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BASIC DATA 
Santo Port Project (Loans 843-VAN[SF] and 1080-VAN[SF]) 

PROJECT PREPARATION/INSTITUTION BUILDING 
Loan/TA No. Project/TA Name Type Person-Months Amount ($’000) Approval Date 
Loan 766-VAN (SF) Multiproject1 Project   311 5 Dec 1985 
TA 901-VAN Institutional Strengthening 

of Public Works Department 
ADTA 36 4122 29 Sep 1987 

 

As per ADB 
Loan Documents 

Actual KEY PROJECT DATA ($ million) 

L 843 L 1080 Total L 843 L 1080 Total 
Total Project Cost 7.18 3.40 10.58 7.12 3.17 10.29 
Foreign Exchange Cost 4.95 3.40 8.35 5.33 3.17 8.50 
ADB Loan Amount/Utilization 5.75 3.40 9.15 5.97 3.17 9.14 

(SDR million) 4.45 2.37 6.82 4.44 2.37 6.81 
ADB Loan Amount/Cancelation     0.01 0.00 0.01 

(SDR million)    0.01 0.00 0.01 
 

KEY DATES Loan 843 (Principal) Loan 1080 (Supplementary) 
 Expected Actual Expected Actual 
Fact-Finding  4–17 May 1987   
Appraisal/Reappraisal  7–24 Jul 1987  31 Oct–8 Nov 1990 
Loan Negotiations  31 Aug–4 Sep 1987  23 Jan–14 Feb 1991
Board Approval  29 Sep 1987  19 Mar 1991 
Loan Agreement  19 Feb 1988  19 Apr 1991 
Loan Effectiveness 19 May 1988 12 Jul 1988 19 Jul 19913 24 Apr 1991 
First Disbursement  10 Jul 1989  20 Jun 1991 
Project Completion 30 Apr 1990 23 Sep 1991 31 Jul 19914 20 May 1998 
Loan Closing 30 Jun 1991 15 Sep 1991 31 Jan 1992 25 Sep 1998 
Months (effectiveness 
to completion) 

23 38  85 

 

ECONOMIC AND FINANCIAL 
INTERNAL RATES OF RETURN (%) 

Appraisal Reappraisal PCR PPAR 

Economic Internal Rate of Return 16.3 13.1 16.0 25.4 
Financial Internal Rate of Return 3.1 2.7 negative 0.1 

 

BORROWER Republic of Vanuatu 
EXECUTING AGENCY Public Works Department 

 

MISSION DATA  
Type of Mission No. of Missions No. of Person-Days 
Project Processing   
Fact-Finding 1 26 
Appraisal 1 42 
Reappraisal (supplementary loan) 1 36 
 Total 3 104 
Project Administration   
   Inception 1 12 
   Review 7 73 
   Special Loan Administration 1 4 
   Project Completion 1 36 
 Total 10 125 
Operations Evaluation5 1 38 

 

 
                                                 
— = not available, ADB = Asian Development Bank, ADTA = advisory technical assistance, PCR = project completion report, 
PPAR = project performance audit report, TA = technical assistance. 
1 Including detailed engineering design for the Santo Port Project. 
2 Includes supplementary technical assistance for $87,000 approved on 18 December 1990. 
3  According to the Loan Agreement. 
4 According to the report and recommendation of the President on the supplementary loan for the Santo Port Project. 
5 The Mission comprised A. Ibrahim, Mission Leader; R. Lumain, Senior Evaluation Analyst; and T. Rosengren, Staff 

Consultant (Ports Engineer). 



EXECUTIVE SUMMARY 
 

The main objective of the Project was to maintain exports and imports by providing 
Santo Port with a new earthquake-resistant wharf for overseas ships, after the existing wharf’s 
condition had severely deteriorated. The Project was in keeping with the Government’s priorities 
in the maritime subsector as reflected in the midterm review of the first National Development 
Plan (NDP) (1982–1986) and was allocated the highest priority investment in the second NDP 
(1987–1991). The Project was also consistent with the Asian Development Bank’s (ADB) 
operational strategy for Vanuatu in 1987 of helping the productive sectors improve the balance-
of-payments position through development of infrastructure. 
 

The project scope consisted of the construction of a new earthquake-resistant overseas 
wharf and ancillary works and provision of consulting services. The action plan, covenanted in 
the Loan Agreement, aimed at the long-term sustainability of the Project through strengthening 
of the financial, managerial, and institutional capacity of the Ports and Marine Department 
(PMD), the implementing agency for the action plan. The advisory technical assistance (TA) 
was to strengthen the capacity of the Executing Agency, the Public Works Department (PWD). 
A $5.75 million loan was approved on 29 September 1987. Construction commenced in August 
1989. By January 1990, unexpected weak soil strata were encountered that required deeper 
piles than envisaged in the original design. To cover the cost overrun, the Government 
requested a $3.4-million supplementary loan from ADB, which was approved on 19 March 1991. 
Soon after completion of the wharf in September 1991, the revetment failed, causing erosion, 
and the pavement behind the wharf collapsed. This situation worsened and the Government 
requested ADB in December 1992 to undertake the required remedial works using the $1.1-
million savings under the supplementary loan. After protracted delays, the Project was 
completed in May 1998. However, neither the erosion problems nor the execution of the 
remedial works substantially affected the new wharf’s operations, which had already 
commenced in September 1991. The total project cost for the original scope and remedial works 
amounted to $10.29 million, about 2% below the final combined appraisal estimates of the two 
loans. 
 

Evaluation of the Project revealed that, in spite of considerable implementation delays, 
the wharf is well constructed and earthquake resistant and fulfills the main objective of the 
Project. The Operations Evaluation Mission (OEM) found that the need for deeper piles, noted 
as a design deficiency in the project completion reports (PCRs) of the Borrower and ADB, was 
not the major design deficiency. Erosion, which occurred after the wharf had been completed 
and which was rectified by the remedial works, could be cited as the major design deficiency. 
The wharf itself is in need of minimal maintenance, yet related facilities in the port area, for 
example, navigational aids, buildings, lighting, and the paved area, are in urgent need of repair 
or replacement. Timely fund allocation for routine as well as preventive maintenance is needed. 
 

The action plan set several time-bound targets for PMD: (i) maintaining inflation-adjusted 
depreciation records, (ii) adopting a currency adjustment factor to protect foreign exchange 
earnings from port operations, (iii) conducting annual tariff reviews, and (iv) maintaining an 
operating ratio of not more than 70%. The Government has partly complied with the action plan. 
Despite their commitment to adopt full accrual and international accounting standards, the 
Government and PMD still follow the Government Financial Statistics methodology (cash 
accounting format) of the International Monetary Fund and have not yet adopted the currency 
adjustment factor. PMD, in spite of requests to the Council of Ministers every 2 years to raise 
tariffs, has been unable to get the necessary approval. The last tariff increase was in 1992 when 
the decision to raise tariffs was still in the hands of the Minister of Infrastructure and Public 
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Utilities. However, the basis of calculating the port dues (one of four tariffs charged by the Santo 
Port) has been changed from vessels’ net register ton to gross register ton, effectively raising 
port dues by 100%. A fifth tariff, light dues, has been imposed since 1998, increasing revenue 
for the port from Vt53 million in 1998 to Vt69 million in 2001. Low international prices of copra, 
Santo’s largest single export item, and greater value-addition of copra exports through 
increased exports of copra oil, soap, and meal, have led to a decline in the total tonnage of 
goods handled at Santo. Despite that, since 1996, PMD has achieved an operating ratio of less 
than 70%, as targeted. The OEM has found that the Government commitment to corporatizing 
infrastructure, including the overseas ports of Vila and Santo, even though slow, supersedes the 
need for compliance with some of the requirements of the action plan. The Government has 
taken the first steps toward corporatizing the port sector by establishing the Vanuatu Maritime 
Authority and corporatizing the Maritime College. 
 
 The reestimated economic internal rate of return is 25.4%, well above appraisal’s 16.3%, 
reappraisal’s 13.1%, and the PCR’s 16.0%. The reestimated financial internal rate of return 
(FIRR) is 0.1%, compared with appraisal’s 3.1%, reappraisal’s 2.7%, and the PCR’s negative 
FIRR. This indicates that the tariff rates do not capture the economic benefits accruing to the 
economy from the new wharf, leaving room for tariff revisions. 
 

The key issues for the future are (i) timely allocations for preventive maintenance, 
(ii) awarding of at least five scholarships annually for overseas training of civil engineers, 
(iii) improved handling of copra collection by the Vanuatu Commodity Marketing Board to raise 
exports, and (iv) considering reverting tariff revision decisions to the Minister of Infrastructure 
and Public Utilities. 
 
 The two key lessons learned are the need to (i) attach a TA to strengthen the 
implementing agency’s ability to comply with covenants, and (ii) ensure that training 
requirements under TAs are assessed appropriately. 
 

The OEM has recommended five follow-up actions: (i) a study by PMD and PWD to 
ascertain the extent and costs of repairs and replacements, with funds to be allocated on a 
priority basis for the next fiscal year; (ii) a regular survey to determine if the continuing erosion 
of the slope beneath the new wharf exceeds 2–3 meters; (iii) continuation of policy dialogue with 
the Government on corporatizing the two overseas ports and consideration of a TA to help 
determine the form corporatization should take; (iv) consideration of a TA to strengthen 
statistical data compiling and analyzing capability in Vanuatu; and (v) submission to PMD of 
audited accounts by the private stevedoring companies in the two overseas ports, which collect 
port dues and storage fees on behalf of the Government, as provided in their contracts. 
 

Training under the advisory TA, designed for capacity building in PWD, could not be 
fulfilled. However, the TA consultant adequately fulfilled the terms of reference to the extent 
possible, and his presence was crucial to the management of the Project. 
 

The OEM rates the Project as successful and the TA as partly successful. 
 



 



I. BACKGROUND 
 
A. Rationale 
 
1. The Republic of Vanuatu, an archipelago of approximately 80 islands scattered across 
approximately 850 kilometers, with widely dispersed concentrations of population and economic 
activity, has a land area of 12,200 square kilometers, with territorial waters covering almost 
450,000 square kilometers. The most important mode of transport is maritime, whose low cost 
promotes consumption, production, and international trade.1 The importance of the maritime 
transport subsector was reflected in Vanuatu’s midterm review of its first National Development 
Plan (NDP) (1982–1986).2 
 
2. Vanuatu has two overseas ports3 as well as several outer island ports, which cater to 
interisland transport of goods and people and provide a feeder service to the two overseas 
ports. Port Vila, on the island of Efate, deals with approximately 70% of all imports and 30% of 
all exports by tonnage. Santo Port, on the island of Espiritu Santo, picks up the rest. 
 
3. The Government of Vanuatu requested Asian Development Bank (ADB) assistance in 
1987 to build a new earthquake-resistant overseas wharf and necessary ancillary works at 
Santo Port after the existing wharf’s condition severely deteriorated. The Santo Port Project was 
allocated the highest priority investment in the maritime transport subsector in the second NDP 
(1987–1991).4 The Project was consistent with ADB’s operational strategy for Vanuatu to help 
the productive sectors improve the balance-of-payments position through development of 
infrastructure. 
 
4. The Government also requested technical assistance (TA) to strengthen the institutional 
capability of the Public Works Department (PWD), the Executing Agency of the Project, in 
project and construction management. 
 
B. Formulation 
 
5. A feasibility study for the development of Santo Port was undertaken in 1984, funded by 
the Australian Development Assistance Bureau. The study reviewed the condition of the old 
wharf and recommended that a new overseas wharf and necessary ancillary works be 
constructed. In 1986, under a subproject of the ongoing ADB-financed Multiproject Loan,5 
consultants were engaged to carry out detailed engineering for a new overseas wharf at Santo 
Port. The final design was submitted in July 1987. Based on this detailed engineering design, 
the Government requested ADB to finance the new overseas wharf and ancillary works. The 
loan was approved in September 1987. ADB agreed to the Government’s request that the 
consultants engaged to carry out detailed engineering of the Santo Port under the Multiproject 

                                                           
1 All maritime international trade is by foreign shipping companies. 
2 Total allocation to the transport sector remained constant at $19.9 million, as envisaged at the start of the NDP. 

However, the percentage allocated for maritime transport rose from 13% of the total allocated to the transport 
sector to 43%. 

3 In 2000, the Government declared five other ports as points of entry. However, the intention was not to use them 
as trading ports but to capture the tourist trade, particularly, the yachts. 

4 The second NDP was under preparation during appraisal. 
5 ADB. 1985. Report and Recommendation of the President to the Board of Directors on a Proposed Multiproject 

Loan and a Technical Assistance Grant to the Republic of Vanuatu. Manila. It envisaged providing assistance to 
the outer islands, including construction of wharves and landing stages, to help establish an intermodal transport 
system. 
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Loan be retained for bid evaluation and construction supervision to ensure continuity and save 
time. 
 
C. Purpose and Outputs 
 
6. The main project purpose was to ensure that exports and imports could continue to be 
handled efficiently at Santo Port by providing a new earthquake-resistant wharf for overseas 
ships after the existing wharf severely deteriorated. 
 
7. The Project’s outputs included two components (Map): 
 

(i) overseas wharf: construction of a new 130-meter earthquake-resistant wharf 
with a reinforced concrete deck suspended on steel pipe piles, reclamation with 
erosion protection revetments, drainage, and paving of areas adjacent to the 
wharf; and 

 
(ii) ancillary works: improvements in drainage in the existing container yard area, 

extension of water main services to the new wharf and backup area for 
firefighting facilities, provision of security fencing and gates, provision of 
dangerous-goods stores for agricultural chemicals and petroleum goods, 
provision of eight reefer container slots so that refrigerated containers can be 
supported without reliance on ship power or cold rooms, and provision of a 
second weighbridge to weigh incoming produce and cargo loaded out of storage 
in the port to ship. 

 
8. The Project also involved coordination of development of a bypass road, funded under 
the Multiproject Loan (footnote 5), to eliminate bisection of the port area by public traffic, and 
thereby improve security. 
 
D. Cost, Financing, and Executing Arrangements 
 
9. The total project cost at appraisal was estimated at $7.18 million. In September 1987, 
ADB provided a loan of $5.75 million equivalent in special drawing rights (SDR) out of its 
Special Fund resources to cover the entire foreign exchange requirement of $4.95 million and 
local currency cost of $0.80 million.6 The Government was to finance the remaining local 
currency cost of $1.43 million. However, the Project experienced a major cost overrun due to 
the need for deeper piles as a result of test pile failure. The cost overrun comprised 
$3.40 million in foreign exchange and a net local currency saving of $0.05 million. As the 
Government had no recourse to alternate financing, ADB approved in March 1991 a 
supplementary loan of $3.40 million.7 ADB was thus to cover the entire foreign exchange cost of 
the Project, estimated at $8.35 million, and $0.80 million of the local currency cost. The 
Government was to finance $1.38 million of the local currency cost. The revised total project 
cost was estimated at $10.53 million (Appendix 1, Table A1.1). 
 
10. An advisory TA grant of $325,000 was to provide consultant services for institutional 
strengthening of PWD.8 The Government financed part of the local currency cost, estimated at 
                                                           
6 ADB. 1987. Report and Recommendation of the President to the Board of Directors on a Proposed Loan and a 

Technical Assistance Grant to the Republic of Vanuatu for the Santo Port Project. Manila. 
7 ADB. 1991. Report and Recommendation of the President to the Board of Directors on a Proposed Supplementary 

Loan to the Republic of Vanuatu for the Santo Port Project. Manila. 
8 ADB. 1987. Technical Assistance to Vanuatu for Institutional Strengthening of Public Works Department. Manila. 
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$30,000. The Government later requested ADB to provide 7 more person-months of consulting 
inputs because devastation wreaked by a major cyclone had strained PWD’s engineering 
resources. A supplementary TA of $87,000 was approved in December 1990, which allowed 
consulting services to continue until mid-November 1991. 
 
11. PWD was under the jurisdiction of the Ministry of Transport, Communications, and 
Works, renamed as the Ministry of Infrastructure and Public Utilities (MIPU) in 1998. 
 
E. Completion and Self-Evaluation 
 
12. The project completion report (PCR), circulated in December 1999, attributed delays 
mainly to the need to amend the engineering design during implementation.9 The PCR also 
noted that bidding and contract awards were delayed, as were wharf construction, remedial 
works, and consulting services due to slippages in preceding activities. 
 
13. In spite of the delays, the PCR rated the Project generally successful10 because (i) its 
objectives and scope were met, and (ii) it had a high economic internal rate of return (EIRR). 
The PCR noted lack of compliance with components of the action plan (Appendix 2) covenanted 
under the loan, and emphasized the need to strengthen Santo Port’s managerial, financial, and 
planning capacity. The PCR also noted that the Government was moving to corporatize the 
Ports and Marine Department (PMD) as part of the Comprehensive Reform Program,11 and that 
ADB was conducting policy dialogue with the Government on this initiative. 
 
F. Operations Evaluation 
 
14. The Operations Evaluation Mission (OEM) visited Vanuatu from 2 January to 
16 February 2002 to evaluate the Project’s performance. The OEM held discussions with 
representatives of various government agencies, including PWD, and with PMD, which was 
responsible for the operation of Santo Port and the implementation of the action plan. 
Discussions were also held with consultants hired under the principal loan, for the remedial 
works and for the TA,12 and the project beneficiaries. The OEM focused on the relevance of the 
Project’s design, including the engineering design, and attempted to determine the 
Government’s compliance with specific tenets of the action plan, which would have affected the 
long-term sustainability of the Project. 
 

                                                           
9 Protracted delays were also attributed to (i) change of Government, (ii) prolonged civil service strike, (iii) move for 

legal action by the Government against the original design consultants, (iv) resolving terms of reference and 
contracting arrangements for legal expert separate from consultants for remedial works, and (v) contractual and 
procedural delays. 

10 A three-category rating system was in use at the time of the PCR: generally successful, partly successful, and 
unsuccessful. 

11 ADB. 1998. Report and Recommendation of the President to the Board of Directors on a Proposed Loan and 
Technical Assistance Grant to the Republic of Vanuatu for the Comprehensive Reform Program. Manila. The 
program was designed to help the Government improve its services. With its implementation, PMD expected to 
partially corporatize the international port sector, with all matters outside Port Vila and Santo Port to remain within a 
Government maritime department. Maritime and onshore operations of the two overseas ports were to be 
managed by a Government corporation. 

12 The OEM visited Hong Kong, China, and Brisbane, Australia for this purpose. 
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II. PLANNING AND IMPLEMENTATION PERFORMANCE 
 
A. Formulation and Design 
 
15. Vanuatu’s country strategy and program update (2002–2004) and country assistance 
plan (2001–2003) acknowledge that infrastructure remains a key constraint to economic growth 
and is “critical to reducing income disparities and achieving more balanced growth.”13 The 
Urban Infrastructure Project14 is ongoing, and the Government is preparing an outer island 
infrastructure development project for consideration in 2002, which will focus on building priority 
rural roads, wharves, and airstrips, and provide institutional and financial arrangements for 
effective operation and maintenance of infrastructure. Within the maritime transport sector, the 
continued operation of the two overseas ports remains the priority of the Government and ADB. 
 
16. The old wharf in Santo Port, constructed in 1955 with a maximum anticipated life of 
40 years, was found to be severely corroded and damaged at appraisal in July 1987. In 1965, a 
major earthquake caused settlement of the filling within the wharf’s structure. Another major 
earthquake in 197115 caused further settlement and a 9-meter split on the seaward face of the 
steel sheet pile structure, washing out the filling. With 4,000 major and minor tremors recorded 
between 1961 and 1986, the appraisal report also attributed damage to the old wharf to 
cumulative seismic activity. Two berthing accidents in 1973 and 1974 damaged the wharf’s 
coping and steel structure. The wharf also showed signs of normal wear and tear. 
 
17. Engineering options other than a new overseas wharf were considered in the appraisal 
report but ruled out. Repairs to prolong the life of the wharf were not considered feasible due to 
permanent distortion and displacement caused by earthquake loading, as confirmed by the 
OEM. Even though the old wharf is still in use, any plans for rehabilitation continue to be 
considered unfeasible, mainly because the severely corroded steel sheet piles cannot be 
repaired or replaced. The Project was considered the least-cost option at appraisal, and 
lighterage, used in the without-project scenario as an alternative, was rejected. 
 
18. Santo Port’s contribution to Vanuatu’s international trade is substantial. The port also 
serves as an international collection point for the northern islands. The traffic trends at the time 
of appraisal indicated that the old wharf was handling, on average, 70% of Vanuatu’s exports, 
rendering Santo as the hub of Vanuatu’s export activity, and 20% of all imports.16 Copra was the 
main export item, accounting for 50% of all cargo handled at Santo. Exports of beef and cocoa 
were relatively small. 
 
19. During project implementation, major deficiencies were found in the work of the 
consulting firm that prepared the detailed engineering design: 
 

                                                           
13 ADB. 2000. Country Assistance Plan for the Republic of Vanuatu (2001–2003). Manila. 
14 ADB. 1996. Report and Recommendation of the President to the Board of Directors on a Proposed Loan and 

Technical Assistance to the Republic of Vanuatu for the Urban Infrastructure Project. Manila. 
15 The earthquakes in 1965 and 1971 reached Mercalli Intensity 7–8. 
16 The percentage of exports and imports handled at the Vila and Santo ports has fluctuated over the years. 
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(i) All bids received considerably exceeded the firm’s estimate and funds available 
for the construction works, but various items in the design were identified which 
could be modified or deleted without substantial loss of functionality.17 

 
(ii) The piles for the wharf failed to provide the required load-bearing capacity at the 

predicted levels. Approximately 40% longer piles were required due to 
misleading soil investigation. 

 
(iii) Soon after the wharf had been completed in July 1991, the slope protection 

beneath the wharf was damaged followed by erosion and undercutting of 
pavements behind the wharf. 

 
20. The situation continued to worsen following Cyclone Betsy in August 1991 and an 
earthquake in late 1991.18 The damage was due to design deficiencies. The OEM confirmed 
that concerns regarding the slope stability were raised as early as June 1990 in a report by the 
consultant of the attached TA. The report was made available to the foundation expert.19 The 
expert concluded that the revised design with longer piles conformed to international design 
standards, but failed to identify the other design deficiencies, which later caused the erosion 
problems. 
 
21. The erosion damage was temporarily repaired, but problems worsened during the 
following years. In late 1995, a new consulting firm was appointed to investigate the erosion 
problems, design the required remedial works, and supervise construction. Due to the problems 
with the original design, the terms of reference for the consultants for the remedial works 
included a detailed review of the design parameters. The consultants concluded that the wharf 
could be considered safe and earthquake resistant. No problems have occurred since the 
remedial works were completed. The wharf is well protected from waves, and loading and 
unloading operations can be carried out without interruption. From the completion of the original 
works in September 1991, operations at the new wharf continued without much interference. 
Neither the erosion problems nor the execution of the remedial works carried out from 
November 1997 to May 1998 substantially affected the operations of the new wharf. 
 
22. The PCR and project performance audit report (PPAR) for the Multiproject Loan (para. 
5) agree that Santo Port’s original engineering design was not satisfactory.20 This view is shared 
by the Government PCR and the OEM. 
 

                                                           
17 The lowest tender (Vt815 million or approximately $7.2 million) significantly exceeded the consultants’ budget 

estimates (Vt585 million or approximately $5.2 million). This led to modifications, including (i) deletion of proposed 
purchase of plant from contractor, saving $220,000; (ii) deletion of connecting slab between the old and the new 
wharf, saving $250,000; (iii) deletion of refendering of part of the old wharf, saving $120,000; (iv) replacement of 
piled dolphin with mooring buoy, saving $120,000; and (v) replacement of high mast lighting with more 
conventional equipment, saving $110,000. 

18 Back-to-office report of Review Mission dated 21 June 1996 noted that “concerns were expressed by both PWD 
and Bank engineers that the design of the wharf, especially the built-up slope under the deck and the retaining wall 
behind the deck, would not be able to stand up to strong wave action. This concern was confirmed in August 1991, 
when Cyclone Betsy led to extensive cracking of the slope, protective concrete mattress, and the retaining wall 
behind the deck as well as caused some serious scouring of the cut-off wall beneath the pavement.” 

19 In June 1990, ADB, with the Government’s concurrence, engaged a staff consultant (foundation expert) to review 
the revised design and issues pertaining to the soil characteristics. 

20 ADB. 1996. Project Performance Audit Report on the Multiproject Loan in Vanuatu. Manila. One of the lessons 
learned from the Multiproject Loan as noted in the PPAR was the need to improve construction supervision by the 
Government, especially in situations where construction sites are remote and accommodation facilities inadequate. 



 

 

6 

B. Achievement of Outputs 
 
23. The Project provided a new earthquake-resistant wharf and an adjacent sealed cargo- 
handling area that increased the useable shoreside cargo-handling area, allowing more efficient 
cargo-handling traffic. 
 
C. Cost and Scheduling 
 
24. As mentioned in para. 9, the project cost at appraisal was estimated at $7.18 million, for 
which ADB provided a loan of $5.75 million. Due to the need for deeper piles, the total project 
cost estimate increased to $10.53 million and a supplementary loan of $3.40 million was 
approved. The supplementary loan increased ADB’s contribution to 87% from the applicable 
standard financing limit of 80% in the original loan.21 The revised cost estimates and financing 
plan are in Appendix 1, Table A1.1. 
 
25. The savings under the supplementary loan, amounting to $1.1 million, were sufficient to 
finance the remedial works carried out in 1997–1998 to rectify the erosion damage. 
 
26. The actual project cost was $10.29 million, comprising $8.50 million in foreign currency, 
entirely funded by ADB, and $1.79 million equivalent in local currency, of which ADB financed 
$0.63 million and the Government $1.16 million. For a comparison of the cost at reappraisal and 
the actual costs, see Appendix 1, Table A1.2. The cost of the original design, however, if the 
later identified design deficiencies had been dealt with upfront, would not have been significantly 
different from the actual cost.22 
 
27. The Project was delayed throughout by the need to amend the engineering design and 
for other reasons (footnote 9). For the implementation schedule of the principal works and 
planned and actual project remedial works schedule, see Appendix 3. The Project was 
substantially completed in July 1991 and the original loan was closed by September 1991. The 
supplementary loan, however, was kept open due to savings of $1.1 million. The Government 
made a formal request to ADB in December 1992 to undertake the required remedial works 
using the savings.23 After protracted delays, the Project was completed in May 1998. 
 
D. Consultant Performance, Procurement, and Construction 
 
28. Detailed design and preparation of bid documents for construction of project facilities 
were carried out by a consulting firm, financed under the Multiproject Loan (para. 5). The 
Government and ADB PCRs rated the principal consultants’ performance as poor due to the 
piling problems and damage to slope protection beneath the wharf shortly after the contractor 
handed over the wharf. The Government PCR noted that the consultants’ report on the damage 
was “self-serving to distract attention from the design deficiencies.” The OEM agrees that the 
principal consultants’ performance was poor. The Government and ADB PCRs consider the 
performance of the remedial works consultants to be satisfactory. The OEM agrees with this 

                                                           
21 Section 13, para. 4 of the Operations Manual provides for considering financing the entire overrun in the foreign 

exchange component of the revised project cost even if this means exceeding the standard percentage limit for the 
concerned developing member country. 

22 Some additional costs were associated with claims from the contractor, the need to appoint a new consulting firm, 
and the delay in the completion of the wharf. 

23 Cyclones and earthquakes continue to be a source of concern in Vanuatu. ADB approved Loan 1448-VAN: Urban 
Infrastructure Project, for $10 million, on 27 June 1996, in the aftermath of the havoc wrought by Cyclone Betsy, 
with road sealing and repairing the wharf at Port Vila, as its two major components. 
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assessment. The Government also separately engaged the remedial works consultants as 
expert witnesses in a claim against the original consultants. The claim was settled out of court in 
favor of the Government. 
 
29. The single civil works contract for the construction of the Santo wharf and ancillary works 
was awarded on the basis of international competitive bidding. The physical construction of the 
wharf commenced on site 9 months later than planned at appraisal, with 7 months attributed to 
late completion of previous stages—design, prequalification, bidding, awarding of contract—and 
2 months to the inability of the contractor to mobilize on site in accordance with the terms of the 
contract.24 Overall, construction time was scheduled at appraisal at 18 months, but the total 
elapsed time was 26 months because of late delivery of construction materials to the site and 
delays in substitution of material of different specification.25 The remedial works were awarded 
under direct negotiation with the same contractor. Procurement and, as a consequence, 
construction of the remedial works were also considerably delayed (Appendix 3). The contractor 
did not give on site staff enough authority, resulting in delays. However, the quality of the 
completed work is of an acceptable standard. Despite the delays, the ADB PCR considered the 
performance of the contractor to have been satisfactory. The OEM agrees with this assessment. 
 
E. Organization and Management 
 
30. The project director was the PWD director. The project management office under PWD, 
headed by the project manager and assisted by the engineering adviser engaged under the 
attached TA, was responsible for the day-to-day implementation and the coordination of project 
activities. The project manager was unable to work fulltime because PWD lacked qualified staff 
for other activities.26 The project coordination committee, already in place under the Multiproject 
Loan, facilitated interagency coordination and comprised representatives from the Ministry of 
Finance, PWD, PMD, National Planning and Statistics Office, Department of Local Government, 
and Department of Education. Observers from ADB’s South Pacific Regional Mission (SPRM) 
and a project management adviser were also present at meetings. 
 
31. Four covenants in the Loan Agreement were not complied with at the time of the PCR. 
Section 4.05(a), requiring the Borrower to make “satisfactory arrangements…for insurance of 
the project facilities to such extent and against such risks and in such amounts as shall be 
consistent with good practice,” was not observed by the Government as its then prevailing 
policy was to self-insure the assets. However, facilities in the Santo and Vila ports are now 
insured by a commercial insurance company. 
 
32. Section 4.06(b)(ii), requiring audited accounts to be furnished to ADB not later than 
9 months after the end of the fiscal year, was not fully complied with as the submission by PMD 
was delayed. Schedule 6.I.B was not complied with as the project manager was not working 
fulltime since he was involved with other construction projects on other islands. For compliance 
status of Schedule 6.II.A (action plan), see para. 39. 
 
33. The OEM was informed that the need to implement the action plan was superseded by 
the Government’s agreement to corporatize PMD as part of the Comprehensive Reform 
Program (footnote 11). As a first step, PMD corporatized Vanuatu Maritime College and 
established the Vanuatu Maritime Authority with the responsibility of issuing licenses for ships. 
                                                           
24 The start was also delayed by the wharf labor strike in New Zealand, which blocked the transport of materials. 
25 About 2 months of the increase in time was justified by the 40% increase in pile length required, which was not due 

to any fault of the contractor. 
26 In times of natural disasters, his availability as project manager was further constrained. 
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The decision to upgrade the cash accounting format to an accrual accounting system has also 
been taken (para. 44). The OEM notes that although corporatization is slow, the Government’s 
intent appears obvious. 
 

III. ACHIEVEMENT OF PROJECT PURPOSE 
 
A. Operational Performance 
 
34. Various indicators of Santo Port’s operational performance are shown in Appendix 4. 
The wharf is well constructed, with an anticipated life of at least 40 years. The OEM noted that 
the wharf itself needs minimal maintenance and is operating smoothly. Discussions with 
shipping agents and companies confirmed that the wharf provides facilities that are available in 
other modern ports around the world. 
 
35. However, the two small dangerous-goods stores for agricultural chemicals and oil 
products are not in use, and the OEM was informed that the stores had never been used as 
planned but only occasionally for storing unreleased goods for which duties were still to be paid. 
 
36. The stevedoring services, owned by four northern island provinces (with Santo’s share 
at 40%), are rated good by the port users and have modern and well-maintained equipment. 
The ships’ low turnaround time and almost no waiting time have improved the port’s operational 
performance. Even though the old wharf is in use when more than one ship calls at the port, 
many ship captains are increasingly unwilling to take the risk as any damage would not be 
covered by their insurance. With a slowdown in import and export activity at Santo Port, the 
possibility of a rise in tariffs appears imminent. 
 
37. The total cargo handled by the port peaked in 1998, reaching 85,000 tons. The tonnage 
handled in 2001 was approximately the same as in 1991 (around 53,000 tons) as the tonnage of 
copra exports declined partly due to the value-addition of copra through increased exports in the 
form of copra oil, soap, and meal, and partly due to a decline in the world demand for copra. For 
details of imports and exports through Santo Port in 1989–2001, see Appendix 5. In spite of 
declining tonnage, the operating revenue increased from Vt52.5 million in 1998 to Vt68.5 million 
in 2001. The total number of vessels calling at the port increased from 66 in 1998 to 85 in 2001, 
and as the port dues are based on the gross register ton (GRT) of the vessel and not linked to 
the goods tonnage loaded or unloaded at the port, the total amount of port dues collected 
increased. However, over time, the average tonnage handled per vessel calling at Santo Port 
declined. 
 
B. Performance of the Operating Entity 
 
38. The operating ratio of not more than 70% from 1990 onward, as covenanted in the 
action plan, was achieved in 1990 and every year from 1996 to 2001. The three major factors 
responsible for achieving the target were (i) increase in the collection of port dues due to the 
change in the basis for calculating them, (ii) introduction of light dues in 1998, and (iii) reduction 
of staff from 12 to 8 in 1998. However, the port’s revenue is directly credited to the Ministry of 
Finance and Economic Management (MFEM) and expenditure then allocated to PMD as part of 
the annual budget. Overall, PMD receives approximately 21% of the total revenue collected by 
the two overseas ports. 
 
39. Schedule 6.II.A of the Loan Agreement to adopt an action plan (Appendix 2) was partly 
complied with. The automatic currency adjustment factor mechanism to vary port tariffs in line 
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with SDR changes was not implemented in the first phase of the plan. Three tariff orders were 
promulgated, in 1987, 1989, and 1992. After 1992, on the legal advice of the Attorney General, 
the decision to revise tariffs was taken away from MIPU and conferred on the Council of 
Ministers. Thenceforth, every 2 years, PMD has proposed a tariff revision for approval to the 
council without success. For the tariff structure, see Appendix 6. 
 
40. The basis for port dues was changed in 1996 from a vessel’s net register ton (NRT) to 
GRT,27 resulting in a 100% increase in port dues. In 1998, light dues were introduced for the 
Santo and Vila ports. Approval of these changes remained the prerogative of MIPU. The 
resultant increase in revenue allowed PMD to meet the covenanted operating ratio target of not 
more than 70%. 
 
C. Financial and Economic Internal Rates of Return 
 
41. Appendix 7 provides the reestimated EIRR and financial internal rates of return (FIRR). 
The reestimated EIRR is 25.4%. The PCR calculated the EIRR at 16.0%. However, the PCR 
used the same methodology at appraisal, comparing two alternatives—a new wharf or long-term 
lighterage operations—without taking account of the benefits of either. As the project objective 
was to maintain exports and imports at Santo Port, the OEM has taken into account the benefits 
associated with this objective. The reestimated FIRR is 0.1%, in comparison to the PCR’s 
negative FIRR, due to better reported operating profits since the PCR. The major difference 
between the FIRR and the EIRR indicates that the tariff rates do not capture the economic 
benefits accruing to the economy from the new wharf, leaving room for tariff revisions. Project 
benefits comprise cost savings and incremental tonnage. The cost savings from most of the 
tonnage are small, and accrue to international shipping lines; the benefits from incremental 
tonnage are significant, and accrue to the domestic economy. Therefore, tariffs can be 
increased even though the shipping companies will pass on the increases to domestic 
consignees. 
 
D. Sustainability 
 
42. Guaranteeing funds in the annual budgetary process, as required by PMD for operation 
and recurrent maintenance, was covenanted. Also covenanted was the responsibility of the 
Government to opportunely appoint staff for operation and maintenance. The OEM noted that 
while maintenance requirements for the wharf were minimal for the first 10 years after the 
completion of the wharf, urgent maintenance is required to (i) upgrade the pavement area to fill 
potholes and settlements, (ii) repair navigational aids and lighting facilities, (iii) maintain reefer 
slots for containers, (iv) repair the security fence around the dangerous-goods stores, and 
(v) repair stores that are not part of the Project. These issues were raised by the harbor master 
of Santo Port 3 years ago to PMD in Port Vila after PWD, with the necessary engineering 
expertise, assessed the extent of the damage. However, no funds have been released yet. 
Unless repairs are undertaken immediately, the situation is likely to worsen rapidly. Provision is 
made for maintenance in PMD’s accounts, but money has not been transferred to Santo Port. 
 
43. The main risk associated with the Project’s sustainability is a natural calamity requiring 
immediate major rehabilitation. The old wharf is rapidly deteriorating and, if the portion near the 
new wharf collapses, the use of the new wharf will be restricted but not rendered impossible. If 
major portions of the old wharf collapse, dredging will be required. 
 
                                                           
27 1 GRT is approximately equivalent to 0.5 NRT. 
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44. The project design dealt with the long-term financial sustainability through the action 
plan, which, by improving the financial performance of Santo Port, has generated resources for 
major rehabilitation work, if required. With the first steps toward corporatization underway, some 
of the action plan’s anticipated outcomes are likely to be achieved. These steps include 
(i) building an asset register for the infrastructure sector, and (ii) changing the existing 
Government Financial Statistics methodology of the International Monetary Fund (cash 
accounting format) to the full accrual international accounting standard.28 The Government’s 
hesitation to proceed with corporatization, based on experience with corporatized entities, has 
been mainly attributable to the prospect of revenue loss.29 
 
45. The tonnage handled at Santo Port will be closely linked to the rate of economic activity 
there and in the surrounding islands, and international pricing of key exports such as copra, 
beef, and timber. The private sector expressed concern to the OEM over the aging copra trees 
and limited replanting, which will impact on total copra output and, consequently, on port use. 
Replenishment of beef with exports of livestock was also a source of concern to the private 
sector. Nontraditional export items may in time increase the cargo handled at Santo. The private 
sector has shown interest in investing in fish canning and copra mats. To sustain tonnage at the 
port would require replenishment and/or improved production of traditional and nontraditional 
products. 
 

IV. ACHIEVEMENT OF OTHER DEVELOPMENT IMPACTS 
 
A. Socioeconomic Impact 
 
46. The Project, by maintaining exports, has ensured the livelihood of the northern island 
farm community, particularly smallholders.30 Copra, largely grown on the islands in and around 
Espiritu Santo, forms the bulk of exports from Santo Port. Copra is largely produced by 
smallholders and then purchased by the Vanuatu Commodity Marketing Board (VCMB), which 
bears the transport costs to export destinations. Without Santo Port, the cost of transshipment 
to Port Vila for onward export would have made it financially unviable for VCMB to continue with 
this service to the smallholders. The Port has also encouraged new exports of sawn timber, with 
sources and mills largely in and around Santo, and beef, with potential markets in Europe and 
Japan. 
 
47. By sustaining essential imports such as rice, sugar, flour, fuel, and construction 
materials, the Project has ensured that the cost of commodities imported is comparable to those 
imported at Port Vila. 

                                                           
28 Budget 2002, Volume 1, Fiscal Strategy Report 2002, notes that “considerable development work has occurred 

since 1999 to upgrade the Government’s computing and accounting systems to the full accrual and international 
accounting standards… This work is expected to culminate at the beginning of 2002.” However, the OEM found 
that this is an overly optimistic target. 

29 The various forms of corporatization currently under debate in the Government are (i) sale of all assets and 
liabilities like in the recently corporatized postal service; (ii) sale of assets but not the liabilities as in the case of 
Civil Aviation Authority; the Authority, because of substantial allocations for depreciation, has been unable to 
generate profits and is expected to rely on subsidies from the Government to meet its liabilities; and (iii) transfer of 
management to the private sector. The Government is acutely aware that a private monopoly, as in the case of 
Civil Aviation Authority, is not necessarily more efficient than a state monopoly. Past experience with 
corporatization has been largely unsuccessful and may influence the proposed corporatization of the ports. 

30 Vanuatu Statistical Bulletin 1991, fourth quarter, gives the total population of seven of the major northern islands as 
61,056, or 32% of the total population. 
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48. Frequent natural disasters make it imperative to have a major port in the area for prompt 
delivery of emergency aid. Without the earthquake-resistant port in Espiritu Santo, timely 
assistance would be impossible. 
 
49. Santo Port has not only ensured continued access to government services there but also 
promoted private interest. The Chamber of Commerce and Industry of Vanuatu intimated to the 
OEM that, with appropriate changes in government policies, the port could help increase the 
economic activity in the northern islands. 
 
B. Environmental Impact 
 
50. As the new wharf and ancillary works were all constructed within the existing port area, 
no people had to be relocated. No dredging occurred. The cargo-handling equipment is well 
maintained and regularly serviced at a workshop at the port, minimizing oil leaks and emission 
levels. Emergency equipment and procedures exist to attend to oil spillages and fire and are 
provided by Shell when tankers are unloading. The Project has not had any adverse impact on 
the environment and marine life. Sawn timber is sustainable largely due to the reforestation 
plans and projects actively pursued by the private sector, and the Government’s logging 
regulations requiring a license. 
 
C. Impact on Institutions and Policy 
 
51. PMD is increasingly aware that it is unable to independently take key decisions on tariffs, 
for example, or maintenance expenditures. Revenue from the two overseas ports forms a part 
of the Government’s budget, and PMD is allocated, on average, around 21% of that revenue. 
Thus, the impact of the Project on institutions and policy was minimal. However, the OEM found 
that the Project accounted for PMD’s growing awareness that corporatization, including greater 
ability to take independent action on expenditure and revenue, was the way forward. The 
general agreement within the Government, including MFEM and MIPU, that corporatization is 
the solution is, however, tempered by concern for loss of revenue (para. 44). 
 
52. The objective of the attached TA was to strengthen PWD’s institutional capability for 
design, construction, and maintenance of infrastructure facilities in the public sector. The TA’s 
scope included (i) training a local technical assistant, (ii) providing support to the project 
manager for the Santo Port Project in construction and project management, including regular 
visits to the construction site, and (iii) preparing a project management manual pertaining to 
PWD’s overall construction management functions. 
 
53. The TA consultant, an engineering adviser, was involved with PWD in all facets of the 
Project, including advising on technical issues, accounting and disbursement procedures, 
periodic visits to the construction site, technical review, and preparation of advice to the 
Government on the technical problems of piling and erosion, and proposed modifications. He 
also provided support to PWD to rehabilitate cyclone-damaged government facilities. 
 
54. The PCR assessed the consultant’s performance as satisfactory, and the OEM agrees 
with the assessment. 
 
55. The TA agreement provided that the Government assign two suitable fulltime local 
counterparts to cooperate with and assist the consultant. In practice, the project manager, 
because of staff constraints in PWD, was also involved simultaneously with other projects and 
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was thus working part-time. Training was not possible as the project manager was based in 
Lugainville while the consultant was stationed in Port Vila. A technical assistant was never 
assigned to the Project in spite of the consultant’s repeated intimations to SPRM and the 
Borrower in his quarterly reports. The consultant, in reality, acted as the project manager and 
training could not be carried out to the extent originally envisaged. However, the consultant 
provided some training to two staff assigned by PWD: a laboratory technician and an assistant 
inspector, who later accepted a permanent position in PWD. 
 
56. The TA consultant prepared a two-volume project management manual. Volume A set 
out general concepts in project management together with suggested procedures and 
documentation. Volume B provided a reference guide on appropriate technology and 
procedures for construction project arrangements in PWD. The OEM found that these manuals 
were not in use in PWD. The structure of PWD has also undergone a change since the manuals 
were prepared and some of the contents of the manuals are not relevant today.31 The TA was 
highly relevant in that it was designed to strengthen PWD through training. The OEM agrees 
with the PCR that the consultant adequately fulfilled the terms of reference to the extent 
possible. However, the broad objectives were not fully met as training was not carried out as 
originally envisaged due to PWD staff constraints. 
 

V. OVERALL ASSESSMENT 
 
A. Relevance 
 
57. The Project was highly relevant at appraisal as its objective—valid to this day—was to 
sustain exports and imports. The Project is relevant to the Government’s vision and philosophy 
of building the infrastructure necessary for private sector growth.32 The TA was highly relevant 
as it contributed to the proper management of the Project. 
 
B. Efficacy 
 
58. The Project fully achieved its objective to maintain exports and imports by providing 
Santo Port a new earthquake-resistant overseas wharf. The action plan requiring the 
strengthening of financial, managerial, and institutional capabilities of PMD was only partially 
implemented, but OEM findings indicate that the Government is committed to corporatize the 
two overseas ports. The Project is rated efficacious. The TA failed to achieve its training 
objective even though its broad objectives were fulfilled. 
 
C. Efficiency 
 
59. In spite of considerable implementation delays in the remedial works, the full benefits 
from the new wharf were realized after it was completed in 1991. The average cargo turnaround 
time was reduced from 1.8 days per ship in 1991 (before construction of the new wharf) to an 
average of 1.1 days per ship in 1999–2001. The cargo-handling rate increased from 20.4 tons 
per hour to an average of 43.1 tons per hour during the same period. The Project is 
economically viable with an EIRR of 25.4%. The FIRR is 0.1%, in comparison to the PCR’s 
negative FIRR, due to better reported operating profits of PMD since the PCR. The Project is 
rated efficient. 
                                                           
31 The manuals refer to mobile PWD teams, which were abolished and replaced with permanent offices in several 

locations at higher cost. However, PWD indicated to the OEM that reverting to mobile units is under consideration. 
32 Budget 2002, Volume 1, Fiscal Strategy Report 2002, Incorporating the Economic and Fiscal Update and the 

Budget Policy Statement. 
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D. Sustainability 
 
60. The Project’s sustainability is rated likely as the quality of civil works and remedial works 
is sound and the wharf has been designed to withstand major earthquakes. The stevedoring 
company’s equipment is up to date and well maintained. However, sustainability will depend on 
timely fund allocation for the repair or replacement of deteriorating facilities and preventive 
maintenance. 
 
E. Institutional Development and Other Impacts 
 
61. PWD and PMD are acutely aware of their scarce human and financial resources and are 
arguing in favor of their corporatization. The Project has improved the safety of port labor 
through the new facilities. Overall, the Project’s institutional development and other impacts are 
rated moderate. 
 
F. Overall Project Rating 
 
62. Overall, the Project is rated successful by the OEM based on the above criteria, while 
the TA is rated partly successful. 
 
G. Assessment of ADB and Borrower Performance 
 
63. ADB fielded seven review missions, inception, special loan administration, and PCR 
missions. Greater attention could have been given to financial performance. Follow-up was 
lacking in providing the technical assistant to the TA consultant and ensuring that the project 
manager be trained as stipulated in the TA. The PCR noted that the review missions were too 
infrequent, contributing to weak supervision of project implementation. However, the TA 
consultant, in his final report, noted ADB’s response as satisfactory, giving credit for this to “the 
convenience of having a project in the country with a Regional Office of the Bank.” 
 
64. The Borrower rated as satisfactory ADB’s response to problems, notably the 
requirement for the loan and consulting services to be continually extended. However, it was 
noted that ADB took 2 months to approve the evaluation of bids submitted by the civil works 
contractors and 3 months to approve the evaluation of consulting proposals for the remedial 
works. The Council of Ministers took another 5 months, and the final contract for the consulting 
services was signed only 1 year after the proposals had been received. Similarly, it took ADB 
3 months to approve the bid documents for the additional site investigations for the remedial 
works. The excessive time taken by ADB and the Borrower delayed the initial construction 
works and the remedial works. The OEM noted that the follow-up from ADB on compliance with 
loan covenants was not satisfactory. The implementation of the action plan was not fully 
monitored by ADB missions, nor was the covenanted assignment of staff to be trained under the 
TA. 
 
65. Overall, the OEM assesses ADB’s performance as satisfactory although stronger 
supervision would have been desirable. The Borrower’s performance was also satisfactory 
despite the implementation delays. 
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VI. ISSUES, LESSONS, AND FOLLOW-UP ACTIONS 
 
A. Key Issues for the Future 
 
66. PMD, responsible for identifying maintenance requirements associated with the two 
overseas ports, does not have the engineering expertise to do so. PWD carries out routine 
maintenance when PMD requests it. PWD should be required to carry out annual maintenance 
inspections, which should result in preventive maintenance to avoid deterioration of facilities. 
Adequate funds should be allocated for inspection and maintenance, as stipulated in the Loan 
Agreement. MFEM is aware of the need to provide for maintenance expenditure in infrastructure 
sectors and is taking steps to do so. 
 
67. PWD’s ability to provide routine maintenance to Santo Port will initially be limited due to 
the shortage of trained civil engineers in PWD. According to the PWD Management 
Improvement Plan (MIP) prepared in December 2001,33 all technical positions must be filled as 
soon as possible. The shortage may continue until the National Scholarship Board, which 
awards overseas scholarships in the absence of local facilities for training engineers, allocates a 
minimum of five seats initially. However, during discussions with the private sector and PWD, 
the OEM found that the shortage of qualified staff in government departments was also ascribed 
to the inability of the selection process to match candidates’ qualifications and training with their 
assigned responsibilities. This requires an overview of the selection process and more training 
for capacity building in PWD. PWD has embarked on an MIP geared to meet its needs. 
However, the long-term objective of corporatization, privatization, or contracting out, identified in 
the MIP, should not be forgotten. 
 
68. Copra remains a major export item. As the exports in tonnage of copra have declined 
over the years, those of copra oil, soap, and meal have risen. Value-addition of copra continues 
with prospects for copra mats and other products in the planning stage. However, the OEM 
found that a major problem in copra production is collection rather than declining international 
prices. In the future, the Government should handle and collect copra from the many islands in 
and around Espiritu Santo either through VCMB or through the private sector. 
 
69. Decisions on tariff adjustments should be reverted to MIPU as an interim measure until 
Santo Port is corporatized and financially autonomous. 
 
B. Lessons Identified 
 
70. When formulating a TA and reviewing its implementation, ADB should ensure that the 
training requirements are assessed appropriately. In this particular case, the project manager 
was not in the same location as the consultant and a technical assistant was not appointed. 
 
71. PMD has weak managerial, planning, and financial capacities. It would have been useful 
to attach a TA component during project implementation to strengthen PMD, which would have 
helped implement the action plan. 
 
72. Discrepancies in statistical data suggest that collecting, compiling, and analyzing data 
for future sector planning require strengthening. 
 

                                                           
33 The MIP was prepared in response to the findings and recommendations of an institutional strengthening study 

undertaken in 1999 on PWD’s responsibilities, organization, staffing, operations, budgeting, and management. 
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73. The project management manual prepared by the TA consultant was never used and 
OEM did not find anyone in PWD aware of the manual’s existence. The manual should have 
been prepared during TA implementation, followed by seminars and training. 
 
74. ADB took an excessive amount of time to approve evaluation of bids for the construction 
works and evaluation of consulting proposals for the remedial works, highlighting the need for 
decentralization within ADB. ADB has already taken action to solve this problem through its 
resident mission policy. 
 
C. Follow-Up Actions 
 
75. Immediate action is required to maintain the port facilities. The OEM recommends a 
study be undertaken jointly by PMD and PWD under the director general of MIPU to ascertain 
the extent and associated costs of current and annual repairs and replacement, with funds to be 
allocated on a priority basis from the 2003 budget onward. The study should be completed by 
August 2002. 
 
76. The remedial works consultants recommended that a survey be carried out regularly to 
determine the continuing erosion of the slope beneath the wharf. The sheet piles driven behind 
the wharf are designed based on the assumption that the erosion would not exceed 2–3 meters. 
This needs to be confirmed this year and every 3–4 years thereafter. 
 
77. Policy dialogue should continue with the Government on corporatizing the two overseas 
ports. However, immediate corporatization may not be feasible (para. 44), and ADB should 
consider providing a TA to the Government in 2003 to determine the best form of corporatization 
for PMD. 
 
78. ADB should consider providing TA by 2003 to strengthen the statistical data collecting, 
compiling, and analyzing capability of different reporting departments, including MFEM, Harbor 
Master, Santo Port, PMD at Port Vila, as well as the Statistics Office. 
 
79. The stevedoring company collects wharfage and storage dues for the Government. It is 
recommended that PMD insist on audited annual accounts from the company, as provided for in 
its contract. 
 
80. ADB and the Government should identify ways of promoting production and economic 
development in the northern islands to take full advantage of project investment. A study for this 
purpose is suggested for completion by 2003. 
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PROJECT COSTS 
 

Table A1.1: Revised Cost Estimates and Financing Plan 
($ million) 

 
Item Foreign 

Exchange 
Local 

Currency 
Total 
Cost 

Financing 
Percentage 

     
Loan 843(SF) 4.95 0.80 5.75  
Loan 1080(SF) 3.40 0.00 3.40  
ADB’s Contribution 8.35 0.80 9.15 87% 
Government’s Contribution 0.00 1.38 1.38 13% 
 Total 8.35 2.18 10.53 100% 
     

ADB = Asian Development Bank. 
Source: Operations Evaluation Mission. 

 
 
 
 

Table A1.2: Comparison of Reappraisal and Actual Costs 
($ million) 

 
Description Reappraisal Estimates Actual Costs 

 FE LC Total FE LC Total 
       

Wharf and Ancillary Works 7.32 2.05 9.37 7.64 1.71 9.35 
       
Consultants 0.58 0.13 0.71 0.78 0.08 0.86 
       
 Subtotal 7.90 2.18 10.08 8.42 1.79 10.21 
       
Contingencies 0.36  0.36    
       
Service Charge 0.09  0.09 0.08  0.08 
       
 Total 8.35 2.18 10.53 8.50 1.79 10.29 
       
FE = foreign exchange, LC = local currency. 
Source: Operations Evaluation Mission. 
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PORT ACTION PLAN 
 
1. The action plan 1988–1990 covenanted under the loan applicable to the two overseas 
ports, Vila and Santo,1 comprised three phases. The Ports and Marine Department (PMD) was 
the implementing agency under the overall coordination of Ministry of Infrastructure and Public 
Utilities. Phase 1, to be carried out within six months of loan effectiveness, included 
(i) introduction of inflation-adjusted depreciation records commencing 1988 to enable PMD to 
prepare commercially oriented annual income statements and financial performance indicators, 
and submission of the income statement to the Asian Development Bank within 9 months of 
each fiscal year, accompanied by a covering letter from the Auditor General indicating that the 
revenue and working expenses figures were based on PMD’s audited accounts; (ii) adoption of 
a currency adjustment factor to protect the foreign exchange earnings expressed in special 
drawing rights (SDR) from port operations for foreign ships;2 and (iii) annual review of tariffs as 
part of the budget cycle.3 
 
2. Phase 2 envisaged an operating ratio, defined as total operating expenses (working 
expenses plus depreciation) as a percentage of total operating revenue, of 85% in 1988, 75% in 
1989, and not more than 70% from 1990 onwards. Phase III envisaged (i) achieving an 
operating ratio of not more than 70% after project completion, which hinged on timely tariff 
increases and a review of the contractual arrangements for stevedoring to determine whether 
the port’s share of cargo-handling income was adequate; (ii) requiring the stevedoring company 
to provide monthly records and annual accounts; (iii) reviewing the formula for calculating the 
concession fee; (iv) ascertaining whether the company’s depreciation charges against income 
were consistent with the contract; and (v) reviewing indirect costs charged against income. 
Under section 37 of the contract, the Government also reserved the right to appoint a firm of 
chartered accountants to investigate the financial condition of the company prior to changes in 
stevedoring tariffs. 
 

                                                 
1 Except for pilotage, the same tariff rates are applicable to Santo and Vila. 
2 The action plan suggested (i) a benchmark of Vt142/SDR, the rate applicable during appraisal; or (ii) Vt122/SDR, 

the rate prior to October 1986 devaluation. 
3 The previous practice was once every 2 years. 
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Prequalification

Tendering/Award of Contract

Construction of Wharf
(Including Mobilization and
Demobilization)

Consulting Services
(Including Bid Evaluation and
Construction Supervision)

  Original schedule.

  Actual/revised schedule.

  Part-time service.

Source: Project completion report.
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IMPLEMENTATION SCHEDULE

Table A3.1: Planned Principal Works Schedule
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A. Consulting Services
1. Preparation of Proposals
2. Evaluation, Negotiations, and

Approval of Contract
3. Design of Remedial Works
4. Site Investigations
5. Supervision of Construction

B. Construction of Remedial Works
1. Bidding
2. Construction

Source: Project completion report. Appendix 3       19

Table A3.2: Actual Remedial Works Schedule

1998Item 199719961994 1995



Item 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2001
US$mn

Operating Statementa (Vt million)
Operating Revenues 35.9 40.7 41.1 35.3 42.2 45.9 46.8 57.2 57.2 52.5 60.0 55.3 68.5 0.5
  Port Dues 2.5 1.9 1.5 6.1 9.5 6.8 9.9 13.4 13.4 10.2 11.2 8.9 15.3 0.1
  Quay Dues 3.8 7.0 7.1 2.7 2.8 3.3 3.5 7.0 7.0 3.4 6.0 4.8 8.2 0.1
  Wharfageb 12.5 15.1 13.7 10.7 11.7 17.8 13.2 17.6 17.6 14.6 18.1 17.6 18.0 0.1
  Pilotage 5.8 6.5 6.9 4.9 5.7 7.3 8.5 8.2 8.2 7.7 7.9 5.4 7.7 0.1
  Tug Hire/Pilot Boat 2.6 2.4 2.5 3.7 4.0 1.3 1.5 1.6 1.6 0.0 0.0 0.0 0.0 0.0
  Stevedoring Concessional Fee and Storageb 5.5 4.1 5.0 5.0 5.2 5.0 5.1 5.3 5.3 4.8 4.8 4.8 4.8 0.0
  Other Revenue (including light and dues) 3.2 3.7 4.4 2.1 3.3 4.5 5.1 4.1 4.1 11.8 12.0 13.8 14.5 0.1
Operating Expenses 27.3 27.2 31.6 34.0 33.1 33.6 33.6 35.8 35.1 33.9 33.1 31.5 32.1 0.2
  Personnel 5.6 5.6 5.9 4.8 4.8 4.8 4.8 5.4 5.4 3.6 4.5 4.5 4.4 0.0
  Maintenance and Others 0.5 0.5 0.4 3.9 3.0 3.4 3.4 5.1 4.4 4.9 3.2 1.6 2.3 0.0
          Subtotal 6.1 6.1 6.3 8.6 7.7 8.2 8.2 10.4 9.8 8.5 7.7 6.2 6.8 0.0
  Depreciationc 21.1 21.1 25.4 25.4 25.4 25.4 25.4 25.4 25.4 25.4 25.4 25.4 25.4 0.2
Operating Profit 8.7 13.5 9.5 1.3 9.1 12.4 13.2 21.4 22.1 18.6 26.9 23.8 36.4 0.2

Financial Performance Indicators
Operating Ratio (%) 75.9 66.8 76.9 96.3 78.4 73.1 71.7 62.6 61.4 64.6 55.1 57.0 46.9
Personnel (number of staff) 12 12 12 12 12 12 12 12 12 8 8 8 8
Accounts Receivable (Vt million) 0.9 2.7 2.0 1.0 1.5 3.4 1.7 2.5 2.1 2.5 2.8 3.0 3.5
Revenue per Cargo Ship Tonnage Handled (Vt/FT) 779.5 659.0 769.7 726.1 828.8 819.5 813.8 823.7 909.3 615.4 822.5 824.7 1,284.2 

Cargo Handling Performance Indicators
Ship Calls (number of ships)d 71 79 79 68 76 65 85 72 67 66 82 80 85
   of which: Cargo Ships 53 62 60 49 50 58 54 48 50 50 50 58 70
Containers Inward/Outward (thousand TEU) — — — — — — — 2.2 3.3 3.4 — 3.1 2.9
Total Cargo Handled (thousand FT) 46.1 61.8 53.4 48.6 50.9 56.0 57.5 69.4 62.9 85.2 72.9 67.1 53.4
Overall Waiting Time for All Ships (days) 5.7 15.5 8.3 0.8 0.5 — 0.3 0.0 0.0 0.0 0.4 0.1 0.0
   of which: Cargo Ships 5.7 14.4 8.3 0.8 0.5 — 0.3 0.0 0.0 0.0 0.4 0.0 0.0
Average Ship Turnaround Time (per ship per day) 1.2 1.9 1.5 1.2 1.0 — 1.3 2.2 1.8 1.4 1.0 0.8 1.1
   of which: Cargo Ships 1.4 2.3 1.8 1.4 1.3 — 1.7 3.0 2.2 1.7 1.4 0.9 1.1
Berth Utilization (% hours available) d 23.6 40.8 32.1 22.3 21.2 — 30.8 43.6 32.7 25.8 22.2 16.5 24.8
   of which: Cargo Ships 20.9 38.5 29.9 19.0 17.6 — 25.8 39.4 30.5 22.7 18.8 13.6 21.1
Cargo Handling Rate (FT per hour) d,e 25.2 18.3 20.4 29.2 33.1 — 25.4 20.1 23.5 42.9 44.3 56.2 28.8

— = not available, FT= freight ton, OEM = Operations Evaluation Mission, TEU = ton equivalent unit.
a These are revenues and expenditures generated from port operations, but which go to the Treasury. Revenues go to the Treasury while the annual budget covers costs of
   personnel and maintenance and others. Debt service is met directly by the Ministry of Finance.
b This excludes the fees charged by the stevedoring company to collect wharfage and storage for the Government.
c The operating statement from the Ports and Marine Department allocated $25.4 million from 1991 onward, thereby making no adjustments for the rate of inflation. However, the
   OEM noted that these depreciation charges were not part of the budget expenditure items as noted in the budget documents prepared by the Ministry of Finance and Economic
   Management. Furthermore, the Statistics Department, Ministry of Finance and Economic Management, assured the OEM that the cash-based system was still in use in Vanuatu.
d Includes cargo ships, fuel tankers, gas tankers, cruise ships, and others.
e Hours available assumes 365 days a year potential for berth operations.
Source: Ports and Marine Department.

OPERATIONAL PERFORMANCE OF SANTO PORT
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Year
Total

1989 21,373  — — 24,730    46,104    
1990 21,790  — — 40,005    61,795    
1991 15,563  — — 37,858    53,421    
1992 19,318  23,628  5,670     29,299    48,617    
1993 17,804  27,734  5,379     33,114    50,918    
1994 22,452  26,309  7,271     33,579    56,010    
1995 22,398  28,520  6,541     35,060    57,458    
1996 24,797  28,238  1,369     44,606    69,403    
1997 19,183  37,776  5,925     43,700    62,883    
1998 27,308  40,091  17,843   57,934    85,242    
1999 30,570  27,530  14,832   42,362    72,932    
2000 26,512  24,839  15,731   40,570    67,082    
2001 21,795  17,153  14,410   31,563    53,358    

— = no data available.
Source: Operations Evaluation Mission.

INTERNATIONAL CARGO TONNAGE HANDLED
(freight tons)
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Figure A5: International Cargo Tonnage Handled
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Selected Tariff Item

Port Dues Vt per GRTa 14             14             16             18             20             20          
Quay Dues Vt per m per

day 160           190           221           243           294           294        
Wharfage
  Imports ( Vt per freight 250           280           326           326           395           395        
  Exports ( ton 125           140           163           197           197           197        
Pilotage (131–160 m vessel) Vt 18,000      22,000      25,608      28,169      34,085      34,085   
Light Dues Vt per GRT 5            

GRT = gross register ton, m = meter.
a  Before 1996, the basis for calculating port dues was net register ton.
Source: Project completion report and Operations Evaluation Mission estimates.

22       Appendix 6
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FINANCIAL AND ECONOMIC REEVALUATION 
 
A. General 
 
1. The reestimated financial internal rate of return (FIRR) and economic internal rate of 
return (EIRR) are based on with- and without-project scenarios. The basic methodology for the 
economic analysis follows the Guidelines for the Economic Analysis of Projects of the Asian 
Development Bank (ADB). 
 
2. The following are the general assumptions relating to the financial and economic 
analysis: 
 

(i) The new overseas wharf commenced operations at the end of 1991, with an 
operating life of 40 years consistent with its earthquake-resistant design 
standard. Project benefits are assumed to commence in 1992. No residual value 
for the new wharf is assumed at the end of the evaluation period in 2031. The old 
wharf is assumed to continue operating as a secondary berthing facility for Santo 
Port, at a much reduced level of usage. 

 
(ii) Project capital costs comprise actual financial costs for civil works and consultant 

services. 
  
(iii) All costs and benefits are expressed in constant prices in US dollars and 

converted into 2002 prices by applying the World Bank’s manufacturing unit 
value index1 for the traded components and gross domestic product (GDP) 
deflator for all local costs. Local costs are converted to constant dollar prices at 
Vt145 to $1. 

 
(iv) Actual data provided by Santo Port records are used for ship time at berth and at 

anchor in 1989–2001. 
 
(v) The nontraded components of financial costs and benefits are converted to 

economic costs and benefits using a standard conversion factor (SCF) of 0.85.2 
 
B. Comparison with the Appraisal and Project Completion Report Methodology 
 
3. The FIRR and EIRR in the project completion report (PCR) were estimated using the 
same methodology used in the appraisal report and report and recommendation of the 
President for the principal and supplementary loans.3 The without-project scenario assumed a 
lighterage operation, with project benefits accruing from avoided capital and current costs of a 
long-term lighterage operation, avoided cargo damage, and saved ship time arising from cargo 
discharge at a wharf as compared to lighterage. 
 
4. The Operations Evaluation Mission (OEM) concurs with the assessment of the appraisal 
report and PCR that the old wharf cannot be rehabilitated. The OEM concurs also with the PCR 
                                                 
1 World Bank, Global Commodity Price Prospects, Projections as of October 2001. 
2 The economic analysis used an SCF of 0.85 based on most recent estimates of South Pacific Regional Mission 

staff for Vanuatu. 
3 ADB. 1987. Appraisal of the Santo Port Project. Manila. ADB. 1991. Report and Recommendation of the President 

to the Board of Directors on a Proposed Supplementary Loan to the Republic of Vanuatu for the Santo Port Project. 
Manila. 
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that the high cost of diverting cargo traffic to Port Vila, or the possible collapse of the old wharf 
at Santo, would disrupt some industries, resulting in lost trade volume, business closures, 
higher prices, and lost cash income for subsistence farmers largely dependent on copra. 
However, the OEM is of the view that the general approach of the appraisal report and PCR to 
assessing the EIRR was not appropriate and compared two project alternatives a new wharf 
or long-term lighterage operation rather than estimate the benefits of the Project. The resulting 
incremental rate of return from these alternatives did not capture the full benefits of the new 
wharf in the context of the stated project purpose of ensuring that imports and exports continue 
to be handled efficiently at Santo Port. The project performance audit report (PPAR) has, 
therefore, adopted a different methodology. In the PPAR, the without-project scenario applies 
the “do minimum” scenario, with the old wharf continuing to operate as the sole wharf in Santo 
with rising maintenance costs. The without-project scenario assumes cargo is constrained to the 
1991 or before-project level of about 53,400 tons (t) during the evaluation period.4 The OEM 
considers this a very conservative estimate since the old wharf can collapse anytime. The with-
project scenario involves diversion of nearly all ships to the new wharf, and an increase in 
exports and imports handling up to a level of 66,000 t/year. 
 
C. Financial Analysis 
 
5. The financial benefits of the Project comprise incremental revenues that Santo Port 
would generate as a result of the new wharf. Operating revenues comprise port dues, quay 
dues, wharfage, and pilotage; and revenue from tug hire and pilot boats, stevedoring, storage, 
and other sources. Financial costs relate to capital expenditures for wharf construction, and 
recurrent operating costs include personnel, maintenance, and other costs. 
 
6. The without-project scenario assumes that operating revenues remain at the 1991 level 
of about Vt41 million. Recurrent operating costs are assumed to rise with higher maintenance 
requirements, short of rehabilitation, to improve the wharf. In the with-project scenario, historical 
operating revenues and costs are based on actual data provided by the Ports and Marine 
Department (PMD). Beyond 2002, the assumptions are that operating revenues will increase by 
the annual cargo growth rate and that port tariffs and dues will not be adjusted. Operating costs 
for the new wharf beyond 2002 were based on actual expenses in 2001. The new wharf has not 
required major maintenance work since project completion.5 A reasonable amount (i.e., about 
10% of 2001 expenses) is assumed to be required to maintain the old wharf. Incremental 
operating costs beyond 2000 indicate associated cost savings from the new berthing facility 
relative to the old one, which had higher maintenance costs. 
 
7. The reestimated FIRR of 0.1% reconfirms the financial weakness of the Project as 
foreseen at appraisal. Details of FIRR calculation are provided in Table A7.1.
                                                 
4 The OEM agrees with the appraisal report assessment that the old wharf was severely corroded and damaged and 

that its continued usage could not be guaranteed. An earthquake could have caused a collapse of the wharf. The 
OEM is of the view that the very low tonnage handled by the old wharf and the absence of any major earthquake 
has prolonged its useful life. Nonetheless, the corrosion of the steel sheet piles of the old wharf is continuing and it 
is not likely to stand for 40 more years. It is likely that the old wharf will survive for 10 more years if it is only used 
for loading and unloading light cargo and no major earthquake occurs. But this is a guesstimate and, in the 
absence of any detailed engineering surveys (i.e., measurements of remaining thickness of the steel sheet piles), it 
is not possible to accurately predict the wharf’s remaining life. Some ship captains are increasingly unwilling to use 
the old wharf (PPAR, para. 35) and, within a few years, perhaps all ship captains may refuse to berth at the old 
wharf due to the associated insurance risks and constrained service from the outmoded and deteriorating wharf. 

5 The wharf structure—concrete deck, beams, and piles—require very little maintenance, and the useful life of the 
structure has not been jeopardized by lack of maintenance. Maintenance or replacement of the fittings such as 
fenders, bollards, etc. will be required periodically. 
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Table A7.1: Recalculation of Financial Internal Rate of Return 
($'000, 2002 Prices) 

                         
  With-Project Case  Without-Project Case Net 

Year  Project O&M Operating  O&M Operating Revenue 
  Capital  Costs Revenue  Costs Revenue   
    Cost                  
               

1989  2,114  0  0   0  0  (2,114)  
1990  2,059  0  0   0  0  (2,059)  
1991  3,653  0  0   0  0  (3,653)  
1992  121  69  282   49  282  (141)  
1993  0  58  316   45  316  (13)  
1994  0  62  346   53  348  (11)  
1995  0  59  338   53  348  (16)  
1996  16  79  434   53  348  43   
1997  139  75  440   53  348  (69)  
1998  854  62  382   53  348  (829)  
1999  0  56  434   53  348  83  
2000  0  44  399   53  348  59  
2001  0  48  508   53  348  165  
2002  0  51  529   55  348  185  
2003  0  51  552   58  348  210  
2004  0  51  579   60  348  239  
2005  0  51  609   62  348  272  
2006  0  51  613   65  348  278  
2007  0  51  617   67  348  284  
2008  0  51  621   70  348  291  
2009  0  51  624   73  348  298  
2010  0  51  629   76  348  305  

2011–2031  0  1,080  13,199   1,655  7,311  6,463  
               

      Financial Internal Rate of Return =  0.1%  
                         

O&M = operation and maintenance.           
Source: Operations Evaluation Mission.           
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The FIRR was marginal at appraisal at 3.1% and a cause of concern at loan approval. The 
FIRR deteriorated further to 2.7% at reappraisal and was negative at project completion. The 
progressive decline in the project FIRR is attributable to underestimated capital expenditure due 
to design weakness or failure and the lower-than-expected derived wharf revenue stream than 
envisaged at appraisal. The OEM expects considerably lower levels of cargo handled by Santo 
Port than assumed at appraisal (Table A7.2). The last major change in the schedule of port tariff 
and dues was in 1992 as compared to three adjustments in port tariff and dues between 1987 
and 1989. Notwithstanding the above, the FIRR is near the weighted average cost of capital 
(WACC) of 1% for the Project.6 
 

Table A7.2: Cargo Traffic Growth 
(‘000 freight tons) 

 
2005 2010 Item 1986 

AR RRP PCR PPAR AR RRP PCR PPAR 
          
Exports 31.7 53 51 52 41 60 61 57 42 
  Copra 30.0 44 42 32 28 48 49 32 30 
  Others 1.7 11 9 20 13 12 12 25 12 
Imports 24.0 38 29 28 23 43 33 32 24 
          
Total 55.7 91 80 80 64 103 94 89 66 
AR = appraisal report, RRP = report and recommendation of the President (supplementary loan), PCR = project 
completion report, PPAR = project performance audit report. 
Source: Operations Evaluation Mission. 
 
D. Economic Analysis 
 
8. Vanuatu’s economy is primarily agricultural; about 80% of the population is engaged in 
activities that range from subsistence to smallholder to big landlord farming of coconuts and 
cash crops. Copra is the most important cash crop, followed by timber, beef, and cocoa. 
Vanuatu is also susceptible to devastation by earthquakes and cyclones, which can influence 
sector contributions to GDP. The OEM field interviews indicate that the country, in the medium 
term, will continue to depend on a few exports, with copra as the primary export.7 Tourism will 
remain a major source of foreign exchange earnings and contribute to GDP.8 
 

1. Estimation of Economic Benefits 
 
9. The principal economic benefits attributed to the Project include incremental benefits 
from additional overseas trade, and nonincremental benefits from the old and new wharves in 
terms of shorter ship waiting and service time. The nontraded components of nonincremental 
benefits are converted to economic benefits using the SCF of 0.85. 

                                                 
6 Components of the recalculated WACC comprise ADB loan disbursements (88%) and government counterpart 

financing (12%). The service charge payment from the ADB loan is 1%. The funding cost for government funds 
was assumed at 6%. Funding cost in Vanuatu is not high (5–7%) as the banking sector maintains high liquidity due 
to its cautious lending policy. Local inflation is projected at 4.5%. 

7 Vanuatu, unlike other Pacific Island countries, remains highly dependent on copra. About 77% of the population, 
particularly in the rural areas, is dependent on copra for their livelihood. 

8 The old and the new wharves are primarily for, and justified by, international cargo shipping, not by passenger 
transport. 
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a. Cargo Traffic Growth 

 
10. The economic analysis is based on actual cargo traffic in Santo Port until 2001 provided 
by PMD in Santo. Cargo traffic in 2001 was estimated by annualizing the first 9 months of actual 
data. For years between 2002 and 2010, the OEM has realigned forecasts of cargo traffic 
growth to indicate current weaknesses in trade volume and historical cargo levels achieved by 
Santo Port. Overall, the PPAR assumes a 0.7% growth in total cargo handled from 1986 to 
2010. Prospects for copra will remain flat, stabilizing at about 30,000 t.9 Tonnage from copra will 
decline with increased production of high value-added copra products (i.e., copra meal, soap, 
and oil) of lower tonnage, and the aging of existing coconut trees. 
 
11. Two other leading exports from Santo Port are timber and beef. Exports of sawn timber 
will not grow dramatically but will remain sustainable.10 However, local business leaders have 
observed that increased local demand for timber may compete with export volume in the longer 
term. Beef production faces competition from live cattle exports, which threaten the long-term 
sustainability of the country’s cattle stock. Exports of live cattle require lower capital and 
overhead costs, in particular electricity for refrigeration. Live cattle exports do not pass through 
Santo Port. Meanwhile, the level of imports will broadly reflect export performance, in particular 
that of copra, and depend on the purchasing power of the economically active rural population. 
Beyond 2010, the OEM held cargo traffic level constant at the 2010 level. 
 

Table A7.3: Comparison of Forecasted Annual Cargo Growth Rates, 1986–2010 
 

Item AR PCR PPAR 
    
Exports 2.7 2.5 1.2 
   Copra 2.0 0.4 0.0 
   Others 8.3 11.8 8.5 
Imports 2.5 1.2 0.0 
    
      Total Cargo 2.6 2.0 0.7 
AR = appraisal report, PCR = project completion report, PPAR = project performance audit report. 
Source: Operations Evaluation Mission. 

 
b. Nonincremental Benefits 

 
12. The nonincremental benefits are associated with the 53,000 t of the without-project 
scenario. The benefits include ship turnaround savings from the old and new wharves in Santo 
Port. Port data confirm improvements in port-handling productivity. Tonnage handled per ship 
berth time improved from about 21 t/hour (hr) in 1989–1991, before project completion, to an 

                                                 
9 The PCR noted that the Vanuatu Commodity Marketing Board expects Vanuatu copra exports to average around 

30,000 t annually. 
10 PPAR, para. 49. 
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average of 27 t/hr in 1992–1997 (Table A7.4).11 Subsequently, tonnage handled averaged 
48 t/hr in 1998–2000, following record levels in inbound and outbound cargo at the port. Total 
cargo handled averaged 75,100 t per annum during the period. 
 

Table A7.4: Tonnage Handled per Ship Berth Timea 

 
Year Milestone Freight Ton/Hour of 

Ship Berth Time 
Freight Ton/Day of Ship 

Berth Time  
    
1989 Project Implementation Start 25.2 605 
1991 Wharf Construction Complete 20.4 490 
    
1992  29.2 701 
1997  23.5 565 
    
1998 Remedial Works Complete  42.9 1,030 
1999 Project Completion Report 44.3 1,064 

    
a Calculated based on a 24 hr/day operation. 
Source: Operations Evaluation Mission. 

 
13. Total ship service time per year at the old wharf was derived by multiplying the number 
of ship calls by a factor of 1.86 days per ship, the average service time at berth prior to 
completion of the new wharf in 1989–1991.12 Service time in the new wharf was calculated as 
the difference between the total ship berth days against estimated total ship berthing time for 
the old wharf. Port operations are assumed to operate 15 hr/day. 
 
14. Total waiting time per year in 1992–2001 for the new wharf was based on actual ship 
time at anchor. Beginning in 2002, the analysis assumes no ship waiting time at anchor. Annual 
ship waiting time in the old wharf was then derived as the difference between the total ship 
berthing time in Santo Port against the estimated ship time at berth at the new wharf. 
 
15. The economic analysis used actual data on ship calls in 1989–2001. Total cargo ship 
call is assumed at 70 ships/year beginning in 2002. Average cargo ship calls per annum 
declined from 58 ships in 1989–1991 to 52 ships in 1992–2000. The OEM field interviews 
indicate that at least one ship per month used the old wharf after completion of the new wharf. 
More recently, use of the old wharf dropped further to about 1–2 ships every 2–3 months. The 
old wharf now serves primarily as a secondary or contingent berth when ship schedules require 
two ships to berth at the same time. On all other occasions, ships berth at the new wharf. 
Beyond 2001, the PPAR assumes that use of the old wharf will decline further from about seven 
ships in 2002 to none beginning in 2010. 
 
                                                 
11 The OEM was informed that, if required, port operations could continue for up to 15 hr/day. The PCR calculated 

handling rates based on 24-hr/day operation in the absence of data on ship working hours or total berthing hours. 
Statistics obtained were only for total ship berthing hours. In calculating the cargo-handling rates in 1999–2001, the 
OEM used a 24-hr/day operation to be able to compare with rates from earlier years in the PCR. The average 
cargo-handling rate during the 3-year period was 43 t/hr based on 24 hr operations. If actual working time is 15 hr 
(the average berthing time was 1.1 day/ship for the last 3 years), the unloading rate per working hour was thus 69 t 
(Appendix 4). Considering that all imported goods and much of the exported goods are in containers, and 
assuming that the average payload of one twenty-foot equivalent unit is about 15 t, an average of about six 
containers are handled per hour. As all containers are loaded and unloaded by the ships' own gear, this is a normal 
rate. 

12 A breakdown of total ship service and waiting time per year for the old and new wharves was not available. 
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(i) Old Wharf 
 
16. Ship turnaround savings from the old wharf comprise saved ship time at anchor. Savings 
in ship time at anchor were estimated as the difference between ship waiting time in the without- 
and with-project scenarios. Total ship waiting time before completion of the new wharf averaged 
about 9 days/year. The economic analysis assumed total ship waiting time in the without-project 
scenario as 8 days/year based on actual port performance in 1991. The small time saving in 
ship waiting time was then multiplied by the average ship operating cost per day of $12,000, 
which was comparable to that cited in the PCR and revalidated during interviews with key 
shipping agents. 
 

(ii) New Wharf 
 
17. Quantifiable ship turnaround savings from the new wharf include savings in ship waiting 
and service times. Time saving from ship at anchor and ship at berth were derived as the 
difference between the with- and without-project scenarios. The economic analysis assumed 
total ship waiting and service times under the without-project scenario at 8 and 109 days/year, 
respectively. Time savings from ship waiting and service were then multiplied by the average 
ship operating cost ($12,000). With the Project, ship waiting and service times are reduced to 0 
and 62 days/year, respectively (Table A7.5).  
 

Table A7.5: Ship Turnaround Time, 1989–2010 
(days/year) 

 
A. Ship Time at Anchor 

 
Year Without Project  With Project  Time Savings 

 Old Wharf  Old Wharf New Wharf  Old Wharf New Wharf 
1989 6  6 6  0 0 
1990 14  14 14  0 0 
1991 8  8 8  0 0 
1992 8  0 1  8 7 
1995 8  0 0  8 8 
2000 8  0 0  8 8 
2005 8  0 0  8 8 
2010 8  0 0  8 8 

 
B. Ship Time at Berth 

 
Year Without Project  With Project  Time Savings 

 Old Wharf  Old Wharf New Wharf  Old Wharf New Wharf 
1989 76  76 76  0 0 
1990 141  141 141  0 0 
1991 109  109 109  0 0 
1992 109  0 47  0 62 
1995 109  0 74  0 35 
2000 109  0 36  0 73 
2005 109  0 62  0 47 
2010 109  0 62  0 47 

Source: Operations Evaluation Mission. 
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c. Incremental Benefits 

 
18. In calculating incremental benefits from the Project, all generated cargo traffic is 
assumed to be handled by the new berthing facility in Santo Port. Use of the old berthing facility 
is minimal and limited to busy periods, especially to accommodate the slower-loading copra 
ships. Generated traffic is estimated as the difference between the volume of cargo handled 
(i.e., exports and imports) with and without the Project. 
 
19. For exports through Santo, the without-project scenario assumes total cargo handled at 
53,421 t, comprising 34,238 t of exports (28,676 t of copra, 5,562 t of other goods) and 19,183 t 
of imports. Derived incremental cargo volumes were then multiplied by the estimated net 
economic values for copra, timber, beef, and cocoa exports, to determine the incremental 
benefit. 
 
20. The economic value of copra was calculated as the difference between the copra export 
price and the copra producers’ price paid by the Vanuatu Commodity Marketing Board, 
assuming the producer price covers all costs. Net economic value for other exports is a 
weighted average of timber, beef, and cocoa. Net economic value from cocoa exports was 
derived as the difference between cocoa export prices and cocoa production costs. Net 
economic value to the economy from timber and beef was estimated as the difference between 
their export price and production cost. Constant price projections for copra, timber, beef, and 
cocoa in 2001–2015 were based on long-term forecasts by the World Bank (footnote 1). 
 
21. Imports comprising consumer goods, production inputs, and fuel remain largely 
dependent on export prospects. For imports going through Santo Port, the economic analysis 
was based on willingness to pay. Willingness to pay was measured using actual cost of 
imported goods (including freight and insurance) and reduced by applying a factor of 0.5 to 
exclude import substitution, that is, the alternative cost of local substitutes for some of the 
imports. 
 

2. Estimation of Economic Costs 
 
22. The economic costs comprised project investment costs and recurrent maintenance 
costs. The capital costs are derived from actual construction and consultant costs for wharf 
construction and remedial works (para. 2). Operating costs include incremental maintenance 
cost for the new and old wharves. 
 

3. Economic Internal Rate of Return 
 
23. The PPAR reestimated the EIRR at 25.4%. The detailed calculation is presented in 
Table A7.6. The EIRR at appraisal, reappraisal, and PCR are not directly comparable with that 
of operations evaluation because of the difference in methodology to estimate economic 
benefits (Table A7.7). The higher economic returns derived by the OEM are a fairly conservative 
estimate of the full benefits of sustaining one of only two overseas ports. The pace of economic 
development in Vanuatu will continue to depend on how it can best overcome geographical 
constraints such as remoteness from major foreign markets, and the widely dispersed 
population and economic activity. 
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Table A7.6: Reestimation of Economic Internal Rate of Return  
($'000, 2002 Prices)  

                                     
Year Cost  Benefit Net 

 Project Incremental Total Incremental Cargo  Non-Incremental Total Benefit 
 Capital O&M Cost Export a Import b New  Old  Total Benefit   
  Cost Cost            Wharf c Wharf d           

                       
1989 2,066  0  2,066   0  0   0  0  0  0       (2,066)  
1990 2,012  0  2,012   0  0   0  0  0  0       (2,012)  
1991 3,571  0  3,571   0  0   0  0  0  0       (3,571)  
1992 118  17  135   0  0   890  1  891          891            756   
1993 0  11  11   0  0   947  1  948          948            937   
1994 0  7  8   289  1,042   824  1  825        2,156         2,148   
1995 0  5  5   192  1,514   564  1  565        2,270         2,265   
1996 16  22  38   2,280  2,160   130  1  131        4,571         4,533   
1997 136  19  155   988  0   303  1  304        1,292         1,137   
1998 834  8  842   3,106  2,876   638  1  639        6,622         5,779   
1999 0  2  2   1,233  5,621   791  1  792        7,646         7,643   
2000 0  (7)  (7)   1,115  2,367   1,036          1   1,037        4,520         4,527   
2001 0  (4)  (4)   665  835   710  1  711        2,211         2,215   
2002 0  (3)  (3)   379  898   710  1  711        1,988         1,991   
2003 0  (5)  (5)   539  991   710  1  711        2,241         2,246   
2004 0  (7)  (7)   784  1,084   710  1  711        2,579         2,586   
2005 0  (9)  (9)   1,096  1,179   710  1  711        2,986         2,995   
2006 0  (11)  (11)   1,119  1,240   710  1  711        3,070         3,081   
2007 0  (13)  (13)   1,144  1,301   710  1  711        3,156         3,169   
2008 0  (16)  (16)   1,170  1,363   710  1  711        3,244         3,260   
2009 0  (18)  (18)   1,197  1,425   710  1  711        3,334         3,352   
2010 0  (21)  (21)   1,226  1,488   710  1  711        3,426         3,446   

2011–2031 0  (489)  (489)   27,550  31,255   14,906  0  14,906      73,711        74,200   
                       
              Economic Internal Rate of Return = 25.4%  
                                     
O&M = operation and maintenance.                   
a   Additional net economic value.                    
b    Willingness to pay relative to domestic substitutes.                 
c   Time savings (waiting and service).                   
d  Time savings (waiting).                    
Source: Operations Evaluation Mission
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Table A7.7: Financial and Economic Internal Rates of Return 
Item AR RRP PCR PPAR 
     

FIRR 3.1 2.7 negative 0.1 
EIRR 16.3 13.1 16.0 25.4 
     

AR = appraisal report, EIRR = economic internal rate of return, FIRR = financial internal rate of return, 
PCR = project completion report, PPAR = project performance audit report, RRP = report and 
recommendation of the President (supplementary loan). 
Source: Operations Evaluation Mission. 

 
24. The robust economic returns relative to a fragile FIRR indicate substantial leeway for 
adjustments in port dues and tariffs (to cover the much-needed capital investments and 
operation and maintenance of the port facilities) in light of large benefits accruing to domestic 
beneficiaries of the Santo Port facilities. Incremental benefits to the domestic economy include 
additional trade of about 11,000 t/year, or about 80% of quantified economic benefits from the 
Project. Nonincremental benefits of saved ship turnaround time account for the balance and are 
relatively small. 
 

4. Sensitivity Analysis 
 
25. Given the sensitivity of the Vanuatu economy to external shocks, an analysis of the 
sustainability of the Project under different assumptions was considered. Sensitivity analysis 
was carried out on FIRR and EIRR with respect to changes in level of financial and economic 
benefits. With respect to a 10.0% decline in total cargo handled, the EIRR is estimated at about 
24.3%. 
 
26. The sensitivity analysis showed that if the base case assumption for tonnage is lower 
than 53,000, then EIRR will be higher. If tonnage gradually declines to 40,000, the EIRR will be 
around 29%. If the base case assumes a without-project tonnage of 40,000, the EIRR will be 
37%. Table A7.8 summarizes the results of the sensitivity analysis. 
 

Table A7.8: Results of Sensitivity Analysis 
Item Change (%) FIRR 

(%) 
EIRR 
 (%) 

ENPVb 
($’000) 

ENPV1 
($’000) 

Vb 
($’000) 

V1 
($’000) 

SV 
(%) 

         

Base Case  0.1 25.4 10,681     
         

Benefits         
Operating Revenues -10% (0.8)  (5,937) (6,048) 2,597 2,486 (228.6)a 
Cargo Traffic         
   With Project         
      Export tonnage -10%  25.0 10,681 9,768 5,191 4,278 205.8 
      Import tonnage -10%  24.7 10,681 9,223 7,778 6,289 140.2 
      Total tonnage -10%  24.3 10,681 8,310 12,969 10,598 82.4 
   Without Project         
      Total tonnage Wharf maximum 

capacity at 40,000 t 
 37.1 10,681 25,533 17,084 31,936 62.5 

 Gradual decline to 
40,000 t by 2010 

 29.0 10,681 16,635 17,084 23,037 62.5 

WTP, relative to 
domestic substitutes 

WTP adjustment 
factor at 40% 

 23.7 10,681 8,986 7,778 6,083 137.3 
         

EIRR = economic internal rate of return, FIRR = financial internal rate of return, ENPVb = net present value in the 
base case, ENPV1 = net present value in the sensitivity test, SV = switching value, t = ton, Vb = value of the variable 
in the base case, V1 = value of the variable in the sensitivity test, WTP = willingness to pay. 
a Switching value for FIRR equal to zero. 
Source: Operations Evaluation Mission. 
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