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I. PROJECT DESCRIPTION 
 

A. Rationale 
 

1. Nepal’s landlocked and fragmented terrain substantially hampered domestic and foreign 
commerce. Nepal’s transport system suffered from long distances; dependence on a handful of 
transit routes for imports and exports; and substandard transit logistics, trade facilities, and 
infrastructure. Clearance procedures for goods were cumbersome, resulting in prolonged 
clearing times at the country’s major gateways. Institutional capacity to manage an efficient 
transit system needed improvement. The Asian Development Bank (ADB)-sponsored South 
Asia Subregional Economic Cooperation (SASEC) Program, comprising Bangladesh, 
Bhutan, India, and Nepal, developed action programs for subregional economic cooperation 
in six priority sectors: transport, energy, tourism, environment, trade and investment, private 
sector cooperation; and information and communication technology. The Transport Working 
Group under the SASEC program identified six major subregional transport corridors of 
which two involved Nepal, needing to remove institutional and physical impediments (choke 
points) to improve subregional transport connectivity and economic integration.1   
 
B. Expected Impact 
 
2. The Subregional Transport Facilitation Project (the project) was intended to help 
promote public–private partnerships by privatizing the terminal operation of a proposed inland 
container depot (ICD) at Kakarbita. It was also expected to enhance governance capacity by 
providing facilities for fast and transparent customs clearance and reducing opportunities for 
corruption. Maintenance costs for the border access roads would be recovered by placing 
appropriate tolls on the upgraded roads. The project was expected to lessen the vulnerability of 

                                                 
1  Summarized from ADB. 2004. Report and Recommendation of the President to the Board of Directors: Proposed 

Loan to the Kingdom of Nepal for the Subregional Transport Facilitation Project. Manila. 
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local people to HIV and/or AIDS and human trafficking across the border by conducting an 
awareness campaign and providing the necessary physical facilities to help prevent human 
trafficking.   
 
C. Objectives or Expected Outcomes 
 
3. The project’s objective was to help integrate Nepal’s economy into subregional and 
world markets, with anticipated outcomes of upgraded governance capacity, better transport 
facilities, and greater efficiency and effectiveness of trade management.  
 
D.  Components and Outputs 
  
4.  The project has four components:  
 

(i) Access Roads (Appraisal estimate $12.600 million; cost at closure $11.912 
million): This comprised (a) upgrading or construction of a two-lane access road from 
Birgunj ICD (Padam Road) to Tribhuvan Highway (about 12.4 kilometers [km]); and (b) 
upgrading of a shortcut gravel road from Bhairahawa to Bhumahi on the East–West 
Highway to a two-lane access road leading to Kathmandu and other parts of Nepal 
(about 29 km).  
 

(ii) Inland Clearance Depot (Appraisal estimate $3.510 million; cost at closure 
$5.310 million): This comprised construction of an ICD at Kakarbhitta in eastern Nepal 
with facilities that included fencing, lighting, a weighbridge, administration buildings, and 
a container platform. The depot also included a separate immigration office and other 
facilities for security and control of human trafficking.  
 

(iii) Automatic System of Customs Cargo Clearance and Management 
(Components 3 and 4):  (Appraisal estimate $2.900 million; actual at closure $2.080 
million). This comprised (a) upgrading of the Automatic System of Customs Cargo 
Clearance and Management (ASYCUDA) and introduction of selectivity and brokers' 
direct trade input modules at the eight main customs offices of Nepal; 2  and (b) 
equipment purchase and installation of wide area network (WAN) covering the eight 
customs offices plus Nepalgunj and Mahendranagar, linked to a central control room in 
the customs headquarters in Kathmandu.3  
 

(iv)  Institutional Capacity Building: This consisted of the training of trainers and 
end users of customs facilities on (a) operation, maintenance, and procedural 
adjustment of ASYCUDA modules and the WAN system; (b) setting up an intelligence 
unit and risk management system; (c) assisting in the preparation of the instruction 
manuals for the intelligence unit, and training of customs officers in intelligence 
gathering, analysis, and related techniques; and (d) post-declaration evaluation and 
customs valuation of harmonized customs duties.   

 
5. The envisaged project outputs were: (i) upgrading or construction of two separate roads 
to connect Birgunj ICD (12.4 km) and Bhairahawa ICD (29 km) to the national highway network; 
(ii) construction of an ICD at Kakarbhitta; (iii) upgrading of the ASYCUDA and installation and 

                                                 
2  Birgunj, Birgunj ICD, Biratnagar, Bhairahawa, Kakarbhitta, Krishnanagar, Tatopani, and Tribhuvan International 

Airport.  
3  These works were carried out under the contract with the United Nations Conference on Trade and Development 

(UNCTAD).  
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operation of the WAN at 10 customs offices; and (iv) capacity building of public officials and 
private sector representatives involved in customs.  
  
E. Provision of Inputs 
 
6.  The project cost estimate at appraisal was $26.7 million, consisting of a foreign 
exchange component of $15.7 million and a local cost component of $11.0 million. The actual 
project cost totaled $19.5 million, including $0.2 million for interest during construction. ADB 
financed the entire foreign exchange cost of $15.2 million and a part of the local currency cost of 
$2.3 million equivalent and the government financed $1.96 million equivalent of the local 
currency cost. The total loan cancellation was $3.48 million. The appreciation of the special 
drawing right against the US dollar between loan agreement and loan closing, and low priced 
bids for civil works contracts contributed to the cancellation amount.   
 
F. Implementation Arrangements 
 
7. The Ministry of Physical Planning and Works as the executing agency and the 
Department of Roads (DOR) as the implementing agency had substantial experience with ADB-
financed projects. A project directorate within the DOR (established under earlier ADB-funded 
road projects and still fully functional) was given responsibility for overall project coordination, 
monitoring, and implementation of the project. The DOR assigned a full-time project director to 
the task and appointed two full-time project managers, placing one in Birgunj and another in 
Bhairahawa. The project manager in Birgunj was also responsible for the overall supervision of 
the Kakarbhitta ICD. The project managers reported directly to the project director and were 
responsible for day-to-day implementation. The Department of Customs (DOC) carried out the 
activities related to the ASYCUDA and WAN at the various customs offices. However, there 
were some difficulties in contract administration between the DOC and the United Nations 
Conference on Trade and Development (UNCTAD) because the contract provisions (drawn up 
with DOR) did not clearly state the role and responsibilities of the DOC. The Nepal Intermodal 
Transport Development Board became responsible for operations and maintenance at the 
Kakarbhitta ICD by default since no suitable bid was forthcoming from the private sector.  
 

II. EVALUATION OF PERFORMANCE AND RATINGS 
   
A. Relevance of Design and Formulation 
 
8.  The project completion report (PCR) rating was relevant. The validation concurs with 
the overall rating of relevant. The project was fully in line with the government’s 10th Five-Year 
Plan to improve the country’s subregional connectivity and economic integration. The 
government’s intentions were to upgrade governance capacity and physical infrastructure 
thereby improving reliability of goods delivery, and reducing transport costs and goods 
clearance time. Improvements of border transit logistics and trade facilities focused on two key 
subregional corridors, along with complementary investment initiatives in neighboring countries. 
The overarching objective of ADB’s country strategy and program for Nepal was to achieve 
sustainable reduction in poverty by fostering inclusive pro-poor growth, social development, and 
good governance, through projects in transport and regional cooperation. The project framework 
provided links between the outputs and the project goals, such as reduced vehicle operating 
costs (VOCs) and improved dwell time,4 but measuring the outcome for the economy was less 
well designed due to issues of attribution.  

                                                 
4  The time required in customs for processing documents and inspection of the goods.  
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B. Effectiveness in Achieving Outcomes  
 
9. The PCR rated the project as effective. This validation concurs with the rating. In terms 
of fulfilling the objective to integrate Nepal’s economy into subregional and world markets, 
progress was made since there was an improvement in economic growth and trade volume 
during the project period. However, many other factors could have contributed to this growth. 
Given that the traffic using the facilities was less than anticipated, the contribution was rather 
modestly achieved.  
 
10.  There is no estimate for changes in customs facilitation payments (although there was a 
50% reduction from the target) because a consistent valuation method had not been 
established. Nevertheless, customs officials were trained and the ASYCUDA was successfully 
implemented. This dimension was substantially achieved. Better transport facilities and trade 
effectiveness were fully achieved resulting in savings in time and VOCs on the roads and 
savings in processing time at the ICD. Reductions in goods damage and pilferage, however, 
were negligible.  
 
C. Efficiency of Resource Use in Achieving Outputs and Outcomes 
 
11.  The PCR rated the project as efficient based on the economic analysis using the same 
methodology as at appraisal. This validation concurs with the rating. The economic internal 
rates of return (EIRR) were 34.9% (32.7% at appraisal) for the Bhairahawa–Bhumahi road 
section and a marginal 12.1% (18.1% at appraisal) for the Birgunj access road. The high EIRR 
value of the Bhairahawa–Bhumahi road is attributed to the substantial reduction in the traveling 
distance from 41 km to 29 km, a saving of 12 km traveling distance. However, the EIRR for 
Birgunj access was low in comparison to the appraisal estimate, as the actual traffic volume on 
this road section was lower than expected. The results for the Kakarbhitta ICD yielded an EIRR 
of 21.7% (15.2% at appraisal) and for installation of the ASYCUDA 56.9% (46.6% at appraisal). 
The higher value of the EIRR for the ASYCUDA was due to a reduced dwell time of 2.7 hours 
per vehicle compared with 3.3 hours before installation of the system. Some project activities 
were delayed due to lack of resources, contractors’ inefficient time management, unrest in the 
Terai region, and the Koshi flood in August 2008. However, the consultants and contractors 
managed to complete the civil works by the loan closing date of 1 July 2010.     
 
D. Preliminary Assessment of Sustainability 
 
12. The project is rated likely sustainable by the PCR. The PCR indicated that the capacity 
of government institutions, consultants, and contractors to handle the construction, operation, 
and management of the road and ICD were enhanced although the extent to which these were 
enhanced was not stated. Since project completion, all road sections and the Kakarbhitta ICD 
have become functional and there have been follow-up activities from consultants and 
contractors. The ASYCUDA is operating all customs offices covering over 80% of the trade 
between Nepal and India. The DOC owns the system and provides the necessary human and 
financial resources.  
 
13. Although toll rates for the road sections were published, toll collections to cover the 
maintenance costs had not started at the time of the PCR mission due to a “lack of operational 
viability”. At the interim, the Roads Board allocated funds for the fiscal year budget for routine 
maintenance of the project roads. The toll rates were fixed on 28 June 2010 to meet the loan 
covenant. The toll collection for the Bhairahawa–Bhumahi Road (29 km) already started since 
May 2012. However, it has not yet started for the Birgunj ICD (Padam Road) to Prithibi Highway 
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(12.4 km) since the toll rate, which is based on the road length, is too small. Hence, toll 
collected would not be sufficient to cover the administrative and associated costs. Plans are 
being formulated to link this road section to the main highway to facilitate toll collection. .  
 
14. A heavy-duty weighbridge was procured under the ICD contract and is presently in 
operation. Although no weighbridges were procured under the road contracts, it has been 
agreed that 2 of the 10 light weighbridges procured under ADB’s Road Network Development 
Project5 would be installed for the two project roads. Unfortunately, this hasn’t materialized so 
far due to some technical problems with the weighbridges. Nevertheless, the DOR is now trying 
to have the weighbridges fixed and installed and if this is still further delayed, the possibility to 
utilize the weighbridges being procured under ADBs’ Subregional Transport Enhancement 
Project6 will be explored. This validation rates the project likely sustainable.  
 
E.  Impact  
 
15. The PCR did not explicitly rate impact although it discusses impact in a favorable light. 
By project completion, the VOCs for the road sections built under the project had been reduced 
substantially. This had a direct beneficial impact on the transportation costs of goods and 
passengers. The operation of the Kakarbhitta ICD, the upgrading of the ASYCUDA, and 
capacity building of customs-related personnel have improved the efficiency and effectiveness 
of cross-border trade through savings in cargo dwell time and customs clearance, and less 
pilferage of and damage to goods during storage in the customs area. The appraisal expected 
the project to benefit truck owners, drivers, traders, customs brokers, passengers, local 
community, and people employed in trade-related sectors through the improvement in trade 
competitiveness. Training provided to project-affected people in the road corridor areas on 
computer literacy, driving, tailoring, and other skills has increased their income-generating 
opportunities. Local people along the access roads to Bhairahawa and Birgunj have erected 
new buildings and started operating shops and services. 
 
16. The final environmental safeguard assessment report confirmed that all the safeguard 
measures were completed satisfactorily as specified in the environmental management plan. 
The costs of the mitigation measures were included in the contract cost, and overall 
environmental safeguard measures were satisfactory. Similarly, the final social safeguard 
assessment report confirmed that all safeguard measures were completed satisfactorily as 
specified in the resettlement plan, including those related to HIV and/or AIDS and human 
trafficking.  The validation rates the impact as significant.  
 

III. OTHER PERFORMANCE ASSESSMENTS 
 
A. Performance of the Borrower and Executing Agency 
 
17.  The overall performance of the borrower, the executing agency, and the implementing 
agency was satisfactory according to the PCR. Some difficulties were nonetheless experienced 
between the DOR and DOC in terms of roles and responsibilities. The contractors also generally 
lacked resource-planning capacity and most experienced time overruns. International joint 
venture partners were also observed to be absent during contract administration, despite the 

                                                 
5  ADB. 2011. Completion Report: Road Network Development Project in Nepal. Manila (Loan 1876-NEP). 
6  ADB. 2010. Report and Recommendation of the President to the Board of Directors: Proposed Loan and Grant to 

Nepal for the Subregional Transport Enhancement Project. Manila (Loan 2685-NEP and Grant 0225-NEP). 
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fact that their presence was a contractual requirement. However, counterpart financing was 
made available as required. The government categorized the project in its core annual program 
ensuring that budgetary provisions for the project were sufficient. Key project staff was retained 
during project implementation. Moreover, the implementing agency had proven capacity for 
implementing the projects, (i.e., in terms of project preparation, monitoring, fiduciary risk, and 
safeguard management). There were delays due to unrest and floods, but since the consultants 
and contractors managed to complete civil works by the loan closing date of 1 July 2010, the 
validation rates borrower performance as satisfactory. 
  
B. Performance of the Asian Development Bank  
 
18.  The PCR rated the performance of ADB as satisfactory and this validation agrees. 
Initially, the project was administered from headquarters, but responsibility was transferred to 
the Nepal Resident Mission on 1 February 2007. ADB fielded 12 missions, including an 
inception mission, a midterm review, and a project completion review. Supervision missions 
focused mostly on project inputs such as physical progress, including contract award and 
disbursements, and implementation delays. Monthly meetings with the DOR project directorate 
improved project performance and enabled the civil works to be completed within the original 
loan closing date 
 
19. ADB exerted efforts to ensure that toll collection could be implemented after project 
completion. The government fixed the toll rate on 28 June 2010, just 3 days before the closure 
of the project. At the time when toll collection was supposed to be implemented (after 
completion of upgrading works), the project was closed down. However, ADB kept following up 
until toll collection was implemented for the Bhairahawa–Bhumahi Road. ADB conducted 
extensive consultations with the project team, the executing agency, and the Ministry of Finance 
during the project implementation period to push for the ICD’s privatization. The government 
agreed with ADB on the need to continue assessing privatization of the Kakadvitta ICD’s 
operation, including the process for rebidding within 2 years of the loan’s closing date. Twice, 
the contract documents were prepared and the notices were published. Unfortunately, the 
privatization could not take place. Nonetheless, the government has recently initiated the 
rebidding process and the proposals are under evaluation. 
 
C. Others  
 
20. The project was category “B” in accordance with ADB environmental assessment 
guidelines. 7  An initial environmental examination was prepared under project preparatory 
technical assistance. The initial environmental assessment listed the following as critical 
environmental impacts associated with road construction: disruption of traffic in the construction 
area; increased air pollution due to dust, and to volatile chemical substances from the asphalt 
plant; noise and vibration; disruption of water systems due to embankment works, and 
construction of bridges and culverts; and disruption due to the establishment of a temporary 
access road. The expected environmental impact from building the Kakarbhitta ICD was mainly 
assessed as increased traffic to convey construction materials and equipment, as well as dust 
and noise from construction and demolition. The opening of the ICD resulted in an increase in 
the number of slow-moving vehicles, which increased pollutants in the surrounding areas. The 
final environmental safeguard assessment report of June 2010 confirms that all the safeguard 
measures were completed satisfactorily as specified in the environmental management plan.  

                                                 
7  ADB. 2003. ADB Environmental Assessment Guidelines. Manila. http://www.adb.org/sites/default/files/pub/2003/ 

Environmental_Assessment_Guidelines.pdf 
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21. ADB approved the contract awards for the works only after the distribution of 
compensation packages was confirmed as substantially completed. A resettlement plan was 
prepared before appraisal based on a baseline survey carried out in July 2004. The 
resettlement principles and entitlement were derived from Nepal's Land Acquisition Act of 1977 
and ADB's Involuntary Resettlement Policy (1995), and related safeguard policies. All affected 
persons received compensation for lost assets, resettlement, training, and other allowances as 
specified in the plan. The access road sections in Birgunj and Bhairahawa required land 
acquisition, whereas the Kakarbhitta ICD did not require any because the complex was housed 
on public land. In Birgunj, 57.37 hectares (ha) of private land and 112 structures were acquired 
from 580 households, of which 198 were classified as vulnerable. In Bhairahawa, 70.48 ha of 
private land and 591 structures were acquired from 1,046 households, of which 162 were 
classified as vulnerable. Overall, the project acquired 127.85 ha of land and 703 structures 
affecting 1,626 households against an appraisal estimate of 81 ha of land and assets belonging 
to 2,881 households.  
 
22. All affected households were individually informed about the social mobilization process 
and about the grievance redress procedures. Most grievances were resolved locally through 
negotiations with affected persons. Awareness campaigns on HIV and/or AIDS and human 
trafficking were carried out along the project road sections and at the Kakarbhitta ICD with the 
support of nongovernment organizations. The nongovernment organizations carried out these 
campaigns among construction workers and high-risk communities along the highway, 
using the media and other information sources. Drop-in centers were established on all 
project sites to give advice on HIV and/or AIDS and other health-related issues. The final social 
safeguard assessment report confirmed that all safeguard measures were completed 
satisfactorily as specified in the resettlement plan.  
 
23. Governance and/or anticorruption aspects of customs and clearance were addressed 
through the design of the project itself, but no government assessment of the project was 
available. Disbursement was slow in the first 2 years of project implementation, but began to 
pick up in the third year. Although the loan closing date was 1 July 2010, the loan account 
remained open until 21 September 2010 to process payments for construction works completed 
late in the implementation process. The total loan disbursement was $19.5 million, including 
$0.2 million for interest during construction. Financial management was satisfactory and the 
accounts audited appropriately. 
 

IV. OVERALL ASSESSMENT, LESSONS, AND RECOMMENDATIONS 
 
A. Overall Assessment and Ratings 
 
24. Overall, the PCR rated the project successful. The validation concurs with the overall 
project rating, based on a review of its relevant, effective, efficient, and likely sustainable ratings 
(see table). Although the physical construction was completed, the sustainability measures were 
not introduced as envisaged.  
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Overall Ratings 
 

Criteria PCR IED Review Reason for Disagreement and/or Comments 

Relevance Relevant Relevant  
Effectiveness in achieving 
outcomes 

Effective Effective 
 

Efficiency in achieving 
outcomes and outputs 

Efficient Efficient 
 

Preliminary assessment of 
sustainability 

Likely 
sustainable 

Likely 
sustainable 

 

Overall assessment Successful Successful  

Borrower and executing 
agency 

Satisfactory Satisfactory  

Performance of ADB Satisfactory Satisfactory  
Impact Not rated Significant Refer to para. 16. 
Quality of PCR  Less than 

Satisfactory 
The PCR’s performance discussions are not 
balanced, omitting several key negative issues
(para. 31).  

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 
 
25.  The practice of international joint venture partners not actively participating in the 
implementation of the contracts awarded was observed during project implementation. To 
ensure involvement of all joint venture partners in contract administration, it would be necessary 
for each partner to issue a guarantee against the collateral for their individual and joint liability. 
Issuance of individual and joint liability along with a performance bond would ensure liability for 
the work among all joint venture partners. 
 
26. There were some difficulties in contract administration between the DOC and UNCTAD. 
Although the contract for the ASYCUDA was signed between DOR and UNCTAD, DOC was the 
main agency to supervise UNCTAD’s work. DOC felt that it was less effective in the UNCTAD 
contract implementation because it was not a party to the contract. Contract provisions should 
have clearly stated the role, responsibilities, and implementation arrangements of DOC.  
  
27. The government needed to review and include interim milestone dates in the contract 
documents to ensure timely work completion and avoid extensions. The government also 
needed to institutionalize a safeguard system within the organizational framework of the project, 
particularly during implementation, for effective monitoring and supervision of and timely 
compliance with safeguard covenants.   
 
28. The project-commissioned monitoring inadequately reported the actual implementation 
issues at field level. Third party monitoring on an annual basis would improve project 
performance. The reporting could be in the form of back-to-office notes that outline issues in 
need of attention and make recommendations. 
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C. Recommendations for Follow-Up   
 
29. ADB should dialogue with the executing agency on the initiation of toll collection on the 
Bhairahawa and Birgunj road sections; installation of weighbridges along these road sections 
and completion of the selection process for handover of the Kakarbhittta ICD to a private 
terminal manager. The tolls should at least cover maintenance costs. For management of the 
ICD, ADB needs to assist with negotiations since a lowering of the leasing costs may restore 
viability and there may be other options. 
 

V. OTHER CONSIDERATIONS AND FOLLOW-UP 
 
A. Monitoring and Evaluation Design, Implementation, and Utilization   
 
30. The project indicators were inadequate to measure progress in economic integration and 
governance capacity due to issues of attribution and lack of a common methodology for 
measurement. The project framework does not appear to have been significantly used during 
implementation. 
 
B. Comments on Project Completion Report Quality 
 
31. The PCR’s ratings are not balanced, focusing more on the positive aspects of the project 
and omitting some of the negative issues. The coverage of relevance is inadequate since it is 
based on a statement that the project is relevant to the government and ADB policies, with 
virtually no supporting information. There is no discussion concerning the relevance of design 
and the inadequacy of some of the indicators. The PCR did not take into account in its 
assessment some serious design and preparation flaws. The project framework had poor 
indicators to measure the project’s effect on economic integration and governance and/or 
progress on anticorruption activities.  
 
32. The financial analysis of both the roads and the ICD were also optimistic with respect to 
traffic forecasts and financial viability. The financial internal rate of return is not even discussed 
although it is negative, indicating that neither the roads nor the management of the ICD are 
financially viable or sustainable. Impact is not explicitly rated and the discussion of ADB and 
borrower performance neglects to mention any shortcomings. The PCR is rated less than 
satisfactory. 
 
C. Data Sources for Validation  
 
33. Data sources included the report and recommendation of the President, PCR, and other 
documents. 
 
D. Recommendation for Independent Evaluation Department Follow-Up  
 
34. A project performance evaluation report may be considered after giving the government 
time to comply with the outstanding covenants, at which time project sustainability can be 
reassessed. 
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