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In preparing any evaluation report, or by making any designation of or reference to a particular 
territory or geographic area in this document, IED does not intend to make any judgments as to 
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PROJECT BASIC DATA 
 

ADB = Asian Development Bank, ADF = Asian Development Fund, IED1 = Independent Evaluation Department 
(Division 1), OCR = ordinary capital resources, PCR = project completion report, SDR = special drawing right. 
 
 

I. PROJECT DESCRIPTION  

A.  Rationale  

1. Migration from Nepal’s rural regions during the 1990s resulted in rapid population growth 
in the urban centers along major highways. Existing water supply and sanitation (WSS) facilities 
could not meet the growing demand, and the quality of life and health conditions of residents in 
these small towns deteriorated. Women had to spend more than 2 hours a day fetching water 
during dry season. These communities had also emerged as important links between the rural 
areas and the country’s urban economy, serving as the rural population’s closest markets, 
district transport depots, and agricultural processing centers. The Small Towns Water Supply 
and Sanitation Sector Project approved by the Asian Development Bank (ADB) in 2000 aimed 
to develop these urban centers in the Kathmandu Valley and help them absorb rural migrants, 
reduce pressure on the urban environment and infrastructure, and generate jobs.1

 
 

 
 
 

                                                           

1  ADB. 2000. Report and Recommendation of the President to the Board of Directors: Proposed Loan to the 
Kingdom of Nepal for the Small Towns Water Supply and Sanitation Sector Project. Manila. 

Project Number: 31402 PCR Circulation Date: Sep 2010 
Loan Number: 1755 PCR Validation Date: Nov 2012 
Project Name: Small Towns Water Supply and Sanitation Sector Project 
Country: Nepal  Approved 

($ million) 
Actual 

($ million) 
Sector: Water supply and sanitation Total Project Costs: 53.90 51.00 
ADB Financing: 
($ million) 

ADF: 35.00 Loan: 
(SDR equivalent) 

35.00 
       (26.65) 

32.10 
      (21.30) 

OCR:   0.00 Borrower: 10.90 12.00 
  Beneficiaries:   8.00 6.90 
  Others:   0.00 0.00 
Cofinancier: None Total Cofinancing:   0.00 0.00 
Approval Date: 12 Sep 2000 Effectiveness Date: 18 Mar 2001 16 Mar 2001 
Signing Date: 18 Dec 2000 Closing Date: 31 Dec 2006 3 Dec 2009 
Project Officers:  

X. Ye 
K. Panday, Sr.  
L. Sharma  

Location: 
 

 
ADB headquarters 
Nepal Resident Mission 
Nepal Resident Mission  

Validator: J. A. League, Consultant 
A. Morales, Evaluation 
Officer, IED1 

Peer Reviewer: G. Rauniyar, Principal 
Evaluation Specialist, IED1 

Quality 
Reviewer: 

R. Sabirova, Evaluation 
Specialist, IED1 

Director: W. Kolkma, IED1 



2 

 

B. Expected Impact 

2. The project’s expected impact was enhanced human development and reduced poverty 
through improved and sustainable water supply and sanitation in small towns. This was to be 
achieved by improving health conditions, increasing the number of children attending the town’s 
schools, and increasing the productive time available to residents who previously would have 
had to travel to fetch clean water. The project framework in the report and recommendation of 
the President provided no quantitative indicators or targets, however.  

 
C. Objectives or Outcomes  

3. The project envisaged to improve water supply and sanitation conditions in 40–50 new 
small towns with average populations of about 12,000 each. In all, about 600,000 people, of 
which more than 34% lived below the official poverty line, were expected to benefit from the 
project. The project had four specific objectives: (i) improve the people’s health and quality of 
life by constructing water supply, drainage and sanitation facilities, and providing health and 
hygiene education in the project towns; (ii) support community participation by developing the 
institutional capacity of community-based water users and sanitation committees (WUSCs), and 
by requiring the beneficiaries to make contributions in cash or kind to cover partial project costs; 
and (iii) promote community-based water quality monitoring. The project’s impact was to be 
reflected in better health conditions, higher school attendance by children, and increased 
productive time, particularly of women, in the small towns. These were to be achieved through 
(i) improved water supply and sanitation; (ii) local ownership of the completed town projects, 
progress and improved quality of town project management, and higher tariff collection and 
sustainability; and (iii) improved technical, financial, and management capacity in WUSCs, 
water quality monitoring by WUSCs, and outsourcing operations and maintenance and 
encouraging small businesses in meter repair and resale. Nothing was explicitly set to report 
progress on achievement of outcomes and impact.  
  
D.  Components and Outputs 

4. The project had four components: (i) a public awareness campaign and health and 
hygiene education, (ii) water supply and sanitation facilities, (iii) technical support to WUSCs, 
and (iv) project implementation assistance. Under the first component, nongovernment 
organizations (NGOs) were to carry out the programs, focusing on (a) community hygiene 
awareness, (b) participation and project ownership, and (c) construction of in-premise sanitation 
facilities. The second component comprised the construction of water supply schemes and 
basic storm water drainage and sewerage with communal septic tanks and public latrines. In the 
third component, technical and financial training to WUSCs was envisaged along with 
establishing technical support centers in each of the five regional offices of the Department of 
Water Supply and Sewerage (DWSS) to provide post construction fee-based services to 
WUSCs. Likewise, the fourth component provided for (i) consulting services, (ii) vehicles and 
office equipment, and (iii) project incremental administrative expenses. While the project 
framework did not give quantitative indicators, these outputs were expected to result in 80% 
house connections and 20% community taps in the project town service areas; rainwater 
harvesting for selected groups or areas; meeting World Health Organization (WHO) drinking 
water standard; surface drainage and public sanitation facilities in core areas with high 
population density. In addition, transparency in subproject design, participation of local 
communities, improved health and hygiene awareness, and assistance in private latrines for 
low-income groups on cost-sharing basis were also envisaged. 
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E. Provision of Inputs  

5. The total project cost was estimated at the equivalent of $53.9 million, comprising $29.7 
million (55%) in foreign exchange and the equivalent of $24.2 million (45%) in local currency 
costs. The latter were to include duties and taxes of $4.3 million and $0.7 million in interest 
charges during construction. The borrower was to contribute $10.9 million and local 
governments and beneficiaries another $8.0 million toward the project cost. Of the total 
estimated costs, 69% were originally allocated to water supply civil works; 5% to sanitation and 
drainage civil works; 14% to consulting services and training; 3% to NGO activities; and the rest 
to equipment and vehicles, incremental administrative expenses, and interest during 
construction. ADB provided financing of $35 million or 65% of the total estimated cost. Nearly 
80% was allocated to the WSS infrastructure component, followed by 14% for the technical 
support, and 4% for the public awareness campaign and health and hygiene education. The 
project was prepared with the help of $600,000 in ADB project preparatory technical assistance 
funded by the Japan Special Fund.  
 
F.  Implementation Arrangements  

6. A project management office (PMO) was to be established under the DWSS. In turn, the 
DWSS was to set up a town project office (TPO) in each town with qualified staff; including a 
female social worker; who would coordinate the field activities of consultants, NGOs, the local 
government, and the WUSC. Each TPO was expected to supervise implementation of its town’s 
project, certify the delivery and quality of contractor outputs, and submit town progress reports 
to the PMO. Each TPO was to include two local WUSC representatives, at least one of whom 
was to be a woman. Where more than one WUSC was involved in a town project service area, 
an apex WUSC would be set up. Local governments were to provide the initial information 
required by a town applicant and ensure that WUSCs would be established in the town project 
service area. They were to cover 20% of construction costs of the public sanitation infrastructure 
in their towns, and the WUSCs were to contribute 20% of the construction costs of the water 
supply systems in the service areas.  
 
7. The WUSCs were to borrow 30% of the water supply construction cost from the town 
development fund (TDF) established under the project, which they would repay using tariffs to 
be collected from system users. The WUSCs were to own, operate, and maintain the water 
supply systems and be responsible for setting up and collecting water tariffs, and repaying the 
TDF. By design, the TDF was to be responsible for the financial sustainability of the town 
projects. It was expected to (i) examine the town project costs in connection with the debt 
servicing capabilities of the local governments and the WUSCs; (ii) recommend and monitor 
water tariffs in the project towns so that they would at the least cover operation and 
maintenance (O&M) and debt service payments; (iii) provide basic training in tariff planning, 
bookkeeping, and accounting to WUSCs; (iv) disburse and collect loans; (v) ensure that the 
funds were used for the intended town projects; and (vi) exercise other due diligence as 
required of a prudent financial institution. The TDF was also expected to participate in 
procurement activities related to town project implementation. 
 
8. A project coordination committee (PCC) was to be established to coordinate the 
activities of the DWSS, the TDF, the local governments, and the WUSCs. This committee was 
to be chaired by the secretary of the Ministry of Physical Planning and Works, and include as 
members—the director general of the DWSS, executive director of the TDF, and a senior official 
each from the Ministry of Finance, Ministry of Local Development, and the Ministry of Law, 
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Justice, and Parliamentary Affairs. The joint secretary of the Ministry of Physical Planning and 
Works was to be designated as the alternate chairperson in the absence of the secretary. 
The project also provided for PCC invitations to representatives of local governments and 
WUSCs from project towns to serve as ad hoc PCC member(s) where substantive issues were 
to be addressed. The PMO manager was to serve as a committee member and secretary. The 
PCC was to invite ADB staff, experts in project-related subjects, and NGO representatives as 
observers. It was expected to meet every quarter or upon the request of any member. Each 
town project was expected to be demand-driven and formulated through an interactive process 
involving significant community participation.  
 

II. EVALUATION OF PERFORMANCE AND RATINGS  

A. Relevance of Design and Formulation  

9. The project completion report (PCR) rated the project highly relevant. 2

 

 It found the 
project consistent with both government and ADB strategies for the country at the time of 
approval as well as with ADB’s country operational strategy for Nepal (1999–2002). A priority of 
ADB’s country strategy at the time was the improvement of basic social services and 
infrastructure. The PCR also underscored the project’s consistency with the government’s Ninth 
Five-Year Plan, 1997–2001 which emphasized mobilizing local resources for the supply of safe 
drinking water; making user groups and local authorities fully responsible for project formulation, 
implementation, and O&M; and ensuring equitable access to WSS services.  

10. Based on available evidence, the validation concluded that the project was relevant 
rather than highly relevant. The project was relevant at the time of design and remained so 
during implementation and at completion. Its design adopted lessons from four ADB rural WSS 
projects in Nepal as well as those reported in the 1999 Country Synthesis of Evaluation 
Findings in Nepal. Its demand-driven approach was innovative and was one reason that, due to 
the dire need for WSS solutions, stakeholder commitment to the project, including that of the 
local community-based organizations, remained intact even during a time of civil conflict. ADB’s 
intervention was also timely, since it addressed the severe pressure on WSS services that 
resulted from a population exodus from rural areas during the conflict period. However, this 
validation report agrees with the PCR that the project was overambitious and too complex 
(PCR, para. 9) and that its design underestimated the time required for community participation 
and mobilization. This shortcoming was reflected in the 23-month delay in project completion. 
The project could have been designed to cover fewer than 12 districts but in more towns per 
district. 
 
B.  Effectiveness in Achieving Project Outcomes 

11. The PCR rated the project effective. It cited the improvement of WSS services for about 
570,000 people, 95% of the original beneficiary target of 600,000. It stated that the piped water 
supply provided was effective in (i) increasing water supply per capita, (ii) achieving full 
coverage of the service areas, (iii) providing treated water that met the potable water standard in 
Nepal, and (iv) enabling considerable private water connections. The PCR, however, did not 
provide achievements by type of intervention—i.e., water supply only, sanitation only, or both. 

                                                           

2  ADB. 2010. Completion Report: Small Towns Water Supply and Sanitation Sector Project in Nepal. Manila. 
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Project coverage was limited to 29 small towns, considerably fewer than the 40 to 50 originally 
planned.  

 
12. The PCR noted that the communities demonstrated strong support by contributing 50% 
of the capital cost of water supply, continued commitment by WUSCs, and successful 
registration of water user associations (WUAs), which were followed by annual general 
assemblies in each project town. The WUAs also addressed O&M requirements to enable the 
project WSS services to continue. One-third of WUSC members were women and each town 
has implemented an operational plan for staffing, O&M, and tariff collection. However, although 
promotion of community-based water monitoring was one of the project’s objectives, the PCR 
did not explain how water quality was being monitored or whether the practice was continuing. 
Neither did it provide adequate information on the viability of the TDF. The PCR recognized that 
inclusion of the poor was not seriously addressed by the project due to a strong focus on cost 
recovery in the project’s early stage. While 90% of the envisaged number of households 
benefited from the project, it is not clear to what extent the poor actually benefited from the 
project, even though poverty reduction was an explicit part of the project’s intended sector goal 
or impact. For these reasons, the validation report rates the project less than effective. 
 
C. Efficiency of Resource Use in Achieving Outcomes and Outputs  

13. The PCR rated the project efficient in achieving its outcomes and outputs. This was 
based on financial and economic analyses that employed the same methodology as those at 
appraisal. The PCR’s economic analysis concluded that the economic benefits outweighed 
project economic costs. The validation confirmed this rating although the combined economic 
internal rate of return of the eight pilot town projects of 11.7% is slightly less than the opportunity 
cost of capital of 12%. While the data are not presented in the PCR, this report agrees with the 
PCR assertion that the return on investment would be higher if benefits from institutional 
development and community empowerment were included. Social capital developed by the 
project around the basic needs of water and sanitation is an achievement worth replicating in 
other similar projects.  
 
14. Several problems contributed to the 23-month delay in project completion (PCR, para. 
45). With foresight, some could have been avoided, including problems in preparing the detailed 
design, tendering and bid evaluation, and approval of contract awards, all of which would have 
been manageable through proactive measures. Others, such as problems related to the conflict 
situation, were beyond the project’s control. Overall, the validation found that the project worked 
closely with the communities to deliver WSS services to meet local needs and, given the 
operational constraints, this report concurs with the PCR rating of efficient, though on the 
margin, in achieving outcomes and outputs.  
 
D. Preliminary Assessment of Sustainability  

15. The PCR rated the project likely to be sustainable and asserted that water users had 
assumed ownership and had expressed willingness and a commitment to pay higher tariffs. The 
validation noted that the social capital developed by the project was a good indication of 
stakeholder commitment to project sustainability (PCR, para. 51). This report considers effective 
local institutions with wide stakeholder participation such as the WUAs to have been a positive 
development. While the project was resource-intensive, particularly for social preparation and 
community engagement, it was worth the investment. In addition, the tariff collection rate of 95% 
has been very high. The validation report concurs with the PCR rating of likely to be sustainable, 
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with the proviso that follow-up support is provided to strengthen the financial management of the 
WUAs and that post-construction assistance is given to the WUSCs to address technical 
problems in a timely matter and thereby ensure sustainability.  

 
E.  Impact  

16. The PCR reported several project impacts (PCR, paras. 48–49) based on a benefit 
monitoring and evaluation (BME) study conducted by the DWSS in 2008. It stated that the 
average amount of water per family used for drinking and cooking increased by 21% from 299 
liters before the project to 363 liters per day after completion. While this reported impact is 
plausible, the PCR did not report quantified benefits. The PCR lacks additional information 
about the achievement toward the intended impact of the project and corroborated this 
information through focus group discussions with stakeholders before reporting. The envisaged 
project impact was improved health condition, a higher rate of school attendance by children, 
and an increase in productive time, particularly for women but the PCR provided no conclusive 
evidence that this was achieved. In the absence of valid quantifiable data to indicate otherwise, 
this validation report considers that at completion project impact would have been moderate.  
 

III. OTHER PERFORMANCE ASSESSMENTS 

A. Performance of the Borrower and or Executing Agency  

17. The PCR rated the performance of the borrower and the executing agency satisfactory. 
It found that the DWSS performed effectively and played an important role in project 
coordination and monitoring. It noted that the project received the annual “best project 
management team award” from ADB’s Nepal Resident Mission for 4 consecutive years. 
Furthermore, the government had made the project part of its core program and had provided 
adequate budgetary support. The validation concurs with the PCR’s satisfactory rating. Due to 
the nature of its intervention and its implementation arrangements, the project gained a lot of 
support from the local population despite the conflict situation that prevailed during a 
considerable part of the execution period.  
 
B. Performance of the Asian Development Bank 

18. The PCR rated ADB’s performance satisfactory. It cited the fact that ADB provided all 
the staff and financial resources needed for project preparation and throughout implementation 
and fielded 15 missions; including a project inception mission, a midterm review mission, and 
the project completion review mission. The PCR noted that each mission provided a time-bound 
action plan that was readily verifiable and monitored. It also reported that ADB improved overall 
project performance by organizing monthly meetings with the project management team to 
monitor contract awards, disbursement, counterpart funding, and other project implementation 
issues. ADB’s satisfactory performance rating is validated.  
 
C. Others 

19. The PCR reported that most of the major loan covenants were complied with. One 
exception involved delays in establishing technical support units and submission of the 
executing agency’s completion report. It reported only partial compliance with a covenant 
requiring that World Health Organization drinking water quality standards or national standards 
be applied in designing water testing in project towns and that the DWSS provide water quality 
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testing services to the WUSCs free of charge. The PCR found that consultant recruitment was 
mostly satisfactory but it did not assess the safeguards, gender, governance, anticorruption, or 
fiduciary aspects of the project.  
 

IV.  OVERALL ASSESSMENT, LESSONS, AND RECOMMENDATIONS 

A. Overall Assessment and Ratings 

20. The PCR rated the project successful overall. It stated that the project design was 
aligned with government and ADB strategies and was implemented as conceived. This 
validation report concurs with the PCR rating for the project as successful, based on the 
validation criteria ratings of relevant, less than effective, efficient, and likely to be sustainable 
(see table). The project achieved most of the stated objectives and provided much needed WSS 
services to a majority of the intended beneficiaries identified during appraisal. Equally important 
is the project’s achievement in (i) fostering community empowerment and development, (ii) 
introducing the concepts of public health and hygiene, (iii) inculcating ownership, (iv) promoting 
participation in capital cost financing and cost recovery, (v) improving economic conditions, and 
(vi) enhancing overall community well-being and quality of life. The project also introduced the 
concept of borrowing to small towns and broadened their options for initiating development in 
their jurisdictions. It also contributed to capacity building and institutional development of local 
institutions involved in WSS service provision.  
 

Overall Ratings 
Criteria PCR IED Review Reason for Disagreement and/or Comments 
Relevance Highly 

relevant 
Relevant Overambitious scope and limited time for 

community participation and mobilization in the 
project design (para. 10). The project design 
lacks exceptional value-adding features to 
justify a highly relevant rating. 

Effectiveness in 
achieving outcomes 

Effective Less than 
effective 

Inadequate focus on the poor and lack of clarity 
in the viability of TDF (para. 12) 

Efficiency in achieving 
outcomes and outputs 

Efficient Efficient  

Preliminary 
assessment of 
sustainability 

Likely 
sustainable 

Likely 
sustainable 

 

Overall assessment Successful Successful  
Borrower and 
executing agency 

Satisfactory Satisfactory  

Performance of ADB Satisfactory Satisfactory  
Impact Not rated Moderate  The PCR lacked information about the 

achievement toward the intended impact of the 
project (para. 16). 

    
Quality of PCR  Satisfactory Refer to para. 24. 
ADB = Asian Development Bank, IED = Independent Evaluation Department, PCR = project completion report, TDF = 
town development fund. 
Note: From May 2012, IED views the PCR's rating terminology of "partly" or "less" as equivalent to "less than" and 
uses this terminology for its own rating categories to improve clarity. 
Source: ADB Independent Evaluation Department. 
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B. Lessons  

21. The PCR identified positive lessons that could guide subsequent projects, all of which 
the validation report agrees are important. This report identifies three additional lessons from 
the project. First, the design of similar projects needs to be less complex, geographically 
contiguous, and realistic in scope given the time frame and available resources. Secondly, 
projects that involve active community participation and strong stakeholder ownership require 
adequate social preparation time. Finally, a thorough institutional capacity assessment in all 
areas of project implementation is needed before capacity development support can be effective.  
 
C. Recommendations for Follow-Up  

22. The PCR made three substantive recommendations, which this validation report concurs 
with. These include future monitoring to sustain project benefits, follow-up to ensure that water 
and sanitation tariffs can sustain operations in small towns, and action to ensure compliance 
with critical loan covenants.  
 

V. OTHER CONSIDERATIONS AND FOLLOW-UP 

A. Monitoring and Evaluation Design, Implementation, and Utilization  

23. The PCR cited that a BME was undertaken twice during the project and yielded 
recommendations to improve project outputs, which the PMO implemented. The PCR used 
some of the data from the two BME studies to assess impact and project effectiveness. 
However, it did not report on whether the executing and implementing agencies were following 
the monitoring and evaluation system established under the project. 
 
B. Comments on Project Completion Report Quality 

24. The validation found the quality of the PCR to be satisfactory. It was well written and 
provided basic analysis. However, it lacked additional information about the achievement toward 
the intended impact of the project and corroborated this information through focus group 
discussions with stakeholders before reporting. It could have used more data from the BME 
reports, along with the relevant analysis. 
 
C. Data Sources for Validation 

25. This validation report is based on the report and recommendation of the President on the 
project, PCRs prepared by ADB and the government, and ADB project files and related 
documents and reports made available to the Independent Evaluation Department.  
 
D. Recommendation for Independent Evaluation Department Follow-up  

26. The PCR made no recommendation for Independent Evaluation Department follow-up 
action. However, this validation recommends a project performance evaluation report in 2013, 
with special focus on the viability of the TDF and the sustainability of institutional arrangements 
beyond project support. 
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