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I. PROJECT DESCRIPTION 

A. Rationale  
 

1. Since the 1990s, the economy of Nepal was growing slowly as it was constrained by an 
underdeveloped financial system characterized by a number of deficiencies, which included lack 
of sound policy, the absence of a legal and regulatory environment, inadequate institutional 
capacity, and no effective enforcement. To modernize the economy, an efficient financial system 
was required. Furthermore, easy access to reliable information was required to reduce transaction 
costs and pursue equitable growth. Appropriate accounting standards had to be adopted and 
instituted and information and communications technology (ICT) installed and enabled for good 
corporate and financial governance. Such a technical infrastructure was required to develop 
sophisticated markets and register rapid growth. The Corporate and Financial Governance 
Project1 was a first step in the country’s long-term commitment to accelerate its economic growth.      
 
 

                                                
1
   ADB. 2000. Report and Recommendation of the President to the Board of Directors: Proposed Loan and Technical 

Assistance Grant to the Kingdom of Nepal for the Corporate and Financial Governance Project. Manila. 
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B. Expected Impact  

2. The project was expected to introduce modern corporate and financial governance in the 
country and remove an important impediment in the path of its rapid economic development. With 
the help of modern laws and ICT, the project sought to establish an efficient financial system. 
These improvements were expected to boost Nepal’s annual gross domestic product growth by 
about 2%—or $100 million per annum. More importantly, economic growth was expected to be 
even stronger in rural areas, as any ensuing investment would raise the demand for rural labor, 
especially in labor-intensive activities. 

C. Objectives or Expected Outcomes  

3. The project objectives were to improve transparency, accountability, and basic finance 
sector infrastructure comprising: (i) a legal and regulatory framework, accounting standards, and 
sector policies; (ii) developed and strengthened key sector regulatory and supervisory institutions; 
(iii) a legal and judicial system with capacity for proper enforcement and dispute resolution; and 
(iv) ICT infrastructure for payments, information disclosure, and delivery of financial services.  
 
4. Given the long-term goal of rapid and more equitably distributed economic growth through 
an improved financial system, the project focused on governance in the corporate sector and in 
nonbanking financial institutions, including rural finance and capital markets. At project 
completion, key policy impediments were expected to be removed and the country was to have a 
basic, sound regulatory and institutional framework with improved enforcement capacity. The 
country was to be prepared for introduction of ICT and further reforms to support continuous 
growth of the financial sector. 

D. Components and Outputs  

5. The project pursued a number of activities by ―blending a number of loans and technical 
assistance (TA)‖ funded activities,2  which included the following: (i) improving corporate and 
financial governance policies, regulatory and legal framework, and standards; (ii) capacity 
development for key financial institutions; (iii) strengthening legal enforcement capacity and 
infrastructure; (iv) deploying infrastructure for payments and financial service delivery; and (v) 
developing selected market participants. Of these, (i) and (v) were being pursued under a number 
of TA-supported activities3  including the cluster TA under the project, while (ii), (iii), and (iv) were 
identified as loan components A, B, and C.   
 
6. The loan component A envisaged strengthening of the following: (i) Securities and 
Exchange Board (SEBO) and Companies’ Registrar’s Office (CRO), (ii) Nepal Stock Exchange 
(NEPSE) and central depository system, and (iii) Nepal Rastra Bank for regulating nonbanking 
financial institutions. The loan component B envisaged the following: (i) establishment of the 
National Judicial Academy (NJA), (ii) improvement of the legal information system, (iii) 
establishment of a secure transactions registry, and (iv) establishment of special commercial 
courts with jurisdiction to deal with commercial matters. Finally, the loan component C sought to (i) 

                                                
2
  ADB. 2000. Report and Recommendation of the President to the Board of Directors: Proposed Loan and a 

Technical Assistance Grant to the Kingdom of Nepal for the Corporate and Financial Governance Project. Manila.  
Executive Summary, p. 16, Table 1. 

3
  ADB. 2000. Technical Assistance to Nepal for Capacity Building for Accounting and Audit Profession. Manila (TA 

3356-NEP); ADB. 1999. Technical Assistance to Nepal for Establishing a Focal Point for Financial Sector Reforms. 
Manila (TA 3371-NEP); and ADB. 2000. Technical Assistance to Nepal for Company and Insolvency Law Reform. 
Manila (TA (cluster) 3461-NEP).   
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upgrade the payment system, (ii) support institutional infrastructure for ICT investments in 
financial service delivery, including provision of $1.0 million for start-up funding of a public–private 
ICT company (electronic financial and information technology [e-FIT]).   

E. Provision of Inputs  

7. The total cost of the project at appraisal was $13.3 million with $7.9 million as foreign 
exchange cost and $5.4 million as local currency cost (report and recommendation of the 
President [RRP], page 25, Table 2). This was proposed to be financed by an unusual 
arrangement through an Asian Development Fund (ADF) loan for $7.3 million, Asian Development 
Bank (ADB) cluster TA grant for $3.3 million, and Government of Nepal contribution of the 
remaining amount of $2.7 million (RRP, page 26, Table 3). It is to be noted that TA funds are 
usually not included in the financing plan of a loan project in ADB.     

F. Implementation Arrangements  

8. The Ministry of Finance (MOF) was the executing agency and was expected to administer 
the loan proceeds and coordinate and monitor project implementation. To implement the loan-
funded components, the MOF was expected to coordinate with other implementing agencies: (i) 
SEBO, NEPSE, and the Ministry of Industry in improving corporate governance and capital 
markets; and (ii) Ministry of Law and Justice and Supreme Court in improving legal and judicial 
enforcement mechanisms and capacities.  
 
9. In addition, the MOF expected to coordinate with various line ministries and agencies in 
implementing the TA grant-funded components. To oversee effective coordination, the MOF 
established a project coordination and monitoring unit, which was to report to a project steering 
committee comprising private sector representatives, and which the RRP says, was established 
during the project formulation phase.4 
 
10. The project was originally designed for about 4.5 years and was expected to be completed 
by June 2005. However, keeping in view the limited progress made by midterm review in 2003, 
the project design was modified and extended by 42 months. The redesigned project was 
scheduled to close in June 2007. After one more extension, the project closed in June 2009. 
 
11. The project was assisted by an umbrella TA project with six sub-TA activities under ADB’s 
cluster modality for a total amount of $3.3 million on a grant basis.5 The cluster TA was to 
complement the loan-funded components. Specifically, the cluster TA comprised: (i) TA 1: 
Streamlining Financial, Corporate, and Commercial Legislation ($250,000); (ii) TA 2: Improved 
Accounting and Auditing Standards in the Public Sector ($250,000); (iii) TA 3: Institutional 
Strengthening of the Nepal Rastra Bank for Regulation and Supervision of Rural Finance 
($800,000); (iv) TA 4: Developing Nepal’s Payment System ($400,000); (v) TA 5: Financial and 
Operational Review of Agricultural Development Bank of Nepal and Nepal Industrial Development 
Corporation ($850,000); and (vi) TA 6: Developing of Insurance, Pensions, and Contractual 
Savings ($750,000). The technical assistance completion report noted that TA fact-finding was 
done after the TA cluster had been approved as an associated TA to the project loan.6  

                                                
4
  ADB. 2000. Report and Recommendation of the President to the Board of Directors: Proposed Loan and a 

Technical Assistance Grant to the Kingdom of Nepal for the Corporate and Financial Governance Project. Manila.  
p.  27, footnote 19. 

5 The SERD commented that the TA component was perhaps not suited for the project, given the significant 

consulting inputs required and largely advisory nature of outputs; the ownership from the Government was a key 
missing element; and the demand from the government to finance a building for a judicial academy which was 
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12. Subsequently, in December 2004, the government and ADB agreed to prepare two 
additional TA subprojects. These were TA 7: Coordination of Financial Sector and Legislative 
Reform; and TA 8: Developing Commercial Small and Medium Enterprise Finance. Of the 8 sub-
TA projects, sub-TA projects 3, 5, and 8 were assessed as successful; sub-TA projects 1 and 7 
were assessed as partly successful and finally, sub-TA projects 2, 4, and 6 were assessed as 
unsuccessful. Overall, the Technical Assistance Completion Report assessed the TA as partly 
successful. 

II. EVALUATION OF PERFORMANCE AND RATINGS 

A. Relevance of Design and Formulation 

13. The project completion report (PCR) assessed the project as partly relevant. The overall 
thrust of the project—financial sector development through improved governance, regulatory and 
enforcement capacity, and ICT infrastructure—was relevant. It was also closely aligned with the 
government’s development objectives and ADB’s medium-term operations strategy. The PCR 
noted that the project design was ―highly complex and ambitious.‖ The project as designed did not 
accurately factor in the implementation capacity of the agencies involved, especially keeping in 
view the wide scope of the project and involvement of a number of ministries and agencies.  
 
14. There were six implementing agencies under the loan. Component A had three 
implementing agencies: SEBO, NEPSE, and the CRO; component B had two implementing 
agencies: Ministry of Law and Justice, and the Supreme Court; and component C had one:  the 
Nepal Rastra Bank. The project sought to establish new institutions and change the prevalent 
financial practices in the country’s corporate sector in one go rather than going about the project’s 
objectives in a phased manner. During the internal processing of the loan in ADB, these design 
limitations were pointed out, and attention was drawn toward the limited implementation capacity. 
However, these were not heeded. It was only in the midterm review of the project that the point 
was finally acknowledged and an attempt was made to rescue the project by adapting ―the reform 
efforts to the absorptive capacities of the agencies and prioritize actions over an extended 
period…‖ 
 
15. Another feature of the design that contributed to the apathy on the part of the then 
Government of Nepal was a disproportionately large amount of investments related to consulting 
services. At loan negotiations, the government team conveyed this message to ADB’s loan 
negotiating team, and even sought to reduce the duration of the project. After the loan was 
approved, the government showed little ―ownership‖ of the project, and did not take initiative to 
actively implement the project. For example, the project steering committee did not meet, despite 
the RRP noting that the project steering committee was ―fully functional‖ at appraisal (RRP, para. 
4).  
 
16. Finally, the timing of the loan project compounded the problems during project 
implementation. The loan was approved in 2000 when the country was already facing serious 
political unrest. During implementation, sociopolitical volatility continued vitiating the environment 
to undertake long-term reforms like corporate and financial governance. Ministers resigned, 
departments and offices were being restructured, the Parliament was dissolved, and normal 
legislative business could not be carried out.  

                                                                                                                                                       
consistently opposed by ADB due to procurement and governance concerns, which became a factor in reducing 
government ownership over the TA. 

6
  ADB. 2010. Completion Report: Corporate and Financial Governance Project in Nepal. Manila (Loan 1811-NEP). 

p. 10, para. 40. 
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17. In the absence of regular functioning of legislature, the project had to get legislation 
promulgated in the form of ordinances. These conditions sapped the attention and interest of 
bureaucrats and functionaries. The consulting firms like PricewaterhouseCoopers could not field 
its personnel. As a result, the project did not receive much attention during implementation. The 
validation has rated the relevance of the project as less than relevant.  

B. Effectiveness in Achieving Project Outcomes  

18. The PCR assessed the project as less effective. It observed that many important activities 
under components A and B could not be undertaken. As an outcome of component A, the SEBO 
gained some operational and financial independence as it was supported by information systems 
and limited amount of capability development training. The NEPSE’s operation improved with the 
help of an electronic trading system, and the CRO benefited through the implementation of a 5-
year business plan. The central depository system, however, was found to be premature as the 
requisite legal basis was not available in the country.  
 
19. The outcomes of component B were more modest as these were limited to the efficiency 
gains accruing through establishment of an internet-based computerized legal information system. 
The outcomes related to the NJA—establishment of special commercial benches and secure 
transaction registry—did not materialize as these subcomponents were delayed and eventually 
dropped. The NJA civil works were canceled as bidding documents were ―tampered with.‖  
 
20. Similarly, the project outcomes related to component C, on establishment of an e-FIT, did 
not materialize as e-FIT was deemed premature and was dropped. This reduced the project 
outputs and their likely outcome on the financial system. The completed activities resulted in only 
a partial achievement of some of the intended outcomes. A substantially large amount of loan 
(63% of the ADF loan or 80% of the total project cost) and TA funds remained unutilized.7 This 
validation concurs with PCR rating of the project being less than effective. 

C. Efficiency of Resource Use in Achieving Outputs and Outcomes 

21. The PCR assessed the project as inefficient. It argued that in addition to not completing 
the initially envisaged outputs and outcomes, the project also canceled activities that were 
undertaken after consultants, counterpart staff, and ADB had ―invested considerable time and 
energy‖ (PCR, page 9, para. 35). This is despite the fact that the project was extended twice, and 
overshot the original implementation period by more than 4 years.  
 
22. Full-time personnel were not recruited in the project coordination and monitoring unit. 
Quarterly progress reports were not submitted regularly, and when submitted these were not of 
appropriate standard and quality. The government did not prepare the completion report for the 
project. ADB fielded 15 missions, each time requesting the government to do the tasks, but the 
government failed to respond. The lapses are noteworthy considering that the MOF was the 
executing agency (and not any other line agency) and yet it did not heed the missions’ repeated 
requests.    
 

23. Moreover, the implementing agencies did not follow the bidding procedures rigorously. As 
mentioned in para. 19, in the case of constructing the NJA premises, ADB had to turn down the 
proposed firm due to tampering of bidding documents. In another case, an implementing agency 
denied a firm its legitimate payment for a long time. The payment was finally made after 

                                                
7
  As much as 95% of the loan utilized related to the consulting services.  
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complaints were filed with ADB Management and repeated reminders to concerned officials 
during ADB missions.8 Overall, the project was delayed, its disbursements were slow, and only a 
fraction of the loan amount was utilized. This validation concurs with PCR rating of the project 
being inefficient. 

D. Preliminary Assessment of Sustainability  

24. The PCR assessed the project’s sustainability as less likely sustainable without further 
support. Notwithstanding, two activities seem to be making some progress. First, the NEPSE is 
moving forward as a result of starting a central depository service. Second, the NJA is being 
assisted by a number of development partners including the United States Agency for 
International Development (USAID), World Bank, Department for International Development 
(DFID) of the United Kingdom, German Development Cooperation through GTZ, the United 
Nations Development Fund for Women, and the United Nations Development Programme 
(UNDP). The validation concurs with this assessment and has rated sustainability as less than 
likely sustainable.  

E. Impact  

25. The PCR noted that the project’s impact was undermined due to the truncation of activities 
and reduction in its overall scope, but it does not use the standard descriptor of the Independent 
Evaluation Department for its assessment. From its overall account, it is equivalent to be 
negligible and this validation concurs with it.   
 

III. OTHER PERFORMANCE ASSESSMENTS  

A. Performance of the Borrower and Executing Agency 

26. The PCR noted that the performance of the government and the MOF was unsatisfactory. 
The MOF was unwilling or unable to assist in supervising the six implementing agencies due to 
some reasons, including weak ownership on the part of the government, hence, insufficient 
project supervision. For example, the steering committee never met; periodic quarterly reports 
were not submitted; and the government did not prepare the required project completion report.  
 
27. Likewise, submission of audit and financial reports were delayed. Bid documents were not 
properly prepared resulting to rejection by ADB. Payments to consulting firms were delayed and 
made only after ADB intervened. Counterpart funding for the NJA and SEBO was delayed. Above 
all, the overall political climate in the country at that time was unstable and volatile, rendering 
implementation more difficult. In the face of a difficult sociopolitical environment, the effort and 
diligence given to project implementation was inadequate. This validation concurs with the PCR 
rating of the executing agency’s performance being unsatisfactory.  

B. Performance of the Asian Development Bank  

28.  The PCR assessed ADB’s performance as partly satisfactory. Despite 15 mission trips 
spanning over more than 230 days, including the efforts of staff members from the Office of the 
General Counsel and the Nepal Resident Mission, the project could not be implemented 
satisfactorily. The PCR observed, ―Project outcomes would likely have been enhanced had ADB 
better anticipated implementation difficulties and worked with the government early on to 
                                                
8
  The project was investigated by ADB’s Office of Anticorruption and Integrity but the case was closed due to 

inadequate information. 
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introduce components that better reflected government priorities and implementation capacities.‖ 
This suggests that ADB was oblivious of the implementation difficulties during project designing 
in the beginning, and that its efforts to fix the project during implementation did not fully reflect 
the government priorities and preferences. This was so despite a number of extensions, and 
heavy deployment of consultants under the project. This validation concurs with the PCR 
assessment and rates it less than satisfactory. 
 
C. Others  
 
29. There are no safeguard issues. Many covenants were delayed and more than half of the 
total 27 covenants were not complied with.  

IV. OVERALL ASSESSMENT, LESSONS, AND RECOMMENDATIONS  
 
A. Overall Assessment and Ratings  

 
30. The project was rightly identified as an important intervention that could have removed 
some crucial impediments from the path of rapid and equitable economic growth in Nepal. It 
was consistent with the government’s development plans and ADB’s country operation 
strategy. However, as designed, the project was complex and ambitious. There were too many 
agencies involved in its implementation. The design was beyond the implementation capacity 
of the government. To simplify its implementation, the design leaned heavily on consulting 
services, and this in turn, further weakened government ownership, as it was reluctant to 
borrow for consulting services.  
 
31. The sociopolitical turbulence that was prevalent in the country during the period made 
implementation more difficult as the envisaged legislative steps could not be undertaken on 
time. Only during midterm review was a serious attempt made to simplify the design to better 
fit with the implementation capacity of ministries and line agencies.  
 
32. Despite nearly doubling the period of project implementation, only a fraction of the 
envisaged outputs and outcomes were accomplished. A significant part of loan and TA grants 
remain unutilized. The table below summarizes the overall performance ratings for the 
different aspects of the project.     
 

Overall Ratings 
 

Criteria PCR IED Review 
Reason for Disagreement 

and/or Comments 

Relevance Partly relevant Less than  relevant  
 

Effectiveness in achieving 
outcome 

Less effective Less than effective  

Efficiency in achieving 
outcome and outputs 

Inefficient Inefficient  

Preliminary assessment of 
sustainability 

Less likely 
sustainable 

Less than likely 
sustainable 

 

Overall assessment Unsuccessful Unsuccessful  

Borrower and executing 
agency 

Unsatisfactory Unsatisfactory  

Performance of ADB Partly satisfactory Less than  
satisfactory 
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Criteria PCR IED Review 
Reason for Disagreement 

and/or Comments 

Impact No descriptor Negligible  

Quality of PCR  Satisfactory  

ADB = Asian Development Bank, IED = Independent Evaluation Department, PCR = project completion report. 
Note: From May 2012, IED views the PCR's rating terminology of "partly" or "less" as equivalent to "less than" and 
uses this terminology for its own rating categories to improve clarity. 
Source: ADB Independent Evaluation Department. 

 
B. Lessons  

33. The PCR identified pertinent lessons related to the need for proper sequencing of 
reform activities, project readiness, capacity constraints, and project complexity. These related 
to the need for thorough preparation of projects before launching, and the need to keep the 
design in line with the implementation capacity of line agencies. This validation concurs with 
these, and adds one more lesson pertaining to the appropriate balance between the hardware 
and software aspects of a development project. Poor countries are rightly skeptical of 
borrowing only for consulting services because in the absence of the requisite infrastructure 
they fail to internalize outputs and derive gains from the institutional reforms in full. This affects 
the extent to which government ownership materializes through the course of implementation. 
The RRP summarized the lessons identified from prior financial sector reform projects (RRP, 
page 11, para. 35) on government ownership in terms of the reform agenda.     

C. Recommendations for Follow-Up  

34. This validation notes the PCR’s project-related recommendation for ADB to continue 
engagement in the area of corporate and financial governance based on ongoing efforts to 
develop a project on bond market development, and technical support on corporate 
governance standards. However, the validation questions this recommendation on continued 
engagement in light of weak results achieved by the project. Even if ADB remains engaged in 
the sector, the validation suggests exploring other modalities such as a program loan or sector 
development modality, as recommended in the PCR, in light of the gradual reduction in 
government commitment through the implementation stages.   
  

V. OTHER CONSIDERATIONS AND FOLLOW-UP 

A. Monitoring and Evaluation Design, Implementation, and Utilization 

35. The project was designed well to carry out appropriate monitoring and evaluation of the 
project activities. However, there was reluctance on the part of the executing agency to 
implement the related actions. There was no reason why it did not hold regular project level 
steering committee meetings, or supervise the functioning of implementing agencies. The 
executing agency certainly needed to show greater ownership and take initiative to implement 
the project better.   
  
B. Comments on Project Completion Report Quality 

36. The quality of the PCR is satisfactory. It provided the necessary details with evidence, 
clarity, and candor. Given the comprehensive role of the associated TA cluster, the PCR should 
have elaborated more on its implementation.   
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C. Data Sources for Validation 

37. The following documents were used in preparing this validation: (i) RRP, legal 
documents, and technical assistance completion reports; (ii) summary record of ADB internal 
discussions; (iii) progress reports; (iv) project administration memorandum; and (v) supervision 
reports, including midterm review or progress reports, back-to-office reports of supervision 
and/or project administration missions and PCR mission.   

D. Recommendation for Independent Evaluation Department Follow-Up 

38. No follow-up recommendations are made for the Independent Evaluation Department. 
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