

















I THE PROPOSAL

1. I submit for your approval the following report and recommendation on a proposed
multitranche financing facility (MFF) to the Islamic Republic of Afghanistan for the Road
Network Development Investment Program (the Investment Program). The design and
monitoring framework for the Investment Program and the MFF is in Appendix 1.

Il RATIONALE: SECTOR PERFORMANCE, PROBLEMS, AND OPPORTUNITIES

A. Performance Indicators and Analysis

2. The Afghanistan National Development Strategy (ANDS), launched by the Government
in April 2008, is the country’s main strategic platform for development over the 2008-2020
period. Its aim is to promote growth, generate wealth, and cut poverty and vulnerability. ANDS
goes across all key sectors and subsectors. It also embraces several themes. One of the main
sectors is transport and logistics. In this regard, the strategy sets out quantitative and qualitative
targets (physical and nonphysical) and covers various systems, including roads and railways.
Within the road subsector, the strategy caters for regional/national, provincial, rural and city
networks, and emphasizes the construction of new assets and the management, maintenance
and repair of existing ones. The underlying objective is to improve connectivity (within the
country and with neighboring borders), improve efficiency and safety of travel and goods
transport, and strengthen institutions. Within the roads arena, the regional and national roads
take priority over the others, at least in the short to medium term (next 7 years). The country’s
road network, excluding city roads, spans 34,000 kilometers (km).*

3. The management of the road network rests with the Ministry of Public Works (MPW),
which has a workforce of about 900 engineers and technical staff plus 2,000 employees.
At present, however, it acts as the executor of development projects financed by multilateral
banks and bilateral agencies. In the case of government-financed road development works,
which are limited to rural and local roads, MPW procures construction and periodic
maintenance works from private firms through competitive bidding. Routine maintenance is
executed by its regional offices using their own personnel and equipment. A detailed
assessment of the transport sector is given in Appendix 2.

4. The roads network is in bad shape. By October 2001, this network built originally in the
1960s and 1970s had dilapidated through neglect, with only 10% being in good condition. Since
then, donors have provided over $3 billion towards their repair and expansion. By the end of
2007, however, improvement works had either been completed or were ongoing on about 3,200
km of regional roads, 1,900 km of national roads, and 6,000 km of rural roads. These works
restored basic mobility in many parts of the country. Donors have tended to specialize in terms
of geographic coverage and type of network. The Asian Development Bank (ADB) has, thus far,
financed the improvement of nearly 1,100 km of regional and national roads (since 2004),
mostly in north and northwest parts of the country. ADB’s investment amounts to over $600
million (as of October 2008). The United States Agency for International Development (USAID)
and the World Bank are other large players in the sector. USAID, with a longer track record in
the south, has had a preference for provincial roads. It started a new $400 million program in
this area in 2007, targeting 1,800 km. The World Bank has been funding both regional and rural
roads. It is currently spending $112 million in upgrading 3,000 km of rural roads. The European

! Comprised of 3,200 km of regional roads, 4,900 km of national roads, 9,700 km of provincial roads, 17,000 km of

rural roads, and about 200 major bridges.



Union has been financing an experimental performance-based maintenance contract on the
Kabul to Jalalabad road. The Japan Bank for International Cooperation has been helping MPW
improve the management and use of road maintenance equipment. Canada is cofinancing a
project in Kandahar.

5. The national construction industry has evolved over the past 3 years. All works in
USAID’s provincial road improvement program and performance-based maintenance works in
the future will be procured from national contractors. The United Nations Office for Project
Services is engaging national contractors almost exclusively on projects they undertake on
behalf of donors, and also use the services about half the engineers and technical staff of MPW.
That agency is presently training these engineers in procedures and road construction tools,
which would be useful for MPW upon their return to the ministry. Donors supporting rural and
district level programs are also now procuring works from national contractors, and the
international contractors are collaborating more with national contractors.

B. Key Problems and Opportunities

6. As shown in the problem tree analysis depicted in Figure A2 of Appendix 2, the
performance of the road network is constrained by technical, operational, financing, regulatory,
and institutional deficiencies. These may be categorized as physical and nonphysical in nature.
Combined, they lead to an inefficient, incomplete, unsafe and poor quality road network. These
problems can be fixed over time through targeted investments.

1. Assets—Physical Aspects

7. Network coverage is limited. The existing road network is incomplete. This means that
various parts of the country are poorly connected or not connected at all. Four provincial
capitals remain unconnected to the regional network. This delinks them from domestic and
regional markets. The coverage gap affects connectivity, which in turn cuts trade and
investment opportunities, increases the cost of doing business and reduces the country’s
competitiveness and job creation capabilities. Table A3.1 in Appendix 3 shows the most
important gaps in the national roads network.

8. Quality of existing network is poor. Before 2001, investment in road reconstruction
and maintenance was negligible. This has increased somewhat since then, although only 7% of
the total road length is paved as of today. About 70% of the inter-provincial and inter-district
roads are in a poor state of repair, in many cases impassable during the winter months.
The investment requirements to improve the network are high. Over the long term, these run
into billions of dollars. In the medium term the estimate is about $1.7 billion in the case of
national roads (3,000 km) and $1 billion in the case of provincial and rural roads (17,000 km).

2. Nonphysical Problems and Opportunities

9. Institutional gaps are rising. MPW cannot cope with the Investment Program without
assistance. A good organizational structure and sound planning are essential to ensure
efficiency, competition, quality, and governance. Therefore, the major financiers of roads
welcome the Government’'s proposal to establish the Afghanistan Highway Authority (AHA),
which will take over the administration of all roads in the country. But, this will take time to get
off the ground. The work plan to take over the network will have to be phased. The AHA
requires qualified staff and sufficient financial resources to perform on its mandate.

10. Lack of Financing. The road subsector requires a stable and predictable financing plan
and financing flows. This plan needs to distinguish better between capital and recurrent



expenditures, especially in the case of maintenance support. A road fund is required, but the
Government does not have the necessary resources in the short term to put it together. Seed
capital could be provided through donor finance. But this means calling on donors to put more
resources through the budget. Further, not all donors include infrastructure in their business
strategies. The result is that the availability of financing will likely remain a binding constraint.

11. Human Resources. MPW, at present, has a weak team and inadequate project
management skills, systems, and procedures. It has talented staff in place, but the numbers are
not enough to cope with the job at hand. The skills mix is also weak. It lacks engineers and
project managers. Recruiting advisors from within and outside the country is also a challenge.
In the meantime, the workload will be increasing, particularly if all the networks are included—
national, provincial, rural, and city based.

12. Few Contractors, Engineers, and Materials Suppliers. The local construction industry
is fragmented and weak. This makes subcontracting difficult and unreliable.
The engineering industry is in bad shape. Few companies have the resources to tackle large
contracts and even fewer have alliances with international groups willing and able to do the
work. Several contracts have had to combine design and construction. Although this works well
under strong institutions, in Afghanistan it has led to unnecessary changes in scope, technical
specifications, and dimensioning. There have been frequent and not always warranted contract
variation requests. Finally, Afghanistan does not have all the materials necessary for road
construction. This has forced contractors to enter the international market. Bitumen remains the
main problem. In the case of ADB projects, this has meant a special waiver to non member
country procurement rules.

13. Weak Governance. MPW has weak financial management and fiduciary oversight
systems and procedures. The flow of information is slow and accountability is not strictly
enforced. There are also gaps in the overall auditing and business process. Planning and
programming is ad hoc, contracting methods are archaic, and contract administration is
irregular and inadequate.

14, Security. The Government has found it difficult to attract international contractors to lead
civil works contracts. Most bids attract less than 3 bidders. In many cases, this leads to inflated
prices. The average cost of constructing one kilometer of new two-lane road with 3.5-meter (m)
lanes and 1.5 m shoulders rose from $371,000 per kilometer in mid 2006 to $534,000 in
November 2007. The corresponding average cost of rehabilitating (milling the old pavement and
resurfacing) one kilometer of new two-lane road with 3.5 m lanes and 1.5 m shoulders rose from
$251,000/km in 2004 to $287,000 in March 2007. USAID has experienced an even larger
increase in the cost of national roads, rising from $326,000/km in 2004 to
$1 million/km in 2007, and the cost of provincial roads increased from $53,000/km in 2004 to
$186,000/km in 2007. Not all high costs are because of insecurity. Some cost increases are a
result of the rising material prices,? weak oversight, increasing risk of implementation delays,
and lack of competition due to the small pool of contractors willing and able to work in the
prevailing conditions. Such conditions will be accounted for in cost estimates, schedules,
contracts, and monitoring frameworks of the projects under the MFF. Another reason for the
cost increases is the threat of insurgent attacks. This brings the need to introduce more
flexibility to the programming of road works. If critical infrastructure is damaged in the ongoing
conflict or a sudden need arises to provide access to strategically important areas, the MFF

2 Material prices in the region increased on average by 35-45% between 2004 and 2007, with cement price

increasing by 200%, and fuel and bitumen prices by 100% and 60%, respectively.



offers flexibility to respond to those needs, even if those works had not originally been
programmed. There is also a need to involve communities more closely and earlier in the
planning and project design process. Financing basic and small scale infrastructure will also
help with community buy-in. This is envisaged under the Investment Program.

3. Lessons

15. Three key lessons can be drawn from ADB’s experience in the road subsector: project
costs have been underestimated, procurement of works and services have been slow and non-
competitive, and stakeholder consultation has been weak. Unstable Government cofinancing
and poor project management have also been recurrent problems.

16. Most projects in the sector have suffered from underestimated capital and recurrent
costs. This problem has been further exacerbated by fast rising prices for materials, security
and services, as well as by unnecessary changes in scope (higher technical specifications and
size). Under this scenario, MPW has been unable to finance the overruns, leading to long
delays and in some cases to actual contractual disputes. This problem has been further
aggravated by the approval of large individual financing facilities at a time. This is often
necessary in order for Afghanistan not to forego annual grant allocations under concessional
financing windows. Basically, the issue is that financing needs to be better linked to the
readiness of one or two road sections rather than to an amalgam of sections at a time. But this
approach requires a smarter “cash management” plan for concessional finance. The use of
separate MFFs for each of the Afghanistan country partnership strategy (CPS) priority sectors
will provide the opportunity to allocate the annual funding envelope between smaller projects (or
sections of projects) in each sector, thus marrying much closely financing to specific
subprojects’ readiness. This is the approach being taken in Afghanistan. The implication of this
is that instead of using the Asian Development Fund (ADF) envelope for one single project in a
given year, ADB will put together MFF programs in each of the main sectors covered under the
CPS, and then commit every year specific amounts of finance to each sector, up to the
maximum amount allowed every year under ADF X. The tranching approach within each sector
will allow costs to be estimated in real time (or re-estimated) before the financing for each
tranche is formally approved. Working on design work upfront (before financing is closed) will
help further in this area.

17. Procurement of works for design-build has been done mostly on the basis of quantities
estimated from preliminary designs. This has required substantial variations in scope and scale
of works. The consulting firms recruited according to quality and cost have been unable to
replace key specialists, who had left the positions on short notice due to the increasing violence.
Another complication has been the lack of contractors interest in civil works contracts. More
often than not, in the case of roads at least, most bids have attracted only one bidder. There is
an urgent need to promote road works opportunities among the international community. In
some cases, it might even be necessary for countries to consider giving extra incentives to
contractors to take part in the reconstruction effort. With regard to the MFF, ADB will undertake
a detailed review of prices during implementation. Quantities will be based on detailed designs
prepared by recognized firms. Additionally, bigger contingencies will be provided in the budgets
to accommodate unexpected price changes.

18. Stakeholder consultation, especially with local communities, has been inadequate.
The result is that some have not “bought into” the projects or welcomed foreign contractors. It is
not easy to carry out consultations in advance, mainly on account of security concerns.
However, there is no doubt that this has become an issue affecting implementation and ultimate
success of projects. These factors have been taken into consideration in designing the



proposed MFF. Specifically, the MFF includes a community infrastructure development
component, which will be implemented simultaneously with road works—to allow people to
benefit from the improved access at the local level. The consultation process for the subsequent
tranches will be done with finance provided under the previous tranches. Security cover will be
provided by the Government, and as appropriate by the contractors.

19. None of the road projects have been fully evaluated. But even in the absence of
independent reviews, it is possible to conclude that the performance on them is unsatisfactory.
Contract awards and disbursements are low and there have been constant changes in scope,
driven either by poor design and supervision or by rising price escalations. The low level of
controls by the Government over contractor requests to endorse changes in scope is also
worrisome. Another lesson is that ADB itself can, and should, do more on the ground.
The Resident Mission is being restructured. By the end of 2008, the bulk of the team would
have changed and new project execution skills added. Finally, the treatment of themes such as
gender, mainstreaming, safeguards, capacity, and private sector development needs rethinking.
The same applies to institutional effectiveness and reforms. With a programmatic MFF financing
approach it will be possible to cater today for the expertise needed to handle work on key
themes tomorrow. The establishment of program management structures and teams will go a
long way to tackling some of these shortcomings.

4, Rationale for a Multitranche Financing Facility

20. The Government has requested ADB to provide up to $400 million to help finance the
Investment Program through an MFF. Its utilization will be up to 2017. The MFF is justified on
several grounds. In this case, it is considered superior to other modalities on offer. First, the
Investment Program fits neatly within the strategic framework that ADB has agreed with
Afghanistan. The main elements of the country strategy have been agreed with the authorities,
and are aligned to the ANDS as well as ADB’s strategic platform. Second, the MFF brings
upfront the main analytical work, releasing time and resources for watch over the
implementation. To generate impacts and outcome, the Investment Program requires better
institutional effectiveness, but also contract awards and disbursements. The MFF provides a
good platform for establishing a program management office (PMO) with core expertise in
project management and thematic coverage, and a platform from which to refocus ADB
resources and skill mix in the field. The MFF allows parties to plan ahead and engage experts
during the long haul, giving continuity in a climate of high domestic staff turnover. Third, the
MFF helps the country team to plan ahead and manage the ADF envelope in an effective
manner. Under the CPS business plan, ADB will work simultaneously in four areas—transport,
energy, irrigation, and reforms. The intention is to have the first three areas supported through
MFFs and cluster programs in the case of the fourth. This approach will allow the country to
draw finance from umbrella facilities in line with project readiness. This not only improves ADF
“cash management”, but also means “fresher” and more reliable investment cost estimates in
each of the infrastructure sectors (which, as indicated, is a source of great concern in a rapidly
changing construction cost environment). Fourth, although not perfect, the main pre-conditions
for the use of the MFF are in place: road map, policy framework, investment program and
financing plan. The policy framework is adequate, although it is the weakest of the four pre-
conditions for the MFF.® The Government has agreed basic principles (including cost recovery,
maintenance and repair, and funding thereof, adherence to best practice on construction and
safeguards, better governance, competition and institutional restructuring), but more specifics
and refinements are needed over time. These policy principles look fine on paper but the issue

¥ ADB. 2008. Mainstreaming the Multitranche Financing Facility. Manila.



is management of change, as and when needed. A program loan might have taken care of
some of the shortcomings. But, in the meantime, a bigger binding constraint is the lack of proper
infrastructure and qualified personnel. The MFF will provide finance to work on this, recruiting
advisory services to tighten up on the framework itself and monitor progress. The rest of the
MFF pre-conditions are in better shape.

21. From a strategic perspective, roads are essential to Afghanistan’s economic
development for at least three reasons. One, the challenging terrain and the scattered
distribution of the population make alternative modes of transport economically and technically
nonviable. Two, as a landlocked country, its roads are an important conduit for trade with
neighboring countries. Three, roads lead to national integration by enabling faster interprovincial
travel and trade. To this end, full implementation of the Investment Program, which calls for
sequential investments, is imperative. However, because of mounting budget difficulties and
rising construction costs, the Government, which depends on donor financing for all road works,
has difficulty in sourcing funds. This includes obligations under ongoing projects. The MFF
provides certainty (up to the funding made available under ADF X) and predictability.

22. More than 40% of ADB lending to Afghanistan, thus far, has been for transport
development.* Of this amount, over $600 million (about 25% of total donor financing for regional
and national roads) went to improving around 1,000 km of roads (about 22% of all regional and
national roads improved during 2002—2007). The value of these roads for the economy can only
be sustained if other important links in the network are also improved, so that freight and people
can move seamlessly from one part of the country to another, as well as from/to the neighboring
countries. The sector strategy has this as a goal.

23. ADB has invested heavily in nonphysical aspects in the transport sector. It has provided
extensive capacity development and training assistance to MPW. However, the capacity gap
remains a barrier to doing things well and on time. To overcome this barrier, the MFF will
finance the engagement of experts upfront and for longer periods of time to do the following:
(i) help execute individual tranches; (i) perform due diligence on future investments;
(i) establish evaluation, monitoring, and reporting mechanisms; (iv) manage safeguards and
governance matters and set up a results measurement function; (v) carry out design work
upfront to get better estimates of construction costs before procurement; and (vi) support
broader capacity development, including planning, institutional reform, policy reviews, and
governance/fiduciary improvements. A PMO will be set up within MPW to run the entire set of
activities. This office will have teams. The teams will have qualified staff engaged under the
MFF—national and international. It will become the direct counterpart for the ADB team
supervising the execution of the investments under the MFF. ADB’s resident mission in Kabul
will play a major role during the implementation of the MFF. This mission will be strengthened
with five new staff (with experience in project management and administration). Internal systems
and procedures are also being improved.

24, The MFF allows for supplementary financing due to price changes. These price changes
have required the Government to award contracts, including contracts in two ongoing projects®

* ADB. 2007. Country Partnership Strategy. Manila. (Initiating paper, March).

® ADB. 2004. Report and Recommendation of the President to the Board of Directors on a Proposed Loan to the
Islamic Republic of Afghanistan for the Andkhoy—Qaisar Road Project. Manila (Loan 2140-AFG, for $100 million,
approved on 15 December); ADB. 2006. Report and Recommendation of the President to the Board of Directors on
a Proposed Loan and Asian Development Fund Grant to the Islamic Republic of Afghanistan for the North—South
Caorridor Project. Manila (Loan 2257-AFG, for $78.2 million; Grant 0054-AFG, for $40 million; and JFPR 9097-AFG,
for $20 million, approved on 26 September).



financed by ADB, at prices higher than appraised prices—with the intent of financing the gap
from its own resources. This is complicated by the fact that the Government has recently
experienced a large drop in revenues. Therefore, the provision for limited supplementary
financing, even on a retroactive basis, for purely price changes will expedite the completion of
projects that are critical for sustaining mobility. These projects are visible and encourage
community support for the reconstruction and rebuilding process.

25. Last, but not least, the Investment Program has high regional content. The north-south
and east-west trade corridors pass through Afghanistan. Despite the bad security situation, the
repaired and extended road networks have seen high traffic flows and thus have been making a
difference. Passenger and cargo traffic has been on the rise along the “ring road”, including
traffic from Central Asia. Afghanistan plays a special role in the Central Asia Regional Economic
Cooperation (CAREC) program, which calls for investments in transport, energy, and trade.
Roads connect Afghanistan to the outside world, as well as cities, towns, and villages within the
country. Road investments made from the MFF will be visible and yield results, both tangible
and intangible.

26. The MFF meets the pre-conditions as elaborated in Appendix 3.

(1) Road Map. ANDS comes with quantitative and qualitative targets and caters for
new assets, the rehabilitation of existing ones and institutional change.
(i) Policy Framework. To implement the strategy, the Government has adopted a

policy framework. It states that Afghanistan will seek foreign assistance and use
its own resources to build and maintain a network of roads that will provide good
access from one part of the country to another. The framework outlines steps
needed to operationalize the strategy and sustain its impacts.

(i) Investment Program. The road development investment plan of the Government
sets out its proposal for sustainable, road investment over the long, medium, and
short term. It is the largest program of road development planned by Afghanistan
with significant investments in physical and nonphysical aspects of the road
subsector.

(iv) Financing Plan. The Government has prepared preliminary cost estimates and
schedules, and identified several funding sources for the Investment Program.
It has set up a planning unit at MPW to revise and update these aspects, as and
when new information and commitments are received from financiers.

II. THE PROPOSED INVESTMENT PROGRAM

A. Impact and Outcome

27. The Investment Program is an integral part of ANDS. It follows a thorough analysis of
key problems,® which has revealed deficiencies in two key areas—technical and operational
(physical) and institutional and thematic (nonphysical). The two aspects (problems and results)
are linked and were taken into account during the design of the MFF.

28. Under the Investment Program, the road network will expand and improve. The
Investment Program will strengthen the mandate and work of the main institution responsible for
the sector—while adhering to best practice approaches on themes (gender, capacity, private
sector development, environment, and safeguards). All physical works will be carried out

® See problem tree in Figure A2 of Appendix 2.



according to the standards required to meet international and national safety and reliability
standards, and supervised and audited by professional engineers.

29. The improved and expanded road network will increase connectivity, raise intercity travel
speeds, create conditions for more inter-city freight and passengers transport services, cut
operating costs, develop safer roads, thereby allowing people and goods to move efficiently
from one part of the country to another, and to neighboring countries. The Investment Program
will benefit the economy as a whole, including investment and job creation conditions in the
regions and rural areas. Roads will also contribute indirectly to stability and security in the
remote parts of the country.

B. Outputs

30. Investment components under the Investment Program will be selected according to the
criteria and procedures set out in Appendix 4. The physical outputs of these investments will
include (i) 400 km of improved national roads, (ii) 1,500 km of regional and national roads
systematically maintained for up to 5 years, and (iii) where necessary, ancillary and emergency
works (on about 200 km) that become necessary because of insurgency and natural events.
The investments will be made in four tranches scheduled for the period of 2008-2011.
The outputs of each tranche are described in para. 32.

31. The nonphysical outputs (qualitative in nature, although some proxies will be established
over the Investment Program period) include (i) better planning and project management
capabilities, (ii) regular budget and donor finance allocations towards maintenance and repair,
(i) the establishment of a new agency to oversee the road network, (iv) greater transparency
and speed in the way contracts are awarded and handled, (v) full compliance with safeguards,
(vi) a major cut in the number of project and contract subject to changes in scope, and
(vii) stricter fiduciary oversight.

1. Physical Components
a. Infrastructure—New and Existing Assets
32. Infrastructure improvements include new road sections (300 km) and the repair,

rehabilitation, and reconstruction works on about 100 km. Four road sections have been
tentatively identified and three have been fully designed to be constructed under tranche 2, 3,
and 4. These include the roads from Faizabad to Ishkashem (100 km), Jabul Saraj to Surobi (90
km), Kabul to Jalalabad (alternative) road (160 km), and part of Darisuf to Yakawlang road (50
km). Ongoing infrastructure improvements under ADB-financed projects whose costs have risen
due to purely price increases or a change in the financing plan will also be included in this
component. The infrastructure improvement component under the Tranche 1 Project falls under
this category because of the escalation of costs in (i) Andkhoy—Qaisar Road Project (Loan
2140-AFG), and (ii) North-South Corridor Project (Loan 2257-AFG/Grant 0054/JFPR 9097).
Details of these two projects and the proposed works are given in Appendix 5.

b. Ancillary and Emergency Works

33. The MFF includes a component for emergency works in the regional and national roads.
The output of this component will become tangible when specific conflict-induced damages
occur and/or a sudden requirement for access to strategically important areas or enhancements
to network connectivity emerge.

C. Maintenance

34. Maintenance works, both routine and periodic, on approximately 1,500 km of regional



and national roads are included under the MFF. Works will be performed by the selected
contractor(s) according to standards established by MPW for at least 3 continuous years.

2. Nonphysical Components
a. Program Management Office

35. The PMO will handle the day to day work under the MFF. It will have the capability to
manage project execution under each tranche and experts to prepare new projects, including
feasibility studies and design work upfront—preliminary and final designs, technical drawings.
The PMO will also have units to cater for legal matters; gender mainstreaming; safeguards;
finance and administration; financial management; monitoring, evaluation, and reporting; results
measurement; and training on policy, strategy, planning, investment programming, and project
management. It will also handle the establishment of the AHA.

b. Policy and Strategy Oversight

36. The current policy framework needs some refinement. This task will be undertaken by
the PMO through the engagement of experts on the subject matter. ADB will review the strategy
from time to time to see if the targets are being met or the emphasis on specific interventions
should be modified.

3. Special Features

37. One special feature of the Investment Program is inclusion, as part of the physical
investments, of small works such as construction or rehabilitation of off-road service areas,
village access roads, foot paths, and foot bridges, as well as social infrastructure such as
schools and medical clinics in communities in the road impact areas. This feature enables the
local areas to share the benefits of the Investment Program, especially during road construction.
The Government will provide financing from the Afghanistan Reconstruction Trust Fund for
these works. ADB will supplement this finance as and when necessary. Cofinancing will also be
sought from bilateral agencies interested in community driven investments.

38. Another special feature is supplementary financing from the MFF for completion of works
that would otherwise be stalled or curtailed due to unanticipated increases in project costs.
These works fall under the infrastructure improvement component, but will be eligible for
financing only if the cost increase is purely due to a price escalation or a change in the financing
plan, and have been appraised in accordance with the criteria set out in Appendix 4.
The appraisal procedures set forth in ADB’s policy on supplementary financing’ must also be
satisfied. This special feature will be applied for the Tranche 1 Project outlined in Appendix 5.
This feature is accompanied by a contingency under the MFF to finance or co-finance ancillary
emergency works in priority routes. Standard procedures will also be followed in this case.

39. The third is financing upfront to deal with standard project management functions while
addressing the risks and best practice approaches on themes. Instead of relying on traditional
project management units, a PMO will be set up. It will be structured into teams. Three functions
of the teams are highlighted here: (i) legal team to deal with all contractual and bidding
matters, and (ii) a results measurement capability and project design upfront (to delink it
from civil works). Safeguards will also figure prominently in the PMO structure. All the tasks are
to be incorporated into a management information system—blending project management

" ADB. 2005. A Review of the Policy on Supplementary Financing: Addressing Challenges and Broader Needs.
Manila.
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oversight by the PMO with the work of the engineering supervision team, the civil works
contractor and ADB’s administration team in Afghanistan and headquarters.

C. Investment Plan

40. Implementation of the Investment Program over the medium term is estimated to cost
about $1.25 billion. The cost share of the Investment Program assigned to ADB amounts to
$400 million (shown in Table 1). The estimated total cost of the Tranche 1 Project (shown in
Table 2) is $60 million and an indicative breakdown of investments by tranches is provided in
Table 3. Details of the estimated costs of activities financed from the MFF and Tranche 1
Project are provided in Appendix 6.

Table 1. Cost Estimates of ADB Share of the Investment Program

($ million)
Item Amount
A. Base Costs

1. Nonphysical Components 40
2. Physical Components 310
Subtotal (A) 350
B. Contingencies 50
Total 400

Source: Asian Development Bank estimates.

Table 2: Cost Estimates of Tranche 1 Project

($ million)
ltem Amount
A. Base Costs?®
1. Nonphysical Components 2
Project Management®
2. Physical Components 45
Infrastructure Improvements®
Subtotal (A) 47
B. Contingencies® 13
Total 60

@ In 2008 prices, exclusive of taxes.

® $1 million each supplementary financing for Asian Development Bank
(ADB). 2004. Report and Recommendation of the President to the Board
of Directors on a Proposed Loan to the Islamic Republic of Afghanistan
for the Andkhoy—Qaisar Road Project. Manila (Loan 2140-AFG); and
ADB. 2006. Report and Recommendation of the President to the Board
of Directors on a Proposed Loan and Asian Development Fund Grant to
the Islamic Republic of Afghanistan for the North—South Corridor Project.
Manila (Loan 2257-AFG).

Supplementary financing of $18 million and $27 million for civil works in
Andkhoy—Qaisar Road Project (Loan 2140-AFG) and North—South
Corridor Project (Loan 2257-AFG), respectively.

Contingencies are computed at 28% of base costs due to the high
security risk in the project area and price volatility.

Source: Asian Development Bank estimates.
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Table 3: Indicative Breakdown of Investment by Tranches

($ million)
Component Tranchel Tranche2 Tranche3 Tranche 4 Total
Project Management 2 5 5 8 20
Civil Works 45 75 75 115 310
Working Capital — 10 8 2 20
Contingencies 13 10 12 15 50
Total 60 100 100 140 400

— = not available.
Source: Asian Development Bank estimates.

D. Financing Plan

41. The Government has requested ADB to finance part of the Investment Program through
an MFF in amount up to the equivalent of $400 million. Financing will be provided as grants
from ADB’s Special Funds resources in accordance with relevant ADB policies, the framework
financing agreement (FFA) between ADB and Afghanistan, and the Special Operations Grant
Regulations, ® subject to modification that may be included under individual financing
agreements.

42. Afghanistan will submit a periodic financing request (PFR) for batches of projects, which
ADB will review in accordance with the FFA and approve for financing from the MFF. Specific
terms of each tranche will be based on the related PFR and ADB'’s then policy and procedures
for financing investment projects in Afghanistan. The first PFR is presented to ADB’s Board of
Directors, together with the FFA. The amount of a grant will be determined by the maximum
annual Special Funds made available for Afghanistan. The last date on which any
disbursements under any tranche may be made is by 31 December 2017. Afghanistan is
expected to submit the last PFR no later than 30 September 2012. The MFF for the Investment
Program will lapse if the legal agreement for the first tranche is executed within 2 months from
the date of Management approval for execution of the agreement.

43. Pursuant to the FFA and in accordance with the first PFR, a grant of $60 million from
ADB’s Special Funds resources will be provided to cover the cost of the Tranche 1 Project.
The grant will have terms and conditions in accordance with the understandings in the FFA, as
supplemented under the relevant financing agreement. The tentative financing plan for the
Investment Program is in Table 4.

Table 4: Tentative Financing Plan

Amount

Source ($ million) Percentage
Asian Development Bank 400 32
World Bank 150 12
United States Agency for 400 32
International Development
Others*® 300 24

Total 1,250 100

# Includes the Government's resources.
Source: Asian Development Bank estimates.

8 ADB. 2005. Special Operations Grant Regulations: Applicable to Grants Made by ADB from Its Special Funds
Resources. Manila (7 February).
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44, The policy paper titled “Revising the Framework for Asian Development Fund Grants”,
which proposes revisions to the ADF grant framework and approved by ADB’s Board of
Directors on 26 September 2007, provides that, for countries eligible for grant assistance, the
level of grants in the country program will be based according to a country’s debt-distress
classification. Afghanistan is at present classified as a country with high risk of debt distress,
and therefore eligible to receive 100% grant assistance.

45, There are some caveats to the use of ADB’s Special Funds resources. First, the actual
final amount will be subject to the size of the ADF envelope. That has been agreed for the next
3 years (2008-2010). Thereafter, and at the ADF X mid-term review stage planned for 2010,
there will be consultations between ADB and ADF donors regarding the application, or
otherwise, of the performance based allocation formula. Afghanistan has entered the
performance based allocation system, although this was done on the understanding that its
application needs a special review before it kicks in. The Government understands that ADB's
commitment is limited and contingent on the availability of funds. Although neither ADB nor the
Government would be under any legal obligation to grant or receive, the moral hazard element
has also been taken out of the equation through detailed discussion of the ADF envelope and
the implications for the financing of the Investment Program. Second, although at this stage the
first tranche finance will be extended on a grant basis, ADB cannot commit to retaining these
terms and conditions during the availability period of the MFF. If the ADF envelope were to be
reduced during the mid-term review of ADF X. ADB and the Government will enter into
discussions with a view to adjust either one or all of the proposed MFF’s for the three sectors
and the program lending, envisaged over the same period. Under this scenario, it will be either
necessary to cut on a prorata basis, cut one or two areas (and leave the others unchanged) or
seek cofinancing from donors. By 2010 (until then ADF X financing is firm), only a portion of the
civil works contracts under the Investment Program would have been committed to. This means
that adjustments to the ADF X envelope would not have a negative impact on the contracts
entered into with civil works contractors.

46. The first tranche makes a relatively small allocation of funding to program management
($2 million) whereas the need is projected at $40 million over the MFF period. The reason for
this is that the first tranche focuses on two existing projects and not yet on new road
infrastructure development. The allocations made in ongoing ADB financed projects for program
management will be sufficient to start the establishment of the PMO and engage the services of
advisors to put in place a basic structure to be financed under the second tranche. In the
second tranche, the “soft” component could be significant in size. The relatively high budget
allocation takes into account the fact that a major part of the work will be upfront design work
and actual contract supervision. These are relatively expensive items, but necessary in the
Afghan context. The allocations of investment over the MFF period is given in Table 3.

E. Implementation Arrangements

1. Program Management

47. Closer teamwork and efficient lines of communication between MPW units, which will be
the Executing Agency for the Investment Program, and ADB are crucial success factors for
implementing projects and institutional reforms under the MFF. There are three main
challenges: organizational structure, experience, and know-how. The most critical of these is
the limited supply of qualified national and international staff.

48. The organizational structure is easier to fix. Apart from spinning off the road network
management responsibility to the AHA, the main proposal is to create a tighter unit—a PMO
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with a more precise mandate and resources. As indicated elsewhere in the report, this office will
be split into teams, each with a leader, staff, and resources and a clear responsibility and
accountability lines. These teams will be run by expatriate and national advisors and MPW staff.
The work will be backed by the introduction of systems and procedures (including a
management information system), a simple project management plan, and a standard ADB
Facility Administration Memorandum. The office will be the main entry point for ADB staff
overseeing the execution of the MFF. For decision making on policies, strategies, financial
matters, and internal approvals, the PMO will have direct access to the deputy minister of MPW.
This deputy minister doubles up as the main focal point for ADB in the transport sector. He is
also a major player in CAREC.

49, The staff gap is much more difficult to deal with. There is a shortage of qualified national
staff, and those who are good soon leave their jobs, either for the local private sector or abroad.
It is extremely difficult to build capacity under these circumstances. The history on this front is
the equivalent to “boom” and “bust”: we create capacity, it goes away and then it needs to be
replaced. This makes it impossible to create institutional and project management memory.
More often than not, ADB and other donors have to start again from scratch every time there is
a new transaction. Although this problem will not go away, at least not for a long time, it is
hoped that the use of the MFF approach might soften it somewhat. Specifically, the proposal is
to create a large budget line and finance teams: (i) core team of experts to handle immediate
project management tasks; (i) short term experts engaged on demand to sort out specific
problems related to these tasks; and (iii) a pool of local staff, trained and coached to do different
jobs. This pool will not prevent staff turnover, but at least it will give continuity to the PMO when
some staff leave (at least two people should be trained in the same discipline at the same time).
The budget allocation of around $40 million over the MFF period seems substantial by other
country standards. There are two qualifications to make. First, the bulk of the budget will be for
design work (to de-link it from civil works contracts) and contract supervision. This is quite
expensive. The objective is to front-load this work, leaving contractors with a simpler and more
focused mandate (with fewer conflicts of interest). Second, the PMO needs teams, and these
need to cross multitranche periods. This approach provides critical mass and continuity. Many
of the experts will come from outside Afghanistan, which translates into a higher cost.

50. The structure of the PMO and the lines of communication are shown in Figures A7.1 and
A7.2 of Appendix 7 with details in Supplementary Appendix A. The PMO teams are as follows:

a. Leadership

51. This team will be run by a program director with experience in civil works contracts in the
roads sector. The director will report to the deputy minister of MPW but operate independently
on a day to day basis. The job will have performance targets—quantitative and qualitative. ADB
will play a role in the appointment.

b. Technical Team

52. This team will be responsible for two main tasks: design for subprojects and supervision.
The experts will also help prepare bid documents, contractor prequalification, and final bid
assessments.

C. Legal Team

53. This team will be responsible for the entire bidding process, including the preparation of
documentation, awards and contract negotiations, and final contract management. Contract
variations will be channeled through this team—in terms of legal content. The team will also
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report on all undertakings made by the Government to ADB under the MFF including operating
policies and procedures.

d. Safeguards Team

54, A pool of experts will handle safeguards matters during implementation. The work will
start with due diligence for new projects and include safeguards frameworks and plans (for the
MFF as a whole and the Tranche 1 Project, respectively). The safeguards experts will monitor
compliance during the execution phase. ADB will have a direct entry point to this team.

e. Gender Mainstreaming

55. The PMO will engage the services of experts to advice on gender mainstreaming.
This is an issue of great importance in a country such as Afghanistan. The concept here is that
each investment must be “gender proofed”. In addition, it is imperative that broader gender
issues at the sector level form part of the policy framework. Besides HIV/AIDs matters during
the construction phase, the team will also ensure adequate and timely consultations during the
preparation of subprojects and adherence to gender plans during the implementation phase.
This team will play a pivotal role during the design stage, but also with respect to the community
driven investments along the program roads. This is the first time that this approach is being
taken in an investment program. There will be some “learning by doing”. Appropriate reports will
be submitted on the subject matter. An ADB regional department front office gender focal point
will work closely with the gender team assigned to the MFF.

f. Evaluations, Monitoring, and Reporting

56. This function is required not only for ADB but also for the Government—to see how the
investments are performing and benefiting communities. A pool of experts will be engaged by
the PMO for this purpose.

g. Results Measurement

57. This is another new feature of the Investment Program and the MFF. The idea here is to
engage the services of an expert (or to outsource work to a local institute) to measure
guantifiable and non- quantifiable impacts, outcome, and outputs arising out of the Investment
Program. There is a “before”, “during” and “after” scenarios at play. There is no well- established
methodology to perform this type of work on infrastructure projects, although a university in
Belgium is spearheading ideas on this front. This team has been engaged by CWRD to
undertake pilot assessments under CAREC road projects. The work will commence in 2009. It is
hope that the Investment Program, and the experts engaged to do this work in Afghanistan, will
benefit from this assessment.

h. Finance and Administration

58. One of the most important tasks under the PMO is to ensure that all the funds are used
for the intended purposes and to record and account for them on a regular basis. A special
team will be tasked to perform this work and will be responsible for cash management, payment
requests and withdrawals and for the commissions of audits of accounts. This team will be led
by an expert with experience and a sound track record on the subject matter, reporting directly
to the PMO director. ADB will have direct access to this expert. All key anticorruption,
procurement, and financial management arrangements will be channeled through this team.

i. Due Diligence

59. The preparation of new subprojects requires due diligence: technical, commercial, legal,
financial, social, safeguards, financial management, procurement, implementation, governance,
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etc. The PMO will commission work as and when required to undertake such work. This will
lead to the submission of new PFRs.

j- Capacity, Policy, and Strategy

60. The road sector has institutions that are ineffective and inefficient. The restructuring
proposed under the Investment Program (creation of the AHA) is complex, and requires a pool
of experts, local and international. The other area to focus on is the training of staff on project
management, administration, safeguards, and procurement. There will also be a need to watch
over the policy framework and strategy, coming up with refinements as and when required. This
team will look at the “big institutional picture”; but also at sector, project, and thematic issues.

61. The ADB team at the resident mission in Kabul will be strengthened, with a permanent
focal point for each sector and technical and administrative back-up staff. Headquarters will
integrate with this team. The objective is to do the bulk of the work in the field, including
checking procurement and disbursement matters, providing technical advice and handling
administrative work and reporting. The ADB team will work with the PMO in a seamless manner.
This joint venture will cut paperwork and ease decision-making. The objective is to increase
contract awards and disbursements while improving the efficiency and effectiveness of the
institutions. The draft facility administration memorandum, which will be finalized by ADB and
agreed with MPW during the inception of the MFF, is shown in Supplementary Appendix A.

2. Periodic Financing Requests

62. The criteria for selecting, and procedure for obtaining ADB’s approval of a tranche are
given in Appendix 4. The PMO will prepare a draft appraisal report in line with standard ADB
requirements. The report will also include details of the contract packages, contracting method
(design-bid-build or design-build), special features, if applicable, and the services that will be
procured for supervision of works or to support the PMO. The technical designs will meet
appropriate standards and relevant policies, and all social and environmental safeguards.

63. MPW will submit a draft appraisal report on each PFR to ADB, which will perform a due
diligence analysis in accordance with the relevant policies and procedures, and approve the
report, if in good condition. If required by ADB, the PMO will revise the report, and submit the
final version of the PFR, to ADB for approval. MPW may simultaneously carry out advance
contracting for goods, works, and services as approved by ADB. ADB has reviewed and
approved the appraisal report on the Tranche 1 Project, and the Ministry of Finance has
submitted the first PFR. The appraisal reports and PFRs related to subsequent projects will
have the same format as the first report and PFR.

3. Implementation and Disbursement Schedules

64. The indicative implementation and disbursement schedules for the MFF are shown in
Figure A7.3 and Table A7 of Appendix 7, and in details in Supplementary Appendix A. These
schedules will be continually reviewed and updated by the joint team to ensure timely
completion of activities.

4, Procurement of Consulting Services

65. Consultant Selection Methods. Careful oversight of works and a strong professional
relationship with the employer and contractor will be part of the mandate of the PMO. Under
ongoing projects, consultants selected according to the quality and cost-based selection
(QCBS) method were unable to exercise adequate oversight and replace key supervision staff
including team leaders due to cost implications. Moreover, lapses in monitoring and reporting
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have caused unnecessary costs and embarrassment to the Government. Therefore, flexibility to
place more emphasis on quality than on the cost of consulting services is essential. To this end,
MPW will select and engage consultants in accordance with ADB’s Guidelines on the Use of
Consultants (2007, as amended from time to time) and the procurement plan in Appendix 8,
using either QCBS or the quality-based selection (QBS) method, as appropriate. The
procurement plan, which covers activities in the next 18 months, will be updated, at least
annually. Procurement of additional services under the Tranche 1 Project is not anticipated
because project management services are ongoing.

66. Core and Short-Term Consultants. MPW will engage a core experts and budget for
short term ones, which will be recruited to perform tasks on demand and at shorter notice.
The consultants will be engaged either as firms or individuals under the second tranche. Terms
of reference for these consultants will be submitted as part of the second PFR.

5. Procurement of Goods and Works

67. Methods of Procurement and Contracting. MPW will undertake all procurement
activities in accordance with ADB’s Procurement Guidelines (2007, as amended from time to
time), and the procurement plan is in Appendix 8. At least once in 12 months, MPW will update
the procurement plan to include activities in the next 18 months. MPW may opt to include post-
completion maintenance for periods of up to 5 years as part of infrastructure improvement
works, which will be procured using international competitive bidding (ICB) procedure.
Maintenance works on existing roads and emergency and ancillary works, if necessary bundled
into packages for ease of administration, will be procured using ICB or national competitive
bidding (NCB) procedures. The NCB Annex in Supplementary Appendix B summarizes
necessary modifications to or clarification of Afghanistan’s procurement procedures to carry out
NCB for ADB-financed projects. NCB will be used only for projects valued at less than $1 million
and in cases where it is deemed more expeditious than ICB. Design-bid-build or design-build
contracting may be used for infrastructure improvement, and ancillary and emergency works.
Maintenance contracting will be performance (output) based or based on a hybrid of input (bills
of quantity) and output. Under the Tranche 1 Project, financing will be solely for price changes in
ongoing ADB-financed projects, where all works contracts have been awarded. Therefore, there
is no need for procurement of goods or works.

68. Bidding Documents. ADB’s standard bidding documents will be used for procuring
infrastructure improvement works. They will, to the extent possible, contain performance criteria
and security assurances that will increase the efficiency and timeliness of completion. In the
case of design-build works, depending on the level completion of designs at the procurement
stage, bids may be called on the basis of standards and specifications instead of quantities.
Bidding documents for maintenance works on existing roads will follow the World Bank’s® or
other international agencies’ documents for performance-based works, modified to ensure
consistency with ADB’s guidelines and Afghanistan Procurement Law (October 2005) with
reference to NCB Annex in Supplementary Appendix B, and Section 3 of the procurement plan
in Appendix 8. For post completion maintenance of infrastructure improvement works, the same
maintenance bidding documents may be included as part of the standard documents. In either
case, MPW will prepare the documents for works and maintenance, and submit them to ADB for
approval before calling for tenders.

° Available: http://mww.worldbank.org/html/opr/procure/bdocpage.html.
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69. Special Procurement Condition. Some projects of the Investment Program will be
located in areas where countries that are not ADB members could provide materials, at highly
competitive prices. Explicit procurement restrictions may preclude civil works and maintenance
contractors from seeking the best business terms from suppliers in these countries and
submitting competitive bids. To keep the project costs to a minimum, ADB Management
proposes that works contractors financed from the MFF be allowed to procure bitumen from any
country, including the countries that are not ADB members for use in the Project.
This special condition was approved by the Board for previous four projects’® in Afghanistan.
ADB and MPW, through routine reviews and procurement audits, will ensure the contractors’
strict adherence to this special condition.

6. Advance Contracting and Retroactive Financing

70. To expedite the bidding process, ADB Management has approved advance contracting
and retroactive financing from the MFF for expenditures incurred on eligible works, goods, and
services. Advance contracting allows MPW to commence procurement activities, at its own risk,
prior to signing of the financing agreement. Afghanistan was informed that, in order for
expenses incurred under advance contracting to be eligible for retroactive financing, such
procedures (including advertising) must comply with ADB’s Procurement Guidelines and
Guidelines on the Use of Consultants. Once the financing under each tranche becomes
effective, up to 20% of grant proceeds from any tranche may be used to retroactively finance
eligible expenditures incurred under that tranche, pursuant to advance contracting, during the
period not exceeding 12 months prior to signing of the project financing agreement.
Alternatively, the Government may opt for advance contracting without retroactive financing, in
which case the procurement procedures completed under advance contracting do not conclude
with the award of contract until after the grant becomes effective. Afghanistan acknowledges
that any concurrence by ADB with the procedures, documentation, or proposal for award does
not commit ADB to finance such expenses.

7. Anticorruption Measures

71. MPW, through the PMO, will maintain oversight of all externally funded projects in
accordance with international best practices. The national procurement law has several key
safeguards and specifies the accepted conduct of public officials in the event of a conflict of
interest and corruption. Methods of procurement for externally financed activities, including
ADB'’s projects, follow specific procedures and guidelines. Procurement of works and services
for budget-financed projects is based on the national procurement law. However, there is no
formal record keeping, evaluation of contractors’ and consultants’ performance, or conflict-of-
interest disclosure by procurement committee members and bidders. Site reviews by MPW are
inadequate. As part of its reform process, MPW will establish eligibility criteria for persons
serving on bid evaluation committees and will require disclosure of assets and conflicts of
interest. Additionally, MPW will engage private firms to conduct procurement and operability
(technical) audits of randomly selected works contracts within 12 months of contract and 6

19 ADB. 2003. Report and Recommendation of the President to the Board of Directors on a Proposed Loan to the
Transitional Islamic State of Afghanistan for the Emergency Infrastructure Rehabilitation and Reconstruction
Project. Manila (Loan 1997); ADB. 2004. Report and Recommendation of the President to the Board of Directors on
a Proposed Loan to the Islamic Republic of Afghanistan for the Andkhoy—Qaisar Road Project. Manila (Loan 2140);
ADB. 2006. Report and Recommendation of the President to the Board of Directors on a Proposed Loan and Asian
Development Fund Grant to the Islamic Republic of Afghanistan for the North—South Corridor Project. Manila (Loan
2257); and ADB. 2007. Report and Recommendation of the President to the Board of Directors on a Proposed
Asian Development Fund Grant to the Islamic Republic of Afghanistan for Road Network Development Project 1.
Manila (Grant 0081).
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months prior to MPW taking over the project site from the contractor. A detailed review of the
financial management and governance procedures of MPW and MOF is provided in
Supplementary Appendix C.

72. ADB'’s Anticorruption Policy (1998, as amended to date) was explained to and discussed
with the Government and MPW. Consistent with its commitment to good governance,
accountability, and transparency, ADB reserves the right to investigate, directly or through its
agents, any alleged corrupt, fraudulent, collusive, or coercive practices relating to a project.
To support these efforts, relevant provisions of ADB’s Anticorruption Policy are included in the
grant regulations and the bidding documents related to each tranche project. In particular, all
contracts financed by ADB in connection with a tranche shall include provisions specifying the
right of ADB to audit and examine the records and accounts of MPW and all contractors,
suppliers, consultants, and other service providers as they relate to a tranche. MPW wiill
undertake necessary measures to publicly disclose project-related procurement actions such as
information on bidding procedures adopted, specifications of goods, works, and consulting
services, participating bidders, and award of contracts. ADB made clear to the Government that
any proven wrong-doing on the fiduciary front will automatically lead to the suspension and/or
cancellation of the MFF.

8. Disbursement Arrangements

73. Proceeds from the MFF will be disbursed in accordance with ADB’s Loan Disbursement
Handbook (2007, as amended from time to time). In order to pay routine project management
costs, a separate imprest account with an approved ceiling of $100,000 will be established
promptly after effectiveness of each grant agreement at a commercial bank acceptable to ADB,
and the account will be managed by MPW. To expedite the flow of funds and simplify
documentation processing, the statement of expenditures procedure will be used for liquidation
and replenishment of the imprest account and reimbursement of eligible expenditures not
exceeding $50,000 per individual payment. Based on supporting documentation, ADB will
reimburse, liquidate, or replenish payments in excess of the statement of expenditures ceiling.
MOF will monitor the imprest account, and review monthly reconciliation of the account.

9. Reviews

74. In addition to monitoring by the operational division and periodic reviews by missions,
ADB, together with MOF and MPW, will perform on and off-site reviews of the Investment
Program and the projects financed from the MFF. In the first 2 years of the Investment Program,
quarterly or biannual reviews may be needed. A midterm review of the Investment Program (all
components of all projects financed from the MFF) will be performed in mid—2011. The reviews
will focus on identifying causes and agreeing on measures to correct negative deviations from
targets for (i) output rates, (ii) disbursements, (iii) reforms, (iv) financial and procurement audits,
and (v) safeguards compliance. ADB has allocated additional resources and staff to ADB’s
resident mission in Kabul to participate in the reviews, facilitate coordination with the
Government, and maintain better oversight.

10. Accounting, Auditing, and Reporting

75. The PMO will maintain, for each tranche, records and accounts required to identify
() goods, works, and services procured; (ii) funds received from ADB and MOF; and
(iii) expenditures incurred. Annual financial audits will be performed by the Office of the Auditor
General of Afghanistan. In instances when that office is unable to undertake the financial audits
on time, MPW will engage a private firm of auditors using the QCBS method according to
ADB’s Guidelines on the Use of Consultants. Within 6 months after the end of each fiscal year,
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MPW will submit to ADB the audited project accounts and the auditors’ report, for each project,
including a separate opinion of the auditors on the use of the imprest account and the
statement of expenditure procedures. A detailed assessment of the strengths and weaknesses
of the present accounting, auditing, and reporting system in Afghanistan is given in
Supplementary Appendix B.

76. Additionally, MPW will engage specialists to conduct technical audits using the QCBS
method according to ADB’s Guidelines on the Use of Consultants. Technical audit reports will
be submitted to ADB within 1 month after completion. The PMO will also prepare, and submit to
ADB, summary quarterly reports on the performance of each component of each project.
The reports will include information on physical progress, past disbursements, projected
disbursements in the following quarter, implementation of social and environment safeguards,
problems (if any) encountered, actions taken, and activities planned in the following quarter.

11. Project Performance Monitoring and Evaluation

77. Based on guidance provided by ADB, MPW has prepared a systematic procedure of
recording and analyzing related data to monitor and report performance of ongoing projects to
its stakeholders. MPW will use the same procedure, with modifications where necessary, to
monitor and report to ADB on the performance of the MFF. The reports will contain baseline
values of indicators, targets, and milestones corresponding to the expected impacts, outcome,
outputs, and activities identified in the design and monitoring framework, including special
features and other relevant measures agreed between ADB and MPW.

78. The PMO will collect baseline data and other information during implementation.
Thereatfter, it will analyze data every 12 months, and including the results of the analyses and
corrective measures (if any) taken to reverse negative trends and MPW'’s quarterly report to
ADB impacts. ADB review missions will discuss these reports and actions taken by MPW to
ensure that all the targets and milestones are met.

79. MPW will perform a final analysis of related primary and secondary data on impacts and
outcome within 1 month from completion of each project. The results of this analysis will be
included in the recipient's project completion report, which will be submitted to ADB within
3 months of each project completion. These results will be verified by ADB and reported in its
project completion report for each corresponding project.

12. Stakeholder Participation and Consultation

80. ADB, USAID, and the World Bank together have financed more than 75% of the cost of
improving the economically and strategically vital “ring road” in Afghanistan. To ensure that
future development efforts in the road sector are aimed at a common goal, ADB has consulted
USAID and the World Bank while preparing the MFF. Likewise, ADB has met with people of
villages adjacent to the roads being constructed, road users and road builders to ascertain the
immediate impacts, both positive and negative. These meetings revealed that the positive
impacts far outweigh the negatives. Based on these lessons, MPW will ensure that the
Investment Program is implemented with active participation of all national stakeholders, using
participatory practices. Consultation will continue throughout the Investment Program
implementation. MPW, through regular field visits and the use of specialists, will implement each
tranche. Disclosure of relevant information will continue throughout implementation of the
Investment Program. In the case of tranche 1, resettlement and environmental impacts have
been discussed with the stakeholders, including affected persons and local administrative units,
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and the relevant information has been publicly disclosed through the local media and ADB's
website.

V. BENEFITS, IMPACTS, ASSUMPTIONS, AND RISKS

A. Benefits and Impacts
1. Economic Benefits

81. The condition of roads and level of network connectivity at present are such that even
minor improvements to them provide large economic benefits to road users and the economy as
a whole. Interviews with traders in the villages and towns along the improved roads confirmed
that the price of key commodities have dropped by up to 50% soon after the works were
completed. These benefits could be sustained by making selected investments in the right
places at the right time. To this end, for every investment from the MFF, MPW will perform
economic analyses in accordance with ADB’s Guidelines for the Economic Analysis of Projects
(1997) to ensure that it meets the benefit thresholds before requesting financing for that
investment from the MFF. The two subprojects of the Tranche 1 Project, (Loan 2140-AFG and
Loan 2257-AFG), had significant positive net present values (NPVs), and economic internal
rates of return (EIRRs) of 19% and 31%, respectively. The increase in their costs by 22% and
31%, respectively to contract price changes will lower the NPVs estimated at appraisal by 9%
and 22%, and EIRRs estimated at appraisal by 3% and 4%. However, the subprojects remain
robust, as described in Appendix 9.

2. Sustainability—Physical Components

82. MPW will have to set aside funding to maintain and repair the networks. This is part of
the MFF conditions. Failure to do so will trigger a cancellation or suspension of the MFF.
The MPW is implementing a management information system under the ongoing Grant 0081-
AFG. This system would enable many of the tasks handled manually at present to be expedited
and information to be stored for future use on maintenance needs. Additionally, ADB recently
assisted the Ministry of Transport and Civil Aviation in revising surface transport service
regulations, which would increase cost recovery from road users. In the interim, USAID and the
European Union are financing part of the required maintenance costs through separate
programs, which later could be mainstreamed into MPW operations. ADB has also allocated
$20 million from Grant 0081-AFG for maintenance of roads already improved and set aside $30
million from the MFF for continuing this work. Implementation of vehicle weight control
measures by MPW and supported by ADB will gradually reduce the number of overloaded
vehicles on the roads, and the consequent damages to the pavements. Additionally, a sound
financial management system has been implemented at the PMO, and it will be upgraded to be
part of MPW'’s overall management information system (which will be operationalized by 2010).
These activities, in concert with the maintenance and institutional reform components of the
Investment Program, will help increase the sustainability of Afghanistan’s investment in its road
network.

3. Sustainability—Nonphysical Components

83. Staff training planned under the Investment Program will be supplemented by the
Government salary and career program. The operationalization of AHA will allow the delegation
of responsibilities to various operational departments. That should increase accountability and
staff satisfaction. Other institutional improvement areas are highlighted above under the role
and functions of the PMO.
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4. Environmental Impacts

84. The Investment Program has been assessed according to ADB’s Environmental Policy
(2002). It is classified as category B due to the minimal short-term environmental impacts of
improvement and maintenance works planned in each of the projects. Long-term environmental
impacts of the Investment Program will be addressed during implementation. Assessment of
short-term impacts and their mitigation will be made in accordance with the environmental
assessment and review framework given in Appendix 10. MPW prepared the framework in
accordance with ADB’s Environmental Policy (2002) and Environmental Assessment Guidelines
(2003), as well as relevant laws and regulations in Afghanistan. It has been agreed with ADB.
Sufficient funding has been set aside from the MFF to mitigate, where necessary, environmental
impacts of the projects to be funded from it. MPW will monitor implementation of environmental
management plans for the projects through its staff and supervision consultants, and report to
ADB every 6 months. After reviewing MPW'’s environmental impact monitoring reports and
discussing with the supervision consultants for each subproject of the Tranche 1 Project, ADB is
satisfied that there have been no significant environmental impacts up to now and none in the
future. Minor lapses on the part of the contractor (such as inadequate dust control, delays in
disposing of construction waste, and excess run off from vehicle servicing) have been identified
by the supervision consultants and immediate corrective action has been taken. Moreover,
related requirements in the loan and grant covenants have been satisfied and the initial
classification (category B) of the Tranche 1 Project still holds.

5. Land Acquisition and Resettlement Impacts

85. Land acquisition and resettlement impacts of each project under the MFF will be treated
according to the resettlement framework given in Supplementary Appendix D, which was
prepared by MPW in consultation with national and local administrative bodies and in
accordance relevant ADB policies. The impact assessment and mitigation will depend on the
method of contracting for the different types of physical works. In design-bid-build contracts,
MPW will prepare detailed designs and corresponding resettlement plans (RPs) and implement
them simultaneously with procurement of works. MPW will not sign works contracts prior to
completing land acquisition and resettlement activities. In the case of design-build contracts,
which would allow works to be expedited by the designing the road while physical works
progress, after the award of contracts and during the detailed design phase, MPW will work
through the supervision consultant(s) and the contractor(s) to determine impacts. Depending on
these impacts, MPW will prepare resettlement plans and implement the plans after obtaining
approval from ADB.**

86. Works contracts will contain specific provisions, and MPW and the supervision
consultants will exercise careful oversight to ensure that works in the impacted areas are not
undertaken until the key resettlement activities are completed. The supervision consultants’
contracts will contain specific monitoring provisions requiring their teams to include resettlement
and social development specialists to monitor the works and assist MPW. MPW will engage an
external monitor to review and report on resettlement activities to the stakeholders and ADB.
The external monitor will be responsible for issuing a no-objection certificate for
commencement of civil works. Funding from the MFF has been set aside for land acquisition,
resettlement, and safeguard monitoring. After reviewing MPW’s land acquisition and
resettlement impact monitoring reports and discussing with the supervision consultants for each

! This condition is an assurance provided by Afghanistan in Loan 2140-AFG: Andkhoy-Qaisar Road Project, and will
be included in legal documents pertaining to each Project of this Investment Program.
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subproject of the Tranche 1 Project, ADB is satisfied that there has not been any land
acquisition or resettlement up to now, and there will be none in the future. Moreover, related
requirements in the covenants have been satisfied.

87. An assessment of the impact of the Investment Program related activities on indigenous
peoples has been performed in accordance with ADB’s Indigenous Peoples Policy (1998).
The constitutional categorizations of the people of Afghanistan do not include any as indigenous
peoples, and there are no people that will be negatively affected by the Investment Program
related activities. The Investment Program is accordingly classified as category C.

6. Social and Poverty Impacts

88. There will be several externalities of the Investment Program, direct and indirect. Among
these are employment opportunities for road works, and the 3 to 5 year maintenance contracts
envisaged under the construction works contracts, which will be for longer periods for road
works. Additionally, access to health care and potable water will be increased as a result of the
community infrastructure improvements planned in conjunction with road improvements.
There is an ongoing HIV/AIDS awareness campaign financed under previous ADB-financed
projects that is expected to have an impact countrywide by focusing on vulnerable mobile
groups such as commercial vehicle operators. The provincial reconstruction teams of the
international forces have increased surveillance on national and regional roads, which will serve
as a deterrent to trafficking of drugs and people. Afghan forces are expected to take over these
duties in the long run. To maximize these externalities, poverty reduction and social strategies
will be prepared according to ADB’s handbooks on poverty reduction and social analysis
during the design of subsequent projects financed from the MFF. Implementation of the strategy
will be closely monitored by external observers engaged by MPW.

B. Assumptions and Risks

89. Security is the main risk. Awarding contracts at a reasonable price is already difficult, but
carrying out civil works is more complicated in the current security environment. Delays to civil
works contracts have been a common feature of ADB and other donor-backed road projects.
Better project management, more community buy-in and smarter phasing of particular sections
(against the financing) improve schedules and cut cost overruns. But security can derail good
work at short notice. This falls outside the direct ADB and MPW domain. The small scale
community investments should cut the number of disruptions to contractors. But beyond this,
success will be a function of overall security cover, and it is assumed that the proposed
increase in international forces will help curtail and eventually lessen this risk.

90. The Investment Program needs good institutions and strong management and
governance. Good planning, best practice concepts, sound project management, fiduciary
oversight and transparent bidding and contract management processes require not only
experienced personnel, but also efficient and effective systems/procedures and controls.
On the institutional front, considerable hope is placed on the establishment of AHA, which will
take over the management of the road network.

91. This also requires leaders. But, not all is well in Afghanistan at all times on these fronts.
Good and experienced people often leave MPW after training and the new ones are not always
ready to take on project management responsibilities. The Investment Program will introduce
better organizational structures, greater staff continuity, including among advisors. But staff

12 ADB. 2006. Poverty Handbook. Manila. ADB. 2007. Handbook on Social Analysis. Manila.
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turnover will likely remain high. This implies a high level of hand-holding. Governance and
fiduciary controls need strengthening. The MFF will provide assistance for improving these
areas. The FFA and the legal agreements clarify that corruption and violations of ADB's
Procurement Guidelines and Guidelines on the Use of Consultants. These will be “deal
breakers” and may lead to the immediate suspension of ADB financing. Adherence to policy and
procedures represent other filters.

92. Capacity building will be crucial and the only solution in the long term to getting things
done well and on time. In the short term, intensive and direct help will need to be a feature of
the ADB work. The quality of this work will be a function of the quality of the advisors ADB
finance. Neither ADB nor most of other development partners have been successful on this front
in Afghanistan. Two year tours of duty by consultants and staff are too short in most places,
especially so in Afghanistan. This happens even at the resident mission level.

93. Another risk is financing. ADB will provide the necessary funding for capital expenditure,
but in the long run the main issue is maintenance and repair. This needs a recurrent budget
allocation. Budget allocations in the past have been haphazard and the fiscal policy has been in
disarray lately, with tax collection down on expectations. A “road fund” might be part of the
solution, but even this requires seed capital. The matter requires attention and this will be
provided through the PMO. It is not far-fetched to expect some of the donor funding to be
brought into the national budget, for this to be made this available for priority investment
programs under ANDS. At present, only a few donors operate through the budget. ADB is one
of them.

94. A reversal of the strategy and the policy framework by the Government is also a risk.
The former is less likely to happen than the latter. In the latter's case, the aim is to maintain a
close eye on the principles and to call for additional refinements over the MFF period.
The Government is willing to receive advice in this area.

V. ASSURANCES

95. ADB will seek assurances from Afghanistan that, through MPW, it will ensure that:

96. Sector Specific Undertakings. The Afghanistan Highway Authority envisaged under
the MPW Strategy will be established and operationalized by 2013 at the latest. Afghanistan
provides counterpart funds for selected social infrastructure (e.g. buildings for schools and
medical services, drinking water wells, etc.) in the communities in the Investment Program
impact areas. Adequate funds for completing improvements to the remaining regional and
national roads in accordance with the MPW Strategy are secured, and are available, and
sufficient funds are allocated from its own budget and made promptly available for maintenance
of roads financed from the MFF and previous grants and loans from ADB.

97. Environment. Roads and related infrastructure are designed and operated in
accordance with applicable laws and regulations, ADB’s Environment Policy (2002), and all
steps are taken to (i) prepare, during the detailed design stage and submit for ADB review and
approval, an initial environmental examination report and/or environmental impact assessment
report, and at the point of starting of works, an environmental management plan to prevent or
mitigate adverse impacts of each tranche project; and (i) monitor implementation of the
environmental management plan and report on the status of each tranche to ADB every
6 months.
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98. Land Acquisition and Resettlement. In accordance with applicable laws and
regulations, ADB’s Involuntary Resettlement Policy (1995), and the resettlement framework (i) a
resettlement plan is prepared after the completion of detailed design and agreed on with ADB,
and disclosed to the affected persons (ii) all compensation is paid in a legal and transparent
manner before taking possession of the acquired land, structures, and other assets; (iii) as a
condition for commencing works in a given location, the external monitor will submit a no-
objection certificate to the PMO and ADB, confirming that there are no outstanding issues
related to the resettlement plan implementation; and (iv) an independent resettlement/social
development monitor is engaged to consult with local governments and communities, as well as
nongovernment organizations and report on the resettlement plan implementation quality to the
national stakeholder and ADB. The monitor will submit biannual reports to MPW and ADB.

99. Gender and Development, Health, and Labor. The MFF is implemented in compliance
with ADB’s Policy on Gender and Development (1998), and contractors and consultants will be
required to (i) comply with all applicable laws of Afghanistan; (ii) offer equal opportunities to men
and women; (iii) disseminate at the work and campsites, information on the risks of sexually
transmitted diseases; (iv) provide equal pay to men and women for work of equal type;
(v) ensure that worksites and campsites are safe for all employees, service providers, public,
and road users; and (vi) abstain from engaging persons below the legally employable age in
Afghanistan.

100. Fiduciary Oversight. Independent auditors shall conduct audits of procurement, and
corrective action, including legal action, will be taken to correct actions to prevent misallocation
of resources or recover any losses. Funds for road development and maintenance will be
allocated and tracked through the management information system (MIS) implemented under
ADB Grant 0081-AFG.

101. Quality. The works, goods, and services procured for each project will be monitored
continuously and evaluated periodically so that the designs, professional conduct, and outputs,
as the case may be, are in accordance with relevant national, regional, and international
standards, criteria, best practices, and agreements, and are in compliance with ADB’s policies.

102. Security. Armed forces and police in the Investment Program areas provide protection
required for smooth and uninterrupted implementation of the Investment Program. In addition,
Afghanistan shall require service providers and works contractors in each project under the
MFF to submit security plans as part of the bids, which will be part of the contracts, and include
adequate financing in the project budgets to enable implementation of these plans.

VI. RECOMMENDATION

103. | am satisfied that the proposed multitranche financing facility would comply with the
Articles of Agreement of the Asian Development Bank (ADB), and acting in the absence of the
President, under the provisions of Article 35.1 of the Articles of Agreement of ADB,
I recommend that the Board approve:

0] the provision of funding under the multitranche financing facility in an aggregate
principal amount not exceeding $400,000,000 equivalent from ADB'’s Special
Funds resources to the Islamic Republic of Afghanistan for the Road Network
Development Investment Program wupon terms and conditions as are
substantially in accordance with those set forth in the Framework Financing
Agreement presented to the Board; and
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(i) the proposal set out in para. 69 of this report that bitumen procured from
nonmember countries of ADB for civil works be eligible for financing from the
funding provided under the Road Network Development Investment Program.
If the requisite affirmative vote of Directors representing not less than two thirds
of the total voting power of ADB's members, pursuant to Article 14(ix) of the
Articles of Agreement of ADB, is not obtained for this recommendation and the
Board approves only the recommendation in para. 103 (i), then only bitumen for
civil works procured from member countries of ADB will be eligible for financing
from grants under the multitranche financing facility for the Road Network
Development Investment Program.

C. Lawrence Greenwood, Jr.
Vice-President

7 November 2008
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DESIGN AND MONITORING FRAMEWORK

Table A1.1: Multitranche Financing Facility

Data Sources

disparity among

poverty rates reduced from 39% in

socioeconomic

Design Performance and/or Reporting Assumptions
Summary Targets and/or Indicators Mechanisms and Risks
Impact By 2017: Assumption

Reduced economic | ¢ Range (statistical) of provincial « National ¢ Afghanistan National

Development Strategy and

efficiency of goods
and passenger

provincial capitals connected to the
regional highway network by paved

of Transport and
Civil Aviation

provinces 2007 to 20% statistics from the key ongoing programs
Central Statistics such as national solidarity
¢ Range (statistical) of average Office program and national rural
provincial income reduced by 40% access program efficiently
implemented
Risk
e Security threat remains
high and causes outward
migration of people from
some provinces.
Outcome By 2013:
Increased ¢ Increased connectivity. Percent of MPW and Ministry | Assumptions

¢ Donor financing for road
development available

1. Designs for new
roads completed
and existing
national roads
improved/
upgraded

2. Emergency and
ancillary works
completed

3. Systematic road
maintenance
program
implemented

¢ Detailed design of tranche 2 roads

completed by 2009

e 400 km of additional national roads

operational by 2013

e Works completed within 18 months

after ADB approval of periodic
financing requests

¢ Maintenance of 70% of operational

regional and national roads
outsourced to private contractors by
2011

e Cost of routine maintenance per

kilometer lowered by 20% in real
terms by 2012

ADB review
missions

Program
completion reports
and Investment
Program
performance
evaluation reports

transport roads increased from 70% to 90% records, as well as on time
project completion | e Roads for improvement
e Increased average intercity travel reports of ADB systematically selected
speed. On national highway network e Improved and newly
from 25 km per hour in 2008 to at constructed roads
least 40 km per hour properly maintained
e Increased availability of intercity Risk
freight and passenger services. ¢ Low construction quality
Average frequency of passenger and reduced service life
services and number of freight of improved roads due to
operators on the improved roads inadequate oversight by
increase by 30% MPW
Outputs

Assumptions

e The number of qualified
professionals and firms
willing to undertake work
in Afghanistan increases

¢ MPW and Afghanistan
Reconstruction and
Development Service
agree on and work
according to a
procurement schedule

Risk

e Insurgents restrict work
of contractors and
consultants
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Data Sources

MPW enhanced

5. Increased ¢ Social infrastructure added or
community improved in communities adjacent to
support for road improved roads
projects

goods, works, and services
transferred from Afghanistan
Reconstruction and Development
Service to MPW by June 2009

¢ MPW establishes a management
department to take over the
responsibilities of the PMO by 2010

¢ Detailed annual capital and
maintenance works programs
prepared by MPW by 2010

e Claims and variations reduced by
30% of the 2007 amount by 2012

¢ Afghanistan Highway Authority
established and operational by 2013

Design Performance and/or Reporting Assumptions
Summary Targets and/or Indicators Mechanisms and Risks
4. Capacity of o Full responsibility for procurement of Assumption

e The road sector
component of the
implemented
Afghanistan National
Development Strategy

Assumption

e Ministry of Finance
facilitates social
development program
activities in the
Investment Program
areas

1.0
11
1.2

20
2.1
2.2

3.0
3.1

3.2

3.3

4.0
4.1

4.2

5.0
51
52

53

Activities with Key Milestones

Newly Constructed and Upgraded Roads and Bridges

Tranche 1 Project completed by December 2010

Procurement and contracting for works and services in tranche 2 project:
completed by July 2009

Maintenance

MPW'’s maintenance strategy approved by parliament by January 2010
Procurement of maintenance works financed from the multitranche financing
facility completed by January 2011

Human Resource Development and Institutional Reform

Management consulting firm engaged by MPW to assist PMO and operationalize
Afghanistan Highway Authority mobilized by May 2009

Engagement of new staff to fill all new positions related to the multitranche
financing facility completed by June 2009

Modification of MPW’s organization structure with responsibility for day-to-day
operations delegated to the technical units completed by January 2010

Special Features

Ministry of Finance identifies social infrastructure in tranche 2 project and
allocates funding for its construction: completed by January 2009

Supplementary financing under Tranche 1 Project established all works in
Andkhoy—Qaisar Road and North—South Corridor to be completed by January
2011.

Investment Program Administration and Review

ADB project team: established by January 2009

First joint project team (ADB and PMO) review of Tranche 1 Project completed
by April 2009

Monthly program review meetings between ADB team and MPW team extended
by May 2009

Inputs

1. Asian Development
Fund Grant:
Total $400 million in
three tranches

2. Government: $6 million

ADB = Asian Development Bank, km = kilometer, MPW = Ministry of Public Works, PMO = program management

office.
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Table A1.2: Tranche 1 Project
Data Sources and/or
Design Performance Targets and/or Reporting Assumptions
Summary Indicators Mechanisms and Risks
Impact Assumptions

Economic and social
development and
poverty reduction in the
project areas

Promote economic and
social development and
reduce poverty in the
project area

A 15% increase in per capita
income in the project area over 3
years

A 10% reduction per annum in
poverty incidence for 3 years in
the project area

A 10% decrease per annum in
poverty incidence for 3 years
after project completion

A 50% increase in production
and trade of major farm products
in the project areas over 3 years
after project completion

A 50% increase in use of
transport services in the project
areas over 3 years after project
completion

National, provincial,
and district
socioeconomic
statistics from the
Central Statistics
Office

The project
performance audit
report of the Asian
Development Bank
(ADB)

¢ Political and security
situation improves and
is stable.

Transport services are
increasingly available
following improvement
of the project road.

Complementary
assistance by other
development agencies
and nongovernment
organizations
continues to
rehabilitate other
economic infrastructure
and provide basic
social services.

¢ Road maintenance
financing is adequate
and institutional
capacity improves.

Outcomes

Improved road transport
services in the project
areas

Reduced transport
costs and travel time on
the project road

Provide rural population
with better access to
social services,
markets, and other
economic opportunities

Enhance project
management capability
of Ministry of Public
Works (MPW)

A 50% decrease in travel time on
the project roads for all types of
vehicles immediately after project
completion

A 10% increase per annum in
freight and passenger traffic on
the project roads for 3 years after
project completion

A 20% decrease in freight and
passenger transport fares
passing through the project
roads within 1 year of project
completion

A 50% decrease in vehicle
operating cost or freight and
passenger transport fares within
3 months of project completion

An average 30% reduction in
travel time to the nearest health,
primary education, and other
essential services from the
project areas within 3 months of
project completion

MPW to have a core group of
staff equipped with knowledge of

Statistics compiled by
MPW

Socioeconomic
surveys

ADB review missions

Project completion
report

Impact monitoring to be
conducted by the loan-
financed consultants,
including traffic counts,
survey on
transportation costs,
and origin-destination
survey.

Assessment of ADB
project administration
missions

Assumptions

e MPW has the capacity
to implement the
Project.

Timely completion of
improvement to other
road sections of the

Heart—Andkhoy road

Increased availability of
transport services
following improvement
of the project road

Continued
complementary
assistance by other
development agencies
and nongovernment
organizations in
rehabilitating other
economic
infrastructure, and
provisions of basic
social services

Timely implementation
of civil services reforms
that allow higher pay
scale for qualified
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Data Sources and/or

Design Performance Targets and/or Reporting Assumptions
Summary Indicators Mechanisms and Risks
modern construction techniques government officials
and capable of managing large-
scale projects implemented ¢ Political and economic
under the employer-engineer- stability of the country
contractor modality.
Risks
¢ Trafficking of narcotics
increases along the
improved roads.
¢ HIV/AIDS transmission
increases as a result of
improved road
connectivity.
Outputs Assumptions

Improvement of national
highway sections from
Mazar-e-Sharif to Dara-
I-Suf

Cross-border facilities at
Hairatan and Spin
Boldak

Improvement of public
awareness about
HIV/AIDS

Improvement of national
highway sections from
Bamian to Yakawlung

A primary road section
from Andkhoy to Qaisar
improved to a standard
that allows smooth
passage of all types of
vehicles, and equipped
with facility for road
tolling and axle-load
control

Primary roads equipped
with facility for road
tolling and axle-load
control

Project managers,
accountants, engineers,
and other administrative
staff within MPW have
experience in
implementing large
investment projects

The project road to be improved
to a standard that allows smooth
passage of all types of vehicles
with the improvement of
international roughness index to
5.

Functional border crossing point
at Hairatan and Spin Boldak

Completion of public campaign
for HIV/AIDS with 5,000 people
sensitized.

The project road to be improved
to a standard that allows smooth
passage of all types of vehicles
with the improvement of
international roughness index to
5.

Construction completed and
open to traffic by 2010.

Installation of facility completed

for:

— Kabul-Kandahar—Spin
Boldak road by mid-2009;

— Northern roads by mid-2010;
and

— Andkhoy—Qaisar Road by
mid-2010.

Number of staff trained through
the project implementation at the
time of project completion

ADB missions to
monitor project
implementation.

Consultant’s progress
report

Project completion
report

Updated resettlement
plan

Involuntary
resettlement external
monitoring report

Certification by the
supervision consultant
at the time of handing
over the completed
section to MPW as per
International
Federation of
Consulting Engineers
conditions

Inspection and tests to
be conducted by the
supervision consultant.

Assessment by the
project management
consultant and by ADB
project administration
missions

e The Government
provides adequate
security in the project
area.

Provision of
counterpart resources
is timely.

Implementation
capacity of MPW, good
performance of
contractors and
suppliers, strict
supervision and quality
control

Successful completion
of the on-the-job
training under the
ongoing Emergency
Infrastructure
Rehabilitation and
Reconstruction Project
road component, and
continuing training
under the Project

Risks

¢ Mobilizing equipment
and materials to the
project site from across
the border is difficult.

¢ Bad weather conditions
affect the project areas
(longer winter and
drought).
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Data Sources and/or
Design Performance Targets and/or Reporting Assumptions
Summary Indicators Mechanisms and Risks
Activities Assumptions

Detailed design by the
civil works contractors

Construction of the civil
works

Preparation of
specifications for
equipment for road tolling
and axle-load control by
the supervision
consultant

Installation of equipment
for road tolling and axle-
load control

On-the-job training of
MPW staff in project
management and
implementation

Conformance to the design
specifications

Conformance to the approved
design and the contract
conditions

Consistency with the
Government’s tolling
implementation plans

Conformance to the
specifications and the contract
conditions

Regular reporting as required
by the loan conditions

Progress reports
incorporating the
findings,
recommendations, and
actions taken by project
management unit
(PMU) to remove
problems and
deficiencies; plus ADB
project administration
missions

¢ Provision of adequate
security by the
Government in the
project area

Timely provision of
counterpart resources

Road tolling
implementation plans
will be prepared and
finalized by the
Government before the
primary roads

being improved open
to traffic.

Risks

¢ Delays in civil works
and installation of
equipment due to
difficulty in mobilizing
equipment and
materials to the project
site from across the
border

Weather condition in
the project area (longer
winter and drought can
hinder construction
work)

Inputs

Project funding of $80

million for

— Design and
construction of civil
works to improve the
road from Andkhoy to
Qaisar (210 km)
($50.4 million)

— Equipment for road
rolling and axle-load
control ($7 million)

— Consulting services
for supervising the
civil works, installation
of equipment and
project performance
monitoring ($3.3
million)

— Incremental project
management support
to MPW ($1.6 million)

Civil works contracts awarded in
the first quarter of 2005.

Supply and installation
contracts awarded in three
phases in 2005, 2006, and
2007.

Consulting services contract to
be awarded in the first quarter
of 2005.

Within 3 months of loan
effectiveness, PMU staffed with
required staff.

Financial certification
by the supervision
consultant and
oversight by PMU staff

ADB project
administration

Assumptions

¢ Timely implementation
of advance actions for
engagement of
consultants and
procurement

e Timely signing of Loan
Agreement
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Activities with Milestones Inputs

Loan ADB loan of $78.2 million
Construction completed by June 2010 and grant of $40.0 million
Construction supervision completed by June 2011

Grant Supplementary financing
Construction completed by December 2010 from MFF of $60 million

Construction supervision completed by June 2011
Government financing of

$2.7 million

Japan Fund for Poverty
Reduction cofinancing of
$20 million

ADB = Asian Development Bank, HIV/AIDS = human immunodeficiency virus/acquired immunodeficiency syndrome,
km = kilometer, MFF = multitranche financing facility, MPW = Ministry of Public Works, PMU = project management
unit.
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TRANSPORT SECTOR ASSESSMENT

A. Status of Transport Infrastructure and Services

1. Afghanistan’s transport system comprises of road, rail, air, and inland waterways.
The official road network spans 38,500 kilometers (km): 300 km of regional roads, 4,700 km of
national roads, 9,700 km of provincial roads, 17,000 km of rural roads, and 3,800 km of urban
roads. The total length of railways is 24.6 km, which are cross-border extensions from
Turkmenistan and Uzbekistan to transshipment yards in Towraghondi and Kheyrabad,
respectively (about 10 km and 15 km from the respective borders). Inland waterways are limited
to the Amu Darya and its tributaries,* although only the formal inland port at Shirkhan Bandar is
operational at present. There are more than 60 airports and airfields spread across the country.
There are two international and 22 domestic airports that meet International Civil Aviation
Organization (ICAO) Class 4 categorization standards.? By 2010, the Kabul International Airport
and Herat Airport are expected to achieve full international ICAO compliance while Mazar-i-
Sharif, Jalalabad, and Kandahar will be upgraded.

2. At the end of 2001, more than 90% of the transport system was unconnected and in
poor condition. Since then, the donors have helped improve key infrastructure, especially roads.
About 86% of the regional road network is scheduled to be operational by end 2008 with the
remainder to be completed by 2010. Work is underway or funding has been obtained for the
remaining regional roads, with the exception of a 50 km section east of Herat. The improved
roads include almost 2,100 km (63%) of regional roads, 650 km (14%) of national roads, and
6,000 km of provincial and rural roads. Roads serve 90% of the national and regional travel
demand.

3. Rail services at Hairatan take in 4-5 trains per day with 30 cars each. Traffic at
Torghundi is two trains per day with 20-25 cars each. The major imports are petroleum
products and humanitarian food aid and at Torghundi, scrap metal is transshipped by truck to
Pakistan. There is little reverse traffic except for some seasonal fruit. The Kabul International
Airport handled approximately 0.5 million international and domestic passengers in 2005, and
civil aviation generated about $40 million from commercial overflights and airport taxes.

4, In 2007, registered vehicles included over 300,000 cars, 40,000 buses, 100,000 trucks,
100,000 motorcycles, and 5,000 rickshaws. Vehicle numbers increased rapidly, with annual
growth over the past 3 years of 23% for cars, 15% for trucks, 48% for motorcycles, but only 2%
for buses and rickshaws. Virtually all vehicles are second-hand imports from Japan and Europe.

5. Domestic air passenger and freight services are provided by the state carrier and
several private carriers. At least daily flights are available between Kabul and most cities.
International services between Kabul and several Asian destinations are provided currently by
both national and international carriers. A private foundation operates a passenger ferry three to
four times daily to Tajikistan. Tajikistan’s state-owned barge service ferries trucks a few times
per day, depending on traffic. A road bridge across the Pyanzh River near to Sirkhan Bandar
was completed in 2007 with funding from the United States Agency for International
Development. The traffic potential through this border crossing is significant and plans are being
made for full border facilities.

! Dachiku, Kiyoshi and Azeem Tahir. 2002. Afghanistan: Present State of Transport Infrastructure. Japan:

Infrastructure Development Institute, 4™ Research Department.
2 Airport with runway length 1,800 m or greater.
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6. Two hundred and fifty-three private bus companies—135 based in Kabul and 118 in the
provinces—with a fleet of 38,568 buses operate intercity services on the regional and national
roads. The remaining buses are 8- to 12-seat vans owned by individuals providing informal
passenger transport services in the cities and connections between rural areas and towns.
The only cross-border bus service is between Jalalabad and Peshawar. An estimated 45 million
passenger trips were made by bus transport in 2005.

7. More than 150 registered taxi companies operate in the country—53 in Kabul with a fleet
of 16,309 taxis and 108 in the provinces with a fleet of 30,248. In 2007, the taxi fares varied
from $0.01/km to $0.03/km depending on various classes of passenger vehicles and terrain
types for paved roads, whereas it varied from $0.015/km to $0.03/km for unpaved roads.
Operators pay a 3% commission to the Government at provincial or national borders and at the
outskirts of major towns.

8. Freight is carried primarily in private owned trucks. The truck population is approximately
20% heavy articulated trucks with the remaining 80% divided equally into heavy, medium, and
light or pickup classes. Freight charges are approximately $0.07/ton-km on paved roads and
$0.08/ton-km on unpaved roads. A 5% commission per trip is levied by the Government. There
are no special transit charges and foreign trucks transporting freight through Afghanistan are
charged the 5% commission only.

B. Institutional and Regulatory Frameworks

9. Multiple government ministries are involved in operating and regulating the transport
sector: Ministry of Public Works (MPW), Ministry of Transportation and Civil Aviation (MOTCA),
Ministry of Urban Development (MOUD), Ministry of Rural Rehabilitation and Development
(MRRD), Ministry of Interior (MOI). Local authorities are also involved. In the road subsector,
MPW is assigned the responsibility for planning, designing, constructing, and maintaining
regional, national, and provincial roads. MRRD is responsible for rural roads, and MOUD and
the local authorities administer the urban roads. There have been discussions at a high level
about governance of the sector transitioning to international best practices within the Afghan
context. This is expected to be achieved by merging the MPW, MOTCA, plus those units in
MRRD, MOI, and MOUD dealing with transport into a single Ministry of Transport by 2009.

10. MPW has a workforce of approximately 200 engineers and administrative staff, as well
as 2,000 laborers at the regional maintenance centers and provinces. At present, however, it
serves as administrator for donor-financed projects and executor of budget-financed minor
construction and maintenance works. MOTCA issues operating and transit permits, sets
technical standards and tariffs, collects road-user fees, and enforces standards and tariffs.
It also provides passenger and freight transport services using state-owned vehicles. Legislation
in 2008 has authorized the Government to provide nationwide freight and passenger services.
MOI carries out vehicle registration and administers driver training, testing, and driver licensing.

C. Policy and Legal Frameworks

11. Afghanistan is yet to formulate a transport policy. However, the Afghanistan National
Development Strategy (ANDS), which was launched in April 2008, guides investment and
reforms in the sector. In the road subsector, the MPW Strategy under the ANDS calls for
investments to upgrade and maintain the ring road and roads to neighboring countries by the
end of 2009, as well as to establish a fiscally sustainable system for road maintenance using
private contractors as much as possible by 2008. Also, it calls for 40% of all villages to be
connected by all-weather roads to the national road system and 40% of all roads in
municipalities to be improved to a good standard by 2010. The current situation is that 86% of
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the regional road network is scheduled for completion by end-2008 and the remaining length will
completed by 2009 or 2010.

12. In addition to the Civil Aviation Law, Law of Highway Traffic, Law on Regulating
Movement and Function of Land Transportation Vehicles, Law for Punishment of Transport
Violators, and Law for International Transit and Transport, which have direct relevance to the
sector, much new legislation affecting its performance has been enacted or existing laws
amended in the past 5 years. Among these are the Environment Law, Law on Preservation of
Historic and Cultural Artifacts, Customs Law, Procurement Law, and the Law on Taxing Driving
Permits for Motor Vehicles.

D. Challenges and Opportunities in the Road Subsector

13. Donors have invested an estimated $3 billion on improving roads and building road
subsector institutions in Afghanistan. The contribution of the Asian Development Bank (ADB) to
these efforts stood at over $600 million by the end of 2007. There are positive signs and strong
evidence of the contribution of the road subsector to fostering economic growth and reducing
provincial disparities. The reduction in travel time due to the improved regional roads has
reportedly increased the frequency of personal trips and domestic trade. MPW is preparing for
the creation of the Afghanistan Highway Authority to function as a road network manager with
all works outsourced to private contractors.

14, However, the road network, with a density of 4 km per 1,000 km? of land and only 7% of
it paved, is inadequate to spur economic growth. Four provincial capitals remain unconnected to
the regional network, which provides access to domestic and regional markets, and more than
70% of the interprovincial and interdistrict roads remain in a poor state. Many roads are
impassable by motor vehicles, and people in the mountainous central part of the country do not
have all-weather access to the main road network. Likewise, transport services are inadequate,
of low quality, and expensive.

15. As depicted in the problem tree in Figure A2, this situation is a consequence of myriad
deficiencies in policy, legal, institutional, and regulatory frameworks. Corrections to these
deficiencies may take many years to design, finance, and implement. For instance, almost
$1 billion more is needed to fully implement the road sector component of ANDS. First and
foremost, there should be a transport policy that is in accordance with the cultural, social, and
political characters of the people and governments.

16. In the interim, road investment efficiency should be increased by shortening project
cycles and adhering to budgets. This requires the use of innovative technical designs,
procurement planning, contracting methods, and monitoring schemes. Donors, including ADB,
are financing advisory services that could facilitate the use of these approaches, but, in the long
term, MPW’s overall business process has to be revised. This includes the processes in such
nonoperational areas as public-relations and marketing, as well as to reform the pricing and
regulatory policies of MOTCA or the entity that would eventually be responsible for these
functions. The main donors, by remaining engaged with the Government, coordinating their
activities, and facilitating change within MPW, can help provide equal accessibility and mobility
in all parts of Afghanistan by 2020.



Figure A2: Problem Tree Analysis
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ROAD MAP AND INVESTMENT PROGRAM

A. Road Map

1. In April 2008, the Government of Afghanistan (the Government) launched the
Afghanistan National Development Strategy (ANDS) with the aim of fostering economic growth
through systematic investments in infrastructure and governance improvements in the next
5 years, among other measures. ANDS is the country’s overarching strategy for promoting
growth, generating wealth, and reducing poverty and vulnerability. It has many components and
targets for the key sectors of the economy to be achieved between 2008 and 2020. The road
sector component of ANDS, known as the MPW (Ministry of Public Works) Strategy, commits
the Government of Afghanistan (the Government) to (i) developing a network of all-weather
roads, constructed to national standards;* (ii) preserving of the road network through better
maintenance; (iii) outsourcing all civil works and specialized technical services to the private
sector; (iv) greater cooperation with neighboring governments and departments; and
(v) reforming MPW. It calls for physical investments to improve all key regional and national
roads including (i) completion of the so-called “ring road”, which is the circular regional road with
links to all the neighboring countries; and (ii) improvements to the remaining national roads that
link the provincial capitals to the regional road network listed in Table A3.1. This strategy would
enhance network connectivity to a basic level, which in turn would help expand domestic and
regional trade and also overcome provincial disparities while providing mobility to more
Afghans. ANDS also calls for half of the villages to be connected to a national road by all-
weather roads and for 40% of all municipal roads to be in good condition by 2010.

2. Realization of these road improvement targets depends upon several factors:
(i) capacity of MPW (which is in charge of regional, national, and provincial roads) and of the
Ministry of Rural Rehabilitation and Development (which is responsible for rural roads planning,
procuring works and services, and overseeing works); (ii) timely availability of resources (labor,
material, and financing); (iii) efficiency of passenger and freight transport services; and (iv) the
security situation in the country. For these reasons, the MPW Strategy also calls for key
nonphysical investments to improve institutional capacity, governance, fiduciary controls, and
road network management skills at MPW. Furthermore, the MPW Strategy calls for creating the
Afghanistan Highway Authority (AHA) plus revising tariffs and vehicles licensing to increase the
efficiency of road transport services by 2013. Moreover, ongoing works, which have
experienced cost escalations due to increases in materials prices, are scheduled for completion
in 2010.

B. Strategic Context

3. Afghanistan provides access to trade along the North—South Asia and East—-West Asia
corridors, especially in Central Asia. It also plays a special role in the Central Asia Regional
Economic Cooperation (CAREC) program, which supports investments in transport, energy, and
trade. Roads connect Afghanistan to the outside world, but they also connect cities, towns, and
villages within the country. Road sector investments are visible and yield results, both tangible
and intangible. They increase the impacts of the other two sectors that ADB supports in
Afghanistan, namely energy and agriculture, by linking markets, products, and people.

! Ministry of Public Works. 2007. Afghanistan Interim Road Standards. Kabul.
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C. Policy Framework

4, The national transport policy is presently guided by the MPW Strategy that outlines the
principles and vision of the transport sector. The MPW Strategy forms the basis for further policy
making following the enactment of legislation in 2008 to bring all modes of transport under one
umbrella ministry.

D. Investment Program

5. The Road Network Development Investment Program (the Investment Program) is an
integral part of the MPW Strategy. That strategy sets out several ambitious targets and timelines
for the road subsector, the main ones being to construct more than 5,000 km of national and
provincial roads by 2011, set up a fiscally sustainable road maintenance system to effectively
and efficiently maintain 7,000 km of roads within 1 year, improve safety, implement a
transparent cost recovery plan, and achieve structural reform of MPW. The MPW Strategy
would, by improving basic road network connectivity, increase efficiency of travel and trade
within the country and with its neighbors, thereby relieving some of Afghanistan’s economic and
social constraints of being landlocked. The key national roads that must be improved to meet
this goal are shown in Table A3.1. The indicative investment plan is shown in Table A3.2 and
the indicative schedule of nonphysical investments is shown in Table A3.3. In concert, the
physical and nonphysical investments will improve transport efficiency and reduce provincial
income disparities.

6. Investments in small-scale, community-level infrastructure and services, (e.qg.
improvements to water wells, drinking water, schools, and clinics) are a special feature. This is
a win-win proposition for all—the Government, contractors, and consultants—due to greater
buy-in from the villages and thus lower security risks. The Government will fund these
investments to coincide with the implementation schedule for the larger investments.

E. Financing Plan

7. Implementation of the Investment Program over the medium term is estimated to cost
about $1.25 billion. As shown in Table A3.4, about $950 million of that amount is available at
present for part of that investment. The Government is actively pursuing other financing
opportunities to enable the Investment Program to be fully implemented.



Table A3.1: Roads Programmed for Improvement (2008-2013)

. Length Estimated Master Plan
Year Road Number From To Province (km) Cost Notes Rating
($ million) (100 max)
RHO5 Kabul Jalalabad Nangerhar 160 90 Detailed design completed —
NH43 Fayzabad Ishkashim Badakhshan 100 50 Detailed design completed 76
2009 NHO05/20 Dara | Suf Yakawlang Bamyan 180 120 WOT"S 0 pe procured under
design-build contract —
NHO04 Jabalussaraj Sorubi Kapisa 90 50 Detailed design completed 85
2010 NHO02 Mihtarlam (RHO5) Nuristan Laghman 100 70 rLgi((fnglu rrllisgts\?\,:;pltal 0 82
NH41A Dara | Suf Bamyan Samangan 150 150 77
NH44 Talugan Yangi Qala Takhar 100 90 90
2012 NH42 Khulm Kunduz Kunduz 130 60 89
NHO5 Chaharikar Bamyan Parwan 160 110 87
2013 NH21 Larshkar Ghah Khanishim Hilmand 160 90 82
NH11 Sharan Zurmat Paktiya 50 30 79
Subtotal 1,380 910
Maintenance 1,500 300
Total 2,880 1,210

— =not available, km = kilometer.
Source: Asian Development Bank estimates.
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Table A3.2: Indicative Investment Plan

($ million)
Total
Investment 2002-2007 2008 2009 2010 2011 2012 2013 2008-2013
A. Infrastructure Improvement
Estimated Total 800 200 250 200 100 100 100 910
B. Infrastructure Maintenance of Paved Roads
Estimated Total 30 40 50 50 60 70 300
C. Nonphysical Components
Estimated Total — — — — — — 40
Total Capital and Operating 230 290 250 150 160 170 1,250
D. Sources
Asian Development Bank 600 60 100 100 140 — — 400
United States Agency for International Development 2,700 130 130 140 — — — 400
World Bank 40 45 45 20 150
Others — 40 60 10 10 160 170 300
Total Financing — 230 290 250 150 160 170 1,250
— = not available.

Source: Asian Development Bank estimates.
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Table A3.3: Indicative Schedule of Nonphysical Investments

Capacity Development and
Institutional Reform Initiatives

Present Status

End Status

Implementation Schedule

2012

2013

MPW Process Improvements

No maintenance standards or overight of works.

information on its website

Planning Unit publishes national standards for road
maintenance and maintenance works procurement

Routine maintenance carried out by force-account labor and
minimal periodic maintenance.

Performance-based contracts awarded for routine
maintenance of at least 300 kilometers of improved roads

No separate maintenance accounts are maintained.

Planning Unit commences submitting annual capital
expenditure and maintenance programs to MOF

Records of road condition information, and preservation and
capital programs are unsystematic and subjective.

Management information system fully operational

About 2,000 workers are assigned to the district/provincial offices
and equipment is scattered without proper records.

contractors

Force account operations phased out and at least 70% of
all maintenance works are outsourced to private

MPW Financial Management and
Governance Improvements

Annual financial audits are performed only of donor financed
projects administered by MPW

works and service contracts

Commence annual technical audits of randomly selected &\\\\§

Records of income and expenditure and contract awards and
disbursements are systematically maintained only for donor
financed projects.

Computerized accounting and reporting fully operational

\§
L

MPW Capacity Development and
Reorganization

PMO staff require extensive training and mentoring before they
could undertake the full responsibility of managing large
investment projects.

build a pool of trained professional staff

\
Recruit management consulting firm to assist PMO and \
N\

Departments and divisions of MPW operate independently and
are understaffed and ill-equipped

Afghanistan Highway Authority (AHA)

Finalize and agree with MOF on institutional structure,
salary structure, financing plan, and mandate of the

AHA organizational structure and human resource plan have
been prepared by USAID

Recruit or assign new staff to key positions in AHA

\§
N

MPW is the administrator of regional, national and provincial
roads

AHA receives cabinet approval for taking over the
responsibility for road infrastructure management

7

AHA = Afghanistan Highway Authority, MOF = Ministry of Finance, MPW = Ministry of Public Works, PMO = program management office, USAID = United States
Agency for International Development.
Source: Asian Development Bank estimates.

Table A3.4: Financing Plan

Amount

Source ($ million) Percentage
Asian Development Bank 400 32
World Bank 150 12
United States Agency for 400 32
International Development
Others 300 24

Total 1,250 100

Source: Asian Development Bank estimates.
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SELECTION CRITERIA AND APPROVAL PROCESS FOR
PHYSICAL INVESTMENTS

Selection Process

The following steps will be followed for selecting the subprojects:

(i)

(ii)

(i)

The Ministry of Public Works (MPW) initially selects and appraises roads or
sections of road classified as either regional or national to be improved
(upgraded, repaired, or rehabilitated) or maintained as part of a project financed
for the multitranche financing facility (MFF), Staff and consultants of MPW’s
program management office (PMO) will perform the relevant studies and
analyses and confirm that the proposed project meets the eligibility criteria
outlined below.

In consultation with the Ministry of Finance (MOF), relevant national and
provincial agencies, and the Asian Development Bank (ADB), the deputy minister
(technical) of MPW will carry out an annual review to prioritize and, if necessary,
revise proposed projects, then the deputy minister will prepare (or update) the
Road Network Development Investment Program for the following 3 years, with
emergency and ancillary works programmed for immediate implementation.
Based on the priorities, MPW, in consultation with MOF, will select a given
project. The PMO will appraise that project and prepare a draft report (ADB and
MPW will agree on the facility administration memorandum at the inception of the
MFF, which sets out the reporting format) and a draft periodic financing request
(PFR) to fund one or more of the following components of the projects: studies
and designs, project management, infrastructure improvement (repair,
rehabilitation, or reconstruction), ancillary and emergency works, infrastructure
maintenance, and capacity development and institutional reforms (nonphysical
investments).

Eligibility Criteria

1.

Infrastructure Improvement

To be eligible for financing under this component, a subproject must

(i)

(ii)

(iii)

2.

be (a) identified and programmed under ANDS, or (b) an existing ADB-financed
road construction or rehabilitation project that is eligible for supplementary
financing from ADB for purely price or financing arrangement changes
(Preference will be given to subprojects that are part of a strategic or
international link or a regional corridor);

have been studied and designed in accordance with the requirements stipulated
in the environmental assessment and review framework (EARF) and the
resettlement framework, as well as found to be socially, environmentally and
economically viable, and financially sustainable; and

have been reviewed and approved by MOF and, if necessary, other relevant
national, provincial, and local government agencies responsible for the
environmental, technical, and social criteria, or it must be that approvals will be
obtained in time for the project’'s or program’s implementation schedules to be
maintained.

Ancillary and Emergency Works

To be eligible for financing under this component, a subproject must
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0] be an integral part of a national or regional road that (a) has not been
programmed for construction or improvement under ANDS, or (b) is already
under improvement with ADB financing under the Facility;

(i) require improvements due to (a) recent physical destruction or damage arising
from the ongoing conflict, and/or (b) a newly arisen and urgent need to provide
access to strategically important area(s) or maintain connectivity of the regional
and/or national network; and

(iii) have been studied and or fully designed in accordance with national standards
and the requirements stipulated in the EARF and the resettlement framework,
and found to be socially, environmentally and economically viable, as well as
financially sustainable.

3. Maintenance Works

To be eligible for financing under this component, a subproject must be

® an integral part of a regional or national road; and

(i) a road that has been improved, or will be improved, with financing from ADB,
MPW, or another development partner.

Moreover, works must

® include periodic and or routine maintenance according to specific national
standards for a period of at least 3 years; and
(i) be carried out by competitively selected national or international contractors.

Approval Process

The following sequence will be followed to obtain ADB’s approval of a PFR:

0] The deputy minister (technical) of MPW will submit the draft appraisal report and
the draft PFR to ADB, together with supporting documents. All proposed projects,
and particularly those under the ancillary and emergency works component, must
be duly substantiated with reference to the aforementioned eligibility criteria.

(i) ADB will review the report and draft PFR, then suggest revisions to be taken into
account by MPW in its final submission.

(iii) The deputy minister (technical) of MPW will submit the final PFR, reflecting
ADB’s comments, to ADB through MOF for approval by ADB’s Management.

Monitoring During Implementation
MPW, with assistance of the construction supervision consultants, will ensure adherence

of projects to the guidelines, policies, and other requirements of ADB, and it will monitor the
impacts throughout implementation.



DETAILS OF TRANCHE 1 PROJECT

A. Subproject 1. Andkhoy—Qaisar Road Project (Loan 2140-AFG)

1. Loan/Grant Signing and Effectiveness
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1. The Loan Agreement for $80 million was signed between the Asian Development Bank
(ADB) and Afghanistan on 7 April 2005, and became effective on 7 July 2005.

2. Scope of Work

2. Under the original scope, the work involved rehabilitating and reconstructing 210
kilometers (km) of the Andkhoy—Qaisar road. The civil works in three contract packages

commenced in August 2006.

Table A5.1: Original Cost Estimates

($ million)
Iltem Amount
A. Base Cost
1. Civil Works 50.4
2. Construction Supervision and Monitoring 3.3
3. Equipment 7.0
4. Incremental Project Management Support 1.6
Subtotal (A) 62.3
B. Contingencies
1. Physical 125
2. Price 0.0
Subtotal (B) 125
C. Interest during Grace Period 5.2
Total 80.0
Source: Asian Development Bank estimates.
3. Details of Award of Contracts
3. Initially, ADB approved award of three civil works contracts valued at a total of $50.4

million. However, the lowest bids ($76 million) were substantially higher than the estimated
values of the packages stated in the report and recommendation of the President (RRP).
Therefore, award of contracts resulted in a funding gap of $26.2 million. ADB subsequently
agreed to allocate $7.6 million out of the contingencies of $12.5 million. The Government
agreed to provide the remaining $18 million plus $1 million for extended consultancy services.

Table A5.2: Details of Contracts Awarded

Allocation Contract Original
Date of Date of as per RRP Amount Date of
Contract Award Commencement ($ million) ($ million) Completion
Civil Works Contract Pkg. (CON1)— , , ,
Qaisar to Almar May'06 Aug'06 21.84 Aug’'08
Civil Works Contract Pkg. (CON2)— - , )
Almar to Shirintagab Apri'06 Aug’'06 50.4 28.18 Aug’08
Civil Works Contract Pkg. (CON3)— - , ,
Shirintagab to Andkhoy April'06 Aug'06 26.57 Aug'08
Consultancy Construction AUC'06 AUC'06 33 275 AUQ'08
Supervision 9 9 ' ' 9
Total 53.7 79.34

CON = contract, RRP = Report and Recommendation of the President.

Source: Asian Development Bank estimates.
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Table A5.3: Revised Cost Estimates

($ million)
Original Value of
Cost Contracts Funding
Item Estimates® Awarded Gap
A. Base Cost

1. Civil Works 58.0 76.0 18.0
2. Construction Supervision and Monitoring 3.3 4.3 1.0
3. Equipment 7.0 7.0 0.0
4. Incremental Project Management Support 1.6 1.6 0.0
Subtotal (A) 69.9 88.9 19.0

B. Contingencies
1. Physical 4.9 4.9 0.0
2. Price 0.0 0.0 0.0
Subtotal (B) 4.9 4.9 0.0
C. Interest during Grace Period 5.2 5.2 0.0
Total 80.0 99.0 19.0

& After reallocation of $7.6 million from contingencies to civil works.
Source: Asian Development Bank estimates.
4, Change in Scope
4. During implementation of the subproject, the Government submitted a proposal for

safety improvements in various sections by reducing vertical grades ranging from about 18% to
8% in order to meet national and regional geometric design standards in Afghanistan for two-
lane regional roads. This is estimated to cost about $22 million, for which funding provided by
ADB under Grant 0081-AFG will be used.

Table A5.4: Final Cost Estimates

($ million)
Original Value of Cost After
Cost Contracts  Changein
Iltem Estimates® Awarded Scope
A. Base Cost
1. Civil Works 58.0 76.0 96.0
2. Construction Supervision and Monitoring 3.3 4.3 6.3
3. Equipment 7.0 7.0 7.0
4. Incremental Project Management Support 1.6 1.6 1.6
Subtotal (A) 69.9 88.9 110.9
B. Contingencies
1. Physical 4.9 4.9 4.9
2. Price 0.0 0.0 0.0
Subtotal (B) 4.9 4.9 4.9
C. Interest during Grace Period 5.2 5.2 5.2
Total 80.0 99.0 121.0

& Atfter reallocation of $ 7.6 million from contingencies to civil works.
Source: Asian Development Bank estimates.
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Table A5.5: Revised Financing Plan

Source ($-Ir—r?iflfijl(|)n) %
Asian Development Bank-Loan 2140-AFG 80 66
Asian Development Bank-Grant 0081-AFG 22 18
Asian Development Bank-Grant MFF 19 16

Total 121 100

AFG = Afghanistan, MFF = multitranche financing facility.
Source: Asian Development Bank estimates.

5. Compliance with Covenants

5. The Government has established a project management unit (PMU) fully staffed to
implement the project. The Government has complied with environmental, social, and other
safeguards in implementing the subproject. The PMU maintains separate accounts and records
for the subproject and has submitted the audited financial statements up to the financial year
ended in March 2007. The audited financial statements for 2008 are due by December 2008.
The Government has ensured that the civil works contracts include legally mandated provisions
on health, sanitation, and appropriate working conditions. The contracts also include a
requirement to conduct an information and education campaign on sexually transmitted
diseases and HIV/AIDS for construction workers as part of the health and safety program at
campsites during the construction period. Adequate road safety measures have been
incorporated into the design of the subproject. The Government allocates adequate funds on an
annual basis for routine maintenance and emergency works.

6. Current Status

6. The subproject is under implementation and is likely to be completed by August 2009.
The civil works in Package 3 (85 km) was expected to be completed by August 2008, but has
been delayed until December 2008. MPW is making all efforts to ensure that the Package 3 of
the subproject will be completed by the deadline, failing which MPW will invoke the appropriate
condition of the contract.

Table A5.6: Current Status of the Subproject

% of
Physical
Revised Revised Progress
Date of Contract Value  Completio (as of 31
Contract Commencement ($ million) n Date Aug 08)
C|v_|I Works Contract Pkg. (CON1) — Aug'06 30.368 June’09 5196
Qaisar to Almar
Civil Works Contract Pkg. (CON2) — , )
Almar to Shirintagab Aug’'06 36.072 Aug’09 41.82
Civil Works Contract Pkg. (CON3) — Aug'06 26.572 Dec'08 80.25

Shirintagab to Andkhoy
Consultancy Construction
Supervision
— = not available, CON = contract.
% In progress.
Source: Asian Development Bank estimates.

Aug’06 3.70% Aug’09 —




46 Appendix 5

B. Subproject 2: North—South Corridor Project (Loan 2257-AFG, Grant 0054-AFG, and
JFPR 9097-AFG)

1. Loan/Grant Signing and Effectiveness

7. Loan 2257 for $78.2 million and Grant 0054 for $40 million were signed between ADB
and Afghanistan on 2 November 2006, and became effective on 11 January 2007. Grant JFPR
9097-AFG for $20 million was signed on 17 December 2006, and became effective on
11 January 2007.

2. Scope of Work

8. The work includes constructing of paved roads from Mazar-e-Sharif to Dara-i-Suf (140.3
km) and from Bamian to Yakawlang (98.9 km), which are parts of the north—south thoroughfare
connecting the northern and southern halves of the ring road through central Afghanistan.

Table A5.7: Original Cost Estimates

($ million)
Item Amount
A. Base Cost

1. Land Acquisition/Resettlement 2.0

2. Civil Works 102.4

3. Cross Border Facility 4.0

4. HIV/AIDS and Human Trafficking Awareness Campaign 15

5. Project Management and Monitoring 5.4

6. Incremental Project Management Support 12

Subtotal (A) 116.5

B. Contingencies 19.6

C. Interest during Grace Period 4.8

Total 140.9

Source: Asian Development Bank estimates.
3. Details of Award of Contracts
9. The Government requested for ADB’s approval for awarding three civil works contracts

valued at a total of $127.7 million to the lowest bidders. However, these bids were substantially
higher than the estimated values of the packages stated in the report and recommendation of
the President. There is a provision of $100.7 million under the loan and grants for the civil
works. Therefore, there was a funding gap of $27 million. ADB approved award of the contracts
on the understanding that the Government would bridge the gap in funding.

10. Due to the paucity of funding for road network development, however, the Government
now requests ADB to provide supplementary funding of $28 million from the multitranche
financing facility to complete the subproject.
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Table A5.8: Details of Contracts Awarded

Amount of
Date of Date of Contract Original Date
Contract Award Commencement ($ million) of Completion
Civil Works Contract Pkg. 1-Mazar to Nov'07 May’08 30.93 May'11
Pul-e-Baraq
Civil Works Contract Pkg. 2—Pul-e-Baraq Nov'07 May'08 3769 May'11
to Dar-I-Suf
Consultancy Construction Supervision , , ,
(Pkg. 1)-Mazar to Dar-I-Suf May'08 May'08 324 May'11
Civil Works Contract Pkg. 3—-Bamyan to NoV'07 May'08 59.05 Oct'11
Yakawlang
Consultancy Construction Supervision , - ,
(Pkg. 2)-Bamyan to Yakawlang Jan'08 Aprir08 2.61 Sep'll
Jan = January, Nov = November, Oct = October, Pkg = package, Sep = September.
Source: Asian Development Bank estimates.
Table A5.9: Revised Cost Estimates
(% million)
Original Revised Funding
Item Cost Cost Gap
A. Base Cost
1. Land Acquisition/Resettlement 2.0 2.0 0.0
2. Civil Works 102.4 129.4 27.0
3. Cross Border Facility 4.0 4.0 0.0
4. HIV/IAIDS and Human Trafficking Awareness Campaign 15 15 0.0
5. Project Management and Monitoring 5.4 6.4 1.0
6. Incremental Project Management Support 12 12 0.0
Subtotal (A) 116.5 144.5 28.0
B. Contingencies 19.6 19.6 0.0
C. Interest on Loan during Grace Period 4.8 4.8 0.0
Total 140.9 168.9 28.0

Source: Asian Development Bank estimates.

Table A5.10: Revised Financing Plan

Source

Asian Development Bank-Loan 2257-AFG
Asian Development Bank-Grant 0054-AFG

Asian Development Bank-Grant MFF

JFPR 9097-AFG
Government

Total

Amount
($ million) %
78.2 46
40.0 24
28.0 16
20.0 12
2.7 2
168.9 100

AFG = Afghanistan, JFPR

multitranche financing facility.

= Japan Fund for Poverty Reduction, MFF =

Source: Asian Development Bank estimates.

4, Compliance with Covenants

11. The Government has approved the Road Master Plan and has established a Road
Master Plan Unit. The Government has established a PMU in MPW fully staffed to implement
the project. The PMU maintains separate accounts and records for within MPW subproject.
The audited financial statements for 2008 are due by December 2008. The Government has
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been allocating adequate funds on a yearly basis for routine maintenance and emergency
works. The Government has ensured that the civil works contracts include legally mandated
provisions on health, sanitation, and appropriate working conditions. The contracts also include
a requirement to conduct an information and education campaign on sexually transmitted
diseases and HIV/AIDS for construction workers as part of the health and safety program at
campsites during the construction period. The Government has complied with environmental,
social, and other safeguards in implementing the subproject. The Government shall ensure that
adequate road safety measures are incorporated into the design of the subproject.

5. Current Status

12. The contractor was given notice to proceed with works in May 2008. Although MPW
initiated the procurement activities in September 2006, the loan and grants became effective in
January 2007, the civil works contracts could be awarded only in November 2007.
The procurement process was prolonged due to the time taken in finalizing the bid documents.
Further, MPW did not have the requisite human resources to independently handle this
subproject. MPW has so far recruited a separate project manager for this subproject, and
therefore no further delay is contemplated. The bid documents and other details required have
since been standardized. Moreover, MPW has initiated recruitment of project managers for
future projects. Therefore, MPW can avoid such delays in future.
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Table A6.1: Multitranche Financing Facility
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Financing Plan

Cost Estimates $ million %
% Base ADB AFG
Item $ Million Costs ADB AFG Total Share Share
A. Base Cost®
1. Nonphysical Investments 40 11 40 0 40 100 0
2. Physical Investments 310 89 310 6 316 98 2
Total Base Costs 350 100 350 6 356 98 2
B. Contingenciesb 50 14 50 0 50 100 0
Total Project Costs 400 114 400 6 406 99 1
ADB = Asian Development Bank, AFG = Afghanistan.
& 2008 prices, exclusive of government taxes and tariffs.
b Computed as % of total base costs.
Source: Asian Development Bank estimates.
Table A6.2: Tranche 1 Project
Financing Plan
Cost Estimates $ million %
% Base ADB AFG
Item $ Million Costs ADB AFG Total Share Share
A. Base Costs®
Loan 2140-AFG
1. Civil Works 18 38 18 0 18 100 0
2. Supervision Consultants 1 2 1 0 1 100 0
Subtotal 19 40 19 0 19 100 0
Loan 2257-AFG
1. Civil Works 27 58 27 0 27 100 0
2. Supervision Consultants 1 2 1 0 1 100 0
Subtotal 28 60 28 0 28 100 0
Total Base Costs 47 100 47 0 47 100 0
B. Contingencies
1. Physical Contingencyb 2 4 2 0 2 100 0
2. Price Contingency® 11 23 11 0 11 100 0
Subtotal B 13 27 13 0 13 100 0
Total Project Costs 60 127 60 0 60 100 0

ADB = Asian Development Bank, AFG = Afghanistan.

& 2008 prices, exclusive of government taxes and tariffs.
b Computed as % of total base costs.

¢ Computed as % of total base costs.

Source: Asian Development Bank estimates.



IMPLEMENTATION ARRANGEMENTS AND SCHEDULES

Figure A7.1: Organizational Structure of Program Management Office
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Figure A7.2: Lines of Communication among Program Management Teams
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Figure A7.3: Indicative Implementation Schedule of Multitranche Financing Facility
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Table A7: Indicative Disbursement Schedule of Multitranche Financing Facility

Tranche 2 Project

Faizabad to Ishkashem Road Section 1
Length (km)
Estimated Cost ($million)
Expected Start
Expected Completion
Milestones
Dates
% Work Completed
% Payments
Cumulative Disbursements ($million)
Jabul Saraj to Sourobi Road Section 1
Length (km)
Estimated Cost ($million)
Expected Start
Expected Completion
Milestones
Dates
% Work Completed
% Payments
Cumulative Disbursements ($million)
Kabul to Jalalabad Road Section 1
Length (km)
Estimated Cost ($million)
Expected Start
Expected Completion
Milestones
Dates
% Work Completed
% Payments
Cumulative Disbursements ($million)
Total Length Tranche 2 Project
Total Investment Tranche 2 Project

40

30
06/01/2009
06/01/2011

06/01/2009
0
10
3

50

40
06/01/2009
06/01/2011

06/01/2009
0
10
4

30

30
06/01/2009
06/01/2011

06/01/2009
0
10
3
120
100

09/29/2009 01/27/2010

10 20
15 20
5 6

09/29/2009 01/27/2010

10 20
15 20
6 8

09/29/2009 01/27/2010

10 20
20 25
6 8

05/27/2010
50
50
15

05/27/2010
50
50
20

05/27/2010
50
45
14

09/24/2010 01/22/2011
70 75
70 75
21 23

09/24/2010 01/22/2011
70 75
70 75
28 30

09/24/2010 01/22/2011
70 75
70 75
21 23

05/22/2011
90
90
27

05/22/2011
90
90
36

05/22/2011
90
90
27

09/19/2011
100
100

30

09/19/2011
100
100
40

09/19/2011
100
100

30

/ Xipuaddy
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Tranche 3 Project

Faizabad to Ishkashem Road Section 2

Length (km) 30

Estimated Cost ($million)? 20

Expected Start 01/01/2010

Expected Completion 01/01/2012

Milestones
Dates 01/01/2010 05/01/2010 08/29/2010 12/27/2010 04/26/2011 08/24/2011 12/22/2011 04/20/2012
% Work Completed 0 10 20 50 70 75 90 100
% Payments 10 15 20 50 70 75 90 100
Cumulative Disbursements ($million) 2 3 4 10 14 15 18 20

Jabul Saraj to Sourobi Road Section 2

Length (km) 40

Estimated Cost ($million) 30

Expected Start 01/01/2010

Expected Completion 01/01/2012

Milestones
Dates 01/01/2010 05/01/2010 08/29/2010 12/27/2010 04/26/2011 08/24/2011 12/22/2011 04/20/2012
% Work Completed 0 10 20 50 70 75 90 100
% Payments 10 15 20 50 70 75 90 100
Cumulative Disbursements ($million) 3 5 6 15 21 23 27 30

Kabul to Jalalabad Road Section 2

Length (km) 50

Estimated Cost ($million) 50

Expected Start 01/01/2010

Expected Completion 01/01/2012

Milestones
Dates 01/01/2010 05/01/2010 08/29/2010 12/27/2010 04/26/2011 08/24/2011 12/22/2011 04/20/2012
% Work Completed 0 10 20 50 70 75 90 100
% Payments 10 15 20 50 70 75 90 100
Cumulative Disbursements ($million) 5 8 10 25 35 38 45 50
Total Length Tranche 3 Project 120

Total Investment Tranche 3 Project 100

/ Xipuaddy




Tranche 4 Project

Darisuf to Yakawlang Road Section 1

Length (km) 50

Estimated Cost ($million) 40

Expected Start 01/01/2011

Expected Completion 12/31/2012

Milestones
Dates 01/01/2011 05/01/2011 08/29/2011 12/27/2011 04/25/2012 08/23/2012 12/21/2012 04/20/2013
% Work Completed 0 10 20 50 70 75 90 100
% Payments 10 15 20 50 70 75 90 100
Cumulative Disbursements ($million) 4 6 8 20 28 30 36 40

Faizabad to Ishkashem Road Section 3

Length (km) 30

Estimated Cost ($million) 20

Expected Start 01/01/2011

Expected Completion 12/31/2012

Milestones
Dates 01/01/2011 05/01/2011 08/29/2011 12/27/2011 04/25/2012 08/23/2012 12/21/2012 04/20/2013
% Work Completed 0 10 20 50 70 75 90 100
% Payments 10 15 20 50 70 75 90 100
Cumulative Disbursements ($million) 2 3 4 10 14 15 18 20

Kabul to Jalalabad Road Section 3

Length (km) 80

Estimated Cost ($million) 80

Expected Start 01/01/2011

Expected Completion 12/31/2012

Milestones
Dates 01/01/2011 05/01/2011 08/29/2011 12/27/2011 04/25/2012 08/23/2012 12/21/2012 04/20/2013
% Work Completed 0 10 20 50 70 75 90 100
% Payments 10 15 20 50 70 75 90 100
Cumulative Disbursements ($million) 8 12 16 40 56 60 72 80
Total Length Tranche 4 Project 160
Total Investment Tranche 4 Project 140

J Xipuaddy

% = percentage, km = kilometer.
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PROCUREMENT PLAN

Project Name: Road Network Development
Investment Program

Grant Amount $400 million

Date of First Procurement Plan

Grant Number

Executing Agency: Ministry of Public Works
Date of this Procurement Plan

Not Yet Due 1 October 2008
A. Section 1: Process Thresholds, Review and 18-Month Procurement Plan
1. Project Procurement Thresholds
1. Except as the Asian Development Bank (ADB) may otherwise agree, the following

process thresholds shall apply to procurement of goods and works.

Procurement of Goods and Works

Method Threshold

International Competitive Bidding for Works® >$2,000,000
International Competitive Bidding for Goods?® >$500,000
National Competitive Bidding for Works® <=$2,000,000
National Competitive Bidding for Goods® <=$500,000
Shopping for Works <=$100,000
Shopping for Goods <=$100,000
Direct Contracting <=$100,000

® Refer to para. 3 of ADB. 2006. Project Administration Instructions. PAI 3.04: Local Procurement. Manila (National

Competitive Bidding, revised April 2008).

2. ADB Prior or Post Review

2. Except as ADB may otherwise agree, the following prior or post review requirements
apply to the various procurement and consultant recruitment methods used when activities are

financed from the multitranche financing facility (MFF).

Procurement of Goods and Works

Procurement Method

Prior or Post

Comments

International Competitive Bidding (ICB)
Works

Prior

Bidding documents for design-
build contracts will follow ADB’s
standard bidding documents.

International Competitive Bidding Goods

Prior

National Competitive Bidding (NCB)
Works

First use, Prior

Bidding documents for
performance-based
maintenance will follow World
Bank or other donor
specifications and ADB’s
standard bidding documents.

National Competitive Bidding Goods

First use, Prior

Shopping for Works Post
Shopping for Goods Post
Direct Contracting Prior Emergency and ancillary works

only.
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Recruitment of Consulting Firms

Quality- and Cost-Based Selection Prior Use full technical proposal for

(QCBS) supervision consulting services
and project management
consulting services. Default
financial and technical proposal
weights may be changed after
discussing with ADB.

Quality-Based Selection (QBS) Prior For supervision consulting
services if considered
appropriate after discussions
with ADB (use full technical
proposal).

Other Selection Methods: Consultants Prior

Qualifications (CQS), Least-Cost

Selection (LCS), Fixed Budget (FBS), and

Single Source (SSS)

Recruitment of Individual Consultants

Individual Consultants | Prior |
3. Goods and Works Contracts Estimated to Cost More Than $1 Million
3. The following table lists goods and works contracts for which procurement activity is

either ongoing or expected to commence within the next 18 months.

Advertisement
General Contract Procuremen | Prequalification Date
Description Value t Method of Bidders (y/n) | (quarter/year) | Comments
Civil Works $50 million | International No 9/2008
Faizabad— Competitive
Ishkashem Road Bidding
Civil Works $50 million | International No 9/2008
Jabulsaraj— Competitive
Sourobi Road Bidding
Civil Works $50 million | International No 9/2008
Kabul-Jalalabad Competitive
Road Bidding
4, Consulting Services Contracts Estimated to Cost More Than $100,000
4, The following table lists consulting services contracts for which procurement activity is
either ongoing or expected to commence within the next 18 months.
Advertisement International
General Contract | Recruitment Date or National
Description Value Method? (quarter/year) Assighment Comments
Project $2 million QCBS/QBS 9/2008 International MPW to discuss
Management 1 quality:cost ratio
and QBS options
with ADB.
Project $2 million | QCBS/QBS 9/2008 International
Management 2
Project $2 million | QCBS/QBS 9/2008 International
Management 3

® When QCBS is proposed indicate the quality:cost ratio, i.e., 70:30, 80:20 or 90:10.
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5. Goods and Works Contracts Estimated to Cost Less than $1 Million and
Consulting Services Contracts Less than $100,000

5. The following table groups smaller-value goods, works, and consulting services
contracts for which procurement activity is either ongoing or expected to commence within the
next 18 months.

Value of
General Contracts Number of Procurement/
Description (cumulative) Contracts Recruitment Method Comments
Emergency and 100,000 Maximum of 3 National Competitive Requires ADB
Ancillary Works Bidding and/or approval of
International procurement
Competitive Bidding method.
B. Section 2: MFF Procurement Plan
1. Indicative List of Packages Required Under the MFF
6. The following table provides an indicative list of all procurement (goods, works and
consulting services) over the life of the MFF.
Estimated Estimated Domestic
General Value Number of Procurement Preference Comment
Description (cumulative) Contracts Method Applicable® S
Goods $10 million 3 ICB/Shopping Yes
Works $300 million 20 ICB/NCB/Direct/ Yes
Shopping
Estimated Estimated
Value Number of Recruitment Type of Comment
(cumulative) Contracts Method" Proposal® s
Consulting $40 million 8 QBS/QCBS Not Applicable
Services

See ADB'’s Procurement Guidelines (2007, as amended from time to time), Appendix 2.
® See ADB. 2006. Project Administration Instructions. PAI 2.02: Recruiting Consulting Firms, G:

For In-House

Training Assignments Under the Administrative Budget. Manila (full, simplified, or biodata proposal).
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ECONOMIC ANALYSIS OF TRANCHE 1 PROJECT

1. An economic assessment was performed on the two subprojects of Tranche 1 Project,*
for which supplementary financing is proposed from the multitranche financing facility. The
assessment aimed to determine the impact on the economic benefits of supplementary
financing that is provided to complete physical works in the subprojects. This was assessed in
relation to the net present values (NPVs), economic internal rates of return (EIRRs), and the
sensitivities of the NPVs and EIRRs to further increases in costs and decreases in benefits.

2. Economic analyses of the subprojects were conducted during appraisal of these projects
in 2003, 2004, and 2006. These analyses, contained in the corresponding reports and
recommendations of the President, indicated that the subprojects are economically viable.
Table A9.1 summarizes the economic analyses.

Table A9.1: Summary of Economic Analyses

Item EIRR (%) NPV ($ million)
Loan 2140 (Year 2004)
Contracts 2 and 3 19.1 54.8°

Loan 2257 (Year 2006)°

Mazar-e-Sharif—Dara-i-Suf Section 29.9 82.3
Bamian—Yakawlang Section 20.6 28.2
Total Project 25.8 110.6

EIRR = economic internal rate of return, NPV = net present value.

& Against the previous project cost estimates as given in the PFR-1.

® EIRR and NPVs as calculated from the cost and benefit streams given in the
RRP for Loan 2257.

Source: Asian Development Bank estimates.

3. The previous analyses were carried out following Asian Development Bank’s guidelines
by comparing the with- and without-project scenarios that weighed the savings in vehicle
operating costs and travel time costs gained from each subproject against the initial investment
costs and the savings in future periodic and routine maintenance costs over a 20-year period.
The cost and benefits were estimated according to base year traffic and projected traffic over
the subprojects’ life horizons, exiting pavement conditions, design parameters, and unit value of
travel time. The economic analyses indicated that the subprojects would provide between 19%
and 25% returns, with correspondingly large positive NPVs, and that the results would be quite
robust.

4, The estimated supplementary financing of $60 million will be allocated to civil works of
the subprojects as shown in Table A9.2 to meet the cost increases due to:
0] bid prices being higher than available funds for improvement of the Andkhoy to

Qaisar section of the ring road implemented under Loan 2140, and

' ADB. 2004. Report and Recommendation of the President to the Board of Directors on a Proposed Loan to the
Islamic Republic of Afghanistan for the Andkhoy-Qaisar Road Project. Manila (Loan 2140-AFG, $100 million,
approved 15 December); ADB. 2006. Report and Recommendation of the President to the Board of Directors on a
Proposed Loan and Asian Development Fund Grant to the Islamic Republic of Afghanistan for the North—South
Corridor Project. Manila (Loan 2257-AFG, $78.2 million, approved 26 September).
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(i) bid prices being higher than available funds for improvement of the North—South
Corridor Project implemented under Loan 2257, Grant 0054, and JFPR 9097.2

Table A9.2: Supplementary Financing
($ million)
Allocation of Supplementary Financing

Project including Contingencies
Loan 2140 19.0
Loan 2257 28.0

Total Cost Escalation 47.0

Source: Asian Development Bank estimates.

5. The impact of increase in economic cost on NPV and EIRR was assessed by assuming
that the economic benefits remain unchanged. The increase in economic cost was estimated
using a standard conversion factor of 0.9 to convert the financial cost. The estimated increases
in economic costs of the subprojects in 2008 were discounted at a rate of 12% in order to adjust
them to the base year values. The base years for the economic analyses of Loans 2140 and
2257 were 2004 and 2006, respectively. The impact of the increased costs on NPVs and EIRRs
are summarized in Table A9.3.

Table A9.3: Impact of Increased Cost on NPVs and EIRRs

Discounted NPV with EIRR with
NPV at EIRR at Increase in Supplementary Supplementary
Appraisal Appraisal Economic Cost Financing Financing
Project ($ million) (%) ($ million) ($ million) (%)
Loan 2140 54.8 19.1 12.0 42.7 16.2
(Year 2004)
Loan 2257 110.6 25.8 22.3 88.2 22.0

(Year 2006)

EIRR = economic internal rate of return, NPV = net present value.
Source: Asian Development Bank estimates.

6. NPVs and EIRRs of the subprojects decline (EIRRs from 19.1% to 16.2% and 25.8% to
22%, and NPVs from $54.8 million to $42.7million and from $110.6 million to $88.2million) when
supplementary financing is included. However, both subprojects remain economically robust
with reasonable NPVs and IRRs. When the sensitivities of the NPVs and EIRRs to an increase
in cost and decrease in economic benefits were tested, the results given in Table A9.4 below
show only a marginal change, which further confirms the subprojects’ economic robustness.

2 ADB. 2006. Report and Recommendation of the President to the Board of Directors on a Proposed Loan and Asian
Development Fund Grant to the Islamic Republic of Afghanistan for the North—South Corridor Project. Manila (Loan
2257-AFG, $78.2 million, Grant 0054-AFG, $40 million, and JFPR 9097-AFG, $20 million, approved 26
September).



Appendix 9 61

Table A9.4: Sensitivity Analysis

Project NPV ($ million)* EIRR (%)*
Loan 2140

Appraised Base Case 54.8 191
Construction cost increased by 26.4% and

decrease in traffic growth rates by 50% 12.1 12.9
Loan 2257

Appraised Base Case 110.6 25.8
Construction cost increased by 22.08% and 489 18.1

benefits decreased by 20%

EIRR = economic internal rate of return, NPV = net present value.
& Costs and benefits in all subprojects discounted to respective base years.
Source: Asian Development Bank estimates.
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ENVIRONMENTAL ASSESSMENT AND REVIEW FRAMEWORK

A. Purpose of the Environmental Assessment and Review Framework

1. This environmental assessment and review framework (EARF) has been developed to
guide the Ministry of Public Works (MPW), Asian Development Bank (ADB) staff, road
designers, supervision consultants, and construction contractors in carrying out the
environmental assessment and relevant mitigation and monitoring activities required when
designing and implementing subprojects to be financed under the multitranche financing facility
(MFF).

2. The EARF is based on the existing regulatory and technical frameworks in Afghanistan
for environmental management and ADB’s Environment Policy (2002). Consequently, within the
context of the continuing efforts by Afghanistan to improve environmental protection in the
country, the EARF will be periodically reviewed and revised, in consultation with ADB, on the
basis of experience gained during implementation and changes, if any, in Afghanistan’s or
ADB'’s policies, regulations, and institutional arrangements. Revisions may also be introduced
during the preparation of periodic financing requests for subsequent tranches.

B. Environmental Criteria for Subproject Selection
3. Subprojects selected for financing the MMF shall:
0] avoid passing through any designated wildlife sanctuaries, national parks, other

sanctuaries, or area of international significance (e.g., protected wetland
designated by the Wetland Convention); and

(i) avoid, as much as possible, passing through any cultural heritage designated by

UNESCO.
C. Environmental Assessment Requirements
1. National Environmental Policies
4. The Government of Afghanistan (the Government) approved and adopted the first-ever

environmental framework law in 2005 (i.e., Environment Act, 2005) with an aim to include and
address environmental issues in the process of development. Subsequently, the National
Environmental Protection Agency (NEPA), an independent agency, was set up in 2005 for
environmental governance in the country. NEPA has overall responsibility to address policy and
legal issues as well as environmental management in coordination with other related
departments. NEPA reports directly to the Office of the President.

5. In coordination with other government offices and external agencies, NEPA is in the
process of drafting environmental regulations and guidelines for the country’s environmental
management. Presently, there exist the following environmental regulations, guidelines, and
policies in Afghanistan:
0] Environmental Law, 2006, Islamic Republic of Afghanistan;
(i) Interim Environmental Impact Assessment Regulations, NEPA, Islamic Republic
of Afghanistan;
(iii) Administrative Guidelines for the Preparation of Environmental Impact
Assessments, March 2007 (draft 2): NEPA, Islamic Republic of Afghanistan; and
(iv) Environmental Impact Assessment Policy—“An Integrated Approach to
Environmental Impact Assessment in Afghanistan,” August 2006, NEPA, Islamic
Republic of Afghanistan.
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6. Environment Act, 2005. The Environment Act was approved by the Cabinet in
December 2005. The Act contains the tailor-made legal frameworks needed to sustainably
manage Afghanistan’s natural resources and rehabilitate its damaged environment. The Act
also clarifies institutional responsibilities and contains the compliance and enforcement
provisions required to allow the Government to enforce the legislation. The law is a fundamental
prerequisite to enable NEPA to fulfill its mandate. The primary objectives of the Act are to

0] improve living conditions and protect the health of humans, fauna, and flora;

(i) maintain ecological functions and evolutionary processes;

(iii) secure the needs and interests of present and future generations;

(iv) conserve natural and cultural heritages; and

(V) facilitate the reconstruction and sustainable development of the national

economy.

7. The Environment Act was developed by NEPA over a period of 2 years with the support
and technical advice of the United Nations Environment Programme (UNEP) and the
International Union for Conservation of Nature and international experts. UNEP also facilitated
an extensive national consultation process on the draft act with all national stakeholders
(ministries, quasi-government agencies, and civic society) and other interested parties (United
Nations agencies, ADB, World Bank, International Union for Conservation of Nature, United
States Agency for International Development). UNEP is supporting NEPA in developing
regulations subsequent to the Environment Act (particularly in the fields of environmental
impact assessment, integrated pollution control, and compliance and enforcement) and
the institutional processes and systems required to adequately and effectively implement
the Environment Act.

8. Administrative Guidelines for Preparation of Environmental Impact Assessments,
March 2007 (Draft 2). The guidelines are in a draft form prepared by NEPA in coordination with
UNEP. The purpose of the guidelines is to provide guidance to project proponents while
undertaking development projects that may have potential impacts on the environment.
They also provide guidance on how the public should be consulted and define the roles and
responsibilities of various stakeholders in that process.

9. Environmental Impact Assessment Policy—*An Integrated Approach to
Environmental Impact Assessment in Afghanistan,” August 2006. NEPA, with assistance
from UNEP, has developed the environmental impact assessment (EIA) policy. The policy
stipulates broad guidelines for project proponents on integrating EIA into the process of
development, and procedures to address environmental consequences and involve necessary
institutions in the process of project implementation. The policy has yet to be approved by the
Cabinet (Ministry of Justice), which is necessary for it to obtain statutory status with regard to
project proponents.

10. Interim Environmental Impact Assessment Regulations, NEPA (Draft 2.3). These
regulations govern the process of environmental impact assessment in Afghanistan on an
interim basis pending establishment of the EIA board of experts under Article 20 of the
Environment Law and issuing of final regulations. These regulations provide the detailed
process of EIA and divide the projects into categories A and B based on potential impacts.
In accordance with Article 13(1) of the Environment Law, these regulations apply to the
following prohibited activities:
(1) Category A activities, set out in Schedule | of the Regulations, are those activities
likely to have significant adverse environmental impacts that are sensitive,
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diverse, or unprecedented, and that will impact a broader area than the sites or
facilities subject to the physical works of the activity.

(i) Category B activities, set out in Schedule | of the Regulations, are those activities
likely to have significant adverse impacts on human environments or
environmentally sensitive areas that are less adverse than those of category A
activities, are site-specific, and in most instances are not irreversible.

(iii) Any activity that is likely to have significant adverse impact on the environment of
an area that has been determined by NEPA to be an environmentally sensitive
area.

(iv) Any other activity that is likely to have a significant adverse impact on the
environment and is determined by NEPA to be a prohibited activity.

2. ADB Environmental Safeguards Requirements

11. Environment Policy (2002). ADB’s Environment Policy mandates consideration for the
environment in all aspects of ADB operations. The Environment Policy and Operations Manuel
(OM) 20: Environmental Considerations in ADB Operations outlines ADB’s environmental
assessment procedures and requirements. To facilitate implementation of the Environment
Policy and OM 20, environmental assessment guidelines were prepared.

12. Environmental Assessment Guidelines (2003). These guidelines provide a holistic
approach for the user for integrating environmental considerations into ADB operations. They
provide project categorization and procedures to undertake environmental impact assessment
based on significant potential impacts. ADB categorizes projects into categories A, B, C, and FI
according to the significance of likely impacts. The categorization criteria are as follow:

0] Category A. Projects with potential for significant adverse environmental
impacts: An EIA is required to address significant impacts.

(i) Category B. Project judged to have some adverse impacts, but of lesser degree
and/or significance than category A: An initial environmental examination (IEE) is
required to determine whether or not significant environmental impacts
warranting an EIA are likely. If an EIA is not needed, the IEE is regarded as the
final environmental assessment report.

(iii) Category C. Projects unlikely to have adverse impacts: No EIA or IEE required,
although environmental implications are still reviewed.

(iv) Category FIl. Projects are classified as category Fl if they involve a credit line
through a financial intermediary or an equity investment in a financial
intermediary. The financial intermediary must apply an environmental
management system, unless all subprojects will result in insignificant impacts.

13. Based on the Government's and ADB’s environmental policies, the projects to be
financed under the MFF will be subject to the following requirements:
0] A requirement for environmental assessment of each subproject depends on its

potential impacts. Based on these potential impacts, and using ADB’s rapid
environmental assessment, a subproject will be classified in accordance with the
Government’s and ADB’s environmental assessment guidelines.
(i) For each category A project, an EIA including an EMP is required. For each
category B project, an IEE including EMP is required.
(iii) A project will be categorized as A if the project
(@) requires a complex mitigation measure needing to be prepared through
an in-depth assessment of the impacts and detailed study for preparing
mitigation measures;



14.
units.

15.

(iv)
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(b) will generate impact on an ecologically sensitive area, particularly if the
project (1) passes through or is located less than 100 meters from any
designated wildlife sanctuary, national park, other sanctuary, botanical
garden, or area of international significance (e.g., a protected wetland
designated by the Wetland Convention); (2) is located within 300 meters
of a coastline; or (3) passes through any cultural heritage designated by
UNESCO,; or

(© involves establishment of a bypass or new alignment passing through any
ecologically sensitive areas (hilly or mountainous, forested, wetlands,
nearby estuarine, or other area with important ecological function).

Road upgrading and rehabilitation subprojects that do not fall into the above

classification are classified as B.

Environmental Assessment Review Procedures and Authorities’ Responsibilities

The Project will be implemented by MPW through the PMO and project implementation

1.

MPW’s Responsibilities

MPW will be responsible for the following:

(i)
(i)
(iii)
(iv)
V)
(vi)
(vii)
(viii)
(ix)
)
(xi)
(xii)

(xiii)

Prepare environmental screening checklist and classify projects in consultation
with NEPA and other departments.

Based on the environmental classification of projects, prepare terms of reference
to conduct IEE or EIA studies.

Hire an environmental consultant to prepare IEE or EIA reports including EMP
and summary EIA for public disclosure.

Ensure that an IEE or EIA are prepared in compliance with the requirements of
the Government and ADB, and that adequate consultation with affected people is
undertaken in accordance with ADB requirements.

Undertake review of the IEE or EIA, summary EIA, and EMP reports to ensure
their compliance with the requirements of the Government and ADB.

Obtain necessary permits and/or clearance, as required, from NEPA and other
relevant government agencies, ensuring that all necessary regulatory clearances
are obtained before commencing any civil work on the relevant sections.

Submit to ADB the IEE or EIA, summary EIA, and EMP reports and other
documents, as necessary.

Ensure that any EMP including relevant mitigation measures needing to be
incorporated during the construction stage by the contractor are included in the
bidding documents.

Ensure that contractors have access to the EIA or IEE and EMP reports of the
projects.

Ensure that contractors understand their responsibilities to mitigate
environmental problems associated with their construction activities.

Ensure and monitor that an EMP including an environmental monitoring plan will
be properly implemented.

In case unpredicted environmental impacts occur during the project
implementation stage, prepare and implement as necessary an environmental
emergency program in consultation with NEPA, any other relevant government
agencies, and ADB.

In case a project needs to be realigned during implementation, review the
environmental classification, revise it accordingly, and identify whether a
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supplementary IEE or EIA study is required. If yes, prepare the terms of
reference for undertaking a supplementary IEE or EIA and hire an environmental
consultant to carry out the study.

(xiv)  Submit annual reports on implementing EMPs, including implementation of an
environmental emergency program, if any, to NEPA and ADB.

2. ADB Responsibilities
16. ADB is responsible for the following:

0] Review IEE and/or EIA reports and the rapid environmental assessment checklist
as a basis to issue approval for the project.

(i) Undertake periodic monitoring of the EMP implementation and due diligence as
part of an overall project review mission.

(i) If required, provide advice to MPW in carrying out its responsibilities to
implement the EMP for the project.

3. Compliance with ADB’s Environmental Policy—Due Diligence

17. MPW has the responsibility to undertake environmental due diligence and monitor

implementation of environmental mitigation measures for all projects under each respective
responsibility. The due diligence report as well as monitoring of EMP implementation (described
in the annual report) need to be documented systematically. ADB must be given access as
needed to undertake environmental due diligence for all projects.

4, Public Disclosure

18. MPW is responsible for ensuring that all environmental assessment documents,
including the environmental due diligence and monitoring reports, are properly and
systematically kept as part of the project record of each project under its responsibility.

19. All environmental documents are subject to public disclosure. These documents should
be made available to the public, if requested

E. Institutional Setup and Implementation Arrangements
1. Implementation
20. MPW will be the Executing Agency of the Investment Program. Project management

staff of MPW have already been assigned to monitor and oversee implementation. The project
management staff at present are headed by a project director and supported by three project
managers, an accountant, and an information technology specialist. External advisors engaged
under TA 4675-AFG will assist MPW in procurement and administering construction and
consultancy service contracts at the beginning. Subsequently, a fully staffed program
management office will be established to take over the responsibility of monitoring, coordination,
and management of the Investment Program; auditing the accounts and financial statements of
each project; and preparation of the various progress reports.

2. Due Diligence to Ensure Compliance with ADB Environment Policy

21. MPW will assist ADB in its periodic environmental due diligence analyses on any project
at any given time. MPW will have the main responsibility, however, for performing periodic
environmental due diligence analyses, as well as for monitoring the implementation of all
projects to ensure compliance with Afghanistan’s and ADB’s environmental policies and overall
environmental standards.
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3. Staff Requirements and Resources

22. MPW will appoint or engage one or more environmental specialists to support the PMO,
funded under the MFF. These specialists will provide input and guidance on environmental
management and safeguards to the contractors, and will help build environmental management
capacity at the regional offices of MPW. Adequate funding resources will be provided under
each project for restoring the environment to at least its preconstruction condition. That will
include, but not be limited to, landscaping and revegetation of affected surfaces.

F. Compliance Monitoring

23. Throughout implementation of the MFF, the Government and ADB will monitor the
implementation progress and impact of projects. Overall, the EMP for each project will be
implemented by the PMO within MPW. In consultation with MPW and ADB, the PMO will
establish a system for preparing quarterly reports on environmental performance monitoring,
issues resolution, and corrective action plans.

24, An EMP will be part of the overall project monitoring and supervision, and will be
implemented by the supervision consultants with oversight from the PMO. Progress on the
preparation and implementation of an EMP will be included in the periodic project progress
reports. Specific monitoring activities defined in the IEEs or EIAs and EMPs will be carried out
by the contractors and monitored by the PMO. MPW will submit semiannual reports on EMPs
implementation for ADB'’s review.

25. The PMO, with assistance of the international or national environmental consultants, will
review the IEE or EIA and corresponding EMP for each project to ensure that mitigation
measures and monitoring plans proposed in that document are in compliance with ADB’s and
national requirements. According to the reports and reviews during its missions, ADB, in
consultation with the Government, will confirm compliance. For this purpose, the PMO will
provide ADB with access to information on any projects. The information on implementation of
an EMP, as well as that on environmental and social safeguard compliance, will be
systematically documented and reported to ADB as part of the regular progress reports.





