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Executive Summary
Protected areas perform many functions; conserving biodiversity as well as delivering vital services that contribute to human wellbeing. Protected landscapes embody important cultural values; some of which reflect sustainable land use practices. 

However, now they face many challenges, such as threats associated with pollution and climate change, irresponsible tourism, infrastructure development and ever increasing demands for land and water resources. Over the years funding for protected area management has declined, while the requirement for funding has increased. 

In 1993 Lao PDR became a leader in national protected area system design. After many years of research and establishing baseline biodiversity surveys, Lao PDR sought to protect 5-20% of every ecosystem present in Laos. The result was the national designation of 20 National Protected Areas, plus two corridors and the adoption of a number of laws and regulations pertaining to NPA management. Following the addition of one NPA site to the system increases the total to 21 NPAs nationwide covering almost 15% of the land area. 

The country has adopted a number of laws and regulations pertaining to NPA management, including, among others, the Prime Minister’s Decree No. 164 establishing the NPA system; the 1996 Forestry Law (which was updated and approved in December 2007); the 2007 Wildlife Law; the Forest Strategy to 2020 (FS2020) adopted in 2005; the National Biodiversity Strategy and Action Plan to 2020 (NBSAP); Prime Minister’s Decree No. 30 on strengthening forest and wood-based business management; and most recently the Prime Ministers Decree No. 25 affirming the outcomes of the National Forestry Conference in March 2007, calling for minimum staffing and operational support from the national government (April 2007). 

Financial planning is an important tool for PAs, which helps to determine the level of funding required through assessing expenditures and matching them with current and potential income most appropriate for short, medium and long term needs. An effective, feasible and implementable financial plan thus considers these aspects and ensures that income is matched with the management requirements of the PA. 

The Government of Lao PDR recognises the need for increased funding for PAs as well as the need to invest time and resources in an analysis of financing needs, institutional constraints and to evaluate innovative and sustainable financing mechanisms that are available in a timely fashion for PA management. 
Lao PDR is a resource rich but economically poor country and therefore the government’s domestic resources for NPA management, both technical and financial, remain critically low. Added to this has been the fast decreasing international donor funding for biodiversity. This has meant that NPA management and conservation activities within them have been unsustainable and short-lived with little or not transfer of knowledge and capacity. According to IUCN funding for biodiversity conservation activities dropped by more than 50% in the period 1996 - 2003 (from US$ 36 – US$ 14 million). Of note is the significant drop in forest and PA funding from 89% - 7%. 

International funding is also depleting. For example one of the donors for forestry and biodiversity-related activities, the Swedish International Development Cooperation Agency (SIDA) recently announced plans to withdraw from all activities in Lao PDR as part of the Swedish government’s development consolidation efforts. Other donors are diverting funding from biodiversity to other areas.

Overall funding for protected areas is being or can be obtained from international donors, government revenues, the Environment Protection Fund, and the Forest and Forest Resources Development Fund (FRDF). An important issue and deterrent in garnering funding for PA management, operation and expansion is that there is no information available on the financial needs of the system. To be able to develop a financial plan there is a need to estimate the costs of managing, operating and expanding the NPA system. However, for an effective financial plan broad elements that reflect larger national governance issues also need to be considered. 
This means that innovative, stable and sustainable financial arrangements require a mix of economic/ financial and other policies to support PA management at the system level as well as for specific PAs. The sustainable financing options and financial plan developed for Lao PDR are to be implemented under the current legal system in the country; therefore a prerequisite is to undertake an analysis to assess if the legal system provides room to establish the financing options. 

In addition, a good knowledge of local, regional and national institutional set-up under which the NPA system and specific PAs are managed should be assessed. This would ensure that government and non-government buy-in is present and activities are supported. Currently, private sector involvement in NPA management in Lao PDR remains very limited due largely to the lack of specific regulations governing the arrangements, and thus limiting the inflow of private sector funds.  
The capacity of PA management bodies and local communities needs to be built to develop financing plans, target funding opportunities and sources and undertake financial management.  Human resources available are also important to consider when thinking of a financial plan. Capacity in financial planning and management as well as overall management of PAs is a necessary component. The major cause of this in Laos is again the lack of funding to increase capacity as well as to hire trained staff. Additionally, the World Wildlife Fund (WWF) conducted a study outlining action steps for meeting capacity gaps in NPA management. The fact that Lao PDR has established the NPA system and has moved towards setting up the requisite governance and management structures, there is still a long way to go. Participatory management and effective governance of NPAs are not easy to institute within the complex decision making structure in Lao PDR.
Followed by the above broad issues there are specific considerations that form a part of a good financial plan. The first is to set priorities identifying management scenarios that can be considered. The type of scenario would reflect the kind of funding required. This is then followed by a gap analysis which helps to understand the amount of funds required to sustain both the short and long term needs. Developing a budget that includes direct and indirect costs, costs of management and opportunity costs is a necessary step for this. The most crucial component of a financial plan and thus a budget is to determine the costs, which involve administrative staff, technical staff and others involved in conservation activities, and the central management agency, as well as costs for activities.  The various options available currently that provide funding must be analyzed. The income when compared to the costs would determine the funding gaps and these gaps would help to set priorities and goals.

In the context of Lao PDR NPA system, total costs for 21 protected areas in Lao PDR have been estimated based on three management scenarios. It should be noted that these are general costs to give an indication of funding the management of the whole NPA system. Costs for establishing a new PA are not included in this. Based on this it would cost US$ 405,000 for Basic Management, US$ 841,000 for Moderate Management and US$ 1,432,000 for High Management Scenarios in the year 2010. These were then projected for 10 years. 

The 21 PAs in Laos currently receive funding primarily from the Forest Resources Development Fund. In the year 2008/09 the average funding distributed over the 21 NPAs was about Lao Kip 104,000,000 (US$ 12,235), as shown in Figure 1 below. The total amount of funding distributed to PAs under the Management of NPAs and Biodiversity Conservation Programme was 2.4 billion Kip (US$ 282,352) out of a total of 6.4 billion kip (US$ 747,551) distributed to conservation activities overall (approximately 38 %), the largest amount distributed.  

There have been instances of direct government funding also and the total direct government funding for all NPAs in Laos increased from $3,000 in 2004/5, to $16,000 in 2006/07. FRDF allocations have also increased to approximately US$300,000 (2.4 billion kip) in 2008/09 and US$ 357,143 in 2009/10 (Table 5
PA Funding Sources Government projections for the year 2010/11 are estimated at US$ 365,000 approximately. 

Assuming that with a continuous decline in donor funds in the future, that FRDF is the main source of financing PAs, the gap in funding is estimated for the next ten years. This used the costs of PA management and income from FRDF. It is clear that there is a substantial deficit in funding. This gap needs to be filled if the 21 PAs are to be managed successfully.
Once budgets are made a financing strategy needs to be developed to meet the financing needs and shortfalls of PAs. Traditionally and to date protected area funding primarily comes from the governments. Often existing funding sources are not enough and new sources are required to supplement the existing income. Donor funding previously provided the bulk of PA (and biodiversity conservation) funding. In 2002 however, the State Planning Committee estimated that there has been a consistent decline of donor funding for both biodiversity conservation and PA management. The share of PA funding in the overall donor biodiversity funding dropped from 89% (US$ 6 million) to 7% (US$ 1 million). 
Among the sources of funding that can be garnered, ecotourism has the highest potential. Lao PDR is fast becoming a tourist destination with numbers increasing every year and with most of the arrivals wanting to visit cultural or natural areas. There are already some past and current examples where ecotourism has provided funding for PAs. These indicate that ecotourism could be a good potential source of funding the NPA System. However this means developing management and financial plans at individual PA levels as well as instituting a system of entry fees and fees for other activities within each PA. Furthermore, there seem to be other possible sectoral natural resource related funds being considered for future establishment, such as the tourism development fund or water resource fund. 

Hydropower is the next potential source of funding that can be utilised. There are two examples of payments from hydropower projects for protected area management. One is the payment from the Nam Theun 2 hydropower project for the management of the watershed area in the Nakai-Nam Theun (NNT) NPA, the largest NPA in Lao PDR. 

Another case of hydropower funding for protected area management is the Nam Leuk hydropower project, which is obliged to provide 1% of its power export sale for Phou Khao Khouay (PKK) NPA. Since hydropower projects already exist within some NPAs, there is clearly a potential for them to provide funding for PA management (especially for the protected area within which they are situated). However, for hydropower projects to provide funding for PA management there is a need to streamline the payment processes and approaches and most importantly to develop a management plan for the NPA accounting for the impact the hydropower project has on it.

In addition, funding options can be explored with hydropower projects even outside the NPAs whereby a ‘compensation payment’ can be made for the loss of forest and ecosystem through the reservoir by financing the management of other protected areas (biodiversity offsets in protected areas). 
SECTION 1 

1. Protected Areas Financing – Current Global Status and Trends

Protected areas perform many functions. They are essential for conserving biodiversity, and for delivering vital ecosystem services, such as protecting watersheds and soils and shielding human communities from natural disasters. Many protected areas are important to local communities, especially indigenous peoples who depend for their survival on a sustainable supply of resources from them. Protected landscapes embody important cultural values; some of them reflect sustainable land use practices. They also have spiritual values for many indigenous populations and other local communities. They are important also for research and education, and contribute significantly to local and regional economies, most obviously from tourism. The importance of protected areas is recognized in the Convention on Biological Diversity (CBD). Article 8, for example, calls on contracting parties to develop systems of protected areas. 
Protected areas face many challenges, such as threats associated with pollution and climate change, irresponsible tourism, infrastructure development and ever increasing demands for land and water resources. Moreover, many lack political support and have inadequate financial and other resources.

There is only one body working world wide for the protection of these vitally important areas. This is the World Commission on Protected Areas (WCPA) - one of the six Commissions of IUCN and IUCN, International Union for Conservation of Nature, defines a protected area as
: 

"an area of land and/or sea especially dedicated to the protection and maintenance of biological diversity, and of natural and associated cultural resources, and managed through legal or other effective means."
Box 1
IUCN Protected Area Categories
IUCN categorises protected areas by management objective and has identified six distinct categories of protected areas:

I. Strict Nature Reserve/Wilderness Area: protected area managed mainly for science of wilderness protection.

 
II. National Park: protected area managed mainly for ecosystem protection and recreation

III. Natural Monument: protected area managed mainly for conservation of specific natural features.

IV. Habitat/Species Management Area: protected area managed mainly for conservation through management intervention.


V. Protected Landscape/Seascape: protected area managed mainly for landscape/seascape protection and recreation.

VI. Managed Resource Protected Area: protected area managed mainly for the sustainable use of natural ecosystems.

There are a host of governance arrangements under which PAs are globally managed, and their management authorities can include governments, NGOs, businesses, individuals and local communities. The main objective of PAs and their management is to conserve biodiversity and the categories described in Box 1 indicate the different ways of doing this
. 

By the year 2000, there were 30,000 protected areas in the world covering an area of over 13,250,000 km2 of the land surface (roughly the size of India and China combined). A much smaller proportion of the world's seas (barely 1%) are protected. This represents a tremendous investment by the countries of the world to protect their biological diversity for future generations. The Fifth World Parks Congress in Durban, South Africa held in September 2003, announced in September 2003 that the global network of protected areas covered 11.5% of the planet's land surface at that time
. In 2009, the World Database on Protected Areas (WDPA) reported that 10.9% of the world terrestrial and marine area was protected (including Antarctica) and 11.9% excluding Antarctica
. 
Consequently, the requirement for PA funding has increased especially in developing countries. In the 1990s the estimated PA funding amounted to approximately US$3 billion per year globally, indicative of US$893/ km2/ year
. In the 2000s the amount was estimated at US$ 6.5 billion with most of it (US$ 5.5 billion) being spent in developed countries
. In these ten years however, the PAs increased by 50%
.  

And it has since then being reported that most governments in developing countries have reduced their budgets for PA management and often these budgets are not regular or stable over time
. Estimates of ODA for protected areas in developing countries were US$ 350 million in the 2000s a significant decrease from the approximately US$ 770 million in the 1990s (US$ 150 /km2/year)
. 

Therefore, it has been realised that the current funds available to finance PA management are not sufficient. They do not cover the complete costs of managing existing sites and are also not able to support the creation and management of new PAs. These shortfalls are experienced globally, although are particularly high in developing countries. One study conducted in 2002 suggests that approximately US$ 45 billion per year might be required to manage and expand PAs covering 15% of terrestrial and 30% of marine protected areas, while another one estimates that funding required to expand and manage PA network in developing countries would be approximately US$ 23 billion per year
. PA funding needed to cover core operations and management actions in developing countries ranges from between US$1.1 billion to US$ 2.5 billion respectively
. According to the 2004 COP 7 of the CBD for a majority of countries human, institutional and financial resources are limited for the management and expansion of the PA network
.
Acknowledging the need for and the lack of financial resources to fund the management of existing PAs and to expand the PA network, IUCN’s Fifth World Parks Congress made PA related recommendations to COP 7 of the CBD. These recommendations were then adopted as part of the Programme of Work on PAs (PoWPA) in 2004. The overall purpose of this was to support the establishment and maintenance of PAs and “to ensure financial sustainability of protected areas and national and regional systems of protected areas”.  Activities identified included working at the national level to review the PA financing needs and mainstreaming PAs into development planning.
2. Background and Rationale

The Project

In 1993 Lao PDR became a leader in national protected area system design. After many years of research and establishing baseline biodiversity surveys, Lao PDR sought to protect 5-20% of every ecosystem present in Laos. The result was the national designation of 20 National Protected Areas, plus two corridors, (hereto referred to as protected areas or NPAs) covering 3,391,000 hectares, or 14%, of Lao PDR’s land base. Since that time, the Government of Lao PDR (GOL) has issued a number of regulations, decrees, and decisions pertaining to NPAs and has commissioned reviews and reports on the status of NPAs in Laos in attempts to improve management effectiveness and solidify their commitment to biodiversity conservation. In 1996 Lao PDR acceded to the Convention on Biological Diversity (CBD) and has since written and endorsed a National Biodiversity Strategy to 2020 and Action Plan to 2010 (2004) as a means of upholding Laos’ obligations under the Convention. To date, unfortunately, Lao PDR has been able to only move very slowly towards effective NPA management and implement the CBD’s Programme of Work on Protected Areas (PoWPA). While NPAs have grown in physical terms, their effective management continues to slip into decline while the GOL struggles to find solutions for better management. To that end, the GOL and multiple stakeholders have evaluated that status of Lao PDR’s implementation of the PoWPA and have created a strategic action plan to build a solid foundation for achieving effective NPA management. 

Lao PDR has adopted a number of laws and regulations pertaining to NPA management, including, among others, the 1996 Forestry Law (which was updated and approved in December 2007), the 2007 Wildlife Law, the Forest Strategy to 2020 (FS2020), the National Biodiversity Strategy and Action Plan to 2020 (NBSAP), Prime Minister’s Decree No. 30 on strengthening forest and wood-based business management, and most recently the Prime Ministers Decree No. 25 affirming the outcomes of the National Forestry Conference in March 2007, calling for minimum staffing and operational support from the national government (April 2007). These laws create a legislative framework from which to implement regulations to improve NPA management. 

Unfortunately, due to a number of barriers, Lao PDR has been unable to advance work in conserving biodiversity. However, despite the apparent limited action on the part of GOL towards implementing the PoWPA, Lao PDR has built a strong foundation for a sound NPA system. The CBD Technical Series No. 18, Towards Effective Protected Area Systems: An Action Guide to Implement the Convention on Biological Diversity Programme of Work on Protected Areas (2005), suggests three main phases for the PoWPA, including a planning phase, an implementation phase, and a sustainability phase. Lao PDR has not fully completed Phase 1, especially regarding financial planning and building governance arrangements. However, the country undertook comprehensive studies to ensure the NPA system is ecologically representative. The challenge for Laos therefore lies in the implementation phase, which means completing the last few steps, which are: securing financial resources, building capacity, and promoting governance arrangements. 

This project is the result of multiple consultations with diverse stakeholders across the country. The activities proposed are meant to address a critical weakness in the NPA system: sustainable financing. Sustainable financing is one of three core areas of Lao PDR’s Action Plan to implement the CBD PoWPA. The project aims to address the funding crunch by moving the Lao NPA system away from donor dependency and towards financial sustainability through the implementation of two primary activities. The overall objective of the project is to strengthen the financial foundation of the National Protected Area System of Lao PDR to ensure that the Government of Laos can improve management effectiveness in NPAs, thereby meeting global commitments and contributing to appropriate poverty reduction and national development goals. This goal will be achieved through the proposed project, but is also supported through close coordination with parallel initiatives focusing on ecotourism and payments for environmental services. By coordinating with ongoing initiatives, this project envisions that Lao PDR will not only set the framework for a sustainable financial future for its NPAs but will also help in establishing their intrinsic and economic values
By the end of the project, Lao PDR will have conducted national-level assessments to understand the economic value and contributions of the NPAs; addressed the policy gaps and perverse incentives stalling biodiversity conservation; and will have developed a sustainable financing framework to implement at national and local levels. The aim of this project is not to establish a fund for biodiversity protection, but to develop a blueprint that utilizes multiple financial mechanisms to achieve financial sustainability across the NPA system. The overall outcome will be an increased ability for NPAs to implement effective management and ensure sustainability in programming. 
Introduction to and Objectives of the Financial Plan

As part of the project two other documents are being prepared. One document entitled Sustainable Financing Mechanisms for National Protected Area Management in Lao PDR: Issues and Options
 provides an overview of the sustainable financing mechanisms that are available for Lao PDR NPA system and highlights the issues associated with them. The other document Legal Framework on Sustainable Financing for Proected Area Management in Lao PDR
 analyzes the policy and legal implications of PAs and PA management financing in Laos.

This document is the Financing Plan for the Lao PDR NPA System. It complements the other two documents in that it provides guidelines on how to develop financial plans at the system level as well as each protected area level. This document was supplemented by two policy briefs that served as communication materials as well as a capacity building workshop aimed at building the capacity of protected area staff to develop financial and business plans. The main objective of this document is to provide the Department of Forestry, Ministry of Agriculture and Forestry, GoL with a framework as well as a broad financial plan to be used in their protected area budget planning.
The document is divided into two sections:

Section 1 provides an overview of the global PA management context and of the project. 
Section 2 presents the financial plan for Lao PDR itself. It highlights briefly the policy, legal, institutional and management backdrop of the NPA system, the details of which can be found in the above mentioned documents. Section 2 mainly aims to undertake a gap analysis of the estimated costs of financing the NPA system in Laos and the estimated income that is available currently. 

Limitations of the Financial Plan
It needs to be noted that the gap analysis is undertaken at the overall NPA system level and is dependent entirely on the data available. The idea here is to give an indication of the differences in cost and income in order to help the government and PA managers in obtaining the necessary funding. 

Subsequent to the gap analysis there are recommendations of some of the financing options that can be used to fill the gap. Due to lack of data, estimates of what funding each individual option may provide could not be calculated and therefore broad estimates of funding available are provided.
3. Financial Planning and Management – A Framework
Financial planning is an important tool for PAs, which helps to determine the level of funding required through assessing expenditures and matching them with current and potential income most appropriate for short, medium and long term needs. Funding sources are all different from each other in terms of timing, reliability, stability, level of difficulty to obtain, and use
. An effective, feasible and implementable financial plan thus considers these aspects and ensures that income is matched with the management requirements of the PA. 
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This section of the document provides a financial planning framework for Lao PDR’s NPA System. 

For an effective financing plan it is necessary that broad elements that impact the general economic, policy and conservation environment are also considered. It should be noted these are the larger national governance issues that impact protected areas as well as conservation at large. Therefore, for the purpose of sustainability – whether financial or otherwise – these need to be assessed, understood and if needed streamlined and made more effective to provide an enabling environment.
Policy and legal framework: Innovative, stable and sustainable financial arrangements require a mix of economic/ financial and other policies to support PA management at the system level as well as for specific PAs. This is crucial in order to set up conservation priorities, build capacities and ensure equitable benefit sharing. More importantly, a transparent, accountable, effective and stable regulatory fiscal framework is necessary for the range of financial instruments to be available and implemented
. 

For example there might be subsidies that allow incentives for environmentally unfriendly behaviour within the PA encouraging extraction activities. Furthermore, land tenure and zoning regulations may also cause confusion as to encroachment. This is often the case in Lao PDR. Zoning in particular points to the type of uses that can be made from PA services and resources and thus impact funding opportunities
.
The sustainable financing options and financial plan developed for Lao PDR are to be implemented under the current legal system in the country; therefore a prerequisite is to undertake an analysis to assess if the legal system provides room to establish the financing options. In the eventuality that the legal system does not support the establishment of various options (say for example market based instruments such as user fee cannot be used due to certain laws), a framework can be developed to institute the required changes in the law. In particular, it is important to understand the challenges posed by land use and property rights laws. Tax structures also can have an impact as they can determine which types of beneficiaries of services are liable to pay taxes. 

Institutional set up: A good knowledge of local, regional and national institutional set-up under which the NPA system and specific PAs are managed should be assessed. This would ensure that government and non-government buy-in is present activities are supported. The institutional set up also helps in allocations and distribution of funds. Furthermore, the private sector is one of the actors that can and should be brought into the picture to deliver on the interventions not only by providing funding but also by being involved in the decision making processes. Currently, private sector involvement in NPA management in Lao PDR remains very limited due largely to the lack of specific regulations governing the arrangements, and thus limiting the inflow of private sector funds.  
Capacity: Skills and capacity development are crucial to not only manage, protect and sustain PAs but to develop and implement any sustainable financing strategy and financial plan. In particular the capacity of PA management bodies and local communities needs to be built to develop financing plans, target funding opportunities and sources and undertake financial management.  The capacity of the institutions to effectively administer the financing process also should be enhanced. The success of the activities will be determined by the efficient role of the institutions involve in the sustainable financing. 

Human resources available are also important to consider when thinking of a financial plan. The number of staff available to provide management and other services (such as for tourism) defines part of the funding needs and also determines whether certain funding options can be used. For example, a financial plan that identifies tourism as a key funding option then requires that requisite staff is available to make this possible. Furthermore, some strategies to increase funding may require initial financial investment, such as tourism related infrastructure in the case of a tourism based financial plan
. 
Economic Valuation and livelihoods assessments: Investment in conservation and sustainable use of PAs suffers due to the fact that their management and conservation is not seen as profitable. This is because PA ecosystems, their many goods and services, as well as their prices are not reflected in market transactions. The economic value of ecosystem degradation and loss are thus not considered in the decision making processes. Often local communities, industries and other entities that use and manage biodiversity in PAs, give a higher regard to short term gains and as such degrade resources because it seems more profitable to do so. Private sector institutions as well as government organizations in particular favour short term economic gains and as such in the trade-off between conservation and development decisions, the latter generally wins. The general perception is that there are few private economic gains from conservation and sustainable management. As a result threats to biodiversity continue. Economic valuation of PAs in Lao PDR can provide in dollar value, the benefits these resources provide to society and also can point to costs that would be incurred due to their degradation. Livelihoods assessments based on strong economic values would also help to develop a benefit sharing mechanism. 

The above assessments are not within the purview of this document. The policy and legal analysis was undertaken separately and is available in the document Legal Framework on Sustainable Financing for Protected Area Management in Lao PDR.
 Institutional and management analysis is available in Sustainable Financing Mechanisms: Issues and Options
.

The following section provides a framework for a financial plan for Laos NPA system:

Box 3
Steps in assessing sustainable financing needs for a PA system

· Conduct a financial gap analysis of current income versus expenditures, differentiating between basic and optimal costs, and including the costs of improving protected area management.

· Assess protected area management and capacity needs by identifying key threats and management weaknesses in the existing system, and identifying critical capacity needs.

· Develop cost estimates for the creation and management needs over a ten-year time horizon, including minimum, medium, and ideal growth scenarios.

· Screen and assess existing and new funding mechanisms to address financial gaps, including an assessment of how fiscal and management reforms might reduce overall expenditures.

· Formulate financial plans at system and site levels, with multi-year action plans, including strategic funding mechanisms, resource allocations, fiscal and management reform opportunities, management and capacity building needs, and the implementation plan. 

· Implement the action plans.  This process will entail close collaboration and coordination across multiple government agencies and departments, particularly when developing annual budgets and work plans. 

· Measure progress and adapt the sustainable finance plan regularly, particularly as new funds become available and as priorities shift over time. 

Taken from: Weary, R., J. Ervin, M. Flores, B. Spergel and S.B. Gidda. 2007. Developing Sustainable Finance Plans for Protected Area Systems: A quick guide for practitioners. Quick Guide Series ed, J. Ervin. Arlington, VA: The Nature Conservancy. 28 pp.

3.1 Setting Management Priorities

Different management scenarios can be considered to assess the amount of funding required for the management of the PA system and short-long and medium term funding priorities can be set. These should be based on the goals and objectives of the PA or the PA system. For example, the following can be considered:
· Basic Management: this is the minimum level of management and operation with restricted activities.

· Moderate Management: allowing for a feasible level for management with some activities developed under the management plan to be implemented such as patrols, outreach and other management functions.

· High level management: to implement a larger number of activities in the management plan, have enough funds to provide equipment and other functions.
It must be noted that in the case of Lao PDR, given all their differences each PA will have different goals and objectives and as such will have their own management priorities and plans. Therefore, site level financial plans must also be developed to coincide with site level management priorities and plans. At the NPA system level the financial plan can only provide broad estimation of costs and income that can depict the funding gaps.
3.2 Gap analysis, funding requirements and setting goals
Once the priorities are set the next step is to assess what the expenditures and income are and what gaps exist. This requires a financial gap analysis to understand funds required to sustain both the short term and long term activities are laid out. The gap analysis will help to understand the short and long term funding requirements for specific activities and this information can then be used to set realistic sustainable financing goals. Developing a budget that includes direct and indirect costs, costs of management and opportunity costs is a necessary step for this. 

Budgets specify the income and expenditure related to PA management and to implement activities. Budgets can be for one year, 3 years, or longer. The budget defines the programme and administrative costs and as such resource requirements and helps to control expenses. A typical budget structure/composition includes:
· Recurring costs – Staff salaries including benefits and insurance, maintenance of infrastructure, and consumables (e.g. stationery, fuel, water, electricity);

· Capital expenditures – such as infrastructure and equipment;
· Occasional operational expenditures – for specific activities such as field trips;

· Contingency – This is usually between 5 - 10% of the total budget to cover unforeseen expenses.

3.2.1 Costs

The most crucial component of a financial plan and thus a budget is to determine the costs, which involves administrative staff, technical staff and others involved in conservation activities, and the central management agency. In addition, the costs should also include the needs for funds needed for activities as well as consider the option of providing livelihoods or compensating for opportunity costs of communities in and around the PA. Once the management priorities have been identified costs can be estimated based on the management plans.
Typically therefore, the following are the main costs associated for PAs:
Management or programmatic Costs (e.g. surveys, monitoring, patrolling). These are the costs of the actual management and conservation activities undertaken in the PA. These also include outreach and awareness raising costs. 

Administration Costs. These can also be referred to as overheads, indirect or operating costs and can include costs for maintenance of infrastructure and equipment, staff costs and costs for consumables and utilities. 

Opportunity costs. These are the economic benefits or opportunities foregone or lost by communities or other stakeholders by the establishment of the PA or by undertaking certain activities related to protection or conservation within its boundaries or even offsite for example the value foregone from not using a particular resource, or the benefit foregone by converting the PA area to an alternative use. These costs have largely remained undervalued to date and thus have typically not been considered as components of PA budgets. 
Capital Costs: To buy new equipment or develop infrastructure. 

In addition to the above typical costs there may be additional expenditures such as through investing in local livelihoods.

3.2.2 Income

The next step is to assess income and its sources. The various options available currently that provide funding must be analyzed. The income when compared to the costs would determine the funding gaps and these gaps would help to set priorities and goals.
3.3 Funding Sources

The first and perhaps the most important step towards the sustainability of conservation efforts is to get funding. A sustainable financing strategy looks at identifying various funding sources to meet the financing needs and shortfalls of PAs. However, sustainable financing doesn’t only mean that funding is secured – it also means that funding is diverse, stable and is available at the right time. A sustainable financing strategy also looks at the various approaches that can be used to ensure continuity.  A core element of sustainability is thus to look towards increasing and sustaining existing funding sources by identifying available financing mechanisms to increase the amount of funding allocated for conservation; but also to ensure that such funding is from a diversity of sources, is retained over a period of time and is part of financial analysis and management. 

Traditionally and to date protected area funding primarily comes from the governments. However, over the years as government funding has decreased and PAs have increased the need to look for new sources have arisen such that a number of options are considered, which are not only innovative but are stable over a period of time. However, it is crucial that the governments continue to provide funding to PA management
.  

Often existing funding sources are not enough and new sources are required to supplement the existing income. Therefore, it is then necessary to identify new users of the PA, i.e., determining who is benefiting from the use of the PAs and whether they are getting these benefits free or are paying a cost. There is then a need to identify various mechanisms to garner funding from various potential sources such that a portfolio is developed. All of these sources must be identified and evaluated for feasibility. 
3.4 Evaluation, progress and lessons learned

As a part of financial management, a participatory monitoring and evaluation mechanism should be established to monitor the implementation of the financial plans so that the strategy and options can be adapted on a regular basis. Establishing a proper baseline using the collected information will assist in monitoring the process and in verifying the success in achieving objectives. 
SECTION 2 Financial Plan for Lao PDR NPA System
4 Lao PDR National Protected Area System
4.1 Biodiversity and Natural Resources
Lao PDR Protected Area System cover some of the worlds most biologically and geographically diverse areas
.  The ecosystem types and the habitats within the systems include
: 
- Evergreen Forests 

- Central Indochina Limestone Karst 

- Dry Dipterocarp Forests of the Mekong Plain 

- Bolavens Plateau 

- Northern Highlands 

- Mekong River 

- Other rivers and streams 

The country boasts of a high mammal (~ 172) and bird ( ~ 212) biodiversity, including 13 species of diurnal primates, two canids, two bears, eight cats, two rhinos, two pigs, nine deer, and six bovids, among others. In terms of bird species diversity is very high, with one NPA – the Nakai-Nam Theun - alone boasting of 430 species representing 1/25thof all bird species found in the world
. 
Other important NPA system species include: the Asian elephant, giant ibis, sarus crane, Irrawaddy dolphin, tiger, yellow-checked crested gibbon, Asiatic black bear, and possibly the Asian Tapir and long-tailed Goral, among hundreds of others
. Conservation International has identified Lao PDR as a biodiversity hotspot
. Among other mammals, the Saola (discovered in 1992) indigenous to Lao PDR and Vietnam, is a flagship species that has a high conservation significance; the animal is classified as endangered by IUCN
.  Furthermore, fish diversity and endemism are estimated to be high and almost all of the fish caught in Lao PDR are indigenous species. The wildlife status report produced by IUCN, the Wildlife Conservation Society, and the Lao PDR’s Department of Forestry states that 319 out of 1140 species in the review area are of national and global conservation significance
. 
4.2 Links between natural resources, biodiversity and human well being

Lao is characterised by a largely rural population with almost 80% of the country’s 6.8 million people living in rural areas
.  Furthermore, 26% of the population lives below the poverty line
. Lao PDR ranks 140 out of 174 in UNDP’s Human Development Index, making it one of the poorest countries in the Asia region and in the world
. 

In the rural areas subsistence farming – especially of rice and NTFP collection is an integral component of livelihoods. In 2000 it was estimated the NTFPs provide 50% of cash income to local communities and contribute 20 – 30% to the Gross National Product.
. This shows that there is an inextricable link between natural resources and livelihoods. 

These links are increasingly being recognized, and were given impetus by the Protected Areas and Development (PAD) Review
 which showcases the results of years of research in PAs and highlights how these and their associated biodiversity contribute to human and economic well being.  
Other studies also indicate these links. For example, a study conducted of Nam Et-Phou Loei National Protected Areas (NEPL NPAs) shows the contribution of these PAs and their resources to household income. Forest products comprise a major source of household income at 55% for villages within and on the boundary of the PAs. Economic values of forest products are estimated at above US$ 1 million a year in total and US$ 313 per household
. The study also estimated that maintaining vegetation in the NEPL NPA as a carbon sink may be worth US$ 175 million per year. 

4.3 The NPA System
 Policies and Legal Status
 
The National Protected Areas System comprises of 20 NPAs and two corridors and was established in 1993. All of them combined cover almost 14% of the land area and represent a vast variety of ecosystems
. Following the addition of one NPA site to the system increases the total to 21 NPAs nationwide covering almost 15% of the land area. 
The system is based on
:

1)
The government’s commitment to forest conservation, especially as expressed in the Tropical Forestry Action Plan of 1990; and,

2)
Sound bio-geographical analysis as the scientific basis for the overall system design and site selection criteria.

The objective was to provide 5 – 20 percent of each habitat type. The GOL encouraged extensive field investigation in the 1990s which compiled lists and databases of the major flora and fauna species in the NPA systems. According to the project document “the system has been hailed as a model for other countries because of the extensive data collection used to determine sites of high conservation value as well as the inclusiveness of the system, which aimed to protect 5-20% of every ecosystem found in Lao PDR”
. 
The country has adopted a number of laws and regulations pertaining to NPA management, including, among others, the Prime Minister’s Decree No. 164 establishing the NPA system; the 1996 Forestry Law (which was updated and approved in December 2007); the 2007 Wildlife Law; the Forest Strategy to 2020 (FS2020) adopted in 2005; the National Biodiversity Strategy and Action Plan to 2020 (NBSAP); Prime Minister’s Decree No. 30 on strengthening forest and wood-based business management; and most recently the Prime Ministers Decree No. 25 affirming the outcomes of the National Forestry Conference in March 2007, calling for minimum staffing and operational support from the national government (April 2007). 
FS2020 is currently the primary document guiding the work of NPAs over the next 12 years. It identifies five main action areas for biodiversity conservation, including improving NPA development and management. This action area specifically calls for a national review of the NPA system, development of management plans, improving financing, promoting ecotourism, capacity building for managers, and providing the basic equipment necessary to manage individual NPAs. 
The NBSAP, completed in 2004, is the main framework for implementing the CBD in Lao PDR. The main goal of the plan is to: 
Maintain the country’s diverse biodiversity as one key to poverty alleviation and protect the current asset base of the poor as support to the implementation of the government’s priority programs (NBSAP 2004)
Recently upgrading some provincial level PAs to national PAs is being considered although the move has been slowed down due to the need for further surveys and comprehensive preparations for proposal development. The government is focusing on clarifying the management objective of each PA as part of a Joint NPA Review to categorize each NPA into the appropriate IUCN category. At present, all NPAs in Lao PDR are being managed under the Category VI objectives. The GoL would like to enhance the NPA system by utilizing a more diverse set of IUCN categories to create a more robust PA system. 
Box 4: The Lao PDR NPA System

	PA category/type 
	Quantity 
	Surface area, hectares 
	Corresponding IUCN category 
	Management authority 

	National Protected Areas (NPA) 
	20+2 Corridors 
	3,391,000 ha 
	Category VI 
	Department of Forestry (DoF), Division of Forest Resources Conservation 

	Provincial Protected Areas (PPA) 
	57 
	932,000 ha 
	Unknown 
	Provincial Forestry Office 

	District Protected Areas (DPA) 
	144 
	504,000 ha 
	Unknown 
	District Forestry 


4.4 Threats to Lao PDR Protected Area System

Lao PDR is rich in biodiversity and as such there is extensive demand for environmental products and services. This high demand is resulting in unsustainable use of natural resources
. 

Illegal logging and other resource extraction: According to the project document forest cover in Lao PDR has declined from 70% in 1940 to 41% in 2006. Since the NPA system was set-up forest cover has decreased from 47% to 41%
. This is because Laos has comparatively large stocks of timber in South East Asia and as such it is a major supplier of wood to neighbouring countries for example supplying an estimated 500,000 cubic meters of timber each year (including illegal timber)
. There is additional demand from China and Thailand as well as other countries in the region. 

The government has identified the main sources of destruction as “slash and burn, illegal logging, and over-cutting of trees.” The majority of stakeholders who participated in the initial PoWPA Analysis identified illegal logging and resource extraction as a primary threat to NPAs. This is leading to habitat degradation, threatening the survival of some endangered species. As a result, the average annual level of deforestation has been to the tune of 527 km2 since 1990. This is approximately (0.4% of total land area)
. Furthermore, increase in the value of hard woods and high quality soft woods has led to increased harvesting pressure. 
Encroachment: Plantations and agricultural plots encroach into PA areas, primarily due to the lack of boundary demarcation, unclear roles, responsibilities and jurisdictions as well as lack of law enforcement. In particular land concessions are granted to foreign investors for plantations, agriculture and mining. Large areas of land have been given as concessions for long periods of time and at very low concession fees at an average of US$ 2 – 6 per ha
. In response to this the PM of Laos declared a moratorium on large land concessions; however this has not been implemented effectively
.
Hydropower: It has to be noted that the Lao NPA system has developed within one of Asia’s poorest and least populated nations. The current population is about 6.8 million
 at a density of 22 people per km2, growing at about 2.3 percent annually. Economic diversification is low and as such the country has to rely on natural resources such as timber and hydropower. Therefore, hydropower concessions are also one of the major issues in NPAs to cater to not just national demand but also to supply to neighbours. Laos’ water supplies are abundant (60,000 cubic metres per person per year)
 and therefore it has immense potential for hydropower generation. To achieve its goal of being the “battery of Asia” the GOL has identified a number of large hydropower projects including some in PAs. Some of these were already built or are being built.
Poverty-driven unsustainable use of resources: A majority (80%) of the population relies on natural resources and therefore according to stakeholders during the initial analysis and priority setting phase of the project, poverty was perceived as one of the greatest threats to PAs
. Almost all NPAs still have communities living within their boundaries; relying extensively on natural resources such as wood and NTFPs, severely depleting them. They also utilise the land for rice and vegetable cultivation as well as for raising livestock. 
4.5 Issues in NPA System Management
4.5.1
Financial Issues: Lao PDR is a resource rich but economically poor country and therefore the government’s domestic resources for NPA management, both technical and financial, remain critically low. Added to this has been the fast decreasing international donor funding for biodiversity. This has meant that NPA management and conservation activities within them have been unsustainable and short-lived with little or not transfer of knowledge and capacity. According to IUCN funding for biodiversity conservation activities dropped by more than 50% in the period 1996 - 2003 (from US$ 36 – US$ 14 million). Of note is the significant drop in forest and PA funding from 89% - 7%
. 
International funding is also depleting. For example one of the donors for forestry and biodiversity-related activities, the Swedish International Development Cooperation Agency (SIDA) recently announced plans to withdraw from all activities in Lao PDR as part of the Swedish government’s development consolidation efforts. Other donors are diverting funding from biodiversity to other areas.
Overall funding for protected areas is being or can be obtained from international donors, government revenues, the Environment Protection Fund, and the Forest and Forest Resources Development Fund (FRDF). Mostly however, it is through the FRDF that the protected areas are financed but this source is critically low and its amount varies from year to year.  
An important issue and deterrent in garnering funding for PA management, operation and expansion is that there is no information available on the financial needs of the system. To be able to develop a financial plan there is a need to estimate the costs of managing, operating and expanding the NPA system. This information does not exist currently. 
Furthermore, “The estimated required funds to implement FS2020, which applies broadly to the forestry sector and not just to NPAs, is US$180 million – a significant sum for which very few funds have been secured. Based on the bare minimum current planned funding for NPAs from the government general budget, which averages US$10,000 per NPA per year, it can be expected that very little will be accomplished in terms of NPA management effectiveness”
. 

4.5.2
Capacity Issues: Capacity in financial planning and management as well as overall management of PAs is a necessary component. At the moment there is insufficient technical and management capacity of staff.  The major cause of this is again the lack of funding to increase capacity as well as to hire trained staff. The 2009 questionnaire surveys undertaken as part of the current project conducted for 21 NPAs nationwide, show that there is a total number of about 450 NPA staff of all categories – this is almost double the level of 1999. However, the capacity issue is not solely to do with numbers of personnel; it also needs to take logistical support into account including having adequate equipment and facilities in order for management and operation to be effective. The GOL is committed to providing adequate staffing and equipment to each NPA, as declared in PM Decree No. 25, yet the funding source for these expenditures remains undetermined. There have been efforts to increase capacity. For example the Wildlife Conservation Society (WCS) is currently developing a training curriculum for NPA managers in partnership with the GOL and the National University of Laos (NUOL). Additionally, the World Wildlife Fund (WWF) conducted a study outlining action steps for meeting capacity gaps in NPA management. In 2001 the GOL published an NPA Manager’s Handbook, and in 2003 it partnered with the ASEAN Regional Centre for Biodiversity Conservation to develop guidelines for competence standards for NPA staff.

4.5.3
Governance and Management Issues
: The fact that Lao PDR has established the NPA system and has moved towards setting up the requisite governance and management structures, there is still a long way to go. Participatory management and effective governance of NPAs are not easy to institute within the complex decision making structure in Lao PDR. There is often a lack of clarity of management objectives as well as in roles, responsibilities and decision making. This is being addressed to some extent with the current restructuring aimed at streamlining roles and responsibilities across all government levels; as well as creating a work plan to clarify and adjust primary management objectives for each NPA in an attempt to create a more robust NPA system
. 
It must be noted that although financing of PAs is an essential component of PA management, it alone will not be an effective strategy for their conservation and sustainable use. A study undertaken in 2007 highlighted the importance of effective governance and enforcement of laws. Overall governance needs to be improved to curtail illegal logging, concessions, and over-extraction. Without this no sustainable financing strategy or financial plan is likely to be successful
. 
In addition, in terms of effective fund mobilization, coordination among various government and other actors involved in natural resource management needs to be made more effective. Currently there is a degree of complication in the fundraising and negotiation processes. For example, coordination is needed between the Environment Protection Fund (EPF) and the FRDF to avoid duplication in their fundraising efforts. Furthermore, there seem to be other possible sectoral natural resource related funds being considered for future establishment, such as the tourism development fund or water resource fund. If these funds are to be established in the future, it is of utmost importance that institutional coordination among concerned sectoral departments is streamlined.     

4.6 Management priorities and Gap analysis
4.6.1 Costs
In the context of Lao PDR NPA system, there is a need to estimate costs to be able to develop a financial plan. Individual management, operational and other costs for each of the 21 NPAs are not available. Therefore for the purpose of this document the following table has been adapted from an earlier study
, which looked at the Xe Pian – Dong Hua Sao NPA. The study used average costs of managing a protected area based on 2008 – 2009 prices and salary estimates. The salary and operational costs have been increased by 5% to incorporate inflation and other increments to determine costs for 2010 in (Table 1 NPA Costs estimates for 2010 based on three management scenarios) below
.
Table 1 NPA Costs estimates for 2010 based on three management scenarios
	Cost type 

	Total Cost per year (millions kip) 
	Total costs per year

(000 US$)

@ 8,500 kip per dollar
	Description 

	1. Salaries 
	

	Basic 
	2117
	249
	20 staff (0.42 million kip/month per person x 12 months x 21 PAs) 

	Moderate 
	3175
	374
	30 staff 

	High 
	4234
	498
	40 (+) staff 

	2. Operational costs 
	

	Basic 
	1323
	156
	5.25 million kip/mth for operational costs and basic management costs: limited petrol, per diem for limited field visits and meetings, utilities etc for all 21 PAs

	Moderate 
	3969
	467
	15.75 million kip/mth for operational costs and reasonable management costs as above for all 21 PAs

	High 
	7938
	934
	31.5 million kip/mth  for operational costs and comfortable management costs as above for all 21 PAs

	3. Basic restoration activities 
	Based on need 
	
	Controlling invasive species, regeneration, soil and water conservation, salt licks and watering points if required, etc. for wildlife. Typical replanting costs per hectare 
in Lao were estimated at: 

• Regeneration forest: $90-160/ha 

• Degraded forest: $245/ha 

• Unstocked forest: $220 – 380/ha 

• Secondary forests: $145/ha 

• Agricultural lands: $300/ha 



	4. Small-scale infrastructure 
	Based on need 
	
	Maintenance of NPA operational infrastructure and infrastructure for tourist visits. Typical costs might include: 

• Office refurbishment/repairs – 

• Boundary demarcation – varies; can use rocks, trees, steel or concrete posts and markers 



	5. Awareness raising and outreach
	55
	6.5
	Production of maps, brochures, educational materials, eco-clubs in buffer zones, school tours. 


Adapted from: Wong, T., Agarwal, C., and Warner, L. Sustainable Financing Feasibility Study for Xepian – Dong Hua Sao Biodiversity Corridor, Champasak Province, Lao PDR. IUCN Lao PDR and WWF Greater Mekong Programme, Lao PDR.

Using the above estimations, total costs for 21 protected areas in Lao PDR have been estimated based on the three management scenarios (Table 2). It should be noted that these are general costs to give an indication of funding the management of the whole NPA system. They only include estimations of salary and operational costs for the three scenarios and do not include costs for activities such as those for restoration, any infrastructure if any and awareness raising activities. It also should be noted that these are cost estimations for the already existing protected areas. Costs for establishing a new PA are not included in this. 

Table 2
Total Costs for NPA System for Three Scenarios for 2010



Million Kip
US$ (000)
	Total Basic
	  3,440 
	      405 

	Total Moderate
	  7,144 
	      841 

	Total High
	 12,172 
	   1,432 



Author’s Estimation
Using the above broad costs for year 1, ten year projections have been made based on a 5% increment to account for inflation, etc. and are depicted in Table 3 below. 
Table 3
Ten Year Cost Projection of Financing NPA System in Lao PDR
	
	
	Mill Kip
	US $ (000)
	US $ (000)
	US $ (000)
	US $ (000)
	US $ (000)
	US $ (000)
	US $ (000)
	US $ (000)
	US $ (000)
	US $ (000)

	
	
	 
	Year 1
	Year 2
	Year 3
	Year 4
	Year 5
	Year 6
	Year 7
	Year 8
	Year 9
	Year 10

	Total Basic
	  3,440 
	      405 
	      425 
	      447 
	       469 
	       492 
	       517 
	       543 
	       570 
	       598 
	      628 

	Total Moderate
	  7,144 
	      841 
	      883 
	      927 
	       974 
	    1,022 
	    1,073 
	    1,127 
	    1,183 
	    1,243 
	   1,305 

	Total High
	 
	 12,172 
	   1,432 
	   1,504 
	   1,579 
	    1,658 
	    1,741 
	    1,828 
	    1,919 
	    2,015 
	    2,116 
	   2,222 

	
	Average
	  7,585 
	      893 
	      937 
	      984 
	    1,033 
	    1,085 
	    1,139 
	    1,196 
	    1,256 
	    1,319 
	   1,385 


Author’s Estimation @ 5% increment per year accounting for inflation
4.6.2 Current Income
The 21 PAs in Laos currently receive funding primarily from the Forest Resources Development Fund. In the year 2008/09 the average funding distributed over the 21 NPAs was about Lao Kip 104,000,000 (US$ 12,235), as shown in Error! Reference source not found. below
. The total amount of funding distributed to PAs under the Management of NPAs and Biodiversity Conservation Programme was 2.4 billion Kip (US$ 282,352) out of a total of 6.4 billion kip (US$ 747,551) distributed to conservation activities overall (approximately 38 %), the largest amount distributed (Table 4). 

Table 4
FRDF Funding 2008/09

	No.
	Separate Budgeted Programs Going to Rural Areas
	Kip

	
	
	6,354,185,500

	1
	Forest Resource and Inspection
	497,685,500

	2
	Shifting Cultivation Stabilization, alternative employment and National Protected Area Management
	1,300,000,000

	3
	Forest Management and Reforestation
	1,718,000,000

	4
	Management of National Protected Areas and Biodiversity Conservation
	2,400,000,000

	5
	Management of Production Forests and Business
	210,000,000

	6
	Dissemination of Government Regulations e.g. forest law , wildlife law
	228,500,000

	
	Total
	6,354,185,500


Source: Sustainable Forestry for Rural Development Project – Additional Financing (SUFORD- AF) Ministry of Agriculture and Forestry, Department of Forestry, Lao PDR, Vientiane 2010

There have been instances of direct government funding also and the total direct government funding for all NPAs in Laos increased from $3,000 in 2004/5, to $16,000 in 2006/07. FRDF allocations have also increased to approximately US$300,000 (2.4 billion kip) in 2008/09 and US$ 357,143 in 2009/10 (Table 5 PA Funding Sources Government projections for the year 2010/11 are estimated at US$ 365,000 approximately. 
Table 5
PA Funding Sources




  
      

	
	US$
	US$
	US$
	US$
	US$ 

	Funding Source 
	2004-05 
	2005-06 
	2006-07 
	2008-09
	2009-10

	Lao Government 
	5,320 
	5,320 
	15,960 
	
	     

	International Donors 
	n/a 
	n/a 
	n/a 
	
	

	NGOs 
	n/a 
	n/a 
	n/a 
	
	

	Forest Development Fund 
	0 
	177,433 
	179,400 
	282,352*
	   357 ,143*

	Environment Protection Fund 
	0 
	0 
	0 
	
	


Source: Marion Suiseeya, K. Tsechalicha, X., Sylavong, L. Badenoch, N. (to be published). Rethinking Laos’ Protected Areas: Strategies for a Sustainable Future, IUCN Laos: Vientiane. (*): Figures based on information from DFRC, DoF.  
However, it is worth mentioning that FRDF provides funding in bulk. A large part of this funding is for non-recurring expenditures and is given to 5 NPAs a year, while previously funded NPAs get a small maintenance budget of 20-30 million kip (US$2,200 – 2,800) in the following year. Therefore, it seems that each NPA does not get funded regularly every year but in fact once every 3 – 4 years (except for the maintenance budget they get the following year)
. Furthermore, it is also important to note that while government direct funding was available (as shown in table 5), this is not guaranteed. Figures for this direct funding could not be obtained after 2006/07 and thereon. As a result, ten year income projections have been estimated based on FRDF funds alone and using a 1% increase per year even though the amount from this source is also not consistent. These are depicted in Table 6 below. 
Table 6
Ten Year Income Projections through FRDF
	
	
	US$ (000)
	US$ (000)
	US$ (000)
	US$ (000)
	US$ (000)
	US$ (000)
	US$ (000)
	US$ (000)
	US$ (000)
	US$ (000)

	Forest Resource Development Fund
	Year 1
	Year 2
	Year 3
	Year 4
	Year 5
	Year 6
	Year 7
	Year 8
	Year 9
	Year 10

	
	            365 
	              368 
	             372 
	           376 
	              380 
	          383 
	         387 
	        391 
	         395 
	         399 


It is therefore clear that government funding by itself is not sufficient to address the basic management and operational needs of the PA system, and it has to be reiterated again that the above calculations do not account for additional costs for activities. In some NPAs the government provides salaries but the number of staff is not sufficient to effectively manage the NPA. Also it must be noted again that not all NPAs get funding every year (see above). 
Donor funding previously provided the bulk of PA (and biodiversity conservation) funding. In 2002 however, the State Planning Committee estimated that there has been a consistent decline of donor funding for both biodiversity conservation and PA management. Donor commitments fell from US$ 36 million in 2000 to US$ 14 million in 2003. The share of PA funding in the overall donor biodiversity funding dropped from 89% (US$ 6 million) to 7% (US$ 1 million)
. 
[image: image3.emf]
Source: Bouttavong et al. in Emerton, L. et al. (2006).
This trend seems to be continuing in this decade as well and it is clear that very little donor funding is available. However, data on funding received from donors is not available from 2003 onwards and therefore this was not included in the income estimations. In any case due to the consistent decline in donor funding for PAs globally and in Lao PDR, not including donor funding in the estimation seems to be a judicious decision. 
4.6.3 Gap Analysis

Assuming that with a continuous decline in donor funds in the future, that FRDF is the main source of financing PAs, the gap in funding is estimated for the next ten years. This used the costs of PA management (Table 3) and income from FRDF (Table 6). The funding gap at the basic, moderate and high management levels is estimated in table 7, as is the gap if average costs were used for the level. It is clear that there is a substantial deficit in funding. This gap needs to be filled if the 21 PAs are to be managed successfully. 

Table 7
Lao PDR NPA System Funding Gap analysis
	 
	US$(000)
	US$(000)
	US$(000)
	US$(000)
	US$(000)
	US$(000)
	US$(000)
	US$(000)
	US$(000)
	US$(000)

	 
	Year 1
	Year 2
	Year 3
	Year 4
	Year 5
	Year 6
	Year 7
	Year 8
	Year 9
	Year 10

	Basic Level
	             (40)
	             (57)
	              (74)
	              (93)
	         (113)
	            (134)
	         (156)
	       (179)
	       (203)
	        (229)

	Moderate Level
	           (476)
	           (515)
	            (555)
	            (598)
	         (643)
	            (690)
	         (740)
	       (792)
	       (848)
	        (906)

	High Level
	        (1,067)
	        (1,135)
	         (1,207)
	         (1,282)
	      (1,361)
	         (1,444)
	      (1,532)
	    (1,624)
	    (1,721)
	     (1,823)

	Average
	           (528)
	           (569)
	            (612)
	            (658)
	         (706)
	            (756)
	         (809)
	       (865)
	       (924)
	        (986)


Author’s Estimates
4.7 Potential Sources of Funding
4.7.1 Tourism Sector
This is perhaps the most important source of funding that can be availed for Lao PDR PA system. The last decade has seen an unprecedented rise in tourism in the country and during the period 1990-2008, the number of tourist arrivals in Lao PDR increased constantly with an average (annual) growth rate of 20.53%
. There were slight decreases in 2001 and 2003 primarily due to September 11 attacks in the USA and the SARS epidemic in Asia. This steady increase has meant that from the over 1.7 million tourists who arrived in Lao PDR in 2008 a total income of US$ 276 million (18% increase compared to 2007) was generated. That year, tourism was the second largest revenue earner for Lao PDR after the mineral production sector
 (Figure 1). Laos crossed over 2 million in tourist arrivals in 2009, generating an overall revenue of US$266,700,224
.
Figure 1
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(Adapted from: Lao National Tourism Administration (LNTA): 2008 Statistical Report on Tourism in Laos.)

Figure 2 below shows the revenue generated by the tourist sector in relation to the top 5 major export sectors for 2004-2008 (in million USD). 
Figure 2
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Produced from the data of the Lao National Tourism Administration (LNTA): 2008 Statistical Report on Tourism in Laos

The data highlights that in 2004 and 2005 tourism was the highest revenue generator. Since 2005, tourism has been second only to mineral export in revenue generation. In absolute terms, in 2004 a revenue of US$ 54 million was estimated as generated from the nature and culture-based tourism (or 46%) out of the total US$118 million tourism sector revenue in that year
.  It has been projected that by 2015 revenue from tourism will reach US$ 392 million
.     

Most arrivals were generally from the Asia-Pacific region (85.36%) followed by Europe (9.72%) and the Americas (4.33%); Africa and the Middle East accounted for 0.59% of the arrivals (the figures for year 2008). 

The markets for tourism in Lao PDR are:
· from the Asia-Pacific countries: Thailand, Japan and Australia. 

· from Europe: Germany, UK, France.

· from the Americas: US and Canada.

Furthermore, by tourism destinations, the Capital, Vientiane gained the highest level of visitors (with 878,507 tourists out of the 1.7 million visitors in 2008, which is almost half of the total) followed by Savannakhet, Luang Prabang, Vientiane and Champassak provinces, as the top four after Vientiane Capital.  While there is no detailed information on the types of tourist attractions, it is significant to note that natural sites dominate the target sites of visit within the country with 849 sites have been recorded; cultural and historical sites were 435 and 209 respectively.  

Added to this is the fact that the Lao National Tourism Administration (LNTA) has developed a strategy that foresees Lao PDR as a world renowned tourist destination. For this purpose the strategy promotes the natural and cultural heritage of Lao as major tourist attractions. As such, nature conservation, community development and cultural heritage are areas seen to warrant support.
In particular, the strategy focuses on sustainable tourism and rural and protected areas. Ecotourism is thus defined as: 
Tourism activity in rural and protected areas that minimises negative impacts and is directed towards the conservation of natural and cultural resources, rural socio-economic development and visitor understanding of, and appreciation for, the places they are visiting. 

The strategy emphasizes the following with the aim to increase ecotourism potential in NPAs in Lao:  
· Promoting the development of participatory ecotourism plans for NPAs that a) complement and support wider NPA management planning and, b) seek to reduce existing threats to biodiversity in NPAs.

· Encouraging community and NPA partnerships to promote conservation and ecotourism activities.

· Encouraging local and foreign investment in ‘ecolodges’ that support conservation objectives and local economic needs. 

There are examples of ecotourism activities already taking place in some NPAs. For example, community-based tourism in Ban Na and Ban Hatkhai villages, Thaphabath District, Bolikhamsay Province in central Laos . This is an area on the edge of the Phou Khao Khouay NPA, and the closest protected area to Vientiane Capital city. 

The Ban Na ecotourism was supported by DED (German Development Service) and the Lao National Tourism Administration from early 2000 till 2006. It was based largely on a wild elephant-watching experience by having a watch tower constructed close to the village where tourists can visit and stay for elephant watching during the night time. The herd of elephants that frequents in the area (depending on season) has its habitat inside the Phou Khao Khouay National Protected Area (PKK).  The total amount of US $ 24 is spent per tourist for various activities.  This amount is then subsequently apportioned as follows
:
· Guides (two village guides are required)  –  compulsory US$ 5  = 21 %

· Village community (revolving fund)  –  compulsory US$ 5  = 21 %
· National Park administration (conservation fund = trekking permit)  –  compulsory US$ 3 = 12 %

· District government (trekking permit)  –  compulsory
US$ 1 =   4 %

· Neighbouring villages (in case of damage caused by elephants), and tower maintenance  –  compulsory US$ 10 = 42 %

Benefiting from this tourism initiative, the community has realized the value of the elephants and has helped to protect the area. There are additional optional activities such as home-stay, purchase of souvenirs, buying food and drinks, etc.
Similarly, there is a forest trekking activity, which is promoted in Ban Hat Khai community on the edge of the same NPA also attracted popularity. In this case, a tourist contributes US$13 for the adventure, from which US$ 3 (23%) goes towards the National Park (ie, NPA) administration (conservation fund = trekking permit) as compulsory while $5 (38%) go towards the village community revolving fund – also compulsory
. 
In Xe Pian NPA in southern Laos ecotourism activities were started in January 2009 and carried on till January 2010. Ticket sales are as per following
: 

· Foreigners: 4,352 @ 30,000 Kip ($3.5) = 130,560,000 Kip (US$15,360)

· Domestic visitors: 572 @5,000 Kip ($0.58) = 2,860,000 Kip (US$ 336.5)

Total for the year: 133,420,000 Kip (US$15,697)

This is the total revenue from the tourism operation of which 40% is re-invested for the management of the NPA. The remaining is shared between organizations such as the provincial tourism administration, the provincial heritage office, villages involved and the administration and management of the tourism operation
 
All activities supporting ecotourism in Xe Pian allow for community involvement and benefit sharing. In particular, the locals own the elephants and earn the fee from trekking. The ones who do not own the elephants engage in other activities such as being guides. The elephant ride fee amounts to 100,000 kip and is shared as follows
: 
· Elephant owner 77,000 kip 

· Manager 5,000 kip 

· Village dev. Fund 8,000 kip 

· Elephant group 2,000 kip (for administrative costs) 

· District/provincial 8,000 kip (6,500 to district budget, 1,500 to Information / Culture) 

Elephant trekking creates livelihoods for the community and provides incentives for conservation as well. Most importantly, contribution into the village development fund provides for wider benefit sharing through investments. Between the years 2006 – 2008 Kiat Nong village development fund received US$ 3,379 from elephant trekking, while the district received revenues of US$ 4,274 from elephant tours in the same period
. In 2007, as part of an ADB loan for infrastructure development for ecotourism, the number of tourists increased to approximately 3000 generating a total of US$ 29,960 in revenues. The loan assisted in constructing two mounting towers, information center, restaurants, parking and rest rooms
. Similarly, kayaking and trekking groups have similar mechanisms
.
An overnight in Phou Hin Poun National Protected area benefits the Phong Thong Village with a population of 87 people and 17 families. In 2007 the tour generated revenues of US$ 3,590 out of which US$ 911 was spent on village services
. 

Phou Kong Mountain walk takes place within the Phou Xieng Thong National Protected Area on the border of Champasak and Salavanh provinces. In 2007 it generated revenues of US$ 937 and the village (Mai Sinsampanh, where the tour starts) received 28,000 tourists
. 

Table 8
Eco-tourism activities in NPAs
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1 Dong Ampham X - - -

2 Dong Houa Sao X - - -

3 Dong Phou Vieng O 1 yes Medium

4 Hin Nam No X - - -

5 Nakai-Nam thuen P 1 yes -

6 Nam Et P 1 yes -

7 Nam Ha O 1 yes Successful

8 Nam Kading X - - -

9 Nam Pouy X - - -

10 Nam Xam X - - -

11 Phou Dene Din X - - -

12 Phou Hin Poun O 1 yes Medium

13 Phou Khao khoay O 4 yes Successful

14 Phou Loey X - - -

15 Phou Phanang X - - -

16 Phou Xang He X - - -

17 Phou Xieng thong  X - - -

18 Xe Bang Nouan X - - -

19 Xe Pian O 3 yes Successful

20 XeXap X - - -

21 Nam Khan X - - -

Note: * O, Implement; P, initial implement; X, not implement

         **situation assessment of eco-tourism in NPAs is based on eco-tourism expert at LNTA.

Source: Lao National Tourism Authority (2009).


These examples indicate that ecotourism could be a good potential source of funding the NPA System. However this means developing management and financial plans at individual PA levels as well as instituting a system of entry fees and fees for other activities within each PA. Table 8 shows that till 2009 only 7 out of the 21 NPAs had any system of entry fee. Following are examples of fees that could be charged:
Entrance Fees: the admission fee to enter national protected areas. 

Royalties and Sales Revenue: A tax based on the sales revenue generated from the sale of souvenirs, food items and other products, 

License or permit fees: the fees charged to individuals, companies or groups who want to carry out an activity within the bounds of a protected area 

Concession Fees: Fee charged to individuals or companies who provide services such as food, guided tours, lodging and gifts. 

Other Fees: Charges and fees for opportunities offered by site such as hiking, camping, car parking, utilities and amenities can be charged.  

Other potential sources of Funding linked to ecotourism
Sustainable use and ecotourism concessions are other areas that can be considered also. In the case of sustainable use concessions, high priority conservation areas can be identified and offered to investors for conservation concessions. In particular, for those NPAs where ecotourism is being successfully implemented, mechanisms can be developed to ensure that an agreed upon percentage (based on the area and activity) of tourism revenue is given to the investor
. 
Ecotourism concessions could be encouraged whereby an NPA or part of an NPA is leased to an investor who then protects it and uses it for ecotourism. An example is of that of the company Amino which was given the concession in 2004 to protect an area around the Nam Kan NPA in northern Laos. This is the Nature Reserve in Bokeo Province of 50,000 ha (or 67,000 ha based on the data obtained from the project field visit to Nam Kan NPA in July 2010) and which offers the “Gibbon Experience”. Amino hires local staff to protect the area, who are funded through ecotourism activities
. Although currently there is no direct contribution to the protected area management, the company has provided some support (including in-kind) for staff to conduct patrolling and related activities. Another example is the Nam Ha Camp which is a two – three night trek in the Nam Ha National Protected Area. It is operated by Green Discovery Tour Company. Tour-related services such a food, guides, campsite maintenance and forest protection, are provided by Don Xay Village. Total revenue in 2007 was US$ 22,938 with an estimated US$ 5,968 earned by Don Xay Village
.
Other concessions could be given in the form of eco-lodges and souvenir shops. An example of this is the Kingfisher Eco-lodge in Baan Kiat Nong. The lodge gives 10% turnover tax on gross revenue and 20% tax on profits to the GoL. The tourists also pay the entry fee
. Article 41 of the Forest Law 2007 allows for this: Tourism and recreation sites can be undertaken in the Protection forest, Conservation forest and Production forest areas
It is important to note that lack of clear regulations and operational guidelines can hinder the obtaining and apportioning of funding from the tourism sector.  As such regulations and guidelines for contractual processes and procedures as well as the distribution of benefits must be developed. Furthermore, coordination among agencies involved remains to be streamlined when it comes to benefit sharing arrangements.  
4.7.2 Hydropower
There are two examples of payments from hydropower projects for protected area management. One is the payment from the Nam Theun 2 hydropower project for the management of the watershed area in the Nakai-Nam Theun (NNT) NPA, the largest NPA in Lao PDR. In accordance with the concession agreement signed between the GoL and the dam developers, US$ 1 million is made available by the project for the next 25 years of dam operation in addition to US$ 6.5 million in the first six years prior to the commissioning. There are, however, two important aspects associated with this funding. Firstly, the funding can only be used exclusively for the management of the watershed area of the Nam Theun river inside the NNT NPA and surrounding area of the reservoir, thus leaving the area outside the watershed unfunded or barely funded. Secondly, sustainability beyond the 25 years of available funding remains unclear due to the way the fund is being managed and maintained. 
Another case of hydropower funding for protected area management is the Nam Leuk hydropower project, which is obliged to provide 1% of its power export sale for Phou Khao Khouay (PKK) NPA. The payment started in 2001-2002 with an initial payment of about US$ 30,000 by the Electricite du Laos toward the management of PKK NPA. The payment has declined steadily over the period 2006-2009. For example, for 2009, Electricite du Laos paid only 10 million Kip
 (ca. US$1,215), citing reduction in power export from the plant. 
Since hydropower projects already exist within some NPAs, there is clearly a potential for them to provide funding for PA management (especially for the protected area within which they are situated). However, for hydropower projects to provide funding for PA management there is a need to streamline the payment processes and approaches and most importantly to develop a management plan for the NPA accounting for the impact the hydropower project has on it.

In addition, funding options can be explored with hydropower projects even outside the NPAs whereby a ‘compensation payment’ can be made for the loss of forest and ecosystem through the reservoir by financing the management of other protected areas (biodiversity offsets in protected areas). 
It is however extremely crucial to keep in mind that the primary purpose of protected areas is biodiversity and ecosystem conservation and protection
.  As such the degree of hydropower development must be give due thought and consideration and must always be accompanied by a management plan. 

Ecotourism and hydropower are both identified in Sustainable Financing Mechanisms for National Protected Area Management: Issues and Options as potential funding options
. The same document identifies other options as well, which could also be considered. Among these are also included funding options from mining projects, large-scale land concessions in agriculture and REDD (Reducing Emissions from Deforestation Forest Degradation in Developing Countries), another emerging potential PA funding option for Lao PDR. All of these however, will require comprehensive regulations and enabling frameworks as prerequisites.
4.8 Evaluation, progress and lessons learned

Identification and evaluation of funding options may be necessary for the overall NPA system as well as separately for individual PAs as funding requirements and options available will be different at the system and site levels. PA managers at the sites will have to engage in rigorous evaluation exercises to opt for the best possible portfolio. Furthermore, each PA also should undertake risk and revenue fluctuation exercises during the planning phase. The risk assessments should be used to develop contingency financial plans and to evaluate additional funding options. 

A participatory M&E mechanism should be developed at the NPA system as well as at individual PA level to monitor the implementation of the financial plan. Similar M&E mechanisms should also be developed at the level of individual PAs at the time of financial planning. The M&E mechanism would help to monitor the financial plan and funding options on a regular basis. This requires establishing indicators against which progress could be measured. The risk assessment exercise mentioned above would also feed into the M&E plan.

5.
Conclusion and Recommendations

The success of a sustainable financing strategy depends on the formulation and implementation of financial plans, selection of funding options and on stable management mechanisms which include people with the relevant skills for strategic and financial planning, implementation and management. These plans help in identifying resource allocation options and redistribution mechanisms as well as management and capacity needs. 

It is clear from the assessment in this document that there are large funding gaps for the National Protected Areas System in Lao PDR. The strategy that this financial plan recommends is that at the system level funding be provided for salaries and operations depending on PA size, management structure and level of operations through FRDF. The rest of the amount required to carry out specific activities within the PAs, and for awareness raising and outreach as well as for community livelihoods development and other activities should be the responsibility of each PA itself through specific activities. 
All PAs should be required to develop sustainable financing strategies and financial plans as part of their individual management plans and look at the best options for funding. In particular PAs should look at tourism and hydropower to garner funding specific to conservation within that particular PA. Ecotourism is identified as one of the potential sources of funding, through entry fee and other activities (such as elephant trekking and kayaking). 
The other potential source is hydropower where companies working within PAs or using PA ecosystems services provide a percentage of their revenues for conservation and management activities. Two examples of this Nam Theun 2 and Nam Leuk hydropower projects already exist. 
The bottom line in this financial plan is to assess the broad funding requirements for the National Protected Areas System financing in Lao PDR. The purpose of this together with the policy review and sustainable financing mechanism documents developed as part of the project is to provide the information to Lao government and PA managers so that they have the baseline information and ideas for garnering funds. While this document lays out the financial plan for PA management, the other two identify the funding options and the policy and legal mechanisms to implement the options and for the overall PA management in Lao PDR. 
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