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LAO PEOPLE'S DEMOCRATIC REPUBLIC

Nam Theun 2 Hydroelectric Project and Nam Theun 2 Social and Environment proJect

Iao People's Deoocratic RepubLic
P cac e ln depe" OT.t'{oOF"t 

_Uniry 
P ro ryeri ty

Committee fsl plenning end Inveshent
, ' Date: 7 Mrrch 20ff;

To: Mr, Jaroes D, Wolfensohn
hesident
The World Bark
l8l8 H Sftet
WashingtoD, DC 20433
United Stares of America

Subjech Nam Theun 2 Eydroelectric Project: Implementation Policy Framework

Dear Mr. Wolfensobn

1. The Nam Theuo 2 Hydropower Project is an important milesucne in the develop6ed
history of Lao PDR The project has be€B suougiy eudoned by oru National essernbty. It
syrrbolizes tbe hopes and aspirations of the people of our country.

2. The contibrrtion of the pmject to povErty reductiou and improveiaeut of tbe cormty's
human developmeot indicators is sizeable and tbe projest wiu also meke a sipificat
contibution to our courty's othet developmeot goa.l.s. The prcparation of the project hasleen an
snorlnous Jeaming exercise in terxos 9f luilding caparity to plan and msnage-complo< multi-
scctor Progtms, fostcr stakcholdcr pdicip€dion and strEng$m donor coordinstioo The project
will servc as a model for natural r€sources conservation, trals-boundary cooperation in the
Mckong region, and irteraationai grivuc-public partnerships. In addition, 6e projec.t has helped.
focr:s a'uention qa luilding capacity for irgroving public Ananciat systc@s, **"f"g rsvedres to
lgverty reduction FrogryPs, and steogtheDiDg eavironmq''tal ud social safesard uaoagenesf
Tbe lessons leamed w1l help tbe prepaation of frn:re projects and rrrlll be applied *f,**."
oppommities sdse to improve existing pncjccts. ,

?. The rna'n porposc of my writing to you is to reiterae the goveumect's dctcmi1atiou to
hdd upon tbe gains tl"*$ achieved thouSh our coopcrdioo and to sustain thrm by adopting
a TrnFlemeotadon Policy Froewort for dc Foject

4- ln eis lcgnld, I i*it" pur ccutioo to fu eciicr Desisi@ Frmesod+ sibich wr
rurrh:ally Ed{rpt*t to Suidt the pepcaiou of tbc F,ojecL You pcy tEcsll rh"t 6is firormodcis
for:nded on three pilars: G) iruplenecaing a developnent policy &aocwort c&aractcrized, by
concrete pcrforoance thg+ eims at poverLy reducti@ aod csriron*trntql F6stcctioq (D €d$-f";
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that the technical, financial and economic aspects of the project and the design and

implemenution of safeguard policias are of a standard acceptable to tbe dosor co'.'munity; and

(iii) obtaining broad support froo internaional donors and civil society for the county's
development strates/ and the Nam Theun 2 Project itself-

5. ln order to achieve the full benefits of the project" the goverortent proposes an

lmplementation Policy Framework that wi[ build firrther on these pillars and asserts its

commiueotto:

o continue to build a viabte development policy fiamework and prograsu for poverty
reduction and for social development and environmental protection, using the
National Crrowth and Poverty Eradication Strategy and the Social and Economic
Development Plans as drivers;

r focus on effective implementation of the technical, financial and economic-aspects of
. the projec! as well as of the environmental and social safeguards activities; and

r firther strengthen suppon Aom the i:rtemational donor community and global and

local civil society for poverty reduction proglzms and associated developme,nt pla.os,

and facilitate their involvement dr.uing the implementation of Nam Theun 2 Project
itself.

6. As the centerpiece of our development fi:meworh I wish to reiterate the govemment's
strong commitment to orx National Growth and Poverly Eradication Stratery O{GPES). We
have set ourselves the goal of reducing poverly by half by 2015 and achieving the other
Millennium Development Goals in ow country.

7. We recognizc the critical role of macroeconomic stability in this effort and value the

advisory role of the multilateral institutions. The coatinued support of the donor community for
the NGPES aad the Social and Economic Development Plans is imperative for tle achievement
of our gro*'th and poverry reduction objectives. We look forward to a series of projects in
suppod of our efforts and will also work closely with all donors to restxtctttre the current
portrolio as needed to alip it better with the NGPES.

8. Jn this context, I wish lo express my appreciation for World Bank support to the fr.rs"t

Poverty Reduction Suppod Credit that is being prepared in parallel with the Narn Theun 2
Project and ADB's comprehensive Fogram of strengtheaing the State Audit Organization for
enhancing the independent audil capacity of the Lao PDR's supreme audit institution. We would
like to draw attention to the Leter of Development Policy sent by my colleague, the Finance
Minister, to the World Bank wherein the govemment's pl4ns relating to the strengthening of the
development framework are set oul I do not wish to cover the same ground agam in this leter
but wiil deal with five critical project-related issres 1

9. The important issues I would like to focus in this letter are (i) reveuue nanagemenl (ii)
ensuring adequate environmental and social performance and outcomes, (iii) cousultatiou and
participation, (iv) monitoring and evaluation, and (v) activities comple,lnentary to the
Nam Theun 2 Projecr f2

-t
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Revenue Managemcnt

10. Improvemeirts in public financial managemenl especially the efectiveness of public

expenditrres, will be essential if Lao PDR is to achieve its ambitious development and poyerfy

reduction objectives. In this context, the government has recently approved a Public Expenditure

Management Strenglhening Program (PEMSP), which aims to improve policy consistency,

efficieacy, transptrency and accountability in public expenditne managenent by seengthening

institutional syst€ms asd making progrtss towards appropriate intemational financial
management staJldards. The PEMSP €ncompasses improvements ia expenditr:re planning and

budgeting, budget executioo, accounting and reporting at both the central and provineial lwels in
the period to end of FY2009. Implementation of the PEMSP will require technical support from
long-term and short-term advisors, as well as extensive haining for financial rnanagement

personael. The govemment is seeking the support of extemal partners for technical assistance

and training under PEMSP, complementing on-going projects financed by the World Bank and

the Asian Developrcent Bank. The PEMSP will provide a framework for coordinating such

exteir:al assistance. In order to make an eariy start on PEMSP implementatiorl we will draw
monies from the ongoing Financial Management Capacity Building Credit of the World Bank to
fund program technical assistance requirements until the Minisuy of Finance secwes grant

financing.

il. The revenue management anangements described il an attachment to this letter describe
the arrangerrents the govenurent will adopt to utilize revenues derived from the Nam Theua 2
project These arrangemeats will complement and zupport impiementation of the Public
Expeuditure Management Stengthening hogram. The govemment is committed to ensuring that
a// Narn Theun 2 revenues, net of the costs of the NT2 shareholding and overseei:rg the
implementation of the NT2 project, are used to finance incremental spending on eligible poverty
reduction and environmental protectioa prograos, reflecting the priorities identified in the
NGPES and its srlccessors. Nam Therlr 2 revenues will be cbanneled througb a dedicaled'NT2
Revenue Account" aad released to the CEntral Treasury Account for the purposes of budget
execution. Nem Theuo 2 revenues will be us€d to finance: the repayment of debt iracuned by the
Governmenrt for the purpose of acquiring equity in NTPC; expenditures related to the exsrois€ of
its rights and the perfonnance of its obligations under the Concession Agreement and the Project
Documents; and eligible poveily reduction and environmental management programs that meet
required financial managem€nt, financial reporting and perfomrance monitoring standards.

12. Publication of estimates and allocations ofNam Theun 2 revenues to eligible prograrns in
the annual budget, as well as quarterly budget execution reports, annual financial statemants,
summaries of inspection reports and audit reports, will ensure high standards of tansparency in
resource allocation. A program of public expenditure reyiews and public expenditure tracking
surveJNs, undertaken in collaboration with the World Bsnk, the Asian Developmelrt Bank and
other development partners, will nonitor progrcss in ttre development of financial 6anagement
systems and the impact of eligible programs' spending at the field level. An amual report wilt be
prepared on the implementation of the Nam Theua 2 revenue management arrangements and
serve as the basis for constrltations with external paftt€rs.

13. In order to manage the Government's shareholdings in the NTPC project efficie,rrtly aad
transparently, we have established a special purpose company, the Lao Holding State Enter '-*nq
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(LHSE). While LHSE may play an lqportant role in the future of dwelopment of other

independent power groducers io tuo PDR" its prnnary fu{:l*. the medium-tern will b€ to

*r*i*Otfoeota|oo of the NT2 project. In this context, LHSE's operating budgEq financed

di mZ relatcd income, will cover only costs directly relaed to ie obligations as an NTPC

slareUolder, NT2 project ovosight and implemenution costs. The Governnent of Lao PDR will

Jso eo5111e that UtSE's slaretrolding in NTPC is fully protected from any risks associated with

LHSE's broadcr development activities-

Ensuring Environmental and SocM Perfonnance and Outcomcs

14. We bave worked closely with &e World Banh the Asian Development Bank and other

putrt*^ to ensure tbat the decision meking process, detailed project desigrr, 6d imPlementation

itog*. have adopted measures to adequately manage pottltiul snvironmental and social

i.p-*. and risls. iAe Nam Theun 2 Project has been prepared to adhere to the snvilonmental

and sociai policies of lao PD& the World $qnk, the Asia DeveloPment Bank ancl other

pafiners.

i5. We firlty subscribe to the vision developed for addressing environmental and social

aspects of the project through the Environmental Assessment and Management Plan (EAMP)'

Social Devetopment Plan (SDP) and thc Social and Envimnmental Management Framework and

First Operatiottat ptan (SEMFOP). We will sparc no effort, in cooperating with- or{ projec,t

partrers, the Nam Theun 2 Project Company NTPC), to anticipate, monitor and effectively

*itigut" envkonmental and sociai impacts arrd risks, on the plateau and in the watqshed and

dou.nstream areas of tbe project. We commit to ensuring the integrity of the projecf s watershed

(Nakai Nasr Theun National Protected Area and its two corridors) and will stictly promote and

abide by the guiding principles for its medium-to-long-term development set forth in the

SEIvIFOP. Specifically, we will ensure rhat there is no commercial deveiopme,lt (including

roads, logging, mining and othff resource extractive activities) in the Nakai Nam Therm National
hotected Area and the two corridors which together comprise &e NT2 watershed, and tbat all
land use within the watershed is firlly consisted with the community-based forest and land use

pianning and nanagement (FLUPAlvl) process described in the SEMFOP.

16. We will also monitor and regulate in-migration into fte watershed and reservoh areas,

resolve the legacy of resettlement of affected ethnic groups in the watershe4 ancl ensure

adequate management of cumulative impacts downstream of the Theun Hinboun dam. We have

addressed the above-referenced resettlernent issues in a letter directed to the World Bank by my
colleague, tbe Minister of Agricultr:re and Forests in November 2004. As for the impac8
downstrearn of the Theun Hinboun, we intend taking a long-teiu, sbategic and integrated
approach to the management of the Nam Theun/Nam Kading river basiq to address and mitigate
cumulative impacts caused by different development projects, including the suite of plamed
hydropower and other development projects. This will s€rve as a pilot for rivq basin
management that wiil be extended over tine to other basins within l-ao PDR We will be seeking
donor zupport to implement such an initiative, including the establishment of an appropriate
instirutional structure.

17. The govemment wiil ensure that capable and gualified staffare assigned to work on a
permanent basis in the Watershed Management and Prokction Authority, the ResettlemEnt

g
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Manage6ent Unit and *re Environmental Management Unit, to achieve the outcomes specified

in tbe EAlvIP, SDP, SEMFOP and Project Inplemeotation Plan, in parmership with NTPC. As

indicatd in these documents, we have desigruq in collaboration with the World Bar*, the Asian

Development Bank and other parhers, detailed mecbanisms for gdenance resolution, as stated in
the SDP, and arrange'men8 for contiaued consultations with project-affected p€rsons throughout

implementation. We will mobilize the resources aad accord the priority needed to successfully

implemat these aJTangements.

C o ns ulto tion an d Pa rthip atio n

i8. We will build on the lessons leamed from the local consultations in the prepamtory phase

of the Nm Theun 2 Project In this context" may I reiterale tbat thE govemment will conduct
direct consultations with communities and individuals in the project area dwing tle
implementation and operation phase to seek their views on a diversity of issues, coveri.ng
impacts, rnitigation mea.sures and outcornes of the projecr These consultations and the associated
disclosure of informarion will be used to make adjustnents to project design and to refine
mitigation and monitoring progmms.

19. Irt me also stress the govemment's continued stong commifuent to seeking support for
the project from the intemational donor community and &om civil society. We value their
involvement in our povefiy reduction prograrns and developrnent plans and will conti-nue !o
facilitate their access to information and participation in discussions on the project in the future.
lMe will support the use of the Government-led and UNDP-snpported Roundtable Mechanisnr for
monitoring the NGPES and progress on the Nam Theun 2 Project. We will convqre periodic
meetings of co-finansiers for review of: (i) the physical progress in implementation of project
investments, (ii) results of monitoring and evaluation of social and envirormental impacts and
outcomes, (fii) measures taken to address unforeseen events, and (tD other dimensions of the
projecl The goverument has defiiite pkrs to firther improve its capacity in the area of public
communications and media relations in respect of the project and will continuously update its
website.

Mo n ito r ing and Ev al ustio n

20. To support eflective implementation of the Nam Theun 2 Project, we will implement the
project monitoring and evaluation (M&E) ftamework, described in an anachment to this letter,
comprised of fivo complementary components:

. supervision and systematic monitoring of physical implementation of the hydropower
projecq including the environmental and social safeguard progruru;

I monitoring of conditions md outcomes on the Nakai plateau (reservoir aod resettlement
areas) and in the downstearn and watershed aneas as defined in the EAMP, SDP and
SEMFOP;

r monitoring of revenue managemcnt arrangements;
r maintcining a Panel of EnvironmEnt and Social Experts to advise the gove,:nment on

impleoaentation of the project; and

e maintaining a Dam Safety Review Panel. A,(
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Zl. We welcome the fact that these efforts will be complemented by several other M&E
measures financed by the I'{TPC and the financing partoers:

. systernntic monitori:rg of the tecbnical and safeguards components of the project and its

impacs by one or more professional firms on behalf of tbe private and public sector

fi nancial institutio ns;

. regular supervision by staff of the World Baok, the Asian Development Bank md othcr
development partners; and

r visits from the lnternational Advisory Crroup that advises the senior managelnest of the

WorldBank.

22. Irt me also assure you tbat the goveroment will continue to ensure tbat staff of the

financial institutions involved in the project and their advisors and consrltants will bave full
access to the project area and to information about the project and its nr}msrota activities
throughout the implementation period.

Activities Complcrncntary to the Nem Theun 2 Proiect

23. The Government's commitnent to conservation goals, to better maoaging the

environmental and social aspects of development programs, and to imFroving nral livelihoods
goes well beyond the scope of the Nam Thern 2 Projecr We recognize the importance of
stengthening our policies and institutional capacity in these areas and will be taking several
me€uiures in this regard during the project implemeatation period. We are working withthe Asian
Development Bank on the establishment of a Lao Environnent and Conservation Fund by June
2005. T/e will use this Fund to apply part of Nam Theun 2 revenues to support piority
environmental protection and conservation progftrnos. ln the intervening period" we will ensure
that the fi,:nd follows financial managemsnt and repocing practices that are consistsnt with the
Government's pubiic expe,nditure management system. We are also seeking support from the
World $ank, for two other projects. The first is a nation-wide Environmental and Social (LEnS)
Projecl addressing the need to mainstream environm.ental and social safeguards in infrasuucture
development sEengthen biodiversify consenration in Central Lao, and increase the public's
knowledge of and support for environmental management. The second is the Rural Livelihoods
Project, for the vicinity of the Nam Therrn 2 Projecj that would address resourc€ management
and mral development challenges at the community level. Both will place sftong emphasis on
trroader and longer-term capaclty building.

24. We will also work on plans for the firther development of the Lao power sector,
including measures to promote energy conservation. We will continue our cooperationwith other
riparian countries directly and through the Mekong River Commission to optimize decisions on
water rEsources msnagement and hydropower development taking into accormt trans-boundary
benefits and costs, including environmental and social aspects. In addition, we will work wtth the
World Banlq the Asian Development Ba* and other partners 1q improve the gove,mance and
management of hydropower planning and developmant within lao PDR Thrcugh the LEnS
Project and other instn:mene we will seek support to improve our capacity to conduct aud apply
the findings of environmental assessmentS, resettlement actiou pians, ethnic minerity
development plans and other related instruments in the hydropower sector.

q
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25. ln closing let me reiterate thst the governrncnt is fully committed to the implementation
of the N"m Therm 2 project so as to me€t l^ao PDR's dyvelopmeut aspirations and international
standards on project procr:recaecrt tecbdcal asp€cts and safeguards. We will not besitate to
mobilize technical expertise to achieve this end, both by stengthening our ov/n professional
cadres, aad by tapping the capacity of consultants and non-gove,mment organizdispr with the
required experience and demonstrated record of commitment, uihere.necded to ad&ess our ow1
cspacity constraiots. We will extend our ftll cooperation to the donor commrmity by wo*ing in
partrrership, a.s we have in the past.

26. Piease be assured of the govemment's deep appreciation of the role of the Wortd Bank
and the Asian Development Bank and other donors is ne$ilizing financial rcsourc€s and support
for the Nam Tberm 2 Project. Beceuse of their interest in the pmjecg we are copyrng this letter to
&e otheI co-financiers. AIso, an identical letter has been addressed to the President of the ADB.

With best regards.

Yours Sinc.erely, q^

Dr. Thongloune Sisoulith
Deputy Prime MinistEr
Govemmerrtoflao PDR

Attachments:
l. Nam Theun 2 Rwenue Managenent Arrangements
2. Nam Theun2 Environmental and Social Iszues
3. Nam Theun 2 Monitoring and Evaluation Arrangements
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