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CURRENCY EQUIVALENTS

Currency Unit - Nepalese Rupee (NR)

Since December 17. 1982

US$1 00 MNs 14.3

ABBRE.VIATIONTS AND ACRONYMIS

DCA - Devetlopment Credit Agreement
HMGN - His Majesty-s Government of Nepal
IDA - International Development Association
IFC - International Finance Corporation
TA - Technical Assistance
TOR - Terms of Reference
UtTDP - United Nations Development Programme

NEPAL FINANCIAL YEAR

July 16 - July 15
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KINGDOM OF NEPAL

SECOND TECHNICAL ASSISTANCE PROJECT

Credit and Project Summary

Borrower: Kingdom of Nepal

Amount: Special Drawing Rights (SDRs) 5.6 million
(US$6.0 million equivalent)

Terms: Standard

Project Objectives The Credit would provide assistance for preparation
and Description: of a number of high priority projects suitable for

financing by the Government and external donors.
In addition, it would finance activities in the
field of pre-investment planning, engineering
studies, and consultancy services and training for
developing project preparation and implementation
capacities of the borrower's institutions.

Risks: There is a risk that development policies and
priorities could change while sub-projects are under-
way. This would be minimized by selection of
sub-projects which are in support of a high-priority
Government investment plan. The risk of the
institution building component of the sub-projects
being delayed or not being implemented or followed
up by the concerned agency would be minimized by prior
review by IDA and the Government of the agency's actual
commitment to the component.

Estimated
Disbursements:

US$ Million
(IDA Fiscal Year)

FY84 FY85 FY86 FY87

Annual 1.0 2.0 2.0 1.0
Cumulative 1.0 3.0 5.0 6.0

Staff Appraisal Report: Not required.

Rate of Return: Not applicable.

Map: IBRD 10154 RZ
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INTERNATIONAL DEVELOPMENT ASSOCIATION

REPORT AND RECOMMENDATION OF THE PRESIDENT

TO THE EXECUTIVE DIRECTORS ON A PROPOSED CREDIT TO THE
KINGDOM OF NEPAL FOR A SECOND TECHNICAL ASSISTANCE PROJECT

1. I submit the following report and recommendation on a proposed
development credit to the Kingdom of Nepal in an amount of Special Drawing

Rights (SDRs) 5.6 million (US$6.0 million equivalent) on standard IDA terms
to help finance a Second Technical Assistance Project.

PART I - THE ECONOMY 1/

2. The most recent economic report, "Nepal - Policies and Prospects for

Accelerated Growth" (Report No. 3577-NEP) was distributed to the Executive
Directors on October 15, 1981. The principal findings of the report and

recent developments are described below. Country data are shown in Annex I.

3. Nepal is one of the least developed countries in the world. Per

capita income is estimated at US$156 (1981) 2/ and health and education
standards are well below the average for South Asia: life expectancy at

birth is only about 44 years, infant mortality is 150 per thousand, and adult
literacy is only about 20%. The population, estimated to be 15.0 million
(1981), grew at a rate of about 2.6% per year during 1971 to 1981. About 95%

of the population live in rural areas.

4. Population density with respect to arable land has reached alarming
levels and is threatening to overwhelm the resource base of the economy.
Cultivation has been extended beyond economically feasible and ecologically
safe limits in the Hills, and together with denudation of forests to meet

housing and fuel needs, soil erosion has become a critical problem. Firewood
and water have become more difficult to obtain as the forests are reduced

and springs and streams dry up. This degradation of the agricultural base

has made even the present low level of living standards difficult to main-
tain.

5. Agriculture accounts for nearly 60% of Nepal½s GDP and 75% of

merchandise exports, and provides the main source of livelihood to over 90%
of the population. Crop production accounts for about 60% of agricultural

output, livestock for 30%, and forestry for 10%. Paddy is the predominant

i/ Parts I and II of this report are substantially the same as in the Presi-

dent's Report (No. P-3467-NEP) dated March 3, 1983 for the Cash Crop
Development Project in Nepal which was approved by the Executive Direc-
tors on March 22, 1983.

2/ World Bank Atlas methodology, using the exchange rate then prevailing

($l=Rs.12).
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food crop (planted on about half of the total cropped area), followed by
maize, wheat, millet, and barley; cash crops (oilseeds, jute, sugar and
tobacco) are grown on about l0N of the cropped area. About 25% of total
rural incomes arise from nonagricultural activities, of which cottage
industries are one of the more important and engages over one million people
on a part time basis.

6. Apart from agricultural land, Nepal's only other important
exploitable resources are hyidropower and tourism. The exploitation of the
vast hydropower resources, however, beyond that required to satisfy the
country's own power demand, will depend crucially on Nepal's ability to enter
into complex financial, exploitation and export agreements with neighboring
countries. The tourism sector, based on Nepal's raagnificent landscape and
rich cultural heritage, has been dynamic though it: still accounts for only
about 1% of GDP.

7. When modernization efforts started in the early 195 0s, there was
virtually no economic or administrative infrastructure, and initial develop-
ment efforts were necessarily concentrated on establishing a foundation for
future development. The Fifth Development Plan (1975/76-1979/80) marked a
shift in development objectives; acceleration of economic growth, employment
creation and raising living standards of the population became major plan
objectives. Development expenditures rose during this period and there were
substantial shifts in the composition of spending away from transport to
agriculture, power and social services. But given the lead time required for
investments to start yielding returns, GDP growth barely kept lap with that of
population.

8. Part of the reason for t:his stagnation lies in factors beyond Nepal's
control. The difficult topography and poor resource base are obviously
important in retarding growth. Nepal's landlocked position, long open border
with India and the dependence of its overseas trade on transit through India
create additional disadvantages. While Nepal benefits from the proximity of
a vast potential market for Nepalese goods, the ability to pursue independent
economic policy measures is limited. Furthermore, industrial development
faces the competition of a far larger and more efficient industrial sector in
India.

9. But factors within Nepal's control have also contributed to the
stagnation. Problems with the implementation of projects in most sectors of
the economy have constrained the growth of public sector capital formation
which grew at an average of only 5.5% per annum in real terms cluring the
1970s. In addition, the returns on investments were often lower than
expected because necessary complementary investment's or current spending were
lacking, and because of managerial deficiencies. An example is the agricul-
ture sector where output stagnated despite considerable investments in
irrigation and a 40% increase in fertilizer use between 1974/75 and 1979/80.
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In the past, insufficient attention was paid to bringing water down to the
farm level and this was compounded by inadequate support services such as
extension and research, by the lack of timely supplies of improved seed,
fertilizer and other inputs such as credit, and by the lack of farm-to-market
roads. Recent major irrigation projects financed by IDA and the Asian
Development Bank are now addressing some of these problems by taking more
comprehensive and integrated approaches.

10. Over the past decade, the Government has made continuous efforts to
increase tax revenues. But, despite the improving long-term trends, the
revenue effort (about 9% of GDP) remains small by comparable international
standards. With limited domestic resources, current expenditures have been
squeezed in order to generate savings for investment spending, with the
result that the efficiency of total spending was lowered. Furthermore, while
about one quarter of total budgetary expenditures (regular and development)
was being financed by the rest of the world in 1974/75, this proportion was
36% in 1981/82.

11. The slow economic growth has been accompanied by a widening trade
deficit. Import payments have grown while the trend in export earnings has
been sluggish due to declining rice exports. Increased tourism receipts and
remittances, together with foreign assistance in the form of grants and
concessionary fi4nancing have, however, generally ensured that the overall
balance remained in surplus. But even so, foreign exchange reserves have
declined from being equivalent to about one year of imports in the early
1970s to six months in 1981.

12. Whereas 1980/81 was a year of recovery from the previous year's
severe drought, 1981/82 was a more modest year; agricultural production is
estimated to have grown by 3.5% and GDP by about 4%. Budgetary developments
were quite encouraging. Development expenditures increased sharply, and
revenue collections increased substantially for the second successive year.
Nevertheless, the budget deficit increased from about 5.5% of GDP in 1980/81
to about 8.5% in 1981/82, and while foreign assistance also increased, domes-
tic borrowing rose sharply. Also, the underlying economic trends have not
picked up yet, and the economy remains dependent upon the weather.

13. On September 19, 1981 Nepal unified its exchange rate with the US
dollar at NRs 13.2 = US$1; the exchange rate with the Indian rupee was
unchanged at NRs 145 = 100. This completed a series of steps to reform
Nepal½s exchange rate system which began when a complex system of multiple
exchange rates and trade restrictions for overseas trade was replaced with a
dual exchange system on March 31, 1978. A technical adjustment to
re-establish cross-rates between the Indian and Nepalese rupees was effected
on December 17, 1982 setting the exchange rate with the US dollar at
NRs14.3=US$1.
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14. During 1979-81 economic policy making had been delayed by political
developments. Following disturbances in 1979, a referendum was held in May
1980, which reaffirmed the exist:ing partyless system, with suitable reforms.
The constitution was amended in December 1980 to provide, among other things,
for direct election of members of parliament. General electionls were held in
May 1981, and the political situation appears to have since stabilized.
During the past year, the Government hes focussed its attention on economic
problems and on implementing the Sixth Plan (1980/81-1984/85).

15. The Sixth Plan reflects Nepal½s determination to search for ways to
overcome stagnation and, as a set of objectives, it was endorsed by members
of the Nepal Aid group at its December 1981 meeting. The strat:egy to shift
investment into more productive sectors is continued and emphasis is given to
alleviating some of the factors that limited past growth. The Plan's prin-
cipal objectives are to increase production at a faster rate, to increase
employment, and to meet basic minimum needs in food, fuel (firewood), drink-
ing water, health services, primary education and rural transportation. The
strategy: (i) accords high priority to developing agriculture, small-scale
industries and Nepal's abundant water resources; (ii) stresses soil conserva-
tion and population control; and (iii) emphasizes full utilization of exist-
ing infrastructure and alleviation of absorptive capacity constraints. The
development strategy also calls for full involvement of the private sector in
agriculture, manufacturing, trade, tourism, construction and transport opera-
tions.

16. Achieving the Plan's objiectives will require quick-yielding sector
programs to generate growth in the short to medium-term as well as human
resource development programs to lay the foundation for sustained growth in
the longer term. Program targets must also be made consistent with overall
financial and implementation capacity. But at the same time, vigorous
measures are needed to remove administrative and domestic financial con-
straints, and the Government has begun to respond to these problems. Reforms
in development administration include the establishment of an Administrative
Staff College; appointment of a Plermanent Pay Commission to review civil
service salaries and schemes of service; creation of a Central 14onitoring
Unit within the Foreign Aid Division of the Ministry of Finance; and estab-
lishment of treasury offices in each of Nepal½s 75 districts to expedite the
release and audit of budgetary funds. The record 49% increase in development
expenditures during 1981/82 may indicate that these efforts have resulted in
a speed up in disbursements. To strengthen domestic resource mobilization,
the Government has set up a revenue training center; formed a Tariff Board
which recommended increases in indirect taxes for the 1982/83 budget; made
preparations for close monitoring of all public enterprises and also liqui-
dated certain of these enterprises; and decided to phase out rice and fer-
tilizer subsidies in the relatively higher-income Kathmandu Valley.

17. Nepal has received substantial external assistance. Aid commitments
have averaged US$165 million per year since 1976, and, according to current
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indications, could reach an average of about US$300 million per year during
1981/82-1983/84. Foreign assistance is expected to account for about 53% of

total development spending during the Sixth Plan period. The Nepal Aid Group

was formed in 1976 to assist in the overall coordination of financial and

technical assistance efforts and the Group now accounts for some 70% of all
aid disbursements. The Group has met four times at plenary meetings under

the chairmanship of the Bank to discuss overall external assistance needs;
local Aid Group meetings in Kathmandu are also held to discuss and coordinate

sectoral development strategies.

18. Foreign aid disbursements grew rapidly in current prices during the

past five years and were estimated to be US$156 million in 1981/82, but only
about 42% of disbursements were from foreign borrowings, the remainder being

grants. As of December 31, 1981, official foreign debt outstanding was
US$234 million, of which US$192 million was due to multilateral agencies.

These loans were obtained on a highly concessional basis and the grant ele-
ment of total loans remains in excess of 70%. As a result, debt service

payments were only US$4.0 million during 1981, equivalent to less than 2% of

exports of goods and services.

PART II - BANK GROUP OPERATIONS IN NEPAL I/

19. Bank Group operations in Nepal began in FY70 with an IDA credit of
US$1.7 million equivalent for a telecommunications project. Since then, 30

additional credits have been approved, bringing total IDA assistance to Nepal
to US$345.5 million equivalent, net of cancellations. In view of Nepal's
many development needs, this assistance has been for projects in a wide
variety of sectors. Six of these sectors account for about 85% of IDA

credits by amount: irrigation/agriculture (US$143.0 million for eleven
projects); water supply and sewerage (US$46.8 million for three projects),
power (US$40.8 million for one project); telecommunications (US$21.7 million
for three projects); highways (US$19.2 million for two projects); and rural
development (US$19.0 million for two projects). The proposed credit would be
the third in FY83, bringing the total amount of IDA assistance to Nepal to

US$351.5 million equivalent, net of cancellations. No Bank loans have been
made to Nepal. IFC made its first investment in Nepal (US$3.1 million) in a

hotel project in Kathmandu in FY75. In addition, IFC approved a loan of

US$6.23 million equivalent to Nepal Orind Magnesite (Private) Limited (i.e.

a private company) on March 16, 1982. The loan was to help finance a US$24.9
million project to mine and process magnesite ore. Annex II contains a

summary statement of Bank Group operations as of March 31, 1983, and notes on

the execution of ongoing IDA projects. It shows certain delays in the

implementation of some of these projects, particularly during the initial

i/ As of March 31, 1983.
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periods. The delays have been largely due to Nepal's limited technical and
managerial capabilities. In order to assist Nepal in coping with this con-

straint, considerable technical assistance is being given by Bank Group
staff, including our Resident Representative in Kathmandu. As a result, the
rate of disbursements is improving; during FY81 and FY82, US$27.8 million and
US$28.5 million equivalent, respectively, was disbursed compared to US$65.1

million equivalent disbursed during the entire previous 10 yeaLrs. Project
completion reports have been prepared for four projects--First Telecommunica-
tions (Credit No. 166), First Highways (Credit No. 223), Tourism (Credit No.
291) and Birganj Irrigation (Credit No. 373). All four projects experienced
delays in implementation, and institutional improvements were less than
anticipated; however, all four generated acceptable rates of return. A
completion report on the Settlement Project (Credit No. 505) has also been
written and is under review.

20. Bank Group lending to Nepal has so far been at a modest level com-
pared to the country's need for external assistance. The international
community has shown considerable interest in NepalTs economic development

and, to date, the shortage of funds has not been a major bottleneck. The
main constraint on the utilization of increased aid has been Nepal's limited
absorptive capacity, affecting the pace of project preparation and implemen-
tation. The Bank Group has provided assistance to the Government in project
preparation through a Technical Assistance Credit (Credit No. 659-NEP) and by
acting as Executing Agency for a number of technical assistance projects
financed by UNDP.

21. The Bank Group-s current lending strategy places major emphasis upon

the directly productive sectors (particularly agriculture) and the develop-
ment of complementary infrastructure, including manpower training programs
and facilities, transport, and hydroelectric power. For agriculture, the
basic strategy is to assist Nepal maintain overall foodgrain self-sufficiency
and where possible promote exports of agricultural products. This strategy
has two major elements: (a) to assist in building the irrigation infrastruc-
ture in the Terai mainly to increase paddy production, and (b) to help reduce
the food deficits in the Hills both through rural development projects which
emphasize increasing food product:ion, and more recently through a specific
Hill food projects. In order to enhance the success of these efforts, the
Bank has, at the same time, assisted in the improvement of agricultural
extension as well as the provision of other inputs including credit.
Prospective projects for which preparatory work is being undertaken include
those in forestry, irrigation, highways and hydroelectric power.
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PART III - TECHNICAL ASSISTANCE

22. Nepal's need for technical assistance is reflected in its limited

ability to make full use of aid available from bilateral and multilateral
sources as few projects have been adequately prepared for investment deci-

sions by Government agencies. Project selection, in turn, has sometimes been
decided on the basis of available studies or the preferences of donors,

rather than on the basis of development priorities. In addition, during
project implementation, most donors have found that working with weak public

institutions has often involved lengthy delays in decisions related to
tender, procurement, consultant services and project personnel. Given
NepalTs relatively recent start in the process of economic development, the
need for Technical Assistance (TA) for building local capabilities may remain
for many years to come.

23. Considerable technical assistance has been provided to meet Nepal's
need. Based on data collected by UNDP, technical assistance commitments in
1981 amounted to nearly US$120 million. This compares with approximately
US$66 million of technical assistance committed in 1975/76. About one-half
of TA commitments were channeled into agriculture and natural resources.
General development planning, health and population have also received sig-
nificant resources. Major sources of TA financing include UNDP, USAID,
Canada, Germany, India and IDA.

24. In part because of world wide economic conditions during 1982, the

availability of both capital and technical assistance has been constrained.
This is particularly evident in the technical assistance provided by the UNDP
funding which in 1983 amounts to 55% of the 1981 level. Since the UNDP has a
large pipeline of ongoing TA projects, few funds are available for new TA

commitments.

25. Because of Nepal's large TA needs, insufficient financing on
reasonable terms from other sources, and timing and flexibility considera-
tions while undertaking project work, IDA has been playing an important role
in providing technical assistance financing to Nepal. Most of IDA technical
assistance financing has been through project work in Nepal. Some projects

such as Agricultural Extension (Cr.1100) and Technical Education (Cr. 772)
have been directly focussed on institutional and administrative improvements.

26. IDA has recently agreed under a new program of non-reimbursable
technical assistance to provide staff which would help in establishing and
operating a newly formed Development Project Monitoring and Evaluation Unit
in the Foreign Aid Division of the Ministry of Finance. The unit would
establish a system to monitor and evaluate performance of individual develop-
ment projects, particularly those funded by various bilateral and multi-

lateral agencies. It would concentrate on identifying key information needed
by decision-makers in the Government to remove-constraints and bottlenecks in
project implementation and to ensure speedy implementation.
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27. IDA has also provided TA through the first US$3.0 million technical
assistance credit (Cr. 659-NEP) which was approved in 1976. While implemen-
tation of this credit has been slower than anticipated, it is meeting its
objectives. Difficulties were experienced in the beginning because of delays

in identifying sub-projects, reluctance to use expatriate consultants and
complicated and diverse contracting procedures followed by different execut-
ing agencies. Gradually, however, as the governme:nt agencies became more *

familiar with the project, the problems have been overcome. Some of the
problems have been addressed by the proposed second TA project where these
are sought to be resolved by a prior agreement between IDA and HMGN on *

sub-project selection and adoption of a uniform standard contracting proce-
dure for hiring consultant services (para 34). The first TA credit is now
fully committed with 15 sub-projects. All but one sub-project have been
completed. Less than US$200,000 of the credit remains to be disbursed. To
date, the credit has assisted in the preparation of follow-up investments
by IDA amounting to over US$32 million in various fields such as agriculture,
natural resources, cottage industry, manpower development, etc. A brief
description of individual sub-projects financed under the first TA credit is
given in Annex IV.

PART IV - THE PROJECT

28. Having fully committed the first Technical Assistance credit, the
Government (HMGN) in early 1982 requested that consideration be given to the
preparation of a second TA credit. Preparation of the proposed project took
place during supervision missions of the existing TA credit in March and
November, 1982. Negotiations for the proposed credit were held in
Washington, D.C. on April 28, 1983. HMGN was represented by Mr. K.B. Shrestha,

Charge d'Affaires, Royal Nepalese Embassy, Washington, D.C. A timetable of
key events relating to the project and special cond:itions of the credit are
given in Annex III.

Projett Objiettiveg anid Destription

29. Nepal's overall need for TA continues to grow as development efforts
continue to expand. The basic rationale for IDA financing of TA established
by the first TA credit remains valid. That is, the proposed TA project would
provide an assured and flexible source of financing for TA in cases where
financing is not readily available on appropriate terms and where IDA financ-
ing would permit more expeditious action. The immediate objectives of the TA
would be to assist the Government in the identification, preparation and
implementation of high priority projects. Underlying the immediate objectives
is the lor.ger term objective of strengthening institutions so that the
country would develop its own capacity to undertake its development program.
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30. The proposed project would finance approximately 10-15 sub-projects.
It is expected that these will include preparation of investment projects
suitable for external financing, technical assistance for implementation of
investment projects, sectoral studies and strengthening of institutions.

Individual sub-project commitment would be made after receipt of proposals
from HMGN which would be in line with the priorities of the Government's
economic development plan and IDA's lending strategy in the country during
the next few years. While emphasis would be placed on agriculture, the
credit would be flexible enough to accommodate the TA needs in other sectors.
Criteria for eligibility of the sub-projects are set forth in Annex V to this

A Report.

Organiiation anid Ifnpletoeitation

31. The Ministry of Finance, which coordinates all foreign aid, would

have overall responsibility for the coordination and monitoring of the
project. The Ministry of Finance would also monitor the sub-projects and

provide advice on procurement of consultants and related equipment and dis-
bursement procedures. The Ministry would provide periodic overall status

reports on the progress of the project. To ensure the overall coordination
and administration of the credit, the Ministry of Finance would appoint a
Project Coordinator whose qualifications and experience would be acceptable
to the Association (Section 4.01(c) of the DCA).

32. The implementation of the individual sub-projects would be the

responsibility of the executing agency. It is expected that in most cases
the executing agency will be the line ministry. The executing agency would
select and employ the consultants required to undertake the sub-projects in

accordance with the agreed Terms of Reference (TOR). Each TOR would identify
required counterpart staff and specify their responsibilities. Wherever
appropriate, training would be a separate item specified in the contract and

the trainee selection procedures/criteria would be agreed with IDA. The

executing agency would also provide support services and be responsible for
supervising the work of the consultants. The executing agency would be

responsible for keeping accounts. A brief quarterly report covering
sub-project status and disbursements would be submitted by the executing
agencies to the Project Coordinator.

* 33. To obtain financing for a sub-project proposal, the executing agency

would prepare a request which would include a description and justification
of the proposal,terms of reference, foreign and local cost estimates and
counterpart staffing and support arrangements, and submit it to the Ministry
of Finance. The Ministry of Finance, after ensuring that the sub-project

proposal is in line with the priorities of the Government-s development plan,
would submit it to IDA for approval. The specific purpose and scope of each

sub-project, the method of its execution and the allocation of funds will in
each case be made by agreement between the Government and IDA (Section 3.01
of the DCA).
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34. In line with the longer term objective of strengthening the local
capacity, steps would be undertaken to improve the overall administration of
TA. One of the difficulties encountered during the previous project was that
different agencies had different procedures for the procurement and contract-
ing of consultant services. Agreement was reached during negotiations that
a draft standardized consultant contract would be furnished by IHMGN to the

Association not later than March 31, 1984. It would be finalized after IDA
review and utilized in the hiring of consultants under the project (Section
4.06 of the DCA).

35. Under the first TA credit several sub-projects were undertaken by k

local consulting firms, including those supported partly by HMGN. Further
steps should be taken to encourage the use 6f local consultants. A plan of
action would therefore be prepared by HMGN to undertake specific steps to
promote the industry and submit:ted for IDA review not later than December 31,
1983. Such steps would include a survey of existing firms, development of
guidelines for selection and use of local consultants, creation of a
registry, training seminars ancd conferences (Section 4.07 of the DCA).
Assistance for implementation of these actions could be made available under
the TA credit.

Project Cost ahid Dfsburseniefit

36. Although the proposed sub-projects have not been identified, it is

expected that approximately 10-15 sub-projects would be financed under the
project amounting to about US$6.0 million equivalent, or about 90% of total
project costs. The proposed IDA credit would finance 100% costs of consult-
ants irrespective of whether they are foreign or local consultants. It would
finance 100% of the cost of training programs associated with the
sub-projects as also 100% of the cost of foreign expenditures for equipment

and materials required for carrying out the sub-projects. For equipment and
materials procured locally, the credit would finance 100% of ex-factory cost
and 75% of expenditures for other items procured locally. The credit would
also finance 100% of foreign expenditures incurred in connection with over-
seas travel of the Borrower-s personnel working on the sub-projects with the
consultants engaged for the sub--projects. Reimbursement of all expenditures
under these categories would be made on full documentation.

37. Contracts for equipment and materials valued over US$50,000 equiv-
alent or more would be procured on the basis of international competitive
bidding in accordance with IDATs procurement guidelines. For bid evaluations,
Nepalese manufacturers would be allowed a preferential margin of 15% of the
CIF costs of competing imports cr the relevant customs duties, whichever is
lower. For awards of contract of US$100,000 equivalent or more for equipment
and materials IDA's prior review would be required. Small contracts
estimated to cost under US$50,000 equivalent,,provided such contracts
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together total less than US$500,000 equivalent, would be let through local
procurement procedures which are acceptable to IDA.

38. The Government's contribution to individual sub-project costs,
estimated to be about 10% of total project costs, would normally be the
provision of counterpart staff, office space and supplies and would be
specified in the TOR. The Government's commitment to make these contribu-

tions would be a condition of approval to each sub-project.

AcCofnits and Aiditing

39. The executing agencies would establish and maintain accounts for each

sub-project. The Project Coordinator would-maintain a consolidated account
for the project. These accounts and supporting records would be audited
annually by auditors acceptable to the Association and audit reports would be
submitted promptly to the Association (Section 4.05(b) of the DCA).

Monitoring and Evaluation

40. The Project Coordinator would be responsible for overall monitoring

of the sub-projects and would collect, review and evaluate information
received from the executing agencies. Quarterly reports would be forwarded

to the Association. The Project Coordinator would also be responsible for
preparing a project completion report which would summarize the implementa-
tion of the project and its overall impact (Section 4.04(d) of the DCA).

Beniefitg and Risks

41. As the previous TA credit has already shown, a major benefit of the
proposed project would be the development of a pipeline of high-priority
projects suitable for external financing. It would also assist project

implementation and, in the longer term, improve the institutional capacity of
the Government. Administration of the TA would be improved and the local
consulting industry could be further developed. This in turn would help
Nepal make a more effective use of domestic and external resources for the
development of its economy.

42. For individual project preparation studies, there is a risk that

development policies and priorities could change while sub-projects are
underway. This risk would be minimized by IDA satisfying itself that the
study is in support of a high priority investment within the Government's
investment plan. Also, there is the risk that the institution building
component of the sub-projects could be delayed, not fully implemented or
followed-up by concerned ministry or executing agency. Again, this risk
would be significantly reduced by a prior Government and IDA review to ensure
that the recipient agency is genuinely interested in the component, agrees to
its time framework and its general feasibility. As in the past, the project
would require very close supervision.
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PART, V -LEG.AL-INSTRUMENTS-AND AUTHORITY

43. The draft Development Credit Agreement between the Kingdom of Nepal
and the Association, and the Recommendation of the Committee provided for in
Article V, Section l(d) of the Articles of Agreement are being distributed tco
the Executive Directors separat:ely.

44. Special conditions of t:he project are listed in Section III of Annex
III. Additional condition of credit effectiveness would be that the Project
Coordinator has been duly appointed (para 31).

45. I am satisfied that the proposed credit would comply with the
Articles of Agreement of the Association.

PART-VI--RECOMMENDATION

46. I recommend that the Executive Directors approve the proposed Credit.

A.W. Clausen

PresLdent

Attachments

May 12, 1983
Washington, D.C.
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TAMI# 3A
IiRPAtL-N-'( 141 ItIDICATORS DATA SHF.rT

JEPAL REFERFENCE CROUPS (WFICHlTED AVI RACFS
ArFFA (THOUSAND SQ. FM.) - MOZT RFPrNT FSTlPATP)'

-176OL r2s s_ atcYraT LOW 1Nc 4 MPIIIILLl INC'ME
ACRICULTURAI. 40.2 1960 lb 1970 /b ESTIMATE /h ASIA & PACIFIC ASTA 4 PACIFIC

CUP PFR CAPITA (tS5) 50.0 70.0 156.0 261.4 *90.1

ENLROY CoNCUI:PTIOM PLR6 CAP}TA
(RILOU4tA.9S tD' LW.. LQU1VA' '.T) 4.3 14.9 13.0 445.7 701.7

POPULATI.JN AND VITAL STAT1STICS
POUAi& MtL-Y.t.R (Ti OGSIN05) 9447.0 11355.0 15020.5 LC
URBAN PUPULATIO; (PLRCtST OF TOTAL) 3.1 3.9 5.0 17.3 32.4

OPULATION PKOJECTI0iS
POPULAIION IS YTAK 2000 tMTLLZONS) 22.3.
STATIONARY POPULLTIUN (MILLIONS) 53.9
TZAR STATIONAR1 POPULATION 15 REACHED 2135

POPIILATION DENSITY
IO SQ. DS. 67.1 80.6 101.3 158.1 255.9

PRI SQ. KM. ACRICULTUI'Al. LAND 267.4 312.4 354.8 355.9 1748.0

P'OPUTLATION ACE STRUCTURE (YERCENT )
0-14 EAS. 39.1 42.0 42.5 36.8 39.9

15-64 YRS. 57.4 55.0 54.5 59.7 56.8
65 Y2S. ASO ABOVE 3.5 3.0 3.0 3.5 3.3

POPULATION COYWTH FATE (PERCENT)
TOTAL 1.3 1.8 2..Lc 2.0 2.3
URBAN 4.4 4.2 4.9 3.3 3.S

CRUDE BiRTH RATE (PER THOUSAND) 43.6 45.5 42.1 29.3 31.$
CRUDE DEAlI RATE (PFR TllOUSAND) 76.5 23.7 19.S 11.0 9.8
CROSS REPRODUCTIOh RATE i.7 3.0 3.0 2.0 2.0
FAMILY FLA'NING

ACCEPTO.S. AhLAL (THOUSANDS) .. 37.4 146.0
USE^RS (PEHCENT OF HARIEO WOIIEN) .. 0.7/d 4.3/a 19.3 36.3

OOD AND NUTRI-TON
YNDt.l; OF PIO3 t'RODt CTION

PES CAPITA (1969-71-100) 106.0 101.0 89.0 108.1 115.6

FiR CAPITA SUPPLY OF
CALORIES (PERLEN-r OF

REQUIREYEZLS) 94.2 94.5 88.7/e 97.3 106.4
PROTEINS (CRA'S PER LAY) 50.6 50.5 46.5/. 56.9 54.4

OF WHICH ANIIIAL AND PULSE 9.5 9.2 8.45; 20.0 13.9

CHILD (ACES 1-4) MORTALITY RATE 32.6 27.8 23.0 10.9 6.7

HEALTH
LIFE EXPECTANCY AT BliRTH (YEARS) 37.6 40.5 44.2 57.8 59.6
INFA'T MORTALITY LATE (PER
THOUSAND) 194.5 172.5 150.2 89.1 63.7

ACCESS TO SAFE WATER (PERCENT OF
POPULATION)

TOTAL .. 2.0 8.0/f 32.9 32.0
LIUAN 47.7 53.0 U1.0/7 70.7 51.9
RURAL .... 5.0c/ 22.2 20.5

ACCESS TO EXICRETA DISPOSAL (PERCENT
OF POPULATIONi)

TOTAL .. 1.0 1.7 B.1 37.7
URBAN 14.0 1

4
.0 j 72.7 65.7

RURAL .. .. .. 4.7 24.0

POPULATION PER PHYSICIAN 73804.7 51380.1/h 35896.6/h 3297.6 5540.4
POPL'LA7TON PER hl;RSIt;G PERSON .. 70528.07h 13513.67;i 4929.3 6529.4
POPLLATICN PER IOSPII'AL BED

TOTAL 8294.1 6938.4 639d.51a 1100.4 1047.5
URBAN 286.5 329.1 360.0/; 301.3 652.6
RUIIAL .. .. .. 5812.7 2597.6

ADtISSIONS PER HOSPITAL RED .. .. .. .. 27.0

HOCSI NC
A'.LRCE SIZE OF HOUSEHOLD

TUFfAL .. l5.5
URPAN 5.4 ..
RURAL .. .. . ..

AVErRACE NlMbER OF PLhE'ONS ER2 ROOM
TuTAL .. ..
URBAN 2.0 ..
RURAL .. ..

ACCPSS TO EIECTNICITY (2'
1

KCFNT

TuIAL .. ..
t'lhSA? 30.2 ..
MUKAL .. ..
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TARt). 3A
VliPA. SOCIAL INDICATORS nATA SHF."T

SlPAL REFEIERCE LRCXIPS (WEIGHTED AVKP.AGES
-I)ST PrFN1 ESTIMATE)-/

MOST RECENT LOW INCOM' ILLIDL 1NCOME
19e0 /b 1970 lb ESTIMATE /b ASIA A PACIFIC ASIA A PACIFIC

EDUCAT ION
ADJUSTEt' EP2tOLLMER'T RATIOS

MRIMARYs TSIAL 10.0 26.0 68.0 97.4 i6.2
MALL 19.0 43.0 1124.0 101.0 !19.6
FEMALE 1.0 8.0 49.0 S7.d 92.1

SECONDARY: TOTAL 6.0 10.0 19.0 33.0 17.6
MALE 11.0 16.0 30.0 63.6 411.1
FEMALE 2.0 3.0 8.0 41.3 :14.1

VOCATIONAL ENROL. (I Or SECOCDRY) 0.2 2.4 8.6/s 1.7 20.e

PtSPIL-IEACHER RAT1O
PRLMARY 33.3 21 7 32.9/4 37.7 35.5
SECONDARY 32.0 . 24.6/. 20.2 25.0

ADULT LITERACY RATE (PERCENT) 6.S 14.I 19.0/f 32.1 7'3.1

CONSUt'TTIONC
PiASSEM;-LtK CAMS PER THOUSAkIO

POPULATION 0.1 0.i .. 1.5 9.6
RADIO RECEIVERS PER THOUSAND

POPULATION 3. 0/1 4.11 17.5 33.4 116.5
TV RECEIVtxz k%R THOUSAND

POPULATION .. . .. 3.2 37.6
NEWSPAPER (DAILY GENERAL
INTEREST-) CIRCULATION PER
THOUSAND POPULATION 0.7 2.4 7.3/f 16.4 53.7
CINEYA ANNUAL AITENDANCE PER CAPITA .. . .. 3.6 2.8

LABOR FORCE
T'50ALtS1OE. FORCE (THO'JSANDS) 4875.1 5536.6 6967.9

F-ALE (PERCENT) 40.5 39.2; 39.1 29.5 33.6
AGRICULTURE (PERCENT) 95.0 94. 0 93.0 70.0 S;2.2
IWUSTRY (PERCENT) 2.0 2.0 2.0 15.0 1U.9

PARTICIPATION RATE (PERCENT)
TOTAL 31.6 48. t 47.6 40.0 311.5

E 03. .a Se. 6 *;v .&.0
'SEAL! 41.8 3e.6, 37.5 23.6 211.6

E-GNOMIC DEPENDENCY RATIO 0.6 0.!' 1.0 1.0 1. 1

INCOME DISTRIBUTION
PERCLNT OF F.IVATE INCOtSE
RECEIVED BY

HIGHEST 5 PERCENT OF HOUSFiOLDS .. .. 35.3/.
HICHEST 20 PERCENT OF HOUSEHOLDS . . 59.2/e
LOWUEST 20 PERCENT OF HOUSEHOLDS .. 4.6/;
LOWEST 40 PERCENT OF HOUSEHOLDS .. .. .O/;

POVERTY TARGET GSOUPS
ESTU:ATED ABSOLUTE POVERTY DICOME
LEVEL (US$ PER CAPITA)

URBAN . .. 115.0 133.6 194,.7
RURAL .. .. 45.0 111.1 155.1

EsTIMATED RELATIVE POVERTY INCOKE
LEVEL (US$ PER CAPITA)

URSA . .. .. .. 176.2
RURAL 16.. .0 164.9

ESTIMATED PCPLtATION BELOW ABSOLUTE
POVERTY INCOA4E LEVEL (PERCENT)
URBAN .. .. 515.0/s 43.8 24.4
RURAL .. .. 61.0/; 31.7 41.1

Sot avai1a^le
Not appllcable.

VMS

/a The group averages for each Indicator are populatlon-welghted eritltectS sean. Coverspe of countrisa
among the Indicator* depends on vaillablclty of dat* and Is not uniform.

/b Lnlees other.sIe noted, date for 91*0 refer to eno year between 1959 end I961; for 1970, between 1969
and 1971; and for Host Fecent =Ic7te, between 1975 *nd 198L

c gela nnnual tEouth rote Sr fer !971-01. Id Cnoen:ient proa,rr3s unly. Ir 1'77.
16. ,Ls 1975. /h ersoncel Jr. governnent services only. Li l9b8. j 1%).

6CpL5se.d1982
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ANe'EX I
Page 4

ECONOMIC INDICATORS - NEPAL

GNP PEEt CAPITA IN 1981: US$156

GROSS DOMESTIC PRODUCT IN 1980 ANNUAL RATE OF GROWTEI, 960-1979

(%, constant piices)

USS Mln. %

GDP at Market Prices 1,989 100.0 3.1

Gross Domestic Investment 268 13.5

Gross Domestic Saving 148 7.4

Current Account Balance (exc.
official grants) -72 -3.6

Exports of Goods, NFS 241 12.1

Imports of Goods, NFS 361 18.1

OUTPUT, LABOR FORCE AND PRODUCTIVITY IN 1979/80
Value Added

Value Added Labor Force a/ Per Worker

US$ Mln. 7 Mln. _ uS$

Agriculture 1,065 57 6.9 93 155

Industry 251 14 0.1 2 1,696

Services 543 29 0.4 c

Total/Average 1,859 100 7.4 lOC 251

GOVERNMENT FINANCE
CENTRAL GOVERNMENT

Rs. Mln.
X of GDP

1978/79 1979/80 1980/81 1981/82 19'9/80

Current Receipts 1,791.6 1,852.9 2,403.9 2,900.9 8.9

Current Expenditures 982.1 1,055.4 1,263.6 1,588.9 4.9

Current Surplus 809.5 797.5 1,140.3 1,312.0 4.0

Capital Expenditure 1,961.5 2,293.2 2,726.1 4.032.9 12.4

External Assistance (Net) 989.4 1,317.8 1,531.1 2,024.0 6.2

MONEY, CREDIT AND PRICES

1978 1979 1980 1981 1982
mid-April

(Million Rs outstanding anid-July)

Money and Quasi Money 3,772 4,512 5,285 6,308 7,332

Bank Credit to Government 966 1,129 1,258 1,263 1,785

Bank Credit to Public Enterprise 869 1,080 1,131 1,401 1,292

Bank Credit to Private Sector 1,072 1,332 1,917 2,49R 2,641

Money and Quasi Money as % of GDP 19.3 21.1 22.1 22.2

General Price Index (1974/75 = 100) 113.3 117.3 128.7 145.9 159.6 (April)

Annual Percentage Changes in:

General Price Index 11+2 3.5 9.8 13.4 9.2 (April on April)

Bank Credit to Government 28.9 16.9 11.4 0.4 42.4

Bank Credit to Public Enterprises 70.1 24.3 4.7 23.9 3.5

Bank Credit to Private Sector 24.1 24.3 43.9 30.3 10.2

Note: All conversions to US dollars in this taiDle are at the average exchange rate prevailing during the period

covered.

a/ Total labor force; unemployed are allocated to sector of their normal Occupation.

not available



-17-

ANNEX I
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TRADE PAYMENTS AND CAPITAL FLOWS

BALANCE OF PAYMENTS MERCHANDISE EXPORTS 1980/81 a/
US$ Mln. %

1978/79 1979/80 1980/81
t (Millions US$)

Exports, f.o.b. b/ 108.5 95.1 134.4 Agricultural products 100.7 75.1
Imports, c.i.f. i/ 244.7 294.3 370.2 Manufactures 33.4 24.9

Trade Balance 135.2 -199.2 -235.8 Total 134.1 100.0

Services, net 65.6 91.6 93.1
of which- Tourism 41.8 54.0 64.5 EXTERNAL DEBT, DECEMBER 31, 1980

US$ Mln.

Transfers, net 30.1 36.1
of which: Private Remit. 25.5 29.6 40.4 Public Debt, inc. guaranteed 233.9

Indian Excise Fund 3.0 3.1 4.8 Non-Guaranteed Private Debt

Current Account Balance -39.7 -71.7 -96.4 Total Outstanding & Disbursed 233.9
(exc. grants)

Official Grants 42.9 63.2 71.7
Official Capital, net 36.0 48.1 52.8
Private Capital, net 9.7 -37.4 -11.9 DEBT SERVICE RATIO for 1980/81 c/

Change in Reserves -48.9 -2.2 -16.2 Public Debt, inc. guaranteed 1.9
(- Increase)

Gross Reserves (mid-July) 179.8 187.0 192.5
Net Reserves 151.0 153.2 174.9 IBRD/IDA LENDING, (March, 1983) (Millions U1S$)

IBRD IDA

Fuel and Related Materials
Imports of which: Petroleum 16.7 30.2 NA Outstanding & Disbursed 159.6
Exports of which: Petroleum -- -- -- Undisbursed ---- 185.8

Outstanding, incl. undisbursed 345.4

RATE OF EXCHANGE

From October 1975 From March 20, 1978
through March 20, 1978 through September 19, 1981 Since September 19, 1981 Since December 17, 1982
US$1.00 - NRs 12.5 US$1.00 - NRs 12.00 US$1.00 - NRs 13.20 US$1.00 - NRs 14.30
NR 1.00 - US$ 0.08 MR 1.00 - US$ 0.083 NR 1.00 = US$ 0.076 NR 1.00 - US$ 0.070

a/ Customs basis.
b/ Payments basis.
c/ Ratio of Debt Service to Exports of Goods and Non-Factor Services.

not applicable

South Asia Programs Department
March, 1983
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STATUS OF BANK GROUP OPERATIONS ]rN NEPAL

A. STATEMENT OF IDA CREDITS (as of March 31, 1983) /a

US$ million
(net of cancellations)

No. Year Borrower Purpose IDA Undisbursed

Eight credits fully disbursed 71.3
470 1974 Kingdom of Nepal Water Supply and Sewerage 11.8 1.5
617 1976 Kingdom of Nepal Rural Development 8.0 2.1
659 1976 Kingdom of Nepal Technical Assistance 3.0 0.2
704 1977 Kingdom of Nepal Second Water Supplv & Sewerage 8.0 2.6
705 1977 Kingdom of Nepal Industrial Dev. Corporation 4.0 1.0
730 1977 Kingdom of Nepal Second Highway 17.0 3.5
772 1978 Kingdom of Nepal Technical Education 5.7 3.4
799 1978 Kingdom of Nepal Telecommunications III 14.5 11.2
812 1978 Kingdom of Nepal Irrigation (SunsariJ-Morang) 30.0 19.6
856 1978 Kingdom of Nepal Irrigation (Narayani Zone) 14.0 9.1
939 1979 Kingdom of Nepal Second Rural Development 11.0 10.5
1008 1980 Kingdom of Nepal Community Forestry 17.0 16.1
1055 1980 Kingdom of Nepal Irrigation (Mahakali) 16.0 15.0
1059 1980 Kingdom of Nepal Third Water Supply & Sewerage 27.0 19.6
1062/c 1980 Kingdom of Nepal Grain Storage 6.2 4.9
1093/c 1981 Kingdom of Nepal Irrigation (Babai) 3.5 0.8
1100/c 1981 Kingdom of Nepal Agricultural Extension & Res. 17.5 9.5
11017H 1981 Kingdom of Nepal Hill Food Production 8.0 5.3
1191/c 1982 Kingdom of Nepal Cottage & Small Industries 6.5 6.0
1198/c 1982 Kingdom of Nepal Second Education 14.3 13.4
12607c 1982 Kingdom of Nepal Petroleum Exploration Promotion 9.2 8.5
1316/c 1983 Kingdom of Nepal Irrigation VII-Bha:irawa-Lumbini 16.0 16.0
1339/c 1983 Kingdom of Nepal Cash Crop Development Project 6.0 6.0

Total, 345.5 185.8
of which has been repaid 0.1

Total now outstanding /b 345.4

Total now held by IDA 345.4

Total Undisbursed 185.8

/a No Bank loans have been made to Nepal.
/b Prior to exchange adjustments.
7& IDA 6th Replenishment Credits, principal amounts shown in U.S. dollar

equivalent at date of negotiations, as shown in President Reports, and
Disbursed amounts shown in US dollar equivalent: at the rate of exchange
for the SDR on March 31, 1983.
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B. STATEMENT OF IFC INVESTMENT (as of March 31, 1983)

Amount ($ millions)
Year Obligor Type of Business Loan Equity Total

1975 Soaltee Hotel Hotel 2.7 0.4 3.1
(Pvt) Ltd.

1982 Nepal Orind Mine and process 5.9 - 5.9
Magnesite magnesite ore
(Private)
Limited 8.6 0.4 9.0

Total commitments now held by IFC 8.2 0.4 8.6

C. PROJECTS IN EXECUTION 1/

Credit No. 470 Water Supply and Sewerage Project $11.8 million Credit of
May 8, 1974; Effective Date: June 26, 1974;
Closing Date: June 30, 1983

The credit is about 90% disbursed. Delays continue with the execu-
tion of the sewerage component, but the Water Supply and Sewerage Board
(WSSB) is making every effort to commission the system. The main contractor
responsible for the execution of the work is struggling to complete minor
works such as manholes, sewer cleaning and road restoration; the WSSB is now
executing the latter by force account. The sewerage system, however, is 95%
complete and trunk sewers, pumping station and treatment plant are ready to
go into operation. Apart from some minor works, the water supply component
is completed.

Credit No. 617 Rural Development Project; $8.0 million Credit of April 30,
1976; Effective Date: July 15, 1976; Closing Date:
December 31, 1983

With the appointment of a new project coordinator during early 1982,
overall management and supervision of the project improved substantially.
However, delays in the release of HMG funds prevented timely implementation
of the 1982-83 work program. Project completion and credit closing dates
have been extended to July 31 and December 31, 1983, respectively, by which
time all ongoing project activities will have been completed and about 90
percent of the IDA credit will have been disbursed. With UNDP funds a second
phase of the project is now being prepared.

1/ These notes are designed to inform the Executive Directors regarding the
projects in execution and, in particular, to report any problems which
are being encountered and the action being taken. They should be used
in this sense on the understanding that they do not purport to present
a balanced evaluation of strengths and weaknesses in project execution.
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Credit No. 659 Technical Assistance Project $3.0 million Credit of
September 16, 1976; Effective Date: November 16, 1976;
Closing Date: June 30, 1983

The Marsyangdi Technical Review Panel is t'he one subproject that is
ongoing and is proceeding satisfactorily. Fourteen of the subprojects
financed under the technical assistance credit have been completed and are
contributing to the pipeline of bankable projects in Nepal.

Credit No. 704 Second Water Supply and Sewerage Project; $8.0 million
Credit of May 27, 1977; Effective Date: February 28, 1978;
Closing Date: June 30, 1984

The credit is about 70% disbursed. The sewer work is about 55%
completed. All the sewer pipes, however, have been manufactured and paid for

by WSSB. Performance of the contractor of this component has been very
unsatisfactory. WSSB is now considering whether to complete the works by its
own hand, by a recognized public contractor or through a rebid. The WSSB is
reviewing the situation to decide wh,ich is the more expeditious way to
proceed and will communicate proposals to the Bank.

Work on the water supply components is proceeding satisfactorily.
The orders for pressure pipes have now been fulfilled. Some minor problems
incurred in the installation of the pumping equipment in the secondary towns
are gradually being overcome. The delays in executing Credits 470 and 704
involve extended consultant services for construction supervision.

Credit No. 705 Nepal Industrial Development Corporation Project; $4.0
million Credit of May 27, 1977; Effective Date: February 17,
1978; Closing Date: December 31, 1983

Since March 31, 1982 (latest date of subloan authorization) NIDC has
fully committed the $4.0 million Credit. Close supervision is being carried
out to ensure further improvements in NIDC's operations and implementation of
subprojects and disbursements under the Credit within the closi'ng date. An
appraisal of a second Credit to NIDC is planned for August 1983 under a
proposed Industrial Development Project.

Credit No. 730 Second Highway Project; $17.0 million Credit of October 19,
1977; Effective Date: December 23, 1977; Closing Date:
December 31, 1984

The project is now moving steadily towards a successful conclusion,
though there remain several areas where improved performance is required.
Procurement, which has been a source of considerable delay in the past, is
now virtually complete. The work on the Thankot-Naubise road pavement has
now been completed. Much supervisory attention is currently being given to
the Tulsipur feeder road in an effort to improve performance oni a few con-
tracts. Disbursements, which currently stand at 75% of appraisal estimates,
are expected to improve substantially over the next year since the major
project component has been completed.
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Credit No. 772 Technical Education Project; $5.7 million Credit of
April 14, 1978; Effective Date: July 11, 1978; Closing
Date: September 30, 1983

The project, which provides new facilities for technician training at
the Institute of Engineering in Kathmandu, will be completed by June 1983.
Good progress has been made with equipment procurement, furniture procurement
and part of the civil works.

There has been partial delay in construction due to failure of one
contractor. Civil works are now expected to be completed by June 1983.

Credit No. 799 Third Telecommunications Project $14.5 million Credit of
August 22, 1978; Effective Date: February 27, 1979;
Closing Date: June 30, 1984

Project implementation is proceeding satisfactorily. The earth
station for satellite communication and the international telex exchange
(both financed by ODA of UK) have been completed and commissioned. Procure-
ment under the IDA credit is also progressing satisfactorily and all major
equipment items have been contracted.

Credit No. 812 Sunsari-Morang Irrigation and Drainage Development Project
$30 million Credit of July 7, 1978; Effective Date:
November 30, 1978; Closing Date: June 30, 1984

In July 1980, a landslide in the catchment area caused a major flood
in the Kosi river, causing a considerable erosion and endangering the Chatra
Main Canal. Emergency flood protection works were carried out. Investiga-
tions for the design of headreach works to improve the water supply to and
distribution within the main canal have been completed. The ICB process for
the construction of the headreach improvements and irrigation and drainage
works in about 12,000 ha has been completed; bids have been evaluated and a
contract award has taken place. Project implementation has fallen about two
years behind schedule.

Credit No. 856 Narayani Zone Irrigation - Stage II Project
$14.0 million Credit of November 27, 1978; Effective
Date: January 8, 1979; Closing Date: December 31, 1983

Project implementation is proceeding steadily, although slower than
anticipated. The major constraint is the weakness of local contractors.
Construction is now on-going in all six irrigation blocks. Most civil works
and equipment contracts have been awarded, and construction is progressing
satisfactorily.
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Credit No. 939 Second Rural Development Project - Mahakali Hills $11.0
million Credit of August 9, 1979; Effective Date:
January 15, 1980; Closing Date: February 28, 1985

Although there have been some zimprovements recently, overall progress
in project implementation continues to be unsatisfactory. Delays in the
release of HMG funds, staff turnover, shortages in field staff, and vacancies
in a number of senior critical post:s have severely constrained project
implementation. Communication has somewhat improved with the installation
of radio transreceivers and widening of a major link road in the project
area. HMG has taken some steps to improve the planning and implementation
of RD projects and the concerned Ministry's monitoring and supervision of
project implementation have substantia:Lly improved during recent months.

Credit No. 1008 Community Forestry Development and Training Project $17.0
million of May 22, 1980; Effective Date: September 19,

1980; Closing Date: June 30, 1986

The Project is progressing well. An effective administrative
organization has been established into which the UNDP/FAO technical assis-
tance team has been integrated. Except for Panchayat Protected Forest the
field planting targets have been met. A total of 700 stoves have been dis-
tributed. Motivation and Education, and Monitoring and Evaluation programs
are being efficiently conducted. ]'roject committees have been set-up and are
functioning. Shortages of staff, delays in release of funds and -HMG½s
failure to pay project and training allowances are causing implementation
problems. The recent provision of a pool of permanent posts to which Com-
munity Forest Assistants can be posted will help keep posts filled.
Architects have been appointed for construction of training facilities at
Pokhara, Hetaura and Kathmandu, and designs have been approved by IDA.
Tender documents have been produced. The designs for the Kathmandu Training
Wing have been completed and the building contractor appointed. The urban
fuelwood study has been completed.

Credit No. 1055 Mahakali Irrigation Project (Stage I); $16.0 million
Credit of September 29, 1980; Effective Date: February 27,
1981; Closing Date: December 31, 1985

Contracts for undertaking the survey and engineering designs have
been awarded to local engineering consultants. Most of the work is progress-
ing satisfactorily. ICB tenders for the procurement of the project's equip-
ment and vehicles requirements have been invited. The project area has been
reduced by about 20%, because (i) inaccurate maps were used, and (ii) HMG
decided to puc restrictions on forest clearing.
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Credit No. 1059 Third Water Supply and Sewerage Project; $27.0 million
Credit of September 29, 1980; Effective Date: August 27,
1981; Closing Date: December 31, 1985

The credit is 30% disbursed. The procurement of goods under the
project is proceeding rapidly with much of the material on order and part
delivered. The main pipe order is about 40% completed and supplies of
wellscreens, valves and hydrants are now coming forward. Detailed engineer-
ing design of the project water supply components are well advanced with
draft bid documents prepared. Documents for the sewerage component are under
review. The design and bidding procedures are being adjusted to take account
of the experiences of credit 470 and 704.

Credit No. 1062 Grain Storage Project; $6.2- million Credit of January 14,
1981; Effective Date: July 31, 1981; Closing Date:
September 30, 1984

The project is about two years behind schedule due largely to HMG-s
past indecision on the institutional arrangements envisaged under the
project. 11MG has now decided that grain procurement and distribution
activities should be integrated under the Nepal Food Corporation (NFC) as
planned at appraisal. PEU has completed designs and tender documents for
Phase I construction. Consultants have been envisaged to assist NFC in
management, finance and quality control. The project study on marketing is
completed, and the one on future storage and processing needs is in progress.

Credit No. 1093 Babai Irrigation Engineering Project; $3.5 million Credit
of March 26, 1981; Effective Date: June 5, 1981; Closing
Date: December 31, 1983

Consultants were contracted in May 1981, and project implementation
is proceeding on schedule. The detailed design work was submitted by Decem-
ber 1982.

Credit No. 1100 Agricultural Extension and Research Project; $17.5 million
Credit of April 6, 1981; Effective Date: July 8, 1981;
Closing Date: July 15, 1987

The Project Coordinator is in position. Orientation training for
Agricultural Development Officers, Subject Matter Specialists, Junior Tech-
nicians, Junior Technical Assistants and Panchayat Level Agricultural Assis-
tants, has been completed in five project districts (Jhapa, Nawalparasi,
Kapilabastu, Chitwan, and Banke districts) and field work has started. Good
progress has been made in systemetizing field visits by extension staff,
especially PLAA. Progress of civil works is slow. The Technical Assistance
Agreement has been signed and the fertilizer study has been completed. Con-
sultants have been providing technical assistance as per agreed schedule.
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Credit No.1101 Hill Food Production Project; $8.0 million Crediit of
April 6, 1981; Effective Date: May 28, 1981; C:Losing Date:
July 15, 1987

The project was activated by the appointment of the pro-ject coor-
dinator in the summer of 1981, but HMG budget was not available until
November. Existing staff have received orientation and training in extension
methodology. Consultants for technical assistance have been appointed and
they have implemented the first phase of their program. The first shipment
of fertilizer under the project has been distributed and tenders are now out
for the second. Livestock and irrigation activities and construction of
agricultural service centers are lagging, but the project is making satisfac-
tory progress.

Credit No.1191 Cottage and Small Industries Project; $6.5 million Credit
of March 9, 1982; Effective Date: July 9, 1982; Closing
Date: December 31, 1985

HMG complied with all conditions, and the Credit was declared effec-
tive on July 9, 1982. Staffing and training for nearly all implementing
agencies have been completed. The advisor for the credit component has been
fielded. Trained Cottage and Sma:Ll Industry officers of the three banks have
been posted to key branches, and commitments under the credit component have
begun. Two long-term consultants, assigned to CIED, arrived in March 1983.
(One was subsequently injured and will be replaced within FY83.) A third
long-term consultant to be attached to CIDB will arrive in May, and a general
advisor to CIED has been selected and is expected to be fielded by end FY83.
A consulting firm for product modification has been selected and is expected
to begin work within FY83. Preparations for the NY office have been com-
pleted and operations will begin i n the first quarter of FY84.

Credit No.1198 Second Education IProject; $14.3 million Credit of April 7,
1982; Effective Date: July 23, 1982; Closing Date: June 30,
1988

The project, which will provide a new technician and trade training
institution in Pokhara in the Western Region of Nepal, was declared effective
on July 23, 1982 having fulfilled two conditions of credit effectiveness.
These concerned the availability of the site to commence construction and the
signing of a technical assistance agreement. The project unit (PIU) has been
established and nearly all PIU staff have been appointed. Tendering for the
construction of the Institution is undLerway. It is expected that recommenda-
tion to IDA for contract awarding will be presented to the mission presently
in the field. The government is considering using the services of
ILO/Equipro for the procurement of equipment.
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Credit No.1260 Petroleum Exploration Promotion Project; $9.2 million Credit
of July 9, 1982; Effective Date: September 30, 1982; Closing
Date: December 31, 1985

Project implementation started under an advance from the Project
Preparation Facility (PPF). The credit was declared effective on October 1,
1982. The project has three major components: (i) a seismic survey of 800
line km; (ii) training; and (iii) review of the legal framework of explora-
tion. Collection of seismic data started in December 1983 and has been
progressing satisfactorily, although at a somewhat slower rate than
anticipated. Drafting of a new legislation is at the final stage. Several
professionals of the Department of Mines and Geology (DMG) have been sent for
training in legal and technical matters.

Credit No. 1316 Bhairawa-Lumbini Groundwater Stage II Project; $16.0 million
Credit of March 16, 1982; Closing Date: October 31, 1988

The credit has not yet been declared effective. The project is to
complete Stage I works, ensure sound operation and maintenance standards,
promote active farmers' participation and experiment with modern tubewell
technologies.

Credit No. 1339 Cash Crop Development Project; $6.0 million Credit of
March 22, 1983; Closing Date: December 31, 1988

The Credit is yet to be declared effective.
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NEPAL

Supplementary Project Data Sheet

I. Timetable of Key Events:

(a) Time taken by the country to prepare the project:

March-November 1982

(b) Project prepared by:

IDA with assistance from HMGN

(c) First presentation to the Bank Group and date of the first
Bank mission to consider the project:

March 1982

(d) Departure of Appraisal Mission:

Not applicable

(e) Completion of negotiat:ions:

April 28, 1983

(f) Planned date of effect:iveness:

October 15, 1983

II. Special Bank Implementation Actions:

None

III. Special Conditions:

Condition of Effectiveness:

Appointment of the Project Coordinator (para 31).

Other Conditions:

(a) HMGN to furnish IDA with a draft Standard Consultant Contract
by March 31, 1984 for its review (para 34).

(b) A plan of action to be prepared by HMGN for promotion of
local consulting industry by December 31, 1983 (para 35).
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NEPAL

TECHNICAL ASSISTANCE CREDIT - CREDIT 659-NEP

SUBPROJECT STATUS REPORT

ONGOING

Stbproject XIV - Marsyaftgdi Tchftical Review Pa&fel (A-US85;O00)

(D-US$39,420)

Government requested IDA to finance the establishment of a Panel of
Experts to be involved during the design and construction of the proposed
Marsyangdi Hydro-electric Project and to focus mainly on geology and the
tunnel construction. The panel consists of a) geologist, b) geotechnican, c)
civil engineer, and d) hydrologist. The initial cost of the panel will be
financed under the TA credit until funds become available under the proposed
Marsyangdi Hydro-electric Project. The review panel has been working since
June, 1982.

COMPLETED BUT NOT FULLY DISBURSED

Subproject I - Kosi River Training & Chatra Main Canal Sediment Control Study
(A-US $735,598) (D-US $735,598) 1/

A principal objective of the study was to advise the project authority
on the most appropriate measures to ensure that sufficient water is diverted
from the Kosi River into the Chatra Main Canal (CMC) at all times, to reduce
the quantity of sediment entering CMC from the Kosi River, to ensure that CMC
is protected against flood damage and to maintain the discharge capacity of
CMC. The study supported the project assisted by IDA credit No.812 which was
approved on May 25, 1978 for $30.0 million for Sunsari-Morang Irrigation and
Drainage.

1/ A = Approved
D = Disbursed.
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Subproject III - Cottage Industry Development (A-US$215,245) (,D-US$215,245)

The sub-project assessed market prospects, potential marketing channels,
price design, delivery requirements and buying periods for potential
exporters for various locally produced items such as handwoven wool carpets.
This has helped preparation of the Cottage Industry Investment: Project for
which the Bank gave a US$6.5 million credit (Cr. 1191 approved on March 9,
1982).

Stibproject IV - Silica Lilie Bricks (A-US330,000) (D-US$323,85'5)

A detailed feasibility study was prepared under the sub-project for the
establishment of a Silica Lime Brick Project at Hetauda, comp:Lete with cost
estimates and sufficient engineering details for examining the possibility of
promoting similar units at other densely populated centers of Nepal. The
report indicates that it is not' economically feasible to establish a silica
lime brick industry.

Subproject VII - Electrical Atcegssries (A-US$260;000) (D-US$:201;498)

The sub-project, in two phases, is to define and identify electrical
goods and components currently used or likely to be demanded up to 1990 and
conduct feasibility studies of the most promising products. The work on
phase I began in January, 1981. The draft first phase report was completed in
June, 1981 and the final first phase report was completed end of September
1981.

The draft report for the second phase was submitted in September, 1982.
Both Government and IDA have reviewed the report and made appropriate com-
ments. In general, the study was considered satisfactory and specific follow
up recommendations are being considered.

Stibproject XV - Pritiary School Mappifig- (A'-US$30,000) (D-12,008)

In March, 1982, Government requested that a new subproject be establishedl
for primary school mapping which is urgently needed to prepare the proposed
Primary Education Project. A contract was made with the Institute of Educa-
tion and work was completed in June, 1982.
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COMPLETED AND CLOSED

Subproject II - National Agricultural Extetsion Project

(A-US$51,478) (D-US$51,478)

The study was contemplated to design a comprehensive national agricul-

tural extension project complete with cost estimates, to increase the produc-
tion and productive capacity of the individual farmer by stressing
labour-intensive recommendations, adaptive research and input delivery sys-
tem. The ministry of Food, Agriculture and Irrigation oversaw the
sub-project which is completed and provided preparation for the Agricultural
and Research Project for which a credit was approved February 3, 1981 for

$16.0 million (Cr. 1100).

Subproject V - Airborne Geophystal Strvey (A-US$750;000) (D-US$710;244)

The aim of the sub-project was to provide both digital and analogue
aeromagnetic records and process aeromagnetic data and maps for the Govern-

ment to interpret and delineate the extent and configuration of the sedimen-
tary rocks and the faults, basement uplifts and other structures underlying
them as a first necessary step for possible future oil and gas exploration.
Based on the results of the initial study the Bank has approved hiring a
petroleum geologist to integrate geological information with airborne
geophysical results and to prepare seismic programs to form the basis of
minimal work programs to be negotiated with oil companies. This component
was be completed in November 1982. The subproject is being followed up by a
petroleum exploration preparation project ($10.0M).

Subprojett VI - Leather & Tahtiing (A-U5$105;112) (D-UD$105;112)

The study undertaken by this sub-project provides an excellent analysis
of the problems and potential in the sector. On the basis of the favourable
recommendations made by the consultants, a recent mission is preparing an
industrial development credit which will include support for the leather
sector.

SUbprojtct VII - Grain Storage (A-US$85,790) (D-US$85,790)

The study under this sub-project helped to prepare investment proposals
for increasing foodgrain storage facilities and infrastructure in the Terai
and the Kathmandu valley to meet storage requirements for the preservation of
foodgrains in terms of quality and quantity for export and internal demand.
It has led to preparation of an investment project supported by IDA credit
1062-NEP (approved on August 26, 1980) for $5.9 million.
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Subproject IX Terai Development (A-US$79,999) (D-US$79,999)

The study under the sub-project involved identifying areas in which further
institutional attention and coo:rdination were needed to support and develop
the farming system, and preparing detailed investment programs for
strengthening of: (a) supportinp services to agriculture; (b) provision for
imported seeds and fertilizer; and (c) minor irrigation and feeder roads
system. Because of other investment priorities and activities, further
studies on this subproject have been postponed.

Subproject X - Agriculural Manpower (A-US$58,818) (D-US$58,818)

The sub-project involved projections of trained manpower at different
levels needed for the entire agricultural sector, and suggestions for
developing manpower in the shortest time and in a cost-effective way and to
improve the effectiveness and productivity of the existing manpower. A
recent Agriculture Manpower Mission reviewed the completed report and has
recommended that an Agriculture Manpower project be considered for IDA
financing.

Stibproject XI - Babai Stippiefetitary Study (A-US$49,112) (D-US$49,112)

The study included preparation of preliminary engineering designs and is
supporting the Babai Irrigation Engineering Project assisted by IDA Credit
1093 appoved January 6, 1981 for US$3.4 million (Irrigation Vl). This
project assisted the preparation of detailed designs and tender documents for
the proposed Babai Irrigation Project.

Sttbproject XII - Methatnital Workshops (A-US$78,137) (D-US$78,137)

This subproject supported the Bhairawa-Lumbini Groundwater Project
assisted by IDA credit 654 for US$9.0 M approved in September, 1976 and
credit 812, Irrigation and Drainage (Sunsari-Moraug) for US$30.0 million
(approved May, 1978). Services of a mechanical superintendent were provided
under the sub-project.

Subproject XIII - Cash Crop Deveiopmetit (A-US$90,OC)0) (D-86,144)

The sub-project assisted the Government in preparation of a cash crop
development project which is being assisted by IDA with US$6.0 million. The
credit was approved on March 22, 1983.
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COMPLETED AND CLOSED

Stbproject II - National Agricultural Exteftion Project

(A-US$51,478) (D-US$51,47/)

The study was contemplated to design a comprehensive national agricul-
tural extension project complete with cost estimates, to increase the produc-
tion and productive capacity of the individual farmer by stressing

p labour-intensive recommendations, adaptive research and input delivery sys-
tem. The ministry of Food, Agriculture and Irrigation oversaw the
sub-project which is completed and provided preparation for the Agricultural
and Research Project for which a credit was approved February 3, 1981 for

$16.0 million (Cr. 1100).

Subproject V - Airbortie Geophyseal Strvey (A-US$750;000) (D-US$710;244)

The aim of the sub-project was to provide both digital and analogue
aeromagnetic records and process aeromagnetic data and maps for the Govern-
ment to interpret and delineate the extent and configuration of the sedimen-
tary rocks and the faults, basement uplifts and other structures underlying
them as a first necessary step for possible future oil and gas exploration.
Based on the results of the initial study the Bank has approved hiring a
petroleum geologist to integrate geological information with airborne
geophysical results and to prepare seismic programs to form the basis of
minimal work programs to be negotiated with oil companies. This component
was be completed in November 1982. The subproject is being followed up by a
petroleum exploration preparation project ($10.OM).

Subproject VI - Leather & Tant'ifg (A-US$105;112) (D-UD$105;112)

The study undertaken by this sub-project provides an excellent analysis
of the problems and potential in the sector. On the basis of the favourable
recommendations made by the consultants, a recent mission is preparing an
industrial development credit which will include support for the leather
sector.

Subproject VIII - Graiti Storage (A-US$85,790) (D-US$85,790)

The study under this sub-project helped to prepare investment proposals
for increasing foodgrain storage facilities and infrastructure in the Terai
and the Kathmandu valley to meet storage requirements for the preservation of
foodgrains in terms of quality and quantity for export and internal demand.

* It has led to preparation of an investment project supported by IDA credit
1062-NEP (approved on August 26, 1980) for $5.9 million.
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Subproject IX Terai Development (A-US$79,999) (D-US$79,999)

The study under the sub-project involved identifying areas in which further
institutional attention and coordin,ation were needed to support and develop
the farming system, and preparing detailed investment programs for
strengthening of: (a) supportin,g services to agriculture; (b) provision for
imported seeds and fertilizer; and (c) minor irrigation and feeder roads
system. Because of other investment priorities and activities, further
studies on this subproject have been postponed.

Subproject X - Agriculural Manpower (A-US$58,818) (D-US$58,818)

The sub-project involved projections of trained manpower at different
levels needed for the entire agricultural sector, and suggestions for
developing manpower in the shortest time and in a cost-effective way and to
improve the effectiveness and productivity of the existing manpower. A
recent Agriculture Manpower Mission reviewed the completed report and has
recommended that an Agriculture Manpower project be considered for IDA
financing.

Sebproject XI - Babai Sxpp1emiefitary Study (A-US$49,112) (D-US$49,112)

The study included preparation of preliminary engineering designs and is
supporting the Babai Irrigation Engineering Project assisted by IDA Credit
1093 appoved January 6, 1981 for US$3.4 million (Irrigation VI'. This
project assisted the preparation of detailed designs and tender documents for
the proposed Babai Irrigation Project.

S(ibproject XII - Methatiital Workshops (A-US$78,137) (D-US$78,137)

This subproject supported the Bhairawa-Lumbini Groundwater Project
assisted by IDA credit 654 for US$9.0 M approved in September, 1976 and
credit 812, Irrigation and Drainage (Sunsari-Moraug) for US$30.0 million
(approved May, 1978). Services of a mechanical superintendent were provided
under the sub-project.

Stubproject XIII - Cash Crop Developmefit (A-US$90,000) (D-86,144)

The sub-project assisted the Government in preparation of a cash crop
development project which is being assisted by IDA with US$6.0 million. The
credit was approved on March 22, 1983.
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CRITERIA FOR SUB-PROJECT ELIGIBILITY

1. A sub-project should be of high priority in the Borrower's develop-

ment efforts and be one of the following:

(a) a feasibility study or other investigation required
r for preparing projects suitable for financing by the

Association or other external financing agencies (with
priority given to studies of projects believed likely

t to be suitable for consideration for financing by the

Association);

(b) technical assistance or staff training program designed
to strengthen institutions in Nepal responsible for
project planning and implementation; or

(c) a study to provide information required for the
selection of specific projects for implementation, or
for improvement of overall economic planning.

2. A Sub-project should have no equally suitable financing available
from the United Nations Development Program or other external financing
agencies.
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