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NEPAL: STATUS OF THE ASIAN DEVELOPMENT BANK'S PROJECTS 

1. LOANS 

Project 

Air transport 
Development 

Jute Develop­
ment 

Agricultural 
Credit 

Date 
Approved 

Dec. 18,1969 

Dec. 10, 1970 

Amount 

6.01 

(2.00 
(2.00 

Dec. 23, 1970 2.40 

(IN MILLIONS US$) 

(Years 
Terms (incl. grace 

(period: 
(Interest 

30 (7) 

12 ( 3): 
12 (3): 

: 2% p.a. 

2% p.a. 
7~ p.a. 

16 (4): 3% p.a. 

Kankai Irri- . 

! 

Currrulative 
Amount 
Disbursed 

1.102 

o.oo6 

(as of December ·14, 1971) 

Remarks 

Entirely from Special Fund 
Resources 

From Special Fund Resources 
From Ordinary Fund Resources 

Entirely from Special Fund 
Resources 

gation Dec. 14, 1971 4.5 - 25(7): 2~~ p.a. -- From Special Fund Resources 

TOTAL 16.91 TOTAL 1.108 

2. TECHNICAL ASSISTANCE 

Project_ ]!at_e_ AP_p!ove<! ___ __Amount Status 

Air Transport Dev. Dec. 18, 1968 

Agricultural -Credit Dec. 23, 19 

Kankai Irrigation Dec. 17, 1970 

0.35 

o. 

0.21 

Field work proceeding 

Field work proceeding 

Consultant's draft 
report under review 

Chitwan Valley Oct. 19, 1971 0.242 Consultants being 

Remarks 

For advisory and operational 
1urposes 

For advisory and operational 
~urposes 

For aration 

Development recruited For project preparation 

TOTAL 0.953 -
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NEPAL: Status of ADB Projects (cont'd.) 

3. PIPELI1~ PROJECTS FOR 1972 

Project 

Chitwan Irrigation 

Gandcik-Hetauda 
Power Transmission 

Hetauda-Narayangat.h 
Higcnvay 

Possible Industrial 
· Project 

Tentative 
Amount 

4.0 

1.5 

6.0 

Amount to be 
determined. 

-2-

I 

Description 

Construction of diversion weirs, 
link canals from the Nanohari 
River to the IJohari River, and 
other irrieation netHorks to 
cover about 12,000 ha. of land, 
together uith integrated agricul­
tural development study. 

Const1~ction of a 132 KV electric 
transmission line from the Gandak 
Power Station (being constructed 
in Nepal by.the Indian Government). 

Status 

Technical assistance approved 
on October 19, 1971. 
Consultants being recruited. 

Consultant's report prepared 
Projects depends on implementation 
of Nepal-India agreement on pro­
vision of energy from Gandak to 
Raxaul (near Birganj) through 

-~-- ~ _ _ _ _ _ ___ _ _:r_n_di,3. grid. 

Construction of 80 km. road, vThich 
is a section of East-Vlest Highway, 
together with bridges. 

Arises out of UNIOO Survey report, 
still being studied by 00vcrnment. 
Project likely to cover a number 
of sub-projects through Nepal 
Industrial. Development Corpora­
tion (NIDC) o 

Feasibility study completed by 
German consultants • 

. Fact-finding mission visited Nepal 
in October, 197lo 

Project depends on the GoVernment 
and NIDC' s intentions to accept 
terms of Executive Assistance to 
NIDC, which was recommended in a 
Board Paper in September, 1971. 

SOURCE: Asian Development Bank Statement of Loans, Monthly Operational Summary, and press releases. 
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UNDP NEPAL 

6. STATUS OF COU~TRY PROJECTS 

EXCLUDI~G PROJECTS C0).1PLETED THROCGH DECE~fBER i970 .. 
Symbol Country and project Agency Approved by Project Governing Pla:::~ of 

Go\-erning duration Council Operation 
Council earmarkings signed 

" (years) (US dollars) (date) 

NEPAL 
HEP 7 Feasibility Study of FAO Jan. 1966 5~ .+;. 2,312,300 !/ 23 ge,rch 67 

Irri gation ]).::·.-e lo~ent 

in the Terai Plain 
(Phase II) 

NEP 13 Forest D:'\--elopnent FAO Jan. 1969 4 l,Ol4,4oo 8Je.n. 

liEF 16 Road Feasibility Studies uu Jan. 1969 4 1, 24-7, 6oo ~/ 19 Feb. 

1-.'EP 8 Develo~nt of '.·:a er WHO Jan. 1970 2~ 752,400 4 Dec. 
Supply ~~d Se~era~e in 
Greater Kath..'IU!ldu and 
Bhakta pur 

NEP 12 Increased Use of Ri~h- FAO Jen. 1970 3 979,400 16 Se:rt. 
Yieldinc; Crop V3.rieties 
and Fertilizers, Central 
Nepal 

llEP 19 Training of Supervisors 11.0 June 1970 4 876,6oo 14 May 
and Skilled Personnel 

-
for Public \"orks 

NEP 21 Te1e com.."ilUUlication and Ci vi ITU Jan. 1971 4 1,265,200 
Aviation Trainin~; Centre 
Aroand Niketan 

Note: See rage 14. 

!./ Includes supplementary ear.:1erkings of $464,000 approved by the Governing Council at its 
January 1971 session. 

V Includes supplenentary ean:narkings of ~251,300 approved by the Governing council at its 
January 1971 session. 

70 

70 

70 

70 

71 

2/ Project operatior~ started through a partial alloca~ion, issued prior to project approval by the 
Governing Council, unde r "pre-project a.ctivities". 

~/ Project ope rations started through a partial allocation, issued prior vo official aut~ri=stion 
to coorence execution. 

Author! z.a tion 
to commence 

execution 

(date) 

ll April 67 

30 Jan. 70 

24 }'.arch 70 

14 Dec. 70 

7 Oct. 70 

3 June 71 

(Oct. 70) 21 
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TO: 

FROM: 

SUBJECT: 

INTERNATIONAL ~EVELOPMENT I INTERNATIONAL BANK FOR I INTERNATIONAL FINANCE 
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION 

OFFICE MEMORANDUM 
Files 

/ 
DATE: Jani.ta.ry 4, 1972 

J .-n. Roulet 
; l / 

NEPAL - UNDP Five-Year Program 1972-1976 

1. On December 2, 1971, I met Mr. Joury, UNDP Resident Representative, 
at the UNDP offices in Kathmandu. Also present for the UNDP were 
Mr. David Smith, Deputy Resident Representative, Mr. s. Pellback, FAO 
representative. Mr. Dorris Brown of Agriculture Projects Department 
was also present and has circulated a separate note on a proposed 
fisheries project. 

2. Mr. Joury gave me a preliminary draft of the UNDP proposed program 
which had just been put together. He stressed that while the target 
agreed for Nepal is current~ $15 million for five years or $3 million 
annually, a rough estimate of ongoing and possible new projects would 
amount to $9.5 million for the next two years alone. Indeed, already 
approved projects (including the scheme for training of hotel personnel 
expected to be approved at the next Governing Council meeting in 
January, 1972) would account for more than $3.5 million. in 1972. 

J. Mr. Joury stressed that while he planned to submit a special plea 
to the UNDP to increase the target he emphasized that even if this were 
successful, it was clear that it would be extra~ely difficult for UNDP 
to add new schemes ~o the program. Actually, he was hoping that, other 
agencies, including the Bank Group, would be prepared to assume some of 
the financing so far expected to be borne by UNDP. In this connection he 
specifically referred to the bridging operation for the Birganj project 
(NEP-7) and enquired if the Bank could finance all or part of the 
$300,000 allocated for this purpose. I explained to Mr. Joury the Bank's 
current position on retro-active financing and said that although the 
amount involved was expected to be used to finance consulting services 
for project preparation, uncertainties about the timing of the proposed 
loan were such that I doubted very much this could be possible. In view 
of this and of the fact that the bridging operation had already been 
approved, I recommended that no change be made. 

4. Mr. Joury said that briefs had been requested from all specialized 
age~cies of the U.N. by mid-January in anticipation of the preparation 
of the background paper. I said t hat since we had already provided UNDP 
with copies of our economic report and of other doc~~ents of a general 
nature, I doubted we would have much to add at this stage. I said, however, 
that we would be glad to review the list of projects he had given me and let 
him have our conune nts • 



Files - 2 - Jaruary 4, 1972 

5. At his request I described in broad terms the areas in Whlch we 
were hoping to provide assistance to Nepal, as per the five-year 
lending program attached to the last CPP. 

cc: Messrs. Riley/ Abdi 
Pranicb/D.Brown 
Hayman 
Dickerson 
Dickenson 
Krombach 
Parsons 
Kavalsky 

.. 
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E. Agriculture 

·.1. The Fourth Plan sets a growth target fQr the agricultural sector 
of 3 percent for foodgrains and 7 percent for cash-crops. The input re­
quirements needed to achieve these targets are estfmated in the Plan as 
.follows: 

1969/70 1970/71 1971/72 1972/73 1973/74 1974/75 
(actual) 

· Fertilizer 
( 1000 tons nutrient) ).5 14.7 18.1 21.7 

Improved seeds 
( 1000 tons) 0 • .5 1 .1 1 .• 6 3.0 2.8 

Total irrigated area 
( 1000 hectares) . 225 230 235 250 )06 · 

. . 
It is estin1ated that approximately half the increase in production 1iill be 
obtained from added fertilizers, 20 percent from improved seeds, plant pro­
tection materials and implements and 30 percent- from added irrigation and 
land. 

2. In 1969/70 an estimated 225,000 hectares of gross cropped area was 
irrigated. The Fourth Plan target is to add 144,000 hectares of irrigated 
area. Approximately 25,000 hectares is to be added through ·minor irrigation 
works at the -rate of about 5,000 hectares per year. The remaining 120,000 
hectares would come fronl the completion of .the Chatra, Gandaki East and Gan­
daki. \1est canal systems plus 12,000 to 15,000 hectares in the Birganj Ground­
water project. In termz of achieving the Fourth Plan targets, none of these 
projects vnll provide an increase in irrigated area before 1973/74. The best 
possible estLmate is that under present conditions of financing -and technical 
assistance, not more than 40,000 hectares of added irrigated area would be 
available for 1974/75 crop year. 

3. Fertilizer sales have increased -at the compound rate of approximate~ . 
20 percent ·a year for the past four years. The Fourth Plan's estimate implies 
that fertilizer sales v-10uld quadruple in the first two years of the Plan, drop­
ping down to an increase of about 20 percent a year in the last three years. It 
WOQLd seem more realistic to assume that the growth in demand for fertilizer 
would be the reverse of the proposed targets a~d would be closely associated 
with growth in added irrigated area and the use of high yielding varieties of 
seeds. As pointed out above irrigated area is likely. to fall substantially 
short of the targets. It is anticipated that high yielding varieties of seeds 
will become available during the Plan period and at this time new varieties 
of wheat and padqy are under test at the research stations. 

4. There is no way to determine whether the proposed Rs. 47 crores of 
agricultural credit allocated in the Plan will be adequate. It is clear, how­
ever, that the structure for providing agricultural credit involves the dupli­
cation of staff ar~ sources of credit at the ward Panchayat level • . At this 
level in many districts both the Agricultural Development Bank and the Com­
pulsory Sa·nngs Scheme staffs will be providing cred.i t services to farmers. 

. . 
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5. Major progress has been achieved :tn developine resources for 
agricultural research in the foodgrain crops. Researchers are now begin­
ning to rrork on production problema with sugarcane, tobacco and jute arxl 
on water management and water requirements for irrigated crops. The· 
greatest weakness continues to be the lack of an1 effective research in 
animal husbandry, dairy arid horticulture, expect for potatoes. If Nepal 
is to achieve its livestock, dairy and horticultural production objectives, 
it appears nec-essary to initiate research that would provide the needed 

· technology for pasture, fodder and fruit production. · The existing agri­
cultural education and research department appears best equipped to per-

.. form this type of research. 

6. Up to this point the Animal Husbandry, Horticulture and fishery 
Departments have concentrated their programs on providing services to 
farmers. Improved livestock has been distributed at subsidy prices. 
Fruit tree ~eedlings an9 fish finge:li~s have becn_distribu~ed thro~gh­
out the nat~on. Except for the beg~nmng· of extens~on l-rork ~n the f~shery 
departments, very littld progress can be observed in the effect on output 
or these distribution a~ service efforts. . 

. 1· . An encouraging ldevelopment has been the recent expansion of the 
Agricultural Economics ~epartment in the Ministry of Food and Agri­
culture to an Agricultural and Economic Planning Unit. This revitalized 
department has recently initiated a number of studies dealing with . evalu­
ation of ongoing agricultural projects and the determination of economic 
priorities for proposed .projects. 

8. . It is recommehtd that HI1G reconsider its priorities for the 
completion of ongoing irrigation projects before initiating new projects, 
the rearrangement of its proposed flows of fertiD.zer and seeds, the 
further concentration on research and extension work particularly with 
water management crop pattern and fertilizer responses and ·a reevaluation 
of the proposed U1IDP NEP-12 project. The NEP-12 project proposed to build 
a large size facility at Hetaura for the processing of pad~, wheat and 
maize seeds. It is questionable whether this is the optimum location or 
the optimum size for a seed precessing facility. It is also suggested that 
the soil fertility aspect of this project be expanded to include trials 
on farmers' fields regarding the use of fertilizer, irrigation water and 
cropping patterns in the Terai districts. 
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SUBJECT: 
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INTERNATIONAL DEVELOPMENT I INTERNATIONAL BANK FOR I INTERNATION.AL FINANCE 
ASSOCIATION RECONSTRUCTION A D DEVE LOPMENT CORPORATION 

OFFICE MEMORANDUM 
~ /_,_;;,;.,..._ 

Mr. Jean-David Ibul.et-' !,........ , DATE: January 71 1972 
. JI 

David W .M. Haynes 

Note on Birganj Irrigation Project 

Attached herewith is the brief note on Birganj Irrigation 

Project as requested by youo 

Enalosure 
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INTEWJA!.!QFAL DEVELOPNENT ASSOCIATION 

OFFIGE NEMORANDUH 

TO: Mr. David W.M. Haynes 

FROM: K. Pranich, D. D. Brown, M. Burer 
H. R. McDonald and H. Cas sam 

DATE: December 22, 1971 

SUBJEai': NEPAL - P .. ppl"aisal of the Gandaki-Birganj 
Irrigation Project - Back-to-Offic~~ 

1. In accorda.r.lce with its Terms of R~fe!'cnce dated October 29, 
1971, the miss:ion \'isi ted Nepal between November 8 and December 9, 
1971, visiting both the surface irrigation and the pilot gro~idwater 
subproject areas. The mission also inspected the Gandak Bar::·age and 
the Don Branch Canal. 

Surface Irrigation 9~bproject 

2. India has agreed to provide a perennial supply of 850 
cusec for tl1e project from the Gandak Barrage through the Don Bra~ch 
Canal. 'lbe rr.ission found that some structure~ in this canal, H~lich is 
enti:t: ·:.J.y in ~1•ii.!U"1 terri tory, Ttrere poorly G.osigned and con5tru~;tcd 
and that one main structtl:'e ha.d collapsed. It sho~d be a condition of 
negoti~tion that Nepal had concluded arrangements wlth India, ~atis­
factory to the Association, for inspection, maintenance and repair of 
the Don Brancil Canal with only a one-month closure annually. ·._ 

3. ThG projec~. covers 28:700 ha net ru1d, with some modifications, 
appaars to be technically sound a!ld economical:i.y viable. India plans 
to complete construction of the large canals, d:>wn to 20 cuse~ ·" by 
Juna 1972 but the proje~t would include some additional structttrcs 
needed to obtain proper control in these canal~,. The project l-Iould 
also include the distribution system do1·m to farm turnouts and 
integrated agricultural development comprising experimental fa-~s, 
extension services, multi-pu_~ose cooperatives, storages, feeder 
roads and traj.n~ng of local staff. · 

4s The estimated cost of the project is US$10.5 million, 
including US$4.5 mil:!.ion equivalent foreign costs. In~.a is com."T.itted. 
to make a grant towards the cost of the distribution system: the 
a~act amo~t is being negotiated (Nepal plans to request VS$800,000 
eqm.valen t) • Tha mission recommends that Nepal sh')uld be allowed to 
apply thi3 gr['.n t to her share of the financing pl<m. 
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Pilot Groundwater Subproject 

5. This subproje~t consists of improvement to 14 exist.i.ng 
tubew\3lls and the sinking of 14 new tubevlells for irrigating 2, 700 
ha adjoining the surface irrigation subproject. It al~o includes 

/- integrated agricultural development. 

6. The subproject is technically fe~.sible. The estil:1at8d cost 
is around US$1.5 million 1-,i.th a foreign currency compone!'lt of about 
US$1 million. The rate of return of n-8w wells alone 1 assuming the 
existing croppir..g pat tern of: paddy a.~d lvhea t, uo'l!.1d be J.ol-Ter then 
10% but the subproject is eco:1omically via.ble if the exiGting wells 
are regarded as st~~ cost. s:nce ~~is subproject wj_ll se~~e as a 
pilot project for th3 large areas of Nepal wh~re gro:.mdwater is the 
only soUJ.'Ce of irrj.gation, the mission recc!l1!11ends its financing. 

!3Ypoa'}d c~ t 

7. · The total c·:>st of the project is about US$12 million, 
includi..,.g US$S .. 5 million equivalent foreign costs. Area Department 
h..~s ::.nd.ic~tt~d that en ccuntry ground it would recommend financing also 
of a ~orticn of local ~"Cpendi tul'es a 

8. Genja is presently grown in small plots totallng no mo!'e 
than 100 ha, scatte~:-ed over the project area. The GoYem-nent . 
indicated that should the Association wi.sh, it would not issue pe::mits 
for gr~~dng this crop j_n the projact area. The mission feels that the 
A~sociation may :vJish·'w ban this crop from tLe project a~ea entirely. 
A decision c·n this is requested" 

KPranich:ccb 

cc: Messrs. Chade!let Evans {2) Clyde 
Ba.·..mJ vlapenhans (2) de Liedekerke 
Ri~~nan Mcivor B& Davis 
King Adler 
Rov~"li Takahashi 
Lee Da..""''lell 
EngelrnaJm Courbois 
van de:r Tcl-c Jones (3) 
Lithgow Forcu:n 
Lind Roulet (5) 

Cent~al Files Residsnt Staff in Nepal {3) 





.. C'· 

INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELO FMENT 
DITERNATIONAL DEVELOH1ENT ASSOCIATION 

OFFICE 11EMORANIJU1.1 

TO: Files DATE: June 16, 1971 

FR0!1: 

SUBJECT: 

D. S. Ballantine (with 0. Harkgren) 

NEPAL - Reconnaissance of Education Project 
Full Report 

1. I Visited Nepal from Hay 21 to 26 and Mr. 0. l1arkgren from 1-fay 16 
to 27, 1971. The objectives of the visit, in accordance with terms of 
reference dated April 27, 1971, were: 

(a) to identify project possibilities; and 
(b) to assess the state of readiness of a possible project and the 

time required for completion of project preparation. 

Summary 

2. The possibility of an education project was discussed with the 
government during the Visit of the economic mission in April 1969. However, 
the government had little interest in a Bank/IDA financed project at that 
time. Also priority areas in education could not be clearly defined becaus~ 
of lack of basic information about the system. 

3. The situation has changed radically since then. The lfinistry of 
-Education has organized a well functioning statistical unit and developnent 
of the education system has become a ·question of vital interest to all 
concerned. A "NeH Education Policy" has been agreed on in principle by the 
Cabinet covering the Fourth Five Year Plan period (FY 1971-1975) with the 
objectives of making the education system more relevant to economic develop­
ment needs and of making the best use of scarce resources. 

4. This time the government showed keen · interest in Bank/IDA 
partici}:ation in an education project to help in the implementation of the 
new policy. During discussions with government officials, representatives 
of multilateral and bilateral agencies, the following appeared to be priority 
areas for possible Bank/IDA financing: 

(i) 
(ii) 

(iii) 
{iv) 

(v) 

teacher training; 
equipnent and furniture supply for "vocational" senior secondary 
schools - actually pre-vocational by our definition; 
development of education by radio; 
agricultural education for middle level manpower; and 
technical assistance related to items (i)-(iv) above. 
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5. . FUrther studies need to be done by the government as a basis for 
more detailed and precise views on possible project items. The mission 
estimated, after discussions with government officials, that some of the 
studies will take 6-12 months to carr.y out, which indicates that a loan/ 
credit in FY1974 is a reasonable e~ctation. 

Action Required 

6. The Bank should by letter indicate the substance of the mission's 
findings and request reports of progress in preparing more specific 
information on the items included above. If progress is good, a mission to 
confirm the project content and to help prepare the project might be sent to 
Nepal about one year from now. If progress does not work out as expected, 
another reconnaissance mission might be considered in about 9 months. 

THE REIDRT 

A NeH Education Fblicy 

1. Shortly before our arrival (on April 2) the Cabinet had agreed in 
principle to a "New Education Policy" (NEP) covering the Fourth Five Year 
Plan (FY 1971-1975) J:eri.od _.Jhich has just begun. Although it is not based 
on an,r adequate man~ower analysis and does not provide answers to a number 
of specific questions (it is a policy - not a plan), it does outline quite 
clearly bold and comprehensive reform of the Nepali education system. The 
initiative for the new policy is said to have come from the Crown Prince and 
the group t-Jhich prepared the report is referred to as the "Palace Task Force". 

8. The primary objective of the new policy is to make the education 
system more relevant and serviceable to economic development needs of the 
country. A number of explicit measures are indicated which, if followed 
through Hill make this more than the customary pious statement. In its 
realistic tone and spirit the policy is comparable to the Tanzanian policy 
defined qy President ~erere, although more conventional in its specific 
measures and less an expression of a country's unique social philosopqy. 

9. Among the major measures indicated are: 

(i) A change in· structure of the education system from 5-2-3 to 3-4-3. 
This automatically changes the prima~ enrollment ratio from about 30% to 
about 50% vJith the 5-year objective of reaching 64% on the new basis. · Host 
significant i s the decision to provide less primary education to larger 
numbers of students. There 't·ti.ll also be a 5-year increase in enrol lment at 
the intermediate level (formerly up:t:er primary and lower secondary) from 
about 13% to 20% and at upper secondary (grades 8-10) from about 6% to 13%. 
Second level technical education, now handled by many ministries, will be 
coordinated under the Yunistr,y of Education. 
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(ii) Primary and intermediate curricula will be basically the same 
for all students except for adjustments of subject matter to regional 
enviromnents. Up:r:er secondary· (grades 8-10) will be di v:i.ded into 3 principal 
tY}es (general, sanskrit and vocational) with the vocational being sub­
diVided into various sp3cialize d areas, of l\]hich agriculture Hill be 
predominant for the early future. Both the general and sanskrit streams 
will include 20% vocational subjects. The vocational streams will have 30% 
vocational studies (not counting Math and Sciences) plus an additional, 
optional 10%. This "vocationalizing" of secondary education is a major part 
of the ne1-1 policy and was the point on which HHG most J:ersistently pressed 
for B~nk assistance. 

The intention is to begin the vocationalizing of upJ:er secondary 
education in the first year of the plan in tv-ro pilot districts and on the 
basis of information and e;~rience gained to continue at a rate of 13 to 25 
districts a year throughout the plan, reaching a total of 73 by the end of 
1975. This is undoubtedly an ambitious schedule although just what the 
program will be in each district has yet to be determined. Tt1o teams are 
presently conducting surveys in the tvJO pilot districts, not only to outline 
specific projects but also to collect information on the schools in those 
tl-10 districts not noH available in Kathmandu. It may take 3 to 6 months to 
work out preliminar.1 project data for the first 2 districts and another 6 
months or more to project this forward for subsequent years of the plan. 

(iii) Reorganization of higher education is also drastic. Apart . from 
a cutback in university admissions begun last year, major structural changes 
are indicated in the NEP. Higher education -vrhich now consists of the 
University (1,000 students) plus about hO degree and diploma colleges will 
be organized under the University as an administrative and policy institution · 
into 16 institutes, representing different discirlines, covering (umbrella 
s~le) several levels of training, as may be appropriate and timely for that 
discipline area. The general emphasis in the Fourth Plan is on the increase 
of training at the diploma or mid-technician level, postponing initiation 
of nev-1 degree level courses until the end of the plan J:eriod or later. 
Health, . engineering and agriculture are the three areas to which most 
attention will be devoted during the Fourth Plan • . 

The case of. the College of Agriculture illustrates the degree 
to which the Fblicy report goes (and does · not go) in defining the new 
system. It is agreed (by most) that the college will concentrate on . 
technician training during the Fourth Plan and probably be in the Kathmandu 
area, although y:erhaps at a netv site outside the city. Its training target 
will be 700 junior technical assistants (JTA) and a new course at inter­
mediate college level for JT's or junior technicians. Although some favor 
it, initiation of degree level and stu~ 1~11 probably not take place in the 
Fourth Plan. BSc. (agriculture) graduates 'tJould continue to train mainly 
in India. Ho1-Jever, a new site for the college has not been chosen, no 
specific institutional planning is under w~ and it is not clear how much, 
if any, of the Agriculture ~partment' s facilities might continue to be used 
when it is detached from the Department and becomes part of the university. 
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There is a possibility (for the longer tenn recommended by an AID survey) 
that degree level work might be concentrated in Kathmandu, fed by one or 
more intermediate level campuses outside the valley, e.g. at Birgan, where 
there is already an exJ:eriment station and where the Bank irrigation project 

. will be located. 

(iv) Teacher training, especially primary, is given a ver,y high 
priority by everyone, but very lo'\·1 priority and very little budgetary 
provision is given for expanding facilities. Thus far the teacher supply/ 
demand balance has not been projected in any detail and there is good reason 
to ex~ect a ver,y substantial shortfall from the target of 31,000 teachers 
in 1975. Only nominal attention has been given to urerading the existing 
teacher force, only 25% of whom are qualified. Attrition of teachers has 
been very high and recruitment of trainees difficult. It is ho:t:ed that an 
increase of SO% in teacher salaries will improve this situation. A National 
Developnent Service vrl.ll also be introduced as an integral part of university 
courses. The students 1vho have passed the first year of a diploma or degree 
course 't\rill have to serve for one year in a place decided by the government. 
MOst of these students ~dll serve as teachers. 

Radio 

10. We discussed with a number of officials the possibility of 
developing instructional radio as well as broadcasts for adult education 
and training. Some years ago there had been a not too successful effort 
in broadcasting, but opinion now favors another, better planned attempt. 
An exrert adViser is ex:r:ected shortly to help in drafting a scheme. 
I1r. Clark, the departing Unesco expert, has included a short annex on radio 
in his final report. 

Expenditure 

11. The New Education Policy in effect replaces the Education Chapter 
of the original Fourth Plan and projects total expenditure for education at 
roughly three times the level of the original plan. 'tve uvere told by Hr. 
Thapa, the Finance Secretary, that 1·1hile the higher figure has been accepted 
in principle by the Cabinet, no decision has been taken as to ho'tv to raise 
the additional revenue. The 5-year expenditure on education totalling about 
US$56 million is divided into the developnent and the regular budgets. Under 
the definitions, 1--Jhich are difficult to understand, the regular budget for 
the Third Flan period is substantially smaller than the developnent budget 
and in the Fourth Plan it is not much larger. 

12. The Fourth Plan allocates almost nothing for ne\v construction of 
schools, the feeling being that this is costly and of lower priority than 
equipnent and technical assistance. It is also expected that most of the 
costs of construction for prima~ and secondar.y schools will be borne by 
local authorities. This vie'lrJpo.int may contribute to the government's reluc­
tance to expand capacity for primary teacher training. 
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Project Priorities and Readiness 

13. Uost goverrnnent officials agreed on the four priority areas listed 
belot·T, although they ranked them differently. Dr. H. B. Gurung, the education 
member of the Planning Com..lllis sion listed them as follmJs: 

{a) 

(b) 

(c) 

(d) 

Teacher Training - Here, in the judgement of the mission, the more 
difficult decision may still need to be taken (to expand facilities) 
and this may take further study and discussion ( 6-12 months). 

Second2.ry Vocational Education - As indicated, preliminar.y project 
data 1-1ill not be available for 6-12 months. 

Educational Radio for: (i) primar.y instruction, (ii) teacher 
training, and (iii) adult education. Even an outline scheme as 
a basis for a decision to do something is probably 6 months away. 

Institutes of the University for agriculture, engineering and 
health. The first stage of the engineering institute (technician 
level) is soon to begin. It has an allocation from UNDP of 
US$785,000 and t-Jill be assisted by ILO. No interest v1as expressed 
in Bank assistance for the medical institute. Necessary decisions 
for the agricultural college may require at least 3 months, 
follo1rJing which preliminary project data needs to be ·Horked out, 
requiring perhaps 6 more morrths. 

All these time estimates are ver.y rough and tentative, but they suggest 
· that a loan in FY1974 (but probably not before) is a reasonable expectation. 
Since the priorities for a small loan are fairly obvious and agreed, it is 
not considered that a ffi\1 1.vould be appropriate. He hope to receive written 
reports of progress in Harking out the SF€cifics of the items indicated 
above as uell as information· on vrays of raising funds for the implementation 
of the ne'l>J ~olicy. If progress is very good, ·vle might contemplate a mission 
to confirm the project content and help prepare the request about 12 months 
from nov-r. If progress is not good, we might consider another short recon­
naissance in about 9 months. 

cc: Messrs. Chadenet, Baum, Engelmann, Rovani, King, Lee, Lithgmv, Elliott, 
Calika, Hultin, Dwmill, Stewart, Lethem, I1elmoth, Roulet, 
Kavalsky. 

Op. Files, Div. Files. 
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FROM: 

SUBJECT: 

C_ 

. • 
Roul-:! t 

-· 
INT[RNATIO~~Al DEVELOP~iNT I·' INTE'~ATIONAL 8A~K FOR ., . INTERNATIO~;AL FINANCE 

ASSOCIATION RECONSTRUCTIO~ AND DEVELOPMENT COF{PORATJO~ 

OFFICE f\/\EMORANDUM 
Files DATE: December 27, 1971 .. 

-<:....: .l 
Basil G. 

., 
Kavalsky · :: · .,, ·· .- , .. 

Nenal: Centre for Econo:rric Develon:nent Administration (CEDA~ 

1. From October 25th to November 9th, 1971, I p~rticipated in the 
course for under-secretaries of the Govern11cnt of Nepal given by CEDA. 
I joined Sang Chul Sul1 of EDI rTho had been in Katr.mandu since the start 
of the course two Heeks earlier. 

2. The course was attended by 22 under-secretaries dr2~1·1n from a 
l·rl.de range of ministries. Host of these men '\-Jere in their middle or 
late thirties ui th considerable administrative e:~eriencc. There ·Here 
very feH hm·:ever 1·d. th an:r postgraduate training and none who had degrees 
.from overseas uni ver_si ties though so::1e had been on specialized trtinir.g 
progrcuns. The under-secretary level is the basic '\·;orld.ng level of class 
I officers and is attained after five to ten years of service. Nepal 
has 6-700 of these and the number is to be increased over the next few 
years. 

3· CEil~ 1 s training program for this level has the endorsc.'"!lent of 
the goverm.ent 1;hich plans at a later stage to make the cou:cccs compulsory 
and promotion dependent on participation and perfonnance. CE:DA is in 
the process of b:J.ilding a ln.rge centre on the CZ.:7l!JUs wi1ich Hill en2.ble 

· the course to be run residentially in future. The undcr-secret.arfes 
progrm11 consists of three one-month sessions Hhj_ch can be tt3Jccn in a!\Y 
order. The fi1·st l:hich had already been held is on project planr.inz; 
the second on economic development and the third on development adr;d..ni.str~­
tion. 

4. For the first course, CIIDA l-:as able to draH on the help of 
Arie Bsenhakker of Ford r:ho rw.s instrumental in dcvisine the pror;ran. In 
addition, a rrw'":lber of very able people 1·:i th ove:r.scc:.s traird.ng such as 
Jagdish Upadhyc:hya 1-:ho has subsequently joined th8 BallJ(, Ratna Rana -v:ho 
has ta1cen up a tcachin~ appoint:r:ent in tte U.S., and Pr.:J-cash :Whani 1.:r1o 
was elected to the Rastriya Fanchayat, r;ere available. The departure of 
all four of the abcve created an extrerr1ely difficult si tu.::tion for 
Pashupati Rana, the Director of CEDA rri. th the resulting SOS to the Bank 
to assist in the course. 

5. 1-J'e vrere interested in helpinz for a number of reasons. First 
of course, it ·Kas clec-..r th3.t a progra'n l rhich 1-;e judged to be very 

. ·useful and prcmisir.g 1-1~.s beir..g jecparclisC;d by personnel scc:.rci ty. 
Secondly, the progr~m is still at a formative stage ar'.d there ;.;as the 

--possibility of influencir:g it a-.-ray from the rather acade."Tlic orientation 
which is usually a feature of such co~rses. Third 1·1as the need to assist 
in the training of the new group of lecturers and staff members who are 

, 
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now rrl.th CEDA. Fourthly, there was CEDA itself, .a worthHhile organization 
. to whose present and i'ut-ure activities \-le would like to contribute. 

6. For these reasons, EDI deputed Sans Chul to p~ticipate in the 
course. I rTas asked to join for the last half, i.e., the sessions on 
sector prograrr,nring in Nepal for r-rhich a koov:ledge of the economy ;.;as 
necessary. Sang Chul gave most of the lectures in the first part of 
the course dealing i'U t.h the general problems of develop::uent. I partici­
pated in. a series of sessions on pl~uw.in~ in individual sectors and 
foreign aid. \'le both took part in the final '\·mrkshop in r.rhich the group 
was divided ~~ong four sectors and asked to prepare a plan for each 
sector. 

7• In general, the course se~med to me to be most successful. We 
were impressed by tbe calibre of the students and also impressed by 
their obvious gain in confidence and increased willingness to question 
and discuss as the course progressed. 

8. 1-Jhile there is not much doubt that CEDA is headed in the right 
direction and also no question o~ the ability of Pashupati P~na to 
steer it properly, tho quality of the local lecturing staff gives some 
cause for concern. Ford is assisting the ne)~ courses ttu~ough a six­
month contract to Dr. Vijay KeJJ:er of the .Ad-llni.strative Staff College 
Hyderabad. The supporting staff remains very '\7Cak hov;ever and ·Hi:Lhout 
a determined effort to r~cruit so:ne able Hepalese and. trcin intensively 
the people nol1 available, it is hard to see hov; CEDA is eoir:g to carrJ 
out the very ambitious pror;rc•;ns of its director. He tri(;d to emphasize 
the nr:!ed to concentrate on the upd.cr-secrete_ries course and keep at a 
minimum such a.cti vi ties as consul tancy contracts. I doubt ho~·1eYer that 
the message got throu&'-1 and an appropriate letter to Nr. nana might 
be drafted re-e!ilphnsizing these points. 

BJKavalsky:myc 

cc: Roulet, Frost, Sirken, S.c. Suh. 

, 



TO: 

FROM: 

SUBJECT: 

INTER~ATJONAL DEVELOPMENT I INTERNATIONAL BANK FOR I INTERNATIONAL FINANCE 
ASSOCIATION I RECONSTRUCTION AND DEVELOPMENT CORPORATION 

OFFICE MEMORANDUM 
Mr. K.S. Krishnaswamy 

\ . 

~~ Basil G. K av alsky pl i' --,· 

E.D.I. Assistance for the Center for Econonic· 
Development and Administration (CEDA) Nepal 

DATE: Hay 21, 1971 

1. \oJhile in Kathmandu, Jean-David Roulet, Pieter Bul ters and I had 
discussions with Dr. Arie Beenhc?.kker, one of the Ford Foundation 
advisers to CEDA. Unfortunately Pashupati Rana, the Director of CEDA was 
not in KatP..mandu '\o.nile I w-ras there, but Pieter Bulters rtas subsequently 
able to meet him~ He complained about the lack of response from the EDI 
to his request for assistance for a short course for administrators at the 
Joint-Secretary and llipartment Director level. He enviBnges a one vTeek 
course and r;ould like t'\.;o lecturers from EDI for this purpose. He argues that 
this course is a necessary complement to the C<YJrses being arranged for lower 
level administrators. \Vhile there is some justice in this argument, your 
view that he does not have the status to c&rry through a course of this type 
seems to be correct. In addition his motivation may be as much the desire to 
achieve additional prestige for himself and the Institute as anything else. 
On the other hand we heard nothing but praice for the way he is running CEDA 
at present and the programs which have been organised in the past year. It 
would seem vlise ho-v1ever to wait till such a request came from other quarters 
of the Government, possibly either the Secretaries for Finance or Pl~nning. 

2. \ole need to reply to him hmvever and I Hould suggest that 1-re quite frankly 
express our doubts about the usefulness of such a course and the response that 
would be forthcoming from the Government, but say that we would reconsider 
this if at a later stage there did seem to be a need for the course. In the 
meantime, we could begin our involvement ·Hith . CEDA at a lm-rer level through 
association with their program for under-secretaries which Dr. Beerillakker 
described tous, and is outlined below. Apparently Pashupati Rana did not 
shovr any great enthusiasm for our participation in this course, but everyone 
else we spoke to seemed to feel that this was the point to start. Ob-v-iously 
we have to tread very carefully but hopefully something useful will emerge. 

). The progra~ for training under-secretaries seems to me a very 
encouraging one, and exactly the level which CEDA should be gearing 2tself to. 
Fortunately, the idea has the full support of H. M.G. The idea is to train 
about 100 of the 500 to 600 Class II officers each year. Promotions would be 
dependent on officers having undergone the training. The basic course would 
last three months and be divided into three one-month sections covering 
general administration, economic developn:ent and manageMent respectively. · \o.J'e 
have no further details about the curricula other than these rather general 
and uninformative titles. It would not be necessary for an officer to take more 
than a one month segment at a time since it is llnlikely that many could be 
released for three consecutive, months. All three sections would have to be 

~ taken at some point ,however, to complete the course. About 25 people r1ould 
be taken at a time, so that the full program is expected to stretch over 
something like nine years allol-;ing for expansion in the number of officials. 
(The arithmetic doesn 1 t quite work, but the information we were given v1as 
rather sketchy.) 
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4. Potentially this could be a tremendously useful course and it is 
important to try and give whatever support is needed to ensure that it is 
a success. \\That I proposed vias that we send someone out to participate in 
one three month session as a lecturer. 1moever goes out could spend about 
a month there beforehand to co-ordinate with the local lecturers. At the 
end of his assignment he could review the course and suggest revisions if 
these seem to be needed and also consider the question of an ongoing EDI 

··· involvement if this would be useful. It was felt in Nepal that assistance of 
this kind would be particularly helpful on the public administration side 
where the teaching staff of CEDA v1c.s not adequate for the job. This could 
however be discussed. The pro~nsion · or literature and material used in 
EDI courses would also be appreciated. 

5. Could we discuss this at some time? 

BKavalsky:pw 

c.c. to Messrs. Roulet, Bulters, MoMiller, Stubenitsky 
_--.. 





Source: Nepal E.conomic Report, June 1969 o 

AHNEX 2 

POPULATION AND FAl'iiLY PUNNL\JG 
I 
I 
1. The 1961 census reported births and deaths during,. the previous 
year at· rates of 33 and 13 per thousand, lJhich are clearly far too lovr. 
Infant mortality must have been omitted on both sid~s of the ledger on a 
substantial scale. The estimated number of infant deaths per thousand vJas 
only six; in a country where there is practically no medic.al service out­
side Kathmandu, this must have been vTrOng. 

2. The actual rate of gro1·Ith is not really kno-vm. The Central 
Bureau of Statistics, from internal evidence from the census vdth adjust­
ments for underestimation in various age groups, estimates a crude birth 
rate of around 40, a crude death rate of 22, and a gro1·rth rate of 18 per 
thousand dur:ing 1961-1971 "}do lluch higher estimates have been publicized, 

·On the basis of the National Health Survey carried out in 1965/6. Figures 
of 54, 27 and 27 are given for the birth, death and grov~h rate per thou­
sand. Painstaking efforts uere made by intervie1·Js in sample villages to 
check on the birth rate by various methods, but the results cannot be 
accepted as solid evidence 1·ri thout further analysis of the samples. The 
villages Here not representative; it -vrould be necessary to check the 

~ results in each one rather than globally, since some of the results do 
not appear credible; and the 11ay in uhich samples of uomen . i.ntervieued 
in the villages ·Here chosen 1r10uld also need examination~ 

3. There Has a previous census in 1952/4, v.rhose quality is unknovm. 
The gro-vrt!l rate betHeen the t·Ho uould be of the o~der of 1-1/2 percent per 
year, if the first census ·Has not a grcss .overenumeration and the . second a 
gross underenumeration or both.: The difficulties are compounded by the 
large migration. In 1961/2 over 30Q,OOO people from the hills ,,-ere outside 
the country, mostly in India.- Over 300,000 people then in the Terai -v;ere 
born in India. It is perhaps safest to speak in terms of round figures of 
40, 20 and 20 per thousand for birth, death and grouth rates ·far the time 
being. · 

4~ The incidence of snallpox, cholera, t~berculosis and malaria is 
relatively high; life eXpectancy is less than in India and Pakistan. Hith 
improvements in health, the death rate can be expected to fall. The na­
tional health program has concentrated on malaria eradication, establishing 
health centers to provide ~raccination and medical services, and the impro­
vement of drinkin~ uater 1·rith the help of U.N., India, USAib and other 
agencies. By 1969, malaria had been eradicated or reduced to practical· 
control in most of the infested areas· except the ~~estern and Far ;:estern 
Tcrai ~d nearby Hill regions. · 

5. Family planning Has started in 1958 by a voluntary organization. 
Subsequently the GOVernment officially assumed responsibility for a program 

y Population Proj Gction for :l lepal 1961-1981, H.H.G •. , Central Bureau 
of Statistics, 1968. 
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and handed it over in 1968 to a semi-autonomous board, the Family Planning 
and Iviaternal and Child Health Board; the chairman is the IJinister of Health. 
The num?.~r of married couples treated in 196 7/8 . Has about 5, 000, bett·reen 
2 and 3 per mil of the total number. The number is increasing and there 
are ambitious plans to expand the program, nov1 confined largely to Kath­
mandu except for an occasional airborne vasectomy team~ The program 
intends to use all the 50 hospitals ro1d 100 health centers existing in the 
country as well as all other sui table channels: the 250 Nepali doctors and 
the para-medical person..11el, government services and voluntary organizations, 
schools ru1d colleges and commercial distribution of contraceptives. The 
latter is already subsidized and doctors are paid an incentive fee for 
vasectomies and IUD insertions. The program receives financial and tech­
nical assistance from numerous national and international agencies "};;./" · 

6. A country like Nepal faces formidable difficulties in controlling 
its population even given the fact that there is said to be ample demand 
for the program's services in the overpop~ated hills. First there is the 
barrier common to many developing countries that the "idealrr size of 
family is still large, almost certainly in excess of 4; family planrJng, 
even if universal, would still not be synonymous -vrith population · control. 
The number of doctors outside Kathmandu is very lo1·1 and of nurses still 
lower 2/. Until there are basic health servlces for living· children, · 
the incentive to limit a far.'ily to 2 or 3 is not very great. Even 1.-1here 
health facilities do exist in some form or other, distro1ce is still a 
problem. It, is said that many deaths folloH illegal abortion. Some 
responsible opinion favors legalization, riot only on health grounds, but 
also on the grounds that the present state of communications mcl(es 
regular contact Hith "accGptors 11 almost impossible. Finally, as already 
pointed out, Nepal r s population is still determined to a large but u..rl­
lmo\·m. extent by migr.:..tion. Nepal has a long -r.·my to go and the need for 
concentration of effort is just as great in this field as in the others. 

v[dO, IPPF, UNICEF, USAID, SIDA, Population Council.-

In the Ec0nomic Affairs Report of the Ivlinistry of Economic Plcnning, 
August 1967, Table 5 records 230 doctors and 112 nurses, of ~mich 
102 and 26 respectively lrere located outside the . Bagmati zone, vrhich 
includes KathQandu. 
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Source: Report by K.F. S. King, FAO/IBRD Co-operative Program, July" .1970 

FORESTRY AND FOREST INDUSTRIES IN NEPAL 

SUMMARY AND CONCLUSIONS 

i. Nepal's forests, which cover 18,000 square miles or about one-third 
of the area of the country, are rich in hardwoods and some conifers. Perhaps 
the best evidence of this wealth is the fact that despite extremely con­
servative forest management practices, an unrealistic and wasteful deployment 
of ro·rest department staff, outmoded forest administrative rules and 
regulations, and inadequate transportation infrastructure, the forests make 
a significant contribution to the economy of the country. 

ii. At present, the most important forest region in Nepal is the 
Terai. However, because of the eradication of malaria, the density of the 
population in that· region has considerably increased in recent years -- and 
at the expense of the forests. This trend is likely to continue. 

iii. It therefore appears unrealistic to spend vast sums of money (as 
is proposed in the Lth Five-Year Development Plan) on the protection and 
conservation of all of these Terai forests before a land-use policy is 
formulated for the Terai. Moreover, the management plans for the forests 
prescribe their natural regeneration in an 80-year rotation. This prescription 
is conservative in the extreme, and does not take into account the possibility 
of replacing the natural forests .with more productive man-made forests. 
Perhaps the greatest example of the lack of foresight, of forward-thinking, 
however, is the comparative neglect of the hills and the mountains in the 
forestry plans. 

iv. It is therefore suggested that Nepal's forestry development strategy 
should be as follows: 

{a) a land-use plan should be fonnulated for the T·erai; 

(b) if the plan calls for the conversion of forest land to other 
forms of land use, .' the exploitation of the forests to be released should 
be such that felling is linked to milling capacity and to demand; 

(c) as the Terai forests are exploited they should be replaced 
wherever possible with quick-growing species; 

(d) acc.ess roads should be provided immediately to those forests 
which possess exploitable stands of timber; 

(e) particular attenti"on should be paid to developing the western 
areas of both the Terai and the Hills for forestry; 

(f) surveys and plans should be initiated now, with a view to 
developing forest~ in suitable non-Terai areas. 

1 
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v. Although Nepal's forest industries are virtually confined to the 
sawmilling industry, and although there are more than adequate supplies of 
suitable timber in the forests, all the mills operate below capacity. The 
reason is simply poor forest administration. This failure to administer 
effectively, to evolve systems which would have a propulsive rather than 
a stultifying influence on forest industrial development, not only adversely 
affects the performance of existing industries, but also prevents the 
introduction of new industries. 

vi. If the necessary administrative reforms are made, and if more 
detailed studies of the Indian market for pulp and paper and for plywood 
and veneer indicate that there will be a demand for these Nepalese products 
in India, then it may be feasible to establish these industries. 

vii. However, pending such favourable results, tl1e strategy of forest 
industries development should be as follows: 

(a) -expand the sawmill industry through the use of equipment more 
likely to be efficiently used by Nepalese technicians and managers than 
the type of mill now worked by the Timeer Corporation of Nepal at Hetaura; and 

(b) develop secondary conversion forest industries such as the 
parquet industry, which have linkages with the sawmilling industry and for the 
products of which there is adequate Nepalese and external demand. 

. ' 



To: Mr. J.P. Huys0r 

.A'( Yl- \. / ~. 
From:' K.F.S. King, I~/A .. Iilo.cMillan and M. Sugimura 

~)ubject: Forest ~i tat ion and Land. Settlement · in lTepal 
Back-to-office ~~port 

Introduction 

·. 

1st De;cemocr 1971 

1. An FAO/IBRD Mission comprising K.F.S. King (team lcM.er and forestry 
opecialist) , A.A. Maci•lillun (economist) and M. Sugimura (consultant agronomist) 
visited Nepal from 1st to 29th November, 1971.. l·'Ir. 3ugimura was in lJepc,l for 
the entire period, Mr. MacMillnn betv1een the 5th and 29th November, and Iv1r. King 
betwleen the 17th and 29th November. 

2. rrhe Mission \'las assisted by Nr. G .. Tibor who advised on possiblG irrigation 
studies in the project area, and by I(Ir. G. R~tzer, smnll sawmills and forest 
roads expert, at present attached to the UlTDP /FAO Forest Development Project. NEP 1 3 .. 

3. The Mission, working in close cooper~tion with the Forest Department of 
l!epal, the Nepal Resettlement Company, and the UHDP/FAO Project NEP 13, assisted 
HI·.'iG of Nepal to prepare a project for possible BaYlk financing. 

4. Before leaving Uepc.l, the Mission prepared a posi tio!l paper vihich 1.-1as 
presented to Hl~G of Nepal and discussed at a mee;ting on 29th November, 1971 .. 
lU-~G was represented by the Chief Secretary, the Secretary of Agriculture, the 
Secret2.ry of Forests, the Director of the Agricul ture.l Econor.~ics and PL:U'L'Vling 
Division, the General Nanager of the Hepal Resettlement Compwy, the .lt3r~isto.nt 

Secretary .of Financet the General Man~ger of the A&ricultural Credit Bar~, &~d 

members of the Hepn.l Plm-J.l1ing Commission. The Unit ed. N;_:.tions Group W:\3 represented 
by the UNDP R(:sidcnt Representative; in Nepal and his Deputy, the Chief of the 
South Asia Di .. .rision of IBRD, the FAO Country Representative and the Project M~ . .nager 
'lf the UIIDP/FAO Project (:rfill' 13) ... 

5· 'Ihe report vlhich follows is basically a summary of the position p~pcr, 
but it incl "..l.d.cs amendmel'lt s c:.gre~d up on by HHG of lJ (_p~l. The minutes of the 
meeting of 29th iTovember are being prepared by the FLO Country Hepresent~tiv•J, 
and will be attuchcd to the full preparation report. 

Project .r".rea 

6. The overall project ~ee. is that portion of the B~rdia DiviRion in the 
~-lestern Terai, -. .:hich is bounded on the east by the }'12-nd. :Iadi, on thG south by 
the Indo-llepnl e so bord.er, ·oh :he 'v'!ost by the Babai RivGr, ?wnd on the north by 
the Churia Hilln.. 1-li thin. the overall proj cct 2.ro~, la.nd settlement \vill be; 
confined to nn arcc south of ru:1 enst-\·rest line connect in:; Dke.kGltJ. ~vi th Jab<.:'.d.hH~., 

This line is neo.r the proposed c..lignment of the eu..st-Hcst high:..;ay. 'lh e tot2.l l2nd 
sottlernent o.rcn. is 8 400 h~, of whic!1 6 400 he.. nro regarded as beine sui t e:ble for 
agriculture. 

KF~King:ag 

cc. All te2.m mG;nbers 
IBRD (8) 

BK 3/2.8 NEP 

. -
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1. Forest rnc.ne!.gomcnt, ih 30 far ns it is a~~ir:;tcd by the; project, will be 
concentrat0d on the rom~ir.ing portion of the ovornll project nrc~ to the north 
of the: land settlement e.rca .. 

8. ID~G agrood to tho project area provi:J.cd that a report on futur'c: lc.nd-uJ~e 
in thta Br~rdi~-., Division, nov·I being prepar8d by the UHDP/F,i.O Project lrEP 13, iocs 
not conflict vlith the CP's proponc:.ls. The r~Iission ~iD.n assured by the UNDP/FAO 
Project r~1['.rlagcr that his report \-lould fully support the Hission' s choice of the 
proj oct arc~. 

'Ihe Project 

9. The project is intended to rntion~lizc the conv0rsion of forest land to 
agriculture, and to ansist in the consolid~tion of thG rcm~ining forest Q~its 
in the Bardia Division no th~t they may be manngc~ efficiently and commercially. 

10. The project would provide the equipment and facilities necessary for : 

(i) the construction of roads for the Bxtra.ction of 1 .. 6 million cu ft 
of timber from the land sottlemGnt and about 2'JO 000 cu ft from 
the permanent forests c:mnu:J.lly; 

{ii) tho felling nnd trru1sportation of timber from the entire project · 
area.; 

. I 

{iii) conversion by sawmilling of the timber f~llcd in the project aren; and 

{iv) the up-grading of the ron.d connecting the project area to :Ncpalgunj. 

11. In addition, the project would provide for tho settlement of 2 100 families 
on the cleared nr~a. Investments in land settlement would include : 

{i) equipment and fucilities for land cl enring and till~ge; 

. (ii) credit for on-fnrm development; 

{iii) construction of scttlem0nt infrastructure including roads, domestic 
\<later supply ~.nd adrnini:>trc..ti ve buildingc,. 

12. Rote'..tion~l rainfed cropping vlould bo introducedo Rice or maize \"lould bG 
grown in th e monsoon, depending upon tho topO{:.TC.phy of the land. Winter crops 
would include mustard, pulses Md whe~t o ·=: .. 

13. Each settler .fruni1y 1-lOUld be C" .. lloce.ted tHo bigh~s (1 o3 ha) of l~lC;. , 
immcdir~tcly aft0r felling c..i:J.d clearing. i"'u.1 additional two bieha~; \vould be 
allocnt~d upon completion of on-f2rm development of the first plot. 

14. Rainfed farming would bG prc:'.ctis E;d in the pro.ject aren, but provi ~.>ion 

would bG madE- for dcto.iled soil n.rd. hydrologico.l studies to enable Gubseqllont 
irrigation to be carried out, if this proveG to be fcacibleo 

.. 
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15. ImplC;me:ntn.tion of th~ projoct rlould be · phc.r~e:d ·over fiv_o yec.rs. 

Project Costs 

.16. 'l'otal capit::}.l costs of the projC;ct are eeti::1c..ted to be about US~ 6 million, 
of which npproxim2..tcly 55 percent 1,-1ould be foreign exchange. T'ncsc figu.ros must 
bo con~:ddcrcd ao being of c.n indic.:1tive n~.turc only., 

Orgonize.tion and !'.Io..Ylo..gemont 

17. The perm.:lnent for8st est~tc would be mnnaged by HitlG' f: Forest Dopnrtmcnt 
· in nccordnnce with the revir,;ed forGst manc;.gemc:nt pL~ for Be..rclia 'ithich is noH 
being prcpar0d by HI·1G t·Iith the nssistance of tho UliDP/FAO Forest Development Project. 

18. All other acpects of the project, i.e. the clccring of the area zoned for 
settlement, the extraction o.n<.: conversion of the forest produce, the provisio~ of 
infrastructure for the settlers, the provision of exte:nc·jion, mr:rketing c.nd 
other service;s for the settle:rs, and the gent.:rnl supervision of the scttlerr;, 
woula be under the control and man~gcment of a~ indepGndent Project Authority~ 
'IhiG Project Authority uould be estc:.blished under s~ction 3 of tho Dcvelopr.wnt 
Board Act, 1956. 

19. The pmH:ro of the l'~uthority t-lould be: vented in n Bou.rd of Director~. 
The Boe.rd \>Iould <lppoint c. Genern.l ?·.iu.nnger who \lfould be the oxecative he2wd of the 
Authority. 'rhe Gonornl M0.n2.gor Hould be assictcd by tHo man2.gc;;rr-: reGponsible for 
{a) for0st oxploit~tion, l~d clc~ring, timb8r converoion ~~d roGd con~truction; 
and (b) ngricul turG (including settlemGnt, vxtcnsion, m.:·.rketing of 2.-gricul ture 
produce;, otc.). 1.rhGse H2.nc_.gcrs Hould be ~Gf~L:~ted by C1ppropriatc Gtr'..ff.. The 
Ucpal Forest Dep .:!.rtnent and .the Nepal Pu.nn.rve..n Comp~~ny viould be clo~cly involvt;d. 
in the selection of suitable stC!..ff, 2nd would be closely consult~d by the Hru12.ge­
rial Staff on technicr.l mrl.tters ilhich fall vri thin their competence. 

2:>. Th~ forests in the <'..rea zoned for settlement ;,·Jould be hc:.nded over to the 
Authority, i:·Iho uould be sol ely rcsponsi blu for their felling and remov.:'.-1 ~ The 
Author:;. ty \'Jould. ~nter into long-term (5-yenr) contrc:.ctu2.l ~ra11gements Hi th 
se.wrnillor::i to provide spt:cific volumes of uood '•li thin Rpecified periodn.. fuesc 
mill ern ~·Iould be required to Greet sm-:mills of a specified capnci ty ~'1d to 
accept the stn.ted volun.:; of timber from tho are2. within the period dcfine·i. Scvc.rc 
penal tics ";·Iould be imposed for infringent of thG DnCTCG:ilent, e..nd the Authority KO"Uld 
h<:..ve the right to revoke the: :'-6Tcemcnt if the sa\·:miller rcp.eC.t(;dly fnil0d to m :~st 
hin obligctions.. Provision Hou.ld be made for the export of logs from thG projGct 
area, wherever necessary. 

21. The sn~·1millcrs \'JO~ld p~:y royal tios in adv2.nce of felling, on ~ monthly 
basis. The royalty for timber to be felled in the projGct settlement :1rca would 
be collected. by thG Au.thori ty on bohu.lf of lfi..~G wd. used in pc.rt for the d0vclop;nant 
of the settl0mcnt emU. thG p crm~ment forest est~te. Part of the roy2..l ty ~vould be: 
pn.id into t;(;;neral revenue. 

22. L full report in being prepc..rcd ().11d will prob~bly be coupletcd by the end 
of J ~uf'..ry 1 97 2. • · 
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NEPAL - FOREST EXPLOITATION AND PLYHOOD PROJECT 

A. ~ Sunnnary of the FAO/IBRD Cooperative Program Report · 

Project Location and .Area Description 

1. The forest resource-s are located in the Chita-vran and Birganj 
districts and the proposed plant would be installed in Hetaura, Chi tawan, 
77 ~les2 south of Kathmandu. The total area of the two districts is 
6,u10 Km (about 2,510 sq. miles), of which 58% is forest {Table 1 attached). 

Timber Resources 

2. They have been e sti.mated at 17 .1 million m3 (r) "!/ or 604 million 
cu. ft. (Table 2) from which an annual yield of 166,700 m3(r) of logs for 
sawing 81d ?,4,lOO !:13 of peeler logs for plywood rr~enufacture was conservatively 
calculatsd.~/ The nain sp8cies in the forest - 63% of the total merchant­
able timber stock - is sal (Shorea robusta) which would be used exclusively 
for sauing. Hany of the other species uere assumed to be adequate for 
plyrrood manufacture. The main of these species was to have been asna 
(Terminalia tormentosa), which accounts for ll.!% of the stock~ 

The Project 

3. The- project · c·omprises the following: 

(i) 

(ii) 

Plyw·ood mill with an estimated aimual timber input of 
22,350 m3(r) working trlo shifts daily and production 
of 30 million sq. ft. of Lmm thick plywood (11,150 m3) 
at full capacity operation after L yeara from loan approval. 

Ir.lprovements in an existing sa-vroti.ll m·1ned by the Timber 
Corporation of Nepal (TCH), whi~h would result :in an 
annual tmber input of SL, 080 m (r) ·Horking one shift 
daily2/ and an estimated production of 12 million Board 
Feet (28,150 m3). 

y ''Round" measure. 

y While in Hep<ll, the project authors 1 a.dvised the Bank mission that the 
yield of plylogs would actually be about 52,500 m3(r). 

2/ In the ¥..ission 1 s opinion, there is no reason why the mill cannot 
operate two shifts or even three shifts daily. 

( .: 

• 
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(iii) Acquisition of logging and road construction equipment 
for tioilier extraction. 

(iv) Construction and maintenance of main-line logging roads. 

(v) Market promotion and improvement of existing depots in 
Kath.rnandu and Hetaura. 

(vi) . Technical and managerial assistance. 

Investment· Required ~~d Projected Sales 

L. The FAO/IEnD Cooper·ativ" Fr·of;TDJ;l estimated the total investment 
required at u.s.$ 4 million of which u.s.$ 2.8 million in foreign exchange 
(Table 3). . 

5. Sales o~ s a:n.;:.: oo:! (r..c-.:..ri.l y in !Tc!=ll) "t;ould be N .Rp. 12.9 million 
(u.s.$ 1,280,000) and of plyv1ood (mainly in India), N.Rp. 18 million (u.s. 
$ 1,782,000). 

B. Bank }fission Findings and Recommendations 

6. · The filldings and recorr~endations of the Bank Appraisal 11ission 
are contained :in the attached Back-to-Office report o Most salient features 
of this report follow·: 

7. Timber volmnes available may be smaller than those· given in the 
F.AO/IBPJ) report because of the creation ·of a ""Jildlife preser-ve and settlers' 
encroachment proceeding faster than estimated.¥ In spite of these factors, 
there r-lill be no pr.oblem to supply the existing sawmill, even after improve­
ment and working more than one shift daily. 

8. Critical obstacle for the proposed plyvrood plant is lack of evi-
dence· that the second most abundant species in the project 1 s area can be 
rotary peeled for plY\~ood manufacture. This species (asna) h0.s been used 
in India as sliced veneer but only in small quantities. (Changing the 
manufacturing process from rotary peeling to slicing r-Jculd also change the 
investment required, operating and fLxed costs, and sales potential). 

9. }!ore than one half of the proposed plJ11,;ood plant 1 s production 
will r_ave to be sold in India. Although some early resistance from 
existing Indian manufacturers may be expected, the 1971 Indo-Nepalese 
Treaty of Trade C~.nd Trcmsit specifically includes plywood among those 
products which can be exported by Nepal exer.tpt of duties and quantitative 
restrictionso The Treaty will be effective only through August 1976, 
but given the GOI 1s interest in its landlocked neighbor's orderly economic 
development, no changes in the Treaty arranger,1ents related to plyw-rood are 
likely to emerge. This can be furthered by securing the Indian manu­
facturers 1 participation in the distribution and sale of Nepalese plJ71·J·ood. 

!( Fast orderly conversion to agriculture as a matter of fact would 
increase availability of timber for the project. 

• 

J 
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other Indian industries may also share in the supply of some equipment, 
spare parts, and adhesives for the proposed plant. 

10. In view of the above, the follorli.ng steps will be required: 

(i) Testing in commercial-sized quantities of the 
peeling and slicing properties of asna and other 
species. 

(i.i) Haking an. operational cruise to detennine the area 
or areas required to supply both the sa~rnnll and 
the proposed plyrrood plant with adequate quantities 
of suitable logs. (This presupposes that the test­
ing of main species has been completed. The areas 
deterrn.:'_ .. '1e :1 should c over only t i-ro years 1 requirements 
of the proposed plant, but by comparison of photo­
graphic data, volu.-rnes of main species can be extra­
polated to other project areas). 

(iii) As a result of the tHo previous steps, decide whether 
a plywood plant based on rotary peeling or in slicing 
(or both or none) is :indicated, estimate rThat the 

. timber input by species rrould be, and what modifica­
tions, if any, should be made in the operating and 
fixed costs as calculated in the FAO/IBRD project. 

•• 

• 

.t 
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~PAt - Hetaura Plyirood Project 
.Appraisal rL-t 3 s:ton 
Back-to-~ffice Report 

,. L •Q.,2 
I} aTltl8,ry I I -!-, I 

·' 

1. In accord&"1.Ce tdth your tsrms of reference, a Hissinn comprised 
o£ l1essrs. A. Tarn~dcc~ (Hission Chief), R. D. H. TioHe (Agl~lcu.l ·urcl. 
Projects Department Forestry Expert), r.:. Htii.l (sa"Tt-rr:-....i.ll op0ratio..~ con­
sultant) tmd s. Dicks·on !(P1Y"Jood consultant} visited Ncp.c..U. Bnd Indi~ 
bet'treen !rOVCnHJer 16 ~nd 1JleCE.-:sntDG!' 8, 1971, to a.pprai.se a pro,iect based on 
the utilization of fore~ resources located in the Chitro1an a.Tld BirgDnj 
districts of Nepal. Hr~ J. Thadani (Industrial Projects Depa.rtne.nt) 
joined the 1Iission dur~g its visit to Tndia to coordinate its m:ll"ket 
rQ,rie·'f · n th1.t cot · ,ry. ' T. ':\ p: o ·nc .... con::d.c\-~ · n .ho e,;t, t;:! .. )! .~h!· ent of a 
plywood plant and the improvememt o:f w . PXisting so:c;·rmill at Hetaura, 77 
miles south of Katm!IDdu. ·The pl--oject also irlcludes acquisit.ion of logging, 

· road building, and matntenance equipment; nwrket proliloti on ex:oonses; and 
i~eclmical and 1nanegeriaJ+ assistance. Total investment required t-ras 
estir.la.ted at US~L rnilliqn ($2 .8 million in foreign exchange) . Sawrnvood 
sales (in Nepal) 'Here estj..r.ta.ted at US$1.3 w.i.llion ar..nua.lly 1 and pl"j'\-:·ood 
sales (mainly in Tncia) at U~l.8 m:t..llion after L years of operation. 

2. Timber volur,les a.v9ilahle for the P':'oposed 11lant 1 s operations 
1nay be smaller thall originally nvisaged as a result of the creation of 
a llilc!life preserve and to set.tlers' encroachment proceedmg faster 
than the 0.5% armuully visualized when the project was prepared • . In 
addition, some areas classified as commerci~ forests may pr·ove to be 
ec~nomictily inaccessible. In sr.-ite of tho abo~ .. e, the Hission believes 

· that there is sufficient. volume of the pr~dr.mrl.n8.nt !'!"Oject area species 
sal ( Shorea robusta) - e-Jld other species now being savm by the Timber 
Corporation of rep2l (TCN) to sustain operation of the existine salnnill, . 
even if improved and operated on a two or three shift basis. 

3. Although the project was based oJ1 mald.ng plywood mainly by 
rotary peeling asna loge - Terr.dnalia torraentosa, the second most abundant 
species in the project area - the !fission has been U!1able to find any 
evidence that this species is or can be rotary peeled commercially. This 
is a critical fact ·that must be clarified as the projec-'~ authors and the 
Mission consultants agree that other species alone cannot justify the 
establisl'h"llent of a practicable size plywood plant . · 
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4. . Asna has been occasionally used in India as sliced ve.."leer tor 
external surfaces in plywoo~ manufacture, but an adequate niche for it 
in that country's market has not yet been found. Asna logs are more 
expensive than other species generally av:.rl.1able in Il1dia for c~rcial 
plyrrood, but it r is not accepted as decorative plY"rood by the buyers,. 
who are used to teak and walnut surfaces, end may even prefer plastic 
laminates. 

5. Plywood is included in the Protocol to the 1971 Indo-Nepal 
Treaty of Trade and Transit amm'lg the Nepalese projects which, pending 
proe.edural agreements, tdll be exempted from import duties BDd quan­
titative restrictions. Tha Treaty will remain in force only throuO'h 
August 1976, but because of her interest to secure m1 orderly economic 
developnent for her l~dl~cked neighbor, the GOI is expected to make 
room for part or the pro~ sed plant 1 s ~oduction, if this can be nro­
grammed so as not to have ; a ser:lous impact on existing plants. Y Since 
the project will in all probability require the use of existing dis­
tribution channels, the · d~velopnent of Ind:!.an manufacturers 1 interest 
in the distribution and shes of Nepalese plyt*rood "rould help to dissipate 
res· s m!C t tils - r f <:;:, : r co .. .1: .;;·'"'itr.. • The project can also 
be found attractive by Tndisn manufacturers of adhesives and sorde or · 
tha plyrrood plant equipment. 

6. In viet4' or the lttssion ·findings, in order to continue ldth the 
appraisal of tha project,1 we l'ecommend that: . 

I 

a) Using existing inventory data, the For.estry Service of Uepal 
should calculate not only totel tirJ) r volumes,· but also its 
distribution an a volume per area. bas:is for the different 
subdivisions of. the ChittawEn and Birganji ro.•eas. 

b) TCN should collect samples of asna and other plylogs and ~end 
them to India for testing u..~der controlled supervision. Y 
The tests should detcn::ine 1het: er these species can be rotary 
peeled and what· are the best pre-treatment and work conditions 
for peeling and slicing the l ogs . The time required for col­
lecting samples• transportation , testing and reporting resul.ts 
is estimated at three months. 

!/ Total ca~ity of the proposed plywood mill is 30 m1lllon sq. ft. 
(111100 mJ) of L mm plywood, which is only abrut 10% of present Indian 
production • 

. !/. Testing should be carried out at least in tt<fo places: the Forestry 
Research Institute at Dara Dun and a commercial mill. For the first, 
permission fro:n the GOI uould ·be required, but no objection is 
expected. For commercial tests, a choico of locations is available • 

.. 

,. 

, · 
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c) The Foreatey Service arA/or TCU should Jnc':lke opernt,ioruil. cruisee 
to determine the areas pl"'Ogrammed for tot:ll cutting o£ sal; · a.ma 
and other species, as well as the areas, if :rzr:1 m ... e required, 
1n which onl.y plylogs tl·ould be extracted. · These areas should ba 
determined so thnt a tw-o year supply for tho proposed plyt-rood · 
mili could be a.srured, am the volume o£ each species to be 
used., knot-m. The time required for this work· should not take 
more than three months. 

d) l'Jl viev or the import,snce or the Indian market tar ply\-rood m 
assuring the project's success, the GOI and m,;n of Nepnl should 
be requested, at the appropriate tirJe, to ccnsider not changing 
the rcgulatims applicable to }!epalose plywood when the Tlldo­
Nepal Treaty of Trade a.~ Transit is rener~. 

AST:D'lt-r 

cc: l'.essrs. Chadenet 
Baum 
Ripnan 
Van dar Tak 
Litbgatf 
Rovani 
Enge:I.Intum 
James vl. Lee 
L:ind 
Fuchs 
Kalman of£ 
Uoore 
ElDartdsh 
van HoffmBn (~) 
J elm Ki."'lg 
Elliott 

1-trs. Banen£ont 
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THE NEPAL INDUSTRIAL DEVELOPMENT CORPORATION (NIDC) 
(us$1 = Rs. 10.125) 

Bank Group Involvement 

1. Responding to a suggestion by the Nepalese Government, a Bank mission 
visited NIDC in February 1970 to get acquat nted with the company. At that time 
resources were not a problem of NIDC, and no IDA credit for NIDC was needed. 
The mission gave some advice on operational matters. An IDA credit of $4.2 
million for a tourism project now under consideration, will be channelled from 
the Government through NIDC to the project. 

General Background 

2. Established in 1959, and fully owned by the Government, NIDC is the 
only development finance company in Nepal, financing not only industrial projects 
but hotels, and engaging in a wide range of activities including loan and equity 
participations, consultancy service acd the promotion of industrial estates. 
Loan approvals have ranged annually between Rs. 10 million and Rs. 20 million, 
in its life of 11 years. The general manager since June 1971 came from the 
Central Bank and was formerly deputed as Secretary to the Finance Ministry. 
Professional staff numbers about 80, the majority of whom have been trained in 
EUropean and American universities. 

Problems and Issues 

3. The major problems the Bank mission that visited NIDC in February 1970 
found wer e: (a) a high level of arrears (85% of NIDC' s total outstanding loan 
were affected by ar~ears, the bulk of which was connected with the royal family) 
and (b) lack of independent management as a result of government influence. 

~. An Asian Development Bank mission that visited NIDC in June 1971 
concluded that, as a condition for an ADB loan, an expatriate "executive 
assistant" should be attached to NIDC management, to act as Deputy General 
Manager. This proposal has been reportedly rejected by the Government which 
would prefer to have an "advisor"· NIDC has indicated, through Bank resident 
mission in Kathmandu, its interest in Bank's assistance. Not to u~dercut 
the ADB's position, the Bank staff is discussing this matter with ADB. 
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Industrial Sector in Nepal 

DATE: June 2, 1971 

1. The development of the industrial sector in Nepal is a necessary 
condition for achieving a faster rate of economic gro~Nth. At present about · 
90 percent of the population are engaged in the agricultural sector. In 
relation to arable land, Nepal is overpopulated. Some of the people, 
especially in the Hill regions,have begun to cultivate very low quality land 
whose marginal productivity is barely positive. Accordingly, the creation of 
other opportunities, especially in the industrial sector, could. increase the 
productivity of these people and hence speed the process of development. At 
present Nepal depends to a considerable extent on its exports of agricultural 
products - mainly rice, timber, and ghee - to India in order to import most 
of the basic manufactured consumer goods. This cannot be maintained indefinitely. 
The stage is no~1 being reached where the export of ·primary products may become 
inadequate to balance the import requirements of the country, especially as. a 
result of the green revolution in India. Last but not least, as more and more 
of the population become educated other occupations outside the traditional 
agricultural sector should be developed, othe~vise there is the possibility of 
unemployment of this group with the consequences of social tension. 

2. The first industrial ventures in Nepal were started in 1935. The Nepal 
Companies Act was established in 1938, and the Government took the lead in the 
establishment of relatively large manufacturing units, among which were two 
cotton mills, trio match factories, · and two jute factories. Most of these 
industries went into liquidation right after the end of the war. A coordinated 
effort based on a development plan to stL~ulate the industrial sector has been 
underway since l956. In 1957 a neu industrial policy vras announced and the 
Industrial Factory \~rkers Act followed in 1959. In 1960, the policy statement 
of 1957 l-Tas replaced by a new one. This policy was in turn successively amended 
in 1961, 1963, 1966 and most recently on October 25, 1968. For the purpose of 
granting facilities under the Act, industries are now classified into four 
categories: (a) industries which utilize indigenous or foreign raw materials 
and produce import substitutes, or export-oriented industries which use 
indigenous raw materials, or basic industries assisting in agricultural or other 
development; (b) industries related to tourism and cottage industries; (c) 
industries processing certain specified indigenous ra-ti materials · (e. g., ghee 
and bristles), and (d) industries which L~port raw materials through 
convertible foreign exchange and export their entire production, or a major 
portion of it. In general this Act provides numerous incentives in order to 
stim~late the industrial sector, such as: (a) protection against foreign 
competition; {b) tax holidays of up to ten years; (c) the provision of foreign 
exchange for the import of machinery, spare parts, and other necessary items 
from outside Nepal. 

.... ,. 
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3. In addition to this, the Government also established the NIDC (Nepal 
Industrial Development Corporation) in 1959, in order to encourage and assist 
the development of p~vate industries by gi~~ng the necessary financial and 
technical assistance. T'nis year the SIOC (Sraall Scale Industrial Development 

. Corporation) vias established in order to perform the same functions for the 
development of cottage and small-scale industries. Up to the present about 
15 percent of the fixed assets of any private industrial venture is provided 
by the Government either directly or through the two institutions mentioned 
above. The Government has also established three Industrial Estates (Balaju, 
Patan and Hetaura) and plans to establish five more. The setting-up of 
industrial estates is expected to encourage the establishment of industries, 
through the provision of facilities such as: (a) land and buildir.gs at lot.; 
rental?; (b) petver at low rates; (c) filtered water and (d) other facilities such as: 
clinics, canteens, training centers, warehouses, banks, display centers, etc. 

L. Despite the numerous incentives provided by the Govern~ent, there has 
been very limited progress in the industrial sector so far. The number of 
industries ~nich have been established is still very small and many of them are 
still '\-Iorking far belou capacity. The share of the industrial sector in Gross 
Domestic Product remains ext'remely low, only about 2 percent according to the 
1966/67 National Accounts. A comparison betr;een Industrio.l Development Targets 
and the actual progress during the third pla.n period (1965/66 - 1969/70) leads 
to a number of conclusions. There is a phenomenal gap betv-Jeen the plan targets 
and actual physical achievements in both the expansion of existing industries 
and the setting-up of neu ones. It is surprising to note that at the end of the 
Third '-='lan, the output level of the oldest established industry, namely jute, 
was below the pre-plan level. With regard to the establishment of new industries 
mich were given high priority :in the Third Plan (such as cement, paper, solvent 
extract, cotton textiles and paint· a.nd varnish) the targets have their only 
reality in the pages of the Plan. The shoe and cigarette industry· vJhich have 
come up were not even mentioned in the Third Pl2.n. A feu industries producing . 
stainless steel utensils and nylon suitings based entirely on imported raw 
materials registered great progress. There v!as, however, no mention of these 
industries eith~r in the Third Plan. 

S. The failure of the trade talks wi. th India has led to an av1areness of 
the need to establish neH industries. The failure of the talks has created 
serious problems for Nepal's economy, especially the industrial sector. Some 
of the industries whose products are mainly sold in the Indian market, such as 
stainless steel and synthetic fibers, have already been clo~ed. Other factories 
whose raw materials are mainly imported from India , such as hosiery, iron rerolling 
mills, biscuits and confectionery have already closed or are nearly closed. The 
closing of biscuit factories dr~natizes the lack of planning in industrial develop­
ment since Nepal is a surplus ~heat producer. 

6. The time is nol-1 ripe for proper industrial development planning and the 
establishment of a number of industries. The Government has recently issued a 
tl<ro-year plan for the establishment of a large number of neu industries. This 
plan, however, is simply a list of possibilities 1·7ithout a.ny clear indication 
of financi~g, priority or phasing. Accordingly, there is an urgent need to 
determine priority more specifically with reGard to criteria such as availability 
of raw materials, denand, linkages, and regiono..l development. Based upon 
these criteria, it 1-IOuld seem desirable that efforts should be concentrated on 
the establish.'nent and expansion of the follm~ing.· industries: cement,te)..-tiles, 
animal and vegetable oils, flour mills, food and 'meat processing, tanning and 
footwear, brick and tiles, pl'Y\"rood, pulp and palJer.-
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7. The industrial sector in Nepal is characterized by an almost complete 
absence of private entrepreneurs. Most of the existing larger industrial 
ventures are public sector, -vJhile the private sector is mostly enga.eed in 
small industry, and even their number is still very small. A number of factors 
have contributed to this situation. Firstly, the people were raised in a 
'traditional agricultural economy vJhich has no tradition of industrial or even 
large-scale cor.1r.1ercial undertakings. Secondly, the shortage of manpower, 
especially skilled labor, together with competition from Indian manufactures 
has discouraged industrial ventures. Thirdly, lack of consistency in the 
application of incentives by the Government and the absence of a meaningful 
industrial development plan, has created a credibility gap bet-v1een the private 
sector and the Governnent. Given these circumstances, obviously most of the 
larger investments -vr.ill have to be in the public sector, e.g. cement, textiles, 
brick and tiles, pulp and paper, and plyvmod. Even for smaller investments, 
however, the public sector should go ahead on a fL~ed timetable unless private 
capital is forthcoming. In the long run many of those industries could be 
handed over to the private sector as soon as there is a willingness and ability 
to undertake them. From the outset, for any industries established by the 
Government, opportunities sh,ould be given to the private sector to participate 
in the o1mership as 1-mll as in the management. Accordingly, although the 
Government should undertake most of the responsibility for establishing ne1-1 
industries, efforts should also be made to encourage the private sector. 
First, there is the need to create consistent incentives for which the Act 
should be amended so as to make the tax holiday for a fixed period of say five 
years. (At present it is for a period of up to 10 years, completely at the 
discretion of the authorities). It is also important to reconsider the 
necessity of duty free imports and other ta~ incentives, but the main thing 
is that whatever is applied should be automatically and equally applied. 

8. A number of other constraints will have to be overcome if Nepal is 
to mount a successful industrial development program. One of the major 
constraints which has hampered industrial development is the lack of coordination 
between all of the Government institutions involved in industrial development. 
Accordingly, there is the need to create coordination bet1-1een Department of 
Industry, Hinistry of Finance, Planning Cor.tmission 2.nd NIDC in licensing, 
financing, provision of foreign exchange and application of incentives. In 
the public sector there is a need to give greater autonomy to managers in 

questions of decision-making, pricing and hiring policy. The manpo1.;er 
constraints are due primarily to the lack of trained people, especially in 
accounting. In this respect, there is the need for a comprehensive manpo'\·1er 
plan in relation to industrial expansion and a review of the capacity of 
technical education to meet this. · 

9. Jt!any of the existing public sector industries were established ;lith 
the assistance of bilateral donors. The sugar mill and the agricultura~ tools 
factory in Birganj, and the cigarette fa.ctory in J anahpur were all established 
through aid from Russia. The shoe factory and the brick and tiles fe~.ctory 
in the Kathmandu valley were established through Chinese aid. Hhile Nepal 
will quite rightly continue to look for bilateral aid for the industrial sector, 
there is one disadvantage of Russian and Chinese assistance for industry in that 
it precludes any participation by the private sector. The Government has no 
doctrinaire attitudes ~~th regard to the ownership of industr~y, indeed so~e of 
the lag in the establishment of an indust.r:i al sector has been a consequence 
of waiting for the private sector to come in. Given the new sense of urger.cy 
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the Government has been discussing the setting up of a textile factory 
ldth China and a pulp and paper mill with the UaS.S.R. These are the two . 
}llajor investments in the industrial sector, contemplated in the next five 
years or so. Agreements have not yet been concluded however and there is no 
certainty of their being concluded. 

lO. The multilateral agencies have not been active in this sector except 
for assistance in planning and pre-investment from UNIDO, and the jute processing 
project of ADB. Of the Hestern bilateral donors USAID has withdrawn completely 
from this field and others have only been involved with small-scale and cottage 
industries (Indian and Swiss aid). The IBRD involvement in this sector has 
been through our interest in NIDC and more recently in the preparation of a 
plywood project by the IBRD/FAO Cooper2.tion 7rogran. This last is at a very 
pro~ising stage as can be seen from the back-to-office report of the FAO/IBRD 
mission. It w~ll involve $2.5 million and include the rehabilitation of the 
sawmill at Hetaura which is presently being inefficiently run and underutilised. 

11. The UNIDO team has submitted to the Government a seven year plan 
involvlng an investment of $5 to $6 million a year in a \~de variety of 
industries. The largest of course are textiles and pulp and paper v·:hich would 
account for roughly half of the total investment. This vmuld still leave a 
fairly long list of smaller industries for 1~hich financing and management is 
required. The public sector should go ahead with these on a fixed timetable. 
If the private sector is willing to commit itself within a limited period to 
go ahead, then well and good, othenrise they should be set up in the public 
sector and arrangements made for private participation later. In any case 
there is hardly an industry set up· in Nepal in the private sector -rrhich does 
not have something like 75% public financing through NIDC. The Bank's 
participation in a project to provide financing for these industries through 
NIDC would be useful in many respects. Firstly it -rrould provide some assurance 
that these projects vrill go ahead; secondly we could help to rationalise 
management procedures in the public sector; thirdly it would enable us to assist 
in strengthening NIDC (this has been a long-standing request to us from the 
Government). There is no problem in principle about NI:OC financing thepublic 
sector either from their side or from ours. A fairly small initial loan for 
about $3 million, tied to a specific list of public sector projects with perhaps 
some amount kept open, could go ahead fairly quickly and we therefore propose 
to include it in the lending program for 1973. He also propose to include loans 
for textiles and pulp and paper on a contingency basis. Both these projects 
look extremely attractive and if the Nepalese are unable to conclude bilateral 
agreements we should respond quic~ly to any request for appraisal. 

c.c. Messrs Lethbridge, Cash, Baddar, Parsons 

LSiahaan: pw 



ANNEX 3 

The N~pal Industrial Develonr:1ent Corporation 

· 1 • Tha Government- m-med Nepal Industrial Developn~ent, Corporation (NIDC) 
was established in 1959, and is the country's only industrial development 
bank. It is able to r..aJ:e short CL"'ld long-term loans, and participate in 
equity. It has also · some non-banking activities, such as a Co::1sultancy 
Services Di·i.Lsion, an Industrial Promotion and Productivity Centre, and 
two Industrial Districts. 

2. The Chairman is the Hinister of Commerce and Industry, and other 
directors are the 0ccretary of Finance, the Governor of the Nepal P~stra 
Ba!lk, and two prcr.ri.nent private businessmen. 

3 • T:.'le staff totals over 200, of ·Hhora 80 are professionals. The general 
level of cor:<.petence is good, a_r1d some professionals have received training 
abroad, in~l-:J.ding at the Economic De"Q"elopment Institute. · 

4~ The resources of the NIDC, as at early 1971, stood at Rs. 78,500,000 
net of repa:yT.J.ent, of ":·rhich Rs 35,680,000 ·t.-ras equity, the balance being 
provided by loC?-ns from USAID, Kredi ta.Tlstal t fuer ~~l.edera.u tau, EJcim Bank of 
Japan, the Government of India, and the Government of Nepal. 

5. The last three available Balance sheets can be summClrized as 
follows: 

ASSETS 

Cash a..Tld ba.Tlks 
Accounts receivables 
Investments: 

Loans 
Equity 
Industrial Districts 

Net fixed assets 
Guarantees 

LIABILITIES Ai·ill EQUITY 

C'u!rent 
Loni;-term oorrc--;d.nzs 
Share capital 
Reserves a~d surplus 
Gu~rantees 

... 

. ~·-

As at July 15 (Rs million) 

J.01 
1-35 . 

35-43 
3:96 
7.76 
1.74 

12.33 
71 .58 

5.60 
26.99 
25.72 
0.94 

12.33 
71 .58 

: 4.45 
1 8.13 
I 

135.22 
I 4.17 
• 8.76 
• 1 • 71 
13.13 

. 75-5'1 

. 1 82 
I • 
,25.53 
I 34.12 

.: 0.97 
~ ~_l 
. {~q 

1970 
{Provisional) 

2.5 
5.0 

43-3 
4.8 
8.8 
2.4 

13.8 
eo.6 

1.0 
30.7 
34-4 
0.1 

13.8 
8o.6 

· ..... . 

tl' - " 
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6. In the first eleven years of operation, tiTDC has approved 154 
projects, for which the proposed loans totalled Rs 140 million. · Of this, 
horrever, only Rs 55 million r:as disbursed, for 115 projects. Among these 
'Here 13 hotel projects, for rrhich NIDC loans amounted to Rs 19 million. 
NIDC appraisals of hotel projects have shown some attention to detail, and 
are in general conscientiously done, though their assun1ptions are sometimes 
questionable. 

7_. The main problem the NIDC has encountered has been its management's 
inability to insist on tirr.ely repayment from influential borrovrers. · In 
early 1971, no less than 59 loans rTere in arrears, interest and principal 
due a~olli~ting toRs J.9 · and Rs 15.7 rr~llion respectively. Loans in arrears 
included 4 hotel projects, of which the Soaltee Hotel accounted for 99% of 
the amount due. Since that time, ho-r{ever, the Soaltee has begun to meet 
its obligations. The newly appointed General Eanager of the NIDC appears 
to be able and willing to institute much firmer policies, and a general 
tightening up of N~DC's operations. Executive assistance from the ADB is 
~~der discussion. 

8. NIDC's standard terms for long term finance are an interest rate 
of 7~% per a~~~~, paid serri-annually, for a term of up to 15 years, plus 
a corn.mi tment charge of 3/4% on the U."ldisbursed bale?nce. A grace period 
for the repayment of principal is granted on the basis of the leneth of 
time required for the project to be in full operation. LOans are normally 
secured by a mortgage on up to 70% of total fixed assets, or 80% for a 
project in the Industrial Districts • 

. • •. 

.r 
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INTERNATIONAL DEV ELOPMENT I. INTERNATIONAL BANK FOR 
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT I INTERNATIONAL FINANCE 

CORPORATION 

OFFICE MEMORAi\JDUM 
TO: files DATE: · January 4, 1972 

FROM: J.-D. Boulet 

SUBJECT: / Ne;eal !ndu.strial Development Coryoration (NIDC:) 

1. On December 3, 1971, Mr. Kirk and I met Dr. P.N. Pant, Secretar.y, 
Ministry of Industry and Commerce, and Mr. G.B. Thapa, . General Manager of 
NIDC, at NIDC 1 s office. 

2. After having summarized the status of the proposed tourism- and 
plywood projects as they stood at the t:iJne, we enquired abou.t the prospects 
of assistance by the Asian Development Bank for NIDC 1 s general operations. 
Dr. Pant and Mr. Thapa confinned in general terms what we already lmew, 
namely, that following a mission last summer, ADB had offered execu.ti ve 
assistance to NIDC. Both Dr. Pant and Mr. Thapa stressed that while NIDC 
and actually Nepal in general - has no difficulty in accepting advisory 
assistance in the form of experts, consultants, etc., they are quite 
reluctant to accept outsiders in an executi:ve capacity. They added that 
although no decision had yet been taken abou.t ADB' s proposal,' they 
anticipated difficulties, particularly since ADB seemed unwilling to provide 
financing at the same t:iJne for NIDC 1 s general operations. To avoid under- . 
cu.tting .ADB 1 s negotiating position, Mr. Kirk and I refrained from indicating 
any interest on the part of the Bank in providing assistance to NIDC at this 
stage. Mr. Kirk would continue to press NIDC for the· financial infonnation 
promised several months ago bu.t not yet supplied. In addition, I think it 
'WOUld be useful to have general dis cuss ions with Mr • . Ri.mal (currently here 

. to negotiate the tourism project) on NIDC in general. 

). Dr. Pant broached the question of ass:Lstance by IFC. He said that 
so far there had been no operation by IFC in Nepal and he felt that there 
might be cases 1-1here assiste3.L"1Ce by IFC could be most use.rul. He had 
essentially in mind the proposed textile mill, the cost of which he estimated 
at between $4 - 5 million. This mill was expected to pe financed by the 
private sector, and he thought that assistance by IFC might be helpful in 
bringing additional foreign capital. Another possibility was pulp and paper. 
Two projects in this field were currently under consideration, one in 
western Nepal, based on softwood, which the USSR was looking into, and one in 
eastern Nep'4 based on bamboo; which he thought might be appropriate for IFC o 

Dr. Pant said that the Goverrunent would welcome a visit by someone from IFC 
whenever this could be conveniently arranged. 

cc: Messrs. R.K. Jones, Gustafson, Takaramu.ra, Anderlind, Kavalsky, Kirk 

JDRoulet: dp 
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INTERNATIONAL DEVELOPMENT I INTERNATIONAL BANK FOR I INTERNATIONAL FINANCE 
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION 

OFFICE MEMORANDUM 
Files DATE: January 5, 1972 -

A. Cleveland 

The Power Sector in Nepal 

The power sector in Nepal is characterized by an excess of 
generating capacity in the Central Corridor, a shortage of capacity 
in the Eastern Terai and except for a few minor facilities serving 
specific plants and small communities, an absence of power in other 
areas of the Country. Total maximum demand at present is estimated 
at about 18,000 KW of Which about 80 percent is consumed in the 
Central Corridor (the axis from Kathmandu to Birganj on the Indian 
Border) and most of the balance in the Eastern ·Terai. Consumption 
is mainly residential and commercial and transmission losses and 
thefts amount to about one-third of the pm-rer generated. Power 
requirements of industry are small and are likely to remain so unless 
the severe constraints on realization of Nepal's industrial potential 
can be ·overcome. !/ 

Total power consumption in Nepal, although small in comparison 
with other countries, seems to have been growing by about 1.5-20 percent 
per year. The potential for generation of additional hydro po1-rer is 
enormous and could be exported if India -vmuld furnish the market. 
However, at this juncture, it is very doubtful that India would rely on 
Nepalese power 1dthout insisting on unacceptable control over generation 
and transmission. 

In 11ay, 1970, a master plan for power development to 1981 was 
completed with the assistance of a Japanese consulting firm. The study 
underlying the plan indicates that in the Central Corridor existing 
generating capacity of about 30,000 K\.v is roughly double present demand 
and that even assuming that consumption will continue to increase 
rapidly, the capacity in existence and under construction l-r.i.ll be .. 
sufficient through 1980o Power development in the Corridor is therefore 
expected to consist mainly of transmission facilities and sub-stations 
in order to link all generating facilities and consuming areas into a 
single grid. 

ll See note on the Industrial Sector. 
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In the Eastern Terai, domestic power demand is served by a 
number of small organizations and industrial users generate their own 
supplies. The total maximum demand and installed capacity in the area 
is about 3, 000 :raAJ of 'Which about one-third is hydro. The master plan 
estimates that power demand in this area ~dll increase to about 
22,000 KW by 1981 and will be met largely by installing additional 
diesel facilities and distribution of pmver from a new hydro station 
on the Kosi River in Kataija. To integrate the po1ver system in the 
Eastern Terai, a transmission system is being constructed which will 
serve to connect the principal load centers of the area with the Kosi 
River generating facility. 

Outside the Central Corridor and the Eastern Terai, little 
power is available. To supply estimated fUture demand in the Western 
Terai, it is proposed to construct a hydro station on the Babai River. 
Capacity is estimated at between 3,000 and 8,000 ~v depending on 
possible sales to India and refinement of demand estimates. In the 
meantime, demand in the area will be met by transferring excess diesel 
capacity from the Kathmandu Valley and possibly by purchase of power 
from India. 

The master plan estimates total investment in the power sector 
at $68 million but this is very tentative because it includes projects 
in the Central Corridor and the Far East totaling $50 million which are 
still in the identification stage and which preliminary estimates 
suggest may be premature in terms of likely demand. The balance of the 
estimated capital expenditure for power during the 1970 1 s includes small 
hydro and diesel stations, transmission facilities and sub-stations. 
The F'i.ve-Year IDA lending program for Nepal includes US$5 oO million in 
FY75 for p01-ver transmission in the Central Corridor and US$4. 0 million 
in FY77 for the Babai River hydro station in the Western Terai. 
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SUBJECT: 

.. 

IIH f f~ ~ ·IA TIC·~--iAL [)[,[LOPt .... \[NT I INTEhNhT ION/I.L B.hJ~K O:f.:• R INTERNf\TIONAL FINANCE 
AS SOC I A 1 1 ·.'• 1-i RECONSTRUCT I Oi~ t.r D DE VEL OP:.IEN T CORPORATION 

OFFICF ME!v\ORf\NDUtV\ 
Files I DATE: December 29, l9r{1 

I! J.-D. 7J~et (/ . 
Nepal - PoHer 

1. During my recent visit to Nepal I met Hr. Rajbhandari, Secretary 
to the Ministry . o f Hater and Po1-Jer, on December 3 to revie1-1 the prospects 
of a Bank Group operation in Nepal's po1-rer sector. Mr. Halla of the 
Nepcil Electricity Corporation (NEC), and l-1r . Shah, Chief Engineer, NEC, 
as well as a 1'1r. Baylis, Adviser to NEG , 1-1ere present. 

2. First of all, I enquired about ffi·1G 1 s reaction to Mr. Bu1ter' s note 
·of August 19, 1971, on Nepal's ·power sector, copies of which had been sent 
through Hr. Kirk a few months before. It turned out, ho1-rever, that the 
copies had been misplaced a~d that none of those present had read the note. 
I therefore sum..rnarized its conten-t;, and stressed in particular that in our 
Vie1-1 the Babai plruJ.t and the inter- connection of the Central Corridor vJi th 
the Eastern Grid seems to have a higher priority. Mr. · Rajbhandari 
expressed interest in getting financial assistance for the Babai plant 
which he said vJas ready to go ahead, although it later turned up that 
various teclLnical investigations still have to be carried out. Mr. 
Rajbhandari gave me a summary of the project dated December 1971. Regard­
ing the inter- coP..nection of the Central · Corridor w'i th the Eastern Grid, 
lir. Rajbhanda.ri expressed doubts about the need to proceed at this stage 
and said that HHG, havin..g reviewed its load forecast, had concluded that 
priority should first be given to the .first stage of the Kulikhani genera-
ting ·scheme in the Central Corridor. I commented that before proceeding 
with an investment as expensive as this (about $25 million), one should be 
quite certain about its feasibility and. justification. Our present infor­
mation ·Has that a substantial suTplus of polver \·Jould remam· in the Central 
Corridor for still some time to come (particularly if power from the 
Gandaki Station can be fed into the system, either through a direct trans­
mission line or through India. Mr. Rajbhandari, however, repeated the 
Government 1 s vie1.v and also gave me a summary of the Kulikhani project, 
asking for the Bank's comments. 

3. At that meeting, the Karnali project was mentioned only briefly, 
Mr. Rajbhandari having merely confirmed press reports that agreement had 
been reached with India about the purchase of po1·er. A few days · earlier, 
hov1ever, :Hr. Joury, the UNDP Resident Representative, had told me that the 
matter had suddenly been reactivated c...r1d that he had been asked by Prime 
Minister Bista to summarize the current status of the p!~ject. Mr. Joury 
gave me on a confidential basis a copy of a letter he intended to deliver 
persona]J_y to the Prime Minister in this respect (attached). . 
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4. The Karnali issue Has raised forcefully by Hr. V. P. Lohani, 
Hinister of Commerce and Industry, later tl~ e sc.:11e day. Hr. Kirk and 
I had called on him essentialiy to brief hJL~ about the outcome of the 
various missions that had just visited l!epal . To-·:ards the end of the 
meeting he confirmed that India had recently agreed in principle to 
purchase Karn3li po1·rer, that letters Here being prepared about this, and 
that .in his opinion this had removed the :na.jor bottleneck ·mich had so 
far prevented financing of the s chem.e . He -.·:as therefore hoping that the 
Barik which in the past had already been apprised of the project 1-:ould be 
prepared to finance it. Mr. Kirk and I replied that India 1 s agreement to 
purchase .power was only one of several issues affectin~ the project, and 
stressed among other things that even if the project l.ere found tecrnrically 
feasible and economically justified, its m~gnitude (over $250 million) 
would make it impossible for one institution alone to fin~Dce it. }linister 
whani bru.shed these questions aside as being technicaJ_ details and 
instru.cted us to discu.ss the matter further 1d.th Mr. Shah, Chief E..Dgineer 
of NEG, 1-vhom he summoned to the meeting. 

5. Thereupon, I cancelled the next appointment I had that afternoon. 
I left with Ur. Shah and spent abou.t an hour -..d th hi.rn discussing the scheme. 
1-ir. Shah briefed me abou.t the current status of the investigations, parti­
cularly about the exchange of comments beti·;een _Jippon Koei and the SnoHy 
Mountains Au.thori ty, the tHo consul tin.g firrT~ asked to revie-.-r the scheme, 
and undertook to send tr...rough Nr. YQ.rk copies of the relev211t reports. He 
also confirmed that so far India had only given its agre~ent in principle 
at1d that discussions ·Here still going on. In this respect I stressed that 
v1hile agreement in principle vlas :im_ ortant, t!Ls in :ny vie~·J -v1ould not be 
sufficient. In my opinion any agreement should not oP~Y cover how much 
power India would buy, but also the price ~~d the currency of payment, since 
if the project were to get off the ground, :~e:;:·a ~·;ould have to incur a 
substantial debt that \vould have to be ser-nc.-...c.d in foreign exchange. I 
also recalled that at one point the questio:1 of control over the gen·erating 
facilities seemed a seriou.s issue 2.J.'1.d that e7e:1 if it noH see:ned to have 
faded, it still remained an important ele:1e· _t on l~hich agree:nent 't· ould have 
to be reached. Mr. Shah appeared to agree -.;j_ t~ all these po; nts and gave 
the impression that the Hillister's enthusi~s::-' .. ~oout the project 't,ras·rather 
motivated by political considerations. 

6. · In view of the foregoing, I 't·Jould consider it essential that a 
representative of the Public Utilities Projects Depar~~ent be attached to 
the Economic Mission scheduled for next $pYL~ in order to get full coverage 
of the power sector. Mecnwhile I recomrnend tn~t 1-1e co-r.nnunicate to Nepal our 
views abou.t how to proceed with the proposed :Oaba.i scheme. Karnali is, of 
course, an entirely different proposition, indeed a fascinating one. I 
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believe, hoHever, that for all practical purposes one should begin by con­
sidering its justification as if it ·Here axclusively an L""ldi~J. project and 
determine if in the context of India 1 s interest it is lvorthi-Jhile pursuing 
and, if so, under what conditions. 

Attachment - Letter from UDIDP Resident Representative dated November 22, 
1971, to Prime Hinister Bista re Karnali. 

cc: Mr. Wyatt - l·Ji th folloHing additional attachments: 
(l) Bydro-Pouer Potentiality of I epal 
( 2) NEG Loan GroHth Stu.dy a..Dd 10 Year Generation Plan 
(3) Kulekhani ~del Project Report 
(4) The Power Development Schemes from Babai aDd 

Sarada (Synopsis) Dec. 1971. 
cc: Jl1r. D. King 
cc: Messrs. Blobel, Baneth, Kavalsky/ P.bd El Aty, Kraske, Kirk 

JDRoulet:dp 
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INTERNATIONAL DEVELOPMENT I INTERNATIONAL BANK FOR I INTERNATIONAL FINANCE 
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION 

OFFICE MEMORANDUM 
Files DATE: January 11, 1972 

~~ K. Hideshima 1 '- . ' . 

NEPAL - Karnali Hydroelectric Project (UNDP NEP - 2 Project) 

1. The main purpose of this UNDP /SF project was to carry out a 
preliminary survey of the Karnali River and its tributaries with a 
view to evaluate the hydroelectric power potential of the river and 
identif,y favorable sites for power development. The project was 
approved by the Governing Council of the UN Special F\md in Hay, 1961. 
The executing agency was the United Nations. 

2. Since the demand for power in Nepal is very small relative 
to the size of the project, the justification rests on the adequacy of 
the Indian market. Concerning this, UNDP stated in January, 1961 as 
follows : 11 In India, power demand is growing very rapidly • • • • • The 
two most important cities of Uttar Pradesh, Kampur and Lucknow, ~~th 
a common population of about two million, are being industrialized at 
a rapid rate. At the present time, these t1-ro cities are served only by 
thermal pmver plants. However, as they are situated in an area far from 
any know.n coal field, hydro power development is indicated to satisi'y 
the demand. The hills nearest this area are situated in the Karnali 
Basin of Nepal. We, therefore, feel that Karnali hydro power could be 
absorbed by the demand of Northern Uttar Pradesh in the period of India's 
fourth Five-Year Plan, if the two countries could reach agreement in this 
regard." 

3. Field work of the UNDP Survey ~~s started in December, 1962, 
by the consultants, Nippon Koei Company of Japan, and completed in 
January, 1965. In March, 1966, the consultants submitted their final 
report to the United Nations. 

Among ten technically feasible hydroelectric projects in the 
Karnali B.asin, Nippon Koei considered three possibilities: 

a) Chisapani "High Dam" project 
b) Chisapani "Run of the River" project 
c) Lakhaparta "Run of the River" project 

They advised against (b) and (c) as bej~g uneconomic. They 
recommended in favor of the Chisapani "High Dam" project, as being 
fUlly competitive in cost and as producing the right order of magnitude 
of potver to meet expected needs in India. 
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The main features of the proposal for Chisapani are: 

Number of units 
Installed capacity (MVl) 
Annual energy output ~. kwh) 
Capital cost (million $) 
Po1-1er Rate (Hills per kwh) 

6 
1800 
8350 
243.5 

4.2 

(The capital cost does not include interest during the 
construction period.) 

The foreign currency requirement is estimated at $208 M. The 
project would require 9 years to complete the first stage with the 
first two units put on-line. Thereafter, five more years are scheduled 
to complete the plant by installing an additional four units. 

4. In December, 1966, ~~. Kirti Nidhi Bista, who is the present 
Prime Hinister and was the Vice Chairman of the Council of Ministers 
and Minister for Foreign Affairs at that time requested UNDP to arrange 
an independent evaluation of Nippon Koei's proposal. 

Consequently, the United Nations asked the Snowy MOuntain 
Bydroelectric Authority (SMHA), Australia, to review the feasibility 
study prepared by Nippon Koei. In July 1968, SMHA submitted a two 
volume report entitled 11A Review of the Feasibility Studies of the 
Chisapani High-Dam Project". 

5. The SMHA review confirmed the feasibility of the Chisapani 
High-Dam project, and indicated that Nippon KOei's cost estimates for 
the power installations were generally reasonable. The report suggested 
some changes in the design of the dam and power installation which ~iliA 
believed would make for safer operation and for improved efficiency. In 
addition, SMHA suggested that the rock foundation at the high-dam site 
might not be capable of supporting a concrete dam of the size proposed 
by Nippon Koei. ~iliA proposed as an alternative solution that a gravel­
filled dam be investigated at a location downstream from the high dam 
site. 

Because there was a difference in opinion between Nippon Koei 
and SMHA, the United Nations asked Nippon Koei to comment on the points 
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rais eel by the SMHA review. In January, 1969, Nippon Ko ei submit ted a 
report entitled 11 Com.-rnents on a Review of the Feasibility Studies of 
the Chisapani High-Dam Project". 

While the ffi~'s evaluation generally supports Nippon Koei~ 
feasibility stuqy, there remain certain areas of disagreement between 
SMHA and Nippon Koei which can only be resolved by fUrther detailed 
investigation. These relate to the magnitude of the design flood, the 
strength of the rock foundation to support a concrete high-dam and the 
alternative solution of a gravel-filled dam, the ultimate installed 
capacity and capacity factor, the seismic factor, and cost considera­
tions. Attached is a note summarizing briefly these areas of dis­
agreement between S}lliA and Nippon KOei, and giving the recommendations 
of the United Nations, the Executing Agency. 

6. As I mentioned before, the power would have to be sold to 
India, but no agreement has been reached-with India either on the rates 
at which India would buy the power, or about who should control the 
facilities. There were also problems of how India would pay for 
imported power. The Nepalese have proposed that payment for Karnali 
power should be in two forms: 

(a) Freely convertible foreign exchange up to an amount ·- · 
sufficient to service the foreign debt, and 

(b) Indian rupees for any additional purchases. 

The negotiations have almost been suspended since early 1969. However, 
as }tr. Roulet reported in his memorandum to files on December 29, 1971, 
India recently agreed in principle to purchase Karnali power. 

KHideshima/BKavals~:myc 
Attachment 

cc: Messrs. Cargill, Votaw, Blobel, Roulet, Cleveland/Kavalsky/Abd El Aty, 
and Erkman. 
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Summary of the moat nariou!J areas of disagreement betileen ;1f'!lJA F.l.lld Nippon 
Koei t rolloil~d by th~ r~c:,-~ ~lO!ld:?..ticn~ of the United. :r ..... tions. 

1. · Hyclrolo~ . 

'rho diozt-:_rrecment ovar hyU.rclo;rJ concerned tho m~i tude or tho dcuic;n 
flood.. Jlippon Kooi uccd a. dcniJn flood. :·ri th a pen.k disch:l.r[ja of 25, OJO 
cu.m. per sccon~ =·!.~d :);.;t!A rocom:nend~d u:Jing u. desi.en flood t-Ii th a. pea.."= 
dioch:".U'G"O of 38, OJO cu.r.1. por necon.:l. ::; ;,;~.y~, proposc~l otorin ,~ tho excan3 
inno~i in the reoervoir. Eo;.Iovcr, to inorc:..1.se tho ntoru..~o oap:.Lci ty of the 
rot3crvoir woul\.l rc<:Uire r :1.ioing tho heir,-ht of the cl~n. In the opinion of 
tho ~Jnitcd !I..l.tionn, m~ro d("l.t3. m!lat be collected :md a.dclition~l nt·.1dy done 

· · durin,:; tho final doaign poriod in order to resolve this problem. 

I 

Tho ~)~~TI!A exprenoed conaiclcr:'.l.blo ro3orv::1tion ab::>ut the atrcn,r,th of the 
bedrock as a. fou.."llln.tion for ~ · c-mcrctc cla.11 of "the hoL:;ht propooe~l Wlleso 
very cxten~ive tr<:::J.'t=rlont i3 un::lcrtc-.k:cn. ;)J!L\ rt~corx:')C!1dod tho.t tho ~ito be 
clm~cly invco ti ~~.:::.tei bcfora .:.:. decision i$ r:J3.U.a rc&.ir:.ling tho poooibili ty 
of CO!l.:.ltructing ·:J. vor-J hil!'h ooncroto dat:l. 

!-Sippou !·:oci pointed oat th :-1. t its gcologi.c invcstirr).tion itJ.s prali!nin:!.ry 
in nature ~!'ld :.l.~~ccd. t!n.t tho ad.ui tion :.-..1 ~lork C:J.llcd for in tho _;;.:l!A report 
would be noco:Joa.ry beforo the fin:l.l dc~ign pl'-lns for 'tha dam could be dl"<.utn. 

li.s ;111 n.l tern·J.ti·va nolution E3!-r.i!A Gu;;.~cstcd ~ ry."1.vol-fill d(:.11 ~t a 
loc3.tion do':tn3tre:J...-n from tho high-d.:l.'11 r;i te. Hip;;on Kooi ~J.v-ee~i that t·he 
D ~tg(~ection ~n.s rEn.son ~.s.blc but oxpres:Jed oomo re;:;ervu.tion about the cost and 
construction ·iifficultieo. An ..;;·nrA in(lic,1.tod in its report, much \orork 
would ncci to be dono to tost tho fea.3ibility of tho propoaed gr:1Vel-fill darn. 

In the opinion of tha ~Jni ted !I:1tion~ it \-tould bo prefcr:tble to do the 
add.i tion .:l roc~: invcfJtig:A-tionc a.t the hi f';h-d;)..r:l :.1i t~ : :.~d d.otcrr:tin<3 the 
s ·truct~rn.l foCl.:::;i'bili ty of a d:1m there bcforo u.n:.iert~"!.~·:i.n ,~ .J.t ccmsirler•lble 
co:Jt a. fo.1.nibili ty otu'tY of o. d:l.rn c:.nd po·t~cr pl::1.nt at tho zravol-fill ci3.nl si to. 

3• t:m·;et:_Inntallation 

The m·1jor dis3.,::~rec!ncnt in the area of po'rtor innt .:ll3.tion in the ul tirn:1to 
inst ;.Lllcll c:t-p.J.ci t_y <.~nd c::~p-:.:.ci ty factor~ · ~;.rrrA roco:~:le~Hled an in:3talled · . 
c .1.pn.city of 3 1 600 :; .1 oper .l.tin.:5 nt :'l. O.:lp 3.city f:-..oto~ of 27-1/2 per cent 
whereas ~~ippon 1·:~ci de::;i~ctl f:>r ~n inst. t.llcd c:~paci tr of 1,800 ;.I,/ oper<ttin~ 
at a c ::~p:1~i t .y f :.1.ct rn' of 55 per cent. Hip:Jon ~:oei' ~ pl :m rcr'l cctn t;te 
objc:)tivo of :::;~ncr,_tin {~' ;~ o .1er :1t tho rno3t f :"..Vottr~'..>lo r .lto in ...,~~~r to :-J.lke 
it c.~ttr : ~ct i vc fo r •.; :.do i:1 InciiJ.. Iiippon . I~oei :t.Jrce~; th .. d, ot~~or in3 t::..ll~ticns 
could be oonsiclcro:l, ho . .fever, :\ thorou; h dinc:.1s~ion ~.:auld be required t-li th 
Indian po .icr n.:xthori tie3 be:foro a fin:l.l conclu:Jion is 'r0Cl.ched on tho 
inot ;.lll'-xl capaci t,y. ~Pho United ;lations 3./;rccs th~t this is u rc:.1.~on:l.blo 

and pr~ctical attituie. 

; ... 
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In i t3 03.lculation for thO do:Jign Of :!n C :1rthqua.ko ~~enist :lnt d.a .. 'l! 
llippon Koei a:loptod a :1eiomio f:..ctor of 0.12 e ·r~heroan :1i : H.'~ recom~end.ed 
a seiomio r~otor o( _0.15 g 1 chiefly beo~use it h<ld been une1 else~hore in 
India. After revic~~ i!ippon ~:oci still believes .th<:-.t ~l. nein!'llio f n.ctor of 

-0.12 g is· sufficient. .'Jec:.J.a.sa .J · o..p~cse on.:;incers h:1.ve considerable 
experience in noicmic u.re.;tn, tho Uni tod H~tiono bolievea th.J.t !rippon Koei 'o 
opinion ohnuld h~v~ the ereater ~ci~ht. 

Cost con3iueration 
-------------------
The tot,:l.l umo·.tnt of the oa.pi t a l required to finn.nce the project depends 

on the u.otual cost of c~nstruction 3.Ud. tho inte!'Ost r ;J.te on the money which 
must ba borrot(ed.. Tho :-;;:HA in ito entim;Lto of the conatruction co3t 
incrc~Bed tho co3t ~rom U~£243 million to UJ h275 million to allo~ for price 
esc.:.tla.tion :1t the rato of approxirrutoly 3 per cent per yo1.r. UndoabteJly 
there in 0-11 ~Jooal~tion f .::i.ctor which muot be considorea ~..,hen fin;1.l eutim:ttaa 
ba~od on constrJction desienn are made. 

Tho intere3t r .'J.te chosen by Hip!'On Koei - 5-1/2 per oent w..l.S employed 
ag~in3t both foreiGn ~l.rvl local curroncy borrowin:-:;s, but it '~>~~s 1.mJ.or ~, tood 
that thi3 n.r;3ur.lption il:.l.S :1. cornprvmisl3, aa it ,r:3 not po~!:li !)le to prc-lic·t 
the fina.l tcr~s for either portion of tho coBt. fm J.ddi tional difficulty 
is the prediction of t~o iJ.mount of rorei ?;ll currency rcc:uircd. ~ap -·. on Koei 
asBunwd :1bout 53 per ce!1t (the forci t"ql currcnc~r co::1poncnt of u:L~ 1?.9.8 
million) o i~ the t•)ta.l co!'lt of ccn~truction ;.;herons ~ -;']!! .. believed t~:~t this 
componon·t irli t";ht be reduced to 20 per cc:1t (ro'..l:;hly UJ :;35 rr.illion) if . full 
usa is m~.de of the ro::;:)arccs a.v:.l.il .lblc in India . It ~~ CW;) !J nr·:>b :1ble th ·1.t 
ihe -~~C:::?_~- r·l.t_~_£~~-!.:~~.L~~'-:!!:!:'?_!lCZ m~)' be _l~~:.l1.:~r t~~~.?l £f72=p·~; c;.;:.;t 
~:l th~£_or lr~--.:,L~lrr::.5l£:Llo .-/C!r. / or <.1 cn:-:~plin ~_.; of lo2.nr, b:-r tt:e :orlrl 
Dank for t!w con~J truGtion of h.J :t.rooloctrio projcctn over t!~a last fi vc ye:.1rs, 
nn a.ver~ge rata of 6-1/2 per cent 'J/.=l.S ch ;.J."' .:sod on lo:\.na to be amol"tizcd 
over 20 to 25 years. rhe United ~!:3.tiona believes th:J.t the intero;;;t r:.:.to 
employed for both currencies u.ppeara to bo a good compromino. 

To reco..pi tul2.te, in ~.; ,1.rch 1)66 ;appon Koei e ~:;tir:n.tcd tho cost of the 
development, ·.rithout intcrent durin :{ construction, to bo u:_; :,243 million 
~-lher~Ll.S ~r,~HA in Jaly 1)68 re:1.sneosed the cost due to infla tion at U:->1275 
million. Including intcrost charr;efl Cl.t 5-1/2 per cent, the tota.l inveat~ent 
required, accor1int; to ~h ~pon Koei ·noulcl be lJ:') :~ 302 r.1illio~1 r.:.nd ;),pol :rin !.r 
the n:J.:nc ra.te to the J ;-;HA fi&.lre tho tot.:1l invcs tr.1ent ;-1ould bo in the order 
of U3~J50 million. A hi~~hcr r::lte of' intcre3t •.-1· ulcl n:.1.turall:r incrc:1se this 
fif,ure b~t on the other h=J."'ld. a l:J.r;~o incre:>:.ne in the local currency 
co~:1ponent, as su -:rre s t ed by :-;!fHA aa prob :J. ble, obt .... incd at a. lo·..rcr intcront 
rate, \iould red.:lca tho co8t. 

; ... 
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In vic·,., of tho difficulty of aatim~.t.tinc1' the r-1.te · of ooa·t escalation, 

the intore:1t r.:l.too :~nd the .iiatribution of co~t bot:,.reen foreign 2.11d local 
ourrenciEHJ 1 it i~ clifficult to forec.1.st ·.-;ith accu.rn.cy cit! ·. er the total. 
cost of tho Y...1.rn:1li development or the cost of enor6f J.i th.a time of 
oonatruction. 

In this conncx.ion, tnmP ha.s recervationa !l.bout the economic and 
fin~nci3.l aspects of the Vai ted ;~ationo' (the axecuti:v~ agency) report. 
'rhe tr.·Di> feeln th.~t the !Jni ted E;.1.tionn sho 1.lld h~vo eivon a. conoider:lbly 
et:rongcr presentation of the cconomio and fin ·lncial implic~tiona of the 
propopod ChiaapJ.ni High-dam scheme. 

The UHDP feels that tho U~l hn.a not c;i ven sufficient pror.~inenca to the 
eonoid.er.;l.bla .di::>po.ri ty betr~ecn Hippon anU. the <~;·iHA in estiraatei foreign 
exch~nge cos to :-thic~ a.mou.n. to to a difference of (llmos t U!3.: 100 :nillion. 
Furthermore, U:IDP believes th::~:t it would. bo more realistic to cornp,lte tota.l 
inventmcnt cost on the basis of 6-1/2 per cent intcrcnt rathor than 5-1/2 
per cent. 

'rlhile the co~~_Y-c;: ki;,_~_Od;\tLho':!£__£~~-c._~cr 1x:· ;,nr.;'"!1i81!~'?..ll f~.P~~oh~ 
!E..K~2.\~t-_Lni!_.~t..-\.o 1 '2) :-1 i ±.!.~P er ki 1 ~i~ ~~-h 0ur) i:-3 r1c!1 t i o~~~t._l:~~ u:J 
reoort f:t.il3 to . ~ i vc~. ~;ip0on ;~c. ci 's .~ln~1n.l C;-Jti :-:l .!.tn of :J .. '1 ;:vl:1i tiona! U . ~ >3.9.1 
--"----------L------A-----.----~-------- -------------
millioa tl~ou.l J bo rc~uirc ... l f or t~~2!.~~~on c ~YJt ~> to the In'li::l.."l r:1a.~. 

I~nally the S i:!!A report Has oub!lli tted in 1963, :c1d nince then there 
han bce:1 a ri3e in conotruction cost:>. ?or all thos e rc:.1.nons, U:!D? bclicv·cs 
that tot.::Ll project cont incl:1.d.in :; intcroot will bo close to U.:3 ;500 nillion 
rather tha.n the u~; ~;350 million :-nentioned in the Uni tod :·;at ions report. 

· ... 
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mTERNATIONAL BANK FOR REXJONSTRIJCTION AND DEVEIDFMENT 

INTERNATIONAL DEVELOIMENT ASSOCIATION 

OFFICE MEMORANDUM 

TO: · Mr. C. P. Vasudevan :··~: DA.TE: D3cember 14, 1971 

FROM i C. R. Dickenson and B. Holmgren 

SUBJECT: NEPAL - Credit 166-NEP. 
Nepal Telecommunications Project 
Full Supervision Report 

In accordance with terms of reference dated October 18, 1971 
we· visited Kathmandu from November 11 to November 20, 1971, in order to 
review the progress and performance of the Nepal Telecommunications Board 
(NTB) unaer telecommunications credit 166 NEP. Details of the installat­
ions visited during the mission and persons with whom discussions took 
place are included in Annex 1. 

1. Project Data 

1.01 .Amount of Credit 166 NEP 
Amount Disbursed October 31, 1971 
Amount Committed, October 31, 1971 
Date of Credit Agreement 
Effective Date 
Closing Date 
Date of Last Supervision Mission 
Current Exchange Ra. te 

US$1. 70 million 
US$0.16 million 
US$1. SS million 
November 10, 1969 
March 1, l970 
July 31, 1974 
October 16-26, 1970 
US$l.O=NRsl0.10 

1.02 The project is the Borrower's Five-Year Telecommunications 
Program covering the period July 1968 - July 1973 and provides for con­
nection of 5,700 subscribers lines, the provision of long distance and 
international land line carrier and microwave radio systems, the provi­
sion of telex facilities at Kathmandu, and the reorganization of the 
operating entit~, 

1.03 The project was to be financed by two grants in aid from India 
totalling US$1. 8 million and by the credit of U S$1. 7 million 1d th Nepal 
meeting the local costs of the IDA financed part of the project amounting 
to US$0.67 million equivalent from internal cash generation and the 
government budget. 

1. 04 The credit agreanen t required that: 

(a) Government should employ the consultants, experts and 
accountants required to design, introduce and operate 
the new organization; 
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(b) a new commercial accounting system with opening balance 
of accounts would be put into operation by no later than 
July 16, 1970; 

(c) experts would be employed for periods satisfactory to IDA · 
in the positions of Financial Comptroller and Business 
Manager; 

(d) NTB would repay the subloan to the Government over 12 years 
including two years of grace at 6-1/2% interest, from Novem­
ber 10, 1969; 

(e) from July 16, 1973 the rate of return should be at least 8%. 

It was also agreed during negotiations that through July 31, 
1973 the maximum number of empl·oyees at any time should not exceed 
1,200. 

2. SUmmary 

2.01 The physical execution of the part of the project financed 
by IDA and by the first Indian Grant is now progressing satisfactorily, 
although one year behind schedule, due to initial difficulties which 
have now been overcome. (Paragraphs 4.01 to 4.03). 

2.02 The agreement with India for the Second Indian Grant which 
provides for three telephone exchanges in the Terai has not been signed. 
In order to fully utilize the microwave system, alternative financing 
should be sought and procurement action taken in early 1972 if the Indian 
assistance is not forthboming. (Paragraph 4.04). 

2.03 The operating results for fiscal year ending July 1971 are less 
satisfactory than anticipated. However, NTB is expected to comply with 
the rate of return covenant, which specifies 8% from July 1973. It will 
not, however, be possible to meet the terms of repayment of the subloan 
from the Government. (Paragraphs 6.01 and 6.05). 

2.04 In August 1971, telecommunications became the responsibility of 
the newly created Ministry of Communications instead of the Minist~ of 
Public Works • (Paragraph 7 • 01 ) .. 

2.05 The Government has decided to convert NTB into a corporation 
to give it more autonomy. The draft order has been approved by IDA and 
is expected to be issued in January, 1972. (Paragraph 7o02). 

2.06 Due to the sectorial reorganization, the internal reorganization 
of NTB and the implementation of the consultants proposals have been tem­
porarily suspended. (Paragraph 7.02). 
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2.07 Proposals for the next phase of NTB 1 s development are expected 
to be finalized by mid 1972 and if the Government requests Bank group 
financing, the project should be appraised in late 1972. (Paragraph 8.01). 

3. Action Taken and Recommended 

3.01 The Nepalese Government is pressing India to sign the Second 
Indian Aid Agreement, which is now a matter of urgency. Alternatively, 
NTB intends in early 1972 to seek other means of financing. (Paragraph 
4.04). 

3.02 The Communications Secretary has stated that his Government 
intends to write to IDA proposing a change in the repayment terms of the 
subloan from the Government to NTB. (Paragraph 6.03). 

3.03 · If the order setting up a Corporation has not been issued by 
March 1972 · the Goverrunent should be written and requested to independently 
implement the consultants recommendations. (Paragraph 7.02). 

3.04 IDA should write to the Goverrunent and NTB and urge them to take 
all necessar.y steps to have the consultants recommendations in connection 
with the accounting arrangements implemented by July 1972. (Annex 2). (Para­
graph 7.05). 

3.05 Further superv1s1on of the project should take place towards the 
end of 1972, possibly in conjunction with the appraisal. 

4. Physical EXecution· of the Project 

4.01 For the part of the project financed by the first grant from 
India, the land line route from Kathmandu through Birganj to India has 

·been completed. (Two three-channel telephone carrier systems, one of which 
carries a 12 channel VF telegraph system are now working to India. These 
have been terminated on a temporary, three position international switch­
board installed in Kathmandu). Erection of the new international exchange 
building at Kathm·andu has been completed and installation of the permanent 
international exchange consisting of three positions and a domestic trunk 
exchange of six positions was due to commence before the end of November. 
Installation of the Birganj automatic exchange was also scheduled to com­
mence in November. 

4.02 Procurement of IDA financed goods has been delayed due to problems 
which have been overcome. Orders have now been placed for all equipment 
.except for one automatic telephone exchange and for the teleprinters to be 
associated with the telex system. 

4.03 NTB has extended the Kathmandu and Biratnagar cable networks, 
completed the interim extension of Biratnagar. exchange by 100 lines, com­
pleted the construction of the road to the top of Pulchowki Mountain required 
for the main microwave radio station and commenced erection of the radio 
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station buildings. Detailed surveys by the microwave system contractor are 
in hand. The number of working exchange lines has increased from 2, 230 at 
January 1, 1969 to 4,569 at October 31, 1971 in line with the forecast of 
4, 8.50. The minor short-fall is due to the delay in the provision of the 
Indian financed exchanges. 

4.04 The agreement with India for the second grant in aid which was 
intended to provide the exchanges connecting with the IDA financed micro­
wave system has not yet been signed (the second grant would have provided 

·for 1,600 lines). NTB has expressed · concern regarding the delay and the 
agreement is now under consideration by the Indian Communications and 
Finance Ministries. In order to fully utilize the microwave system on 
completion, alternative financing should be sought and procurement action 
taken in early 1972 if the Indian assistance is not forthcoming. The 
Nepalese Secretar.y for Communicationsis pressing through intergovernmental 
channels for an early decision in .this matter. Opportunity was also taken 
to prepare a brief for the Bank Group's Resident Representative for infor­
mation and possible action. 

4.0.5 Assuming early agreement is reached on the second phase of the 
Indian financed provisions, completion of the project is expected by the 
present closing date of July 31, 1974. 

5. Disbursements 

5.01 A revised disbursement estimate is shown in .Armex 3. As at 
October 31, 1971, the credit was 92% committed and about 1~ of the credit 
amount had been disbursed. The difference between actual disbursements 
and the appraisal forecast is due to a lack of lmowledge of international 
tendering procedures -and the sudden death in the early stages of the proj­
ect of NTB 's capable chief executive. These problems have now been re­
solved. 'Ihe credit is expected to be fully disbursed by the closing date 
of July 31, 1974. 

6. Operating Results and Financial Position 

6.01 In the fiscal year ending July 1971, NTB made a net loss of 
NRs0.84 million on a·revenue of .NRs5.3 million compared with the appraisal 
forecast of a net profit of NRs0.9 million (Annex 4). This is only in small 
part due to the physical delays of the project in that the number of lines 
connected is only 3% less than the forecast. Telephone revenues were lower 
than forecast due to a lower tariff for extension telephones than assumed 
(NRslO instead of NRs25 per month) and less local excess calls. Domestic 
telegraph revenues have decreased slightly whereas the forecast allowed for 
an 80% increase between 1968 and 1971. A possible cause of both reduced 
telephone and telegraph usage has been the introduction of charges for 
Government Departments. :EXpenses for salaries were higher than forecast. 
'!he number of staff has now been brought down to 80% of the maximum level 
agreed to with IDA but this action was . only taken towards the end of the 
fiscal year. The cost of the IDA financed consultants of NRs0.42 million 
was charged fully to operations. 
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6.02 The value of fixed assets was only 70% of the forecast because 
the commissioning of the part of the project constructed and financed . 
by India was delayed, and also, 80% of NTB 1 s present assets were brought 
into the books ~t the old exchange rate i.e. at US$l=NRs 7.7 versus the 
present rate of US$l=NRs 10.10 (Annex 5). It was pointed out to NTB, 
tnat the rate of return covenant in the credit agreement requires gross 
assets to be adjusted to reflect changes in current prices. This matter 
was also brought to the. attention of the auditors. 

6.03 The cash position is extremely strong with cash and bank depo-
sits exceeding last years revenue by about one third. The reasons for 
this are the delays in project execution with the local portion of the 
project cost accumulating and the fact that the Government has been 
separately supplying the local funds which alreaqy were to be provided 
in the financing plan by internal cash generation. The management of 
NTB was requested to take appropriate action to adjust the position. 

6.04 . The accounts receivables which have previously been somewhat 
high have been reduced and are now reasonable. Although inventories 
have been reduced somewhat over the past fiscal year, they still seem 
excessive. NTB was asked to review its inventories to establish appro­
priate levels for the major stock i terns. The high level of current 
liabilities is because the Indian administrations share of international 
revenues has not been settled promptly. NTB is now updating these accounts 
and they will be settled as soon as approved by the Indian Government. 

6.05 The credit agreement dated November 10, 1969 provides for repay­
ment of the subloan between the Government and NTB over 12 years including 
a grace period o~ two :~ears. Funds expected to be available for debt serv­
ice in fiscal years 1972-1975 amount1 ~o some NRs 5 million ·(see Annex 6), 
Total debt service over this period =t with the terms specified in the 
credit agreement amounts to NRs 11.18 million whereas the debt service 
with standard terms i.e. 20 years including S years grace and equal annual 
payments of interest and principal, would amount to NRs 3. 76 million. The 
Secretar,y for Communications appreciates that in order to change the orig­
inal te.nns the Govermnent will have to make a formal · request to IDA and 
he intends to t~e action accordingly. 

6.06 NTB is expected to continue to show a loss in the fiscal year 
ending July 1972 but from fiscal year 1974 it should, assuming completion 
of the project, meet the rate of return covenant of 8% • 

. !/ lhe appraisal ·report assumes that the principal is paid in equal 
annual installments which is also the assumption here. However, 
the credit agreement is open on this point. 
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7. Organization, Management and Performance of the Borrower 

7.01 The responsibili~ for telecommunications was transferred from 
the Ministry of Public Works to the newly created Ministr,y of Communica­
tions in August 1971. 

1.02 The Government has decided to convert NTB into a government-
owned corporation and the implementation order is expected to be issued 
in January 1972. The change in status is desirable and in line with the 
Bank's original recommendations which were modified during negotiations 
to meet difficulties raised at the time by the Government. In the light 
of the proposed change in status, work on the reorganization of NTB as 
proposed by the consultants financed under the credit has been suspended. 
While some adjustment of the consultants proposals to meet the revised 
circumstanc~s will be necessar,y, completion of the reorganization as 
required in the Credit Agreement is a matter of urgency and if the cor­
poration has not been created by March 1972, we should then write the 
Government and urge them to implement the consultants reconunendations 
independently of the conversion of NTB into a corporation. 

7.03 The period of employment of the expert made available under the 
Colombo Plan as Business Manager (2 years) will not be sufficient to com­
plete the implementation of the consultants recommendations~ The Secretar,y 
of Communication confirmed that he would be requesting an extension for a 
period of one year, which would make both the Business Manager and the 
Financial Controller (who has a three year contract) available to NTB 
through 1972. The British Ambassador indicated that he foresaw no dif­
ficulty in obtaining the extension under the Colombo Plan. 

7.04 Staffing arrangements within NTB are, on the whole satisfactory. 
The accountants required to be employed in connection with the setting up 
of a commercial accounting system have been recruited and after some delay 
the overall staff levels have been reduced to a figure below that agreed 
during negotiations. Difficulties created by the loss of two of the most 
senior qualified Nepalese engineers will be solved by two engineering 
experts who are being made available through the Colombo Plan and are 
expected to arrive ii1 Nepal in January 1972. However, the counterparts 
who were to be appointed to the expatriate experts have not yet been 
nominated and the importance of taking early action was stressed. 

7 .OS . NTB 's opening balance sheet as of July 15, 1970 was submitted to 
IDA on July 25, 1971. The audited accounts for the fiscal year ending 
July 16, 1971 will probably be made· available to IDA by February 1972 or 
within seven months after the close of the fiscal year compared to the 
five months required under the credit agreement. The importance of an 
adequate management information system was stressed and it was pointed 
out that the implementation of the accounting systems and procedures pro­
posed by the consul ta.nts could and should be introduced independently of 
the decision to convert NTB into a corporation. 
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1.06 The setting up of the UNDP financed Telecommunications Train-
ing Institute has been delayed. ·Temporary ~ccommodation has been obtained 
but the project manager has yet to be recruited. The matter was taken up 
through the UN resident representative and two nominations are now being 
forwarded . to Government and one of these is expected to be approved shortly. 
Action is also being taken to nominate Nepalese for training under overseas 
fellowships. The training program, which is necessary for mainte."lance and 
op'~ration of the facilities provided by the project, should now get under 
Wa:J• 

8. FUture Investment Plans 

8.01 The ITU telecommunications advisor has prepared an advance develop-
ment plan for the period July 1974 to July 1979. This plan, after a review 
within NTB, is likely to be submitted to the Association by mid 1972, with a 

· view to appraisal towards the end of 1972. 'nle total cost of the program is 
likely. to be in the region of U$8 million with a foreign exchange component 
of US$5 million. 

CRDickenson/BHolmgren:km 

cc: Messrs. Chadenet, Baum, Ripman, Rovani, John King, Engelmann, Lee, 
Lithgow, Perch, Weiner, Armstrong} Howell, Berrie, Jermings, 
White, Saeed, Bomani, Abd El AtyY- Loan Officer (3), 
Grosvenor- Controller's bepto, Clyde - Legal Dept., 
Central Files (2), Division Flies, Chronological FJ.le. 
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NEPAL: TOURISM 

1. Since Nepal was opened to foreigners in 1951, demand for 
~ort and Qeeommactation facilities for \~sitinE this fascinating · 
country he.s far exceeded supply. l , . of foreig!l .arri vals 
has been growing steadily at som 7% com o1.u1d per ye · since 1965; 
they only amounted to ~,000 in 1970. These exc u · e Indian citizens, 
l-Tho are not required to complete the same im.Tfligration formalities as 
other foreiners, and so do not a.ppear in the statistics: some -.4,000 
Indians are estimated to reach Kathnandu each year by air, and there are 
in addition many thousands of unrecorded land frontier crossings ~y 
Indians. Hany group tours ~-rere cancelled during 1971 as a result 'of 
upheavals elsewhere in the sub-continent, arid total arrivals for the year 
are expected to be about the same as for 1970. 

2. Nepal has a variety of attractions ;.;hich · enable it to appeal 
strongly to a number of tourist markets. Its climate can attract Indians 
and e:x.--patriates from · neighboring. regions having intolerable summers. ·The 
Himalayas draw climbers, treY~ers, and sightseers: The ancient cities 
of the Katrunandu Valley represent a unique blendine of cultures, and 
provide the sightseer with a profusion of t~:r.lples, monasteries, markets, 
statues, carvings, fairs and ceremonies. The .-jungles of southern Nepal 
support many varieties of gaJne. 'rne birthplace of Buddha at Lumbini 
draws many· thousands of pilgrims~ 

J. Kathmandu is the main center for international tourism, and 
the only place where hotel accomodation is at· all _developed. Of the 558 
hotel rooms classified by the Department of Tourism, 500 are in Katrunandu. 

4. . Direct foreign· exchange ·earni~gs from tourism are difficult to 
estimate, due to. the belief that many totirist transactions are made 
through the grey market. The official estimate of gross direct foreign 
exchange earnings was US$ 1.3 1nillion equivalent in 1969/70. The true 
·-figure may have been almost double this, but even so, tourism would have 
accounted for less than 10% of tot.al receipts of convertible foreign 
exchange. Direct full-time e..11plo .1e in tourism throughout the country 
probably does not exceed ., ut substantial numbers of porters are 

,employed during the - trekK1ng season. 

5. Pokhara, located near a lake beneath the spectacular ~~chhapuchare 
( :r:r'ishtail") pea..lc, is an established center for trekking, ~nd has one 
small hotel more or less suitable for international visitors, and other 
more modest accommodation. On completion of the Kathr.~ndu-Pokhara road, 
under construction with assistance from }~inland China~ driving time 
from the capital w~ll be some 4 hours. The airport is also ·being improved 
as part of the Asian Development Bank program. 

6. The prospects for greatly increasing Nepal's net foreigri 
·exchange earnines. from tourism are excellent in the long run •. Moreover, 
it is probable that a much greater number of foreign visiters can be 
a·ccommodated in the . K.:1thmandu valley and elsewhere without leading to 
social tensions vis-a-vis the local inhabitants. As accommodation and 
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and internal transport facilities exPand, so Nepal can develop as a 
tourist destination area in .its own right. But it ·Trlill also gain from 
the growth of multi-country tours based on regional travel from air charter 
gateways such as Bangkok and Singapore. 

7. The short term problems arise partly as a·-r.esult of the early 
stage of Nepal's development, and partly from its -geographical location. 
Technical skills for the construction and operation· of tourist aciliti s 
hav e su: ~ es. Communication links 
to and within Nepal are as yet inadequate forte demands of the in~ . 

creasingly sophisticated international tourist industry. Operatin& 
conditions at the present Kath:rnandu airport have not been such as to 
encourage forei gn airlines to negotiate traffic rights, and the naiional 
carrier, Royal Nepal Airlines Corporation, (RNAC) has suffered from 
inadequate financial, managerial, and technical resources. The joint 
IDA/Indian Government Telecorr~unications Project, the Asian Development 

·Bank Airport Program, the~prq~o$~d . UNDP/ILO Hotel Training School, the 
RNAC/ .Air France Techt~ical Assist~"'1ce Agreement, and the IDA Highway · 
progr~n all contribute to a greatly improved situation for developing 
tourism. The main con + vailabili t of sui tabl ourist 
accommodations. The ..oroposed IDA credit (see para .11 below -vd.ll provide 
an addi. tional 2 · in Kathm du. 

8. Present scheduled air services link Kathmandu with Bangkok, 
Rangoon, Calcutta, Delhi, Patna and Benares. Air routes from Kathmandu 
westward therefore involve a change of flight in India. Thai International 
were unable to negotiate adequate traffic rights from the Afghan government 
to extend their . B:tngkok-Yw.thrnandu service via Delhi to Kabul. Royal 
Nepal Airlines are considering new routes, over which they are planning 
to operate jets. The runway of Kat~andu airport will be extended under 
the Asian Developnent Bank airport program to .10,000 feet enabling air-
craft of the DC8/B707 type to operate without undue restrictions. Improvements 

. are also being made in lighting and navigational aids. A few charter . . 
flights' have already reached Kathmandu, but they have been restricted · , .. ·. · 
by_iimited hotel acco~~odations. 

9. . s ·laid down a tourism polic 11 
,£.oncei ved. vJhi e recognizing the oppor U1ll. les ourism offers in 

.' of economic .development, and providing for appropriate encouragement and 
incentives, the policy is to maintain control over the entry of tourists 
and their movements outside the Kathmandu Valley. · 

10. Nepal has received substantial outside assistanc.e in developing 
tourism. A tourism .master plan i re d with technical assistance 
from the C~rman. governmen • NESCO missions have begun preparing programs 
for the scheduline, resto~ation and preservation of antiquities· 
Kredi tanstalt fuer Hiederaufbau ~"ld USAID ha-ve provided resources for the 
Nepal Industrial Development ·Corporation (riTDC), some of which have been 
used to finance hotels. vli th the personal support of U T'nant, an-d of 
goverrunents of Buddhist countries, -preliminary plans have been made for 
the construction of a religious complex at Lurnbini, birthplace of Buddha, 
to be financed partly by international subscriptions • . The ASian 

-- --
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f 

I 

. t 
f 



-3-
; 

::::.-:· ( Development F3.? .. nk airport progrc-rn provides essential infrastructure for 
.. tot'ri5m. Si~iss technical. assistance has helped local handicrafts, and the 

proJ:'lotion and execution of a "tourist villc.ge ", the first phase of ·Hhich 
is nearing cc1::pletion on the outskirts of Kath.Tflandu. The Inte:r-national 
Inbor Organization has helped the e;overnnent prepare a request for Ui'J'"DP 

-- assistance in the establishment of a hotel training school in Ka thrnandu. 

-·. -...... ,_ 

..... .. _ ----. 

---,._ 

: 

11. An IDA credit of US; 4. 2 million f0r · · ne otiated, 
and will be su n'.J. - ... e o the Board in February It provides :for the 
en1argement, refurbism.ne and extension of the existing 90 room Hotel 
de 1 1 Annapurna into a 2hl room hotel of first class international star1dard, 

. and for the conr>truction of a ner,r second class hotel of 120 rooms; The 
total investncnt in bo' 0 ls, includine; land and the va~uation ' or:the 
existine assets, is US· 6.6 million equivalEnt. The proposed IDA credit 
\-rould cover total est.i..rr.J. ·e foreign exch~T'le;e costs. The credit 1-rould be 
chanellcd to the sponsors of each project tnrouzh NIDC, l-rho -would provide 
ar3J',uni3trativer:~ and technical SUpervision On the GoVCrrL:18llt IS behalf, in 
return for a ssrvicc charge. 'The terms of each sub loan arc 7~% p.a. plus 
~~ commi tsent charge, over 2L~ years, including h years grace. The . 
estimated returns on equity range from 9.9% to 14.9% for the first class 
hotel, and from 7.S& to 11.99% forth'} other one, dependin~ on the 
a.ssUlaptions r~d-a 0:1 occupa.:1cy ra7-cs a. ·1 g date. The best estima.te 
of the econocr~ .. c r·ate of return i~ abo t 19% r each_ sup-project. Extra direct 
employment is esti~ated at $00 .jobs, an -n direct foreion e 0 change ean:ri.ngs 
are expected to be of the order of U ~ 2.8 ~ llion p.a. at full operation. 
Tha project hc:..s :nany unquantifiable bu., .. ertheless real benefits such as: 
improved profitability for the national airline~ stimulus to local handi­
crafts; e:q_;~J.sion of base facilities for trekking expeditions, which 
provide employrnent in remote areas; encouragement of expanded air services, 
of special interest to a land locked country; and justification for a 
hotel t:cain .. i.ng school, from l1hich all hotels can benefit. 

12. The rates of economic return arising from hotel inv-astments in·-
Nepal are much greater than the financial returns to the promoter, even 
when the latter is calculated taking inflation into account. This is . 
·due to adju-stments for sales taxes, and tourist eA--pent:1itures outside the 
hotel. Financial returns on hotel inYestments are almost invariably modest, 
and in iiJ0pal they tend to be ev0n lo-r:er, due to relatively high construction 
and opcratin~ costs, and th~ lirr~ted scope for local trade ~J.d convention 
business. Horeover, as far as the stop-over group tour market is concerned, 
occupancy rates are vulnerable to political unrest in any one of a 
nu.rnber of nej_ghboring c~untries. 

13. The prospects for achieving the proposed lending program for 
tourism seems good. The close contact between IDA and the fiDC will be 
necessary during implementation of the Kathmandu hotel project should help 
to1<~ctrds strengthening the Napalese institution. Once 'the Tourism Kaster 
Plan is available, the Bank Group would wish -to be able to review its 

·recommendations with the Govermnent, a.."'ld \-Tith other potential donors. 

; 
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NEPAL: TOURISM "BASIC STATISTICS 

TOURIST AR.t'liVAlS (EXCLUDING INDIAN CITIZENS). '000 

Nationality 1968 1969 1970 

United States 9.6 12.8 14.3 .: 

Great Britain 3.2 4.4 5.2 .: 

France 2.4 3.3 5.3 
W.Germany 2.2 2,8 4.6 
Australia 1.0 1.6 2.2 
Japan 0.8 1.4 2.3 

· Other s.o 8.6 12.1 '· ... . 
24.2 34.9 46.0 

/ 

TOTAL ._ 

Heans of transuort 

Road 4.5 6.8 9.5 
Air 19.7 28.1 36.5 

Source: Central Bureau of Statistics. 
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NEPAL 

Kez to MaE No. IBRD-3383 

Tourist sites of the Kathmandu yalley 
. ;-~ 

Cultural 
Map No. Name Setting Architecture Importance 

1 CHANDES1~ARI c c c .; 2 BUIHANILKANTHA n ·- A 3 BAUDDHANATH A A A 4 GANESH B c B 5 CHABAHIL B A .. B 6 PASUPATI B B A 1 GOK.ARNA V.LAHADEV B B A 8 HAl B c c 9 B B 
.• 

B NANICHUTAN OF BOUDHA 
./ 10 KHAOOA JOGINI A A . B / 11 CHANGU NARAYAN A B c 12 SURYA BINAYAK B D A 13 DARKSHIN VARAHI B c B 14 BAL KUMAR! B c A 15 KOTESWAR . l1AHADEV B c B 16 . lw-IA LAXMI B B A 17 . HARISIDDHI BHAi/ANI c c A 18 SANTANESWAR NAHADEV B c c 19 BISANKU NARAYAN B c B 20 GODAVARI KUiiDA A B 21 FULCHOKI HAI NA V IHARA D D . A 22 TIKA BHAIRAB B D B 23 VAJRA VARAHI A B A 24 DARSHI N KALI c A 25 GORAKHANATH B c 26 VAJRA JOGINI B c B -27 SIKHA NARAYAN B c A 28 NACHENDRANATH c c A 29 KARYA BINAYAK A D B 30 SHEKHALI DEVI c c B 31 J.A.L BINAYAR B c A 

32 ADINATH B B c 33 BAGH BHAIRA V B A B 
34 K~CCHE NARAYAN A D c 35 ' 1-"".tATATIRTHA A A 36 MARA LAXMI A B B 31 SwAYM'J.BHU A A A 38 BHAGWATI A B c 39 . ICHANGU NARAY.fu'l A c B 40 AJIHA DEVI B B B 41 CHIT UBI BAR B c B X-1 BHAG\vATI A . B c X-2 KARANUNAYA B B B X-3 CHANDESl-IARI A c A X-4 I NDRE5'i/AR NAHADEV B A A X-5 BRAHHAYANI A B c X-6 KRISHNA TEMPLE B B c X-7 VI JAYA BHAGWATI B t c 

A Outstanding 
B Above a~erage 
c Average 
D = Little interest 

Source: ¥ussion interpretation of description of sites in 1 Kathmandu Valley Plan 1 

November, 1 971 





Source: Appraisal Report of Highway Project, October 27, 1970 Updated: January 11, 197' 

THE TR.4.NSPORT SECTOR 

1. General: Historically, transport in Nepal has been by means of porters and, 
to a smaller extent, by pack animals and bullock carts in the Terai. These means 
of transport are still of great importance, especially in the hills of central 

, Nepal where the majority of the population lives. 
,
4
l · f I 

2. Topographic and climatic conditions are major 9bstacles to reliable, inexpensive 
transport. The rugged terrain and the large number of rivers and streams, together 
wit~ .he~vy monsoon rains create great difficulties irrthe development of the 
transport system, particularly the construction of Toads and all-weather aircraft 
landi~ t,acilities. 

3. The transport demand is largely concentrated in the north-south direction . 
and is associated with foreign trade and also movements between rural areas and 
villages. 

4. Highways: The construction of roads for motor vehicles outside the Kathmandu 
Valley was only started in 1953, and Nepal still has one of the smallest road 
networks, either in relation to surface area or to population, of any country 
in the world. The network consists of about 2,700 km of road, 660 km of which are paved 
(as of 1970). In 1968, total motor vehicle registration was about 8,000 units, of 
which half were jeeps or passenger cars. The highway system is described in more 
detail in the following pages. .. ..... _. ., 

5. Railways: The Government-owned Transport Corporation of Nepal (TCN}, in addition 
·to operating the ropeway (para 6) and some trucks, operates two short railway lines from 
the Indian border. These run from Raxaul to Birganj (about 10 km) and from Jaynagar 
to Bizalpura (about 53 km). Both are extensions of the Indian railway network and 
do not play a significant role in the overall transport system of Nepal. 

6. Ropelvay: The TCN also operates the 41 km long Hitaura - Kat}-l..man.du ropeway vrhich 
was built in 1964. In 1968/69 the ropeway carried some 35,000 tons of food grains 
and some 270 tons of construction materials, almost all in the direction up from 
Hitaura to Kathmandu. TCN estimates that the ropeway can no'\i operate about 280 
days a year, giving an anmtal capacity up to Kathmandu of about 70,000 tons. Rates 
on the ropeway are lower than comparable trucking rates between Hitaura and Kathmandu 
(roughly 1~ 2.00 per maund (37.5 kg) for foodstuffs on the ropeway as compared with 
NRs 3.00 by truck). There are no plans for expanding the present facilities. 

7. Air Transport: Air transport started in 1950 and the Goverr:nnent owned Royal 
Nepal Airlines Corporation (RNAC) now serves 15 airports in Nepal and four abroad 
(New· Delhi , Calcutta, Pat na and Dacca ). The vol~~e of domestic passenger traffic, 
which r eached 164,000 passengers i n 1969, i ncreased by almost 30% annually during 
the previous three. years. In 1969, some 84,000 passengers arrived in or left Nepal on 
international flights and these services are expanding. Freight carried by RNAC 
totalled some 3,000 tons in 1969. 

8. According to a recently completed study by the International Civil Aviation 
Organization and the Asian Development Bank (ICAO/ADB), effective operations of 
domestic air ·: transport have been handicapped by obsolete equipment, the high cost 
of flight operations, inadequate and unreliable navigational aids and communications, 
lack of airport facilities and the insufficient availability of trained staff. The 
Government is aware of these problems and has taken steps to improve air transport. 
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In August 1969, the Government signed an agreement with Australia for assistance 
in improving navigational aids and communications. In December 1969, the 
Government also obtained a loan of US$6.36 million equivalent from the ADB for: 
{i) improving the airports at Kathmandu, Pokhara, Bhairawa, Simra and 
Biratnagar; (ii) navigational aids and communication facilities; (iii) workshop 
equipment, passenge buses, a pilot navigational trainer; (iv) and technical 
assistance to RNAC and the Department of Civil Aviation (DCA); (v) the Government 
is c~rently evab1ating ~ircr~ft with a view to extending international operations. 

9. Waterways: The use of waterways within Nepal is limited. Rivers are used 
for,~om7 movement of rice and merchandise to ;and ~rom4ndia during the wet 
season and for floating logs from the hills in central Nepal. Canoe ferr,y 
operatio_ns also exist at many places along the rivers, but these are partially 
or completely interrupted during the wet season. 

Transport Coordination 

10. In order to obtain a proper basis for the development of a realistic and 
integrated transport system, the Government in 1964 asked the Bank for assistance 
in organizing and financing a Transport Survey. The Survey report was submitted 
in June 1965 and included a review of the existing transport system, a 30-year 
transport development plan and a more detailed five-year transport investment program 
for inclusion in the Third Five-Year Plan of Nepal, 1965/66 - 1969/70. The Survey 
concluded that the lack of adequate transport w~s a limiting factor to economic 
development in Nepal and that transport investment should receive high priority. 
The Survey also concluded that roads v1ould provide the lov1est cost of transport 
in Nepal and should, therefore, be the prime moge. The report also recommended 

· that air transport should be developed. The proposed five-year investment program 
totalled NRs 517 million (US$68 million equivalent) of which NRs 424 million 
was for roads, NRs 84 million for air and NRs 9 million for railways. 

11. Most development eA'J)endi tures including investment in transport have in recent 
years been financed almost wholly by bilateral assistance from Mainland China, 
India, U.S.S.R., the United Kingdom and the United States. Although this bilateral 
assistance has been essential for the development of the infrastructure, it has 
made the preparation and implementation of coordinated and consistent investment 
plans mo~e difficult. 

12. All matters relating to transport policy and operations are the responsibility 
of the Ministry of Public Works, Transport and Communications (MIW). However, 
transport planning has, in the past, been weak and dispersed amongst several 
separate agencies within the MEW. The Goverrnnent is anxious to improve this 
planning and the preparation and execution of projects. In addition to the technical 
assistance for aviation (para 8), U~IDP is financing feasibility studies of about 
1,000 km of roads ~dth prima~ emphasis on north-south feeder and secondary roads. 
These studies commenced in mid-1970 and are due for completion mid-May 1972. The 
Bank has expressed Special Interest in this project and has participated in the 
Mid-Term Review. Also with financial assistance from the U~IDP, the Government, 
in mid-1970, obtained the services of a transport economist. This expert is 
reviewing the present organization, responsibilities and functions of the various 
agencies concerned with transport with a view to improving coordination, planning and 
policies for transport development. 
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THE HIGHWAY SECTOR 

A. The High\-Tay Network and Trails 

13. Highway Network (Table 1 and Map): The high~Tay network in Nepal is limited 
in extent. The main artery of the country is the 128 km road from the Indian 
border to Kathmandu which l-Tas completed in 1956 by the Indian Government. It 

' is paved and carries all road traffic from India to the capital. In the 
Kathmandu Valley, there is ·also a picturesque but limited net1-1ork of roads 
connecting the smaller satellite towns with the capital. 

I 

14.'The' present road system consists of about 2,700 ~of road divided into 
four clases - international routes, trunk routes, iocal roads and feeder roads. 
The inte~national and trunk routes (paved and gravelled) ·and the local roads 
(princiapaily in the Kathmandu Valley) comprises the national system which is under 
the authority of the Department, while the feeder roads are looked after by the 
village councils (panchayats). With a coverage of 1 km of road per4,000 people 
(and 1 km per 50 km2), Nepal is poorly served compared with countries having a 
similar per capita income; the same ratio for Afghanistan is 1 km per 1,000 people 
(and 1 km per 38 km2) and for Malawi l km per 400 people (and 1 km per 12 km2). 

15. The network is, ho-v1ever, expanding rapidly. International and trunk routes 
are under construction by bilateral agencies with village self-help schemes 
tackling the minor roads. The East-1tlest Highway planned for the whole length 
of the count~ is currently under construetion by three bilateral agencies 
(India, U.S.S.R. and the U.K.). The total leng~p of this road (1,040 km) is 
scheduled for completion by 1985 rrith the e~rn two-t hirds expected to be fully 

. open for traffic by 1975. Current U1IDP feasibility studies to be completed by 
mid-72 (para 12) will identify a first priority group of north-south feeder roads 
for early construction. This would . serve in preparation of a proposed second 
IDA project (US $7 million) in FY 74. IDA has some reservations on economic 
methodology being used by consultants; a presentation by the consultants of the 
economic methodology to be used is expected mid-Jarru.ary, 1972 for the Bank's review. 

16. Trails: The Himalayas and its foothills, which cover two-thirds of Nepal, 
are laced with narrow steep trails used by porters and animals laden with the 
needs and products of isolated valleys and. villages. These trails not only 
link the many minor valley economies but also play a vi tal role in unifying 
the country. The total length of Nepal's trails has been put at about 10,000 km 
and several small but interesting studies have indicated -that up to 40,000 tons 
per year may pass over the more important routes. The terrain is rugged resulting 
in steep trails winding down to rivers of melting snow, the main obstacle in this 
system of trails. The Department is taking an act ive interest in trail improvement, · 
both by ~-rideni ng exi sting t rails and also by a program for the supply of moder'n 
suspension bridges . These bridges 1~11 replace either small dangerous canoe ferries 
or existing primitive suspension bridges. That transport in the hills over porter 
trails will continue for decades to come is certain, and the Government, therefore, 
plans to step up its panchayat assistance program to improve this historic system. 
The proposed project will help in this respect. 
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B. Characteristics and Grmvth of Road Traffic 

17. Data on present road traffic in Nepal are scarce and even less infor.mation 
exists on past trends. Total vehicle registration as of 1968 .was about 8,000 
(5,120 light vehicles -62%, 2,520 trucks - 31% and 560 buses - 7%). Of these, 
about 65% were registered in the Kathmandu Valley. The gross annual increase 
in vehicle registration was 20% during 1964-1968. Information on scrapped 
vehicles is not available,, l}et].ce the present fleet and net growth are not knovin. 
However, even on the basis of gross vehicle registration there would be about 
1,350 persons per vehicle as compared with about 7'00 in India, 500 in Afghanistan 
and 250 in Nalawi. ' · , t 

I 

18. Past traffic data are available from one check point on the important 
Indian bbrder-Kathmandu road. Traffic here increased by about 13% anually since 
1963/64 and in, 1968/69 reached about 230 vehicles per day, almost all trucks. 
The Department in 1969 recognized the need for traffic information and started 
addi tiona.l traffic counts on some of the more important highways. It is expected 
that the UNDP financed transport economist (para 12) will assist the Department 
in expanding the present counting program. Assurances \-Tere obtained during 
negotiations that the Government will prepare and implement a program of regular 
traffic counts and improve the collection of traffic data generally. Traffic 
regulations limiting vehicle weights and dimensions, which are inadequately 
enforced, require reVls~on. Revised vehicle size and weight regulations 
consistent with the capacity of the road network are being introduced and these 
regulations will be enforced under the pr~sent Highways project (Credit No. 223-NEP 
of US$ 2.5 million made in November, l9fC). ., 

· c. Highway Planning and Financing 

19. Planning is the responsibility of the Department Planning Section, but the 
establishment of construction priorities has not always been based on economic 
criteria. Priorities have been influenced by the offers of the several 
bilateral aid programs in Nepal, and attempts to coordinate and standardize 
these programs have not always been successful. 

20. A five-year road plan was first produced in 1964 but was not promulgated 
by the Government. In 1965, the Bank Survey r ecommended a 30-year plan designed 
to provide the country with a basic road net1-1ork. The Government, ho-vrever, 
wanted a faster rate of network expansion and modified the Survey recommendations 
to form the present 20-year Plan (1966-1985). Most items included in the first 
five-year period of this Plan were projects alrea~ committed under foreign aid. 
The Government, · ho~Tever, recognised that comprehensive feasibility studies are 
required to reassess relative priorities, and therefore, asked the U~IDP for 
ass i s t ance to carry out these studies . This tw·o-year study, from which furthe r 
proj ects suitable for Baru{ Group financing might emerge , commenced i n mid-1970. 

21. Highway investments are met largely from foreign aid. This aid is provided 
in the form of foreign staffed construction units and donated consumer goods 
subsequent~ sold locally by the Nepalese Government. The total annual value 
of investment in road construction has increased from about NR.s 24 Million to 
NRs 110 million in the last five years. The planned investment by Government 
(including .foreign aid) for FY 1970 of NRs 217 million (US $ 21 million equivalent) 
represents a spectacular jump over previous years and is supported by the noticeable 
increase in bilateral road construction {by the ~ritish, USA and Mainland Chinese). 
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The total investment for the five year highways plan (1966-1970) was about 
NRs 534 million (about US$53 million) with a tentatively planned investment 
for the five years 1971-1976 of NRs 820 milli~n (about US$81 million). 

22. For FY 1970, revenue from road user charges· (license fees together with 
import duties and surcharges on fuel·, vehicles and spare parts) is estimated 
at about NRs 30 million compared 1vith estimated Goverrnnent experrlitures on 
roads (both capital and recurrent but excluding foreign aid) of l~ 25 million. 
The.recurrent maintenance budget, although having increased over the recent 
years, has not kept pace with the expanding road :. network. There has also been 
a tendency not to provide adequate funds for equipment replacement and repair. 
Hovrever, on the basis of the Department 1 s maintenancet improvement plan, the 
Government increased maintenance allocations. 

23. The local contracting industry is small and engaged on building. and some 
civil works. In addition, a Government-owned contracting firm has recently 
carried out some moderate sized road and bridge contracts in the Kathmandu 
Valley. In other parts of the country, Indian firms are undertaking works 
on contract to the Indian aid agency. 

24. At present, Government contracts are awarded on a competitive basis or 
by negotiation with a single contractor. Due to the small scale of Government 
works being carried out by contract, the Department's experience in contract 
administration is limited. Following preparatory work carried out by the 
Consultants, the Department has now revised its contract procedures together 
with associated documents. 

., 

25. Maintenance of the national highHays is the responsibility of the ·Maintenance 
Section of the Department with, at present, 862 km of road under its authority. 
In addition, there are presently 433 km of national highway being maintained by 
bilateral construction agencies and an estimated 1,400 km of feeder and minor 
roads under partial maintenance by panchayats. All bilateral financed roads, 
both completed and under construction, and also some panchayat roads will eventually 
be transferred to the Department for maintenance. The Government est:L11ates that by 
1976 the Department will be maintaining about 3,000 km of road - an increase of 
about 250% in 6 years. 

26. funds for road maintenance are presently inadequate. Requests for increased 
funds have not been supported by maintenance plans nor by up-to-date accounts 
of actual expenditure. Similarly, cost accounting is not employed to measure 
the efficiency of maintenance operations. The Government is understandably 
reluctant to meet the demands for increased funds until a system of road 
maintenance planning, programming and cost accounting is adopted by the Department. 

27~ The Department is aware of these deficiencies both in organization and 
operations and has drawn up a tentative expansion and improvement program to 
meet the needs of the present and future road network. The program covers, 
among other items, the improvement and expansion of workshop facilities, 
participation in UNDP and other training schemes and the purchase of necessary 
road maintenance equipment. Implementation of the program will require financial 
and technical assistance, and is the basis of the maintenance element of Credit 
No. 223-NEP .• 

( \ 
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E. IDA Credit No. 223-NEP dated December 21, 1970 for US$ 2.5 million 

28. Work on the project is progressing satisfactorily. Last supervision 
mission's report is attached. 

··' . f , 

Cleared by Mr. Dickerson .. 
I .• 

I •. . I 
, ·t 
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TO: 

FROM: 

INTERNATIONAL BANK FOR JUX:ONSTRIJCTIOH AND DFREWFMmlT 

INTERNATIONAL D!VEIDIMEN'l' ASSOCIATION 

OFFICE MJMORANIIJM 

Mr. Charles Morse DATE: J anuar;y 101 1972 

Juergen Kranbach and Maurice Mould 

SJBJIDT: NEPAL - UNDP/WHO Study of Greater Kathmandu 
Water Supply and Sewerage . 
Project Identification 
Back-to-Office and Full Report 

1. In accordance w.:l. th Terms of Reference dated November 17, 1971, we 
visited Kathmandu from December 3 through 6, 1971. lnfe had several meetings, 
and l-ie undertook one field trip, with local representatives of WHO and their 
consultants, Messrs. Binnie and Partners of London. Mr. J.D. Roulet of the 
South Asia Department {who was also in Nepal at that time) and Mr. A. Kirk, 
the Bank's Resident Representative in Nepal, were kept informed of our 
discussions and were present at the concluding meeting with Mr. K.D. Adhikaey, 
Chief Fhgineer of the Ministry of Water and Power, Government of Nepal (GN). 
Our movements and effectiveness during this short initial visit were somewhat 
hampered by the outbreak of the Indo--Pakistan war (fuel shortage, emergency 
arranganents by consultants, etc.) • 

2. The status of the project was also discussed in our meetings with 
WHO in Delhi (November· 29), Geneva (December 10), and Washington (December 22) 
as well as in Mr. Mould's meetings with the consultants in london (December 14~. 
A list of persons met during and after the mission is shown in Annex I. 

Summa~ and Conclusions 

3. The main objective of the current Phase I of the study is to prepare 
master plans for urban water supply and sewerage in the Kathmandu Valley 
(covering the totms of Kathmandu, Lali tpur and Bhaktapur) • After canpletion 
of Phase I, scheduled for mid 1973, a further year's work on Phase II 
(preliminary engineering) will be necessary before the main works program 
(1975-BO)·woUJ_d be.~eady for. appraisal. 

4. Included in Phase I is an immediate works program to provide relief 
water supplies for Bhru{tapur and Lalitpur and to reduce leakage and wastage 
in Kathmandu. A tentative provision of $1.2 million is believed to be in 

· UNDP' s budget for this purpose, but subject to agreement with UNDP/WHO and GN 
these works (due to start early in 1973) could also be financed by IDA. The 
advantages l-7ould be that: 

(i) this snall initial program (total cost probably 
US$1 to 2 million) would provide experience for 
the main works program to be defined in the master 
plans, and, 
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(ii) ll{DP could reallocate these earmarked funds to 
Phase II of the st~ and to other projects 
requested by the Government, thereby relieving 
their already over-connni tted budget. 

5. In spite of their initial delays, logistic problems, the slow 
pace of development in Nepal and the lack of effective project executing 
agencies, the consultants are confident of completing the study on time. 
Based on our admittedly more superficial impression, we believe, however, 
that the present schedules for project preparation and implementation are 
too .qptimistic (see paragraphs 13-17). 

6. The consultants' preliminary proposals on institutional reform 
(to create a national water supply corporation) appear too ambitious and 
unrealistic. At best they can be regarded as desirable long term targets 
but in the meantime more realistic short term objectives must be defined. 
This will require a better cooperation between HHO, the consultants and 
the Government departments responsible for water supply arid sewerage. 

7. Phase I also includes a water supply sector study, mainly to 
collect data and review the present situation outside the Kathmandu 
Valley and to put the Kathmandu problem into perspective. To transform 
this sector study into a vehicle for developing reliable preinvestment 
proposals for systems outside the Kathmandu Valley (as may be desirable 
from IDA 1 s cO\Ultry lending program point of view} would require consi­
derable adjustments of the consultants• contract. 

Action Recommended 

8. If it is confirmed that IDA is interested in the financing of 
interim water supply projects in Nepal prior to completion of the Greater 
Kathmandu Master Plan, agreement should be reached with UNDP in principle 
that IDA ~.yould provide the financing for the iir.Jnediate works progran 
due to start in 1973. 

9. The timetable for further project pre-appraisal and for appraisal 
of the immediate and final works programs through 1974, as set out in 
paragraph 32, should be adopted by IDA. 

Present Situation of Water Supply and Sevrerage Services 
in Greater Kathmandu and Nepal 

10. GN 1s Request for Assistance to UNDP (see paragraph 12) contains 
considerable relevant statistical data both of the countr,y and of the 
background to this project. Except for a small section of Kathmandu, which 
has a rudimentary system, there is no sewerage or sewage disposal in the 
country, and the following indicate the l ·imi ted water supplies to Greater 
Kathmandu composed of the capital city of Kathmandu, Lalitpur (linked 
with Kathmandu 1 s southern boundary but separated by the Bhagma ti River), 
and Bhakta.pur (9 miles east of Kathmandu). 
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Estimated Available Gallons per 
1971 Supply.l/ capita per 

Population 
"Imgd 27 

day (gcd). 

Kathmandu 200,000 5.0 25 

Lalitpur 100,000 O.b 4 

Bhaktapur 50,000 0.1 2 

Greater Kathmandu 350,000 5~5 16 

Nepal's current population is about 11 million, of which over 8.5% are 
estimated to be in ~al areas i.e., in towns or villages having popula­
tions of 500 or less. vlith the demonstrated inadequacy of water and 
sewerage services to the three major towns, the situation in the remainder 
of the country can only be described as a total lack of facilities. .Apart 
from this project, a limited rural water supplies project being under­
taken by virtually one man fran 1~0 and small schemes in the higher hills 
around Mount Everest {by Sir Edmund Hillary), there is no active water 
supply or sewerage project development in Nepal. 

11. 1t>J'ater supplies and sewerage in Nepal ·are at present the res-
ponsibility of the Hinistry of 1t[ater and Potl9r• The principal water 
engineers of this f.iinistry are concerned with irrigation, while drinking 
water supplies and se-vrerage do not appear to have priority, except in 
Kathmandu and the two valley towns. Another GN department, the l.fi.nistry 
of Home and Panchayat3/ (equ:t,valent of a Ministry of Home or Local 
Government Affairs) have fonned a new department called the Department 
of Decentralisation, whose apparent aim is to pass as much local adminis­
tration as possible into the hands of local authorities from the central 
government. .Amongst the services which are being inunediately passed from 
tlle Department of ·trrater and Power are those of water supply (outside the 
Kathmandu Valley there is no selretrage, so this is not under present 
consideration) .4/ -
.!/ From this supply, over 50% wastage is estimated to be incurred 

before supply reaches consumers. 

Y Million Imperial gallons per day. 

lf Panc~yat is the governing council of sm~ towns or villages. 

This information was obtained from Mr. 1/IJ. Adorno, a 1~JHO engineer, 
who is carrying out a w"HO program of rural water supplies with the 
aid of volunteers (mostJ.y U.s. Peace Corps). He appeared to be 
the best informed expatriate on water supply and sewerage available 
in Kathmandu. 
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Master Plan for Development of i·la ter Supply and Sewerage 
SY§tems of Greater Kathmandu 

12. In July 1969, GN formally requested assistance from the UNDP 
(Special Fund) for the investigation of water resources, planning and -
design of water distribution and sewerage systems for Greater Kathmandu. 
The UNDP Governing Council approved the Study in October 1969 and the Bank/ 
IDA eJq>ressed its "Special Interest". WHO was assigned as Executing 
Agency and selected Binnie & Partners, London, as subcontractors (contract 
signed December 1970). 

13. The UNDP Study is designed to produce a phased program of 
water supply and sewerage development, thrOu.gh the year 2000 for Greater 
Kathmandu and an overall water balance study for the Kathmandu Valley 
(76,400 hectares). Two phases are called for: Phase I includes · 
preparation of the Master Plan, detailed designs for immediate works in 
La.li tpur and Bhaktapur, the water balance study, organizational studies 
and visits by specialists for advising on key activities. The study ~Jill 
not make any recommends. tions for towns or villages :within the Kathmandu 
Valley, or in the renainder of Nepal, other than tthe three towns of 
Greater Kathmandu. As part of their studies, the consultants will 
prepare a sector study of water supplies and sewerage for Nepal, but 
this tdll be of limited value for project identification in other 
areas (see paragraphs 23-25). Phase II is to include surveys, engineering 
design and planning of water supply and sewerage systems required to be in 
sernce by 1980. So far, the consultants are only engaged for Phase I of 
the project, having commenced work in February 1971 and expecting to 
present their final reports between April and August 1973. Their time~ 
table for submission of reports for Phase I is: 

June 1971 

June 1972 

October 197 2 

November 1972 

April 1973 

August 1973 

Interim Report on Organization and 
Hanagement Studies (achieved on 
schedule) 

Draft Sector Study 

Final Sector Study, and Water Balance 
Report of Kathmandu Valley 

Distribution System Report 

Haster Plan of vlater. Supply ·and 
Sewerage and Final Report on 
Organizational and Management 
Studies 

Reports of specialists on maintenance, 
stores, accounts, and organization and 
management after establishment of semi'!'" 
autonomous authori. ty for water supply 
and sewerage (if accepted by GN) 
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14. The consultants are reasonably confident that they will achieve 
the above targets, but considering the difficulties experienced in the 
past as outlined below, they may be overly optimistic: 

(i) logistic problems in building up the equipment 
necessar,y for a professional team in Nepal; 

(ii) serious lack of adequate mapping of the Kathmandu 
Valley; 

(iii) pressure from WHO to produce the sector study earlier 
and in a more comprehensive fonn than originally 
intended, in order to assist the authorities in 
preparing 197 2/3 and later budgets • 

15. Logistic problems are caused mainly by ~Iepal 1 s reliance on 
Indian transit systems, including the port of Calcutta, for virtually 
all supplies. However, some trade is developing with China on the new 
Chinese-built Kathmandu-Lhasa road. Apart frpm expensive air freight 
Sy-stems, there is only one serviceable road into Kathmandu from India, 
which has to negotiate mountain passes up to 6,200 feet in altitude. 
In addition, a trade dispute in 1971 caused the Indian Government to 
close the supply route for a short time, and more recently, the Indo/ 
Pakistan 1-1ar put Nepali supplies in jeopardy. Any timing for project 
development in Nepal must take into account theunreliability of foreign 
supplies, particularly if they are to be obtained through the port o-f 
Calcutta. "f:Te rece:i.ved indications !that soi·,le Indian. suppliers nre -dis.:..· 
interested in supplying Nepal, or give very poor service when orders are 
placed. 

16. For example, drilling for groundwater investigation, which 
inter alia, is a basis for the immediate works program (see paragraph 18) 
is three months in arrears. The Plan of Operations envisaged that 
drillings rigs would be provided by GN. .Although one rig was in Nepal, 
it was inoperative because of lack of spares. 'IJJhen we arrived, two 
rigs had just commenced operations near Bhaktapur, after the main rig 
had been brought in from India, and the second previded with spares 
(but its effectiveness remains in doubt, because of age and poor 
maintenance). GN had been very helpful in providmg financial and 
field assistance to obtain the rigs for the consultants (who have sub­
contracted drilling to Gee. Stow Ltd. of London). 

17. The lack of adequate maps gave rise to serious differences between 
~mo and the consultants in the latter part of 1971, because GN did not 
possess maps of the required large scale. The matter has been resolved by 
'tAill:O commissioning the necessar,y surveys from which maps will be prepared 
and supplied to the consultants, but this-9roblem ca11sed c:. delay o£ at 
least three months. . . . .. 
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Immediate Works for Greater Kathmandu 
--~~----~--~--~----------'----
18. The Plan of Operations provides that an interim report on immediate 
works necessary to improve the water supplies in Lali tpur and Bhaktapur should 
have been available by December 1971, and documents prepared for bidding to 
commence on these trorks by July 1972. Urgent distribution improvement ~rorks 
for Kathmandu which the consultants' current leak and waste detection survey 
may determine, are not so far included in the immediate trrorks program, but 
could also be considered. 

19. Water supply in Lalitpur and Bhaktapur is of poor quality and only 
available for approximately four hours per day or less. Our suggestion 
to Mr. Adhikary that possible relief for La.li tP\:1-r could be provid_ed 
by a back connection td th the Kathmandu system ( t.vhich has a supply of 
approximately 10 hours per day); t-Tas coldly received. apparently, even a 
marginal deterioration of water service in the capital city, which could 
help to substantially improve (although not to the same level) · the 
service in the neighboring tot~, could not be considered. 

20. The delay in obtaining drilling rigs and adequate maps had prevented 
the consultants from starting work on this section of the studies. The 
draft report should now be available by June 1972, and the bidding stage 
reached by November/December 1972 ( a delay of four to six months). 

21. 1ve vrere infonned that UNDP will provide US$1.2 million for 
these immediate vrorks, · td.th an equivalent amount being available f~~ -an 
undefined source, if required (probably countel:'j)c:.~~t funds fron Gi·:) H • This 
sU.bjeet :Ls fu:i~·"l:,her discuasea in pr.~ .. agraphs 29 and 30. 

22. As confinned b,y sources familiar vdth the local conditions, the 
Ministry of ''later and Power has no experience in 'tvater supply project 
execution. This may pos~ a problem for execution of the immediate works 
program. 

Sector Study 

23. The Plan of Operations definition of the scope of the sector study 
does not coincid;e '! ·r.i:~h tJ1e ·consultants' proposals and so far ~·mo ht.ve 
still not clarified the matter sufficient1y 1d th the consu.l tants. The 
consultants' proposal, as accepted byWHO, envisaged only a desk stuqy of 
infonnation of the whole of Nepal (to the extent available in KatJ:nnandu), and 
limited reconnaissance visits to outlying areas. Sector infonnation available 
on Nepal in Kathmandu is likely to be very sketchy anq, based on our iJn:pressions 
from a brief aerial survey to the east of Kathrnandu~ to carljr out ·a detailed ·· 
sector study throughout Nepal would take considerably more tLne than the 
consultants have allowed. 

1/ This 1-1as discovered from documents made brtefly available to the mission 
but needs to be confi:L"med, because it is not. in th~ Plan of Opel"ations •. 
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24. The consultants estimated to complete their initial data 
collection for the sector study in 15 months (May 1972), 1d th the draft 
and final reports as in paragraph 13. WHO and UNDP have been exerting 
pressure on the consultants to complete the. study by the end of February 
1972, in order that arry projects which may be revealed by the study could 
be considered by financing agencies, including IDA, as soon as possible. 
A1 though Mr. D. Atkin had promised WHO that the consultants would try to 
make the study available, the mission felt that the result maY not meet 
lfJHO expectations because: 

(i) it may not provide sufficient infonnation; and 

(ii) it is considered UL"11ike]y that a report, even in 
the form originally envisaged by the consw:cants, 
could be produced in three months. 

This was confinned in subsequent discussions in London. 

25. WHO is hoping to receive sufficient information on 9-ll to1ms 
(district capitals) outside the Kathmandu Valley 1-Ji th populations around 
20,000, on which early project investment decisions may be based. Although 
the study, even if provided by end-February 1972, may point to such possible 
projects, it is unlike~ to identify the best solution for each to~m, much 
less to accurately analyse the correct pl~orities within the sector as 
envisaged by the Plan of Operations. 

Institution~l ~ef2rm and Sector Reorganization 

26. As requested by GN, one objective of the UNDP/WHO study is to 
establish the most appropriate institution for developing and administering 
the water and sewerage services in the country. The consultants 1 interim 
report recommends the establishment of a national corporation for water 
supply and. sewerage ( sllrd.lar to the already eidsting electricity and 
telecommunications industr,y corporations). This corporation would have 
responsibility for control, regulation and development of all uater 
resources, water distribution, seuerage and sewage disposal throughout the 
country. Its constitution follows the pattern of similar authorities 't-Thich 
have been established with varying degrees of success throughout the l-rorld. 
Clearly directed at IDA, the consultants' interim report states that nthey have 
kept in mind the conditions which are likely to be required or imposed by 
international lending agencies ••• 11 We e'q>lained that this is too rigid an 
interpretation, because while IDA is generally in favour of · autonomous 
public utilities in water supply, the degree of sophistication in their for.m­
ation and development must allvays be related to the ability o£ the country and 
its resources. 

27 • In the context of the current situation and trends in Nepal the 
consultants' proposals are, in our opinion, unrealistic, or at least 
premature. As explained in paragraph 11, GN, although it may be prepared 
to consider a corporation for the Kathmandu Valley (related primarily to 
the three tot-ms under study), has initiated a policy which would run 
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counter to the consultants' proposals. 'lhere seem to have been no serious 
discussions on this subject between WHO and the consultants on one hand, and 
GN on the other. Moreover, neither Mr. Caldwell nor the consultants 
appeared to have any knowledge of the developments in the Ministry of Hane 
and Panchayat, and even !4r. Adhikary appeared reluctant to discuss them, 
except for the establishment of a corporation for the Kathmandu Valley. 

28. The establishment of a corporation for either the valle.y or 
nation-wide would require an initial staff of professionals which would have 
to be drawn from the Ministry of 1vater and Power. There is a considerable 
shortage of water engineers, administrators and accountants and unless the 
build-up of such a corporation is geared to the pace of developnent and 
training in Nepal, it could fail before ever becoming reality and the 
government· departments could be rendered even less effective than at present. 

UNDP/WHO 

29. Although a scheduled meeting with UNDP representatives had to 
be cancelled, we received indications of their views through WHO, both on 
finance of this project and development finance for Nepal in general. 
The UNDP bUdget for 1972/73 for Nepal is to be prepared during February/ 
March 1972, and early indications are that the US$3 million ceiling will 
be considerably exceeded. It is suggested that the three fiscal years 
1972/73 to 1974/75 may have projects for inclusion totalling US$15 million -
US$6 million in excess of ceiling. We ~rere told that UNDP was hoping, 
therefore, that IDA would be able to finance Phase II of' the Greater 
Kathmandu water and sewerage study, so that UNDP funds could be allocated 
to new GN projects of higher priority. . vle argued that: 

(i) it would not be logical :for UNDP to abandon at an 
intermediate stage a study which has been initiated 
under its sponsorship; 

(ti) it 1rould cause considerable confusion among the various 
parties involved (Govemrilent, consultants, "JHO) if 
another financing agency, operating under different 
procedures, would take over from UNDP; 

(iii) it would be a reversal of the respective roles of 
UNDP and IDA, if under Phase I, UIIDP 'tiould finance 
emergency l-rorks (thus reaching beyond its "pre­
investment rr functions), and if under Phase n, IDA 
would become a pre-investment financing agency • 

Mr. Bierstein, with whom we discussed the matter further in Geneva and in 
Washington, agreed to our views. 
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30. The obvious solution WGUld be for IDA to finance the :immediate 'trorks 
program arising from Phase I, and if UNDP have allocated funds for this purpose, 
these could be partly or fully used to finance Phase II of the study. This 
would pennit an earJ.y direct involvanent of IDA in the development of the Nepal 
water supply sector, which may also be desirable on the grounds of IDA's 
overall lending targets for Nepal. 

31. The 1~0 engineers, Messrs. Caldwell, and Adorno, appeared to l2.ck 
co-ordination both between each o+.Jler and with Dr . Kim, under whose guidance 
they operate. Our joint meetings with them may have helped to overcome this 
problem. · 

Timetable 

32. AJ.though still subject to the resolution of principal problems 
discussed above relating to local expertise for project execution, institution­
al refonn and financing of the innnediate works, the following program could be 
considered by IDA: 

(e.) Immediate _ i:~o_rks Proe;ram 

Between Fobrua1~ 
and May 1972 

l~ugust 1972 

Early 197.3 

Master Plan 

Early 1973 

rtl.d 1974 

Ehd 1974 

Attachment - Annex 1. 
l1CMould/ JKrombach: bkd/ cmn 
IDA 

Providing it can be timed vti. th other water 
supply missions to India and assuming that IDA 
'tdll provide financing, a short pre-appraisal 
rrission should exam..tne the status of preparation 
for these immediate works. 

Appraisal mission subject to draft consultants• 
report availability from June 1972. 

Negotiations/cpproval of first IDA credit. 

Pre-appraisal mission to consider with Master 
Plan reports on water supply and sm-rerage. 

Appraisal mission for first stage of Master 
Plan works, scheduled to start 1975. 

Negotiations/appl~Val of second IDA credit. 

Cleared "tdth and cc. Mr. "'l.J. Armstrong. 
cc. l-1essrs. Chadenet, Baum, Ripman, Rovani, John King, Engelmann, Lee, Lithgow 

van der Tak, Weiner, Howelll 1rJarf'ord, Jennings, 1rJhi.te, Saeed/Bomani, 
Lind (Inf. & Public Affairs), Abdi (Development Services) Clyde 
(Legal), Grosvenor (Controller's), Abd El Aty (South Asia) - (6), 
Central Files (2), Division Files, Chronological Files. 



ANNEX 1 

SCHEDULE OF PERSONS MEl' DURING MISSION TO NEPAL, 

AND I rJ )TElrl .. ~~_l!lE IDNDON 

Nepal - December 3 through 6, 1971 

Government of Nepal - Ministry of Polier and Water 

Mr. K.D. Adhil~--y, Chief Engineer 
Mr. H. Sharma, Co-Project Manager {Nepali counte~ 

· part of WHO) 

l«>rld Health Organization (vJHO) 

Dr. L. Kim, Resident Representative 
Mr. M.J. Caldwell, Project Manager 
Mr. w. Adomo, Rural. Water Supplies Engineer 
Dr. Street, Medical Officer 

Consultants, Messrs. Binnie and Partners 

1-tr. D.M. Atkin, Pro~ect Representative 
Mr. A. Kell, Water ""upply Engineer 
1-1r. R. Darling, Sanitary Engineer 
~1r. N.J. Dawes, Sanitary Engineer 

New Delhi - November 29, 1971 

WHO 

Mr. z.J. Buzo, Chief Resident Fngineer (pending 
retirement in January 1972) 

Prof. J. J. McSweeney {projected replacement for 
Mr. Buzo) 

Mr. Unakul, Regional Advisor. 

Geneva - December 10, 1971 

WHO 

Dr. Dietrich 
Mr. P. Bierstein 
Messrs. Bachmann, Deneller, Haig, Kent, Iojoille# Pinto, 

Prescott, Robinson, Stevens (PIP Unit) 

London - December 14, 1971 

Consultants, l-4essrs. Binnie and Partners 

Mr. R.V .c. Phillips, Partner 
Mr. R. Powell, Acting Responsible Representative for 

the project 
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SJBJ.IDJT: NEPAL - UNDP/WHO Study of Greater Kathmandu 
Water Supply and Sewerage 
Project Identification 
Back-to-Office and Full ·Report 

1. In accordance with Tenns of Reference dated November 17, 1971, we 
visited Kathmandu from Decanber 3 through 6, 1971. We had several meetings, 
and lo~e undertook one field trip, with local representatives of WHO and their 
consultants, Messrs. Binnie and Partners of London. · Mr. J.D. Roulet of the 
South Asia Department (who was also in Nepal at that time) and Mr. A. Kirk, 
the Bank's Resident Representative in Nepal, were kept inf'o:nned of our 
discussions and were present at the concluding meeting with Mr. K.D. Adhikary, 
Chief Ehgineer of the Ministry of Water and Polrer, Government of Nepal (GN). 
Our movements and eff'ecti veness during this short initial visit were somewhat 
hanpered by the outbreak of the Indo-Pald.stan war (fuel shortage, emergency 
arrangements by consultants, etc.) • 

2. The status of' the project was also discussed in our meetings with 
WHO in Delhi (November 29), Geneva (Decanber 10), and Washington (December 22) t 
as well as in Mr. Mould1 s meetings with the consultants in London (DecEmber l.l.t.J. 
A list of persons met during and after the mission is shown in Annex I. 

Summa;r and Conclusions 

3. The main objective of the current Phase I of the study is to prepare 
master plans for urban water supply and sewerage in the Kathmandu Valley 
(covering the tolro.s of Kathmandu, Lali tpur and Bhaktapur) • After canpletion 
of Phase I, scheduled f'or mid 197 3, a further year' s work on Phase II 
(preliminary engineering) ·will be necessary before the main works program 
(1975-BO)·wou~d be.~eaOy for. appraisal. 

4. Included . in Phase I is an immediate works program to provide relief 
water supplies for Bhaktapur and Lali tpur and to reduce leakage and wastage 
in Kathmandu. A tentative provision of $1.2 million is believed to be in 
UNDP 1 s budget for this purpose, but subject to agreement with UNDP /WHO and GN 
these works (due to start early in 1973) could also be financed by IDA. The 
advantages l-rould be that: 

(i) this snall initial program {total cost probably 
US$1 to 2 million) would provide experience for 
the main lrorks program to be defined in the master 
plans, and, 
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(ii) UNDP could reallocate these earmarked funds to 
Phase II of the stuqy and to other projects 
requested by the Government, thereby relieving 
their already over-committed budget. 

5. In spite of their initial delays, logistic problems, the slow 
pace of development in Nepal and the lack of effective project executing 
agencies, the consultants are confident of completing the study on time. 
Based on our admittedly more superficial impression, we believ~ however, 
that the present schedules for project preparation and implementation are 
too optimistic (see paragraphs 13-17). 

6. The consultants• preliminary proposals on institutional reform 
(to create a national water supply corporation) appear too ambitious and 
unrealistic. At best they can be regarded as desirable long term targets 
but in the meantime more realistic short term objectives must be defined. 
This will require a better cooperation between 1.vHO, the consultants and 
the Government departments responsible for water supply and sewerage. 

7. Phase I also includes a water supply sector study, mainly to 
collect data and review the present situation outside the Kathmandu 
Valley and to put the Kathmandu problem into perspective. To transform 
this sector study into a vehicle for developing reliable preinvestment 
proposals for systems outside the Kathmandu Valley (as may be desirable 
from IDA's country lending program point of vie1-1) would require consi­
derable adjustments o! the eonsultants' contract. 

Action Recommended 

8. If it is confirmed that IDA is interested in the financing of 
interim water supply projects in Nepal prior to completion of the Greater 
Kathmandu Master Plan, agreement should be reached with UNDP in principle 
that IDA ":·rould provide the financing for the :ilnrnediate works program 
due to start in 1973. 

9. The timetable for further project pre-appraisal and for appraisal 
of the immediate and final works programs through 1974, as set out in 
paragraph 32, should be adopted by IDA. 

Present Situation of water Supply and Sewerage Services 
in Greater Kathmandu and Nepal 

10. GN's Request for Assistance to UNDP (see paragraph 12) contains 
considerable relevant statistical data both of the country and of the 
background to this project. Except for a small section of Kathmandu, which 
has a rudimentary system, there is no sewerage or sewage disposal in the 
country, and the following indicate the limited water supplies to Greater 
Kathmandu composed of the capital city of Kathmandu, Lali tpur (linked 
with Ka thrnandu 1 s southern boundary but separated by the Bhagma ti River), 
and Bhaktapur (9 miles east of Kathmandu). 



Nepal's current population is about 11 million, of which over 85% are 
estimated to be in rural areas i.e., in towns or villages having popula­
tions of sao or less. vlith the demonstrated inadequacy of water and 
sewerage services to the three major towns, the situation in the remainder 
of the cotmtry can only be described as a total lack of facilities. Apart 
from this project, a lirllited rural water supplies project being under­
taken by virtually one man fran 1~0 and small schemes in the higher hills 
around Mount Everest (by Sir Edmund Hillary), there is no active water 
supply or sewerage project development in Nepal. 

11. l'ITater supplies and se"tverage in Nepal ·are at present the res-
ponsibility of the r-iinistry of Water end Pot1J'Sr. The principal v,.rater 
engineers of this ~1i.nistry are concerned with irrigation, while drinking 
water supplies and se1verage do not appear to have priority, exc~pt in 
Kathmandu and the two valley to-vms. Another GN department, the l.fi.nistry 
of Home and Panchaya.tl/ (equivalent of a Ministry of Home or Local 
Government Affairs) have formed a new department called the Department 
of Decentralisation, whose apparent aim is to pass as much local adminis­
tration as possible into the hands of local authorities from the central 
government. Amongst the services which are being immediately passed from 
the Department of Water and Power are those of water supply (outside the 
Kathmandu Valley there is no sewerage, so this is not under present 
c cnsidera tion) .!!/ 

From this supply, over 50% wastage is estimated to be incurred 
before supply reaches consumers. 

Million Imperial gallons per day. 

Panchaya t is the governing council of small towns or villages. 

This information was obtained from Mr. H. Adorno, a 1't1H0 engineer, 
who is carrying out a ~mo program of rural water supplies with the 
aid of volunteers (mostJ.y U.S. Peace Corps). He appeared to be 
the best informed expatriate on water supply and sewerage available 
in Kathmandu. 
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Master Plan . for Development of ~:later Supply and Sewerage 
Sys tents of Greater Kathmandu 

12. In July 1969, GN formally requested assistance from the UNDP 
(Special Fund) for the investigation of water resources, planning and 
design of water distribution and sewerage systems for Greater Kathmandu. 
The UNDP Governing Council approved the Study in October 1969 and the Bank/ 
IDA e~ressed its "Special Interest". 1rJHO was assigned as Executing 
Agency and selected Binnie & Partners, London, as subcontractors (contract 
signed December 1970). 

13. The UNDP Study is designed to produce a phased program of 
water supply and sewerage development through the year 2000 for Greater 
Kathmandu and an overall water balance study for the Kathmandu Valley 
(76,400 hectares). Two phases are called for: Phase I includes 
preparation of the Master Plan, detailed designs for immediate works in 
La.li tpur and Bhaktapur, the water balance study, organizational studies. 
and visits by specialists for advising on key activities. The study ~Jill 
not make any recommendations for towns or villages within the Kathmandu 

' Valley, or in the remainder of Nepal, other than 1fue three towns of 
Greater Kathmandu. As part of their studies, the consultants will 
prepare a sector study of water supplies and sewerage for Nepal, but 
this will be of limited value for project identification in other 
areas (see paragraphs 23-25). Phase II is to include surveys, engineering 
design and planning of water supply and sewerage systems required to be in 
sernce . by 1980. So far, the consultants are only engaged for Phase I of 
the project, having corrunenced work in Feb ruarJ 1971 and expecting to 
present their final reports between April and August 1973. Their time~ 
table for submission of reports for Phase I is: 

June 1971 

June 1972 

October 197 2 

November 197 2 

April 1973 

August 1973 

Interim Report on Organization and 
Hanagement Studies (achieved on 
schedule) 

Draft Sector Study 

Final Sector Study, and Water Balance 
Report of Kathmandu Valley 

Distribution ~Jstem Report 

!1aster Plan of \·later. Supply· and 
Sewerage and Final Report on 
Organizational and Hanagement 
Studies 

Reports of specialists on maintenance, 
stores, accounts, and organization and 
management after establishment of semi­
autonomous authority for water supply 
and sewerage (if accepted by GN) 
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14. The consultants are reasonably confident that they will achieve 
the above targets, but considering the dif'i'icul ties experienced in the · 
past as outlined below, they may be overly optimistic: 

(i) logistic problems in building up the equipment 
necessary for a professional team in Nepal; 

(ii) serious lack of adequate mapping of the Kathmandu 
Valley; 

(iii) pressure from WHO to produce the sector study earlier 
and in a more comprehensive form than originally 
intended, in order to assist the authorities in 
preparing 1972/3 and later budgets. 

15. Logistic problems are caused mainly by Nepal 1 s reliance on 
Indian transit systems, including the port of' Calcutta, for virtually 
all supplies. However, some trade is developing with China on the new 
Chinese-built Kathmandu-Lhasa road. Apart frpm expensive air freight 
systems, there is only one serviceable road into Kathmandu from India, 
which has to negotiate mountain passes up to 6,200 feet in altitude~ 
In addition, a trade dispute in 1971 caused the Indian Government to 
close the supply route for a short time, and more recently, the Indo/ 
Pakistan 'tvar put Nepali supplies in jeopardy. Any timing for project 
development, in Nepal must take into account theunreliabili ty of foreign 
supplies, particularly if they are to be obtained through the port o£ 
Calcutta. vTe recetved indications :that sorr1e Indian. suppliers nre dis.:.· 
interested in supplying Nepal, or give very poor service when orders are 
placed. 

16. For example, drilling for groundwater investigation, 1-rhich 
inter alia, is a basis for the immediate works program (see paragraph 18) 
is three months in arrears. The Plan of Operations envisaged that 
drillings rigs would be provided by GN. Although one rig was in Nepal, 
it was inoperative because of lack of spares. 1rlhen we arrived, two 
rigs had just commenced operations near Bhaktapur, after the main rig 
had been brought in from India, and the second provided with spares 
(but its effectiveness remains in doubt, because of age and poor 
maintenance). GN had been very helpful in providmg financial and 
field assistance to obtain the rigs for the consultants (who have sub• 
contracted drilling to Geo. Stow Ltd. of London). 

17. The lack of adequate maps gave rise to serious differences between 
rlliO and the consultants in the latter part of 1971, because GN did not 
possess maps of the required large scale. The matter has been resolved by 
'VIffiO commissioning the necessary surveys fran which maps will be prepared 
and supplied to the consultants, but this· 9roblem ca11sed e delay of at 
least three months. . . . .. 
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Immediate Works for Greater Kathmandu 

18. The Plan of Operations provides that an interim report on immediate 
works necessary to improve the water supplies in Lali tpur and Bhaktapur should 
have been available by December 1971, and documents prepared for bidding to 
connnence on these works by July 1972. Urgent distribution improvement t-rorks 
for Kathmandu which the consultants• current leak and waste detection survey 
may detennine, are not so far included in the immediate vrorks program, but 
could also be considered. 

19. Water supply in Lalitpur and Bhaktapur is of ·poor quality and only 
available for approximately four hours per day or less. Our suggestion 
to Mr. Adhikary that possible relief for Lali t~r could be provid_ed 
by a back connection with the Kathmandu system (ttlhich has a supply of 
approximately 10 hours per day), lvas coldly received. .li.pparently, even a 
marginal deterioration of water service in the capital city, which could 
help to substantially improve (although not to the same level) the 
service in the neighboring totvn, could not be considered. 

20. The delay in obtaining drilling rigs and adequate maps had prevented 
the consultants from starting work on this section of the studies. The 
draft report should notra- be available by June 1972, and the bidding stage 
reached by November/December 1972 ( a del~ of four to six months). 

21. 1ve -vrere infonned that UNDP will provide US$1.2 million for 
these immediate 't-torks, td th an equivalent amount being available f~Il) ·an 
undefined source, if required (probably countel ... .PC:l""t funds fron GE) H. This 
sU.bjeet :Ls ·ful;.:rc.her discussea in pc~:·agraphs 29 and 30. 

22. As confinned by sources familiar Tr1i th the local conditions, the 
Ministry of 1-Jater and Power has no e:h."Perience in t-later supply project 
execution. This may pose a problem for execution of the immediate l'J'Orks 
progrBm. 

Sector Study 

23. The Plan of Operations definition of the scope of the sector study 
does not coincid:e ~-r.i. "'vh the ·consultants' proposals and so far ~-mo ht.ve 
still not clarified the matter sufficiently td th the consultants. The 
consultants• proposal, as accepted by WHO, envisaged only a desk study of 
infonnation of the 1..rhole of Nepal (to the extent available in Kathmandu), and 
limited reconnaissance visits to outlying areas. Sector infor.mation available 
on Nepal in Kathmandu is likely to be very sketchy an~ based on our :ilnpressions 
from a brief aerial survey to the east of Kathmandu,. to carrjr out· a detailed ·· 
sector study throughout Nepal would take considerably more t~ne than the 
consultants have allowed. 

1/ This uas discovered from documents made briefly available to the mission 
but needs to be confinn.ed, because it is not in the Plan of Ope1 .. ations •. 
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24. The consultants estimated to canplete their initial data 
collection for the sector study in 15 months {May 1972), 't•r.i th the draft 
and final reports as in paragraph 13. WHO and UNDP have been exerting 
pressure on the consultants to complete the study by the end of February 
1972, in oroel"' that any projects which may be revealed by the study could 
be considered b,y financing agencies, including IDA, as soon as possible • 
.A1 though Mr. D. Atkin had promised WHO that the consultants l-lould try to 
make the study available, the mission felt that the re~t may not meet 
\-IHO expectations because: 

(i) it may not provide sufficient informatiop; and 

(ii) it is considered unlike]y that a report, even in 
the form originally envisaged by the consw:Gants, 
could be produced in three months. 

Thi. s was confirmed in subsequent discussions in London. 

25. WHO is hoping to receive sufficient information on 9-11 to'tms 
(district capitals) outside the Kathmandu Valley 1d th populations around 
20,000, on which early project investment decisions may be based. Although 
the study, even i£ provided by end-Februe.J.-y 1972, may point to such possible 
projects, it is unlikely to identify the best solution for each to~m, much 
less to accurately analyse the correct priori ties 1d thin the sector as 
envisaged by the Plan of Operations. 

~tutional Ref2E and Sector Reorganizat~ 

26.. As requested by GN, one objective of the UNDP/WHO study is to 
establish tlle most appropriate institution for developing and administering 
the water and sewerage services in the country. The consultants• interim 
report recommends the establishment of a national corporation for water 
supply ancl sewerage (similar to the already existing electricity and 
telecommunications industry corporations).· This corporation would have 
responsibility for control, regulation and development of all t.zater 
resources, 't-vater distribution, seuerage and sewage disposal throughout the 
country. Its constitution follows the pattem of similar authorities tdlich 
have been established with var.ying degrees o£ success throughout the world. 
Clearly directed at IDA, the consUltants• interim report states that "they have 
kept in mind the conditions which are likely to be required or imposed by 
international lending agencies ••• 11 We e)::plained that this is too rigid an 
interpretation, because while IDA is generally in favour of autonomous 
public utilities in water supply, the degree of sophistication in their for.m­
ation and development nmst al1..zays be ·related to the ability of the country and 
its resources. 

27 • In the context o£ the current situation and trends in Nepal the 
consultants• proposals are, in our opinion, unrealistic, or at least 
premature. As explained in paragraph 11, GN, although it may be prepared 
to consider a corporation for the Kathraandu Valley {related primarily to 
the . three towns under study), has i.ni tiated a policy which would run 
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counter to the consultants 1 proposals. 'lhere seem to have been no serious 
discussions on this subject between WHO and the consultants on one hand, and 
GN on the other. Moreover, neither Mr. Caldwell nor the consultants 
appeared to have any knowledge of the developments in the Ministry of Hane 
and Panchayat, and even r1r. Adhikary appeared reluctant to discuss them, 
except for the establishment of a corporation for the Kathmandu Valley. 

28. The establishment of a corporation for either the valle,y or 
nation-wide would require an initial starr of professionals which would have 
to be drawn fran the Ministry of \'Tater and Pmrer. There is a considerable 
shortage of water engineers, administrators and accountants and unless the 
build-up of such a corporation is geared to the pace of developnent and 
training in Nepal, it could fail before ever becoming reality and the 
govennnent departments could be rendered even less effective than at present. 

UNDP/WHO 

29. A1 though a scheduled meeting with UNDP representatives had to 
be cancelled, we received indications of their views through WHO, both on 
finance of this project and development finance for Nepal in general. 
The UNDP budget for 1972/73 for Nepal is to be prepared during February/ 
March 1972, and early indications are that the US$3 million ceiling will 
be considerably exceeded. · It is suggested that the three fiscal years 
1972/73 to 1974/75 may have projects for inclusion totalling US$15 million -
US$6 million in excess of ceiling. We were told that UNDP was hoping, 
therefore, that IDA would be able to finance Phase II of the Greater 
Kathmandu water and sewerage study, so that UNDP funds could be allocated 
to new GN projects o£ higher priority. We argued that: 

(i) it would not be logical for UNDP to abandon at an 
intennediate stage a study which has been initiated 
under its sponsorship; 

(ii) it 'WOUld cause considerable confusion among the various 
parties involved (Gove:mnient, consultants, -,JHO) if 
another financing agency, operating under different 
procedures; would take over from UNDP; 

(iii) it would be a reversal of the respective roles of 
UNDP and IDA, if under Phase I, UNDP 't-rould finance 
anergency "t-7o~ks (thus reaching beyond its "pre­
investment rr functions), and if under Phase II, IDA 
would become a pre-investment financing agency; 

Mr. Bierstein, with whom we discussed the matter further in Geneva and in 
Washington, agreed to our views. 
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30. The obvious solution would be for IDA to finance the immediate works 
program arising from Phase I, and if UNDP have aJJ.ocated funds for this purpose, 
these could be partly or fully used to finance Phase II of the study. This 
would pennit an earJy direct involvement of IDA in the development of the Nepal 
water supply sector, vJ'hich may also be desirable on the grotinds of IDA's 
overall lending targets for Nepal. 

31. The WHO engineers, Messrs. Caldwell, and Adorno, appeared to lack 
co-ordination both between each other and with Dr. Kim, under whose guidance 
they operate. Our joint meetings with them may have helped to overcome this 
problan. 

Timetable 

32. AJ_though still subject to the resolution of principal problems 
discussed above relating to local expertise for project execution, institution­
al refonn and financing of the immediate works, the following program could be 
considered by IDJ.: 

(e.) Immediate T:!.9rks Program 

Between Februa1~ 
and May 1972 

August 1972 

Early 1973 

Master Plan 

Early 1973 

~lid 1974 

Ehd 1974 

Attachment - Annex 1. 
MCMoulQ/JI~bach:bkd/amn 
IDA 

Providing it can be timed vrl. th other water 
supply missions to India and assuming that IDA 
will provide financing, a short pre-appraisal 
mission should examine the status of preparation 
for these immediate works. 

Appraisal mission subject to draft consultants' 
report availability from June 1972. 

Negotiations/~pproval of first IDA credit. 

Pre-appraisal mission to consider with Master 
Plan reports on water supply and sewerage. 

Appraisal mission for first stage of Master 
Plan works, scheduled to start 1975. 

Negotiations/approval of second IDA credit. 

Cleared 1dth and cc. Mr. "'T.J. Armstrong. 
cc. Messrs. Chadenet, Baum, Ripman, Rovani, John King, EngeJmann, Lee, Lithgow 

van der Tak, Weiner, Houell~ "'Tarf'ord, Jennings, V.Jhite, Saeed/Bomani, 
Lind (In£. & Public Affairs), Abdi (Development Services) Clyde 
(Legal), Grosvenor (Cont::-oller' s), Abd El Aty (South Asia) - (6), 
Central Files (2), Division Files, Chronological Files. 



ANNEX 1 

SCHEDULE OF PERSONS MET DURING MISSION TO NEPAL1 

AND I i'J 'NElrl_Il_E_B¥_.,.2,.!I!V _A__#l!) _ IDNDON 

Nepal - December 3 through 6, 1971 

Government or Nepal - Ministry of Power and Water 

Mr. K.D. Adhikatj":, Chief Engineer 
Mr. H. Sharma, Co-Project lvfanager (Nepali counter­

part of WHO) 

l~r1d Health Organization (WHO) 

Dr. L. Kim, Resident Representative 
Mr. M.J. CaJ.dwe1l, Project Manager 
Mr. W. Adomo, Rural Wa tar SUpplies Engineer 
Dr. Street, Medical Officer 

Consultants, Messrs. Binnie and Partners 

lh-. D.M. Atkin, Project Representative 
Mr. A. Kell, ~-Tater ~pply Engineer 
1-lr. R. Darling, . Sanitary Engineer 
r.tr. N.J. Dawes, Sani ta:cy Engineer 

New Delhi - November 29, 1971 

WHO 

Mr. Z.J. Buzo, Chief Resident Engineer (pending 
. retirement in January 1972) 

Prof. J.J. McSweeney {projected replacement for 
Mr. Buzo) 

Mr. Unakul, Regional Advisor. 

Geneva - December 1 0, 1971 

\'lHO 

Dr. Dietrich 
Mr. P. B'lers tein 
Messrs. Bachmann, Deneller, Haig, Kent~ I.ojoille~ Pinto~ 

Prescott, Robinson, Stevens (PIP Unit) 

London - December 14, 1971 

Consultants, 11essrs. Binnie and Partners 

Mr. R. V. C. Phillips, Partner 
Mr. R. Powell, Acting Responsible Representative for 

the project 
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