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LOAN, GRANT, AND PROJECT SUMMARY

Borrower

Classification

Environment and Social
Safeguards Assessment

Rationale

Democratic Socialist Republic of Sri Lanka

Targeting classification: Targeted intervention (TI-M)
Sector: Water supply, sanitation, and waste management
Subsector: Water supply and sanitation

Themes: Inclusive social development, environmental
sustainability, capacity development

Subthemes: Human development, urban environmental
improvement, institutional development

The Project is classified as environment category B. Initial
environmental examinations and an environmental management
plan were prepared.

The Project is classified as category B for involuntary
resettlement. Four resettlement plans were prepared.

Sri Lanka’s northern dry zone receives little rainfall, mostly within
the short winter monsoon. Residents of the region experience
income and nonincome poverty. For decades, major towns have
accommodated those displaced by the civil war. Water is
therefore essential to improve the lives of residents of this region
and those affected by years of conflict.

Water schemes in major towns have been stretched beyond their
design life and have substantial inefficiencies; coverage is limited
to a reduced number of beneficiaries; and standards are often not
met, which could impact the health of those served. Where piped
drinking water is not available, water is extracted from other
sources; however quality is often poor and seldom verified. In
addition to limited access, water supplies are usually insufficient,
particularly at the end of the dry season. Demand and willingness
to pay for water and sanitation are nonetheless high, particularly
in Mannar, Puttalam, and Vavuniya. As water supply
augmentation is considered in emerging regional centers,
wastewater and septage management must be addressed as an
integral part of the solution.

The problem analysis reveals that (i) access to basic facilities and
services, including water supply and sanitation, is restricted; and
existing infrastructure is inadequate, insufficient, and/or damaged;
(i) water resource coordination and planning are weak, and
essential policies for water resource management are lacking;
(i) operation and maintenance of existing assets is suboptimal;
and (iv) institutional capacity is poor, and awareness among users
and beneficiaries is inadequate.



Project Description

Impact and Outcome

Project Investment Plan

Financing Plan

The Project has three principal thrusts to support research and
data collection, institutional development, and infrastructure
investment. It comprises three components: Component 1 covers
the rehabilitation, expansion, and development of water and
sanitation infrastructure for major towns in the northwestern dry
zone (Chilaw, Mannar, Puttalam, and Vavuniya), including urban
and periurban water supply, and septage management and
sanitation. Component 2 provides the foundations to (i) support
decentralization of service delivery functions to regional offices;
(i) improve water resource management, coordination, and
planning ability; and (iii) increase public awareness. Component 3
is designed to strengthen institutional capacity for project
management and implementation activities.

The expected impact of the Project is improved physical well-
being of urban populations in Sri Lanka’s northwestern dry zone.
The expected outcome is improved urban water and sanitation
services and management in Sri Lanka’s urban northwestern dry
zone.

The investment cost of the Project is estimated at $113.3 million,
including taxes and duties of $15.3 million.

A loan of $59,780,000 equivalent and a grant of $23,220,000 from
the Special Funds resources of the Asian Development Bank
(ADB) will be provided to finance the Project. Financing charges
will be 1% per year during the grace period and 1.5% during the
amortization period for the Asian Development Fund loan. In
addition, a $2,000,000 grant from the Netherlands Trust Fund,
administered by ADB, for the Water Financing Partnership Facility
will help finance the Project.

($ million)
Source Total Percent
Asian Development Bank 83.00 73.2
Asian Development Fund Grant 23.22 20.5
Asian Development Fund Loan 59.78 52.7
Netherlands Trust Fund for the Water 2.00 1.8
Financing Partnership Facility
Government 28.33 25.0

Total 113.33 100.0




Allocation and Relending
Terms

Period of Utilization

Estimated Project
Completion Date

Executing Agency

Implementation
Arrangements

Procurement

The Government will pass on the loan proceeds to the National
Water Supply and Drainage Board (NWSDB) as a blend of
Government grant and Government loan. The ratio of Government
grant and loan is based on urban and rural population ratios in the
project areas. Lending arrangements between the Government
and NWSDB are as follows: funding for water supply schemes in
areas under the pradeshiya sabhas will be made available to
NWSDB as a 85% grant and 15% a loan; funding for water supply
in areas under the municipal and urban councils will be 50% grant
and 50% loan; and financing for septage treatment schemes will
be provided as a 100% grant. In each case, Government loan
financing will be at the rate of 10% per annum with a repayment
period of 25 years and grace period of 5 years.

Until 30 June 2014

31 December 2013

NWSDB, under the Ministry of Water Supply and Drainage

NWSDB will implement most of the activities. Central and
provincial irrigation departments will be responsible for
implementation of rehabilitation and improvement works for the
Elawankulama and Achchamolai reservoirs, and construction of a
new small reservoir on Per Aru. NWSDB, in close coordination
with urban councils in project towns, will implement the sanitation
improvement subcomponent. A small project coordination cell will
be established within NWSDB’s head office; the cell will have
monitoring, coordination, and supervisory roles. The bulk of
activities will be implemented by existing NWSDB regional offices
that will be duly strengthened. Vavuniya regional office will be
responsible for water supply and sanitation development works in
Vavuniya and Mannar. Puttalam regional office will be responsible
for water supply and sanitation development works in Puttalam
and Chilaw.

NWSDB's regional offices will carry out most of the procurement;
while central and provincial irrigation departments, supported by
the project implementation consultants, will take responsibility for
procurement activities relating to tank rehabilitation and
construction. Procurement of water supply and septage schemes
will follow procedures for international and national competitive
bidding. Goods and related services, and civil works to be
financed from loan proceeds will be procured in accordance with
ADB'’s Procurement Guidelines (2007, as amended from time to
time).



Consulting Services

Project Benefits and
Beneficiaries

Civil works contracts valued over $3.0 million equivalent and
equipment contracts valued over $500,000 equivalent will be
undertaken through international competitive bidding procedures,
while civil works contracts valued at $3.0 million equivalent or less
and equipment packages valued at $500,000 equivalent or less
will be procured following national competitive bidding procedures
acceptable to ADB. Packages valued at $100,000 equivalent or
less will be under shopping procedures.

An estimated 871 person-months (86 international, 785 national)
of consulting services are needed. Consulting services are
required to (i) facilitate project implementation and management;
and (ii) strengthen institutional, administrative, and financial
capacities of the regional offices. NWSDB will recruit two firms, in
accordance with ADB’s Guidelines on the Use of Consultants
(2007, as amended from time to time). This includes (i) package
A, for design and construction supervision support; and
(i) package B, for institutional development. Package A will
include 60 person-months of international expertise and 588
person-months of national. In addition, about 788 person-months
of technical and support staff will be provided under package A for
project implementation. Package B will include 11 person-months
of international expertise and 79 person-months of national; while
package C, for water resource management, will include 15
person-months of international expertise and 118 person-months
of national. The consulting firms will be engaged using the quality-
and cost-based selection method with a standard quality-cost ratio
of 80:20.

The Project will directly benefit approximately 200,000 people (at
project completion, 420,000 by 2030) in urban areas of the
northwestern dry zone by providing safe drinking water and
improved sanitation. In addition, around 100,000 will gain access
to improved sanitation; pit desludging; and septage handling,
treatment, and disposal. More than 400,000 will benefit from
improved water management and distribution, as well as improved
ecology. Increasing access to safe water, and improving
sanitation will impact poverty reduction through improved public
health resulting in reduced expenditures on medical expenses and
reduced work days lost from sickness, and consequent increase
in labor productivity and income. Time savings from water
collection, particularly for women and children, will result in
increased time for productive activities and improved human
capital. Providing safe water supply will reduce productive time
spent by women on water collection and release them from the
tension and uncertainty attached to depending on unreliable
sources of water.



Risks and Assumptions

The Project assumes (i) a stable political environment and positive
economic growth, particularly in Vavuniya and Mannar; and
(i) commitment by all institutions to actively participate in the
planning and development process. Specific monitoring measures
are in place to mitigate this risk. NWSDB will brief ADB on the
progress of each of the packages, immediately highlighting any
disruption associated with security matters. The Project will
implement the following mitigation measures: (i) careful and
continuous monitoring of security developments; (ii) preferred
recruitment of district-based qualified staff; (iii) continued dialogue
with stakeholders and aid partners; (iv) complete participatory and
transparent implementation, including disclosure of financial
information; (v) mobilization of strong community support and trust
in project staff; and (vi) encouragement of local employment.

The Government is expected to revise water tariffs on a timely
basis to meet existing cost-recovery objectives and related
financial considerations, and be independent of political influence.

To mitigate deviations from existing population and demand
projections, the overall water supply strategy for Vavuniya and
Puttalam is phased. The Project will provide resources to finance
the first stage. Phasing will build confidence among farmers.
Extensive consultations, initiated under the feasibility study, will be
continued during implementation, ensuring that information is
conveyed and farmers’ concerns are timely addressed.
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. THE PROPOSAL

1. I submit for your approval the following report and recommendation on (i) a proposed
loan, (ii) a proposed grant, and (iii) proposed administration by ADB of a grant from the
Netherlands Trust Fund for the Water Financing Partnership Facility to the Democratic Socialist
Republic of Sri Lanka, for the Dry Zone Urban Water and Sanitation Project. The design and
monitoring framework is in Appendix 1.

Il. RATIONALE: SECTOR PERFORMANCE, PROBLEMS, AND OPPORTUNITIES
A. Performance Indicators and Analysis

2. Country Performance. Strong economic growth over the past decade has resulted in
improving development indicators in Sri Lanka." Income poverty, as measured by the headcount
ratio, declined slowly from 26.1% in 1990 to 22.7% in 2002; however income inequality
increased. A recent study” indicates that based on expenditure, the poverty headcount in 2007
was 15.2%. In 2004, life expectancy was 74.3 years, adult literacy 90.7%, and gross domestic
product per capita $1,031. The population with sustainable access to an improved water source
is reported to have increased from 67% to 74%, between 1990 and 2005, whereas the fraction
with access to improved sanitation increased from 61% to 68% over the same period.®> Major
challenges include regional disparities and urban—rural differences. These have been
accompanied by marked demographic changes relating to migration within the country and
abroad.* Medium-term prospects hinge on Government plans to foster economic growth by
significantly raising foreign direct investment as well as domestic public and private investment.
Large infrastructure developments have been limited in recent years, resulting in economic
bottlenecks. Development of secondary cities into strong regional centers capable of adequately
serving district populations and operating as growth engines requires special attention,
particularly in more disadvantaged areas such as the northwestern and southeastern parts of
the country. While the southeastern region has received extensive support in recent years, this
needs to be extend to districts in the western and northern regions, in particular Mannar,
Puttalam and Vavuniya. In addition to strategic development, the choice of project districts and
towns aims to address the dual hardship encountered in this region: (i) difficulties (economic
and others) associated with living in an arid environment, and (ii) the critical role played in
accommodating internally displaced populations, many of which have settled over time.

3. The Dry Zone. Sri Lanka's climate can be generally described as tropical and hot. Most
of the southeast, east, and northern parts of the country comprise the dry zone, which receives
little rainfall concentrated during the short winter monsoon. Economic activity in this region is
generally linked to the nature of this ecological zone. A large proportion of the active labor force
is employed in agriculture; livestock farming; fisheries; and, in urban areas, in the Government
sectors. Economic development in major urban settlements in the region has been heavily
influenced by the country’s general economic growth and ability to maintain peace.” Population
migration and movement remains complex, but in general all towns, and in particular Vavuniya,
Mannar, and Puttalam have played a critical role in accommodating internally displaced

Sri Lanka’s economy registered annual growth of 7.7% in 2006 and 6.7% in 2007. Growth forecasts in the
immediate future may be moderate as a result of conflict, global price increases, and reduced structural reform.
Department of Census and Statistics 2008. Poverty Indicators—Household Income and Expenditure Survey
2006/07. Colombo.

National Council for Economic Development. 2005. Sri Lanka New Development Strategy. Colombo

In 2005, foreign employment constituted 15.01% of total employment (available: http://www.statistics.gov.Ik/).

In Vavuniya and Mannar, in particular, opportunities have been restricted by limited accessibility to the fields or the
sea, economic embargoes, transport difficulties, security restrictions, and breakdown of the market system.
Destruction of physical infrastructure has jeopardized opportunities for economic growth.



populations, many of which have settled over time.® Residents of this region experience income
and nonincome poverty. Using the country’s official poverty line, the resulting poverty headcount
ratio in major towns in the dry zone ranges from 27.0% to 45.9%,’ significantly above the
national average. The cycle of poor water and sanitation, ill health, and high health-care
expenditure predominantly affects the poorest segments of the population; health shocks and
chronic illness are major causes of impoverishment. Poverty is a multidimensional process and,
in the case of the northern regions, is also related to extended instability and conflict. In
Vavuniya and Mannar, but to a lesser degree in Puttalam, years of civil war have resulted in
extended depravation; increasing human poverty; repeated displacement;® and a community
characterized by a high number of refugees, widows, orphans, and disabled people.®
Unemployment is high in Puttalam and Chilaw; reportedly a consequence of limited investment.
In addition to an unsettled political situation, lack of basic infrastructure and services reduces
economic opportunities and impedes the development of these towns into vibrant regional hubs.

B. Analysis of Key Problems and Opportunities

4, A problem and constraints analysis is in Appendix 2, an analysis of the sector in
Appendix 3, and a chronology of preparatory activities is in Supplementary Appendix A.

5. Water Resource Management. Sri Lanka’s dry zone is generally characterized by low
precipitation. The arid northwest and southeast coasts receive the least amount of rain: 600—
1,200 mm per year. Water resources, whether in the form of (mostly perennial) rivers or
groundwater, are scarce. Vavuniya district dotted landscape, the only one of the three districts
not in the northwestern coastal belt, is characterized by a multitude of water tanks (often
cascading), constructed since ancient times to capture perennial waters from the catchments.
This pattern, although less discernible, has been extensively used in inland areas of Mannar
and Puttalam districts. However the reservoirs are often in poor state, breached, or utilized at
suboptimal levels. Multiple uncoordinated competing uses and users operating in isolation have
exacerbated the situation. The use of groundwater resources has intensified, as reflected in a
significant increase in water pumps and agrowells.*® The aquifer is fragile and at risk; the
situation is deteriorating as uncontrolled extraction intensifies.*

6. Increasing overextraction of groundwater, resulting from population and development
pressures, and the use of water resources for multiple competing uses has led to fast depletion
of the aquifer and salinity intrusion. To ensure efficient, equitable, and sustainable water use
and to reduce poverty and improve well-being of the community, irrigation and water resource
policies need to consider all uses and users within a water system. *? Policies and development
strategies need to consider long-term impacts of water as a shared resource. Addressing
threats to the water resource base in the dry zone requires an integrated, cross-sectoral, and
multidisciplinary institutional framework that operates regionally and locally. Countrywide, the

6 Despite a small reduction in the population after 2002 (coinciding with the ceasefire agreement), statistics drawn

for 2002—2006 showed average annual growth of 3.95% for the Vavuniya urban center and 1.5% for Mannar

division. Both are above the annual average growth of 1.14%.

A socioeconomic survey (ADB. 2006. Technical Assistance to the Socialist Republic of Sri Lanka for Preparing the

Small Towns and Rural Arid Areas Water Supply and Sanitation Project. Manila.) identified the following household

poverty: 45.9% in Puttalam, 43.9% in Mannar, 33% in Chilaw, and 27.7% in Vavuniya.

In Vavuniya, district planning secretariat data reveal that, of 17,000 families, almost 7,000 are displaced and 7,000

are resettled. In Mannar, estimates for internally displaced persons account for 20% to 30% of the population.

In Vavuniya, data (2005) indicate the conflict directly resulted in 2,777 widows, 217 orphans, and 900 disabled.

19 |nternational Water Management Institute. 2007. Water Policy Briefing, Issued 14: Planning Groundwater Use for
Sustainable Rural Development. Colombo.

1 Salinity intrusion is reportedly affecting existing groundwater extraction schemes in Puttalam and Chilaw.

2 Governments and development partners have extensively supported the development of groundwater resources by
the community. While some local studies have been conducted, regional impacts are rarely investigated.

9



need to implement a comprehensive integrated water resource management program,® and
establish regional water resource councils and river basin management organizations to ensure
the availability and use of adequate quantity and quality of water is recognized.**** However,
other than for major rivers, none of these activies have been implemented

7. Water Infrastructure: Coverage and Service. The National Water Supply and
Drainage Board (NWSDB) operates urban water supply schemes in all major towns in the
northern dry zone region. In all instances, schemes have been stretched beyond their design life
resulting in operating deficiencies. Investment for improvement and expansion is urgently
needed. Coverage is limited to a reduced number of beneficiaries,* the schemes run at a small
fraction of their design capacity,’’” nonrevenue water (NRW) is significant'® and service does not
meet required standards. In Vavuniya and Mannar, water is supplied daily for an average of
2-3 hours; in Puttalam, supply is on a zonal basis for an average of 6 hours; while in Chilaw the
average is 4-5 hours.™ All of the schemes, except for Mannar, are subject to water quality
constraints arising from high iron, manganese, salinity, and pH (Puttalam, Chilaw), and
hardness (Vavuniya) in groundwater.

8. Where piped drinking water is not available, water is generally sourced from private or
public dug or tube wells, public tanks, ponds, and channels;?® however the quality of extracted
water is often compromised and seldom verified. In addition to limited access, water supplies
are usually insufficient, particularly at the end of the dry season. Demand and willingness to pay
for water and sanitation are nonetheless high, particularly in Vavuniya, Mannar, and Puttlam.
Total water demand in target towns in 2030 (including supply for domestic, institutional,
commercial, and industrial purposes) is estimated at around 87,000 cubic meters per day, for a
projected population of about 420,000. Potential new groundwater sources have been
investigated for the four towns, but currently only the Murunkan subbasin is considered to be
able to sustainably provide supplementary drinking water to Mannar. To fulfill current and future
demand, surface water will be used to supplement existing sources.”

'3 This should consider seasonal, regional, and demographic issues and the existence of competing users.

14 Promoting basin planning must recognize the interconnectedness of social, economic, and environmental factors.
Any such initiative must consider that the management of water, land, and biotic resources is interrelated.

15 Although mandated through its act, the Water Resources Board has not been able to implement its regulatory
functions. The establishment of working committees, informed by local and provincial agencies, to coordinate, plan,
and monitor would provide foundations for a realistic and long-term strategy for water resource management.

'® The number of connections per town is low: 738 in Vavuniya (10% of the population), 3,213 in Mannar (47%),
7,882 in Puttalam (72%) and 5,034 in Chilaw (49%).

7 puttalam’s scheme is reportedly operating at around 98% of its capacity, but the figures are much lower for Chilaw
(approximately 58%), Vavuniya (approximately 67%, variations are mostly due to restrictions during the dry
season), and Mannar (approximately 65%; actual extraction cannot be given for Mannar, as no flow rates have
been recorded, nonetheless one of the four wells is currently not operating).

B NRW in all project towns is estimated. In Vavuniya and Mannar, due to the absence of bulk flow meters; and in
Puttalam and Chilaw, due to poor functioning; NRW average estimates are 33% for Chilaw, 26% for Puttalam,
5%—34% for Vavuniya, and 9%—21% for Mannar. These values are expected to represent a fraction of the losses
due to inadequate measurement and failure to account for all components of NRW (apparent and real losses).

¥ all instances, water pressure is below the recommended 7 meters at the consumer outlet.

Dn Vavuniya, only about 4% of the existing urban households have access to the service, while the service
coverage is only 30% in Chilaw, 50% in Puttalam, and 48% in Mannar. According to survey data, the percentage of
households with toilets is 85.0% in Vavuniya, 90.8% in Mannar, 78.0% in Puttalam, and 88.0% in Chilaw, which is
generally in line with the national average.

2 In Chilaw, groundwater is to be supplemented with surface water from the Dedru Oya; in Puttalam, groundwater
resources with water from the Kala Oya river; in Vavuniya, water is to be sourced from the Per Aru perennial river.



9. Integrated Water and Sanitation. Conventional piped sewerage has been constructed
in only a few areas of Sri Lanka.?” The majority of households in the project area dispose of
their wastewater through a combined system consisting of (i) common sanitation technology,
typically pour-flush toilets connected to either a septic tank (larger or institutional buildings) or
directly into a soakage pit (most households),? and (ii) a crisscross of storm-water drains often
utilized in most densely populated areas to discharge grey and kitchen water. Groundwater
resources, particularly around densely populated areas, are at risk of bacterial contamination®*
caused by effluent leakage and pollutant migration from poorly maintained pit latrines, septic
tanks, and other disposal facilities.”> As water supply augmentation is considered in emerging
regional centers, wastewater and septage management must be addressed as part of the
solution. Based on appropriate technology, affordability and financial viability, and health and
environmental principles, solutions have been found to match the needs of the various centers.
Sanitation also involves changing attitudes and behavior (especially hygiene habits), developing
solutions, and creating a demand for sanitation to ensure that systems are effective.

10. Sector Performance (Appendix 3). Laws relating to the distribution and use of water in
Sri Lanka are largely based on water rights rather than ownership of the water resource base.
Although water supply and sanitation policies have been drafted, their approval remains
pending. Main problems faced by the sector in the delivery of water and sanitation are low self-
financing ratios, insufficient tariff recovery, and high production costs. NWSDB, consistent with
its corporate strategy,”® is focusing efforts on improving its operating and financial performance.
Specific actions include the development of a new tariff methodology to meet revised cost-
recovery objectives, recent introduction of a sewerage tariff, and quarterly monitoring of financial
indicators. In parallel, progress has been achieved by programs to reduce power consumption
and strengthen financial management, but performance in the area of reducing nonrevenue
water remains inadequate and generally underfunded. Moreover, in recent years, NWSDB has
initiated several policy reforms aimed at improving institutional efficiency and decentralizing
planning and management. NWSDB's vision, as formulated in its corporate plan, specifically
proposes (i) decentralizing financial and administrative authority in a first stage, to be followed
by additional responsibilities; and (i) transforming regional support centers ?’ into small business
units with greater autonomy and accountability. The plan recognizes the need to strengthen the
capacity of regional support centers and regional offices to provide more efficient and
responsive service delivery. Areas for development include asset management, asset planning,
and public utility management.

11. Regional financial and operating performance varies. The office functions of Puttalam,
Vavuniya, and Mannar are limited to operation and maintenance (O&M) of urban and periurban

21n Vavuniya, the United Nations Children’s Fund (UNICEF) approved the construction of wastewater treatment
facilities for the hospital. Chilaw’s District General Hospital collects its wastewater in two underground chambers
and pumps the wastewater about 750 m to a small pond system, which drains its effluent directly into the lagoon.

% 3Soils in the coastal area are usually silty sand with limited permeability, whereas those in Vavuniya are mostly silty
and/or sandy soils overlying weathered rock. While the efficiency of existing sanitation methods varies between the
coastal belt and inland, they all encounter problems during the rainy season, when the water table is higher.

24 Most latrines are either pour-flush or water-sealed toilets, with less than 2% of the population using open pit
latrines. More than 65% of the latrines are connected to ground pits, with associated risks of seepage and
contamination of surrounding areas, and when connected to septic tanks, these are seldom emptied.

B n high-density environments, the construction, operation, and maintenance of septic tanks is often inadequate, as
soils are highly pervious and pollutants can easily migrate. This is exacerbated by suboptimal service.

% National Water Supply and Drainage Board. 2002. NWSDB Corporate Strategy. Colombo; and National Water
Supply and Drainage Board. 2007. NWSDB Corporate Strategy (2007—2011). Colombo.

"To increase performance, NWSDB is revising its internal structure. As part of the proposed activities the
establishment of 11 regional support centers (one per province, Greater Colombo, and headquarters) is soon to be
confirmed. ADB. 2008. Institutional Strengthening for Decentralized Service Delivery in the Water Sector. Manila.



water schemes. The financial position of Puttalam’s scheme was strengthened during 2004—
2006, with net profits of about 13% for 2005 and 2006. Chilaw is characterized by technical
inefficiencies. In Vavuniya and Mannar, where schemes were established in the 1940s and no
significant investments have taken place for several decades, a comprehensive improvement
plan will accompany infrastructure development. In all instances, specific measures are needed
to reduce nonrevenue water, improve accounting, introduce billing and collection functions and
human resource development, improve O&M, and strengthen planning capacity. Inefficiencies
can be redressed as part of project implementation through (i) an agreed framework prior to
project approval, (i) implementation of an institutional development program, and
(iii) implementation of decentralized service delivery functions.

12. External Assistance and Coordination. In recent years, the Asian Development Bank
(ADB) and the Government of Japan have been major development partners in the water supply
and sanitation sector. In rural areas, both the Ministry of Urban Development and NWSDB, with
support from the World Bank and ADB, have promoted community participation in water and
sanitation for more than a decade. Other development partners include the Government of
Denmark (engaged in small towns in Central Province and Colombo), Government of Japan
(supporting large programs in Kandy, Colombo, and towns around Colombo; and smaller
initiatives in the Central Region), and the governments of France and Germany. ADB’s water
and sanitation sector strategy (i) aims to improve service coverage, enhance cost recovery, and
promote self-financing capacity of sector agencies; and (i) has consistently focused on
secondary urban centers and the concomitant need for local strengthening. External assistance
is outlined in Appendix 4.2

13. Project Strategy. Lessons from experience in the sector highlight the need to
(i) incorporate greater consultation, participatory processes, and local government involvement
into project implementation; (i) avoid conflicts with other water users and secure adequate
rights to access the water source; (iii) conduct adequate costing and contingencies, minimizing
inaccuracies in cost estimates that may lead to significant cost overruns; (iv) implement regular
water tariff increases, with adequate tariff objectives; (v) ensure that sanitation improvements
are an integral part of any water development project; (vi) secure sustainable water resource
development, and establish frameworks for water resource management; and (vii) develop
capacity, targeting all levels of influence. Based on this experience and in support of the
Government’s strategies in the sector, the Project will seek to (i) improve service provision by
decentralizing functions to the district offices and increasing operating efficiency, (ii) promote an
integrated water and sanitation approach to establish partnerships with local governments, (iii)
promote integrated water resource management principles, and (iv) secure improved financial
management of implementing authorities (Appendix 5 and Supplementary Appendix B).

M. THE PROPOSED PROJECT

A. Impact and Outcome

14. The expected impact of the Project is improved physical well-being of urban populations
in Sri Lanka’s northwestern dry zone. The expected outcome is improved urban water and

3 Specifically to the project area, Puttlam town and Chilaw town water supply schemes were rehabilitated and
expanded with assistance from the Government of the People’s Republic of China in the early 1990s. Small
interventions in recent years include United Nations Children’'s Fund support for construction of a new piped
scheme mainly focusing in resettlement areas at Manathiuv grama niladhari division. Vavuniya’s water scheme
was established in 1940, and improved and partially expanded in 1992 with support from German development
cooperation (10% coverage); while German development cooperation and ADB supported the partial
reconstruction of some of Mannar’s water scheme units that were heavily damaged by conflict.



sanitation services and management in the northwestern dry zone. The Project will
() improve and expand infrastructure and services, (ii) strengthen institutions for better service
delivery and water resource management, and (iii) build project management and
implementation capacity.

B. Outputs

15. The Project has three parts. Component 1 covers rehabilitation, expansion, and
development of water and sanitation infrastructure for northwestern dry zone towns including
(i) urban and periurban water supply, and (ii) septage management and sanitation. Component
2 will provide the foundations to (i) support decentralization of service delivery functions to
regional offices; (ii) improve water resource management, coordination, and planning ability;
and (iii) increase public awareness. Component 3 will strengthen implementation.

1. Component 1: Developing Water and Sanitation Infrastructure
a. Improved Water Supply Service and Coverage

16. Water supply in the towns of Vavuniya, Mannar, Puttalam, and Chilaw is deficient and
groundwater resources already exploited by households are insufficient. Groundwater (at
sustainable extraction rates) required to meet population needs can only be secured in Mannar;
therefore, additional water must be obtained from surface sources in the remaining towns. This
component will finance infrastructure to abstract, treat, and distribute a total of 61,500 cubic
meters of water per day. The Project will support water resource development;? rehabilitation,
and construction of new treatment facilities; *° and storage, transmission, and distribution
systems.*! In addition to expanding distribution to new areas, including periurban areas along
the transmission mains, the Project will implement a comprehensive nonrevenue water
reduction program® that includes replacing or installing new bulk water meters and a leak
detection program for rehabilitation and strengthening of the existing distribution network.

17. The investments will (i) improve service delivery, and (ii) expand services to underserved
areas. Improvements in service delivery will focus on providing better water quality and
lengthening water supply service duration to 24 hours, 7 days a week in all four project towns at
an adequate water pressure.*® The Project also aims to provide full coverage for residents in the
project areas.*® For this purpose, NWSDB will (i) provide within 1 year of project completion,

% The Project will finance (i) 15,000 cubic meters (m3)/day intake on the Deduru Oya river and construction of seven
replacement wells and pump systems in Chilaw; (ii) 15,000 m3/day intake on the Kala Oya river and rehabilitation
and/or restoration of Elawankulama and Achchamolai tanks in Puttalam; (iii) development of a new tank on the Per
Aru river, a 12,000 m3/day intake and construction of four wells and pump systems in Vavuniya; and (iv) flushing
and development of four existing Murunkan boreholes and construction of four new boreholes in Mannar.

%9 This will include rehabilitation of existing treatment facilities in Chilaw and Puttalam to increase plant efficiency as
well as enable meeting required standards (regarding the removal of precipitated iron) by introducing modifications
to existing aerators, filters, and sludge removal facilities. In addition, new conventional treatment works will be
developed in Chilaw, Puttalam, and Vavuniya to treat a total of 30 megaliters per day; disinfection facilities
(chlorination) will be provided in Mannar.

3! This includes an estimated total of 122 km of transmission mains, 464 km of distribution lines, and 12 storage
reservoirs (towers or sumps) for all four project towns.

% The NRW program will conduct a full diagnosis, including unbilled authorized consumption and water losses,
whether these are (i) apparent losses (unauthorized consumption and metering inaccuracies); or (ii) real losses
(leakage on transmission and/or distribution mains, leakage and overflows at utility storage tanks, and leakage on
service connections up to customer's meters).

B n compliance with NWSDB. 2007. Primer on NWSDB’s Responsibilities, Standards, and KPIs. Colombo, pressure
will be at a minimum of 7 meters and a maximum of 40 meters at the consumer outlets for all areas connected.

3 This will amount to approximately 200,000 people by project completion and 420,000 by 2030.



connections to all households that have placed requests; and (ii) ensure that all standposts are
converted into metered community connections with clearly identified users.*

b. Improved Sanitation and Septage Management

18. Addressing sanitation and wastewater management in urban settlements is essential,
particularly as water supply will be augmented. The Project considers this integrated approach
and proposes adopting efficient sanitation solutions that adequately match project areas.*® This
subcomponent will promote improvements in sanitation*” and septage management and
disposal systems in all four project towns.*® Sanitation improvements are designed as modestly
sized components having considered (i) population density, (ii) sufficient wastewater generation
to provide gravity flow, (iii) efficient zoning, (iv) prevention of sewage overflows, and
(v) affordability. A fee will be introduced for this service. Sanitation systems managed by the
urban councils are already often subject to a charge. This will be formalized under the Project.

19. The Project will conduct a low-cost sanitation program for poor communities in the form
of household latrines in newly served periurban areas. Priority will be given to lower income
households and those that do not own or have access to latrines; and will provide adequate
cost-effective, small-scale infrastructure. Nongovernment organizations (NGOs) and local
government will be engaged in mobilizing communities, delivering essential training, conducting
a technical assessment, and evaluating initial capital investment for proposed schemes.

2. Component 2: Strengthening Water Sector Institutions

a. Strengthening Water Resource Management, Coordination, and
Planning Ability

20. The Project will support water resource monitoring, coordination, planning, and
regulatory initiatives by (i) assisting the Government in preparing catchment management plans
in project areas that will guide decisions relating to integrated water resource management and
water allocations; (ii) aiding local authorities in the Puttalam, Vavuniya, and Mannar districts to
(a) prepare water extraction regulations, (b) introduce participatory monitoring systems; and
(i) map groundwater and users in project districts, and initiate the establishment of a central
water resources information center.

21. Catchment Protection and Management. The Project will support the development of
river basin plans in project areas, specifically for Per Aru, Kala Oya, and Deduru Oya rivers. The
subcomponent will promote integrated water resource management principles and healthy
rivers. It will consider management of multifunctional water regulation arrangements developed
in a specific basin context; and the conservation and improvement of associated watersheds,

= Community connections, while limited, remain essential in the project context, particularly those serving internally
displaced people’s camps and poorer urban dwellers. Communities supplied with water through communal
metered facilities will form community-based organizations that will register and sign an agreement with NWSDB.
The organizations will nominate representatives to coordinate and collect payments.

% Solutions consider O&M, monitoring and enforcement, economics and finance, and achievable standards.

%" Based on physical and socioeconomic surveys, the Project will (i) provide new and/or improved latrines to about
1,800 households living in periurban areas of the four project towns and due to be connected for the first time to a
piped water system; and (ii) rehabilitate 13 public latrines. Rehabilitation of public latrines will be strictly linked to an
agreement with local authorities to introduce an improved results-based framework for management by the private
sector. At present, although mostly operated and maintained by the private sector, lack of monitoring and reporting
has led to poor maintenance and serious deterioration of the facilities.

% Improved septage handling and disposal will be secured through (i) provision of truck-mounted vacuum septic tank
cleaning machines (a total of six) for all four project towns, and (ii) development of sludge disposal facilities
(comprising sludge thickener, anaerobic ponds, sludge drying beds, and enclosed site development). In Puttalam,
suitably dried and stabilized sludge will be composted with green waste.



wetlands, and ecosystems.*® The river basin plans will be prepared in a participatory manner
and in close consultation with all concerned provincial and central government authorities. It will
conceptualize a medium-term framework for selected basins, including institutional
arrangements and responsibilities, proposed planning and management systems, capacity-
building requirements (information management systems, human resources, strategic planning,
and intersectoral planning), and technical and financial support needed.

22. Safeguarding Groundwater. The Project will support local authorities in project districts
in preparing bylaws, and implementing rules and regulations to (i) monitor and control water
abstraction, (i) prevent groundwater contamination (from agricultural and bacteriological
sources), and (iii) implement measures to enhance aquifer recharge. It will support local
authorities introducing village participatory groundwater monitoring systems. This will entail
(i) raising awareness among communities, (ii) increasing local organizational capacity through
mobilization of people and resources, (iii) appointing village regulatory committees, and
(iv) providing training for monitoring and compliance with regulations. The Project may prepare
(i) technical information sheets to aid village committee monitoring; (ii) guidelines on mobilizing,
appointing, and functioning of regulatory committees, and (iii) guidelines on the establishment
and revision of performance targets and reporting mechanisms—to the provincial councils and
the Water Resources Board (WRB) through local government; and provide technical and
organizational training. To promote partnerships, training may be conducted in collaboration
with specialized organizations, academic institutions, and NGOs.

23. Water Resource Mapping. The Project will (i) support WRB’s efforts to establish a
nationwide electronic repository of water resources information,*® and (ii) support provincial
councils in project areas and WRB in efforts to map data generated under the previous activity
through a Geographic Information System. In addition, as part of component 1, groundwater
guality and quantity data will be collected and analyzed for new groundwater resources in
Vavuniya and Mannar.

b. Building Capacity for Service Delivery in Project Areas

24, Decentralization. The Project will support NWSDB'’s transfer of functions and
responsibilities to Puttalam, Mannar, and Vavuniya’'s regional offices, including improved
() commercial functions and meter reading, billing, and collection; (ii) customer service;
(iii) general accounting and financial reporting; (iv) fixed asset management and planning;
(v) inventory, stores, and purchasing systems; (vi) budget planning and control;
(vii) maintenance of water supply and sewerage facilities; and (viii) human resource
management, administration, and general services. As part of planning, sensitization to
community needs and grievance prevention and settlement will be undertaken. This
subcomponent will provide (i) expert support to introduce a robust time-bound program to
enable decentralization in project areas,** and (i) a training program to enhance the capacity of

¥ The plans will build on existing investigations and studies (such as Kala Oya’s ecological study) and new data
relating to socioeconomic activities in the basin, ecological resources, water quality, and hydrological data.

0 This may include, WRB’s data on (i) Vavuniya and Puttalam districts’ groundwater monitoring program,
(i) groundwater assessment study in Deduru Oya’s Basin, and (iii) Japan International Cooperation Agency-
supported tube well program in Mannar.

*I This will include (i) development of a time-bound 5-year institutional building plan (which will include preparation of
an operating action plan and business plan); (ii) establishment of district offices (including the development and
implementation of a suitable organization structure and staffing requirements, functional charts, and a staffing
organization); (iii) strengthening of financial management functions; (iv) establishment of commercial functions and
improvement of customer relations (through the establishment of relevant centers); (v) strengthening of technical
expertise on project planning, design, and O&M (include setting up testing laboratories in Puttalam and Vavuniya;



staff in NWSDB local offices.* The Project will support upgrading of NWSDB offices in
Vavuniya and of information technology facilities to increase efficiency and ensure readiness to
undertake regional support center functions in Northern Province. All training proposals will
need to be linked to a specific and measurable outcome to be delivered by NWSDB.

25. Local Government Design and Monitoring Capacity. The Project will conduct a series
of trainings for local authorities in project towns to enhance (i) management capacity (public
latrines and septage systems), and (ii) on-site sanitation planning and enforcement. The Project
will review, update, and print copies of a revised on-site sanitation manual (or prepare a second
volume) that will address (i) soil testing and its impact on system design, (ii) key aspects to be
considered for adequate supervision of construction, and (iii) adequate siting of pits and
soakage and/or infiltration fields. The Project will formulate manuals and provide technical
capacity to local authorities for preparing and monitoring performance-based management
contracts with private sector operators responsible for public latrine maintenance.

C. Increasing Water Conservation and Environmental Awareness

26. This subcomponent focuses on changing attitudes and misconceptions. Building on
existing experience, the Project will conduct a water environmental awareness program
focusing on (i) water conservation, (ii)) hygiene and sanitation, and (iii) cost-recovery for
improved service delivery. The outreach program will increase understanding of district
residents, technical staff, community leaders, and decision-makers on specific issues affecting
dry zones. Community leaders will be invited to actively participate in the awareness campaign,
utilizing multiple means of communication.*® If practical, an NGO may help design and
implement the awareness program.

3. Component 3: Building Management and Implementation Capacity

27. This subcomponent will cover incremental administration costs and counterpart staff of
NWSDB, urban councils, and the Irrigation Department. It will include preliminary investigations
and consulting services to assist project implementation staff in (i) designing and supervising
construction of water and sanitation infrastructure; (ii) formulating and delivering the public
awareness campaign; and (iii) providing selective training, and safeguards compliance.

C. Special Features

28. Water and Environmental Protection. The Project aims to protect public health from
potential waterborne contamination, and reduce the overall demands on the fragile aquifer. It
will help protect water resources from overextraction and contamination by upgrading
infrastructure and improving water planning and coordination elements. By supporting a
comprehensive water and environmental monitoring program, the Project will provide
mechanisms to evaluate changes resulting from extraction, reflecting impacts from climate
change and major shifts in social, environmental, and economic patterns associated with it.

groundwater investigation facilities in Vavuniya); and (vi) implementation of a comprehensive NRW reduction study
in Vavuniya, Mannar, and Puttalam districts.

*2 This will include (i) development of appropriate systems and procedures (general accounting and financial
reporting systems, financial planning and budgeting, billing and collection, fixed assets, inventory management,
construction management and disbursements); and (ii) provision of training to match these requirements.

* The campaign will focus on (i) causes and consequences of groundwater depletion and pollution, and impact on
health and livelihoods; (ii) options for community-based water resource management, protection, and conservation;
(iif) water resources and sewage; and (iv) operating costs and need for service, water and sewage tariffs.
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29. Managing for Results: Improving Utility Performance. The Project proposes an
approach aiming to carefully monitor (and enhance) performance. Activities are structured to
demonstrate significant improvements including (i) operating performance; (ii) human resource
base and human resource management of NWSDB business units; (iii) financial management;
and (iv) nonrevenue water reduction.

30. Support for the Reconciliation Process. The Project constitutes a unique opportunity
to support the reconciliation process. It will bring communities together and assist in
rehabilitating, reconstructing, and developing areas affected by decades of conflict. The Project
incorporates, in its design, opportunities to enhance participation of the local community in
decision-making and aims to build local capacity. Moreover, it has identified grievance and
dispute prevention and settlement mechanisms to minimize tensions between communities.
Supplementary Appendix C provides details of the program.

D. Project Investment Plan

31. The project investment cost is estimated at $113.33 million, including taxes and duties of
$15.3 million. A summary of the cost estimates is given in Table 1. Detailed cost estimates and
the financing plan are in Appendix 7 and Supplementary Appendix D.

Table 1: Project Investment Plan

($ million)
Item Amount®
A. Base Cost”
1. Developing Water and Sanitation Infrastructure 72.91
a. Chilaw and Puttalam Water Supply and Sanitation 38.44
b. Vavuniya and Mannar Water Supply and Sanitation 34.47
2. Strengthening Water Sector Institutions 3.62
3. Building Management and Implementation Capacity 6.58
Subtotal (A) 83.12
B. Contingencies®® 28.00
C. Interest on Loan (Asian Development Fund)® 221
Total (A+B+C) 113.33
% Includes taxes and duties of $15.3 million.
‘C’ In early 2008 prices.

Physical contingencies computed at 10% for civil works, resettlement, and consultancy; 5% for all other items.
Price contingencies computed at 6.8% for foreign exchange costs for 2008, 0.7% for 2009, 1.4% for 2010, 0.4%
for 2011, and 0.5% for 2012; and local inflation rate of 16.2% for 2008, 14% in 2009, 8% in 2010, and 7% in
2011 and onward.

Risk allowance applies to Mannar and Vavuniya, and is estimated at 10% of total civil works and equipment.
Financing charges are estimated as 1% per year during the grace period and 1.5% during the amortization
period for the Asian Development Fund loan.

Note: Figures may not add up to totals because of rounding.

Source: Asian Development Bank estimates.

E. Financing Plan

32. The Government has requested a loan of $59,780,000 equivalent and a grant of
$23,220,000 from the Asian Development Fund (ADF) to help finance the Project. The loan will
have a 32-term including a grace period of 8 years, an interest rate of 1% per year during the
grace period and 1.5% during the amortization. The Government has provided ADB with (i) the
reasons for its decision to borrow from the ADF on the basis of these terms and conditions, and
(i) an undertaking that these choices were its own independent decision and not made in
reliance on any communication or advice from ADB. The grant will finance septage
improvements, community and pro-poor sanitation facilities, capacity building for service
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delivery, project implementation capacity and administration support, and water resource
development. The Netherlands Trust Fund for the Water Financing Partnership Facility will
provide grant cofinancing equivalent to $2,000,000 for activities under subcomponents 2 a and ¢
(including activities for strengthening water resource management, and coordination and
planning ability; and increasing public awareness). It includes consultancies under package C,
studies, surveys, materials, and services relating to the public awareness campaign. The loan
and grant will cover 75% of the total project cost. This is in agreement with local cost financing
percentage limits for the country. The Government will provide $28,330,000 equivalent to cover
() taxes and duties, (ii) land acquisition and compensation costs, (iii) incremental recurrent
Government staff costs, (iv) interagency payments, and (v) a small fraction of civil works costs.
The financing plan is summarized in Table 2. The Government has assured that counterpart
financing for the Project will be available.

33. The Government will provide the loan proceeds to NWSDB as a blend of Government
grant and Government loan, denominated in local currency. The Government will bear the
foreign exchange risk. The ratio of Government grant and loan was determined based on urban
and rural population ratios in project areas. Lending arrangements between the Government
and NWSDB involve funding for (i) water supply schemes in areas under the pradeshiya sabhas
as 85% grant and 15% loan; (ii) water supply in areas under the urban and municipal councils
as 50% grant and 50% loan; and (iii) 100% grant for septage treatment schemes. In each case,
Government loan financing will be at the rate of 10% per annum with a repayment and grace
periods of 25 years and 5 years.

Table 2: Financing Plan

($ million)

Source Total Percent
Asian Development Bank 83.00 73.2

Asian Development Fund Grant 23.22 20.5

Asian Development Fund Loan 59.78 52.7
Netherlands Trust Fund for the Water Financing Partnership Facility 2.00 1.8
Government 28.33 25.0

Total 113.33 100.0

Source: Asian Development Bank estimates.
F. Implementation Arrangements

1. Project Management

34. NWSDB, under the Ministry of Water Supply and Drainage, will be the Executing
Agency. Central and provincial irrigation departments will be tasked with implementing
rehabilitation and improvement works for Elawankulama and Achchamolai reservoirs, and
construction of a new reservoir on Per Aru,. NWSDB, in close coordination with urban councils
in project towns, will be charged with implementing the sanitation improvement subcomponent.
A small project coordination cell (PCC),* to be established within NWSDB’s head office, will
have a monitoring, coordination, and supervisory role. The bulk of the activities will be
implemented by existing NWSDB regional offices that will be duly strengthened. Vavuniya
regional office will be responsible for water supply and sanitation development works in

* The PCC will be accountable for (i) coordinating policy-related activities and ensuring that PICC meetings are
conducted quarterly, (i) preparing the overall project implementation plan and consolidated annual work plan,
(iii) coordinating training programs and annual allocations for each of the regional offices, (iv) conducting
monitoring and evaluation activities to ensure compliance with loan covenants and agreed targets,
(v) implementing project performance management system surveys, (vi) project accounting and disbursement in
accordance with ADB guidelines, and (vii) coordinating the preparation and submission to ADB of quarterly reports.



12

Vavuniya and Mannar. Puttalam regional office will be responsible for water supply and
sanitation development works in Puttalam and Chilaw. Urban councils will work with regional
offices in the design, evaluation, construction, and overall implementation activities relating to
sanitation and septage improvement. Staffing requirements for the Project will consider both
incremental staff for implementation and construction phases, and long-term O&M; particularly
considering functions required to successfully run the NWSDB north office. The Government
has agreed to provide adequate staff for implementation, which should be acceptable to ADB;
the associated costs will constitute part of their contribution to the Project. A national project
implementation coordination committee (PICC) will be established to oversee the Project, and
comprise senior representatives from central and provincial government agencies. The PICC,
chaired by the Ministry of Water Supply and Drainage secretary, will advise and guide the
Project on national strategic and policy decisions. The PICC will hold its first meeting within
3 months of loan and grant effectiveness, and meet at least quarterly, or as often as necessary.
Provincial project coordination committees will be established in Northern and North Western
provinces to provide provincial coordination and oversee progress in urban sanitation, tank
rehabilitation, and water resource management activities. The committees will meet whenever
necessary, but not less than quarterly. A flow chart of the structure is included in Appendix 8.
Detailed designs will be endorsed by local stakeholder committees.

35. Experienced project managers will be appointed to head project sections within the
regional offices, subject to concurrence from both the External Resources Department and
ADB.*“® NWSDB will also appoint a focal point to the PCC,* to regularly communicate with
ADB and the project managers. A core team of NWSDB employees will assist the two project
managers, and include specialists in water supply, sewerage and sanitation, procurement,
environment, finance and accounting, and social and community development. They will be
supported as appropriate by a project design, supervision, and management consulting team.
Supplementary Appendix E outlines the terms of reference for implementing agencies.

2. Implementation Period

36. The Project will be implemented in 4.5 years and is expected to end in December 2013.
Start-up activities will include establishing the PICC and provincial project coordination
committees, recruiting project staff and consultants, conducting comprehensive investigations
and surveys, and procuring equipment immediately required. Implementation will commence
approximately 12 months after loan and grant effectiveness; physical works might start in the
first quarter of 2010 after obtaining required environmental clearances from central and
provincial environmental agencies, water extraction rights,*® and completing land acquisition.
The project implementation schedule is in Appendix 9.

* The regional offices will be responsible for (i) recruiting consultants and NGOs jointly with the PCC; (ii) assisting the
irrigation departments and urban councils to implement their respective activities; (iii) carrying out detailed surveys,
investigations, and engineering designs of their investment activities prior to starting any tendering process; (iv)
conducting all aspects of the procurement process; (v) ensuring compliance with loan and grant covenants; (vi)
coordinating with the PCC on disbursement-related matters; (vii) maintaining project documents and submitting
reports on time, including audit reports, to the PCC; (viii) collecting data for key indicators; (ix) supervising
implementation of summary poverty reduction and social strategy activities (including gender-related programs); (x)
obtaining all necessary clearances; and (xi) organizing provincial project coordination committee meetings.

46 They will be responsible to deputy general managers in their respective regional support centers, under the clear
understanding that, in a matrix-based management approach, their performance will be benchmarked against
responsiveness to the PCC in meeting project-specific requirements.

*" The PCC focal point will report to the additional general manager (water supply), who in turn will closely coordinate
with the additional general manager (north and central).

8 This pertains to agencies mandated under Sri Lanka law for the administration and management of water
resources and may include central and provincial irrigation departments, and Agrarian Services Department. The
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3. Procurement

37. Civil Works and Goods. The bulk of procurement activities will be carried out by
NWSDB'’s regional offices; while central and provincial irrigation departments, supported by the
project implementation consultants, will take responsibility for procurement activities relating to
tank rehabilitation and construction. Procurement of water supply and septage schemes will
follow procedures for international competitive bidding and national competitive bidding. Goods
and related services, and civil works to be financed from loan proceeds will be procured in
accordance with ADB’s Procurement Guidelines (2007, as amended from time to time). Civil
works contracts valued over $3.0 million equivalent and equipment contracts valued over
$500,000 equivalent will be undertaken through international competitive bidding procedures,
while civil works contracts valued at $3.0 million equivalent or less and equipment packages
valued at $500,000 equivalent or less will be procured following national competitive bidding
procedures acceptable to ADB. Packages valued at $100,000 equivalent or less will be
procured under shopping procedures. The proposed procurement plan is in Supplementary
Appendix F and its summary is in Appendix 10.

38. Advance Action and Retroactive Financing. Lessons from ADB-assisted water supply
and sanitation projects in Sri Lanka indicate the need to address start-up delays and slow
disbursements in initial years brought about by delays in (i) consultant selection, and (ii) time
taken to complete preparatory work before contract award. To expedite project implementation,
advance action will be taken for (i) recruiting design and construction supervision and
management consultants; (ii) prequalifying contractors, if relevant; (iii) undertaking preliminary
investigations; and (iv) initiating design activities relating to Mannar’'s transmission line. The
Government has requested retroactive financing for expenditures incurred during the 12 months
prior to loan effectiveness and relating to conducting topographical surveys, and geotechnical
and groundwater investigations. The Government has been advised that approval of advance
action and retroactive financing does not commit ADB to finance all or any part of the Project.

4, Consulting Services

39. An estimated 871 person-months (86 international, 785 national) of consulting services
are needed. Consulting services are required to (i) facilitate project implementation and
management; and (ii) strengthen institutional, administrative, and financial capacities of the
regional offices. NWSDB will recruit two firms in accordance with ADB’s Guidelines on the Use
of Consultants (2007, as amended from time to time) to support the Project and include
(i) package A, design and construction supervision support; and (ii) package B, institutional
development. Package A will include 60 person-months of international expertise and
588 person-months of national expertise. In addition, about 788 person-months of technical and
support staff will be provided under package A for implementation of the Project. Package B will
include 11 person-months of international expertise and 79 person-months of national expertise;
while package C, for water resource management financed by the Netherlands Trust Fund for
the Water Financing Partnership Facility, will cover 15 person-months of international expertise
and 118 person-months of national expertise. The proposed terms of reference are in
Supplementary Appendixes H, I, and J. NWSDB will engage all consulting firms using the
guality- and cost-based selection method with a standard quality-cost ratio of 80:20. NGOs will
be recruited to support public awareness and community mobilization activities. Services
required to conduct topographical surveys and groundwater investigations under advance action
will be recruited following the least cost selection and will not exceed $100,000.

agreements are generally in the form of a memorandum of understanding and should include adequate methods of
arbitration acceptable to these agencies, NWSDB, and farmers utilizing water for cultivation.
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5. Anticorruption Policy

40. ADB'’s Anticorruption Policy (1998, as amended to date) was explained to and discussed
with the Government, Ministry of Water Supply and Drainage, and NWSDB. Consistent with its
commitment to good governance, accountability, and transparency, ADB reserves the right to
investigate, directly or through its agents, any alleged corrupt, fraudulent, collusive, or coercive
practices relating to the Project. To support these efforts, relevant provisions of ADB's
Anticorruption Policy are included in the loan and grant regulations and the bidding documents
for the Project. In particular, all contracts financed by ADB in connection with the Project shall
include provisions specifying the right of ADB to audit and examine the records and accounts of
the Executing Agency and all contractors, suppliers, consultants, and other service providers as
they relate to the Project. The Project will introduce additional specific measures to enhance
governance and prevent corruption. The measures include (i) providing consultant support to
project implementation staff on procurement and financial management; (ii) using information
technology to increase transparency, accountability, and efficiency; (iii) implementing
procurement and performance audits; (iv) reviewing fiduciary issues; (v) sharing with ADB all
representation letters and attended to these within 3 weeks of receipt; and (vi) management and
employees adhering to codes of conduct. Specific measures adopted to enhance transparency
under the Project include (i) random and independent spot checks by ADB review missions on
procurement and project accounts; (ii) public disclosure of information through the NWSDB and
project website (to be prepared) on (a) bidding procedures, bidders, and contract awards for the
Project; and (b) use of the funds disbursed under the Project; and (iii) beneficiary involvement in
project monitoring and evaluation. Proposed measures to enhance managerial and procurement
capacity include (i) during contractor prequalification, project staff will undertake a process of
verification to meet the specified qualification criteria, making the results available on the
website; (ii) tender capacity will be mandatory criteria for award of contracts; and (iii) strict
NWSDB review of implementation and evaluation of the institutional strengthening component
under the Project to assess operating performance and financial management improvement.

6. Disbursement Arrangements

41. Vavuniya and Puttalam regional offices will prepare disbursement projections, request
budgetary allocations for counterpart funds, collect supporting documents, and prepare
withdrawal applications in accordance with ADB’s Loan Disbursement Handbook (2007, as
amended from time to time). The PCC will consolidate these and send them to ADB. To
facilitate the timely release of loan and grant proceeds and counterpart funds, and to expedite
project implementation, the Government will, immediately after loan and grant effectiveness,
open and maintain three project imprest accounts, one for each of the ADF loan and grant, and
one for the Netherlands Trust Fund for the Water Financing Partnership Facility grant, which will
be established with the Central Bank of Sri Lanka for NWSDB. Second-generation imprest
accounts in Sri Lanka rupees for each of these will be established by the PCC. The total
advances to the imprest account, including the initial advance, will not at any time exceed
estimated ADB-financed expenditures for the next 6 months or 10% of the respective loan or
grant amount, whichever is lower. To facilitate project implementation, third-generation imprest
accounts will be established for each regional office at a commercial bank in Puttalam and
Vavuniya acceptable to ADB. The initial ceiling of the third-generation imprest accounts for each
regional office will be $1,000,000 equivalent for each of the ADF loan and grant. The PCC and
regional offices will ensure that all imprest accounts will be established, managed, replenished,
and liquidated in accordance with ADB’'s Loan Disbursement Handbook, and detailed
arrangements agreed to by the Government and ADB. ADB'’s statement of expenditure
procedure will be used to liquidate imprest advances or reimbursement procedure for individual
expenditures of $100,000 or less.
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7. Accounting, Auditing, and Reporting

42. The Government will provide ADB with detailed quarterly progress reports on project
implementation, which will follow ADB’s standard procedures. Based on an agreed format, each
of the two regional offices will prepare the reports; PCC will consolidate them and submit a
combined report to ADB. Within 3 months of physical completion of the Project, the PCC will be
responsible for submitting a project completion report to ADB following ADB standard
procedures. The PCC will be responsible for obtaining and consolidating relevant data from the
regional offices, which will prepare project operating accounts and financial statements, and
records of the statement of expenditure. Auditors acceptable to ADB will audit the imprest
account, second- and third-generation imprest accounts, and statement of expenditures. The
final audit report will include a separate audit opinion on each of these. The regional offices will
agree to have their project operating accounts audited by the PCC before receiving any funding
through the Project. Audited financial statements and project accounts, together with the
auditor’s report, should be submitted within 6 months of the close of the financial year. The PCC
and regional offices will have an adequate number of suitably qualified accounting staff.

8. Project Performance Monitoring and Evaluation

43. To ensure that project components are managed efficiently and benefits are maximized,
the PCC will establish a project performance monitoring system within 3 months of loan and
grant effectiveness. The project performance monitoring system, established in accordance with
ADB's Project Performance Management System Handbook, will provide a cause-and-effect
relationship between the Project and its impact. Project performance monitoring and evaluation
will be based on the design and monitoring framework and the baseline surveys specified in it.
Beneficiaries will be involved in project monitoring evaluation through direct reporting to regional
offices and through the provincial project coordination committees. The indicators to be
monitored will be formulated by and agreed upon with NWSDB, including indicators pertaining
to physical progress and institutional reform activities (such as nonrevenue water reduction).
Under the guidance of the PCC, regional offices will gather baseline physical and
socioeconomic data, and submit a detailed implementation plan for monitoring performance.
The PCC will consolidate these and submit benchmark information for ADB’s review and
concurrence within 9 months of loan and grant effectiveness. Thereafter, the PCC will
coordinate with the regional offices to submit semiannual monitoring and evaluation reports to
ADB throughout project implementation, and submit a comprehensive completion survey.

9. Project Review

44, NWSDB and ADB will jointly assess project implementation semiannually. NWSDB and
ADB will conduct a comprehensive midterm review of project implementation. The reviews will
(i) examine the appropriateness of scope, design, implementation arrangements, and schedule
of activities; (i) assess implementation pace against project indicators; (iii) assess
improvements in operating and financial performance indicators; (iv) evaluate the effect of new
policies and their impact on service delivery; (v) assess the responsiveness of urban councils to
requests for collection of waste and its impact on the overall sanitary conditions in project towns;
(vi) review compliance with project assurances; (vii) assess effectiveness of safeguards
procedures; (viii) identify problems and constraints; (ix) and if necessary, recommend changes.

V. PROJECT BENEFITS, IMPACTS, ASSUMPTIONS, AND RISKS

A. Expected Benefits and Impacts
45, The Project is expected to provide direct connections to the water supply system for
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46,005 urban households (190,874 people) in all four towns. In addition, about 16,095
institutional and commercial establishments (hondomestic) will benefit from the supply of piped
water from the new system. Service coverage in all four towns will increase from the current 4%
to a peak of 83% in Vavuniya, from 50% to 84% in Puttalam, from 30% to 91% in Chilaw, and
from 48% to 100% in Mannar. The schemes were tested for financial viability and found to be
sustainable in all instances (Supplementary Appendix K). Water and sanitation schemes have
also proved economically viable (Supplementary Appendix L) with economic internal rates of
return ranging from 13.0% to 19.3% for water supply schemes and from 18.0% to 34.1% for
septage collection and management schemes.

1. Poverty Reduction and Social Development

46. The socioeconomic survey of 2,837 households conducted during project preparation
shows high income poverty consistent with Government statistics.*® The project towns have
acute shortages of drinking water and sanitation. The survey shows that only 14% in Vavuniya,
50% in Chilaw, 58% in Puttalam, and 62% in Mannar have access to piped water, and it is not
available 24 hours a day. Access is lower for poor households, with the number not having
water connections at 36% in Vavuniya, 30.8% in Chilaw, 16.3% in Mannar, and 9.9% in
Puttalam. During the dry season, the majority spend up to 50 minutes each day fetching water.
Both piped and well water suffer from poor quality, with color as the most often cited problem.
The substantial time for fetching could be used for productive activities. Access to sanitation
ranges from 78% to 91% in project towns. Through the provision of water supply and sanitation,
the Project contributes directly to poverty reduction through achievement of the Millennium
Development Goal target 7; and indirectly by reducing regional disparities in urban
infrastructure, which is expected to impact economic growth and consequently poverty
reduction. The Project has specific design elements that directly target poor beneficiaries such
as providing community connections to serve internally displaced people’'s camps and poorer
urban dwellers (to be maintained by community-based organizations and low-cost sanitation
program for poor communities in the form of individual household latrines in newly served areas.
Sex-disaggregated data will be collected as part of the baseline surveys. The summary poverty
reduction and social strategy is in Appendix 11.

2. Social and Environmental Safeguards

47. Social. The Project is designed to minimize land acquisition and resettlement impacts. It
will (i) utilize existing land for rehabilitation of existing water supply facilities; (ii) utilize vacant
Government land to the extent possible for new facilities; and (iii) where Government land is
unavailable due to constraints (proximity and elevation requirements) in locating facilities, land
selected will not result in relocation. Acquisition of private and grant lands are required in Chilaw
for septage and water treatment, and in Vavuniya for water supply source augmentation. Land
acquisition in Chilaw involves two parcels (3 acres each) of private land. The parcels do not
have any structures and land acquisition will not cause dislocation. One parcel is vacant with no
productive assets. The other has 100 old coconut trees. Each parcel has a single owner, and
the two affected households have a total of two affected individuals. All affected persons are
titled, have income sources that are not dependent on land to be acquired, and none are
vulnerable. Land acquisition in Vavuniya involves 96 acres of paddy fields. This will affect an
estimated 39 farmers. Based on the socioeconomic survey of 23 households, the average

49 Poverty incidence was 28.9% for Chilaw, 37.5% for Mannar, 39.7% for Puttalam, and 24.4% for Vavuniya. Surveys
show (i) high poverty gap ratios: 2.06 in Chilaw, 2.79 in Mannar, 2.68 in Puttalam, and 1.7 in Vavuniya; and
severity of poverty indices: 0.82 in Chilaw, 1.31 in Mannar, 1.2 in Puttalam, and 0.75 in Vavuniya; (ii) income
inequality (Gini coefficients) are 0.360 for Chilaw, 0.322 for Mannar, 0.282 for Puttalam, and 0.308 for Vavuniya;
(iii) low education particularly in Mannar and Chilaw (over 30% of respondents had less than sixth grade
education); and (iv) high unemployment: Chilaw 56.8%, Mannar 36.6%, and Puttalam 60.5%.



17

family size is four, and the estimated number of affected persons is 156. The land is used
exclusively for cultivation and has no structures. The survey indicates that of the 15 vulnerable
respondents 6 are female heads of household and 9 are elderly. Investments in Puttalam and
Mannar will not require permanent land acquisition.”® Resettlement plans were prepared for all
four towns (Supplementary Appendix N) and a summary is in Appendix 12. The scope of land
acquisition and resettlement identified is based on preliminary design and will be updated during
detailed design. A guide for updating the resettlement plans was prepared and will be included
in the project administration manual. Resettlement impacts are to be minimized through careful
sitting and alignment during detailed design and project implementation. Resettlement plans will
ensure that socioeconomic conditions, needs, and priorities of vulnerable groups are identified;
and that the process of land acquisition and resettlement does not disadvantage vulnerable
groups. Screening showed no impacts on indigenous people; any impacts that may result from
land acquisition, finalized during detailed design, can be addressed by the resettlement plans.

48. Environment (Supplementary Appendixes P, Q, and R). The Project is classified as
category B in accordance with ADB’s Environmental Assessment Guidelines (2003). As part of
the feasibility study, initial environmental examinations were carried out for project
subcomponents in each of the project towns. The examinations showed that none of the
components would have any significant adverse environmental impacts and all impacts could be
suitably mitigated. The only subcomponent warranting greater attention is the construction of a
4 meter high, 1.5 km long earth bund across a stream to impound up to 3.7 million cubic meters
of water in an area of 215 hectares for the Vavuniya water supply scheme. However it will not
cause any major impacts. Anticipated minor environmental impacts include some loss of on-site
ecology and the conversion of small amounts of rural agricultural land; dust generation due to
excavation activities; and increased vibrations, noise, fumes, and traffic during construction. The
summary initial environmental examination is in Appendix 13. An environmental management
plan was prepared for construction and operation phases of Vavuniya’'s water supply scheme
tank. Adequate mitigation measures are proposed to minimize impacts resulting from
inadequate maintenance of septage treatment facilities. Significant environmental benefits
resulting from the Project include (i) improved hygiene and sanitary conditions; (ii) improved
septage handling, treatment, and disposal; (iii) improved ecosystem health resulting from
reduced discharge of untreated septage into sensitive areas; (iv) reduced water losses from the
currently defective water distribution system; and (v) protection of the fragile aquifer.

B. Assumptions and Risks

49, Political Stability. The success of the Project in meeting its goal continues to assume a
stable political environment in project areas. Disruption of peace conditions may delay project
implementation in Mannar and, to a lesser degree, in Vavuniya. ADB will continue to monitor the
security situation, ensuring that the highest levels of safety, as determined by the United
Nations, are applied. NWSDB will brief ADB monthly on the progress of each of the packages,
immediately highlighting any disruption associated with security matters. The Project will
implement specific mitigation measures proven effective, including (i) careful monitoring,
(i) preferred recruitment of district-based qualified staff, (iii) continued dialogue with
stakeholders and aid partners, (iv) fully participatory and transparent implementation including
disclosure of financial information, (v) mobilization of strong community support and trust in

* Transect walks record impacts on access, which will be addressed through construction management to ensure
access to affected persons (measures are identified in the initial environmental examination). While the transect
walks showed that ensuring access will also ensure that there are no livelihood losses; a budget was estimated
should the Project result in temporary livelihood losses during rehabilitation and laying of pipe networks, and
drainage works. These will be confirmed during detailed design. A compensation plan was developed for
temporary livelihood impacts of tank works in Puttalam, which is expected to affect the livelihood for one paddy
season of 118 farmers and 49 farm workers. The compensation plan is part of the resettlement plan for Puttalam.
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project staff, and (vi) encouragement of local employment under project contracts. Design-
specific parameters are incorporated to prevent tensions between cohabiting communities.

50. Reduced Competition. Due to poor accessibility conditions, few contractors may
express interest in packages in northern towns, potentially resulting in higher costs. While
estimates have considered this, the Project will offset risks by (i) improving packaging,
(i) conducting wide advertisement of tenders, and (iii) providing support to contractors.

51. Policy. The Project’s financial viability assumes revisions to the national water supply
tariff. Inadequate cost recovery, maintenance, and asset management will put the schemes’
sustainability at risk. Tariff setting needs to be driven by financial considerations and be free of
political influence. Tariffs and connection fees should be affordable by the intended beneficiaries
to ensure an optimal connection rate and tariff collection, the main sources of revenue for the
Project. Sustainability will be secured through tariff monitoring and capacity building.

V. ASSURANCES AND CONDITIONS

A. Specific Assurances

52. In addition to the standard assurances, the Government and NWSDB have given the
following assurances, which are incorporated in the legal documents:

0] The Borrower will ensure that each year during project implementation, adequate
budgetary allocations of the required counterpart funds will be made by the
relevant authorities on a timely and regular basis.

(i) At the latest by 28 February of each year, NWSDB will have submitted to ADB:
(a) the end-of-year income statement for the previous year (inclusive of O&M,
debt service, and depreciation); and (b) annual projections (inclusive of O&M,
debt service, and depreciation) for the coming year. In the event that (b) is a
negative value, NWSDB will implement, at the latest by 31 August of that same
year, the water and sewerage tariff revisions required to secure a positive net
income in each of these sectors.

(iii) NWSDB will allocate all necessary O&M resources for the schemes developed
under the Project.

(iv) Within 3 years of the effective date, NWSDB will have (a) established a regional
support center for Northern Province; (b) transferred to such center at a minimum
the following functions: planning and development, commercial, and audit; and
(c) staffed the center to enable implementation of those functions.

(v) NWSDB will (i) annually publish water quality data and service levels for all its
schemes across the country; as well as (ii) quarterly publish the same data for
schemes with more than 5,000 connections. Annual data shall be made available
through NWSDB'’s annual report, to be published on NWSDB's website.
Quarterly data shall be made available to the public through written notices in
NWSDB'’s offices.

(vi) At the latest by 30 June 2009, Cabinet will have approved the (a) water supply
policy, and (b) sanitation policy.

(vii) By the end of year 3 of project implementation, provincial councils covered under
the Project will have taken all necessary and appropriate measures to (a) monitor
and control groundwater abstraction, (b) prevent groundwater contamination from
agricultural and bacteriological sources, and (c) implement measures to enhance
aquifer recharge.

(viii)  Within 2 months of the effective date, NWSDB will have entered into a project
implementation agreement with (a) the Central Irrigation Department for the
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construction and rehabilitation of tank and weir structures in Chilaw and
Puttalam, and (b) the provincial irrigation department of the Northern Provincial
Council for the construction of tank structures in Vavuniya.

NWSDB will ensure that the following are conducted and available at the design
stage: (a) hydrological investigations to determine the extent and safe yield of
aquifers in Mannar, Vavuniya, and Chilaw; (b) hydrological and ecological studies
to calculate the minimum environmental flow needed to maintain downstream
ecology in the Per Aru tank, the results of which will be incorporated in the
detailed design; and (c) data pertaining to 1-year water quality testing programs
for all project sources.

Throughout project implementation, urban councils will conduct regular
monitoring of the quality and quantity of treated effluent, the quality of the water
into which the effluent is discharged, and the quality of dried sewage sludge.
NWSDB will ensure that no public latrines will be rehabilitated under the Project
unless the urban council, under whose authority these latrines fall, has signed a
results-based management agreement with the operator of these latrines.

The Government will take all necessary and appropriate measures to ensure that
project staff, materials, vehicles, equipment, and all other items required for
project implementation are provided reasonable access to the project area.

The Government will take all necessary and appropriate measure to ensure that
all project interventions contribute to minimizing social tension. In the event that
any project intervention has or is expected to have a negative impact, the
Borrower and ADB, in coordination with the district committees, will jointly
determine whether to continue, redesign, suspend, or cancel such intervention.
NWSDB will ensure that all land and right-of-way required for the Project will be
made available in a timely manner, and that compensation at replacement value
and other entitlements will be paid to affected people prior to the award of any
civil works contract. NWSDB will ensure that any involuntary resettlement and
land or asset acquisition is carried out in compliance with the resettlement plans
agreed between NWSDB and ADB; Sri Lanka's National Involuntary
Resettlement Policy, 2001; and ADB’s Involuntary Resettlement Policy (1995).
The Government will ensure that counterpart funds for land acquisition and
resettlement activities are made available in a timely manner in accordance with
the resettlement plan.

NWSDB will ensure to update resettlement plans following detailed design of
project facilities and to publicly disclose such plans, in places and using language
accessible to all affected people, prior to submission of such plan to ADB for
ADB'’s review, approval, and disclosure on ADB’s website. Immediately upon
receiving external monitoring reports, NWSDB will submit such reports to ADB
for disclosure on its website in a language accessible to all affected people.
NWSDB will ensure that (a) the Project is carried out in full compliance with
ADB’s Environment Policy (2002), as well as with the Borrower’s relevant
environmental laws and regulations; and (b) all consultation, capacity building,
mitigation, monitoring, and reporting measures indicated in the environmental
management plans and in the environmental approval document will be
undertaken in a timely manner.

The Borrower will ensure that all civil works contractors comply with all applicable
labor laws, do not employ child labor as defined in national legislation for
construction and maintenance activities, and do not differentiate wages between
men and women for work of equal value.
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(xix)  Within 2 months of the effective date, NWSDB will have created a project
website, including procurement matters. The website will include at a minimum
the following information: (a) bidding procedures, bidders, and contract awards
for the Project; and (b) use of the funds disbursed under the Project.

B. Conditions for Loan Effectiveness

53. NWSDB will have furnished ADB with a copy of (i) the official endorsement of NWSDB'’s
tariff setting methodology, as approved by Cabinet; and (ii) the gazette on the tariff revision.

54, The subsidiary financing agreement, in form and substance satisfactory to ADB, will
have been duly executed and delivered on behalf of the Government and NWSDB, and will
have become legally binding upon the Government and NWSDB in accordance with its terms.

C. Conditions for Contract Award

55. For any contract related to Puttalam’s water supply scheme, NWSDB will have furnished
ADB with copies of enforceable documents that demonstrate that the necessary water
extraction rights needed to enable the long-term abstraction of sufficient drinking water from the
Achchamolai reservoir have been obtained.

56. For any contract related to septage improvement, the relevant urban council of the
project town to which the contract applies will have passed the necessary council resolution and
bylaws to (i) introduce a fee for septage collection and disposal, sufficient to cover O&M costs;
and (ii) introduce a compulsory use of septic tanks in new property developments.

VI. RECOMMENDATION

57. | am satisfied that the proposed loan would comply with the Articles of Agreement of the
Asian Development Bank (ADB) and, acting in the absence of the President, under the
provisions of Article 35.1 of the Articles of Agreement of ADB, | recommend that the Board
approve

0] the loan in various currencies equivalent to Special Drawing Rights 40,054,000 to
the Democratic Socialist Republic of Sri Lanka for the Dry Zone Urban Water and
Sanitation Project from ADB’s Special Funds resources with an interest charge at
the rate of 1.0% per annum during the grace period and 1.5% per annum
thereafter; a term of 32 years, including a grace period of 8 years; and such other
terms and conditions as are substantially in accordance with those set forth in the
draft Financing Agreement and Project Agreement presented to the Board,

(i) the grant not exceeding the equivalent of $23,220,000 to the Democratic
Socialist Republic of Sri Lanka, from ADB’s Special Funds resources, for the Dry
Zone Urban Water and Sanitation Project on such terms and conditions as are
substantially in accordance with those set forth in the draft Financing Agreement
and Project Agreement presented to the Board, and

(iii) the administration by ADB of a grant not exceeding the equivalent of $2,000,000
to the Democratic Socialist Republic of Sri Lanka for the Dry Zone Urban Water
and Sanitation Project from the Netherlands Trust Fund for the Water Financing
Partnership Facility.

C. Lawrence Greenwood, Jr.
Vice-President
4 November 2008
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DESIGN AND MONITORING FRAMEWORK

Design Data Sources and/or Assumptions
Summary Performance Targets and/or Indicators Reporting Mechanisms and Risks
Impact Reduction in regional disparities and improved Department of Census and Assumptions

Improved physical
well-being of urban
populations

in Sri Lanka’s
northwestern urban
dry zone
(Vavuniya, Mannar,
Puttalam, and

well-being as measured by the MDG
development indicators, poverty, and
vulnerability indexes

Reduced incidence of waterborne disease in
urban areas (halved by 2017)

Significant support to meeting MDG?7 targets

Statistics reports
MDG reports
National (MOH) and provincial

(NW, N) and district statistics
on health and hygiene

e Macroeconomic
stability

¢ Political stability
and peace

e [nflation is
contained

Risks

Chilaw) (environmental sustainability—reducing by half Aid agencies and NGO reports | o Civil conflict
the proportion of people without sustainable o High migration
access to safe drinking water) in Sri Lanka ADB country strategies and rate
(northwestern urban dry zone) program and its updates

Outcome By end of Project (2014): Assumptions

Improved urban
water

and sanitation
services and
management

in Sri Lanka’s

200,000 people in northwestern dry zone by
2014 (420,000 by end of design life) have
access to 120 lcd with 24-hour piped municipal
water supply system (120,000 new
beneficiaries gain access to water, 80,000
receive significant improvement)

United Nations Children’s
Fund reports on water supply,
sanitation, and hygiene

United Nations Environment
Programme state of the

¢ All institutions,
including local
governments
actively participate
in the planning and
development

northwestern dry environment reports process
zone (Vavuniya, 100,000 people gain access to improved ¢ All central and
Mannar, Puttalam, sanitation, pit desludging, septage handling, National (CEA, Irrigation provincial
and Chilaw) treatment, and disposal Department, MOH, NWSDB, government
WRB), and provincial (N, NW) agencies and
100% compliance with Government and WHO statistics on water supply and communities are
standards for water distribution or effluent sanitation fully committed to
discharge in project area water resource
ADB project completion report management
Improved regional efficiency and management and project audit report
capacity as measured by regional office’s Risk
operating and financial performance indicators Baseline and completion e Lack of formal
(as per indicators agreed in NWSDB's survey data national policy and
corporate plan, including NRW, financial, and act on water
human resource indicators) provincial councils’ resource
coordination committee management and
Water resource management, coordination and | minutes conflicting
planning ability of northern and northwestern institutional
provincial councils strengthened mandates limit
initiatives’ efficacy
Outputs By end 2013 NWSDB annual reports Assumptions
1. Urban water e Chilaw: 20 MLD intake at Dedru Oya river; e Government,
supply and construction of seven replacement wells and | Project reports NWSDB (water and
sanitation pumps sanitation), and

infrastructure in the
northwestern dry
zone developed

1.1 Water
resources
developed

1.2 Water supply
expanded and
rehabilitated

e Puttalam: 15 MLD intake at Kala Oya;
rehabilitation of Elawankulama and
Achchamolai tanks

e Vavuniya: 12 MLD intake and construction of
new earth tank; construction of six new wells
and replacement of equipment for four
existing ones

e Mannar: Flushing and development of four
existing boreholes; development four new
wells

e Chilaw: Rehabilitation of existing treatment
works (Munneshwaram); new treatment plant
(9 MLD); 30 km transmission mains; 127 km
distribution network; 3 reservoirs; 10 pumps

Project performance
monitoring system semiannual
reports

Site surveys, contract
supervision reports, and
scheme completion reports

Local government (urban

councils and pradeshiya
sabhas) annual budgets

Groundwater pollution

provincial council
commitment to
necessary
institutional and
financial reforms to
improve service
delivery

o Appropriate tariffs
set for services and
collected efficiently.

o Ability and
willingness of
consumers to pay.

e Commitment to an




22 Appendix 1

Design Data Sources and/or Assumptions
Summary Performance Targets and/or Indicators Reporting Mechanisms and Risks
e Puttalam: Rehabilitation of existing treatment | tests (NWSDB, CEA, and autonomous and
works; 9 MLD new treatment plant; 41 km WRB) accountable
transmission mains; 100 km distribution service delivery
network; two reservoirs; seven pumps ADB'’s semiannual review aide mechanism
e Vavuniya: 12 MLD new treatment plant; memoires e Local marketing
18 km transmission mains; 137 km potential for
distribution network; 5 reservoirs; 16 pumps Measurement of sludge septage and
 Mannar: Chlorination unit; 33 km reuse and groundwater compost products
transmission mains; 100 km distribution recharge (WRB) e Local community
network; 2 storage reservoirs; 15 pumps participation
1.3 Septage « Chilaw: Septage disposal (sludge thickener, | Beneficiary monitoring and « Effective O&M

management and
sanitation improved

anaerobic ponds, sludge drying beds,
wetland, site development and outfall; two
vacuum tankers; improved sanitation in rural
areas (500 households); rehabilitation of
public latrines (4)
o Puttalam: Septage disposal (sludge
thickener, anaerobic ponds, sludge drying
beds, wetland, site development and outfall;
1 vacuum tankers; improved sanitation in
rural areas (500 households); rehabilitation of
public latrines (3)
Vavuniya: Septage disposal (sludge
thickener, anaerobic ponds, sludge drying
beds, wetland and site development; vacuum
tanker, rehabilitation of public latrines (2) and
improved sanitation in rural areas (500
households)
Mannar: Septage disposal (sludge thickener,
anaerobic ponds, sludge drying beds,
wetland, site development and outfall; one
vacuum tanker; improved sanitation in rural
areas (330 households); rehabilitation of
public latrines (4)

reporting

Baseline surveys at project
inception and project
completion

program

Risks

¢ Delays in land
acquisition and
environmental
clearance prevent
construction
activities

o Water rights
agreed between
Irrigation
Department and
NWSDB are not
respected during
implementation

¢ Beneficiaries are
unable to pay
charges for O&M

2. Water
institutions
strengthened

2.1 Decentralization
of service delivery
functions to
regional offices
supported

By mid 2013

e Business support systems established in
NWSDB regional offices (work planning,
procurement and stores, and financial
systems)

o NWSDB regional offices improved: new
buildings constructed; planning, commercial,
billing and collection, RWS, NRW units
created; functions officially transferred

e Human resource plan developed for NWSDB
regional offices

e Training programs on public utility and asset
management, O&M, financial management,
and capital planning

e System automation and staff trained

o Water supply system modeling prepared and
transferred to regional offices

¢ Vavuniya regional office specific training on
wastewater treatment and management

e Urban councils trained on improved septage
management: revised on-site sanitation
manual reviewed, updated, and printed;
training on adequate supervision of
construction and siting of pits and
soakage/infiltration fields; septage handling,
treatment and environmental disposal

Project reports

Project performance
monitoring system of
implemented
subcomponents

Multimedia material for
awareness and education
program

Assumptions

e Government
continues support
to devolve financial
resources and
decision-making
authority to
province

o Multiagency
commitment to
water and
environmental
protection

o Participatory,
consultative and
transparent
mechanisms
utilized throughout
the development
process

o Participation
sought from all
government levels
(local authorities,
district and
provincial)
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Design Data Sources and/or Assumptions
Summary Performance Targets and/or Indicators Reporting Mechanisms and Risks
2.2 Water resource | e River basin plans prepared
management, ¢ Provincial councils and WRB (monitoring and
coordination and advisory roles) strengthened
planning ability e Program for (i) groundwater quality monitored
strengthened across three districts,
(i) well registers established, and
(iii) mapping completed
¢ Village monitoring committees formed,
. trained, and actively participating
2.3 Public  Database established
awareness  Water conservation and environmental
increased outreach program in place
e Public acceptance of the Project
3. Project By mid 2013 Consultancy contracts Assumptions
management ¢ On-the-job capacity building program ready e Implementing

and implementation
capacity built

e Capacity of regional offices developed for Training records
consultant recruitment and management,
procurement and contract management, and
disbursement management
Capacity of regional offices enhanced for
project and performance monitoring
Capacity of regional offices and urban
councils enhanced on obtaining
environmental clearance, developing
monitoring programs, and reporting to secure
compliance with the laws of the country
o Capacity of regional offices enhanced to
manage and expedite land acquisition and
resettlement processes in agreement with
ADB and the Government

Project reports

ADB’s semiannual review aide
memoires

agencies amenable
to capacity building
e CBOs can timely
form and register to
attend capacity
building activities

Activities with Milestones

Inputs

Preparatory Activities

0.1.1 MOUs relating to water rights agreements signed with the Irrigation Department (Q3 2008)

0.1.2 Short-listing for consultancy packages completed (Q4 2008)

0.1.3 Process of land acquisition of private lands and resettlement initiated by loan approval (Q4 2008)
0.1.4 Regional offices duly strengthened, adequate staff appointed, and training provided (Q1 2009)
0.1.5 PCC formed in NWSDB and protocols on (i) project performance monitoring system, (ii) reporting,
and (iii) accounting and auditing (Q1 2009)

0.1.6 All Government lands transferred and/or leased to NWSDB (Q1 2009)

0.1.7 All requests for environmental clearance submitted to CEA (Q1 2009)

1.1 Water Resource Development

1.1.1 Topographic field surveys and investigations undertaken (Q2 2009)

1.1.2 Water monitoring program for Peru Aru tank completed (end of Q2 2009)

1.1.3 Environmental clearances obtained from CEAand EA (Q3 2009)

1.1.4 Land acquisition completed; short resettlement plan finalized (Q4 2009); farmers’ compensation
plan for Vavuniya and Puttalam to extend to no later than Q4 2010.

1.1.5 Consultations with farmers conducted semiannually, or if needed, more frequently.

1.1.6 Groundwater investigations and detailed design for groundwater works completed (Q1 2010)
1.1.7 Small groundwater schemes rehabilitated and redundant schemes decommissioned (Q2 2011)
1.1.8 Bidding documents tendered and evaluated, and contractors selected (Q3 2010)

1.1.9 Construction activities completed (Q4 2012)

1.1.10 Commissioning conducted (Q1 2013)

1.2 Drinking Water Supply

1.2.1 Topographical field surveys and investigations undertaken (Q2 2009)

1.2.2 Benefit monitoring survey conducted for four project towns (Q2 2009)

1.2.3 Environmental clearances obtained from CEA or PEA (Q2 2009)

1.2.4 Land acquisition completed; short resettlement plan finalized (Q4 2009)

1.2.5 NRW programs agreed by 1Q 2009; bulk and household meter contracts tendered and awarded

ADB ($83 million)
Netherlands Trust
Fund for the Water
Financing
Partnership Facility
($2 million)
Government
($28.3 million)
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Activities with Milestones

Inputs

(Q3 2009); and NRW baselines established in all four project towns (Q1 2010)

1.2.6 Detailed engineering design for water main and distribution systems prepared (Q4 2010)
1.2.7 Bidding documents tendered and evaluated, and contractors selected (Q2 2011)

1.2.8 Construction activities completed (Q4 2013)

1.2.9 Water treatment plant commissioned, O&M turned over to NWSDB (north) staff (Q2 2014)
1.2.10 Commissioning conducted (Q1 2014)

1.2.11 New household connections provided (Q2 2014)

1.3 Improving Sanitation and Septage Management

1.3.1 Topographical, bathymetric, and current surveys and investigations undertaken (Q2 2009)
1.3.2 Benefit monitoring survey conducted by city (Q2 2009)

1.3.3 Environmental clearances obtained from CEA or PEA (Q2 2009)

1.3.4 Land transfer completed, short resettlement plan implemented (Q3 2009)

1.3.5 Bidding documents tendered and evaluated, and contractors selected (Q4 2009)

1.3.6 Construction activities completed, including all septage (Q1 2011)

1.3.7 Tariff for financially sustainable O&M revised for (i) individual consumer (household, commercial
connection) and (i) institutions (e.g., hospitals) supply (Q1 2011)

1.3.8 Septage treatment units commissioned, O&M turned over to urban council staff (Q3 2011)
1.3.9 In parallel, pro-poor sanitation program conducted by NGOs, to include building of low-cost
latrines and hygiene awareness, (Q4 2011)

2.1 Supporting decentralization of service delivery functions to regional offices

2.1.1 Business support systems needs assessment conducted for NWSDB regional offices (Q2 2009)
2.1.2 Regional offices’ civil works and equipment procurement (to provide agreed functions) tendered

(Q4 2009); construction completed (Q4 2010)

2.1.3 Training programs agreed (Q3 2009) and implemented (from Q1 2010 to Q4 2013)

2.1.4 Water supply system modeled in four project towns and transferred to regional offices (Q4 2010)
2.1.5 Urban councils trained on planning, management, and monitoring of on-site systems (Q4 2010)

2.2 Regional Water Resource Management, Coordination, and Planning

2.2.1 Water quality monitoring equipment purchased and delivered (Q2 2009)

2.2.2 Baseline information on land use, water, and biotic resources established (Q2 2009)

2.2.3 Program on groundwater implementation (from 3Q 2009 to 4Q 2012)

2.2.4 Capacity built for utilization of predictive groundwater and hydrological models (Q4 2009)

2.2.5 Catchment investigations and baselines conducted (4Q 2009)

2.2.6 NWSDB staff trained on sampling and analytical testing for water quality monitoring (Q4 2009)
2.2.7 Guidelines on mobilization and functioning of village monitoring committees, technical information
sheets, establishment of performance targets and reporting mechanisms completed (Q4 2009)

2.2.8 Village regulatory committees appointed (4Q 2009) and training completed (Q2 2010); 2.2.9 Water
abstraction bylaws and regulations passed by pradeshiya sabhas (Q2 2010)

2.2.9 Catchment plans prepared (Q3 2010)

2.2.10 Database established and incorporated into GIS (Q4 2010)

2.3 Delivering a Conservation and Environment Education and Awareness Program
2.3.1 Water and environmental educational activities in districts reviewed (Q2 2009)

2.3.2 Community leaders engaged in participatory design and delivery (Q3 2009)

2.3.3 Women engaged as members of committees (Q3 2009)

2.3.4 Dry zone water awareness and environmental campaign formulated (Q4 2009)
2.3.5 Awareness campaign delivered (Q2 2010)

3.0 Support for Project Management

3.0.1 Full staff recruited (Q2 2009)

3.0.2 Design and supervision consultants recruited (mid-Q2 2009)

3.0.3 Socioeconomic survey baselines completed (Q3 2009), with sex-disaggregated data

3.0.4 Institutional development consultants recruited (Q4 2009)

3.0.5 Preparation and submission of environmental monitoring and compliance reports, semiannually
3.0.6 Implementation of gender-related measures, including sensitization, training, and data collection
3.0.7 Annual energy and environmental audits

ADB = Asian Development Bank, CBO = community-based organization, CEA = Central Environmental Agency, IR = Irrigation
Department, Icd = liter per capita per day, MDG = Millennium Development Goal, MLD = mega liters per day, NCED = National
Council for Economic Development, NRW = nonrevenue water, NWSDB = National Water Supply and Drainage Board, O&M =
operation and maintenance, PCC = project coordination cell, PPCC = provincial project coordination committee, UNDP = United

Nations Development Programme, WHO = World Heath Organization, WRB = Water Resources Board.
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Government Proposed Project
Problem Causes Actions® Support Project Inputs
1. Access to Drinking water resources Allocation of additional | Civil works

basic facilities
and services,
including
water supply

in Northern and
Northwestern provinces
are inadequate; multiple
users compete for a

water (surface and
groundwater)
resources for drinking
purpose.

Equipment and
vehicle provision

and scarce resource. Expertise
sanitation, is Groundwater resources provided by the
restricted, and | are limited and design and
existing overexploitation has led construction
infrastructure | to salinity intrusion. supervision
is inadequate, consultancies
insufficient, Groundwater quality is NWSDB regular (in the Groundwater
and/or often poor showing high case of Pulttalam and monitoring program NGO services
damaged levels of manganese, Chilaw) or occasional

iron, and carbonates monitoring (in the case Conduct repairs to

(hardness); water quality | of Mannar and improve performance

is also subject to Vavuniya) of existing treatment

changes over time.” facilities in Chilaw and

Given the nature of the Emergency repairs for Puttalam to ensure

soil in coastal areas, water treatment plants in | water quality standards

pollutants can easily Puttalam and Chilaw as | are met

migrate, causing well as some distribution

groundwater pollution, under ADB-financed

particularly in high NECORD program in

population density areas. | Mannar and Vavuniya

Piped water systems are | Community-driven rural Provision, treatment,

inadequate and programs for water and and distribution of

insufficient water is sanitation with ADB, 61.5 megaliters per day

available to meet the World Bank, and NGO of treated water in four

demand of the current financial support towns of North and

population. In Vavuniya North West provinces:

more than 90% of the NWSDB, United Nations | for about 200,000

population relies on wells | Children’s Fund water people over the life of

for drinking water supply. | supply scheme assisted | the scheme

In Mannar, Puttalam, and | programs for displaced

Chilaw, water is available | families in Puttalam Provision to improve

for less than 2 hours a septage collection,

day, and quality does not | Government-driven transportation

meet required standards. | initiative to establish an equipment, and

Existing schemes have “access to basic digesting and disposal

been damaged by years | services” baseline and facilities in all four

of conflict and insufficient | targeting to meet towns, covering a total

maintenance budgetary MDG 7 population of 200,000

resources. by project completion

Sanitation in all four focal

cities is limited to the use

of septic tanks, which are

poorly maintained and

seldom emptied.
2. Water Planning of water Water resources act and | Develop catchment International and
resource resource management policy prepared; protection plans for Per | national

coordination
and planning
is weak,
Essential
policies for

emphasizes sector
priorities, particularly in
relation to irrigation.

There is no plan or

abandoned after
challenge at Supreme
Court

Water supply act and

Aru, Kala Oya, and
Deduru Oya

Develop a program for
groundwater gquality

consulting
services and
experts

Project
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Government Proposed Project

Problem Causes Actions® Support Project Inputs
water coordination capacity for | water and sanitation monitoring across three | implementation
resource multiple water resource policy are under districts (coastal units
management | use in neither Northern preparation; the drafts acquifers and
are lacking. nor Northwestern are to be revised and elsewhere), establish Mapping

Province resubmitted to Cabinet local register of wells to

monitor trends on Training

Coordination and Government-sponsored | development and use,

information monitoring program and conduct mapping

dissemination on water through WRB of 85 wells

resource management since 1999, covering the | Formulate and deliver

generally are lacking. areas of refugee a water conservation

resettlements and and environmental

Systemic inefficiencies densely populated urban | education and

proliferate, including, townships awareness program

inadequate practices, specifically tailored to

monitoring, lack of Government and World local needs and

organized management Bank financed problems principally

and control, and absence | improvements to targeting communities,

of mechanisms to irrigation and agricultural | and technical staff in

prioritize highly exposed | productivity in North local authorities and

areas for protection. Province decision makers

Water resource use

rights are uncertain and

communities have few

incentives to act

responsibly.

Communities do not

have funding or

expertise, and have not

been granted

responsibility to manage

or protect scarce water

and natural resources.
3. Suboptimal | Inadequate financial Implementation of Establishment of International and

operation and
maintenance
of existing
assets

operation and
maintenance resources
available to operate the
system lead to large
water losses in the form
of nonrevenue water
(particularly in Vavuniya
and Mannar)

Inadequate human
resource capacity to
operate the system
(particularly in Vavuniya
and Mannar)

Lack of capacity to
predict and respond to
system’s events

NWSDB'’s Corporate
Plan (2007-2011)

Recruitment of new staff
Upgrading skills of
existing staff

business support
systems in regional
units (work planning,
procurement, and
stores, and financial
systems)

Training of staff and
workforce, monitoring,
and review

Development and
update of computer
aided design model
adequately transferred
to regional offices

System automation

national
consulting
services and
experts

Project
implementation
units

Training

Model
development,
software and
equipment
provision

4. Institutional
capacity to
manage
services is
limited and

Main problems faced by
the sector in the delivery
of water and sanitation
are its low self-financing
ratios, insufficient tariff

NWSDB recently
adopted a revised tariff
methodology and
regularly conducts
financial reviews and

Project implementation
using a decentralized
approach

Training programs for

Regional offices
in Vavuniya and
Puttalam and
small
coordination cell
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Government Proposed Project
Problem Causes Actions® Support Project Inputs
awareness recovery, poor asset projections. NWSDB is capacity development

among users
is inadequate

management, and high
production costs.

NWSDB regional office
capacity for asset
management and
planning is weak.

Performance monitoring
and management
systems, and
implementation of
performance
improvement measures
is limited.

Communities have
insufficient capacity to
design, construct, and
operate and maintain
rural water supply
schemes.

in the process of
reviewing tariffs

NWSDB to adopt
decentralization policy
with greater
responsibilities devolved
to the regions

Regional support
centers and offices to
implement development
plans

of regional support
centers and regional
offices

Collection of baseline
data and system
mapping.

International and
national
consulting
services and
experts

Training

ADB = Asian Development Bank, NGO = nongovernment organization, NWSDB = National Water Supply and
Drainage Board, WRB = Water Resources Board.
& These include initiatives undertaken with partner organizations.

b

inadequate to treat existing water quality and to adapt to water quality changes.

In addition, technology choice and designs for water treatment plants in Puttalam and Chilaw have proven

Support for the preparation of development plans will be provided under ADB. 2008. Technical Assistance to the

Democratic Socialist Republic of Sri Lanka for Institutional Strengthening for Decentralized Service Delivery in the
Water Sector. Manila (TA 7078-SRI, approved on 24 April).
Source: Asian Development Bank assessment,
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SECTOR AND INSTITUTIONAL ANALYSIS
A. Access to Safe Drinking Water and Sanitation

1. Millions of Sri Lanka’s population do not have access to adequate water supply and
sanitation. According to the United Nations Development Programme, in 2004 the country
achieved 79% coverage of improved water supply.! While recent reports indicate that Sri Lanka
is expected to meet the Millennium Development Goal target 7 by 2015, major challenges faced
include regional disparities and urban-rural differences. Statistics show that urban population
with access to improved water sources increased from 91% to 98% between 1990 and 2004;
whereas in rural areas, population served increased from 62% to 74%. While 75% of the urban
population is served with piped water, only 14% of the rural population benefits from such
service, mostly (65%) relying on water obtained through protected wells. Differences between
provinces are even more prominent and conditions in the north and east, particularly in areas
affected by protracted conflict and civil war, are not fully reflected in aggregate statistics.?
According to the same sources, about 91% of the population in Western Province had access to
safe drinking water, with the Colombo district recording the highest access at 96%; whereas the
proportion of households in northern districts with access to improved water supply in 2001 was
reported to be only 21.2% in Mannar and 67.8% in Vavuniya. The World Bank reports that only
46% of the population in north and east has access to safe drinking water.>

2. Considerable improvements have been achieved in sanitation: urban population with
access to improved sanitation increased from 89% to 98% between 1990 and 2004, rural
coverage rose from 64% to 89%.* Comparing access to improved sanitation across districts in
Sri Lanka, the highest access is recorded in Colombo (96.2%) and Gampaha (96.5%), and the
lowest in Batticaloa (57%) in the east. However, caution must be observed as data available for
the north and east are sometimes incomplete and less reliable.® Provision of sewerage services
in Sri Lanka is limited to some areas of Greater Colombo® and Hikkaduwa. However, the
Government is conscious of this growing problem and proposes expansion to other urban areas
for Kandy and Jaffna.

3. Prolonged conflict and low productivity in rural areas have had a severe impact on urban
centers. On average, the urban population (currently representing 27% of the national total) is
growing nearly twice as fast as the rural population. Urbanization is projected to reach 45% by
2015. Regional disparities in the quality and level of public infrastructure services are significant.
With limited infrastructure and services, old and new urban centers are not capable of
adequately supporting the increasing economic productivity of households. The country’s urban
areas exhibit problems such as slum and squatter settlements, degraded environment, low

Improved water supply means piped water supply, borehole, protected dug well, protected spring water, rainwater
collection, and other technological means for improving water supply to consumers.

National Council for Economic Development. 2005. Millennium Development Goals Country Report 2005: Sri Lanka.
Colombo.

World Bank. 2007. Sri Lanka Poverty Assessment: Engendering Growth with Equity: Opportunities and Challenges.
Washington, DC.

Countrywide population with access to sanitation increased from 69% in 1990 to 91% in 2004.

Few urban areas in the country have sewerage and only Hikaduwa has treatment facilities. Colombo’s sewerage
network is badly silted and in need of repair. The Government, recognizing the importance of planned sanitation,
has programmed the development of sewerage infrastructure in Kandy, Jaffna and Nuwara Eliya,

The 1993 Master Plan (Engineering Science. 1993. Wastewater Master Plan for Greater Colombo. Colombo)
estimated that 66% of the Greater Colombo population was served by on-site sanitation facilities, 19% by sewerage
systems, and 15% had no facilities. Little is expected to have changed over the past decade. The population without
facilities, the urban poor, disposes of their waste on the seashore, in canals and waterways, and on available open
ground. In addition to the 15% without facilities, substantial low-income settlements have access to limited facilities.
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standards of infrastructure and services, and overloaded physical infrastructure.” In small- and
medium-sized towns, lack of basic infrastructure for economic development is considered a
major challenge.

B. Government Targets

4. In support of its poverty reduction efforts and commitments to the United Nations
Millennium Declaration, the Government identifies access to safe drinking water and adequate
sanitation as priority objectives. Specific goals® include (i) provision of sufficient and safe drinking
water to 85% of the population by 2015 and 100% by 2025, (ii) provision of piped water supply to
100% of the urban population and 75% of the total rural population by 2010, (iii) service levels
and quality of water to achieve national standards in urban and rural areas, (iv) access to
adequate sanitation to 70% of the population of Sri Lanka by 2010 and 100% by 2025, (v) piped
sewerage systems to be provided in major urban areas and selected growth centers, and
(vi) standard on-site sanitation to be available to all those not connected to a sewerage system
or sanitation scheme.

5. The National Water Supply and Drainage Board (NWSDB) Corporate Plan (2007-2011)°
aims to provide 40% of Sri Lanka’s population with water supply services and 3% with piped
sewerage coverage during implementation of the plan. Growth centers are to be identified where
piped schemes are technically and economically viable, and coverage increased where existing
schemes can be rehabilitated and augmented. Piped sewerage in 2006 is reported to have
served 479,922 people or 2.4% of the population. Rehabilitation and partial augmentation of
Greater Colombo’s sewerage scheme will substantially contribute to achieving this target.

C. Policy and Institutions

6. Institutional Mandates for Water and Sanitation (Service Delivery). The Ministry of
Water Supply and Drainage is the lead agency in the water supply and sanitation sector,
however the Ministry of Urban Development and Sacred Areas has a number of competencies
relating to rural water and sanitation. The Ministry of Water Supply and Drainage is the policy
making body in Sri Lanka for the development and improvement of water supply and sanitation.
All major government water supply and sanitation projects, particularly in urban areas, are
centralized at the Ministry of Water Supply and Drainage and the ministry is often tasked as the
executing agency for foreign-funded projects. While the National Water Supply and Drainage
Board (NWSDB), under the Ministry of Water Supply and Drainage, is mandated with
implementing water development projects in urban and rural areas, the Ministry of Urban
Development and Sacred Areas (through the Rural Water Supply and Sanitation Division) is
actively involved in rural areas. NWSDB is involved in the supply of piped water and sewerage
services, however relevant laws also provide powers and responsibilities to municipal and urban
councils and pradeshiya sabhas to establish and maintain schemes for their constituency. On a
smaller scale, some nongovernment organizations (NGOs) and community-based organizations
are actively involved in providing services.

7. Policies. The draft Water Supply and Sanitation Policy formulated in 2002 provides
guidance to NWSDB, provincial councils, local authorities, lending institutions, community-based
organizations, and NGOs involved in delivering water supply and sanitation services. It covers
investment strategies to achieve coverage, service quality, and cost-recovery objectives. The

" Deficiencies include deteriorated roads, inadequate potable water supplies, poor drainage, and domestic sanitation.

8 Department of National Planning. 2006. Mahinda Chintana: Vision for a New Sri Lanka, A Ten Year Horizon
Development Framework 2006—2016. Colombo.

° National Water Supply and Drainage Board. 2002. NWSDB Corporate Strategy. Colombo; and National Water
Supply and Drainage Board. 2007. NWSDB Corporate Strategy (2007—2011). Colombo.
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Cabinet paper, prepared by the Ministry of Urban Development and Water Supply, under revision
since April 2004, was asked to be brought in line with new Government investment strategies. In
2006, NWSDB prepared revised water and sanitations policies. NWSBD’s board has reviewed
and approved both the draft water supply policy and draft sanitation policy, which are due for
submission for approval by Cabinet within 2008.

8. Regulation. Regulators are generally responsible for monitoring and enforcing discharge
licenses and fees, and service quality, as received by customers; and setting affordable and
efficient tariffs. The Public Utilities Commission, created by Parliament in late 2002, is a
multisector regulator for water, electricity, and ports. Although commissioners were appointed
soon after, its functions have not been fully effected, which may be partly due to delays in the
formulation and approval of the Water Industry Act. The Government is currently reviewing
means and requirements to bring NWSDB’s operations in line with the Public Utilities
Commission Act and enable the latter to undertake its technical and economic regulation.™®

9. The Central Environmental Authority (CEA) is the key agency with powers to enact
regulations for wastewater pollution control and discharge standards. For all Board of Investment
(BOD)-registered industries, CEA has delegated its powers to enforce the regulations to BOI. The
pretreatment standards currently applied to the industries within the BOI-owned processing
zones are not national standards but BOI's own requirements. Implementation of the CEA
regulations for certain industry can be delegated to local authorities. The Urban Development
Authority is responsible for regulatory matters concerning rulers and guidelines for
implementation of on-site sanitation.

10. Water Resource Management. In Sri Lanka, inefficient use of water resources has been
exacerbated by the fact that a variety of agencies have exploited the resource, each pursuing its
own mandate, with no single agency having stewardship over the country’s water resources per
se. In the past, studies'! identified up to 28 agencies in 10 ministries responsible for one or more
aspects of water resource management.*? This multiplicity of agencies operating in the water
management sector, more or less independently of each other, continues to result in distortions
and inefficiencies. This includes (i) large water users allocating water to themselves, assuming
both the roles of regulator and user, potentially allocating water in an impartial manner; (ii) water
required for environmental and social needs may not be protected since these uses are not
recognized in policy and no mechanisms exist to legally safeguard minimum in-stream flows or
reservoir levels; (iii) the supply of water for existing uses is vulnerable where new water use
continues to be allowed—this lack of control of water demand increases the risk of water
shortages and reduces the value of downstream water-related investment; (iv) water allocation is
not flexible, therefore new users cannot be supplied by voluntary transfer of water from existing
users—thus existing users have no incentive to improve efficiency of water use and recognize
the value of their allocation; and (v) no planning system is in place to allocate water to priority
uses.

% With technical assistance support (ADB. 2002. Technical Assistance to the Democratic Socialist Republic of Sri
Lanka for Strengthening the Regulatory Framework for Water Supply and Sanitation. Manila.), the Government is in
the process of developing (i) an adequate tariff-setting methodology, (ii) a customer code, and (iii) technical
standards for water and sewerage services.

* ADB. 1995. Technical Assistance to the Democratic Socialist Republic of Sri Lanka for Institutional Strengthening for
Comprehensive Water Resources Management. Manila.

2 This includes the Irrigation Department; Water Resources Board; Ceylon Electricity Board; Mahaweli Authority;
NWSDB; Reclamation Corporation; CEA (national); and provincial councils and local authorities, which are also
responsible for local water resource management issues.
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11. Water Resources Board. This board functions with meager funds from government
subsidies. Its functions do not match its mandate and are limited to advisory services to the
minister, with funds barely able to cover research and investigation of groundwater resources
(few discontinued studies are noted in selected areas of Vavuniya, Mannar, and Puttalam). The
board is authorized to advise the minister on matters relating to regulation of groundwater
extraction, but due to insufficient support this function has never been undertaken.

D. NWSDB Performance and Targets

12. Planning and Asset Management. NWSDB's current corporate plan does not present a
solid business plan with financial projections that translate action plans into financial terms, and
key performance and result areas into financial targets or indicators that can be monitored. The
annual budget is prepared over 5 months using the performance-based budgeting method,
where costs and inputs are planned to match performance and outputs. Historically, operation
investment-related functions have been more closely based on a crisis-management approach
than through strategic decisions considering risk analyses and the long-term future sustainability
of a network, or a holistic approach considering all influences upon the options available whether
they are legal, technical, financial, regulatory, operations, or customer service driven.® Yet
NWSDB has acknowledged that revisions to its operating approach must be introduced. It is in
the process of introducing, among others, a program to decentralize responsibilities to regional
offices.™ This, if adequately strengthened, is expected to lead to rapid and responsive decision
making.

13. NWSDB’s Financial and Operating Performance. The financial performance of the
NWSDB improved in 2006 compared to previous years. Profit before depreciation increased by
about 3%. Profit was made before income tax instead of losses as in the previous years. A
summary of the income statement for 2004—2006 is shown in Table A3.1. Although financial
performance improved in 2006 as measured by lower net loss, the Board was not operating
efficiently as demonstrated by the increase in direct operating expenses at 13%, more than the
increase in water sales of 8%. This is largely due to an increase in nonrevenue water (NRW),
mostly for Greater Colombo operations.* This will have a direct impact on sewerage operations
and billing and thus must be addressed.

Table A3.1: NWSDB'’s Net Profit Summary, 2004—2006

(SLRs)

Item 2004 2005 2006
Water Sales 4,263,831 5,446,264 5,869,448
Operating Profit on Sale of Water 809,699 1,842,239 1,788,923
Profit/(Loss) before Depreciation 409,213 1,479,961 1,525,310
Net Profit/(Loss) from Operating Activities (383,484) 436,599 425,303
Profit/(Loss) before Income Tax (811,870) (22,272) 19,816
Net Profit/(Loss) for the Year (836,501) (91,901) (44,048)

() = negative, NWSDB = National Water Supply and Drainage Board, SLRs = Sri Lankan rupees.
Sources: NWSDB annual reports 2004, 2005, and 2006.

13 Asset management can be defined as the process of establishing an operating regime under which the sustainability
of capital investment for assets is ensured through effective management of risk, performance, condition, and cost.
% An analysis of the existing setup revealed the following shortcomings: (i) operating center has no fiscal power and
ability to generate sufficient revenues; (ii) no proper matching of costs against revenues, hence a perennial problem
of lack of funds for repairs and improvement; (iii) regional operating units operate in a system discouraging
performance incentives; (iv) centralized financial management implies that requesting a budget for repairs is
constrained by bureaucratic procedures and inability to prioritize taking into consideration the local context; and
(v) recruitment and hiring of staff is highly centralized.

'3 |f the authorized but unbilled water supply in Colombo city (estimated at 14% of the water supplied) is excluded,
NRW in Greater Colombo would be 30.2%, while the national average would be 30%.
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14, NWSDB has expanded its scope of activities considerably over the past 30 years. The
number of water service connections has increased annually by an average of 11% or 57,416 for
the last 10 years. In addition, the number of staff per connection has improved significantly,
reducing from a relatively high staff/connection ratio of 27.6 staff per 1,000 connections in the
initial years to 8.92 in August 2005. The billing and collection system, in place since 1982 and
fully computerized since 1987, is performing adequately, however no performance improvements
are noted for 2004—-2006.'° Despite the poor collection performance, the Board’s current ratios
were high, indicating high liquidity. Debt service coverage ratio likewise improved due to better
financial performance, i.e., lower net loss in 2006.

15. NWSDB, conducted a benchmarking exercise in 2003 and, through its corporate strategy,
has set targets for improved operating and financial performance. Progress has been achieved
by programs relating to reduction of power consumption and staffing ratios, but performance in
the area of reduction of NRW remains inadequate and generally underfunded. NRW remains the
single largest contributor to increasing NWSDB'’s performance and revenue. Indicators show that
NRW has remained constant in relative terms since 2002 (around 34%), but increased in
absolute terms. NWSDB acknowledges the problem and is in the process of introducing a
strategy and action plan to tackle NRW, however to date this program is being restricted to
Greater Colombo.

Table A3.2: NWSDB Operating Performance Summary, 2002—-2006
Dec 2002 Dec 2003 Dec 2004 Dec 2005 Dec 2006

Results Provided by NWSDB Baseline Results Results Results Results
A. Cubic Meters Billed (% 66 65 66 67 66
consumption/production)
B. Collection Rate (% collection/billing) 97 109 110 96 97
C. Accounts Receivables
1. Private (days) 60 60 60 60
2. Government (days) 65 65 65 60
D. Staff to Connection Ratio (%) 7.94 7.40 6.90 6.6 6.6
E. kWh Electricity Use (%) 28.0 29.5 26.0 24 23.8
F. Maintenance Expense (%) 5 5.1 6.3 5.6 6.34
G. Establishment Expense (%) 9 9.5 10.6 (22) 10.7
H. Rehabilitation Expense (%) 17.1 11.0 4.4 4.0 1.2

NWSDB = National Water Supply and Drainage Board.
Source: NWSDB Corporate Planning Department estimates.

16. Regional Performance. A financial performance assessment conducted for each of the
four focus project towns (Chilaw, Mannar, Puttalam, and Vavuniya) reveals variable regional
capacities. The financial position of Puttalam’s scheme was strengthened during 2004—2006,
with net profits of around 13% for 2005 and 2006. Capacity constraints are expected to be the
major threat confronting the scheme, affecting its operating efficiency. While the financial
performance of Chilaw’s water supply scheme was not as financially sound, it has gradually
reduced operating losses and increased water sales. It recorded an operating profit in 2006. The
situation in Vavuniya and Mannar is much more critical. Despite the fact that these schemes are
much smaller, operating and nonoperating costs are comparable. Root causes are believed to
include (i) inefficient equipment and machinery, highly degraded by years of conflict and
inadequate maintenance; and (i) major NRW resulting from water losses arising from apparent
losses (unauthorized consumption and metering inaccuracies), and real losses (leakage of
transmission and/or distribution mains, leakage and overflows at utility storage tanks, and
leakage of service connections up to customer's meters). These must be immediately addressed
and a program of NRW reduction put in place.

18 The accounts receivable balance could not be reduced to at least 2 months of water sales.
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EXTERNAL ASSISTANCE TO THE WATER AND SANITATION SECTOR

Year Amount

Project Name Approved Source (million)
A. Loan-Financed Investment Projects
Rehabilitation and Upgrading of Southern Catchment of the Greater
Colombo Sewerage System 2007 Austria €10.70
Water Sector Development Project 2007 Japan ¥13,231.00
Central Wastewater Treatment Plants for Ratmalana, Moratuwa 2007 Sweden $70.00
Coastal Towns Areas affected by Tsunami 2006 IFRC $30.00
UNIHA Project 2005 Austria $12.74
Greater Colombo Sewerage Project 2005 Denmark $33.00
Matara Integrated Water Supply System 2004 Japan $135.60
Secondary Towns and Rural Community Based Water Supply

and Sanitation Project 2003, 2006 ADB $120.06
Non-Revenue Water Reduction Project 2003 Japan $45.61
Kelani Conservation Barrage Project 2002 ADB $13.19
Greater Galle Augmentation Water Supply and Sanitation Project 2001 Germany $25.60
Nawalatipiya, Ampara, and Koggala Projects 2001 Germany $27.00
Greater Kandy Water Supply and Sanitation Project 2001 Japan $115.2
Community Water Supply and Sanitation Sector (Phase II) 2001 World Bank $20.00
Third Water Supply and Sanitation Project 1999 ADB $75.00
Anuradhapura Water Supply and Sanitation 1999 France $5.60
Kegala Water Supply Project 1999 Germany $5.82
Water Treatment Plant at Anuradhapura 1998 France $7.34
Water Supply Nawalapitiya 1998 Germany $6.16
Water Supply Ampara 1998 Germany $3.52
Towns North of Colombo, Stage 1 1998 Japan $43.19
Mahaweli Restructuring and Rehabilitation Project 1998 World Bank $56.22
Towns South of Colombo 1997 Japan $30.31
Mahaweli System C Upgrading 1997 Japan $32.06
Kalu Ganga Water Supply Project 1997 Japan $96.72
Towns North of Colombo Water Supply and Sanitation Project 1997 Japan $47.10
Kalmunai Water Supply Project 1997 Denmark $3.15
B. Grant-Financed Investment Projects
Sewer Cleaning Equipment 2005 Japan ¥146.00
Greater Colombo Wastewater Management 2004 ADB $0.85
Participatory Improvement of Underserved Settlements in Colombo 2003 Germany €5.00
Greater Colombo Wastewater Management Sector Review 2003 ADB $0.15
Hiccaduwa Coastal Zone Management 2000 United States $3.70
Water Augmentation of Nuwara Eliya Project 2002 Japan $1.00
TA 3434: Accounting Review of NWSDB 2001 ADB $0.09
Groundwater Investigation—Hambantota and Monaragala Districts 2000 Japan $17.00
Polonnaruwa District Rural Water Supply and Sanitation Pre-Investment 2000 New Zealand $0.12
Rehabilitation Water Supply Mannar 1999 Germany $0.53
Pre-Investment Study and Pilot Project 1999 New Zealand $0.13
Third Rural Water Supply and Sanitation Sector 1998 Norway $7.42
TA 3030: Western River Basins Sector Project 1998 ADB $1.50
Rural Water Supply and Sanitation—Vavuniya 1997 Germany $24.68
Greater Colombo Sewerage Project 1997 United Kingdom $3.20
National Framework for Development of Rural Water Supply and

Sanitation Framework 1997 UNDP $0.50
Improvement of Drinking Water Supplies 1996 Japan $7.70
Walawe Left Bank Irrigation and Extension Project (I1) 1996 Japan $83.32
TA 2609: Rural Water Supply and Sanitation Sector 1996 ADB $0.60

ADB = Asian Development Bank, IFRC = International Federation of the Red Cross, UNDP = United Nations

Development Programme.
Source: ADB estimates.
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STRATEGY FOR IMPROVED SERVICE DELIVERY

1. The approach sought under the Project strongly focuses on improving institutional
efficiency (operating and financial) and long-term sustainability. The following features define its
strategy.

A. Improved Service Provision

2. The National Water Supply and Drainage Board (NWSDB) has developed 5-year
corporate plans since 1996. The latest plan® clearly identifies commercial viability, and greater
accountability and transparency as key goals to be pursued by the organization. The plan sets
forth specific objectives and countrywide targets, and identifies corporate investment and asset
management as key focus areas of implementation.

3. NWSDB Decentralized Service Delivery. NWSDB has grown extensively since its
creation in 1974, but its current size? and excessively centralized management approach has
led to several inefficiencies. In addition to its head office, until recently NWSDB was divided into
six regional support centers® and 23 regional offices throughout Sri Lanka. Services provided
(population covered, number of connections, and quality and quantity of water available),
infrastructure and water production, staffing, operation and maintenance expenditure, and
recovery vary significantly among the regional support centers.* In parallel, customer
satisfaction, water resource availability, financial management, human resource management,
and accountability vary across the country. Because the regional support centers and regional
offices are closer to the beneficiary population, they have an information advantage in
identifying citizens’ preferences as well as the flexibility to respond to local conditions. The
Project will support NWSDB in attaining decentralized service delivery by (i) implementing
activities through relevant district offices, and applying institutional arrangements that reinforce
this system; (ii) supporting the establishment of a regional support center (northern); and (iii)
strengthening functions and human resource capacity in district offices.

4, Improving NWSDB Operating Efficiency. The Project emphasizes in its design the
importance of achieving improved operating efficiency and will introduce (i) energy efficiency
measures (which will be subject to an energy audit); (ii) process optimization (through the
introduction of automation and hydraulic modeling); and (iii) nhonrevenue water reduction. The
nonrevenue water reduction program will be comprehensive in all four project towns (Table A5).

B. Integrated Water and Sanitation Approach

5. As water supply augmentation is considered in emerging regional centers, wastewater
management must be addressed as an integral part of the solution. Based on appropriate-
technology, affordability and financial viability, and health and environmental principles,
solutions have been found to match the needs of the various centers. Sanitation also involves
changing attitudes and behavior (especially hygiene habits), developing solutions, and creating
a demand for sanitation as a means for making systems effective.

6. Establishing Partnerships with Local Authorities. Local governments are currently
largely responsible for sanitation in their constituencies. In the four project towns, urban councils
are providing this service, although quality and frequency is bound by equipment limitations and

! NWSDB. 2007. Corporate Plan (2007-2011). Colombo.

2 |n June 2007, NWSDB had 8,310 employees, of which 7,525 were regular staff. This is equivalent to 7.67 staff per
1,000 connections.

NWSDB is in the process of increasing this to 11, one for each province and two for Colombo.

The western and Greater Colombo regional support centers, and the head office account for almost 50% of
NWSDB's staff resources, 53% of NWSDB’s connections, and 65% of all drinking water produced. NWSDB. 2006.
Annual Report. Colombo.

3
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lack of proper facilities. In association with water augmentation to regional cities, the capacity of
urban councils must be strengthened to safely manage wastewater, and especially septage.
The Project proposes to establish a partnership approach between NWSDB's regional offices
and their counterparts in the urban councils to enable timely implementation of a sanitation
program and construction of facilities to improve septage collection, management, and disposal

in an environmentally acceptable manner.

Table A5: Nonrevenue Water Reduction Program

NRW Cause Proposed Activity
Unbilled authorized |A full registrar of unbilled authorized consumers is prepared. Volumetric records are collected
consumption and analyzed. Magnitude (%) is determined.

Decision for discontinuation evaluated versus legal justification.

Apparent water
losses: unauthorized
consumption

As part of the rehabilitation and expansion of the water system, regional office staff will,
together with the contractor, identify unauthorized connections and immediately proceed to (i)
either regularize or (ii) disconnect.

A database reflecting information on all authorized and unauthorized connections will be
created and updated. Procedures and protocols will be developed to guide regional office staff
handling illegal connections and requests for new connections. Staff will be trained on (i) how
to deal with this type of consumer, and (ii) how to transform these into metered connections.

Apparent water
losses: metering
inaccuracies

Activities to be undertaken during project implementation by regional office teams include
independent meter reading audits to undertake (i) reading of all meters for comparison against
reported data, and (ii) identification of all defective meters.
Staff will be trained in (i) identification of defective meters and causes leading to this
(accidental or deliberate), and (ii) maintenance and repair of meter units. As part of the
awareness campaign, consumers will be made aware of the fact that purposeful tampering
with water meters is a criminal offence that can and will be prosecuted.

Real losses:
leakage of
transmission and/or
distribution mains

As part of the Project, all leaking pipes, valves, and specials will be replaced by the contractor
after conducting necessary testing (with ultrasound flow meters or otherwise). In addition, bulk
meters will be procured very early into implementation and installed to enable water balances
in the transmission and distribution system. Protocols will be developed and regular readings
(at least daily if not automated) will be undertaken and reported. Leak detection kits will be
procured and staff trained accordingly.

Real losses:
leakage and
overflows at utility
storage tanks

Leakage and overflows at utility storage tanks will be minimized through the installation of
level sensors and systematic automation of all units (and associated introduction of control
systems). Staff will be trained on how to operate automated systems.

Real losses:

leakage of service
connections up to
customer's meters

Staff, once trained on how to conduct water balances (including data from production,
transmission, storage units, and household meters) will be able to identify whether
reconciliation of these balances can be achieved through payments of service connections.
Staff will be trained on conducting randomized checks (associate defects of a particular batch

to extrapolate to other connections) and repairs.

Source: Asian Development Bank assessment

7. Strengthening Local Government Capacity. The Project has developed a clear
framework for septage management, treatment, and disposal. Based on its relative simplicity,
the schemes are believed to be most adequate for towns of the size of the project towns, as
they provide the first level of service and strengthen the capacity of local bodies to undertake
their functions in this respect. The following comprehensive approach is proposed:

0] Establish a coherent legal framework by introducing bylaws for (a) compulsory
use of septic tanks in clearly demarcated geographic areas, and (b) charging a
minimum fee that will cover operation and maintenance (O&M) costs.

(i) Generate revenue by introducing a scheme-specific charge to at least cover
0O&M, and collecting (by local authorities) a sewerage charge.

(iii) Local authorities are to implement the schemes with technical support from

NWSDB. Schemes may be implemented as a design-and-build contract, as
expertise within the country is limited (given the new approach). Contractors are
to provide 1 year maintenance as part of the contractual agreement.
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(iv) O&M of the schemes may be subsequently outsourced to the private sector
through a performance-based management contract. Monitoring of the private
sector performance is to be enhanced through contractual agreements for public
latrines.

(V) Local authorities are to provide capacity development for (a) legal drafting of
contractual agreements (construction and O&M), and (b) environmental and
performance monitoring.

8. Key environmental performance objectives for on-site facilities are (i) wastewater will not
cause topsoil contamination, (ii) surface water will not be polluted, (iii) groundwater will not be
polluted, (iv) discharge will not upset the ecological balance, (v) waste should not be accessible
to vectors and other animals, and (vi) waste should not be a nuisance due to bad odor or smell.
Proper enforcement of the legislation would enable achievement of these objectives; however
compliance with groundwater pollution requirements remains a problem. More care needs to be
taken in assessing the dispersal qualities of the soil and selecting suitable designs.

9. Institutionalizing Compliance Monitoring. In an effort to promote compliance with the
existing regulatory framework, local authorities will need to introduce a program of
environmental monitoring activities on (i) quality of discharge to sea, if any; and (ii) quality of
treated septage.

C. Integrated Water Resource Management

10. Although Sri Lanka’s total water supplies are abundant compared with those in other arid
countries, water stress is now being experienced, and regional and seasonal variations in
supply and demand create concerns. Existing urban water supply systems in project towns
suffer from chronic, and occasionally acute, water shortage; and delays in new domestic
connections are linked to uncertainty in water availability. The Project has considered these
aspects and incorporated integrated water resource management concepts in its design through
(i) securing comprehensive investigations (including 1-year quality and yield data) for surface
and groundwater schemes, (ii) developing catchment protection plans, and (iii) developing local
capacity and databases to monitor groundwater usage and depletion. The Project is phasing
construction to facilitate monitoring of any upstream and downstream impacts.

D. Improved Financial Management

11. While improvement of the system’s performance, coupled with a higher rate of
connections, will help improve the finances of NWSDB, great emphasis is being placed on
securing compliance with NWSDB’s owned defined objectives (footnote 1): (i) increase tariffs
annually by at least inflation, (ii) ensure tariffs are sufficient to prevent any national losses
(generating a small profit), and (iii) ensure tariffs are sufficient to cover at least O&M of all
schemes. NWSDB and the Ministry of Water Supply and Drainage have agreed to submit the
tariff methodology for approval by Cabinet before the date set for loan negotiations. All local
septage schemes must cover no less than O&M costs. This is to be secured through the
introduction of necessary bylaws (prior to contract award).

E. Urban Planning

12. The design of project schemes is based on development patterns envisaged under plans
prepared by the respective urban development authorities. These have been discussed with
urban councils and, given the nature and large floating populations present in most of the
project towns, designs have accommodated the necessary flexibility.
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CAPACITY ASSESSMENT AND DEVELOPMENT PROPOSAL

1. Capacity development needs to consider four essential levels or entry points: (i) the
enabling environment, (ii) sector capacity, (iii) organization or entity’s capacity, (iv) individual
agency employee capacity, and (v) end user or beneficiary.! Capacity development activities at
these four levels are interrelated, depending on and reinforcing each other, therefore they must
be undertaken simultaneously.

A. The Enabling Environment

2. The Government's Ten-Year Development Framework (2006—2016) objectives clearly
identify access to safe drinking water as an essential element of reaching the Government'’s
economic growth and productivity targets. The Government realizes that improvements in
access to water supply services have led to an increasing wastewater problem. Consequently
clear and consistent policy principles need to be introduced and firmed up. In addition, it agrees
that securing adequate revenue flow to cover full operation and maintenance costs of all
schemes is a priority to secure adequate sector functioning.

3. The Project will support (i) adoption of national drinking water supply and sanitation
policies,? (ii) implementation of a new national sewerage tariff and official adoption of local
government septage maintenance fees,* and (iii) adoption of independent regulation of the
sector (and in particular the National Water Supply and Drainage Board [NWSDB]).

B. Sector Network

4. Essential institutional changes are required to introduce (i) systematic infrastructure
renewals to maintain the system’s serviceability, (ii) incentives for operating efficiency and
improved service delivery, (iii) managerial autonomy and more efficient systems of procurement,
(iv) improved financial management and cost recovery, and (v) institutional development to gain
experience operating in a commercial environment.

5. The Project will work to introduce performance-based management systems by
() supporting NWSDB's efforts to decentralize functions and responsibilities to its regional
offices; (ii) benchmarking local performance, setting targets, and institutionalizing a well-defined
monitoring and reporting system; and (iii) introducing and promoting asset management
planning.

C. Organization or Entity’s Capacity Development

6. Specific support will be provided to improve the capacity of NWSDB’s regional units
(North and North Western) by (i) introducing commercial functions and improved meter reading,
billing, and collection; (ii) developing customer service functions; (iii) developing general
accounting and financial reporting; (iv) introducing fixed asset management and planning;
(v) setting up systems for inventory, stores, and purchasing; (vi) improving budgetary planning
and control; (vii) improving maintenance of water supply and sewerage facilities; and
(viiiy developing human resource management, administration, and general services. The
Project will support NWSDB’s efforts to reduce nonrevenue water by introducing a

Management Development and Governance Division, United Nations Development Programme. 1997. Capacity
Development. Technical Advisory Paper 2. New York; and Asian Development Bank. 2006. Lessons in Capacity
Development: Sectoral Studies in Sri Lanka. Manila.

The NWSDB board of directors approved these in February and March 2008, respectively. A presentation to
Cabinet for approval is expected before the end of 2008.

NWSDB's national sewerage tariff was approved and gazetted in October 2008.

Where urban councils provide services, the official introduction of a septage handling charge (to recover no less
than operation and maintenance costs) will take the form of a council resolution and bylaw.
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comprehensive program to help regional offices institutionalize (i) metering audits,
(i) measurement of water flow and conduct of water balances, and (iii) development of
strategies to deal with unauthorized or unpaid supplies.

7. In addition, the Project will support efforts of NWSDB and urban councils to ensure
policy compliance by (i) supporting long-term investigations (water quality and vyields) for
groundwater, (ii) introducing monitoring programs with discharge standards from sewage
treatment systems, and (iii) conducting annual reviews to secure conformity with the agreed
tariff methodology and sewerage system standards.

D. Individual Agency Employee Capacity

8. NWSDB’s Regional Offices. The Project will support regional offices developing into
small business units with separate budgeting and financial reporting. The Project will develop
NWSDB staff capacity (Vavuniya and Puttalam) by (i) introducing systems for cost accounting,
budget preparation, financial reporting, billing and collection, customer relations, operation and
maintenance, asset management, and administration; and (ii) providing necessary training. The
Project will provide support for regional support centers to develop their core functions of
planning and development, and report consolidation.

9. Local Authorities. Local authorities generally lack the technical capability and design
knowledge® to know which type of facility is most appropriate for given soil conditions. They do
not carry out soil testing to aid in the design selection process. NWSDB has produced Manual 1:
Latrine Construction® to aid the design process. It provides guidance regarding the type of
facility to choose for given soil conditions, but does not provide guidance on how to carry out
testing. In addition, (i) due to lack of capacity, inspection, and supervision of construction to
confirm compliance with an approved design, and (ii) due to lack of knowledge regarding siting;
laws and requirements—further exacerbated by small subdivision of land where the regulations
cannot be properly met—are weak. In addition, extensive discussions with local authorities
under the on-site sanitation pilot scheme reveal (i) limited capacity within the local authorities’
legal departments to formulate management contracts with the private sector, and (ii) limited
capacity within technical departments to monitor performance. The implementation of the
Central Environmental Authority regulations for certain industry sectors can be delegated to
local authorities. However, due to lack of institutional capacity, this function has not been
effectively transferred. Hence, the Central Environmental Authority continues to monitor
implementation of the regulations.

10. The Project will review, update, and print copies of a revised on-site sanitation manual
(or a second volume) to address (i) soil testing and its impact on system design, (ii) key aspects
to be considered for adequate supervision of construction, and (iii) adequate siting of pits and
soakage and/or infiltration fields. Training sessions with technical officers, public health
inspectors, and engineering sections, where available, will be conducted for all local authorities
within Greater Colombo. The Project will formulate manuals and provide technical capacity to
local authorities participating in the pilot on-site sanitation scheme for preparing and monitoring
performance-based management contracts with the private sector. In the absence of necessary

On-site sanitation systems are acceptable methods for wastewater management used extensively in many
countries, particularly for low-density areas and isolated communities. They can also be used effectively in urban
areas; however, much attention needs to be paid. Major shortcomings include (i) poor design, (ii) inadequate
supervision of construction, (iii) inappropriate siting of pits and soakage and/or infiltration fields, (iv) overloading,
and (v) poor maintenance. Capacity development is currently needed for (i) local authority employees, and (ii) end
users and beneficiaries.

Under package C, ADB. 1997. Report and Recommendation of the President to the Board of Directors on a
Proposed Loan to the Democratic Socialist Republic of Sri Lanka for the Third Water Supply and Sanitation
Project. Manila.
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specialized knowledge, results may be limited; a capacity development program is proposed for
local authorities on environmental compliance with discharge from small industries.

E. End User or Beneficiary

11. The Project will target end users through the implementation of a community education
and awareness program, specifically focusing on (i) public health, hygiene, and sanitation
principles; (ii) water resource conservation and protection, and associated environmental
matters; and (iii) introduction and greater understanding of tariffs. The campaign will seek to
ensure a clear understanding and objective of the Project and manage expectations.

12. To support local authorities, two major problems identified relate to end users and
beneficiaries: (i) inadequate design and location of soakage pits and septic tanks,
(i) overloading, and (iii) poor maintenance. The Project, as part of its public awareness
campaign, will support the preparation of a series of brochures explaining dangers of
overloading and poor maintenance, and good practices; and providing contact information for
the local authorities for septic tank sludge removal.



DETAILED COST ESTIMATES

Table A7.1: Detailed Cost Estimates by Expenditure Category ($ million)

Foreign Local Total
Exchange Currency Cost % of Total Base Cost
Iltem
A. Investment Costs?
1 Civil Works 6.16 24.66 30.82 37.08
2 Road Reinstatement 0.00 1.81 1.81 2.18
3 Construction Equipment and Materials 23.01 2.56 25.57 30.76
4 Survey 0.00 1.32 1.32 1.59
5. International Consultants 1.87 0.00 1.87 2.25
6. National Consultants 0.00 3.54 3.54 4.26
7 Training 0.00 0.67 0.67 0.81
8 Resettlement Compensation 0.00 0.17 0.17 0.20
9. Land Acquisition 0.00 0.34 0.34 0.41
10.  Office Equipment and Furniture 0.42 0.00 0.42 0.51
11. Taxes and Duties 0.00 15.07 15.07 18.13
Subtotal (A) 31.47 50.14 81.61 98.18
B. Recurrent Costs
1. Project Administration
Incremental Recurrent Cost 0.00 131 131 1.58
2. Taxes and Duties 0.00 0.20 0.20 0.24
Subtotal (B) 0.00 151 151 1.82
Subtotal Base Cost (A+B) 31.47 51.65 83.12 100.00
C. Contingencies
1. Physicalb 2.52 3.78 6.30 7.58
2. Price® 4.57 13.83 18.40 22.14
3. Risk Allowances® 1.61 1.70 3.30 3.98
Subtotal (C) 8.70 19.31 28.00 33.69
D. Financing Charges during Implementation®
Interest during Implementation 2.21 0.00 221 2.66
Commitment Charges 0.00 0.00 0.00 0.00
Front-End Fees 0.00 0.00 0.00 0.00
Subtotal (D) 2.21 0.00 2.21 2.66
Total (A+B+C+D) 42.37 70.96 113.33
Percentage 37.39 62.61 100.00

iol

In early 2008 prices.

Physical contingencies computed at 10% for civil works (including road reinstatement), consultancies, and resettlement costs;

5% for all other items (ADF loan and grant).

Price contingencies computed at 6.8% for foreign exchange costs for 2008, 0.7% for 2009, 1.4% for 2010, 0.4% for 2011 and

0.5% for 2012; and local inflation rate of 16.2% for 2008, 14% in 2009, 8% in 2010, and 7% in 2011 and onward.
Risk allowance applies only to Mannar and Vavuniya and is estimated at 10% of total civil works and equipment.

Financing charges estimated as 1%/year during the grace period (8 years) and 1.5% during amortization for ADF loan (32-

years).
Source: Asian Development Bank estimates.
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Table A7.2: Detailed Cost Estimate by Financier

($ million)
Cost Asian Development Bank Financing Government Financing Cost
ADF % of Cost ADF % of Cost WFPF % of Cost % of Cost Taxes and
Item Total Loan Category Grant Category Category  Financing Category Duties
A. Investment Costs
1. Civil Works 30.82 17.45 56.62 8.70% 28.23 0.00 0.00 4.67 15.15 4.62
2. Road Reinstatement 181 0.00 0.00 0.00 0.00 0.00 0.00 181 100.00 0.27
3. Construction Equipment and Materials 25.57 24.63 96.32 0.92° 3.60 0.03 0.12 0.00 0.00 8.92
4. Survey 1.32 0.00 0.00 0.92 69.70 0.40° 30.30 0.00 0.00 0.20
5. International Consultants 1.87 0.00 0.00 1.53° 81.82 0.33° 17.65 0.00 0.00 0.28
6. National Consultants 3.54 0.00 0.00 3.08"° 87.01 0.47° 13.28 0.00 0.00 0.53
7. Training 0.67 0.00 0.00 0.34" 50.75 0.33° 49.25 0.00 0.00 0.10
8. Resettlement Compensation 0.17 0.00 0.00 0.00 0.00 0.00 0.00 0.17 100.00 0.03
9. Land Acquisition 0.34 0.00 0.00 0.00 0.00 0.00 0.00 0.34 100.00 0.05
10.  Office Equipment and Furniture 0.42 0.00 0.00 0.42 100.00 0.00 0.00 0.00 0.00 0.06
11. Taxes and Duties 15.07 0.00 0.00 0.00 0.00 0.00 0.00 15.07 100.00
Subtotal (A) 81.61 42.08 51.56 15.91 19.50 1.55 1.90 22.07 27.04 15.07
B. Recurrent Costs
1. Project Administration
a. Incremental Recurrent Cost 1.31 0.00 0.00 0.00 0.00 0.00 0.00 1.31 100.00 0.20
2. Taxes and Duties 0.20 0.00 0.00 0.00 0.00 0.00 0.00 0.20
Subtotal (B) 1.51 0.00 0.00 0.00 0.00 0.00 0.00 151 100.00 0.20
Total Base Cost 83.12 42.08 50.63 15.91 19.14 1.55 1.86 23.58 28.36 15.26
C. Contingencies
1. Physical 6.30 3.63 57.62 1.73 27.46 0.09 1.43 0.85 13.49
2. Price 18.40 9.52 51.74 491 22.28 0.36 1.96 3.60 19.56
3. Risk Allowances 3.30 2.34 70.91 0.66 20.00 0.00 0.00 0.30 9.09
Subtotal (C) 28.00 15.49 55.32 7.31 26.12 0.45 1.61 4.75 16.96
D. Financing Charges during Implementation
1. Interest during Implementation 2.21 2.21 100.00 0.00 0.00 0.00 0.00 0.00 0.00
Subtotal (D) 2.21 2.21 100.00 0.00 0.00 0.00 0.00 0.00 0.00
Total (A+B+C+D) 113.33 59.78 23.22 2.00 28.13
Percentage 100.00 52.75 20.49 1.76 24.82

ADF = Asian Development Fund, WFPF = Netherlands Trust Fund for the Water Financing Partnership Facility.
The ADF grant will finance civil works and equipment for septage improvements, community and pro-poor sanitation facilities and water resource development.

a

The ADF grant will finance consultancy packages A and B. The ADF grant will finance institutional development training activities for National Water Supply and Drainage
Board and urban councils.

C

resource management.
Figures may not tally due to rounding errors.
Source: Asian Development Bank estimates.

The Netherlands Trust Fund for the Water Financing Partnership Facility will finance package C consultancies, and surveying and training activities linked to water
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PROJECT MANAGEMENT, PARTICIPATION, AND COMMUNICATION STRUCTURE
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ASD = Agrarian Services Department, MWSD = Ministry of Water Supply and Drainage, N = Northern Province, NW = North Western Province, NWSDB = National Water
Supply and Drainage Board, PICC = project implementation coordination committee, PPCC = provincial project coordination committee, UC = urban council.

& Imprest account. ® Second generation imprest account.

Source: Asian Development Bank assessment.
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PROPOSED IMPLEMENTATION SCHEDULE

2008 2009 2010 2011 2012 2013

Description

ADB's Board of Directors Approval
Loan Signing
Loan Effectiveness

Q3[Q4]Q1] Q2 Q3[Q4]Q1[Q2[Q3[Q4]Q1[Q2]Q3] Q4]Q1[ Q2] Q3] Q4[Q1[ Q2] Q3] Q4

*

A. Preliminary Tasks
Staffing/Operationalizing ROs and PCC
Selection of Consultancies

Staff Orientation

Water Allocations Secured
Environmental Clearances

Pack B

Pack A Pack C
—

+ Signed MOUs ¢+ Achchmolai/Chinakulam Tank transfer
+TOR mmmmmm |[EE/EIA + Clearances

Project Lands Acquired —
B. Component 1: Developing Water and Sanitation Infrastructure

1. Improved Water Supply Service and Coverage

Investigations |

Vavuniya Surface Water Development (IW/PC2/VAV/ICB)

Vavuniya and Mannar Ground Water Development (GW/PB2/VAV&MAN/NCB)
Vavuniya and Mannar Headworks, Treatment (HW&T/PE2/VAV&MAN/ICB)
Vavuniya and Mannar Storage (ET/PD2/VAV&MAN/NCB)

Vavuniya and Mannar Transmission (PW/PA5/VAV&MAN/ICB, PW/PA7/MAN/ICB)

Vavuniya and Mannar Distribution (PW/PA6/VAV/ICB, PW/PA8/MAN/NCB)
Puttalam and Chilaw Surface Water Development (IW/PC1/CHL&PUT/NCB)
Chilaw Ground Water Rehabilitation (GW/PB1/CHL/NCB)

Puttalam and Chilaw Headworks, Treatment (HW&T/PE1/CHL&PUT/ICB)
Puttalam and Chilaw Storage (ET/PD1/CHL&PUT/NCB)

Puttalam and Chilaw Transmission (PW/PA1/CHL&PUT/ICB, PW/PA2/CHL&PUT/ICB)

Puttalam and Chilaw Distribution (PW/PA3/CHL/ICB, PW/PA4/PUT/NCB)
2. Improved Sanitation and Sewerage

Vavuniya's Septage Improvement (SE/PF3/VAV/ICB)

Mannar's Septage Improvement (SE/PF4/MAN/ICB)

Puttalam's Septage Improvement (SE/PF2/PUTICB)

Chilaw's Septage Improvement (SE/PF1/CHL/ICB)

hadd s d o T 7 T
Y Y Y7 7 T including 1 year investigations
S S $ S S S ¥ 7777 7 7 I T

C. Component 2: Strengthening Water Sector Institutions

1. Strengthening Water Resource Management, Coordination and Planning
Catchment Protection and Management Plans

Empowering Local Government to Regulate Groundwater Extraction
Establishment of Provincial and National Repository Water Resource Databases
2. Building Capacity for Service Delivery in Project Areas
3. Public Awareness Campaign

Ability

D. Component 3: Building Management and Implementation Capacity
Project Implementation Capacity and Administration Support

Tender and Evaluation
Design .iddd i i
Construction/Installation ]
Commissioning/Testing 1amsnsasnsnnnan;]

ADB = Asian Development Bank, CHL = Chilaw, EIA = environmental

impact assessment, ET = elevated towers, GW = groundwater, HW&T = headworks and

treatment, ICB = international competitive bidding, IEE = initial environmental examination, IW = irrigation works, MAN = Mannar, MOU = memorandum of
understanding, NCB = national competitive bidding, PCC = project coordination cell, PUT = Puttalam, RO = regional office, SE = septage , TOR = terms of

reference, VAV = Vanuniya.
Source: Asian Development Bank assessment.
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PROCUREMENT CONTRACT PACKAGES

Project Type of Mode of Estimate Procuring
Town Contract No. Description of Work Contract Procurement ($ million) Agency Source
Chilaw, PW/PA1/CHL&PUT/I | Supply and laying of DI pipes, special Itemized ICB 8.13 NWSDB ADFL
Puttalam CB fittings and valves for transmission mains, | BOQ SS-1E RO(PUT)
distribution systems
Chilaw, PW/PA2/CHL&PUT/I | Supply and laying of HDPE pipes and Itemized ICB 7.54 NWSDB ADFL
Puttalam CB special fittings for transmission mains, BOQ SS-1E RO(PUT)
distribution systems
Chilaw PW/PA3/CHL/ICB Supply and laying of PVC pipes and Itemized ICB 2.34 NWSDB ADFL
special fittings for transmission and BOQ SS-1E RO(PUT)
distribution systems
Puttalam PW/PA4/PUT/NCB Supply and laying of PVC pipes and Itemized NCB 1.50 NWSDB ADFL
special fittings for transmission and BOQ SS-1E RO(PUT)
distribution systems
Chilaw GW/PB1/CHL/NCB Water resource development — Itemized NCB 0.20 NWSDB ADFG
groundwater BOQ SS-1E RO(PUT)
Chilaw, IW/PC1/CHL&PUT/N | Water resource development —surface ltemized NCB 2.21 IDINWSDBR ADFG
Puttalam CB water BOQ SS-1E O(PUT)
Chilaw, ET/PD1/CHL&PUT/N | New storage structures and other civil ltemized NCB 1.10 NWSDB ADFL
Puttalam CB works BOQ SS-1E RO(PUT)
Chilaw, HW&T/PE1/CHL&PU | Rehabilitation of existing TP and new TP Itemized ICB 4.10 NWSDB ADFL
Puttalam T/ICB civil works BOQ SS-1E RO(PUT)
Supply and installation of pumps and
automation system, including M&E
equipment
Chilaw SE/PF1/CHL/NCB Septage treatment facility and associated Itemized NCB 0.82 NWSDB ADFG
constructions and E&M equipment BOQ SS-1E RO(PUT)/
UC (CHL)
Puttalam SE/PF2/PUT/NCB Septage treatment facility and associated Itemized NCB 0.91 NWSDB ADFG
constructions and E&M equipment BOQ SS-1E RO(PUT)/
UC (PUT)
Puttalam Community-based Low-cost sanitation to communities in Itemized NCB Community- 0.1x4 NWSDB ADFG
Vavuniya, infrastructure three districts BOQ based RO(PUT)
Mannar procurement and
Districts RO(VAV)

144
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Project Type of Mode of Estimate Procuring

Town Contract No. Description of Work Contract Procurement ($ million) Agency Source

Vavuniya, | PW/PA5/VAV&MA | Supply and laying of DI pipes, special | Itemized ICB 6.47 NWSDB ADFL

Mannar N/ICB fittings and valves for transmission BOQ SS-1E RO(VAV)
mains, distribution systems

Vavuniya PW/PAG/VAV/ICB Supply and laying of PVC pipes and Itemized ICB 2.97 NWSDB ADFL
special fittings for transmission and BOQ SS-1E RO(VAV)
distribution systems

Mannar PW/PA7/MAN/ICB | Supply and laying of HDPE pipes and | Itemized ICB 3.05 NWSDB ADFL
special fittings for transmission mains, | BOQ SS-1E RO(VAV)
distribution systems

Mannar PW/PA8B/MAN/NCB | Supply and laying of PVC pipes and Itemized NCB 2.10 NWSDB ADFL
special fittings for transmission and BOQ SS-1E RO(VAV)
distribution systems

Vavuniya, | GW/PB2/VAV&MA | Water resource development: Itemized NCB 0.14 NWSDB ADFG

Mannar N/NCB groundwater BOQ SS-1E RO(VAV)

Vavuniya | IW/PC2/VAV/ICB Water resource development: surface | Itemized ICB 4.72 PID (NP) ADFG
water BOQ SS-1E

Vavuniya, | HW&T/PE2/VAV& New treatment works for Vavuniya Itemized NCB 2.24 NWSDB ADFL

Mannar MAN/ICB Supply and installation of pumps, BOQ SS-1E RO(VAV)
automation system, M&E equipment
for TP

Vavuniya, | ET/PD2/VAV&MAN | New storage structures and other civil | Itemized ICB 3.43 NWSDB ADFL

Mannar INCB works BOQ SS-1E RO(VAV)

Vavuniya | SE/PF3/VAV/ICB Septage treatment facility and Itemized NCB 1.02 NWSDB ADFG
associated constructions and E&M BOQ SS-1E RO(VAV)/
equipment UC (VAV)

Mannar SE/PF4A/MAN/NCB | Septage treatment facility and Itemized NCB 0.67 NWSDB ADFG
associated constructions and E&M BOQ SS-1E RO(VAV))/
equipment UC (MAN)

ADFG = Asian Development Fund grant, ADFL = Asian Development Fund loan, BOQ = bill of quantity, CHL = Chilaw, ET = elevated towers, D&B = design and
build, GW = groundwater, HW&T = headworks and treatment, ICB = international competitive bidding, ID = Central Irrigation Department, IW = irrigation works, MAN
= Mannar, NCB = national competitive bidding, NP = Northern Province, NWSDB = National Water Supply and Drainage Board, PUT = Puttalam, PW = pipeworks,

RO = regional office, SE = sewerage, UC = urban council, VAV = Vavuniya, 1/2E = one/two envelope, 2/SS = two/single stage.
# Amounts presented correspond to base cost estimates, as computed for 2008 at market rates. They are also exclusive of land and consultancy costs.
Source: Asian Development Bank estimates.
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46 Appendix 11

SUMMARY POVERTY REDUCTION AND SOCIAL STRATEGY

Country/Project Title: Sri Lanka/Dry Zone Urban Water and Sanitation Project

Lending/Financing Project/Sector/Multitranche Financing Facility/ Policy- | Department/ | South Asia Department/
Modality: ADF Based, Others (please specify): Project Division: Urban Development Division

l. POVERTY ANALYSIS AND STRATEGY

A. Linkages to the National Poverty Reduction Strategy and Country Partnership Strategy

The Project will improve water supply service delivery and expand services to underserved areas in four towns in
disadvantaged districts of Sri Lanka. The project towns are in poor districts with poverty incidence at 31.3% for Chilaw, 42.5%
for Mannar, 45.9% for Puttalam, and 27.5% for Vavuniya. The Project will provide low-cost sanitation and septage or sewage
treatment in the four towns.

The Project will directly support social and environmental development for the poor as specified in the nationalized Millennium
Development Goals (MDGs), specifically target 7, which aims to halve the proportion of people without sustainable access to
drinking water and basic sanitation by 2015. This contributes to the National Poverty Reduction and Growth Strategy
(NPRGS, 2004) which aims to mainstream long-term MDGs into the national development framework; and minimize regional
variations in the incidence of poverty and narrow regional disparities in development.

B. Poverty Analysis Targeting Classification: Targeted intervention (TI-M)
1. Key Issues

The NPRGS (2004) is a policy framework to steer pro-poor, pro-growth, and income redistribution strategies. Among its main
objectives are minimizing regional variations in the incidence of poverty; narrowing regional disparities in development; and
facilitating the mainstreaming of long-term MDGs into the national development framework. The MDGs for Sri Lanka (2005)
identify access to water and sanitation as impeding poverty reduction; increasing access is a national priority.

The Mahinda Chinthana: Vision for a New Sri Lanka, Development Framework 2006—2016 identifies that poverty is mainly
confined to the districts in the north and east, and poor infrastructure is a factor causing higher poverty in these districts. In
response, the document includes infrastructure and area-based poverty reduction programs for the development of the north
and east. Improvement and expansion of infrastructure including water supply and sanitation, and urban infrastructure are
identified as activities that will accelerate economic growth, resulting in poverty reduction.

Through the provision of water supply and sanitation, the Project contributes directly to poverty reduction through the
achievement of MDG target 7; and indirectly by reducing regional disparities in urban infrastructure, which is expected to
impact economic growth and consequently poverty reduction.

The Project targets full water supply coverage for populations in the project towns: approximately 200,000 people by project
completion and 420,000 people by the end of the projected scheme’s life (2030). The Project will construct an estimated
1,500 individual household latrines estimated to benefit 7,500 people; and septage and sewage treatment with an estimated
200,000 beneficiaries.

2. Design Features

The Project supports the objective of the National Water Supply and Drainage Board (NWSDB) of increasing overall access to
improved water supply facilities in urban areas to 90% in 2009 and 100% in 2016. The Project will (i) improve service delivery,
and (ii) expand services to underserved areas. Improvements in service delivery will focus on providing better quality water
and lengthening water supply service duration to 24 hours, 7 days a week in all project towns at an adequate water pressure.
The Project aims to provide full coverage for populations in the project area. For this purpose, NWSDB will (i) have provided
within 1 year of project completion, connections to all households that have placed requests; and (ii) ensure that all
standposts are converted to metered community connections with clearly identified users. Community connections, while
limited, remain essential in the Project's context, particularly those serving internally displaced people’'s camps and poorer
urban dwellers. Communities supplied with water through communal metered facilities will form community-based
organizations (CBOs) that will register and sign an agreement with NWSDB. The CBOs will nominate representatives to
coordinate and collect payments.

The Project will provide funds to conduct a low-cost sanitation program for poor communities in the form of individual
household latrines in periurban newly served areas. Priority will be given to lower income households and those that do not
own or have access to basic latrines. It will aim to provide adequate cost-effective small-scale infrastructure. Nongovernment
organizations will be engaged to support the Project and local government in mobilizing communities, delivering essential
training, conducting a technical assessment, and evaluating initial capital investment for proposed schemes.
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1. SOCIAL ANALYSIS AND STRATEGY

A. Findings of Social Analysis

A socioeconomic survey covering 2,837 households was conducted in the project area areas during project preparation. The
results were verified and supplemented with focus group discussions. The survey covered household profile, income and
expenditures, assets and control over resources, access to water and sanitation, access to sanitation and health, social
capital, and environmental sanitation.

The survey shows high income poverty in the project towns with poverty incidence at 28.9% for Chilaw, 37.5% for Mannar,
39.7% for Puttalam, and 24.4% for Vavuniya. This is consistent with government statistics. The survey also shows high
poverty gap ratios—2.06 in Chilaw, 2.79 in Mannar, 2.68 in Puttalam, and 1.7 in Vavuniya—and severity of poverty indices:
0.82 in Chilaw, 1.31 in Mannar, 1.2 in Puttalam, and 0.75 in Vavuniya. Income inequality based on Gini coefficients are 0.360
in Chilaw, 0.322 in Mannar, 0.282 in Puttalam, and 0.308 in Vavuniya.

The survey also reflects relatively low education particularly in Mannar and Chilaw, where more than 30% of respondents
have less than sixth-grade education. Unemployment is high at 56.8% in Chilaw, 36.6% in Mannar, and 60.5% in Puttalam. Of
those employed, a high percentage are laborers or have low-income and seasonal jobs.

The project towns have acute shortages of drinking water and sanitation. The survey shows that only 14% in Vavuniya, 50%
in Chilaw, 58% in Puttalam, and 62% in Mannar have access to piped water. Piped water is not available for 24 hours a day in
any of the towns. Access to safe drinking water is an even more serious issue for poor households. The number of poor
households not having water connections is 36% in Vavuniya, 30.8% in Chilaw, 16.3% in Mannar, and 9.9% in Puttalam.
Those without access to piped water often source their water from wells. During the dry season, the majority spend up to
50 minutes each day fetching water. Both piped and well water are poor quality, with color the most often-cited problem. The
substantial time for fetching could be used for potentially productive activities. Access to sanitation ranges from 78%—91% in
project towns. Most is poor quality and with poor or no maintenance. Combined with wastewater polluting surrounding areas
and health hazards from the poor urban environment, lack of safe water and adequate sanitation increases the incidence of
water-borne disease.

B. Consultation and Participation

1. Provide a summary of the consultation and participation process during the project preparation.

A stakeholder analysis was undertaken to identify stakeholders during project preparation. Two stakeholder meetings were
held in each of the four towns at the beginning and end of project preparation. These were held to discuss water demand,
need, access to water and sanitation, and project coverage. Separate consultations were undertaken on safeguards.

2. What level of consultation and participation (C&P) is envisaged during the project implementation and monitoring?
X Information sharing X Consultation [ Collaborative decision making [] Empowerment

3. Was a C&P plan prepared? [ ] Yes X No

A C&P plan was not prepared because all social safeguards issues are being addressed. The project design includes
facilitation of CBO formation to coordinate and collect payments for communal metered facilities; and engagement of
nongovernment organizations to support the Project and local government in mobilizing communities, delivering essential
training, conducting a technical assessment, and evaluating initial capital investment for proposed schemes.

C. Gender and Development

1. Key Issues. The Project benefits men and women. The provision of water supply and sanitation has the potential to bring
additional benefits to women who are tasked with securing safe drinking water and maintaining the household’s latrine. The
Project will ensure that gender needs and concerns are addressed, and monitored.

2. Key Actions. Measures included in the design to promote gender equality and women’s empowerment—access to and
use of relevant services, resources, assets, or opportunities and participation in decision-making process:
[J Gender plan X Other actions/measures  [] No action/measure

The Project includes (i) conducting a gender sensitization program for senior NWSDB management, and district and project
staff, (ii) providing training on gender analytical tools for project staff, (iii) incorporating gender needs and concerns in detailed
design, (iv) training project officers in collecting sex disaggregated data, and (v) developing and collecting gender indicators
as part of monitoring. These activities will be undertaken by the social development specialists located in the regional offices.
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M. SOCIAL SAFEGUARD ISSUES AND OTHER SOCIAL RISKS
Issue Significant/Limited/ Strategy to Address Issue Plan or Other Measures
No Impact Included in Design
Investments in Puttalam and | The Project minimizes land
Involuntary Mannar will not require acquisition and resettlement [] Full Plan

Resettlement

permanent land acquisition.
Land acquisition in Chilaw
involves two parcels of
private land with two affected
households; in Vavuniya, 96
acres of paddy fields
affecting 39 farming
households with an average
household size of four will be
acquired.

impacts. The Project will
utilize existing lands for
rehabilitation of existing water
supply facilities; utilize vacant
Government land to the
extent possible for new
facilities; and where
Government land is
unavailable, select land that
will not cause dislocation.

X  Short Plans
[0 Resettlement Framework
[0 No Action

Plans were prepared for each
of the four project towns. A
guide for updating the
resettlement plans was
prepared and will be included
in the project administration
memorandum.

Indigenous Peoples

No impact.

1 Plan
[0 oOther Action

[0 Indigenous Peoples
Framework
X No Action
No negative impacts will Core labor standards are part
Labor result; some employment of project assurances.
X Employment opportunities will be ] Plan
opportunities generated in construction, X Other Action
[ Labor retrenchment and operation and [0 No Action
X Core labor standards maintenance of project
facilities.
Cost of water will be within NWSDB already has
Affordability or just above 5% of the arrangements for subsidized ] Action
monthly income of poorest tariffs and payment of X No Action
families. connections by installments.
Other Risks and/or Conflict is a risk given the Conflict is addressed in the
Vulnerabilities location of the Project. risk section of the project [ Plan
[JHIV/IAIDS document. X Other Action
[JHuman trafficking [0 No Action

X Others(conflict)

V. MONITORING AND EVALUATION

Are social indicators included in the design and monitoring framework to facilitate monitoring of social development activities

and/or social impacts during project implementation? X Yes

[0 No

CBO = community-based organization, C&P = consultation and participation, MDG = Millennium Development Goal,
NWSDB = National Water Supply and Drainage Board.
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DRAFT SUMMARY SHORT RESETTLEMENT PLAN

A. Scope of Land Acquisition and Resettlement

1. The Project aims to improve urban water supply and sanitation infrastructure and
services in Sri Lanka’s dry zone by (i) improving and expanding infrastructure and services;
(i) strengthening institutions in the water sector for better service delivery and resource
management; and (iii) building project management and implementation capacity in four towns:
Chilaw, Mannar, Puttalam, and Vavuniya. The Project is designed to minimize land acquisition
and resettlement impacts. It will (i) utilize existing lands for rehabilitation of existing water supply
facilities; (ii) utilize vacant Government land to the extent possible for new facilities; and
(i) where Government land is unavailable due to constraints (proximity and elevation
requirements) in locating facilities, select land that does not cause dislocation. Investments in
Puttalam and Mannar will not require permanent land acquisition.*

2. Acquisition of private and grant lands are required in Chilaw for septage and water
treatment, and in Vavuniya for water supply source augmentation. Land acquisition in Chilaw
involves two parcels (3 acres each) of private land. Neither have any structures nor land
acquisition that will cause dislocation. One parcel is vacant with no productive assets. The other
parcel has 100 old coconut trees. Each parcel has a single owner, and the two affected
households have a total of nine affected persons. All affected persons are titled, have income
sources that are not dependent on the land to be acquired, and none are vulnerable. Land
acquisition in Vavuniya involves 96 acres of paddy fields and will affect an estimated 39
farmers. Based on the socioeconomic survey of 23 households, the average family size is four
and the estimated number of affected persons is 156. The land is used exclusively for cultivation
and does not have any structures. The survey identifies 15 vulnerable respondents: 6 are
female household heads and 9 are elderly. Resettlement plans were prepared for the four
project towns (Supplementary Appendix N). The scope of identified land acquisition and
resettlement is based on the preliminary design and will be updated during detailed design. A
guide for updating the resettlement plans has been prepared. Resettlement impacts will be
minimized through careful siting and alignment during design and project implementation.

B. Objectives, Policy Framework, and Entitlements

3. This summary provides highlights of the prepared resettlement plans. The plans outline
the involuntary resettlement objectives and strategy for affected persons. The resettlement
plans are based on national laws and policies: Land Acquisition Act (1950, revised in 1979) and
the National Involuntary Resettlement Policy (2001); and Policy on Involuntary Resettlement
(1995) of the Asian Development Bank (ADB). Core involuntary resettlement principles for the
Project include the following: (i) Acquisition of land and other assets, and resettlement of people
will be minimized as much as possible by identifying possible alternative project designs and
appropriate social, economic, operating, and engineering solutions that have the least impact on
populations in the project area. (ii) All project-affected people identified in the project impacted
areas before the cut-off-date will be entitled to compensation for their lost assets, incomes, and
businesses at full replacement cost; and provided with rehabilitation measures sufficient to

! Transect walks record impacts on access which will be addressed through construction management to ensure

access to affected persons (measures are identified in the initial environmental examination). While the transect
walks showed that ensuring access will also ensure no livelihood losses, a budget was estimated should the
Project result in temporary livelihood losses during rehabilitation and laying of pipe networks, and drainage works.
These will be confirmed during detailed design. A compensation plan was developed for temporary livelihood
impacts of tank works in Puttalam, expected to affect the livelihood for one paddy season of 118 farmers and 49
farm workers. The compensation plan forms part of the resettlement plan for Puttalam.
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assist in improving or at least maintaining their preproject living standards, income-earning
capacity, and production. (iii) All affected people will be equally eligible for compensation and
rehabilitation assistance, irrespective of tenure status, social or economic standing, and any
such factors that may discriminate against achieving previously outlined objectives. (iv) The
rehabilitation measures to be provided are (a) cash compensation at replacement cost without
deduction for depreciation or salvageable materials for houses and other structures; (b) full title
to replacement agricultural land-for-land of equal productive capacity acceptable to the affected
person as a priority, or cash in lieu of land at replacement value; (c) full title to replacement
residential and commercial land of equal size acceptable to the affected person, or cash in lieu
of land at replacement value; (d) cash compensation for crops and trees at current market
value; and (e) livelihood loss and/or restoration measures, and assistance to restore preproject
conditions. (v) The compensation and resettlement activities will be satisfactorily completed, and
rehabilitation measures in place before the Government and ADB will approve the award of civil
works contracts. (vi) The National Water Supply and Drainage Board (NWSDB, the Executing
Agency, will make certain that institutional arrangements are in place to ensure effective and
timely: design, planning, consultation and disclosure, and implementation of land acquisition;
compensation, resettlement, and rehabilitation; and monitoring and evaluation. (vii) Adequate
budgetary support will be fully committed and made available to cover the costs of land
acquisition, and resettlement and rehabilitation within the agreed implementation period.
(viii) Special measures will be incorporated in the resettlement plans prepared and updated
under the Project, and complementary mitigation and enhancement activities to protect and help
improve the livelihoods of socially and economically vulnerable groups. (ix) Effective
mechanisms for hearing and resolving grievances during implementation of the resettlement
plan will be in place. The entitlement matrix for the Project is given in Table A12.1.

C. Consultation and Grievance Redress Participation

4, Consultations were held with stakeholders at various stages during project preparation
to discuss the Project, its impacts, resettlement issues, and potential mitigation; and to involve
the community in developing the resettlement plans. A workshop (71 participants) was
conducted during October 2007 in Anuradhapura to present and discuss resettlement and
various other issues. The main institutional stakeholders, civil society, nongovernment
organizations (NGOs) and other local organizations were present. Semistructured face-to-face
interviews were conducted with a randomly selected sample of 200 people, at sites of proposed
network improvements throughout towns in Puttalam, Vavuniya, and Mannar. Views expressed
were incorporated into the resettlement plans. Public meetings with farmers were held in
Puttalam and Vavuniya to discuss, in detail, the Project and its potential environmental and
resettlement impacts and benefits. Further consultations and disclosure was undertaken in May
2008, when resettlement planning documents were presented and summaries in local language
were provided. A framework for consultation and disclosure is described in the resettlement
plans for continuing the process during implementation. The resettlement plans and other
relevant documents will be made available at public locations in the towns, and disclosed to a
wider audience via the ADB website.

5. Grievances of affected persons will first be brought to the attention of the implementing
NGO or resettlement specialist. Grievances not redressed by them will be brought to the
grievance redress committee (GRC) established for each town. The GRC is chaired by the
divisional secretary with representatives from the municipal council, relevant local government
agencies, regional office, community-based organizations, and NGOs. The GRC will meet every
month. It will determine the merit of each grievance, and resolve grievances within 1 month of
receiving the complaint. The GRC will provide attested copies of the decision to the affected
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person and the regional office for the records. Affected persons who are not satisfied with the
GRC decision can resubmit their case. The GRC will resolve the appeal within 1 month of being
informed of the appeal in a GRC meeting. Affected persons can refer further grievances to the
appropriate courts of law. The regional office will keep records of all grievances received
including contact details of complainant, date that the complaint was received, nature of
grievance, agreed corrective actions and the date these were effected, and final outcome.

D. Compensation, Relocation, and Income Restoration

6. Loss of land, structure, assets, trees, and crops will be at replacement cost. The land
acquisition and resettlement committee will determine land prices and forgone incomes; and the
regional offices will determine rental values, and the value of trees and crops based on a survey
of market prices and consultation with agriculture and/or horticulture experts. The regional office
will undertake consultations with affected persons on replacement costs. Vulnerable households
will be provided additional assistance in the form of land-for-land replacement options,
prioritization in project employment, and transitional allowances.

E. Institutional Framework

7. NWSDB, under the Ministry of Water Supply and Drainage, will be the Project’s
Executing Agency. A project coordination cell (PCC) will be established within NWSDB head
office; the PCC will have a monitoring, coordination, and supervisory role. The bulk of the
activities will be implemented by existing NWSDB regional offices, which will be duly
strengthened. Vavuniya regional office will be responsible for water supply and sanitation
development works in Vavuniya and Mannar. Puttalam regional office will be responsible for
water supply and sanitation development works in Puttalam and Chilaw. Experienced project
managers will be appointed to head project implementation units within the regional offices. A
core team of NWSDB employees will assist the project managers, and will include specialists in
water supply, sewerage and sanitation, procurement, environment, finance and accounting, and
social and community development. They will be supported by a project design, supervision,
and management consulting team. A national project implementation coordination committee
will be established to oversee the Project. Provincial project coordination committees will be
established in North and Northwestern provinces to provide provincial coordination and oversee
progress in urban sanitation, tank rehabilitation, and water resource management activities.

8. The PCC will ensure consistency across all project components and coordinate
resettlement issues. Domestic resettlement specialists, as part of the design, supervision, and
management consulting team, will be appointed to each regional office. The resettlement
specialist will update and implement resettlement plans, and work in the regional office
throughout the detailed design stage and intermittently thereafter. An implementing NGO with
resettlement experience will be appointed and will provide two staff in each regional office to
implement the resettlement plans, liaise with affected persons regarding their entitlements,
assist in identifying vulnerable households, and disburse compensation payments to affected
persons. Details on agencies responsible for resettlement plan activities are in Table A12.2.

F. Resettlement Budget, Financing, and Implementation Schedule

9. The detailed budget estimates are in the resettlement plans, which NWSDB will include
in the project cost estimate. The budget will include (i) detailed costs of land acquisition and
resettlement assistance, (ii) source of funding, (iii) arrangements for approval, and (iv) the flow
of funds and contingency arrangements. NWSDB will provide all land acquisition funds. Overall
costs are estimated at SLRs84.31 million. All land acquisition and resettlement assistance will
be an integral component of project costs. The implementation schedule is in Table A12.3.



Table A12.1: Entitlement Matrix

P(;gg of Application E,rétr';lgr? Compensation Policy Implclesrgﬁré;atlon Responsible Agency
Loss of Agricultural Legal Compensation at reﬁplacement value or land-for- If land-for-land is The LARC will determine
private land land or titteholders land where feasible offered, the title are in | replacement value. The regional
vacant plot Fees, taxes, and other charges related to the name of original office will ensure provision of notice
replacement land (applicable to all parcels of landowner.® and verify the extent of impacts
replacement land, which totals the equivalent Fees, taxes, and through a survey of 100% of
area of land acquired, if parcels of other charges will be affected persons, determine
noncontiguous land are bought due to the limited to those for assistance, and identify vulnerable
unavailability of one contiguous parcel) land purchased within | households.
Transitional allowance® based on 3 months 1 year of
minimum wage rates compensation
Shifting assistance® for households payment and for land
Notice to harvest standing seasonal crops; if of equivalent size.
notice cannot be given, compensation for share Vulnerable
of crops will be provided households will be
Additional cg)mpensation for vulnerable identified during the
households™ (item 4) census.
Loss of grant | Agricultural Grant Provision of alternative land to farm (refer to note | Vulnerable Government ensures provision of
land land holders households will be alternative land to farm. NGO will
Shifting assistance for households identified during the identify vulnerable households.
Notice to harvest standing seasonal crops; if census. LARC will determine replacement
notice cannot be given, compensation for share value. Regional office will ensure
of crops will be provided provision of notice, verify extent of
Additional compensation for vulnerable impacts through a survey of 100%
households of affected persons, determine
assistance, and identify vulnerable
households.
Loss of trees | Standing Legal Notice to harvest standing seasonal crops Harvesting prior to Regional office will ensure
and crops trees and titteholder, If notice cannot be provided, compensation for acquisition will be provision of notice; undertake
crops leaseholder, | standing crop (or share of crop for accommodated to the | valuation of standing crops,
grant holder, | sharecroppers) at market value extent possible. perennial crops, and trees; and
nontitled Compensation for trees based on timber value at | Work schedules will finalize compensation rates in
affected market price, and compensation for perennial avoid harvest season. | consultation with affected persons.
person crops and fruit trees at annual net product Market value of trees
market value multiplied by remaining productive and crops has to be
years; to be determined in consultation with the determined.
Forest Department for timber trees and the
Horticulture Department for other trees and crops
Impacts on All impacts Vulnerable Land. Further to item 1, in case of total loss of Vulnerable Regional office will verify the extent
vulnerable affected land, and a total dependency on agriculture, households will be of impacts through a surveys of
affected persons land-for-land compensation if signified by the identified during the 100$ of affected households to
persons affected person census. determine assistance, and verify
Land. Further to item 2, priority in project If land-for-land is and identify vulnerable households.
construction employment offered, titles will be
Livelihood. Further to item 7, priority in project in the name of
construction employment or additional original occupants
transitional allowance for period of disruption (note f).
Temporary Land Legal Provision of rent for period of occupation for legal | Assessment of LARC will determine rental value
loss of land temporarily titteholders, titleholders impacts if any on and duration of construction survey
required for nontitled Compensation for assets lost at replacement structures, assets, and consultation with affected
subproject affected value, and trees and crop loss in accordance crops, and trees due | persons. The regional office will

2T Xipuaddy



-II_-)c/)rs)g of Application Egtr'g;? Compensation Policy Implfgﬁggatlon Responsible Agency
construction | persons with item 3 to temporary take a photograph before
Restoration of land to previous or better quality occupation subproject implementation.

Site restoration NWSDB will ensure compensation
is paid prior to the contractor taking
over the site. The contractor will be
responsible for site restoration.

Temporary Businesses Legal 30 days advance notice regarding construction Identification of The regional office will determine
disruption of | temporarily titteholders, activities, including duration and type of alternative temporary | income lost.
livelihood affected by nontitled disruption sites to continue Contractors will perform actions to
subproject affected Contractor’s actions to ensure no income and/or economic activity minimize income and access loss.
construction | persons access loss consistent with the IEE'
Assistance to mobile vendors and hawkers to
temporarily shift for continued economic activity®
For construction activities involving unavoidable
livelihood disruption, compensation for lost
income or a transitional allowance for the period
of disruption whichever is greater
Temporary Agricultural Farmers and | 6 months advance notice regarding construction Assessment of The compensation plan identifies
disruption of | fields wage activities, including duration and type of impacts during lost responsibilities.
livelihood temporarily laborers disruption cropping season
affected by Compensation in accordance with attached
subproject compensation plan (section Il of the resettlement
construction plan for Puttalam)
Loss and Common Communitie | Replacement or restoration of the affected NWSDB and contractor
temporary resources s community facilities, including public water
impact on standposts, public utility posts, temples, shrines
common
resources
Any other - - Unanticipated involuntary impacts will be The regional office determines
loss not documented and mitigated based on the nature and extent of such loss.
identified principles in this document. NWSDB finalizes entitlements in

line with this document.

IEE = initial environmental examination, LARC = land acquisition and resettlement committee, NGO = nongovernment organization, NWSDB = National Water

g

Supply and Drainage Board.
Including option for compensation for nonviable residual portions.
To be provided for affected persons whose livelihood is affected by the Project. Calculation of the transitional allowance is based on minimum wage rates for
semiskilled labor in the respective towns and cities for 3 months (estimated at SLRs81/day). This allowance is intended for utilization until an alternative means of
livelihood is found.

To be provided to affected persons relocating to a new affected person-determined site. This will be equivalent to 1 day hire charges for a truck, including shifting
within a radius of 50 kilometers (estimated as SLRs2,000).
Vulnerable households comprise households whose heads are women, disabled people, Vedda, and people living below the poverty line.
Joint titles in the name of husband and wife will be offered in the case of married affected persons.
This includes leaving spaces for access between mounds of soil, providing walkways and metal sheets to maintain access across trenches for people and vehicles
where required, increasing workforces to finish work in areas with impacts on access, timing works to reduce disruption during business hours, phasing
construction schedules, and working one segment at a time and one side of the road at a time.
For example, assistance to shift to the other side of the road where there is no construction.

Source: NWSDB estimates.

2T Xipuaddy
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G. Monitoring and Evaluation

10. Resettlement plan implementation will be closely monitored to provide the PCC with an
effective basis for assessing resettlement progress and identifying potential difficulties and
problems. The regional office will undertake internal monitoring, assisted by the resettlement
specialist. Monitoring indicators are in the resettlement plans. An independent external monitor will
be engaged with evaluation provided directly to the PCC and ADB.

Table A12.2: Institutional Roles and Responsibilities

Activity Responsible Agency
Institutional Strengthening
Consultancy support to regional offices NWSDB, PCC
Training and support NWSDB, PCC
INGO support to regional offices NWSDB, PCC
Updating Resettlement Plans during Detailed Design
Conducting census INGO, resettlement specialist
Calculating average values for entitlements LARC, INGO, resettlement specialist
Finalizing entitlement packages resettlement specialist
Updating resettlement plan document resettlement specialist
Public consultation on resettlement plans and entitlements INGO, resettlement specialist
Incorporation of comments and finalizing resettlement plans Resettlement specialist
Approval of resettlement plan ADB
Public disclosure of resettlement plans PCC, resettlement specialist, INGO
Resettlement plan Implementation
Internal and external monitoring Resettlement specialist, external monitor
Conducting workshops, meetings, and consultations INGO, resettlement specialist
Allocation of resettlement plan budgets NWSDB, PCC
Grievance redressal GRC, INGO
Preparation of lists of entitled persons and entitlements Regional office, resettlement specialist
Release of funds NWSDB, PCC

ADB = Asian Development Bank, GRC = grievance redress committee, INGO = implementing nongovernment
organization, LARC = land acquisition and resettlement committee, NWSDB = National Water Supply and Drainage
Board, PCC = project coordinating cell, resettlement plan = resettlement plan.

Source: NWSDB assessments.

Table A12.3: Implementation Schedule

Months?®

Activity
4|15|6|7|8|9]| 10 11 12 | 13-18

Complete survey to finalize identification of
affected persons

Finalize resettlement plan implementation plan

X [ X| X |N
X [ X| X |w
X
X

Continue information sharing, consultations, and
disclosure

X
X
X
X
X
X
X
X
X

Conduct meetings with affected persons to agree
on entitlements

X

x

Conduct detailed measurement surveys X

Identify vulnerable affected persons

Finalize plan for land acquisition X | X

XX [X[X] X
x

Issue notice to affected persons

Hold GRC meetings XX | X|X]|X X

Provide resettlement compensation and
assistance

Take over acquired land

X|X| X [ X

Monitor (throughout project period) XX | X | X|X|X|X|X]|X X

a Expected commencement is February 2009.
Source: NWSDB estimates.
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SUMMARY INITIAL ENVIRONMENTAL EXAMINATION (SHORT)

1. The Dry Zone Urban Water and Sanitation Project will facilitate sustainable development
in disadvantaged districts in Sri Lanka, by investing in priority water supply and sanitation
infrastructure in urban areas in Chilaw, Mannar, , Puttalam, and Vavuniya.

2. The Project will be implemented over 5 years beginning in early 2009, supported by the
Asian Development Bank (ADB) through a project loan and grant. The National Water Supply
and Drainage Board (NWSDB), under the Ministry of Water Supply and Drainage, is the
Executing Agency. ADB classifies the Project as environmental assessment category B, as the
Vavuniya water supply subproject includes one environmentally sensitive component (a 4 meter
high dam and 215 hectare storage reservoir). The impacts of providing infrastructure were
assessed by four initial environmental examination (IEE) reports (one for each location). An
environmental management plan for the storage reservoir in Vavuniya and four detailed
environmental monitoring plans for the other less sensitive subcomponents in Vavuniya and
subprojects in the other three towns were prepared. Studies were conducted according to ADB’s
Environment Policy (2002) and Environmental Assessment Guidelines (2003). NWSDB will
submit project information to the Central Environmental Authority (for Vavuniya and Mannar),
and the North Western Provincial Environmental Authority (Puttalam and Chilaw), to initiate
obtaining the necessary environmental clearances required by Government of Sri Lanka
legislation.

A. Description of the Project

3. The proposed infrastructure varies in composition as each area has different needs, but
improvements in a particular sector generally contain the same basic elements:

0] Urban water supply: (a) source augmentation: increased abstraction of surface
water or groundwater; (b) more efficient transfer: transmission main, pumping
stations; (c) improved treatment: new or refurbished water treatment plant or
increased chlorination; (d) increased storage: ground storage tanks, overhead
reservoirs; and (e) improved or extended distribution: distribution main and
network.

(i) Urban sanitation: (a) new pit latrines with septic tanks and soakage pits or only
soakage pits in plots with space constraints; (b) improved emptying of septic
tanks: new vacuum tanker vehicles; and (c) septage treatment: facility to dry
sludge and treat liquid effluent.

4, Table A13.1 shows the location, size, and dimensions of all elements of the proposed
infrastructure, and Table A13.2 summarizes the likely approach to construction of each element
and operation of each scheme. All infrastructure will be designed during a 6-month detailed
design stage in 2008, and built during a 4-year construction period (2009-2012).

Table A13.1: Details and Dimensions of the Proposed Infrastructure

Urban Subprojects Mannar Vavuniya Puttalam Chilaw
Rehabilitate tubewells (hnumber) 4 4
New tubewells (number; depth) 4;20m 6;20m 7,20 m
New earth bund (length; crest height) 1.5km;4m
Reservoir (capacity; area at FSL) 3.7 million m?;

215 ha
Intake well (diameter; depth) 5m;5m; RCC |6m;6m; RCC
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Urban Subprojects Mannar Vavuniya Puttalam Chilaw
Rehabilitate weir across river Replace sluice
gates
Irrigation tanks: remove silt and 2 tanks; 1 canal
plants
New intake canals (height, width, 5m;5m; 2.4m; 10 m;
length) 1.5 km earth 40 m; RCC
5m;5m;
1.9 km earth
New weir in river (length; crest 50 m; 1.5 m;
height) RCC
Raw water pump house (number of 3 6
pumps)
Raw water transmission main 32.9 km; 1.6 km; 400 mm |300 m; 500 mm 4.4 km;
50-450 mm 400 mm
Refurbish water treatment plant v v
Tank to mix treated and Existing OR Existing tank Existing
groundwater 2,000 m®
tank
New WTP (area) 0.8 ha; RCC 2 ha: RCCtanks |1.2 ha;
tanks RCC tanks
Treated water pump house (number 4
of pumps)
Chlorine injection units (number) 3
Treated water transmission main 10 km; 160-355 15.5km; 350— 33 km; 400 mm 22.5 km;
mm 450 mm 300-400 mm
Treated water ground storage tank |1 tank; 500 m® 1 tank; 2,500 m® |2 tanks; 2,000 m> |1 tank;
500 m*®
Pump station (number; number of 4 stations; 2
pumps) pumps
Overhead reservoir (number; 1; 900 m°® 3;1000, 1500, |1; 1500 m® 2; 750 m°,
capacity) 300 m® 900 m°
Distribution main (length; diameter) [15.4 km; 110-280 |41 km; 110-400 |28.5 km; 200400 |29 km; 160—
mm mm mm 400 mm
Distribution pipes (length; diameter) |75 km; 63—-160 95 km; 90-160 |64 km; 90-300 108 km; 90—
mm mm mm 225 mm
Household latrines (number) 500 500 500 500
Vacuum tanker vehicle (humber; 1; 3,000 liters 2; 3,000 liters 2; 3,000 liters 1; 3,000 liters
capacity)
Septage treatment (area; number of [0.75 ha; 1 ha 1 ha 0.75 ha
ponds: thickening; sludge drying; 2T; 6D; 2ET; 1RB |3T; 12D; 3ET; 3T; 10D; 2ET; 1RB |3T; 8D; 2ET;
effluent treatment; reed-bed) 1RB 1RB

D = drying beds, ET = effluent treatment, FSL = full supply level, ha = hectare,

plant.

km = kilometer, m = meter, mm =
millimeter, OR = overhead reservoir, RB =reed beds, RCC = reinforced concrete , T = thickening , WTP = water treatment

Sources: Initial Environmental Examination for the towns of Chilaw, Mannar, Puttalam and Vavuniya.

B. Description of the Environment

Table A13.2: Main Environmental Features of the Four Study Towns

Parameter

Details

Location

Chilaw, Puttalam, and Mannar are towns on the west coast of Sri Lanka; 70, 130, and 220

km, respectively, north of the national capital Colombo; Vavuniya is 50 km east of Mannar.
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Parameter

Details

Topography,
Soil, Geology

Climate

Air Quality

Surface Water

Groundwater

Ecology

Land Use

Industry and
Agriculture

Infrastructure

Transportation

Demography

The coastal towns and villages (Chilaw, Puttalam, and Mannar) are flat with sandy soils
and are in a narrow Miocene to Quaternary belt of ferruginized gravels and alluvium over
Miocene bedrock. Vavuniya is in the Precambrian Vanni complex of granitic gneiss and
biotite that runs diagonally across the country. Soils here are mainly the more fertile
reddish brown earth and the topography is gently undulating.

Chilaw is in the intermediate rainfall zone with an average of 1,500-2,000 mm of rain per
year. The other towns and villages are in the low rainfall zone and receive 500-1,500 mm
per year only. About 40%-50% of the rain falls in October—November and 20%-30%
during April-May. Temperatures reach daily averages of around 30°C in May—August and
fall to around 25°C in December—January, dropping by around 5-10°C at night. Humidity
is high, often >80%.

Few data are available, but air quality is likely to be good because of the lack of heavy
industry and dispersion by coastal winds. Particulate matter will increase during the dry
season and soot may increase when vegetation is burned.

Chilaw and Puttalam are in the drainage basins of the Dedru Oya and Kala Oya (rivers),
which drain to the west coast; and Vavuniya is in the basin of the Malwatha Oya. Most
areas have many tanks (large reservoirs built by constructing earth bunds across rivers or
in low-lying areas), from where water flows into irrigation channels. Giant’'s Tank near
Mannar is the second largest in the country.

Groundwater is contained in alluvial deposits and ferruginous gravels in Chilaw and
Puttalam, and is exploited by private and public wells and by NWSDB to supply water to
the towns. A large aquifer in Miocene limestone near Mannar is also exploited, and
perched surface aquifers on the island. No data is available on the extent or yield of the
aquifers or the quality of the water. Vavuniya has no major aquifers but some groundwater
is present.

Vegetation has been removed from the inhabited areas and their surroundings to provide
land for development and agriculture. Vegetation now consists of crops and fruit trees;
animals are those able to live close to man. Irrigation tanks support aquatic plants and
animals, and Chilaw and Puttalam lagoons are wetland habitats. Some riverine forest is
along rivers, but the only protected area is Wilpattu National Park nexr to the Kala Oya.
Most land in the urban areas is developed for housing, shops, small industry, and
government offices; outside the land is mainly used for agriculture. In rural areas land is
mainly used for housing and agriculture.

The only large industries are Holcim Cement and coastal salt pans at Puttalam, where a
100 megawatt coal power plant is being built. Most other industry is small, including light
engineering, garment manufacture, and brickworks. Farming is mainly paddy rice (irrigated
and rain-fed) plus maize, vegetables, livestock. There are also coastal fisheries.

All target towns have a piped water supply based on groundwater, but water is only
available for a few hours a day because of inefficient tuber wells and leaking networks.
With no sewerage, people rely on septic tanks or pit latrines, and many households have
no toilet. Open concrete drains run beside roads in towns, but most are blocked with silt
and garbage. Solid waste is collected and dumped on land outside the towns as there are
no landfills. Most people in towns and some in villages have electricity from the national
grid.

All towns are at junctions of main highways and have good road connections to
neighboring towns and districts. Roads in the center of towns are generally congested.
Public buses and motorcycles are the main transport. Chilaw, Puttalam, and Vavuniya are
on the railway from Colombo, but at Mannar the track was destroyed some years ago by
the LTTE (Liberation Tigers of Tamil Eelam). Villages are reached by unpaved roads from
the nearest highway.

With the exception of Chilaw, the towns are affected in varying degrees by the conflict
between Government and the LTTE who wish to establish an autonomous Tamil state in
the north. People (particularly Muslims) have moved from Mannar and other towns in the
LTTE controlled area to safer areas in the south where many live in camps for internally
displaced persons. The main religious and ethnic groups are Christian in Chilaw, Muslim
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Parameter

Details

in Puttalam, Tamil and Christian in Mannar, and Tamil and Hindu in Vavuniya.

Socioeconomic

Unemployment is >30% in all of the target towns and villages. Those employed are mainly
in agriculture and fishing, business and trading, government, and the private sector. A high
proportion of families own their own houses, although the condition of buildings is
generally poor and many houses are empty in Mannar. Significant numbers of families
receive government assistance from the Samurdhi poverty reduction program.

Health and Health and education facilities are more numerous and better equipped in towns than rural

Education areas, but Mannar is less well provided for than the other target towns. Each town has a
base hospital and public and private clinics, but only the larger villages have clinics. The
towns (except Mannar) have reasonably good preschools and primary and junior schools,
but fewer schools and colleges offering general certificate in education and higher level
teaching. Pupil teacher ratios are good, at 25—-30:1.

History, Nongovernment and community-based organizations operate in all towns and some

Culture, and villages, dealing particularly with displacement and other social issues. Most villages have

Tourism death donation societies (which help bereaved families), farmers’ associations, women’s

groups. Culturally important buildings in towns and villages are mainly associated with the
religions: temples, churches, and mosques; tourism is not significant and none of the

requisite infrastructure (hotels, resorts) is in place.

km = kilometer, mm = millimeter, NWSDB = National Water Supply and Drainage Board.
Sources: Project preparatory studies.

C. Forecasting Environmental Impacts and Mitigation Measures

5. Most of the minor negative impacts associated with the Project will be typical to those
found in any construction project and could be mitigated by adopting good construction and
operating practices. This section summarizes project-specific impacts, the generic impacts are
discussed in detail in the four IEEs and the combined summary.

6. Main concerns related to the siting of septage treatment facilities are impacts due to odor
and effluent discharge. Sites selected are away from communities, so nuisances from odor will
be minimized. In two of the towns the treated effluent is proposed to be discharged to either
coastal or lagoon waters. The users of such water may be concerned of (i) potential risks to
health and livelihood, and (ii) impacts to receiving waters due to discharge of partially treated
effluent resulting from system malfunctions. Although impacts are expected to be minimal, given
the saline nature of the waters not conducive to commonly found bacteria, mitigation measures
include (i) engaging users in the effluent discharge zone in consultations to explain the scheme;
(i) periodic monitoring of effluent and receiving water quality; and (iii) inclusion of emergency
procedures in the operation and maintenance manuals, if discharge standards are exceeded.
These will include (i) shutting off discharge and recycling the effluent, (ii) investigating reasons
for failure and adopting remedial actions, and (iii) resuming discharge only when standards are
met.

7. Although impacts related to design of water supply systems are expected to be minor,
some uncertainties are still present at the stage of feasibility and additional data regarding the
yield of the aquifer will be needed prior to finalizing detailed design. Therefore, at this stage, a
program of borehole monitoring will be conducted to determine the extent, yield, and rate of
recharge of the aquifer, groundwater quality, and quality of proposed surface water sources.
This data will be used to (i) determine the location and sustainable extraction rates of the
tubewells, (i) redesign by selecting alternative water sources if proposed abstraction rates
exceed sustainable vyield, (iii) assess if proposed treatment and mixing will produce water of
required quality, and (iv) redesign the treatment system if studies indicate more treatment is
required. Additional water quality data is being collected for some proposed sources. In those
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schemes where treated surface water will be mixed with the groundwater, final quality of the
water delivered to the end user will need to be tested to ensure that it meets drinking water
standards.

8. The subproject warranting more attention is the construction of a 4 meter high, 1.5 km
long earth bund across the Per Aru in Vavuniya to impound 3.7 million m* of water in an area of
215 hectares to provide a year-round supply. A fraction of the area is already used to store
water. The Per Aru is a perennial relatively small stream and does not contain any important
aquatic habitats or fisheries. Therefore the subproject will not have any significant ecological
impacts. Presently, during monsoons, the Per Aru floods almost up to the proposed full supply
level of the reservoir. Most of the vegetation, which includes secondary scrub and close cropped
grass, will be removed from the drawdown area, to reduce generation of high concentrations of
nitrate, phosphate, and organic matter resulting from decomposing organic matter in the
impounded waters. Small areas of primary riverine forests and around 38 hectares of paddy
farming land will be inundated. Available information indicates that no water users are located
downstream. Several studies including (i) the extent and species of primary riverine forest, (ii)
detailed hydrogeological studies of flow rates in the river, (iii) verified ecological calculations of
minimum flow required to maintain existing riverine forest downstream and to support an
additional area equivalent to that lost upstream, and (iv) identification of suitable areas to be
planted downstream and preparation of planting and maintenance plan for the new habitat, are
proposed prior to initiating work on the reservoir. The new area of riverine forest will be planted
before the reservoir is filled. The construction of the reservoir will not result in relocating
communities, however, alternative land and/or compensation will be provided, for the loss of 38
hectares of paddy farms, in line with ADB’s Involuntary Resettlement Policy (1995). One of the
positive features of impounding surface water is that the aquifers in this area will recharge more
readily from water that percolates to the ground from the bed of the reservoir.

9. Other than these impacts, construction of infrastructure is not expected to have major
adverse impacts because
0] most network improvements will be on unused ground alongside roads and can
be built without causing major disruption to road users, houses, shops, and
businesses;
(i) most new facilities (overhead reservoir, PH, WTP, STF) will be located on

government-owned land that is not occupied or used for any other purpose;

(iii) most network construction will be conducted by small teams working on short
lengths at a time so most impacts will be localized and short in duration; and

(iv) the construction program will be relatively short for a project of this nature, and
should be completed in 3—4 years in the towns.

10. The schemes should operate without major negative impacts because

0] schemes are designed to use simple technologies with low maintenance and little
replacement of parts to enhance their long-term sustainability; and
(i) providing the responsible agency ensures that infrastructure is inspected regularly

and maintained as required, repairs should be small-scale and short in duration.

D. Institutional Requirements and Environmental Monitoring Plan

11. Detailed environmental monitoring plans for all activities in the four towns and an
environmental management plan for the construction of the reservoir are included in the
individual IEEs. Environmental plans will be implemented and coordinated by an environment
specialist attached to the project regional offices.
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E. Public Consultation and Information Disclosure

12. Primary stakeholders (residents, shopkeepers, and business people who live and work
near the construction sites; and owners and users of any land that is acquired for the Project)
and secondary stakeholders (NWSDB, other relevant government institutions, NGOs and
community-based organizations working in the affected communities; other community
representatives) were consulted in developing the IEEs through face-to-face discussions on-site
and large public meetings held in December 2007 and January 2008. Views and concerns were
incorporated into the IEEs and the planning and development of the Project. The IEES were
made available in the local language at public locations in the towns and the summary initial
environmental examination will be disclosed to a wider audience via the ADB website. NWSDB
will appoint a nationally recognized NGO to handle consultation during project implementation to
ensure full participation of stakeholders in subproject execution.

F. Findings and Recommendations

13. Environmental issues were considered throughout development of the Project and
necessary changes made to outline designs to reduce or avoid impacts. Mitigation measures for
other impacts are provided in detail in the individual IEEs. Once the schemes are built, most
should operate without major environmental impacts, providing the relevant agencies follow
operation and maintenance procedures prepared during the design stage. The Project will
provide the agencies with training, and budgets to enable them to fulfill these responsibilities.

14, Some uncertainties relate to the impact analysis of operating some of the water supply
schemes, and additional data will be collected to ensure sustainability and prevent any negative
impacts. A range of studies (para. 7) will be conducted during the detailed design stage to
ensure that abstraction is conducted only at sustainable amounts and that proposed treatment
methods will deliver water meeting required standards. If the studies show that water cannot be
abstracted sustainably by methods proposed, subprojects will be revised accommodating
alternative sources and/or treatment. Precautions are also needed at the septage treatment
facilities, to protect the health of workers and the users of water into which treated effluent is
discharged. Manuals and training will be provided for this purpose.

15. If water is abstracted sustainably and treated to the mandatory standards, then the
citizens of the towns and villages should benefit substantially as they will be provided with a
constant supply of good quality water and an improved sanitation service. Their quality of life
should therefore improve significantly. The Project will conduct a program to raise public
awareness of sanitation and hygiene issues so the health of the community should also improve.

G. Conclusions

16. The environmental impacts of the Project were assessed by the IEE studies summarized
in this document, conducted according to ADB policy and procedures. Many impacts will be
avoided by action during project development, and the IEEs describe further action that will be
taken during detailed design, construction, and operation.

17. Most impacts identified by this analysis should be reduced to acceptable levels by the
mitigation proposed. However final conclusions regarding the impacts of the schemes as a
whole cannot be determined because of uncertainties regarding the impacts of operating the
water supply components. This should be possible once the studies described in paragraphs 7
and 8 are completed. The environmental monitoring plans and the environmental management
plan will be updated during the detailed design stage.





