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FOR OFFICIAL USE ONLY

PREFACE

: This report presents an audit of achievements under the Pakistan
First and Second Highway Projects, The First Project was supported by
Credit 54-PAK of 1964 in the amount of USS$17 million, of which US$16.2
million was disbursed and the remainder ultimately cancelled in June 1973.
The Second Project was engineered under Credit S-1 PAK for US$1 million, and
supported by Loan 578-PAK of 1968 in the amount of US$35 million, of which
USS$34 million was cancelled in July 1971 at the request of the Government,
the remainder being disbursed by June 1973,

The report is based mainly on correspondence and reports in
IBRD/IDA files (Loan and Credit Agreements, Appraisal Reports, Progress
Reports, Supervision Reports, and correspondence between IBRD/IDA and the
Borrower), discussions with IBRD/IDA staff, and a one-week mission to Pakis-
tan to collect information and discuss the projects with officials concerned.
The valuable assistance of the Ministry of Communications and Works and the
Planning Commission is gratefully acknowledged.

This document has a restricted distribution and may be used by recipients only in the performance
of their official duties. Its contents may not otherwise be disclosed without World Bank authorization.
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PROJECT PERFORMANCE AUDIT SUMMARY
PAKISTAN FIRST AND SECOND HIGHWAY PROJECTS

(CREDITS 54-PAK & S-1-PAK and Loan 578-PAK)

I. 1Introduction

1. The main objective of the Pakistan Government's road program in
the 1960s, as well as of the IDA-supported First Highway Project (US$17 mil-
lion Credit 54-PAK of 1964), Highway Engineering Project (US$1 million
Credit S-1 PAK of 1966), and Second Highway Project (US$35 million Loan
578-PAK of 1968) was the construction of modern primary roads, to replace
the old, underdesigned and undermaintained network existing at the time.
Through these projects, the Bank sought to introduce modern standards of
design and construction for primary roads and bridges. The projects also
included major institutional components, as they provided for the reorgani-
zation and modernization of the agency responsible for road construction and
operation in West Pakistan. The Bank also encouraged and partially financed
improvements and modernization of road maintenance, which was previously
very ineffective; the modernization of road planning techniques and increased
use of laboratory facilities; and improved transport coordination.

2, The Credit Agreement 54-PAK was signed in June 1964, to help finance
a US$35 million equivalent project comprising the detailed engineering and
construction of the new Karachi-Hyderabad highway, considered as the first
priority in the country; design and construction of three important bridges;
laboratory equipment, and consultants' services for the reorganization of the
Buildings and Roads Branch (B&R) of the Ministry of Communications and Works.
This project had been identified in 1962, with the Government proposing the
construction of the Karachi-Hyderabad highway, and the Bank proposing the
inclusion of the bridges and the consultants' services to help B&R.

3. Talks about a possible second highway project also started in
1964, when the Government proposed consideration of several road sections
for financing under the project. Since neither the technical nor economic
justification of these highways had been studied in detail, the Bank pro-
posed the granting of an Engineering Credit to finance the necessary studies
and provide a solid basis for a second project. The Government of Pakistan
accepted this position and IDA Credit S-1 PAK was signed in August 1966,
covering about 60% of the US$1.7 million project, comprising detailed
engineering, economic justification and, in general, all steps required

to call bids, for the Lahore-Sheikhupura-Lyallpur (83 miles) and the
Sheikhupura-Sargodha-Khushab (109 miles) roads, and for two major bridges

on the Chenab and Jhelum Rivers. Processing of the second highway project
was postponed for several reasons, mainly the Government's delays in setting
up a separate highway organization (the Bank had made this a condition for
proceeding with the appraisal); delays in the implementation of the Engineer-
ing Project, thus making it impossible to begin construction; and a shortage
of IDA funds, which in the end was solved by Pakistan accepting a Bank loan.
In December 1968, the Loan Agreement 578-PAK was signed, covering the foreign
exchange component of a US$76 million equivalent project. The components
were construction of the Lahore~Lyallpur (80 miles) and Sheikhupura-Sargodha
(90 miles) roads (the other proposed sections had been dropped due to their
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lower priority and lack of funds) and feasibility studies for 500 miles of
other primary roads. The project also included continuation of the consultants
services helping in the reorganization and staff training of the Highways
Department; financing of a Transport Coordination Study; and, at Bank's
suggestion, a three-year maintenance program.

II. Implementation of the First Highway Proiect

4, Implementation of these projects was affected by several exogeneous
factors that have to be kept in mind when judging the performance. These
factors were the Indo-Pakistani war of 1965; the civil war and war with India
in 1971; the administrative partition of West Pakistan into four provinces

in 1970, and several important changes in Government.

5. In spite of these problems, implementation of the First Highway
Project was generally satisfactory. Initiation of construction was delayed,
particularly of the bridges, because of the late completion of detailed en-
gineering and difficulties in appointing consultants and awarding contracts.
Total actual costs, at US$38 million, were 7% over the appraisal estimate.
This small overrun is primarily attributable to a 39% cost overrun in bridge
construction (32% of total investment), mainly because of underestimation of
prices and quantities in the original designs. Highway construction (57% of
total investment) experienced a 4% underrun, largely explained by a lower
than expected bid and improved alignment, factors which outweighed the effects
of price escalation and procurement delays. Consulting services as a whole
(117 of total investment) underwent a cost overrun of 5%, largely due to
extra work required, while the allocation for laboratory facilities and train-
ing (about 0.5% of total investment) was decreased by 60% mainly because ex-
penditures did not fully materialize. The main feature of the construction
process was the many claims submitted to the Govermment by consultants and
contractors -- claims which were handled very slowly and finally required
international arbitration. Main reasons for the claims were price escalation,
delayed payments and difficulties derived from the war with India.

6. Road and bridge construction were completed largely on schedule.
The Karachi-Hyderabad road was completed in March 1970, three months after
the original contract completion date, largely because of a slow bidding pro-
cess. Two of the bridges were completed on time and one slightly ahead of
schedule,

7. The investments financed under this project are expected to have

a higher return than estimated at appraisal. The audit estimate of the return
on the Karachi-Hyderabad highway is 12%, instead of the 8-11% margin estimated
at appraisal. The main reason was the lower than expected cost and higher than
expected traffic volume because of a high level of diversion from the old road.
The three bridges had returns between 12 and 38% (at appraisal, the return for
only one bridge was calculated, at 10%), mainly because of higher than fore-
casted truck traffic.
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I1I. Implementation of the Highway Engineering Project and the Second
Highway Proiect

8. The evolution of the Highway Engineering Project and the Second
Highway Project suffered from serious difffculties which culminated in the
cancellation of practically all the Second Project. The Engineering Project
progressed very slowly: instead of 15 months, as estimated at appraisal it
took about 50 months and two postponements of the closing date. A major part
of the delay is attributable to the Directorate of Bridges, which took an
inordinate length of time in processing the award of consultants' contracts.
In general, the delays were due to the poor performance of the Government
machinery in handling this project. The final cost of this Engineering
Project was, however, 127 less than forecasted at appraisal, due to deletion
of the review of the design of one large bridge.

9. As a consequence of these delays in the Engineering Project, the
construction components of the Second Highway Project had a slow start. When
bids were finally called, in mid-1970, it was found that they were about three
times the original cost estimate. This prompted an investigation by the Bank,
the Government and the consultants which concluded that the high cost level
was due to a variety of reasons, such as inflation (explaining about 30% of
the difference), the complexity of estimating construction costs, the risks
involved in the unstable political situation, and the poor reputation that
the Government had acquired under former credits for the payment of bills

and settlement of claims. Further analysis concluded that, if the package
were to be slightly modified, and the participation of local contractors
encouraged, bids could be brought down to about twice the original estimates.

10. However, while these delays were taking place, it was found that
traffic on the project roads had been growing at a slower than expected pace;
that savings in maintenance costs would be lower than forecasted; and that

the Government was already improving the old roads, thus reducing the benefits
from new alternative highways. The pattern of increased costs and less traf-
fic made the project much less productive than expected. Attempts were made
to reconstitute the project with less ambitious investments, but they did

not prosper and, in July 1971, the Government of Pakistan and the Bank agreed
to cancel the uncommitted balance of US$33.9 million out of the US$35 million
loan.

1V. Institutional Achievements _

11, The one issue that was common to the three Bank operations in the
highway sector was the need to strengthen a separate Highways Department.
The effort was largely based on the services of consultants covering practi-
cally all aspects of highway operations. The consultants were hired at the
end of 1964 and retained until mid-1971. However, progress in this area has
been difficult to assess and it has not been possible in this audit to con-
clude whether it has been satisfactory. The creation of a separate Highways
Department was delayed several years, until October 1967; it had a slow start,
and advanced slowly due to major personnel changes. In addition, the Gov-
ernment considerably delayed the approval of recommendations made by the
consultants; for example, the recommendations about reorganization of the
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Highways Department.made in October 1965 were only approved, in principle, in
May 1967. However, the partial evidence avajilable suggests that some progress
has been made and the Highways Department is now better prepared to plan and
construct roads; little improvement has been made in road maintenance.

12, The consultants generally made a positive contribution to highway
operations in Pakistan, in spite of rather poor cooperation at the early stages
from the Pakistani authorities, who tended to regard their services then as

a necessary condition to receiving Bank/IDA funds, and the lack of experience
of the consultants' staff in the rather distinct conditions of a developing
country; there was significant improvement over time. The consultants pro-
posed the new organization of the Highways Department and prepared reports,
manuals and operational guidelines that seem to have been useful and widely
used. They also trained staff and helped prepare the Bank~financed highway
projects. Nevertheless, they might have made a more positive contribution
on the issue of design standards appropriate for Pakistani conditions, and
some of the measures proposed, particularly on maintenance, and contractor
prequalification and selection, could have been better adapted to the needs
of the country.

13. Finally, the Transport Coordination Study, prepared by the Planning
and Development Department with the help of foreign experts, has been considered
satisfactory but, to date, has not had a noticeable impact on transport planning
in the country.

V. The Bank's Role

14, 1t is hard to properly assess the Bank's role in these projects in
light of the political and administrative difficulties in Pakistan at the

time. In retrospect, the Bank seems to have helped by emphasizing the need for
well-designed and maintained roads, the required reorganization and moderniza-
tion of the Highways Department and the usefulness of a sector view of trans-
port. It also seems to have pursued its objectives adequately, exercising as
much pressure as seems to have been possible. But it has not been possible

to reach an adequate answer in this audit on whether the Bank should have given
more continuous and emphatic attention to improvement of existing primary and
secondary roads as against the construction of new ones, which was the main
component of the projects actually selected, and it may be that the Bank should
have reviewed institutional objectives more thoroughly, especially at the time
of the second loan, with a view to making them more modest.



ATTACHMENT
PROJECT PERFORMANCE AUDIT REPORT
PAKISTAN FIRST AND SECOND HIGHWAY PROJECTS

(CREDITS 54-PAK & S-1-PAK AND LOAN 578-PAK)

I. Introduction

1.01 The basic objective of the Pakistan Government's road program, as
well as of the IDA-supported First Highway Project (US$17 million Credit 54-PAK
of 1964), Highway Engineering Project (US$1 million Credit S-1-PAK of 1966),
and Second Highway Project (US$35 million Loan 578-PAK of 1968) was the con-
struction of modern primary roads. In the first project, the Bank 1/ sought
to introduce modern standards of design and construction for primary roads
and bridges, which were to be models for expansion of the road network; the
second project was intended to provide for the construction of similar roads
and bridges. Both the First and Second Projects included major institutional
components, as they provided for the reorganization of the official authority
responsible for road construction and operation in West Pakistan. Also, the
Bank encouraged intermodal coordination, modernization of planning techniques,
increased use of laboratory facilities, strengthening of field supervision

of construction, and improvement of road maintenance practices.

II. The Bank and the Credits/Loan

2.01 In 1962, West Pakistan had a road network totalling some 21,000

miles of all types, about half of which was paved. Although these were
passable in all weather, they were generally built to low standards and
functionally obsolete for modern traffic. A substantial mileage of existing
paved roads was subject to flooding and to damage from waterlogging, and was
under frequent repair. Most of the paved roads were either single-lane or a
substandard two-lane width which resulted in heavy damage to the pavement
shoulders from meeting and passing vehicles. Thus, the need for modern

primary roads was evident. In addition, the domestic contracting industry

was at an early stage of development: construction equipment was limited to

a few essential units, roads were being built almost entirely with low pro-
ductivity, and largely unskilled, manual labor, and shortage of trucks and of
loading/unloading equipment led to the common practice of using inferior
road-building materials found immediately alongside the road. Road maintenance
was also inadequate and of low quality. Thus, the combination of poor con-
struction and poor maintenance resulted in excessive regular maintenance being
required. The road program in West Pakistan was under the charge of the Build-
ings and Roads Branch (B&R) of the Ministry of Communications and Works (C&W).

1/ In this report, the Bank refers to the Bank Group.
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2.02 The Government's First Five-Year Plan (1955-60) provided for the
construction of 1,800 miles of new roads and the improvement of 2,000 miles

of existing roads in West Pakistan. However, the work carried out fell short
of the target. The Second Five-Year Plan (1960-65) provided for the con-
struction of 2,050 miles and the improvement of 1,450 miles in West Pakistan,
Because of political pressures, the program mainly consisted of the rebuild-
ing of numerous, widely scattered short road sections. The works were further
hindered by an insufficient allocation of funds to road construction, despite
the prevailing high road user indirect charges. As a result, the main road
system was never significantly upgraded.

2.03 In 1961 and 1962 two Bank missions visited West Pakistan to study,
inter alia, the situation of the country's roads and road transport. Also
in 1961~-62, USAID engaged the services of Transportation Consultants Incor-
porated (TCI) to undertake a comprehensive transportation survey and to
prepare a corresponding report for the U.S. Corps of Engineers. Aside from
the deficiencies mentioned above, the consultants found that the organiza-
tional structure of the highway authority was too cumbersome, resulting in
long delays for decisions to be taken.,

2.04 At that time, USAID considered that the highest priority in road
investments was an improvement of the link between Karachi and Hyderabad. It
carried out a reconnaissance of a proposed new alignment, undertook traffic
surveys and did a preliminary traffic estimate. However, in late 1962, USAID
indicated to the country and the Bank its intention to concentrate investments
in East Pakistan and to cease activities in West Pakistan.

2.05 A Bank mission in late 1962 agreed with the high priority of the
Karachi-Hyderabad link and began the analysis of the main issue around it,
which was whether to improve the old road, or build a completely new link.

A related issue in Pakistan was the prevailing mixture of non-motorized and
motorized traffic on primary roads, which was a permanent cause of concern.

The Bank felt that significant benefits could be obtained by traffic segre-
gation. A new road between Karachi and Hyderabad would have the additional
advantage of helping in that segregation. The Bank considered that con-
struction of a new road was preferable to improvement of the existing one due
to the bad state of the existing road, the fact that the proposed new alignment
benefitted from a distance reduction of about 30 miles, and that USAID had
already carried out a preliminary study and made the reconnaissance of the
proposed alignment. An additional benefit considered at the time was that

the proposed highway was to be the first in Pakistan to be constructed with
modern techniques, and the Bank attached great importance to the demonstra-
tion effect. However, in retrospect, it seems that the alternative of improve-
ment was dismissed both by the Government and the Bank before a thorough in-
vestigation was made. At least one Bank officer suggested a third possibility,
namely, to leave the paved road as it was and build a parallel dirt road for
slow-moving traffic, which would have been a cheaper interim solution. In
addition, the terms of reference for the feasibility study may not have been
flexible enough for the improvement alternative to be considered by the
consultants.
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2.07 Since additional cost information was needed by the Bank to support
the case for construction of the new highway, the consulting firm, Amman &
Whitney International Limited (USA) was engaged by the Government in early

1963 to carry out a feasibility study. A draft study was submitted in November
1963 for consideration by the Bank appraisal mission, and the final report

was completed in February 1964. Subsequently, since the project appeared
technically and economically justified, it was agreed that detailed engineer-
ing and construction of the highway be performed under the proposed credit.

2.08 Feasibility studies for the Jhelum and Ravi Bridges had been pre-
pared by a Canadian consultant for the Central Government; such studies, how-
ever, were without the benefit of either a foundation investigation or a
reliable topographic survey, so that the cost estimates were only very ten-
tative figures. The B&R, which was opposed to having consultants carry out
bridge feasibility studies, on the grounds that they themselves had the re-
quired technical capacity, altered the proposed design of the Jhelum Bridge
and decided to carry out both the final design and comstruction supervision.
However, the Bank requested in mid~1963, and the Government agreed, that
foreign consultants review the designs made by B&R. It was also agreed that
the same procedure would be followed with the Ravi and Sutlej Bridges, in
order to save about 757 of the cost of the studies.

2.09 Consideration was also being given by the Government to the estab-
lishment of separate departments within B&R and some steps had already been
taken to separate buildings from the roads functions at some levels. The
Bank was very much in favor of engaging consultants to assist in the process
of organizing the new department and the Government agreed that these services
should be included in the project.

2.10 Negotiations took place in April 1964, during which the composition
of the project was agreed upon as follows (for details see Annex 1):

(1) Karachi-Hyderabad Highway: detailed engineering and
bidding documents by consultants, construction by
contractors, and construction supervision by consultants
(US$20.2 million);

(11) consultants' services for feasibility studies of access to
Karachl and Hyderabad (US$0.1 million);

(111) review of designs by consultants, construction by contractors,
and construction supervision by consultants of the Jhelum,
Ravi and Sutlej Bridges (US$7.7 milliomn);

(iv) general consultants' services to advise and assist B&R
on highway organization and operations (US$1.5 million); and

(v) equipment for central and field laboratory facilities
(US$0.5 million).

The overall contingency allowance was set at about 18%, thus bringing the
total cost of the project to US$35.5 million,
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2.11 Supplementary letters dealt with the following points:

(a) modern highway design standards, including a limited number
of access points and providing sufficient right-of-way for
future expansion to a four-lane width;

(b) restriction of traffic on the highway only to fast-moving
motorized vehicles, while relocating slow-moving traffic
to that part of the right-of-way reserved for the future
two extra lanes;

(¢) periodic traffic counts to be carried out for a period of
ten years;

(d) tolls to be levied on the highway on a contractual basis
through private parties, rather than directly by the
Government; and

(e) all construction contracts would be let on the basis of
international competitive bidding, contracts for highway
construction to be unit priced and for at least USS$3 million,
in order to attract international tenders, while no further
restrictions were put on contracts for bridge construction.

It was further agreed that adequate maintenance would be provided upon com-
pletion of highway and bridge construction, and that the existing traffic
regulations would be enforced. Also, there was a provision in the Credit
Agreement that no withdrawals could be made before the general consultants
were appointed.

2.12 The Credit Agreement 54-PAK was signed on June 11, 1964 for an
amount of US$17 million to finance the foreign exchange component of the
US$35.5 million equivalent highway project. The credit became effective
on August 10, 1964.

2.13 Talks about a possible Second Highway Project also started in 1964.
In June of that year, the Government of West Pakistan submitted draft feasi-
bility studies of the Lahore-Multan, Lahore-Lyallpur and Lahore-Sargodha-
Khushab roads (see map) to the Bank for review and opinion on possible Bank
financing. In late 1964, IDA decided not to pursue consideration of the
Lahore-Multan road since some doubts were raised with regard to the computa-
tion of the benefits, the road was paralleled by Pakistan Western Railway's
main line, and USAID appeared interested in financing it. In June 1965, the
Government requested an IDA credit for the construction of the Lahore-
Lyallpur and Sheikhupura-Sargodha roads in accord with the recommendations

of the TCI study; the latter section included a bridge over the Chenab River.
The corresponding feasibility studies had been carried out by Louis Berger,
Inc., and, at the request of IDA, the Lahore-Lyallpur road had been reviewed
by the general consultants under Credit 54-PAK, who had recommended a 15%
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less costly alignment. However, detailed engineering had not been prepared
for either of the two roads and the Bank proposed that, instead of a con-
struction credit, IDA would make a credit under which detailed engineering
would be carried out. Two additional advantages were considered to attach
to this course, First, the credit would assure selection of an engineering
consulting firm acceptable to IDA, thus overcoming local pressures on the
Government to employ domestic and often inexperienced firms and, second, a
condition for the credit would be that the Government proceed during execu-
tion with the necessary acquisition of right-of-way so that construction
might be commenced without delay should IDA decide to finance construction.
It was understood that the engineering of the bridges was again to be carried
out by C&W, subject to revision by consultants.

2.14 In early 1966, the Government requested the inclusion in the pro-
posed engineering project of two more components, namely, the detailed
engineering of the Sargodha-Khushab road, which included a major bridge over
the Jhelum River, and the detailed engineering of the D.I. Khan Bridge over
the Indus River. While the former was accepted by IDA, the latter was
rejected on grounds that it was unconnected with the rest of the components
and that the corresponding hydraulic study had not yet been made. It was,
however, understood that the Government would finance the feasibility study
of D.I, Khan Bridge, and that IDA was willing, in principle, to finance the
required engineering in the future.

2.15 Negotiations were conducted in July 1966, and no major issues
emerged. The project composition agreed upon was as follows: (a) prepara-
tion of technical and economic justification, detailed engineering, cost
estimates and bidding documents by consultants of the Lahore-Sheikhupura-
Lyallpur road (83 miles) and the Sheikhupura-Sargodha-Khushab road (109 miles);
(b) detailed engineering, cost estimates and bidding documents by the Ministry
of Communications and Works of two major bridges over the Chenab and Jhelum
Rivers; and (c¢) review by consultants of (b) above. Details are in Annex 2
and in Map IBRD 1610R.

2.16 On August 22, 1966, Credit S-1 P/X (with ten-year maturity) vas
signed for US$1 million equivalent covering about 60% of the 1US$1.7 million
project. The foreign exchange component amounted to 42% of the total project
cost; in addition, the credit was to finance about 30% of the expenditures
in local currency. Supplementary letters to the Credit Agreement stipulated,
inter alia, that IDA's comments be secured about toll collection on the two
roads under the project, and the intention of the Government to establish
within C&W a long-awaited highway organization by January 1, 1967. The
credit became effective on October 21, 1966.

2.17 Shortly after the engineering work was started in December 1966,

the Government requested IDA assistance for the construction of the two roads
and two bridges being engineered. However, IDA decided to delay consideration
of this request as Pakistan had not yet complied with the establishment, by
January 1, 1967, of a separate highway organization. This Highway Department
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was created in October 1967, and an IDA appraisal mission was sent to Pakistan
in early 1968. The proposed project consisted of the two roads and bridges
mentioned above, two additional items proposed by IDA, the extension of the
general consultants' services, mainly because of the delays in establishing
the new Highway Department, and a first-stage maintenanace program, since no
real progress in maintenance had been made in Pakistan in the last four or
five years. 1In addition, the Govermment had asked for the inclusion of the
final engineering of parts of the Hyderabad-Multan road, and a feasibility
study of the improvement of another part of the same road from Lahore to
Peshawar and the Afghan border, both of which had been formerly recommended
by the TCI study as initial steps for further expansion of the primary road
network. The original appraisal estimate of the foreign exchange component
was between US$35 and US$45 million depending on which items would be finally
included in the project.

2.18 The request by the Government to include the final engineering

for the reconstruction of all of the Hyderabad~Multan road was questioned

by IDA on grounds that a less costly blend of improvement and recenstruction
would be more desirable, and IDA subsequently made an offer to finance the
engineering of the sections to be reconstructed. A further request made by
the Government to include the final engineering of the D.I. Khan Bridge over
the Indus River was also rejected by IDA because a recent cost estimate was
over 200% more than the original estimate; however, since the feasibility
study of the D.I. Khan Bridge had been carried out in 1964, thus needing to
be updated, IDA offered to include a new feasibility study in the proposed
credit.

2.19 Subsequently IDA faced a shortage of funds and had to limit the
amount available for the proposed project to a maximum of USS$35 million.
Such a limitation brought about the need to either narrow down the project
composition or, keeping the project unchanged, to restrict IDA's participa-
tion, with Pakistan providing for the overrun in both local and foreign
currencies.

2.20 Negotiations were held in June, 1968. Several matters were agreed
upon by the Government of Pakistan and IDA in the course of these negotiationms.
First, construction of the road from Sardogha to Khushab was to be deferred in
view of IDA's fund shortage; however, it was agreed that if the actual cost

of the project were to be less than anticipated, the excess funds could be

used either for the construction of this road, or for the provision of a four-
lane width on the Lahore-Sheikhupura section; second, to include in the project
a Transport Coordination Study, which had been earlier proposed by the Plan-
ning Commission in order to provide a suitable basis for continued inter-

modal tranportation planning. It was agreed, however, that IDA financing

would be provided for only if expected financing from USAID and UNDP failed

to materialize., Third, the Government agreed to extend the contract of the
general consultants from June 30, 1968 until the signing of the new credit, which
it wanted to include provision for a further extension. Fourth, the Government
also agreed to take several measures designed to accelerate the improvements
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in efficiency of the Highways Department, mainly through the granting of

increased authority to the Director General, and the provision of financial

or other inducements in order to retain badly needed qualified staff. Finally,

it was agreed to include in the proposed project the design of a new bridge

over the Indus River at Hyderabad and that the Highways Department would prepare
plans for essential short-term improvements of the Sargodha-Khushab and Hyderabad-
Multan roads for which engineering was not to be carried out under the pro-

posed project.

2.21 During negotiations, provision was also made for Engineering

Credit S-1PAK to be refinanced on the effective date of the proposed project,
and for disbursements to continue thereafter under the new project for the
completion of whatever work was outstanding. Due to delays in completing the
work under the Engineering Credit, the Bank agreed in October 1968 to the
extension of the closing date from September 30, 1968 until March 31, 1969,
and provision was made for the refinancing under the proposed loan to take
place on the closing date of S-1 PAK and not on the effective date of the new
loan.

2.22 After negotiations were completed, a further delay was incurred
by IDA's delay in fund replenishment. The Bank management made an offer to
the Government of Pakistan for financing the proposed project under an IBRD
loan as an alternative to a longer delay before an IDA credit could be
approved; the Government accepted the offer. Refinancing of S-1 PAK was
dropped, with the shift to the harder terms of a loan.

2.23 On December 20, 1968, the Loan Agreement 578-PAK for US$35 million
was signed, covering the foreign exchange component of a US$76.2 million
equivalent project. The loan became effective on February 27, 1969, slightly
behind schedule due to delay in Pakistan's compliance with prerequisites.

2.24 The project agreed upon was the following:

(a) construction by contractors, and construction supervision
by consultants, of the Lahore-Lyallpur (about 80 miles,
including a nine-mile link road to the center of Lyallpur
and a two-mile access road to Shakhot); the Sheikhupura-
Sargodha road (about 90 miles); and a major bridge across
the Chenab River at Talibwala;

(b) a Transport Coordination Study designed to provide recom-
mendations for the formulation of policies and programs
for the coordination and development of various transport
modes in West Pakistan;

(c) reorganization and training of the staff of the llighways
Department, with the assistance of general consultants,
for a period of three years, particularly in planning,
design, supervision of construction, and maintenance;
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(d) revision of the feasibility studies for the 500-mile road
between Hyderabad and Multan, including detailed design of
high priority sections of this road totalling about 250 miles,
and a feasibllity study for the 200-mile trunk road between
Lahore and Rawalpindi;

(e) a three-year maintenance program providing for: procurement
of equipment for the maintenance of the Karachi-Hyderabad
Highway, procurement of workshop equipment, spare parts and
provision of workshop and warehouse space for the regional
and divisional workshops, and introduction of a pilot
maintenance scheme;

III. Implementation of the First Highway Project

3.01 The implementation of both the First and the Second Highway Projects
was affected by a number of events of 'force majeure'', which should be taken
into consideration with regard to delays and overruns. In 1965, a ten-day
war occurred between Pakistan and India, during which, inter alia, Pakistan-~
bound cargoes with construction equipment were impounded by India. In July
1970, West Pakistan was partitioned into four provinces, which produced a
period of administrative turmoil and caused delays in the reorganization of
the Highways Department; through 1973, exchanges of personnel were allowed
among provincial governments, so that individuals could return to their home
provinces. Then, in 1971, a civil war broke out and subsequently war recurred
between Pakistan and India, which resulted in the separation of East Pakistan
and the formation of Bangladesh. By 1971, in view of budgetary pressures

and political developments, the Government became more cautious about local
expenditures., Finally, in 1972, a new government was formed in Pakistan, and
a constitution was prepared and ratified in 1973.

Contracts

3.02 In October 1964, the Government of West Pakistan sent letters to
consulting firms inviting proposals for the final design, bid analysis and
construction supervision of the Karachi-Hyderabad Highway. Proposals from
six firms (one Pakistani and five foreign) were received in November 1964.
The Government's first choice was Noon, Qayum & Co. (Pakistan) and its
second choice, Frederick R. Harris, Inc. (USA). ©Noon, Qayum & Co. had no
former experience in highway design, although it was in the process of becom-
ing associated to a qualified European consulting firm. Consequently, IDA
disqualified Noon, Qayum & Co. and the Government signed a contract with
Frederick R. Harris in early 1965. The detailed engineering of the Karachi-
Hyderabad Highway was completed in March 1966, i.e. with a delay of about
nine months beyond the original estimate of one year from loan signing.

3.03 Regarding construction, 23 firms were prequalified, but only two
tenders were received, in September 1966, both by Italian firms, amounting
to US$23.74 million and US$25.24 million. As tenders were higher than

expected, they were rejected by the Government, with IDA's approval. Sub-
sequently, the previously prequalified firms were again invited to submit
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tenders in January 1967. The general conditions of the bidding documents
were altered to make them more attractive to potential bidders. Three
tenders were received, the lowest one being that of Cogefar-Astaldi (Italy)
which had also bid the first time. However, their new tender amounted to
US$19.57 million, i.e., 22% less than before, because they were completing
another project elsewhere in Pakistan and planned to utilize much of the
same equipment, personnel and facilities. This tender was accepted in
March 1967.

3.04 During IDA's supervision mission in December 1967, all the consul-
tants connected with the project complained about the Government's contract-
ing procedures, in particular about the Government preoccupation with price

to the exclusion of all other considerations; the long delays in negotiating
and approving contracts, and the failure to pay fees promptly when due. These
problems had already delayed project execution by at least six months; they
were attributed by IDA to the Governments' cumbersome administrative machinery
and unfamiliarity with negotiating and contracting procedures. On the other
hand, however, the consultants were not without fault, particularly Frederick
R. Harris, who had attempted to alter, during negotiations, some of the terms
offered in their proposals.

3.05 The detailed engineering of the three bridges included in the pro-
ject was prepared by the Directorate of Bridges of C&W, and reviewed by con-
sultants. The process suffered several delays due to difficulties in the
appointment of consultants, diversion of consultants to other assignments,
need to redesign one of the bridges and, in one case, the need to coordinate
with city planning of Lahore. Tenders were called in October 1964 for the
Jhelum Bridge, mid-1965 for the Sutlej Bridge and only July 1967 for the

Ravi Bridge. One of the main difficulties in the process required until
contracts were finally awarded was the fact that neither the road access to
the Jhelum Bridge, nor the guide banks had been included in the contract, an
omission that was not in line with former understandings reached between
Pakistan and IDA. After discussion, tenders for the additional works, under
international competitive bidding, were called in June 1965. Contracts were
awarded to an Italian firm in the case of the Jhelum Bridge and to a Pakistani
firm for the approach roads, a Pakistani subsidiary of a British firm for the
Sutlej Bridge and a Pakistani firm for the approach roads. The Ravi Bridge was built by a
Pakistani subsidiary of Volkervann (Germany) and the approach roads by force account.

3.06 The location studies of the Karachi~Hyderabad Highway terminal
sections were assigned to the general consultants, Howard, Needles, Tammen
and Bergendoff (HNTB). The problem of access at the Hyderabad end of the
highway was solved in principle in 1966; the feasibility study involved a
realignment of the terminal section which entailed savings amounting to
about USS$1 million. The study of the access to Karachli progressed at a
slower pace due to difficulties in the coordination with urban planning
authorities and because of the more complex nature of the alternatives under
consideration; the study was completed in mid-1969.
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Costs and Delays

3.07 Total actual costs, at US$38 million, were 77 over the appraisal
estimate (Annex 6). This small overrun is primarily attributable to a 39%
cost overrun in bridge construction (32% of total investment). Highway
construction (57% of total investment), on the contrary, experienced a 47
cost underrun. Consulting services as a whole (11% of total investment)
underwent a cost overrun of 5%, while the allocation for laboratory facilities
and training (about .5% of total investment) was decreased by 607 mainly be-
cause expenditures did not fully materialize. The credit was closed 8-1/2
years after the Credit Agreement instead of 5-1/2 years, i.e., a delay of
about 557%. However, construction works were 957 complete on the original
closing date.

3.08 The cost underrun in highway construction (Annex 6) resulted from
the lower-than-expected bid (see para. 3.02) and the improved alignment near
Hyderabad (see para. 3.06). These savings outweighed the effects of price
escalation and procurement delays. The cost overrun in bridge construction
was primarily caused by an underestimation of prices and quantities in the
original designs prepared by the Directorate of Bridges. Upon review of
design, the engineering consultants indicated that the costs would be about
247 higher than the original estimate. In fact, the actual cost was an
additional 12% higher than the revised estimate; this was primarily due to
contractors' claims based on equipment losses and procurement delays as a
result of the Pakistan-India War, and minor design changes, including the
addition of toll facilities.

3.09 Because of the delays involved in the rebidding process, the con-
struction of the Karachi-Hyderabad started only in March 1967. The initial
phase of construction was slowed down for about three months due to the
closure of the Suez Canal, which delayed the arrival of the construction equip-
ment. Upon arrival of equipment, the contractor proceeded at a satisfactory
pace and tried to make up for lost time by supplying additiomal equipment and
double shift for earthwork. IDA's supervision missions acknowledged the

good quality of both construction by contractor and supervision by consultant.
The highway was completed in March 1970, three months after the original
contract completion date. The major part of the delay was caused by the slow
start described above.

3.10 Associated with the Karachi-Hyderabad Highway, there were a number

of claims by both the consultant (Frederick R. Harris) and the contractor
(Cogefar-Astaldi). During early construction, the consultant r?q?ested that
the Government approve additional domestic personnel for superv