropriate mechanisms
will be established for effective implementation of project activities, taking into consideration
the activities and modalities proposed by the concerned ministries.

SPCR Program Coordination Coordination and results management for the SPCR will rest
with the Climate Change Management Division in MOE, with the head of the Climate Change
Section overseeing a results management system and day-to-day activities. MOE will set up a
Climate Change Program Steering Committee to monitor results and provide overall
coordination and guidance of all climate change programs, including the SPCR. This steering
committee will be chaired by the Honorable Minister for Environment and co-chaired by the
Member, National Planning Commission (Environment) and will be supported by a well-staffed
Secretariat (see Climate Change Program Secretariat) in the Ministry of Environment. The
Secretariat will also provide regular updates to the Climate Change Council (CCC) chaired by
Rt. Hon'ble Prime Minister and the Multi-stakeholder Climate Change Initiatives Coordination
Committee (MCCICC).

SPCR Results Management and Knowledge Management. One of the goals of CIF is to
multiply the effect of CIF-funded investments by supporting national, regional and global
replication of approaches to, and outcomes of, CIF-funded activities. The PPCR Global Support
Program will facilitate knowledge sharing at the regional and global level. At the national level
in Nepal, the Ministry of Environment (MOE) with support from participating multilateral
development banks (MDBs) will undertake knowledge management activities and the
dissemination of lessons learned through implementation of the SPCR. The Climate Change
Section of MOE’s Climate Change Management Division will lead knowledge management
activities by (i) developing a results-based performance monitoring system for the SPCR (the
SPCR results framework is provided below); (ii) tracking the status of each SPCR component;
(iii) assessing and summarizing the results of SPCR implementation, and (iv) ensuring that
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results and lessons learned are communicated and disseminated throughout Nepal and to the CIF.
The Nepal Climate Change Knowledge Management Center (NCCKMC) was recently
established in partnership with MOE to serve as a platform for exchanges and dissemination of
information to various stakeholders and the climate change community of practice in Nepal. The
specific role of NCCKMC in the SPCR will be further explored during the detailed preparation
of SPCR Component 3.

MDB task teams will support knowledge management by systematically documenting lessons
learned in all PPCR mission reporting. They will regularly review country processes and
program design experiences, share views of what works well and what does not in each project
component, and work together to synthesize lessons on project implementation that could be of
use for future CIF programming. Coordination among the participating MDBs will be
maintained to ensure comprehensive capture and dissemination of lessons learned in the Nepal
PPCR.

—(G;I;bza())l ° CI)F Final Outcome Improved low carbon, climate resilient development
-20 yrs
Improved quality of life for people living in the high mountains, middle hills and low lands/terai
Nepal - PPCR regions of Nepal who are affected by climate variability (CV) & climate change (CC)
Transformative Impact - . ) .
P Increased resilience in economic, social, and eco-systems to CV & CC through
(10-15yrs) systematic and transformational interventions
Nepal - PPCR Catalytic Enhanced, formalized mechanisms for . Scaled-up climate resilience Regional level:
Replication Outcomes inter-Ministerial coordination and action, |.nvestments in water management, Transfer of lessons
(5_10 yrs) and private sector involvement in climate disaster p_re;?ared_ness and response, tc;]the reglon‘& to
resilient development and biodiversity conservation other moun_talnous
countries
Proiect[ Improved capacity for Enhanced integration of Increased resilience of agricultural CIF P:\'lo ra&m
limate resilient resilience into productivity, water supplies, rural and &
Program - < ) ] er -
£rogram development planning development farming communities, and endangered additional
PPCR & implementation investments & strategies species resources for
Outputs & T A A C"_’I‘(‘a‘e
resilience
Outcomes
(2-7 yrs) Increase knowledge, capacity & coordination Investments in water resources
of CV &CC effects. Development of guidelines management, hydromet monitoring, Incrgased qther
for integration of climate risk management into disaster forecasting and warning, public & private
Project/ development planning and project micro-insurance, vulnerable habitat f5_°“"°e_5 0;
implementation management resilient agriculture & inancing
%%im- infrastructure investment
Activities Capacity Building & Enabling Environment Investments Leveraging
(1-7 yrs) Knowledge Management
Program— PPCR grant and loan funds will leverage planned and ongoing interventions by the
PPCR Inputs MDBs, the private sector and development partners

23



Component Concept Notes
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Component 1: Building Climate Resilience of Watersheds in Mountain Eco-Regions

Rationale

The Project will support the implementation of the Strategic Program for Climate Resilience
(SPCR) which has been developed by the Government of Nepal in consultation with ADB, IFC
and the WB. Within the overall framework of the SPCR, the Project will enable communities in
mountainous ecosystems significantly vulnerable to Climate Change impacts to have improved
access to and reliability of watershed and water resources.?’

Nepal is one of the poorest and most climate vulnerable countries in the world. Moreover, as a
mountainous country belonging to the Himalaya region, also known as the ‘third pole’ or the
‘water tower of Asia’, Nepal faces unique challenges. Temperatures are rising fastest at the
highest altitudes, affecting glaciers, snow and ice, and threatening the generally poor and isolated
communities that depend upon them. Retreating glaciers and changes in seasonal snow fall and
melt will lead to greater uncertainty about water flows and, in the long run, diminished water
availability. Traditional knowledge and systems may not be sufficient for mountain people to
cope with climate change and associated extreme climate events.

In a country where the impacts to water resources constitutes the principal climate change risk
and the majority of the population derives considerable benefit and livelihood from such
resources, SPCR support is a critical entry point to improve the resilience of water resources and
associated mountain ecosystems.

Impact, Outcome, and Outputs

The overall impact of the SPCR with its five component projects is to build long-term climate resilience
in Nepal through an integrated water resource and ecosystem-based approach focusing on community-
based management. To support the achievement of overall SPCR impact, the Project will address the key
problem of reduces water availability and reduced reliability of water, the key problem faced by
communities in vulnerable mountain ecosystems (see Figure 1 for the problem tree analysis). To address
this key problem, the Project’s expected outputs are: (i) participatory watershed management planning to
improve access to and reliability of water resources demonstrated and mainstreamed into the
Government’s programs; (ii) watershed management plans implemented in priority watersheds
significantly vulnerable to climate change; (iii) productivity of water enhanced through effective and
efficient use of water in farm lands/systems in combination with improved agriculture practices, and (iv)
lessons for improving access to and reliability of water resources in vulnerable mountain regions
generated and incorporated into country programs. The watershed management plans will aim at (i)
reducing erosion to minimize downstream sedimentation, (ii) enhancing soil moisture and groundwater
recharge, and (iii) enhancing surface water conservation and storage. * The Project’s Design and
Monitoring Framework (DMF) summarizes the expect outcome, outputs and selected examples of likely

%" Project scope, cost, financing and implementation arrangements will be firmed up through a PPTA, see Project
Preparation Grant Request.

8 Examples of interventions to achieve these outcomes are: rehabilitating degraded watershed lands, regenerating
forests, implementing conservation farming, protecting water infrastructure from erosion and floods, constructing or
improving small-scale water storage facilities and distribution systems, and applying on-farm water conservation.
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interventions, see Table 1. The main project risks identified at this stage is the possibility of insufficient
Government funds to expand watershed management programs in CC vulnerable watersheds.

Table 1: Preliminary Design and Monitoring Framework

Long-term climate
resilience in Nepal

Livelihoods improved and

District-level socio-economic

Performance
Design Targets and Data Sources and Assumptions
Summary Indicators Reporting Mechanisms and Risks
Impact Assumptions

Projected CC impacts are

Communities in
watersheds of river
systems that are
significantly
vulnerable to CC
have improved access
to and enhanced
reliability of water
resources

Water resources within
watersheds increased and
the watersheds’
hydrologic services to
downstream areas
improved (increased dry
season flows and reduced
sediment load)

Productivity of lands and
farming systems in the
watersheds enhanced

Hydrologic monitoring
program to be established
under the envisaged
investment project

Socio-economic monitoring
program to be established
under the envisaged
investment project

mountain CC resilient for data published by the estimated with adequate
communities communities within CC Government and other level of accuracy
improved vulnerable watersheds institutions
Government continues to
Reduced outmigration give high priority to
from communities within support communities in
CC vulnerable watersheds mountain ecosystems to
build up CC resilience
Outcome Assumptions

DSCWM and communities
continue to maintain
watershed management
investments

Risks

The possibility of
insufficient Government
resources to expand
watershed management
programs in CC vulnerable
watersheds

Outputs

1. Participatory
watershed
management
planning to improve
access to and
reliability of water
resources
demonstrated and
mainstreamed into
the Government’s
programs

2. Watershed
management plans
implemented in
priority watersheds
significantly

Adoption by DSCWM
and DDCs of the
participatory planning
approach to be developed
through the PPTA and
field tested under the
envisaged follow-on
investment project

Reduced rain-fall run-off
and soil erosion within the
treated watersheds;
increased surface water
storage and use thereof
within the watershed

Hydrologic monitoring
program to be established
under the envisaged
investment project

Assumptions

The PPTA and the
envisaged follow-on
investment project will
demonstrate effective and
sustainable watershed
management practices

Effective monitoring
program in place to assess
the impacts and lessons
derived from the envisaged
investment project

Risks

Capacity of the DSCWM
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Performance
Design Targets and Data Sources and Assumptions
Summary Indicators Reporting Mechanisms and Risks
vulnerable to climate may need to be increased to
change Communities adopt Socio-economic monitoring | scale-up the watershed
effective and enhanced program to be established management interventions
water use practices in under the envisaged in critical watershed
3. Productivity of combination with investment project following project
water enhanced improved agricultural completion
through effective and | practices
efficient use of water
in farm lands/systems | Lessons fed into the
SPCR global learning
4, Lessons for support program
improving access to
and reliability of
water resources in
vulnerable mountain
regions generated and
incorporated into
country programs
Activities with Milestones Inputs

Following activities related to PPTA and processing of envisaged investment
project:

1.1. Develop/ revise watershed management plans for critical watersheds
taking into account CC impacts and using state-of-the art planning
methodologies
Raise awareness and enhance participation of watershed communities and
other stakeholders (government and non-government) in watershed
management
Clarify the roles of watershed stakeholders and their rights in relation to
watershed management, and improve watershed management governance
Strengthen institutional arrangements for involvement of watershed
communities and other stakeholders (government and non-government) in
watershed management; provide capacity building where needed
1.5.Revise/ develop appropriate cost and benefit -sharing arrangements for
watershed investments (e.g., payment for ecosystem services) and their
maintenance
1.6.Strengthen DSCWM and implementing agencies’ capacity to implement
the project in particular and watershed management initiatives in general

1.2.

1.3.

1.4.

2.1. Control erosion to minimize downstream sedimentation (water quality)

2.2. Enhance soil moisture and groundwater recharge (e.g. through agro-
forestry, small water bodies, water tanks)

2.3. Enhanced surface water conservation, storage and utilization of
conservation techniques (e.g., on-farm water harvesting, micro-irrigation,
promotion of agricultural technologies such as minimum tillage and
sloping agricultural land management, and on-farm soil and water
management.)

2.4. Build socio-ecological resilience in the mountain ecosystem and enhance
livelihoods of watershed communities

CIF tentative allocation: $0.9
million for PPTA and $41
million for investment project
Government: $25,000 during
PPTA

Beneficiaries: thd during PPTA
Others: thd during PPTA
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Activities with Milestones Inputs

3.1. Design, implement and monitor watershed specific productivity
enhancement interventions

4.1. Monitor the impacts of project interventions, especially in terms of
watershed hydrology and hydrological services

4.2. Document project implementation approaches and experiences

4.3. Share the project experiences, impact assessments and lessons learned
within Nepal and globally as part of SPCR global learning support
program

4.4, Replicate best practices in other watersheds

Source: February 2011 SPCR mission

A sector approach is envisaged to provide the required flexibility to address (sub)watershed specific
interventions which will be determined through a participatory process involving concerned stakeholders.
A detailed assessment will be undertaken during the project preparation phase to prioritize watersheds for
possible inclusion under the Project.”

The Project’s impact, outcome and outputs will be firmed up through the proposed $900,000 project
preparation Technical Assistance (PPTA) for which a Project Preparation Grant Request is submitted.

Investment and Financing Plans

The Project will finance the interventions needed to achieve the four outcomes described in the above and
the technical assistance needed for project management and engineering, and for assisting communities in
implementing project-related interventions.

A tentative allocation of $41 million in SCF funding is proposed. The total cost of the Project
will be subject to further discussions between the Government and ADB, the designated partner
agency for the Project.

Table 2: Tentative Financing Plan

Amount Share of

Source (% million) Total (%)
Strategic Climate Fund (SCF) 41.0 Thd
Government Thd Thd
Beneficiaries Thd Thd

Total Thd 100.00

Source: February 2011 SPCR Mission.

%% The number of watersheds that could be covered under the project/component would partly depend on the amount of financial
resources allocated to the project and the cost estimates of various interventions.
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Indicative Implementation Arrangements

It is envisaged that the Department of Soil Conservation and Watershed Management (DSCWM)
of the Ministry of Forest and Soil Conservation (MoFSC) will be the Project’s Executing
Agency. The Ministries of Irrigation, Agriculture, and Local Development are expected to be the
Project’s main collaborating agencies.® Since the Project will follow a decentralized approach,
District Development Committees and Village Development Committees are expected to be the
main government stakeholders at district, local and watershed level. Other important
stakeholders will be NGOs and civil society organizations, community forestry groups and water
users groups. Participation of the private sector will be sought, especially in promoting water
saving technologies. NGOs are expected to play an important role in project implementation,
especially in mobilizing and assisting communities in assuming their implementation role. The
proposed PPTA will develop the detailed implementation arrangements and identify required
capacity building/ strengthening measures. This will be undertaken in a participatory process
with all concerned government and non-government stakeholders.

Knowledge Management and Dissemination of Lessons Learned

This component will generate lessons on improving access to and reliability of water resources in
vulnerable mountain regions through documenting project approaches and experience in project
implementation and sharing lessons learned within Nepal and globally as part of the global
learning program. Since the project will follow a decentralized approach, District Development
Committees and Village Development Committees and other stakeholders such as NGOs and
civil society organizations, community forestry groups and water users are expected to take
important roles in knowledge sharing and dissemination. DSCWM will also ensure that learning
workshops are held periodically during project design and implementation that include the broad
range of government and non-government stakeholders concerned with water, food, and forest
management. DSCWM will develop a results management framework consistent with the overall
SPCR results framework, and will capture and consolidate lessons learned from its review of
progress towards building climate resilience of watersheds in mountain eco-regions. These
results and lessons will be reported to MOE’s Climate Change Management Division on a
regular basis for wider dissemination under the SPCR knowledge management program.

Due Diligence

The process of due diligence assessments has been ongoing with the start of the preparation of
SPCR, especially in terms of government policies and strategies, existing development plans and
programs, and overall institutional arrangements. The Project-specific due diligence will be
undertaken during the proposed PPTA.

% The PPTA will confirm the relevant collaborating agencies.
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Component 2: Building Resilience to Climate Related Hazards

Introduction and Context

Nepal’s monsoon climate and mountainous topography leave it highly vulnerable to
hydrometeorological disasters such as landslides, floods from rivers and glacial lake outbursts,
droughts, windstorms and hail. The frequency and magnitude of these extreme events, as well as
Nepal’s already pronounced seasonal variability, are expected to worsen under climate change.
The Intergovernmental Panel on Climate Change’s (IPCC) Fourth Assessment Report indicated
that Nepal would suffer increased flooding due to changes in hydrology, leading to an increasing
loss of life and decrease in crop yields. In addition, the IPCC also stressed the existence of a
“white spot” over Nepal and much of the region, indicating that the available data are inadequate
for the development of reliable climate models.

These climate-related disasters not only devastate lives and livelihoods, but also undermine
progress on economic growth and poverty alleviation. During the Risk Assessment undertaken
during SPCR preparation, extreme high precipitation, increase in temperature, extreme low
precipitation/drought, and increased climatic variability were identified as climate change event
risks faced by all regions in Nepal. The Adaptive Capacity Assessment highlighted, amongst
other priorities, the urgent need to establish community-based early warning systems to help
vulnerable communities respond to climate-induced disasters, and implement actions required to
provide advance warning before disasters strike with an early warning flood and drought system
and after disasters strike by providing innovative financial instruments such as micro-
insurance/finance to help cope with climate-related losses.

Warning of an impending flood or drought is critical to help vulnerable communities respond
safely and effectively to a climate-induced disaster. While the Department of Hydrology and
Meteorology (DHM) currently maintains nation-wide networks of precipitation, hydrometric,
sediment, climatic, agro-meteorological, synoptic and aero-synoptic stations, limited real-time
flood and drought information exist and currently do not reach vulnerable communities.
Considering the extreme topographic characteristics and dense network of streams, the network
of meteorological and hydrological stations needs to be improved and strengthened in both
network density and data quality. The development of hydro-meteorological monitoring systems
in Nepal has occurred in a piecemeal fashion, with arguably limited attention paid to the overall
network design, as well as to problems associated with operating the network under conditions of
limited staff and computing resources. Once the appropriate systems are in place, the DHM can
also work towards effective Public-Private Partnership models that could involve the private
sector (e.g., telecommunications) in disseminating the available data to communities in a user-
friendly manner as a basis for early warning systems. Subsequently a similar platform may be
used for agriculture-based early warning systems.

Following an adverse climate-induced event, a vast majority of farmers in Nepal are exposed to
large crop damage and losses. Few have the financial safety nets necessary to absorb these
adverse shocks. The agricultural sector employs approximately 80% of Nepal population,
contributes approximately 33% of Nepal’s GDP and plays a major role in economic growth and
poverty alleviation. Similarly, over 3 million households in Nepal own livestock with that sector
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contributing towards 13% of the GDP. Given the large number of households engaged in this
sector for their basic livelihoods, innovative financial products to assist farmers and livestock
owners in addressing shocks and risks associated with climate-induced disasters are urgently
needed.

The Adaptive Capacity Assessment undertaken during SPCR preparation highlighted the urgent
need for micro-insurance/finance aimed at farming and livestock owner communities and women
as being amongst the most vulnerable groups exposed to the impacts of a changing climate.
Farmers currently lack awareness and access to agricultural insurance and the legal and
regulatory framework is not conducive to agricultural insurance. In addition, insurance
companies have limited financial, technical and operational capacity to develop the necessary
financial products. At the same time, for livestock, after 20 years of livestock-credit guarantee
insurance programs, current annual uptake amounts to less than 0.2 % of the national herd. There
is need to have a strong policy framework in place along with well designed crop and livestock
insurance programs that cater specifically to the challenges faced by communities in Nepal.

Proposed Project Development Objectives

The objective of this component is to build climate resilience in vulnerable communities by
strengthening weather /flood forecasting information and warning systems, and improving access
to risk financing instruments that preserve livelihoods and reduce the adverse impacts of climate
induced shocks.

The component is designed to build resilience against floods, droughts, landslides and glacier
lake outburst floods (GLOFs) through enhanced knowledge, better medium to long-term weather
and flood forecasting, establishing early warning systems down to the community level, and
improving access to financial instruments such as micro-insurance/finance for vulnerable
communities and, in particular, women. These systems will also support agricultural livelihoods
by providing weather forecasts for farmers to improve productivity, and protecting lives and
assets from floods and droughts.

Key outputs

Key outputs of the project will include:

Nation-wide real-time hydro-meteorological infrastructure

Weather and flood forecast and information systems

Pilot community hazard warning systems

Micro-insurance scheme targeting climate vulnerable communities and women
Information systems required for insurance schemes, i.e., weather, crop/livestock diseases
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Proposed Project Activities

The project will have two subcomponents, one focusing on weather forecasting and early
warning systems, and the second on risk financing tools for vulnerable groups.

Subcomponent 1: Enhance weather forecasting capabilities and establish early warning
systems for priority vulnerable communities.

This sub-component will focus on enhancing medium to long-term weather forecasts including
capacity building of meteorologists from DHM, installation and upgradation of necessary
equipment and development of medium to long-term forecast models. These activities will be
essential towards the development of a comprehensive multi-hazard early warning system. In
addition the project will support the institutional strengthening necessary for the system’s
operation, the development of flood and drought warnings, and emergency management capacity
for priority wvulnerable communities including community-based preparedness programs.
Specifically the subcomponent will focus on the following activities:

e Design a nation-wide real-time hydro-meteorological observation network;

e Procure and install real-time hydro-meteorological monitoring equipment (e.g. rain
gauges, snow pillows/gauges, water level gauges, discharge measurement equipment,
mid-atmosphere weather radars for country-wide 3-day forecasting, automatic weather
stations, lightning detectors and wind profilers etc.) and appropriate telemetry and agro-
met information systems.

e Strengthen GLOF monitoring and risk reduction, glacier, glacier lake and sediment
monitoring, and links to community-based early warning systems;

e Upgrade/install weather and hydrological (drought, flood, climate variability) forecast
models to establish effective data sharing protocols;

e Develop and refine weather and hydrological forecast models for short, medium and
long-term forecasting capabilities;

e Explore the development of agro-met information systems for farmers, i.e., crop
planting dates, agricultural drought indexes, diseases, pests, weather forecast and
decision support for irrigation infrastructure operations.

e Through a participatory, community-driven process, design, develop, establish and test
community-based  early  warning

systems that build on local knowledge Ny e
and community structures in priority
vulnerable communities including
protocol guidelines using real-time
data and information systems that are
established by DHM;

e Support the early warning system
operationalization at the community
level through an ICT (information,
communication, training) campaign

e  Support capacity building to promote PP 4
effective system use, including
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training, software and hardware, communication/networking systems, dataset
procurement, improving business processes.

e Prepare O&M (maintenance, service, calibration, and staffing) plan and finance
mechanisms for sustainability beyond life of the project/investment.

The establishment of real-time hydro-meteorological infrastructure and weather and flood
forecast system will be implemented nation-wide. Exact technology will be selected based on
the following criteria:

(@) Inter-operability with current and planned systems.

(b) New stations to be established in areas that currently have inadequate coverage but with
high local impact to priority vulnerable communities and increasing the range of
variables measured, (i.e. glacier, snow, sediment measurements).

(c) Upgrade existing meteorological stations to facilitate real-time data acquisition, and the
development of early warning systems for vulnerable communities using such real-time
data.

(d) Ease of use, replacement, costs and high likelihood of adoption by users.

The establishment of community based early warning systems will be focused initially in
targeted areas that are most vulnerable to climate change impacts, with special attention given to
areas of importance for women, indigenous communities and youth. It is anticipated that these
systems would be rolled out in a phased approach as resources allow. A detailed evaluation and
final decision concerning the communities will be conducted during the project preparation
phase.

Subcomponent 2: Establish a climate risk insurance / finance program for vulnerable
community groups, namely farmers and livestock owners and women.

This subcomponent will focus on strengthening the policy framework for insurance, designing
risk insurance tools appropriate for vulnerable client groups and women, raising awareness about
risk insurance among communities and exploring public-private partnerships with the aim of
developing a sustainable risk insurance culture across Nepal. The operational, legal and financial
modalities will be developed in dialogue with national and district level government officials.

Specifically the subcomponent will focus on the following activities:

e Development of climate change risk micro-insurance / finance options and modalities
for the farming and livestock sectors™

e Policy reform to strengthen the overall risk insurance financing sector, including
reinsurance

e Develop a drought monitoring system under the MoAC with assistance from DHM to
strengthen the overall delivery of risk insurance products

* This will build upon findings of the World Bank-financed study on Agricultural Insurance Feasibility for Nepal and papers
from the Micro-Finance Summit. (See: Report of Micro-finance Summit Nepal 2010. 14-16 February 2010).
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Design, develop and launch appropriate micro-insurance programs for vulnerable
farming and livestock owner communities, and women

Establishment of the data and information systems required for the design and rating of
insurance policies, i.e., long term time series crop and livestock data.

Launch an awareness raising campaign addressing the many benefits of having risk
insurance and the options available to vulnerable clients

Strengthen ties with the private sector to eventually develop a public/private sector
partnership.

A detailed evaluation and final decision concerning the appropriate risk financing and insurance
instruments, and the locations for introducing these instruments and schemes, will be determined
during the project preparation phase.

Existing Programs

There are many donor partners active in addressing climate-related disasters in Nepal. The
SPCR interventions have been designed to complement the following ongoing or planned
activities by development partners:

The Joint Consortium Disaster Risk Management Flagship program comprising the
IFRC, UNDP, UN OCHA, UN ISDR, EU, USAID, ADB and WB which focuses on 5
priority areas, especially the flood management and community based disaster
management flagship components;

Finnish-Nepalese Project for Improved Capability of the Government of Nepal to
Respond to the increased Risks Related to Weather-related Natural Disasters and possible
follow-on capacity building support for DHM;

Government of India support for a single radar system (range 200 km);

The World Bank’s Irrigation and Water Resources Management (IWRMP) Project which
is installing a Telemetry System for Monitoring Water Availability and Allocation in
Karnali, West Rapti and Babai river basins;

ADB’s support for downscaled modeling of global climate change projections in Nepal;
The World Bank’s completed Agricultural Insurance Feasibility Study for Nepal, funded
by the Global Facility for Disaster Reduction and Recovery;

USAID/NASA/DHM support for a satellite monitoring glacial melt project;

GIZ’s support to install 5 automatic rain gauge stations across the western mountain area
of Nepal,;

UNDP is preparing a Project Identification Form (PIF) for submission to the LDCF,
focusing on community-based flood risk prevention;

Possible GIZ support to extend their successful micro-insurance programs from India and
China (established with support from the German re-insurance industry (MUNICH-RE)
to Nepal;

DANIDA/ADPC partnership working with DHM to pilot improved short-term weather
forecasting capacity.

35



Key Risks

The main areas of risk to this project and the mitigation measures are summarized below:

Project Preparation / Design

Risk: Design of the hydromet system will be complex due to Nepal’s challenging climate and
topography. Response: A contract to design the hydromet system will be competitively bid to
ensure the best available expertise, and undertaken in close partnership and under the supervision
of the Department of Hydrology and Meteorology.

Project Implementation

Risk: The scale of the hydromet investment will be large relative to previous projects run by
DHM and micro-insurance will be a relatively new area for MOAC. Response: Capacity
building and support for the agencies will need to be designed into the project to ensure smooth
implementation. Capacity building will also likely be needed at the VDC/DDC levels to ensure
full implementation of the project activities.

Project Sustainability

Risk: Sustainability will depend on the technical and institutional capacity of the implementing
agencies. Adequate resources to operate and maintain the hydromet system will also be required
to ensure sustainability. Response: The technical and institutional capacity building will be
designed into the project. A strategy for operations and maintenance will be developed, as well
as financing plan for O&M which might explore a combination of government finance and
revenue generation such as the eventual sale of data or commercialization of insurance schemes.

Indicative Institutional Arrangements

The lead agencies for this project will be the Ministry of Agriculture and Cooperatives and the
Ministry of Environment through the Department of Hydrology and Meteorology.  Other
stakeholders include: MoF, MoHA, MOI, WECS, National Disaster Response Committee
(facilitated by MoHA), District Disaster Risk Management Committees, DPNet, ICIMOD and
the private sector (in particular FM radio, telecoms and insurance.)

NGOs may also play an important role in this project. Building on the mission consultations, the
Government and MDBs will continue to consult NGOs on the design of this SPCR component.
As NGOs have a comparative advantage in working at the grassroots level, an NGO or
consortium of NGOs could be engaged (through competitive selection) for implementation,
especially to assist communities in developing community based disaster risk management plans,
implement community-based early warning systems, implementing micro-insurance / finance
programs, and raising awareness.
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Investment Costs and Timeframe

The indicative budget for this activity is roughly $41 million. It is anticipated that this project
will be completed within four years of effectiveness.

Knowledge Management and Dissemination of Lessons Learned

Lessons learned in this component will be systematically captured, analyzed and disseminated by
the project management unit under MOAC and DHM, with support from MOE. A learning,
knowledge sharing and dissemination plan will be developed for the component to ensure that
information, results, and early lessons are shared in a timely fashion with national and local
stakeholders. Key development partners have established a Joint Consortium Disaster Risk
Management Flagship Program (see existing programs) which can serve as a key platform for
knowledge sharing with the disaster management community. The knowledge management plan
will also ensure that other relevant stakeholders are reached beyond this group. NGOs in
particular are expected to play a central role in identifying lessons learned and disseminating
information, in addition to drawing on their valuable grassroots experience in designing this
SPCR component. MOAC and DHM will also develop a results management framework,
consistent with the overall SPCR results framework, to track the results of this component and
facilitate reporting to MOE where the lessons learned from all of the PPCR components will be
consolidated and reported to CIF. Knowledge products such as learning briefs, reports and
presentations on lessons learned from project implementation are expected to be produced by
MOE’s Climate Change Management Division as part of the SPCR knowledge management
program.

Component 3: Mainstreaming Climate Risk Management in Development

1. Project Description:

Building climate change resilience and adapting to the adverse effects of climate change, as defined
by the United Nations Framework Convention on Climate Change (UNFCCC), requires short,
medium and long term strategies which should be cost effective, take into account important socio-
economic implications, and should be implemented on a stage-by-stage basis. Recognizing that
building climate resilience and adapting to the adverse impacts of climate change could not be
sustained unless the foundations (or enabling environment) was first established, the first meeting
of the Conference of the Parties to the UNFCCC (COP-1, Berlin, 1995), decided™ that adaptation

be approached in three stages:

82 UNFCCC - Decision 11/CP.1 - Initial Guidance on Policies, Programme Priorities and Eligibility Criteria

to the Operating Entity or Entities of the Financial Mechanism
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STAGE 1 - Planning for adaptation - which are essentially “enabling activities” required
to initiate the first steps in the adaptation planning and management process, including the
establishment of climate change focal point, vulnerability studies of possible impacts of
climate change to identify specific vulnerable countries or regions and the identification of
policy options for adaptation;

STAGE 2 — Measures to prepare for adaptation, including further capacity building; and
STAGE 3 - Measures to facilitate adequate adaptation, including insurance.

This phased approach, which systematically builds national capacity through strategic interventions
thereby ensuring country-ownership and long-term sustainability, has been successfully initiated in
Nepal through the following activities:

Vi.

Vii.

sensitization and building awareness of climate change impacts and risks at national and
local levels and within vulnerable sectors and population groups;

building climate monitoring and analytical capacity, including climate modeling and climate
data/records;

building adaptation planning capacity at national and local levels and within vulnerable
sectors and vulnerable population groups, initially by facilitating the creation of climate
change coordinating mechanism (climate change focal point, climate change committee),
stakeholder analysis of existing policies and strategies that may be affected by climate
change impacts, and evaluation of functions and risks management capacities of institutions
and organizations (at national and local levels), and identifying and prioritising opportunities
for addressing identified climate change risks;

vulnerability and adaptation assessment to identify general strengths and weaknesses of
baseline conditions and specific needs and concerns, such as potential barriers to adaptation
in critical areas or sectors, and opportunities and priorities for adaptation.

assessment of national, regional and/or subregional vulnerability to climate change, where
appropriate, rely on related data-gathering systems to measure climate change effects in
particularly vulnerable regions and strengthen such systems as necessary, and identify a
near-term research and development agenda to understand sensitivity to climate change.
evaluation and assessment of policy frameworks for implementing adaptation measures and
response strategies in the context of mountain ecosystem management, disaster
preparedness, agriculture, fisheries, health, economic development and forestry, with a view
of integrating climate change impact information, as appropriate, into national strategic
planning processes.

develop, in a participatory manner, climate change adaptation strategy (or National
Adaptation Program of Action - NAPA) which was approved by the Government of Nepal
on 28 September 2010. The NAPA identifies priority programs for adaptation, methods and
tools for adaptation, and prioritizes institutional capacity building requirements at the
national, local and municipal levels and within vulnerable sectors.

Having successfully undertaken these Stage 1 measures, Nepal is well position to commence the
transition to Stage 2 and Stage 3 measures, and the need for such transformational change has been
highlighted during the Adaptive Capacity Assessment undertaken during SPCR preparation which
found that climate risks are not effectively integrated in the planning and implementation of
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development projects. Particularly at the district and local levels, technical training and financial
resources to implement climate change risk management measures are urgently needed.

Technical guidelines and training, clarity over mandates of different agencies, enhanced
coordination, adequate fund flows and effective resource allocation mechanisms are needed to
integrate climate risk management in development planning and implementation. Existing policies
and legal frameworks do not bar action, but should be strengthened to address climate change risks.
The recently approved Climate Change Policy (2011) also emphasizes the need to address climate
risks and promote climate resilient development. The Government and NGOs/CBOs need training
and financial resources to implement climate change risk management and DRR measures.

SPCR will support Stage 2 and Stage 3 measures that focus on the integration of climate change
risk management into development planning and implementation of activities to make development
initiatives climate-resilient, and establish functional coordination of such activities.

e Impact

Nepal has increased resilience in economic, social, and eco-systems to climate variability and climate
change through systematic and transformational interventions.

e Outcome

Government of Nepal safeguards its development programs, policies, and projects from the effects of
climate change.

e Outputs, Key Activities and Time Frame

Output 1: Climate change risks are integrated into Nepal’s development planning and
implementation of development projects

Activity 1.1 Preparation of Climate Risks Management Manuals and Guidelines:

During the period February 2011 to February 2012, the Asian Disaster Preparedness Center (through
ADB financing under TA7173) will downscale global and regional models and prepare impact
scenarios for a 20- to 25-km grid in Nepal. Based on the downscaling results and international best
practices, guidelines and training manuals will be prepared for use by government, private sector and
NGOs/CBOs to integrate climate change risk management into major development sectors such as
irrigation, roads, water supply and sanitation, disaster preparedness and urban planning sectors.
Engineering design criteria, land zoning, building codes, norms and standards will be examined and
revised as needed. Any tools developed will be harmonized and a national level tool will be
developed, tested and made public.

Activity 1.2 Implementation of Nepal’s Climate Change Policy

Nepal’s 2011 Climate Change Policy will be widely disseminated through orientation workshops.
Necessary strategies, studies, and action plans will be developed and implemented to make development
initiatives climate-friendly and resilient. Sector policies and programs, and national development
strategies and plans, will be looked at in light of the Climate Change Policy. Such policies, plans, and
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strategies may be amended to reflect the new Climate Change Policy principles and/or the new
standards and norms agreed to follow the implementation of Activity 1.1. The TA will support the
revision, on a demand basis, of a total of eight key sectoral policies (agriculture, irrigation, water
supply and sanitation, hydro-power, forestry, health, urban planning, and disaster risk reduction)
under the leadership of concerned sectoral agencies. The TA project itself will not initiate any
revisions of the sectoral policies, but will only facilitate and provide services for revision, if
necessary.

Activity 1.3 Establish climate change risk management screening system for development
projects

The TA will support the development of screening tools for development projects in the
infrastructure sectors, building upon tools already developed by development partners and others. For
each of the key sectors described under Activity 1.1, the TA team will work with the planning and/or
environment divisions of each of the concerned ministries and departments to prepare, pilot test, and
implement climate risk screening tools to ensure that proposed development projects are “climate
proofed.”

Activity 1.4 Develop detailed concept notes for climate change related projects

The TA during its period will assist in identifying priority areas and in developing climate change
related projects for the GON prioritized sectors in consultation with the relevant institutions,
development partners and stakeholders.

Output 2: Nepal has the staffing, skills and knowledge required to understand and manage climate
risks across a range of key infrastructure sectors, stakeholders, and agencies.

Activity 2.1 Training on Climate Change Risk Management

Utilizing the climate change risk management design guidelines and manuals to be developed under
Activity 1.1, an intensive training package on climate change risk management will be developed. Its
objective will be to train engineers and planners of different sectors to enhance their capacity in the
field of climate change risk identification, assessment, analysis, quantification, prioritization,
planning (management plan, implementation plan, and rehearsal plan), monitoring and evaluation.

The TA will explore opportunities to integrate existing training curricula of various training centres,
in particular the Nepal Administrative Staff College, Ministries of Forests and Soil Conservation,
Education, Agriculture and Cooperatives and Local Development, and provide technical and financial
support to launch training programmes to the staff of these organizations on climate change in
general, and climate change risk management in particular. This will hopefully support for
institutionalizing and sustaining human resources development in Nepal.

Activity 2.2 Build adaptation and resilience planning capacity at national and local levels and
within vulnerable sectors and vulnerable population groups

ADB TA 7173: Strengthening Capacity for Managing Climate Change and the Environment supports
the Ministry of Environment to develop a Community Based Vulnerability and Adaptation Planning
(CBVA) tool. The local governments (District Development Committees, Village Development
Committees and Municipalities) will be trained on the use of the CBVA tool along with the use of
IEC materials, sectoral guidelines and manuals produced by the TA. The local governments will
adopt the CBVA tool once it is finalized and accepted as the national tool, taking into consideration
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the other tools developed and used along with guidelines/manuals for the preparation of local level
adaptation planning.

Activity 2.3 Provide information to, and enhance capacity of concerned stakeholders on climate
change

The TA will develop and implement activities to timely and continuously inform national and
international issues on climate change to parliamentarians, policy and decision-makers including
local governments. The TA will also prepare necessary materials to facilitate the international
negotiation process on climate change. Similarly, the TA will assist MoE - the Secretariat of the
Climate Change Council, chaired by the Right Honourable Prime Minster, to develop concept papers,
case studies, and other necessary documents for submission in meetings of the Climate Change
Council and such support will also be provided to the MCCICC and other coordination mechanisms
that might be developed on climate change-related matters.

Activity 2.4 Review and update academic curriculum to incorporate climate change and
environment issues

The Strengthening Capacity for Managing Climate Change and the Environment TA is reviewing the
school curriculum (grades 8-10) for environment, health and population courses. Building on both
international experiences and local needs, the graduate curriculum programs of all four universities
will be reviewed under this TA and a new curriculum developed (for amendment and adoption by the
universities as appropriate), particularly to incorporate climate risk, climate adaptation and resilience
aspects in the tertiary level of technical education such as engineering and science streams. The TA
will help develop curriculum at the tertiary level and encourage for at least a 3 credit elective courses
on climate change.

Activity 2.5 Provide small grant fund for climate change research

The TA will support the generation of interdisciplinary knowledge that derives information from
various social, economic and technological changes. The TA will establish a small research fund on
climate thematic topics for 45-60 research proposals at the graduate (masters or doctoral) level,
provide trainings on appropriate research methodologies and proposal writings for scientific research.
A review board will be established to identify research fund allocation themes, criteria for selection
of proposals, advise the selection of research proposals and provide guidance to the researches to
employ analytical tools in the use of approach, tools and methodologies. The findings of these
researches will inform relevant agencies on local challenges and help direct resources where the
impacts will be highest. Once, the Government of Nepal establishes the Climate Change Fund (CCF)
as included in the Climate Change Policy (2011), the TA may facilitate administration of the small
grants fund for climate related research by the CCF.

Activity 2.6 Document local knowledge and best practice to address climate change impacts

The TA will equally support the initiatives of the community based and national organizations of
disadvantaged and indigenous communities and civil society including women and youths to develop
their capacity on climate change resilience in general, and climate change risk management in
particular. The TA will identify and document appropriate local case studies and best practices for
different ecological regions that are suitable for replication and scaling up. The case studies will be
packaged, peer reviewed and published to be used by practitioners working on climate change and as
IEC materials for trainings. These case studies will be published in English, Nepali and selected local
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languages, as appropriate.

Output 3. SPCR program outputs are managed for results and lessons learned are incorporated
into Nepal’s climate change programming and the PPCR global learning support program.

Activity 3.1 MOE will establish SPCR results management function as part of the Climate Change
Section of the Climate Change Management Division, staffed by an Under-Secretary (technical
background) and supported by appropriate staff and results management experts/consultants. The
Under-Secretary will be fully authorized to carry out the tasks described below. (Note: Government
counterpart staff will be in place before SPCR TA effectiveness.)

Activity 3.2 With assistance of results management expert, MOE’s Climate Change Section will
prepare a detailed SPCR results framework with performance indicators and targets (including
baselines), in consultation with lead agencies of other components.

Activity 3.3 Based on agreed upon results framework, MOE’s Climate Change Section will prepare
and disseminate to all SPCR executing and implementing agencies a computer-based management
information and benefit monitoring system for reporting and monitoring project/TA benefits. Ensure
each SPCR lead agency updates the system according to agreed-upon timeframes.

Activity 3.4 MOE’s Climate Change Section will prepare and implement a communication strategy
for Nepal’s climate change program, including expected program benefits, performance indicators,
and lessons learned. The strategy should identify means and methods for communicating regular with
various stakeholder groups.

Activity 3.5 Staff of MOE’s Climate Change Section will participate in periodic planning and review
meetings/missions of all SPCR components as well as planning and review meetings of other climate
change adaptation projects. Climate Change Section staff and consultants will update
communications materials based on program progress, results achieved and lessons learned.

Activity 3.6 MOE will report results and lessons learned of Nepal’s climate change program (in
accordance with its communication strategy) to in-country stakeholders (including PPCR project
activities to Climate Change Council, MCCICC, national stakeholders, climate community of
practice, and others, as appropriate), the PPCR Global Learning Support Program, and at
international fora.

Implementing Agency and Arrangements
e Proposed executing agency:  Ministry of Environment (MOE)

e Institutional/organizational assessment on the executing/implementing agency previously
conducted

[] Yes X No

MOE is the executing agency for TA7173: “Strengthening Capacity for Managing Climate Change
and the Environment” (2009-2011). MOE has also administered the “Expanded National
Adaptation Programme of Action” (NAPA) TA in collaboration with UNDP and supported by
GEF, DFID and DANIDA. An institutional/organizational assessment of MOE will be conducted as
part of ADB’s due diligence in finalizing this new TA, and decisions made about the specific TA
implementation modalities and actions to further build MOE’s capacity to implement TA, based on

42




the findings of that assessment.
e Complementary inputs to be provided by Government and/or other TA providing agencies

This TA has been prepared to complement existing and proposed activities supported by other
development partners, in particular: (i) EU/DFID support for the implementation of component 1 of
Nepal's NAPA, which will cover development of local adaptation plans of actions (LAPAS) to
implement adaptation actions for communities in 10 districts of Mid and Far West Nepal; (ii)
UNDP’s ongoing program on disaster risk management which includes capacity building and
training at national, district and community levels; and (iii) GIZ’s technical support for climate risk
management.

The Nepal Climate Change Knowledge Management Center (NCCKMC) has been established in
partnership with the Ministry of Environment to serve as a platform for coordinating and
facilitating regular generation, management, exchange and dissemination of climate-related
knowledge and capacity building services to a multi-stakeholder climate change community of
practice in Nepal. The NCCKMC serves as a dedicated facility for providing climate change
knowledge management and learning support to policymakers, researchers, students, and the
general public. NCCKMC is collecting information, reports, dissertation and other information for
the use of researchers and general public. The role of NCCKMC will be further explored during the
detailed TA preparation.

GIZ is launching by June 2011 a program with the Ministry of Local Development to develop
capacities of districts, municipalities and VDCs. Activities will include: (i) reviewing the present
periodic planning processes and integrating climate change and environmental risk screening
procedures; (ii) training programs on climate change risk management; (iii) supporting the
preparation of regional and local development strategies and plans in the mid-western development
corridor, including mainstreaming climate change risk management; and (iv) supporting the Town
Development Fund in integrating environmental and climate change risks assessments into project
appraisals for municipal infrastructure in sectors including water supply, sewerage and drainage,
town extensions and other aspects of urban planning. The program will cover 6 districts (including
their municipalities) and 6 other municipalities. As this proposed TA includes mainstreaming
climate risk management into urban planning and development, it is important to work in synergy
with GIZ’s program. This will be investigated further during detailed TA preparation.

e Implementation Arrangements: Implementation of this TA will serve to capacitate all three sections
(Climate Change Section, CDM Section, and Climate Change Council Secretariat Section) of the
newly formed Climate Change Management Division in MOE. The MoE will designate the
National Project Director, at Joint-Secretary level for overall implementation of the Component 3
along with a separate well staffed Programme Support Unit. In view of the nature of activities
proposed, the technical roles will be played by the Climate Change Section, and CDM Section. The
activities related to Climate Change Council and MCCICC will be performed through the CCC
Secretariat Section. The specifics are outlined below.

Management of TA Outputs 1 and 2. MOE will designate a full-time TA manager at an
undersecretary level with science/technical background before TA effectiveness. MOE plans to
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depute the head of the CDM Section of the Climate Change Management Division (currently a
vacant position) for this purpose. The TA manager/CDM Section Head will be supported by an
international consultant team leader and national deputy team leader with project management and
climate risk management expertise. MOE will depute a full-time accountant and procurement
specialist (to manage small contracts, such as with training service providers) for TA functions,
who will be trained initially by consultant financial and procurement management specialists
(national).

The Climate Change Policy (2011) has made provision to establish a semi-autonomous Climate
Change Center [of technical nature] which will focus on formulating and implementing programs
and conduct research and studies on climate change matters. When the Climate Change Center is
staffed and operational, certain climate change risk management functions will be devolved to it.
The TA may also support the strengthening of the Centre as per its need.

Management of TA Output 3 (Results Management and Coordination): Management of SPCR
investment components 1 (Building Climate Resilience of Watersheds in Mountain Eco-Regions)
and 2 (Building Resilience to Respond to Climate-Induced Disasters) will be through designated
project management units, with component coordination committees chaired by secretaries of the
respective component lead agencies. For Component 4, implementation will be managed by the
International Finance Corporation (IFC). This TA covers both the management of the entire SPCR
program as well as the management of the specific TA activities. MOE will set up a climate change
program steering committee to monitor results and provide overall coordination and guidance of all
climate change programs, including the SPCR. This steering committee will be chaired by the
Honorable Minister for Environment and co-chaired by the Member, National Planning
Commission (Environment) and will be supported by a well-staffed Secretariat (see Climate
Change Program Secretariat) in the Ministry of Environment. The Secretariat will also provide
regular updates to the Climate Change Council (CCC) chaired by Rt. Hon'ble Prime Minister and
the Multi-stakeholder Climate Change Initiatives Coordination Committee (MCCICC). Daily
coordination and results management responsibilities will rest with the Climate Change Section of
MOE’s Climate Change Management Division. Before TA effectiveness, MOE will have staffed
the Climate Change Section with an undersecretary from science/technical background. The Head
of the Climate Change Section will be designated to coordinate climate change programs (including
SPCR) full-time and will be supported by one international results management advisor
(consultant) and one international (intermittent basis) and one national communications specialists,
among others. The MoE will form a small team for effective delivery of this activity.

Consultant Support and Recruitment Modality: The TA requires a considerable amount of
consultant support to supplement and work alongside Government staff. The specific consultant
requirements will be further discussed between MOE and ADB during detailed TA preparation. All
consultants required for the TA will be engaged by ADB in accordance with the Guidelines on the
Use of Consultants (2007, as amended from time to time). It is anticipated that consulting services
will be engaged as one international/national package through the quality- and cost-based selection
method.

3.

Nature/extent of government/beneficiary involvement in identifying or conceptualizing the
assistance:
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The scope of this TA was developed through a series of discussions with MOE, other Government
agencies, and other stakeholders during SPCR preparation in 2009 and 2010. The initial concept
paper was prepared during the 2" joint mission in November 2010. During the February 2011 joint
mission, a 2-day workshop was held to identify the specific TA activities. The participants comprised
representatives of various ministries, key departments, NGOs, academic institutes and Development
Partners. The consultation process for the TA was led by the Ministry of Environment.
Achievements, gaps and upcoming activities on National Adaptation Programme of Action (NAPA),
TA 7173: Strengthening Capacity for the Support to the National Planning Commission in Preparing
a Climate Resilient Three Year Periodic Plan and the findings of SPCR assessment were presented to
the participants. The participants then worked as groups to propose indicators, activities and
human/financial resources required for the proposed TA. One-to-one consultations with key
infrastructure departments were also held.

Timetable for processing and implementation: Within one month following indicative approval for
this proposed TA by the PPCR sub-committee, ADB will submit to its Management a request for
concept clearance. Following ADB approval of the concept, ADB will field a TA fact-finding
mission to (i) conduct the EA institutional/capacity assessment and (ii) finalize the expected TA
outputs, activities, and specific implementation arrangements, including detailed consulting terms of
reference. This mission will produce the detailed TA proposal for approval by ADB’s Board of
Directors.

Cost Estimate
The total cost of the TA is estimated at 10US$ million . The cost estimate will be prepared during
detailed TA preparation.

Monitoring and Evaluation
The TA will be monitored and evaluated consistent with the monitoring of the SPCR program. See
Output 4 above for details.
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Component 4: Building Climate Resilient Communities through Private Sector
Participation

Investment Project-1: Public and private sector collaboration to enhance food security
through promoting climate resilient agriculture.

Background

The agriculture sector in Nepal is the most vulnerable to climate-related risks that will
significantly affect the livelihoods of the population in general and the poorer segments in
particular. The sector engages approximately 74% of Nepal population contributing
approximately 34% of GDP and plays a major role in economic growth and poverty alleviation.
However Farmers’ limited access to good quality inputs such as seed, dependence on rain-fed
agriculture with only 31% irrigation coverage, poor farming practices, limited ability to cope up
with disasters, very limited access to finance and also poor access to output markets result in
lowering agricultural productivity creating serious food security risks for the population.
Communities consulted during the SPCR planning process have also highlighted a decline in
fodder and forage production and an increase in the pest attacks. Availability of seed varieties
tolerant to different stress conditions such as heat, submergence, drought is a critical need of the
hour. Currently only 5-10% of Nepalese farmers have access to good quality seed and the
projection is that better access to quality seed itself would result in a 20 - 30% increase in yield.
However, lack of affordability, supply as well as awareness make farmers use low quality input
which leads to lower yields, and lower yields result in a further reduction in affordability thereby
creating a vicious poverty trap for the farmers. Climate change will only further exacerbate the
existing situation. Along with the stress tolerant and High Yield Variety (HYV) seeds, water-
efficient irrigation options, innovative financial products and risk insurance to assist farmers in
addressing shocks and risks associated with climate-induced disasters are urgently needed.

Development objective
The broad objective of this project is to enhance agricultural productivity contributing to food
security through provision of better inputs, capacity building and better access to finance.

Specific objectives

I. To support private seed companies in collaboration with National Agricultural Research
Council (NARC) and other relevant organizations to build contract farming system for
multiplication of stress resilient seed varieties; establish their supply chain; and promote
high yielding varieties and high value crops amongst the farming communities;

ii. To build farmers’ capacity, in collaboration with local agro vets and seed companies, on
improved farming practices and appropriate cropping patterns, to allow farmers produce
round the year and increase their income;

iii. To promote water efficient irrigation technologies and practices. Support in particular,
smallholders’ access to low cost irrigation options;

Iv. To develop an early warning system for farmers in collaboration with the relevant
government agencies, telecommunication service providers and the private sector lead
firms, farmers’ cooperatives, etc. for protecting crops in times of extreme events;

46



V. Facilitate access to finance across the agricultural supply chain including farmers to meet

the investment requirements for developing adaptive capacity;

Key indicators and baseline
Base line data will be collected during the scoping study.

Anticipated components and activities

The key components of the project will be the following interventions:

I. Public and private sector collaboration to strengthen the multiplication and distribution
of stress resilient and high yielding seed varieties; Support community seed bank and

seed storage schemes.

i Farmers’ capacity building on improved farming practices, appropriate cropping

patterns;
ii. Promotion of water-efficient irrigation technologies and practices;
iv. Development of an early warning system for farmers;
V. Facilitate access to finance across the agricultural supply chain including farmers.

Major activities will include identification of partners, fund requirement, project time frame,

developing monitoring and results measurement framework, fund disbursement mechanism, etc.

These and intervention-specific activities will be developed during the project design phase.

Scoping study and baseline data collection
A scoping study and baseline data collection will be undertaken during project design.

Implementation of project

Implementation will start as soon as the project design is complete and funds are released.
Implementation arrangements with relevant organizations will be agreed upon during the project

design phase.

Institutional arrangements

= The grant component shall be used to develop and implement projects in collaboration

with relevant government agencies and the relevant private sector entities.

» |t is expected that a genuine public-private collaboration model will emerge out of the
project through mobilization of public and private sector resources and entities including
organizations in national agricultural research system, companies, technology providers,

financial institutions/intermediaries and other relevant service providers.

Risks

= Stress tolerant seeds specific to different stress conditions of Nepal may not be available;
= The very nascent private seed sector may not see the adequate business potential to get

engaged in adaptive initiatives;

= Affordability of farmers and lack of access to finance may hinder adoption of adaptive

seed and technologies;

= Lack of coordination of relevant agencies may hamper quality and timely implementation

of projects.
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Investment costing (from
Cost cateqgories:

Cost cateqgories:
=  Grant

PPCR resources):

Surveys and Commissioned Analytical Studies

Implementation
= Concessional credit

Results and Performance

Framework

Estimated Cost

Estimated Cost

$ 0.15 million
$ 2.3 million
$ 4.0 million

The table below provides only an indicative results and performance framework. A detail results
and performance framework will be developed during the project design based on the scoping

study and baseline data.

Component

Output

Outcome

Impact

Stress tolerant seed for
climate resilient
agriculture.

Number of stress
tolerant and high
yielding seed and
adaptive technologies
introduced to farmers.

Number of farmers
introduced to stress
tolerant and high
yielding seed and
adaptive technologies.

Number of farmers
adopting stress tolerant
and high yielding seed
varieties and other
adaptive technologies.

Number of farmers having
sustained yield from
agricultural activities.

Sales revenue of farmers
(USS).

Water-efficient irrigation
technologies.

Number of water
efficient irrigation
technologies introduced
to farmers.

Number of farmers
introduced to water
efficient irrigation
technologies.

Number of farmers
adopting water-efficient
irrigation technologies.

Increased productivity
through improved access to
water-efficient irrigation
technologies.

Hectares of land managed
sustainably.

Development of an early
warning system for
farmers.

An early warning
system for farmers
developed.

Number of farmers
accessing early warning
system.

Number of farmers
reacting or acting
according to early
warning system.

Volume of crop protected
from natural calamities.

Value of crop protected from
natural calamities (US$).

Access to finance to enable
farmers and supply chain
members invest in adaptive
agriculture.

Number of financial
products developed.

Number of financial
products launched.

Number of farmers and
supply chain members
accessing finance.

Value of financing facilitated
for farmers and supply chain
members.
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Investment Project-2: Climate proofing selected vulnerable infrastructure such as
private hydropower stations

Background

If Nepal more effectively harnessed its 83,000 megawatts of hydropower potential, the country
could meet its domestic demand for electricity, as well as export electricity and potentially
transform the economy. Lack of electricity is a major constraint to economic development and
poverty alleviation. Currently, Nepal is harnessing less than 1 percent of its potential hydropower
energy and the country depends on biofuels, mainly wood, to meet its energy needs. This has
serious consequences for Nepal’s environment as the consumption of wood for fuel accelerates
deforestation and soil erosion. This is compounded by growing hydrocarbon imports. Of Nepal’s
huge hydro-power potential, 42,000 MW is considered to be economically feasible under present
conditions. The current hydro-power installed capacity is about 700 MW with less than half the
population having access to electricity. Even in the case of the most optimistic "high growth
scenario”, Nepal's domestic demand will reach a level of 6,000 — 7,000 MW in the next 20 years.
Hydro-power is the major source of electricity (86% of the present capacity), the rest comes from
thermal generation. (source: IPPAN).

In-depth analysis of water resources in Nepal reveals two critical impacts of climate change on
hydropower — Glacial Lake Outburst Floods (GLOFs) and variability of river runoff — both of
which pose significant impacts not only on hydropower, but also on rural livelihoods and
agriculture. A preliminary discussion on prioritization of adaptation responses highlighted
potential for both synergies and conflict with development priorities. Micro-hydro, for example,
serves multiple rural development objectives, and could also help diversify GLOF hazards. On
the other hand, storage hydro might conflict with development and environmental objectives, but
might be a potential adaptation response to increased variability in stream-flow and reduced dry
season flows which are anticipated under climate change. Further, while addressing one impact
of climate change (low flow), dams could potentially exacerbate vulnerability to another
potential impact (GLOFs), as the breach of a dam following a GLOF might result in a second
flooding event. Finally, the in-depth analysis also highlights a trans-boundary or regional
dimension to certain impacts, highlighting the need for regional coordinated strategies to cope
with such impacts of climate change.

Changes in hydrological cycles and the depletion of water resources are some of the top
environmental challenges facing Nepal in the context of global warming. It is estimated that a
temperature rise of 4°C can result in the loss of 70% of snow and glacier area due to melting of
snow and ice. This melt water will contribute to the faster development of glacial lakes, and this
will lead to increased potential for GLOFs.

The project would aim to sustain the hydropower generation by reducing risks from glacial melt
and reduced flows in the high mountain territories of Nepal. The objective is to ensure that the
hydropower industry is resilient to the likelihood of these changes, and the associated impacts on
communities, in the form of floods or irregular supplies of power.
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Development objective

The objective is to sustain the hydropower generation and strengthen climate change risk
management capacity in Nepal’s private infrastructure by way of climate proofing selected
infrastructures.

Specific objectives

Improve the long term profitability of the hydropower stations through the promotion of
water retention structures;

Strengthen and improve the availability of GLOF early warning systems and investigate
the potential for both increased upstream availability, which could increase the current
warning time from 5 to 20 minutes, and downstream, protecting farmers and residential
areas;

Support construction of dykes to channel water away from vulnerable communities and
utilize it for irrigation or drinking water purposes;

Increase the life of existing hydropower installations by protecting them from landslide
and environmental damage.

Key indicators and baseline
Base line data will be collected during the scoping study.

Anticipated components and activities

The key components of the project will be the following six interventions:

Private sector awareness and capacity building: Guidelines will be developed on
climate proofing for private hydropower stations that are currently at risk and deliver
training/awareness programs to facilitate integration of climate change risk management
into Nepal’s private sector hydropower and financial sectors.

Concessional financing: At a time when the private sector is facing difficulties in raising
equity as a result of the liquidity crunch, coupled with high interest rates, the interest of
the private sector hydropower companies to invest in climate adaptive infrastructure may
not be a high priority. However with the infusion of PPCR loans, to help leverage private
sector investment, the private sector may be interested in investing in climate proofing
their vulnerable infrastructure. PPCR loans will be provided to the private sector to
support the incremental costs associated with climate proofing existing operations, and
the conversion to climate resilient technologies.

Building in Daily Pondage: There has been a significant change in the rainfall pattern of
the region and investments will be made to build pondage to take care of the fluctuations
in the river flow. Hydropower generating units have a large role to play in building
pondage structures downstream of the main catchment to avoid flood situations, which
can benefit the communities by reducing their exposure to risks, damage to life and
property;

Installation of Early Warning System: The mountainous region in Nepal is quite
susceptible to disastrous hazards due to glacial lake outburst floods (GLOFs). As
hydropower generation is moving gradually into the High Himalaya, GLOF hazard has
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Vi.

become a prominent concern. To reduce such climate change-induced risks, investments
are expected to be made on installation of Early Warning Systems in hydro power
stations.

Landslide protection: Existing infrastructure is at risk from damage through increasing
occurrence of landslides. Large hydro sites have the balance sheet and investment to
manage these risks but smaller installations will often be off-line for extended periods of
time, sometimes permanently, as a result of the damage sustained. Investments will be
made in new protection schemes.

Upgrading technology: Deforestation has triggered landslides in Nepal causing a lot of
silt overflow and damages to the underwater turbine parts. Some of the hydro power
plant companies are experiencing large sediment load during the rainy season resulting in
early replacement of runners. Investments are expected to be made on installation of
erosion resistant inners and plazma coated inners which could withstand huge silt
pressure.

Scoping study and baseline data collection
A scoping study and baseline data collection will be undertaken during project design.

Implementation of project

Implementation will start as soon as the project design is complete and funds are released.
Implementation arrangements with relevant organizations will be agreed upon during the project
design phase

Institutional arrangements

The grant component shall be used to develop and implement projects in collaboration
with relevant government agencies and private sector entities.

IFC will work in infrastructure, notably the burgeoning private hydropower sector.
National level banks could potentially act as the fund manager and disseminate credits to
the applicants. In turn, IFC would strengthen the capacity of the local financial
institutions in aspects related to fund management.

The cost of water retention structure and climate proofing water supplies may prohibit
wide-scale construction;

Communities unable to get mobilized to implement disaster risk reduction procedures;
Glacial melt and heavy intensity rainfall may result in increase in the run-off and create
conditions of floods and over-spill;

Glacial melt and water scarcity conditions affecting hydropower production.

Investment costing (from PPCR resources)

Cost categories: Estimated Cost
= Grant
Surveys and Commissioned Analytical Studies $ 0.15 million
Implementation $ 0.3 million
= Concessional credit $ 6.0 million
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Results and Performance Framework

The table below provides only an indicative results and performance framework. A detail results
and performance framework will be developed during the project design based on the scoping
study and baseline data.

Component Output Outcome Impact
Daily pondage Number of new Number of hydro plants kW/MW protected
pondage schemes adopting pondage
created schemes
Early Warning System Number of new early Number of minutes
warning systems gained for GLOF evasion
installed
Landslide protection New protection Number of hydropower
schemes designed and plants protected
built
Upgrading technology New resilient Number of Early Warning
technology designed Systems installed
and built

Investment Project 3: Feasibility Study for Low Cost Climate Resilient Housing

Nepal is classified as one of the ‘hot-spots’ for geophysical and climatic hazards. It ranks 23rd in
position in terms of loss lives and physical infrastructure due to the natural hazards. Each year
disaster results in a huge loss of lives and properties. The data reveals that more than 80% of loss
of properties is due to the climate related disasters.

About 41 percent of the population in Nepal still lives in improper housing. These dilapidated
houses are at risk as thousands of people lose them to landslides, floods and other natural
disasters each year. During private sector consultations the need for low cost climate resilient
housing featured prominently. However the market is still underdeveloped with significant
constraints on sustainable supply of raw materials, with no substantial private sector investment.
Considering the fact that the private sector sees a potential in this sector a feasibility study is
being proposed to assess the market for low cost housing with particular reference to climate
resilient low cost housing.

Objective

The objective of this feasibility study would be to (i) assess the demand and supply of climate
resilient low cost housing finance (ii) review various construction designs for the climate
resilient low cost housing for vulnerable communities and (iii) review the existing supply of
finance to meet the housing finance demand of low income households.

Scope of work of the Feasibility Study

The scope of work will be as follows:

I. Market Survey to assess demand-supply gaps in low income housing in Nepal:
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i. assess the demand for housing finance for the low and low-middle income households in
Nepal, further stratified by income levels and geographies (e.g. districts/regions within
Nepal);

ii. Review the existing supply of this finance to meet the housing finance demand of these
segments, including sources, barriers to access and value of financing available, for both the
organized and unorganized sectors;

iii. assess the demand for climate resilient low cost housing units and the existing supply of
units in this price range;

iv. Review developers’ plans to build climate resilient low cost housing units over the next 1-5
years, and perceived barriers to growth.

v. Evaluate climate resilient technologies appropriate for low cost housing for vulnerable
communities.

I1. Based on the surveys mentioned above, analyze the gap between demand for climate resilient
low cost_housing finance and existing supply in the market, and similarly the demand-supply gap
for climate resilient low cost housing finance units; Identify 2-3 potential companies in specific
focus areas (geographic focus, income focus) where maximum demand-supply gap exists.

Deliverables
The following are the key deliverables of this study:

Baseline report
Business plan

2-3 potential companies
Financing modality

Investment costing (from PPCR resources)

Cost cateqgories: Estimated Cost
Grant
Feasibility Study for Low Cost Climate Resilient Housing: $100,000

Rationale for and Structure of the Loan Component

Local financial institutions have little understanding of the opportunities and risks with regard to
investments in climate change adaptation initiatives. Further, investments in climate change
adaptation will require longer term loans which the Nepalese banks do not offer.

Consultations with private sector during the SPCR preparatory missions confirmed their interest
and the capacity to absorb loan for making such investment The potential clientele for SPCR
loan have been identified as (i) farmers and agri supply chain members investing in adaptive
agriculture, and (ii) financing intermediaries which provide funding to farmers and agri supply
chain members, iii. Hydropower/infrastructure projects. IFC may partner with local financial
institutions — commercial banks (category ‘A’ under Nepal Rastra Bank classification) and
microfinance development banks (category ‘D’) — to channel the funds as credits to farmers and
supply chain members. IFC may also consider providing a risk sharing facility to the financial
institutions. A scoping study shall help identify what specific investment products are most
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required. The final structure will depend on the findings from the market assessment. The local
financial institutions will require capacity building in terms of market identification, eligibility
criteria, risk management and product promotion which shall be funded by grant component of
this project.

Knowledge Management and dissemination of results

This component will generate lessons on climate resilient agribusiness practices and guidelines
on climate proofing infrastructure. Case studies, reports and similar learning tools will be used to
capture learning and disseminate to a wider audience. IFC’s South Asia communications team
and the World Bank Group’s public information centre will be engaged to assist in knowledge
management and dissemination of results. IFC is engaged in multi-country PPCR initiatives,
including Nepal, within South Asia. IFC has already established a more integrated approach to
supporting and managing the two PPCR projects in South Asia, in order to learn from each other.
IFC will also work with other development partners to ensure capturing of results and their
dissemination.

Business associations such as Federation of Nepalese Chamber of Commerce and Industries
(FNCCI), Women Entrepreneurs Association, Confederation of Nepalese Industries (CNI), and
other Commaodity Associations will be leveraged as vehicles for broader market awareness and
market development through learning workshops. IFC will track the results of this component
and report to MOE where the lessons learned from all of the PPCR components will be
consolidated and reported to CIF. Knowledge products such as learning briefs, reports and
presentations on lessons learned from project implementation are expected to be produced by
MOE’s Climate Change Management Division as part of the SPCR knowledge management
program.

54



Component 5: Enhancing Climate Resilience of Endangered Species

Introduction and Context

There is growing evidence that climate change is one of the most serious threats to global
biodiversity, environmental services and livelihoods of natural resource dependent communities.
According to the Millennium Ecosystem Assessment, climate change is likely to become one of
the mogg significant drivers of biodiversity loss and ecosystems change by the end of the
century™”.

Natural habitats and functioning ecosystems are vital for assuring sustainable development. They
provide services that enrich and sustain human life with both tangible and intangible economic
and social value as well as life-sustaining environmental services, such as breathable air and
usable water. Recent economic analysis by the World Bank demonstrates that increases in
natural capital are vital for fueling sustainable increases in national wealth.*

Nepal’s unique geographic position and variations in altitude and climate are reflected in its rich
biodiversity. The dense tropical forests of the Terai, the deciduous and coniferous forests of the
subtropical and temperate, and the sub-alpine and alpine pastures and snow-covered Himalayan
peaks are all habitat to a wide variety of flora and fauna. Several internationally important
flagship species of which several are critically endangered, including the snow leopard Asian
One-horned Rhinoceros, Red Panda, and Crocodile are found in Nepal. Important flora is birch,
rhododendron, Juniper, and Walnut. Additionally Nepal is home to important medicinal plants
such as Jatamansi, Kutki, Paanch-aunle.

Faunal biodiversity is a key tourism asset which is important to Nepal’s sustained economic
growth. Nepal’s rich ecosystems and its species are attracting hundreds of thousands of tourists
each year, providing 