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I. PROJECT DESCRIPTION 
 

A. Rationale 
 
1. The Second Small Towns Water Supply and Sanitation Sector Project (STWSSSP-2)1 
was designed and implemented to address key issues related to rapid urbanization. Nepal’s 
population has been moving to urban settlements at an accelerating pace for several decades 

 
1  ADB. 2019. Project Completion Report: Second Small Towns Water Supply and Sanitation Sector Project in Nepal.  

Manila. 



 2 

and continues to do so. The population shift is attributed to the declining viability of subsistence 
agriculture combined with growth in nonagricultural employment opportunities and improved 
transportation and communications infrastructure. Political instability and conflict have also been 
important contributing factors driving rural families to urban centers. The proportion of the 
country’s population residing in urban areas rose from 17% in 2011 to 42% in 2015.2 Much of this 
growth was in small towns designated as settlements with populations between 5,000 and 40,000, 
a population density of at least 10 people per hectare, and permanent access to roads and other 
infrastructure. In 2015, the Government of Nepal recognized 176 settlements meeting these 
criteria.3 

2. The rapid growth of small towns has far outstripped the capacity of their water supply and 
sanitation (WSS) infrastructure and services. In 2000, the government established a 15-year 
Development Plan for Small Towns Water Supply, which was updated as a part of the technical 
assistance for preparing the STWSSSP-2. The original plan estimated that only 45% of the small 
town population had access to piped water supply, and sanitation coverage ranged between 36% 
and 81%.4 These access ratios were significantly below the 2006 United Nations Children’s 
Fund/World Health Organization Joint Monitoring Program national estimates for Nepal of 94% 
urban access to improved water supplies and 45% sanitation coverage. Water quality was also 
an issue, with few urban piped supplies consistently meeting national drinking water quality 
standards, and more than half of the tube wells in the Terai region fecally contaminated or with 
high arsenic levels.  

3. Asian Development Bank (ADB) initially supported the government’s efforts to address 
these issues through a first Small Towns Water Supply and Sanitation Sector Project (STWSSSP-
1) between 2001 and 2008. The STWSSSP-2 built on the experience and lessons from the first 
project and aimed to improve health, economic, and environmental conditions in small towns 
through (i) strengthening WSS sector institutions, (ii) developing safe, accessible, and adequate 
WSS facilities in 20 small towns, and (iii) strengthening capacity for project management and 
operations. 

4. The project was grant-financed through a sector lending modality based on the following 
criteria: (i) the government prepared a 15-year  Development Plan for Small Towns Water Supply 
and Sanitation (2000–2015) and endorsed an updated plan in 2009 that was acceptable to ADB; 
(ii) both the Ministry of Physical Planning and Works (MPPW) and the Department of Water 
Supply and Sewerage (DWSS) were assessed to have the institutional capacity to implement the 
15-year plan and had gained substantial experience and strengthened capacity through past 
ADB-financed WSS projects, including the first STWSSSP, and (iii) the government had prepared 
an Urban Water Supply and Sanitation Sector Policy acceptable to ADB and approved it in 2009. 
The project was designed to assist the government in implementing both the 15-year plan and 
the policy. The project was part of an ongoing series5 of programmatic project support for these 

 
2   The government figures were much higher, because of the recent classification of 293 urban municipalities in 2017 

– the Independent Evaluation Department (IED) visited some of these urban municipalities for the IED impact 
evaluation in 2018 and many were quite rural. For example, the World Bank indicated a different estimate for urban 
population in 2018 at 19.74%. IED. 2018. Impact of Cost-Shared Water Supply Services on Household Welfare in 
Small Towns: Ex-Post Impact Evaluation of a Project in Nepal. Manila 

3  ADB. 2017. Tapping the Unreached – Nepal Small Towns Water Supply and Sanitation Sector Projects: A 
Sustainable Model of Service Delivery. Manila.  

4   ADB. 2009. Report and Recommendation of the President to the Board of Directors: Proposed Asian Development 
Fund Grant to Nepal:  Second Small Towns Water Supply and Sanitation Sector Project. Manila. 

5  ADB has thus far supported four WSS projects for small towns, STWSSP-1, STWSSSP-2, and STWSSSP-3 and 
ongoing (as the fourth phase), the Urban Water Supply and Sanitation (Sector) Project. 
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government initiatives, with each project adopting lessons from preceding investments to refine 
and improve implementation and sustainability. 

B. Expected Impacts, Outcomes, and Outputs 
 
5. The project’s expected impact was improved health, economic, and environmental living 
conditions of people in small towns in Nepal. The intended outcome was improved, affordable 
and sustainable water supply and sanitation services that are governed and managed by locally 
accountable representative bodies. The project had three expected outputs: (i) efficient, effective, 
and accountable urban water supply and sanitation sector developed; (ii) safe, accessible, and 
adequate water supply and sanitation facilities developed in 20 towns; and (iii) governance and 
capacity strengthened for project operation and management. 
 
C. Provision of Inputs 
 
6. The STWSSSP-2 was approved on September 2009, the grant agreement was signed on 
November 2009 and made effective on January 2010. The planned grant closing date was end 
of March 2016. The actual closing date was end of December 2017, after an extension of  
21-months. The government requested two extensions due to the impacts of the 2015 earthquake 
and slow selection of consultants and contractors, which delayed implementation and completion 
of civil works. The first extension, which took place from March 2016 to June 2017, was to allow 
construction and completion of operations and maintenance (O&M) period for batch II towns and 
for additional activities6. The second extension, from July to December 2017, was requested to 
complete three rehabilitation contracts awarded in early 2017 to repair water systems damaged 
by the earthquake. 

7. The estimated project cost was $76.1 million, and the actual cost was $71.9 million.  
The Asian Development Fund grant was $45.1 million, and $31 million was to be financed by the 
government and beneficiaries. Beneficiary contributions covered 5.2% of project costs.  
Actual costs were 5.6% less than originally budgeted because $3 million for civil works and  
$0.7 million for consulting services were unused. In addition, $0.5 million was canceled at the 
request of the government to fund a new project.   

8. Project design and preparation was supported by a project preparatory technical 
assistance grant7. The project itself included 56 international and 2,117 national person-months 
of consulting services. Consultants were recruited following ADB guidelines on the use of 
consultants, using quality and cost-based selection. Consultant inputs based on person-months 
were fully used as planned at project completion, although actual costs were $0.7 million less 
than originally envisaged. 

9. The project was classified category B for environment, involuntary resettlement, and 
indigenous people and was approved by ADB based on an environmental assessment and 
review, as well as initial environmental examinations (IEEs), resettlement frameworks, and 
resettlement plans for three sample subprojects out of the proposed total of 20 for the project. 
During implementation, safeguard monitoring mechanisms were established in all 21 towns and 
23 subprojects actually covered by the project. It was also classified under the gender equity 

 
6  The additional activities were expanding the capacity of up to two or three projects by improving the sources and 

reinforcing the distribution networks, installing supervisory control and data acquisition systems in two towns, and 
strengthening the capacity of WUSCs in computerized accounting and billing.   

7   ADB. 2007. Technical Assistance to Nepal for Preparing the Improved Water Quality, Sanitation, and Service 
Delivery in Emerging Towns Sector Development Program. Manila. 
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theme, and a gender equality and social inclusion (GESI) action plan was prepared with the 
intention to mainstream gender equality and social inclusion in project planning, implementation, 
and monitoring and evaluation. The development monitoring framework (DMF) included four 
gender-related performance indicators and 16 specific activities. Under the GESI framework, the 
project included an output-based aid (OBA) component to provide targeted subsidies to help poor 
households acquire water house connections and sanitation facilities. 

D. Implementation Arrangements 

10. The project executing agency was MPPW at the beginning of the project. Implementation 
arrangements broadly followed those envisioned at the outset of the project. Government 
reorganization during project implementation led to the transfer of a portion of MPPW 
responsibilities to a newly established Ministry of Water Supply (MOWS), which then became the 
project executing agency. Within MOWS, a Sector Efficiency Improvement Unit (SEIU) was 
established with project support to lead the implementation of the project’s first component, aimed 
at institutional strengthening for urban WSS. The DWSS was the implementing agency for 
components 2 and 3, which were focused on improving WSS services in small towns. A project 
management office (PMO) was established in DWSS. For project oversight and interministerial 
coordination, a project coordination committee chaired by the Secretary of MOWS was 
established, with representation from six ministries. The implementing arrangements built on the 
arrangements already in place for the preceding project, and were appropriate for achieving the 
project objectives. 

11. The grant and project agreements included 73 conditions and covenants. Of these,  
60 were fully complied with, two were complied with delay, one was substantially complied with, 
six were partially complied with, three were found to be not applicable to the project, and one was 
not complied with. The covenants for establishing water quality laboratories, adherence to 
national procurement regulations, project review and reporting, and maintaining separate 
accounts were partially complied with. The covenant allowing retroactive financing was not 
applicable because no withdrawals were made prior to grant effectiveness. The covenant 
requiring the Town Development Fund (TDF) to submit a project completion report (as recipient 
of on-lend implementing agency) was not complied with. No covenant was modified or waived.  
Key risks identified at the outset of the project related to national political stability8, security in the 
Terai region, and cost recovery through tariffs. Government commitment to the project remained 
strong throughout the implementation, and security risks were effectively addressed by holding 
contract negotiations in Kathmandu. Cost recovery was dealt with through more concessional 
loan terms to water users and sanitation committees (WUSCs) through the TDF9 and introduction 
of OBA to subsidize connections for poor households.  

 
8 The Government of Nepal was transitioning to a new federal structure at the outset of the project, and grappling with 

complex peace negotiations and demands for regional autonomy.   
9 The TDF is a government-owned autonomous body, established under the Town Development Fund Act of 1997 that 

provides financial, technical, and institutional support to the institutions engaged in town development. Government 
loans to water users associations or municipalities are on-lent by TDF under a subproject financing agreement. TDF 
also supports water users associations in institutional and financial management, including the introduction of tariffs. 
TDF is involved in the project town selection, financial appraisal and annual monitoring of the performance.  
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II. EVALUATION OF PERFORMANCE AND RATINGS 
 
A. Relevance of Design and Formulation 

12. The project completion report (PCR) rated the project relevant. From design through 
completion, the project was consistent with the government’s policies and priorities for small town 
development and the WSS sector. The project aligned with the government’s interim plan for fiscal 
year 2008 to 2010, which inter alia aimed to increase access to drinking water and sanitation, as 
well as subsequent interim plans through the end of the project. It also conformed to Nepal’s 
National Urban Policy, which prioritized the needs of small towns, particularly for water supply 
and sanitation services. More specifically, the project supported the implementation of Nepal’s 
15-year Development Plan for Small Towns Water Supply and Sanitation. As a part of the project 
preparation technical assistance for STWSSSP-2, this plan was updated. The project also 
supported Nepal’s efforts to achieve the Millennium Development Goal 7C target of 95% urban 
access to safe water supply and 67% urban access to adequate sanitation. 

13. The project was consistent with ADB’s Water Policy, as well as with the Water Operational 
Plan and Urban Operational Plan during implementation. The project built on experience gained 
from the implementation of the preceding ADB-financed STWSSSP-1, and was consistent with 
the WSS sector priorities laid out in ADB’s three country partnership strategies covering the 
design and implementation of the project. 

14. The project approach to strengthen local bodies and WUSCs to plan and operate small 
towns WSS systems and foster community ownership through cash contributions and loan 
repayments amounting in total to 50% of capital costs was consistent with national policies and 
political pressure to enhance local autonomy, and was effective in generating a sense of 
beneficiary ownership and responsibility. 

15. The project employed a set of eleven criteria for prioritizing and selecting towns that had 
applied for inclusion in the second component of the project, drawing on experience and lessons 
from the preceding STWSSSP-1. Key changes included adding an OBA component to increase 
access and affordability for poor households, and supporting the award of single contracts for 
construction, equipment provision, and O&M for the first year. However, a few WUSCs were able 
to achieve full cost recovery (except for TDF loan interest payment during the grace period), and 
some struggled with the technical aspects of O&M. Greater attention could have been paid in 
project design to (i) strengthening WUSC capability to manage billing and financial administration, 
e.g. through computerized accounting and billing (which was included toward the end of the 
project), and also (ii) managing the more complex technical aspects of O&M through management 
contracts or other modalities to obtain technical services that the WUSCs lack. The project initially 
provided technical support through regional monitoring and supervision offices under DWSS, but 
the department was reorganized and those responsibilities are now handled by the more 
centralized Institutional Support and Service Advisory Unit,10 which has less outreach capacity 
than the regional offices did. 

16. The organization and management structure were appropriate for achieving the project’s 
objectives and consistent with the government’s institutional structure for the WSS sector. The 
project specifically aimed to strengthen these structures, and did so. There were no major 

 
10 Institutional Support and Service Advisory Unit was established by the government as a permanent unit in DWSS to 

provide technical and managerial backup to WUSCs and help them improve their operational efficiencies. 
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changes to the project design or scope during implementation11. This validation assesses the 
design and formulation of the project relevant. 

B. Effectiveness in Achieving Project Outcomes and Outputs 

17. The PCR rated the project less than effective in achieving expected outcomes. Analytical 
work on affordability led to the design of an OBA component to provide partial grants for water 
supply house connections and latrines at poor households, which improved the poverty alleviation 
impacts of the project in comparison with the preceding project. The project also supported the 
establishment of the SEIU as a permanent unit within MOWS, which subsequently led to the 
establishment of a benchmarking program for the WSS service providers, regional water quality 
laboratories, and the Institutional Support and Service Advisory Unit to augment the technical and 
management capabilities of WUSCs.  

18. The project included five outcome targets. The PCR stated that one was achieved and 
exceeded, two were achieved, one was partially achieved, and one was not achieved. On the 
whole, the project water supply targets were achieved in 21 towns (one more than the original 
target of 20 towns), bringing improved water services to over 370,000 people (versus a target of 
240,000 people). However, supplies averaged less than 70 liters per second (LPCD) (versus the 
planned average of 100 LPCD) and were not continuous, with systems supplying water about 14 
hours per day on average for the towns under the three phases of STWSSSP (footnote 3). 
Intermittent supply may reduce energy costs, but it can also introduce water contamination risks 
from negative pipe pressure. 

19. Improved sanitation outcomes were achieved through the construction of on-site facilities, 
primarily household latrines. Over 278,000 people have benefited from access to improved 
sanitation as a result. However, the target for improving wastewater management in at least three 
towns was not achieved. Only one wastewater treatment facility was built, but it was not yet 
operating at the time the project was completed.   

20. The outcome target for achieving financially sustainable WSS service management by 
WUSCs was partially achieved. The WUSCs established tariffs in line with those recommended 
by the TDF to cover O&M, but did not raise them to cover loan repayments after the grace period. 
The tariffs also did not cover the expected cost of O&M for wastewater management, since the 
facilities were not constructed or were not yet operating. Training of operations managers for 
WUSCs was achieved at the very end of the project during the extension period. 

21. To achieve the project outcomes, the project design included three outputs with 23 targets, 
of which 19 were fully achieved.12 Two targets, i.e. for expanding water supply pipe networks and 
training WUSC members for project implementation and O&M, were significantly exceeded. 
Installed were 1,785 km of water pipes, exceeding the 1,400 km target, and 65% of WUSC 
members were trained, surpassing the 50% target). The target of 16,000 new water supply house 
connections was only partly achieved (9,305 connections were made). As indicated in the 
discussion of outcomes, the notable shortcomings concerned wastewater management targets. 

 
11 However, ADB agreed to six minor changes in the project scope for budget reallocations, rehabilitation of works 

completed under STWSSSP-1, and expansion of OBA to four towns. 
12  This is based on the DMF of the PCR (Footnote 1, Appendix 1), which indicated that: (a) out of the five targets under 

output 1, four targets were achieved and one was partly achieved; (b) out of eight targets under output 2, five were 
achieved, 2 were partly achieved and one was not achieved; and (c) all 10 targets were achieved under output 3. 
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No wastewater management facilities were operational at the end of the project, and no 
wastewater was being treated.   

22. The project was classified as category B for involuntary resettlement, indigenous people, 
and environment. This classification is satisfactory for the three safeguards aspects.  
For involuntary resettlement, a resettlement framework (RF) and resettlement plans (RPs) for two 
initial subprojects were prepared at appraisal. A total of six subprojects involved land acquisition, 
but impacts related to land acquisition appeared to be minor. The PCR annex on involuntary 
resettlement includes a table summarizing land acquisition and compensation paid13. 

23. All sub-projects were rated C for indigenous people. A stand-alone indigenous people plan 
was not required, but references to indigenous groups were included in the GESI Action Plan 
(GAP) and RF. There was a focus on ensuring equitable access to WSS services. The IEE and 
Environmental Assessment and Review Procedure conformed to ADB and government safeguard 
policies. 

24. A GAP and a Poverty Reduction and Social Strategy were included in the report and 
recommendation of the President. The project DMF had four gender-related performance 
indicators and 16 specific activities associated with them. The PCR stated that the project 
successfully executed the GAP, completing 15 of the 16 activities and achieving 100 percent of 
the quantitative targets associated with them. Water supply house connections installed through 
the project reduced time spent collecting water to zero. Women and children were the primary 
beneficiaries of this time savings. The project made explicit efforts to actively engage women in 
planning, decision-making, and promoting participation in the project. As a result, women 
comprised 35% of WUSC members, of whom 20 women were in key positions14. The project 
performance management system provided project participation data disaggregated by gender, 
caste, and ethnicity. The OBA grant component allowed nearly 10,000 poor households to 
connect to WSS services. 

25. The validation assesses STWSSSP-2 less than effective for not achieving all water supply 
service targets, and under-achieving wastewater management targets.  

C. Efficiency of Resource Use 
 
26. The PCR rated the project less than efficient in the use of resources. The economic 
analysis at appraisal and at project completion followed the ADB Guidelines. At appraisal, the 
analysis was a projection based on three proposed water supply subproject towns. The economic 
analysis at completion evaluated actual data from all 21 subprojects. At appraisal, the estimated 
economic internal rate of return (EIRR) for three sample subprojects ranged between 15.6% and 
20.9%. An ex-post economic analysis determined the aggregated base-case EIRR to be 12.76%, 
just above the 12% economic opportunity cost of capital. Out of the 21 subprojects, 12 had EIRRs 
lower than the economic opportunity cost of capital. This can be attributed, inter alia, to higher 
than estimated pre-project per capita water consumption, lower than expected house connections 
within the service areas of some WUSCs, and the fact that house connections did not completely 
replace tube well water sources in the Terai region.   

 
13  Footnote 1, Appendix 10. 
14 The PCR provided different figures on women’s participation in WUSCs. The DMF (Footnote 1, Appendix 1) indicated 

that 43 women held key positions. Meanwhile, the GESI achievements matrix (Footnote 1, Appendix 9, target 4, p. 
35) and the main text (Footnote 1, para. 22) stated that 20 women held key positions.   
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27. The project did not incur cost overruns, but completion was delayed by 21 months due to 
procurement issues and delayed completion of detailed engineering designs, as well as time 
required to complete additional activities, including operations training for WUSC members and 
rehabilitation of three subprojects that were damaged in the 2015 earthquake. The validation 
assesses the project efficient, since the average EIRR was above 12%, and the implementation 
delays that required extensions amounting to almost two years were not unusual for the sector.15 
The methodology used for economic analysis at both appraisal and completion conformed to ADB 
guidelines for water sector projects and was appropriate. 

D. Preliminary Assessment of Sustainability 
 
28. The PCR rated the project less than likely sustainable. The sustainability of subprojects 
was influenced by the capacity of WUSCs to operate and maintain WSS infrastructure and 
services, which in turn was linked to the ability of WUSCs to collect tariffs that were sufficient to 
cover O&M, depreciation, and debt servicing for loans from the TDF. Most WUSCs were only 
collecting tariffs sufficient to cover O&M. At completion, the financial internal rate of return (FIRR) 
was reported in the PCR to be -0.13%, less than the weighted average cost of capital (WACC) 
for the project of 0.15%. The analysis only considered revenue from water supply house 
connections, since no potentially revenue-generating wastewater management services were 
completed and operational by project completion. Only eight of 21 subprojects were estimated to 
have FIRRs greater than the WACC. Sustainability might also be compromised by the weak 
technical capacities of WUSCs for operation and maintenance. Operating training was provided 
in the final year of the project, allowing no time for capacity assessment and follow-up training,  
if required. Increasing the level and amount of grant financing for house connections through OBA 
might increase the WUSC customer base and tariff revenues.  

29. The absence of functioning wastewater or sludge management services also posed 
threats to the longer-term environmental sustainability of project outcomes. Household on-site 
sanitation facilities would require periodic sludge emptying and program for safe disposal of the 
material. Increased water use from house connections will require enhanced drainage and 
wastewater management, and environmental controls to mitigate impacts on water sources.  
The validation assesses that the sustainability of STWSSSP-2 subprojects is less than likely due 
to insufficient revenue for sustainable water supply services and inadequate arrangements for 
wastewater and sludge management. 

III. OTHER PERFORMANCE ASSESSMENTS 
 
A. Preliminary Assessment of Development Impact 
 
30. The PCR rated the project’s development impact satisfactory. The project had positive 
socio-economic, gender, and institutional development impacts. The development impacts 
envisaged at the outset of the project were: (i) a 30% reduction in reported cases of WSS-related 
diseases by 2017; and (ii) a quality of life index developed by SEIU to compare pre- and post-
project changes. The quality of life index was not developed and no baseline study was 
undertaken in the subproject areas that would have allowed an assessment of health impacts, 
but the project benefit monitoring and evaluation, which covered five of the 21 towns in the project, 
found high levels of satisfaction with the improved water supplies. In the subproject service areas, 

 
15 Some allowance for delays are warranted given the impact of the 2015 earthquake – during the IED’s impact 

evaluation in 2018 (Footnote 2), IED witnessed some small towns that had springs systems, subsequently the supply 
system was interrupted by the earthquake, so it had a genuine impact.  
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96% of households had house connections and reported that water collection time had reduced 
to zero. Water consumption in the five surveyed towns averaged 78 LPCD (below the target of 
100 LPCD)16. All five subprojects reported 100% coverage with either water-seal or improved 
ventilated pit latrines. None of the towns had effective fecal sludge or wastewater management 
programs functioning. Waste was being disposed in water bodies and forests, posing a long-term 
health risk. The study reported that waterborne diseases had reduced significantly, based on 
health clinic records, and there were no reported deaths from WSS-related illnesses by the end 
of the project. Management of water services by WUSCs appeared to be strong and effective, 
with the communities demonstrating a high sense of system ownership. Women were empowered 
through targeted training activities and active encouragement to assume key roles in WUSCs. 
The validation assesses the project development impact satisfactory, due to the strong positive 
impacts of improved water supplies, improved hygiene practices, and the creation of effective 
local management institutions in the form of WUSCs. Inadequate fecal sludge and wastewater 
management were risks that needed to be addressed, but not sufficient to reduce the 
development impact rating. 
 
B. Performance of the Borrower and Executing Agency 
 
31. The PCR rated the performance of the borrower and executing agency satisfactory. The 
government prepared the project in a timely manner, fulfilled 63 of the 73 grant and loan conditions 
and covenants17, established a project management office, and made funds available to WUSCs 
through the TDF. As the implementing agency, DWSS complied with most safeguards 
requirements, and the grievance redress system that was established worked effectively to 
resolve minor disputes. All project reporting was submitted on time in accordance with ADB 
requirements. The project management systems created for the project provided a good 
foundation for preparation and execution of the subsequent third STWSSSP, although the lack of 
a baseline survey and failure to establish a quality of life index reduced the capacity to measure 
project impacts that could have informed future sector work. The validation assesses the borrower 
and executing agency performance satisfactory. 
 
C. Performance of the Asian Development Bank  
 
32. The PCR rated ADB performance satisfactory. The regular grant supervision missions 
were carried out in a timely manner. In addition, special project administration, safeguard review, 
midterm review, project review, and project completion missions were fielded.  ADB gave timely 
approvals to grant withdrawal claims and project officers took part in project coordination 
committee meetings to offer support and recommendations to the government team that was 
executing the project. Training was provided on procurement and project management, and the 
borrower expressed satisfaction with ADB’s project supervision. However, the failure to conduct 
a baseline survey during project design (para. 41) was an important omission that made it difficult 
to reliably assess project impacts. 

33. ADB’s safeguard work at approval is rated as satisfactory. The project was correctly rated 
as category B for ADB’s safeguards policies on environment, involuntary resettlement, and 
indigenous people. Given the programmatic nature of the project, the team focused on framework 
documents (Environmental Assessment and Review Procedure, representative IEEs for three 
towns, and RF) to guide the preparation of subsequent environmental management plans and 

 
16 Footnote 1, para. 40. 
17 Three covenants were found to be not applicable to the project, six were partially complied with, and one was not 

complied with. 
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RPs for each subproject as they were identified. Indigenous people issues were addressed in a 
GAP and the RF. No major safeguards deficiencies were found in screening, preparation, or 
appraisal. 

34. Since most subprojects were identified after appraisal, subproject specific safeguards 
plans were prepared (IEEs, environmental management plans, RPs) using guidance from the 
respective frameworks. A safeguards-focused review mission was fielded in early 2013, and a 
special safeguards due diligence mission was fielded by the NRM safeguards team for Meghauli 
WSP, which was located inside buffer zone of Chitwan National Park.  

35. Safeguards compliance and monitoring issues were identified during the 2013 mission, 
and effective measures were taken by the project team to address them through strengthened 
supervision and training. The findings were linked with safeguards training provided by NRM 
through the Capacity Development Resource Center while identifying participants and designing 
scope of training for the project staff. A training, in which Nepal Resident Mission safeguard team 
contributed as resource person, was also organized. Responding to the findings of the Annual 
Environmental Compliance Monitoring Report, ADB adopted an innovative approach of providing 
the executing agencies with environmental safeguards performance score card in order to 
sensitize them on their quality of compliance. Safeguards specialists joined project review 
missions from late 2012 onward. The validation assesses ADB performance satisfactory. 

IV. OVERALL ASSESSMENT, LESSONS, AND RECOMMENDATIONS 
 
A. Overall Assessment and Ratings 

 
36. The project was rated less than successful by the PCR. The project design and formulation 
was relevant and responded appropriately to current and evolving national WSS and urban sector 
policies and strategies and conformed to ADB’s water policy and also the water and urban 
operational plans. The STWSSSP-2 design drew extensively and logically on lessons drawn from 
the preceding ADB-financed STWSSSP-1. Implementation was less than effective due to the 
project’s not achieving all water supply service targets, and not achieving wastewater 
management targets. The project was efficient despite lower-than-expected EIRRs for 
subprojects and implementation delays that required extensions. The sustainability of project 
outcomes is less than likely because tariff revenue is insufficient in most subprojects to cover all 
O&M, depreciation and debt service costs, and inadequate arrangements for wastewater and 
sludge management. Overall, this validation assesses the project less than successful. 

Overall Ratings 

Validation Criteria PCR IED Review 
Reason for Disagreement 

and/or Comments 
Relevance Relevant Relevant  

Effectiveness  Less than 
Effective 

Less than 
Effective 

 

Efficiency  Less than 
Efficient  Efficient 

The EIRR average was above the 12% 
benchmark at approval, the  
2-year extension is not unusual in the 
sector, and based on the spreadsheets 
(Appendix 12 of the PCR), benefits are 
not fully accruing until 2017 when the 
grant closed. Some allowance for 
delays is warranted given the impact of 
the 2015 earthquake.  
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ADB = Asian Development Bank, IED = Independent Evaluation Department, PCR = project completion report. 
Source: ADB (IED). 
 
B. Lessons 

 
37. The PCR identified two sector-level and two project-level lessons. It recommended that a 
consistent subsidy policy for small towns WSS be established for all projects, and that 
mechanisms be established for technical and managerial support for WUSCs. At the project level 
it recommended (i) subproject water resource assessments to develop strategies for meeting 
long-term demand, and (ii) increased subsidies for wastewater management.  

38. This validation has identified two sector-level lessons. The WUSCs are highly effective 
institutions for engendering strong community commitment to and ownership of WSS services 
and they appear to be able to administer the financial and revenue collection aspects of WSS 
system operation. They are less likely to be able to fully manage the technical and engineering 
aspects. The next project could explore the potential for a more corporatized WUSC model for 
towns with a population of more than 100,000, and options for contracting out the technical 
aspects of operation and maintenance of both water supply and wastewater management 
infrastructure. There are numerous models globally for this approach from which lessons could 
be drawn. For example, DWSS could facilitate regional contracting with firms to provide technical 
services to multiple WUSCs, along the lines of a “circuit rider” approach.18 

39. Lack of progress on sludge and wastewater management was a significant shortcoming 
of the project. The government could draw on global best practice for city-side inclusive sanitation 
to develop and pilot a fecal sludge management program that could be integrated with agriculture 
development, providing treated sludge for application to farmland as fertilizer and soil conditioner. 

C. Recommendations for Follow-Up 
 
40. The PCR included eight recommendations for follow-up activities. These include:  
(i) strengthening financial monitoring of WUSCs and provision of financial management support; 
(ii) preparing subproject water resource management plans; (iii) intensifying use of appropriate 
technologies for water system management; (iv) increasing budget and staffing for the SEIU;  
(v) reducing and streamlining grant and loan covenants; (vi) improving and expanding the financial 
administration aspects of the project administration manual; (vii) classifying small towns based on 
homogeneity and economic viability for WSS investments as a basis for tailoring needs-based 
grants; and (viii) conducting a project performance evaluation 2 years after project completion to 
assess more accurately the sustainability and operational efficiency of WUSCs and the impact of 
the Institutional Support and Service Advisory Unit. 

 
18 Circuit Rider approach provides support to small water facilities by using a group of qualified technicians that travel 

to communities and build local capability by providing advice and training on issues of sustainability, governance, 
treatment technologies, operations, and maintenance.  

Sustainability Less than Likely 
Sustainable 

Less than Likely 
Sustainable 

 

Overall Assessment Less than 
Successful 

Less than 
Successful 

 

Preliminary Assessment 
of Impact Satisfactory Satisfactory  

Borrower and executing 
agency Satisfactory Satisfactory  

Performance of ADB Satisfactory Satisfactory  
Quality of PCR  Satisfactory Para. 42.  
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V. OTHER CONSIDERATIONS AND FOLLOW-UP 
 
A. Monitoring and Reporting 

 
41. The PCR stated that periodic reports summarizing progress against the targets in the DMF 
were submitted on schedule and found to be satisfactory. The lack of either a pre-project baseline 
survey or a quality of life index that was to have been developed by the SEIU posed significant 
constraints to assessing progress in achieving the project’s expected impacts reliably. The benefit 
monitoring and evaluation attempted to assess project impacts based on a sample of five of the 
21 towns included in the project. It provided valuable information on beneficiary perceptions of 
project impacts.   

 
B. Comments on Project Completion Report Quality 
 
42. The PCR met the requirements outlined in the PCR Guidelines. The report was clearly 
written and laid out its assessment of project activities and performance in a logical, candid and 
easily understandable manner. The content of the report appeared to be broadly accurate and 
consistent with the evidence found in the supporting documentation, and the validation is of the 
same view with all but two of the ratings (one upgrade on efficiency, and one downgrade on ADB 
performance). Key implementation issues were succinctly explained, and safeguards issues were 
adequately summarized. The methodology used for recalculating the EIRR and FIRR was 
sufficiently described in annexes. There were some minor discrepancies in descriptions of 
achievement of targets between the main text of the PCR and the DMF19, but these did not 
substantively affect the lucidity or findings of the analysis. The validation assesses the PCR 
quality satisfactory. 
 
C. Data Sources for Validation 

 
43. Data sources for this validation include the report and recommendation of the President, 
the PCR, ADB’s summary review of the small towns WSS series of projects, and ADB mission 
reports. 

 
D. Recommendation for Independent Evaluation Department Follow-Up 

 
44. The project is the second in a series of programmatic ADB investments in small towns 
WSS in Nepal that currently includes four projects (footnote 5). IED recently completed in 2018 a 
comprehensive impact evaluation (footnote 2) covering ten towns that were subprojects under 
the first project (STWSSSP-1). No further follow-up is recommended at this time.  

 
19 For example, the main text of the PCR (Footnote 1, para. 22) and the GESI achievements matrix (Footnote 1,  

Table 9.1) stated that 20 women were in key WUSC positions, whereas the DMF (Footnote 1, Appendix 1) indicated 
that 43 women were in key WUSC positions. The correct figure is 20, according to additional information provided 
by NRM. 
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