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PROGRAM COMPLETION REPORT VALIDATION FORM 
 

A. Basic Program Data PCR  Validation Date December 2009 
Project and Loan/ 
Grant Number 

36195 and Loan 2002-NEP (SF) Approved Actual 

Program Name Public Sector Management 
Program 

Total Program Costs 
($ million)  

36.700a 36.700a  

Country Nepal Loan/Grant ($ million) 
(SDR equivalent) 

35.000 
24.649 

19.731 
14.085 

Sector(s) Public Sector Management Total Cofinancing 
($ million) 

1.700 — 

ADF: $35.000b    Borrower ($ million) 1.700 — ADB Financing 
($ million)    Others ($ million)   
Approval Date 8 July 2003 Effectiveness Date 10 July 2003 10 July 2003 
Signing Date 10 July 2003 Closing Date 30 June 2005 21 August 2006
Program Officers  

N. Rao 
R. Hartel 
A. Goswami 
R. Hartel 
R. Tuladhar 

Location 
HQ 
HQ 
HQ 
HQ 
RM 

From  
2002 
2002 
2003 
2004 
2004 

To 
2003 
2003 
2003 
2004 
2006 

Validator 
 
 
Quality Control 
Reviewer/Peer 
Reviewer 

Pedrito B. dela Cruz, 
Consultant 
 
Kus Hardjanti, Principal 
Evaluation Specialist, IED1 
 

Director Ramesh B. Adhikari, IED1 

— = not available, ADB = Asian Development Bank, HQ = ADB headquarters, IED1 = Independent Evaluation Division 1, 
NEP = Nepal, PCR = program completion report, RM = resident mission, SDR = special drawing rights, SF = special funds, 
TA = technical assistance. 
a Refers to net adjustment cost, excluding noncash program costs and the amount already spent by the Government from its 

own resources before the program was approved. 
b TA 4141-NEP: Strengthening Government Disengagement from Public Enterprises, amounting to $425,000, was attached 

to this loan. 
 

B. Program Description (Summarized from the Report and Recommendation of the President)  
  

(i) Rationale. Nepal was in a difficult situation in 2001–2003. The economy had gone into a steep 
downturn, following political instability in the country and adverse economic developments worldwide, 
and the outlook for the medium term was uncertain. With large regular (current) expenditures but dim 
prospects for revenue mobilization, the Government was hard put to implement its poverty reduction 
program under the Tenth Plan (FY2003–FY2007). Sharp cuts in planned development expenditure in 
FY2003 stymied poverty reduction efforts. In March 2002, the Government requested assistance from 
the Asian Development Bank (ADB) in implementing the Public Sector Management Program (PSMP) 
to address major constraints on the implementation of the Tenth Plan. 

 
(ii)   Impact. The PSMP was to assist the Government in meeting the Tenth Plan target of reducing poverty 

from 38% to 32% over the program period. To meet this target, the Government would have to raise 
development expenditures (by improving expenditure management and resource mobilization), reduce 
budgetary transfers to public enterprises, liquidate or privatize nine public enterprises, rightsize the civil 
service, accelerate the ongoing decentralization, increase transparency and accountability in the public 
sector, and improve the legal and institutional framework for increased private sector participation. 

  
(iii)  Objectives or Expected Outcomes. The PSMP would support poverty reduction according to the 

Government’s poverty reduction strategy and ADB’s Poverty Reduction Strategy and country strategy 
for Nepal. It would help the Government improve revenue collection, prioritize expenditures, and 
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strengthen fiscal sustainability. The PSMP would also reinforce corporate and public sector 
governance, and address key policy and institutional constraints on the Government’s resource 
position over the medium term. 

 
 (iv)  Components and Outputs. The reforms under the PSMP related to the following:  

 
(a) Strengthening the fiscal position of the government by improving expenditure management, and 

revenue mobilization and management; 
 

(b) Facilitating the Government’s withdrawal from public enterprise management and ownership 
by improving the legal framework for privatizing public enterprises and professionalizing 
governance, containing the contingent liabilities of those enterprises, implementing a medium-term 
action plan for the Government’s disengagement, enforcing accounting and auditing standards for 
public enterprises, and ensuring fairness and transparency in labor rationalization in public 
enterprises; and  

 
(c) Strengthening public and corporate sector governance by rightsizing the civil service, devolving 

public services, making the civil service more transparent and accountable, and improving auditing 
and accounting standards and practices in the public sector. 

 
 

C. Evaluation of Design and Implementation (PCR Assessment and Validation) 
  

(i)    Relevance of Design and Formulation 
 

The program completion report (PCR) discusses the fiscal, economic, sociopolitical, and administrative 
relevance of PSMP design and formulation, and rates the program and its short- and medium-term 
measures broadly relevant. The Independent Evaluation Department (IED) agrees with this rating. 
Besides seeking to provide intermediate solutions to the issues that hamper the implementation of the 
Tenth Plan, the PSMP is also consistent with ADB’s country strategy and program for Nepal.  

 
To allow lessons to be drawn from the preparation of a program loan like the PSMP, the PCR should 
contain information or observations on basic decision points that were raised during the design and the 
management reviews before loan approval (e.g., the timeliness and responsiveness of the program, 
considering the volatile politics and weak institutions in the country). Given the weak performance of the 
PSMP, future program loan preparation exercises in a similar program environment would benefit from 
knowing how the program was formulated in consultation with other donors (like the Department for 
International Development of the United Kingdom, the World Bank, and the International Monetary 
Fund), which nagging concerns were raised, and how consensus was reached.  

  
(ii)   Program Conditions 

 
The PCR discusses the program outputs completely and fairly. It presents the policy conditions or 
reform measures and their status of implementation in a matrix (Appendix 2), and assesses the 
implementation of the main policy actions and the achievement of the intended program outputs in the 
main body of the report. Compliance with the policy conditions for the release of tranches 1 and 2 is 
categorized as follows: complied with, substantially complied with, partly complied with, or not complied 
with. These categories show the areas where strong progress was made and those where progress 
was weaker. The reasons for the degree of progress achieved are given in the main text (pages 2–6, 
para. 8–24) and summarized in a matrix. 

 
(iii)  Program Cost, Disbursements, Borrower Contribution, and Conformance to Schedule  
 

Adequate information is given about program cost, planned loan disbursements, and actual 
disbursements. But counterpart funds are inconclusively discussed. The correspondence between the 
narrative (para. 27) and the supporting information cited (Appendix 4) is unclear, as the data in the 
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appendix are not categorized in plain terms or referenced to reflect the items that pertain to public 
enterprises and their values, both in local currency and in US dollars.  

 
Deviation from schedule, resulting from the nonfulfillment of tranche 2 conditions and the extension of 
the loan closing date from 30 June 2005 to 30 June 2006, is adequately discussed.  

 
(iv)  Implementation Arrangements, Conditions and Covenants, Related Technical Assistance, and 

Procurement and Consultant Performance 
 

The implementation arrangement is adequately and fairly discussed: the whole range of stakeholder 
agencies (e.g., the Ministry of Finance [MOF] as executing agency and the ministries of local 
development, general administration, labor, and education as partners) and the various program 
coordination and implementation structures are clearly shown. The PCR discusses the relevance of the 
structures—or, in one case, the lack of relevance—to program implementation. Moreover, the 
discussion brings out major institutional concerns such as staff inadequacies and weak capacity in the 
program implementation unit, as well as the seeming oversight shown in the creation of an unnecessary 
bureaucratic layer in implementation (page 8, para. 31).   

 
Program performance in relation to the policy conditions for tranche 1 and 2 is presented in Appendix 2 
(pages 21–27) and the main text of the PCR (pages 2–6, para. 8–24), and summarized in the 
conditions and covenants section (pages 8–9, para. 32–33). Compliance with non-tranche loan 
covenants is also summarized in the same section and in the appendix (Appendix 5, pages 32–34).  

 
The provision of technical assistance for the public enterprises (TA 4141), piggybacked to the program 
loan, is discussed briefly in the PCR. The TA objectives and outputs, and the institutional and political 
constraints on producing the desired impact, are mentioned. According to the PCR, the TA outputs 
have had very little impact on the Government’s disengagement from public enterprises (page 9, 
para. 34, PCR). IED agrees with this assessment. A review of the implementation status of the program 
policy conditions (Appendix 2, pages 21–27) shows that vital outputs under TA 4141 led to no 
follow-through actions by the Government or the MOF (e.g., an improved action plan with policy 
proposals for containing and reducing the  contingent liabilities of public enterprises, a draft strategy 
recommending the establishment of an autonomous privatization authority, a draft policy document on 
the rationalization of the public enterprise workforce). The PCR omits other important details like the 
period of the TA, the approved amount, the amount used, the changes made in the scope, and other 
important information, but this information can be found in the appended TA completion report 
(Appendix 6, pages 35–36). Neither the PCR section nor the TA completion report mentions the parallel 
TA funded by the Department for International Development (United Kingdom) to help the Government 
privatize or liquidate the nine identified public enterprises. The parallel TA, which had low fund 
utilization, was planned and undertaken in close coordination with TA 4141 and operated in the same 
program environment; lessons drawn from it would therefore also be helpful. TA 4141 could have 
contributed more to building the capacity of institutions like MOF, and hence to facilitating program 
implementation, if the related institution-building activities had been carried out at the start. According to 
mission reports, the TA was ready to accommodate task orders identified during review missions, task 
orders that were meant to facilitate government compliance with tranche conditions and loan covenants 
(first review mission report, page 2, para. 4; third review mission report, page 3, para. 2; fourth review 
mission report, page 2, para. 10). This readiness demonstrates the flexibility and responsiveness of the 
TA.  

 
No consultants were hired out of the program loan. Consultants were hired under TA 4141 according to 
ADB’s Guidelines on the Use of Consultants (2007, as amended from time to time). 

  
(v)   Performance of the Borrower and the Executing Agency 
 

The PCR rates the performance of the Government and the MOF partly satisfactory, citing persistent 
political instability, weak institutional capacity, and human resource limitations as severe constraints on 
performance. IED agrees with this rating. While strong government and MOF ownership of the program 
at the early stages of implementation resulted in full compliance with all the 21 conditions under 
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tranche 1, seven of the 15 conditions under tranche 2 were not complied with despite the extension of 
the loan by 1 year. 

 
(vi)   Performance of the Asian Development Bank 
 

The PCR rates ADB’s performance satisfactory, describing ADB’s support for the implementation of 
Nepal’s poverty reduction strategy as timely, proactive, and appropriate. IED agrees with this rating and 
observation. 

 
a  Three of the seven tranche 2 conditions may be considered as having no potentially significant political costs: they can be 

undertaken even in a period of political volatility. These conditions are (i) genuine reconstitution of public enterprise boards 
through transparent and fair competition in the process of selection, (ii) privatization or start of irrevocable liquidation of four 
other public enterprises, and (iii) review of the operations of the Nepal Industrial Development Cooperation (along with the 
Agriculture Development Bank of Nepal, which was eventually recommended for restructuring, including recapitalization).    

 
 D. Evaluation of Performance (PCR Assessment and Validation) 
  

(i)    Relevance 
 

The PCR, to start with, gives the PSMP a tentative rating of highly relevant for the following reasons: 
(i) the program was designed to support the Government in implementing its poverty reduction strategy 
at a time of economic and fiscal difficulties; (ii) it resonated with the strategic objectives of the poverty 
reduction strategy of mobilizing additional domestic resources, prioritizing public expenditures, and 
delivering more effective public services; and (iii) it was also consistent with ADB’s country operational 
strategy of reducing poverty by supporting broad-based economic growth and decentralization, good 
governance, and improved resource mobilization in public service delivery. However, the PCR 
considers the program “less relevant with respect to the political economy” (page 11, para. 42). It 
observes that certain program components, especially those related to institutional restructuring and 
development for privatization, were overly ambitious given the unstable political environment. The PCR 
also states that “program formulation and design were not fully coherent, particularly with respect to the 
corporate governance subcomponents, whose linkage with the objective of other public sector 
management-related reform actions was weak.” In view of these observed weaknesses, the PCR gives 
the program the lower rating of relevant.   

 
IED agrees with the final rating and the reasons given for this rating. 

 
 (ii)  Effectiveness in Achieving Outcomes 

 
The PCR rates the program less effective, given its weak performance in the following areas of reform: 
(i) reducing budget transfers to public enterprises and containing their contingent liabilities, 
(ii) revamping privatization and labor retrenchment, (iii) reconstituting public enterprise boards to 
professionalize their management, (iv) following up the implementation of anticorruption measures, and 
(v) legislating more decentralized human resource management (the draft legislation was not approved 
for political reasons). IED agrees with the less effective rating. The PCR, however, acknowledges the 
accomplishments of the program in the following areas: (i) reforms in revenue generation, (ii) 
prioritization of public expenditures and consolidation of the portfolio of development projects, (iii) full 
privatization or liquidation of five of the nine public enterprises selected under the program, (iv) 
establishment of accounting and auditing boards to strengthen accounting and auditing standards, and 
(v) rightsizing of the civil service with the elimination of 7,500 non-gazetted vacancies and the freezing 
of new recruitment for the remaining 2,500 vacant positions.  

 
 (iii)  Efficiency in Achieving Outcomes and Outputs 

 
The PCR rates the program less efficient in view of its mixed results. IED supports this rating. The less 
efficient rating is based on the failure of the program to comply with tranche 2 and non-tranche 
conditions, mostly those relating to privatization. This failure is attributed to the frequent changes in 
government and to political volatility, which stalled decision making and policy actions and adversely 
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affected the performance of the MOF and the implementing agencies. The PCR nonetheless 
acknowledges the Government’s contribution to privatization (it supplemented the tranche 1 proceeds 
with its own funds to settle public enterprise liabilities, in the process spending 50% more than the 
proceeds) and the economic benefits that resulted from other program components (substantial 
revenue growth, and savings from public expenditure prioritization and from the rightsizing of the civil 
service). 

 
 (iv) Preliminary Assessment of Sustainability 

 
The PCR rates the program less likely to be sustainable because of shortcomings or even reversals in 
public enterprise reforms, and the lack of follow-up actions in public sector governance, specifically 
anticorruption measures. The PCR, however, acknowledges the strong prospects for the sustainability 
of reforms in revenue mobilization and devolution. IED supports this rating.  

 
Aside from the factors mentioned in the PCR, others that affect sustainability include the following: 
(i) the continuing predominance of political patronage in appointments to the boards of public 
enterprises, resulting in appointees who are more interested in protecting their turf and political patrons 
than in pursuing privatization; and (ii) the lack of capacity and resources in the MOF, especially its 
corporation coordination division (CCD), rendering it unable to establish, as covenanted, a system of 
semiannual financial reporting on the public enterprises, which is vital to decision making. Moreover, 
with respect to devolution, not much is said about capacity strengthening in the districts, thus casting 
doubts on the sustainability of the decentralization policy actions supported by the program. Neither the 
program documents nor the PCR gives substantive information about the interface between 
devolution-related policy actions under the program and the training and capacity building for 
decentralization in the sectors concerned, especially given the capacity weaknesses in the district 
technical offices (page 6, para. 23, PCR). In countries that have successfully decentralized, adequate 
institutional and capacity development of local governments precedes full decentralization. 

 
(v)   Impact 

 
The PCR cites institutional development and fiscal stability as key areas where the program had 
positive impact (page 13, para. 49). Institutional development impact was achieved in revenue 
mobilization, expenditure management, decentralization of public school management, and creation of 
national accounting and auditing boards. Development projects were consolidated and prioritized, and 
vacant positions that could have been filled through politically motivated recruitment were eliminated, to 
achieve fiscal stability. The PCR also cites the privatization or liquidation of public enterprises as having 
improved the welfare of most of the retrenched employees, considering that most of the public 
enterprises privatized or liquidated under the program had already stopped operating (page 13, 
para. 50). IED agrees with the PCR’s recognition of the program’s significant impact, but with the 
caveat about decentralization that was raised earlier (second para. of the Preliminary Assessment of 
Sustainability section). The information given in the second column of the matrix in Appendix 3 of the 
PCR (pages 28–30) tends to support the argument that the privatization or liquidation of public 
enterprises has, in fact, improved the welfare of most of the retrenched employees. 

 
 

E. Overall Assessment, Lessons, and Recommendations (Validation of PCR Assessment) 
 

(i)   Overall Assessment 
 

Overall, the program is rated partly successful, as the intended outcomes were only partly achieved. 
IED agrees with this rating. While the design of the program was highly relevant to the country’s needs, 
it failed to take into account the unstable political situation and weak institutional capacity. Moreover, 
the design could have been improved further in its logical sequence, linkages, and focus. 
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(ii)   Lessons 
 

The PCR succinctly captures the lessons from the successes and failures of the program. 
 

(iii)  Recommendations 
 

IED agrees with the PCR’s general recommendation for ensuring the soundness of program design, as 
well as the specific recommendations to the Government and ADB for sustaining reform efforts.  
 
In future loan program formulation, thorough stakeholder mapping, as well as human resource and 
capacity audits of the executing and implementing agencies, should be undertaken before the 
institutional arrangement is finalized.  
 
The suggestion made during the second Management review meeting (MRM) for the Office of the 
General Counsel to develop some kind of definition for the legitimacy of a de facto government in 
severe and persistent political turmoil when providing emergency policy assistance (pages 5–6, 
para. 20–21, second MRM, 14 April 2003) is also worth pursuing to avoid uncalculated political risks 
and as part of good housekeeping in ADB. 

 
 

 F. Monitoring and Evaluation Design, Implementation, and Utilization (PCR Assessment and Validation) 
 

The means of monitoring performance, presented in the program framework (Appendix 5, pages 51–55, 
report and recommendation of the President), covers all possible information available to determine if the 
program is on track and on time and doing things right. The set of policy conditions that would justify 
tranche releases (a distinctive feature of program loans) should also be viewed alongside the program 
framework.  

 
Four review missions were fielded from February 2004 to August 2006. These missions were useful in 
collecting information about program implementation status, in identifying bottlenecks as well as TA needs 
(although in a reactive manner), and in recommending the actions needed to carry out the reform 
measures. ADB was, in fact, so strongly concerned about monitoring and evaluation that it transferred 
tranche administration and review responsibility from the South Asia Governance, Finance, and Trade 
Division to the Nepal Resident Mission in March 2004. But, despite these efforts, the program failed to 
deliver seven of 15 tranche 2 conditions, and two loan covenants including the one regarding the 
Government’s monitoring and evaluation responsibility (Appendix 5, item 13, page 33), putting in question 
the monitoring of the program and the communication of findings. A level understanding of the actual status 
of the program could have facilitated more focused dialogue between the Government and ADB, the timely 
and proactive identification of TA needs, and perhaps an earlier decision as to loan closure. 

 
 

G. Others (e.g., Safeguards, including Governance and Anticorruption Provisions; Fiduciary Aspects; 
Government Assessment of the Program, as applicable) (PCR Assessment and Validation) 

 
None, except for the inconclusive discussion of counterpart funds, which was pointed out in Section C (iii) of 
this PCR validation report.  
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H. Ratings PCR IED Review Reason for Disagreement/Comments

Relevance Broadly Relevant 
(Relevant) 

Relevant  

Effectiveness in 
Achieving Outcome 

Less Effective Less Effective  

Efficiency in Achieving 
Outcome and Outputs 

Less Efficient Less Efficient  

Preliminary 
Assessment of 
Sustainability 

Less Likely To Be 
Sustainable 

Less Likely To Be 
Sustainable 

 

Borrower and 
Executing Agency 

Partly Satisfactory Partly Satisfactory  

Performance of ADB Satisfactory Satisfactory  
Impact (Significant) Significant  
Overall Assessment Partly Successful Partly Successful  
Quality of PCR  Satisfactory  
 

I.   Comments on PCR Quality 
 

The PCR contains the highlights of the program cycle—the strengths, enabling factors, constraints, and 
weaknesses in design, implementation, and monitoring. It presents the shortcomings of the program in a 
direct and incisive manner, offers specific recommendations for follow-through actions to maximize the 
value of the program, and suggests lessons that can be applied in future program loans.  

 
Some sections of the PCR could be improved with the addition of more-specific information. Nevertheless, 
the quality of the PCR is satisfactory. 

 
 

J.  Recommendation for IED Follow-Up  
 

None. 
 

 
K.  Data Sources for Validation 
 

The following reports and documents were referred to in the preparation of this PCR validation report: 
 
(i)   PCR, report and recommendation of the President, loan agreement, and program administration 

memorandum; 
(ii)   Minutes of Management review meetings and Board meetings; 
(iii)  Back-to-office reports; and 
(iv)  Other IED evaluation reports, including PCR reviews. 

 
 



 

 

REGIONAL DEPARTMENT’S RESPONSE TO THE PROGRAM COMPLETION REPORT 
VALIDATION REPORT 

 
On 25 August 2009, Principal Evaluation Specialist, Independent Evaluation Department (IED), 
Division 1, received the following response from Nepal Resident Mission (NRM), South Asia 
Department (SARD).  
 

We have reviewed IED's earlier draft Program Completion Report (PCR) 
Validation Report, which we commented upon, and its final draft. We appreciate 
that the comments we made to IED on the earlier draft have been incorporated to 
the extent possible in the final draft. We have no further comment. 
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