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I. PROJECT DESCRIPTION 
 
A. Rationale 
 
1. The Asian Development Bank (ADB) designed the Dry Zone Urban Water and Sanitation 
Project at the time when Sri Lanka’s 30-year civil war was drawing to a close. The country 
experienced strong economic growth in the early part of the 21st century, with poverty rate 
declining from 26.1% in 1990 to 22.7% in 2002. Sri Lanka achieved 79% access to improved 
water supply and 98% of its urban population had access to better sanitation in 2004.1 However, 
the conflict severely affected the northern dry zone. A World Bank assessment estimated that 
only 24% of the population in the eastern and northern part of Sri Lanka had access to safe 
drinking water in 2007.2 The conflict accelerated urbanization, especially for internally displaced 
people in the northern dry zone. Water supply infrastructure was in a state of disrepair, and 
inadequate for the expanded population in the conflict affected areas. The poverty levels in the 
project districts were 31.3% in Chilaw, 42.5% in Mannar, 45.9% in Puttalam, and 27.5% in 
Vavuniya. 3  The northern dry zone had relatively scarce water resources, deteriorated 
infrastructure, and uncoordinated competing demands that led to depletion of groundwater 
aquifers.4  
 
2. The project had three aims: (i) water supply and sanitation infrastructure investment,  
(ii) support for research and data collection for improved water resources management (IWRM), 
and (iii) institutional development. It was prepared in a rapidly changing political and security 
environment at the height of the civil conflict. The original cost estimates were based on feasibility 
studies prepared under challenging conditions with restricted access to the proposed project sites. 
Consequently, detailed engineering designs for subprojects were developed in the initial phase 
of implementation.  
 
B. Expected Impact, Outcome, and Outputs 
 
3. The targeted project impact was improved physical well-being of urban populations in the 
towns of Chilaw, Mannar, Puttalam, and Vavuniya in Sri Lanka’s northwestern urban dry zone. 
The envisaged outcome was improved urban water supply and sanitation service delivery in these 
four towns. There were three project components. The first component was to expand and 
rehabilitate water supply infrastructure, improve sanitation and septage management, and 
construct water resource infrastructure. The second was to strengthen water institutions; support 
decentralization of service delivery functions to the regional offices of the National Water Supply 
and Drainage Board (NWSDB); strengthen water resources management, coordination, and 
planning ability; and raise public awareness to increase public acceptance and adoption of better 
IWRM practices. The third component aimed to strengthen project management and 
implementation capacity. 
 

 
1  ADB. 2008. Report and Recommendation of the President to the Board of Directors: Proposed Loan and Asian 

Development Fund Grant to the Democratic Socialist Republic of Sri Lanka for Dry Zone Urban Water and Sanitation 
Project. Manila. 

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

3  ADB. 2020. Completion Report:  Dry Zone Urban Water and Sanitation Project in Sri Lanka. Manila. 
4  Tanks used to collect surface water were in a poor state of repair. Piped water services were limited to a few hours 

per day and non-revenue water losses were significant. Most households used pour–flush latrines for sanitation, but 
ground and surface water pollution from poorly maintained septic tanks, pit latrines, and drains was significant. 
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C. Provision of Inputs 
 
4. ADB financed the project through two Asian Development Fund (ADF) loans, one ADF 
grant, and one grant from the Water Financing Partnership Fund (WFPF). The project was 
approved in November 2008 and the loan and grants became effective in November 2009, about 
a month and a half later than the target effectiveness date of September 2009. The project closed 
in August 2017. Additional financing was approved in December 2012 and became effective in 
October 2013, 5 months later than planned. The additional financing closed in end-2019 following 
two extensions, 2.5 years later than planned. 
 
5. The original estimated project cost was $ 113.33 million. Following additional financing in 
2012, the total estimated cost rose to $163.32 million. The actual cost amounted to 
$132.85 million. The project was financed through two ADF loans, one ADF grant, and one grant 
from the WFPF. The WFPF grant financed training and capacity development for regional support 
centers (RSCs) and urban council staff. ADB’s actual share of project financing amounted to 
$106.42 million (80% of total). The Government of Sri Lanka financed $26.43 million (20% of 
total). The total amount financed by the government remained the same as originally planned, but 
the percentage allocation of total cost dropped by more than 6% following additional financing. 
ADB agreed on the additional financing in 2012 due to inflation costs associated with 
implementation delays, post-conflict price increases for raw materials, and higher actual costs 
calculated during detailed design of infrastructure compared with initial estimates during project 
preparation.5 The cost of consulting services also rose due to extension of contracts for the 
additional financing period. In the end, ADB cancelled $13.24 million due to cancellation of civil 
works contracts to rehabilitate two groundwater treatment plants (GTPs). 
 
6. In 2007, the project preparatory technical assistance supported the project design and 
preparation.6 The original project design envisaged 112 international and 982 local consulting 
services in three packages for design and construction supervision, institutional development to 
support decentralization of NWSDB operations, water resources management, and public 
awareness. The institutional development package was cancelled in 2011 with ADB’s 
concurrence after it postponed decentralization of staff. The financing for this package was 
reallocated to the design and construction supervision and water resources management support. 
Additional consulting services were also financed to address issues that arose during project 
implementation, primarily civil works at the Per Aru Reservoir.7 Actual inputs were 70 person-
months of international and 715 person-months of local consultants. 
 
D. Implementation Arrangements 
 
7. Institutional arrangements during implementation closely followed plans, which were 
appropriate. The executing agency was the NWSDB, with two project implementation units 
established in Chilaw and Vavuniya within its RSCs. An inter-agency national steering committee 
and provincial and district coordinating committees were established. Each of these bodies met 

 
5  Critical issues affecting the project included heightened security restrictions in Mannar and Vavuniya, changes to 

proposed sites after detailed topographical studies in Chilaw and Puttalam, reluctance of NWSDB staff to work in 
regional offices immediately after the end of the conflict, and the need to demine Mannar. 

6  ADB. 2006. Technical Assistance Report: Preparing the Small Towns and Rural Arid Areas Water Supply and 
Sanitation Project in the Democratic Socialist Republic of Sri Lanka. Manila. The project preparatory technical 
assistance produced the project design and preliminary resettlement and environmental safeguards documentation.  
Civil conflict prevented the design team from engaging in design work in the project areas. 

7  Additional consultancies included an archaeological impact study, two flora and fauna impact studies, resettlement 
monitoring, and contract audits.   
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quarterly to review implementation progress and coordinate activities at all levels. Memoranda of 
understanding were signed with the central and northern irrigation departments to implement 
water resources infrastructure improvements. Urban councils were delegated responsibility for 
management, operation, and maintenance of the sanitation subcomponent. ADB delegated 
supervision of the project to the Sri Lanka Resident Mission, allowing closer and more frequent 
project monitoring.   
 
8. The project awarded two consulting service contracts. Package A provided consultants 
for detailed project design and construction supervision support. Package C provided technical 
assistance for strengthening IWRM. 8  Package A consultants were 12 months late in fully 
mobilizing, which contributed to the slow start of project implementation. The arrangements for 
construction contracts were complex. Contracts were allocated according to the type of 
construction, which led to a large number and multiple contracts for a single water supply scheme. 
Contractor performance was uneven. One supply contractor delivered inferior quality pipes, which 
took over 2 years to resolve and resulted in a 4-year delay to complete works at Vavuniya. Other 
delays and contract disputes led to cancellation of two GTP contracts that could not be completed 
before the end of the project. This significantly reduced the ability to meet projected water demand 
over the design life of the water systems. 
 
9. Of the 77 project covenants, eight were complied with after delays, two were partially 
complied with, and two were not complied with. The covenant requiring water tariffs to be raised 
if annual income projections are insufficient to cover costs was not fulfilled. Also, the covenant 
requiring urban councils to monitor septage treatment effluent and treated waste was not 
complied with since there were no effluent discharges during project implementation due to 
delayed completion of the septage/sludge treatment plants (STPs). The conditions set out for  
10 covenants were delayed or partially met due to, among other things, delayed mobilization of 
consultants and delayed allocation of government funds for project implementation activities.   

 
10. Key project risks identified at the outset were political stability, limited contractor capacity 
or interest in the post-conflict environment, and the financial sustainability of water services. 
Political stability was addressed by adopting a decentralized and transparent implementation 
model with strong community participation. Contracting risks were addressed through contract 
packaging and advisory support for contractors. The covenant requiring tariff increases, if costs 
were not recovered, was intended to mitigate the financial sustainability risk.  
 

II. EVALUATION OF PERFORMANCE AND RATINGS 
 
A. Relevance of Design and Formulation 
 
11. The project completion report (PCR) rated the project design relevant. The project 
conformed to Sri Lanka’s national development priorities as described in the National 
Development Framework for the period 2006–2016, which prioritized infrastructure development, 
balancing regional development (prioritizing relatively poor areas like the dry northwestern zone), 
and improving water supply service delivery.9 The project also supported NWSDB’s national 
drinking water supply and sanitation policy framework approved in 2006.   
 

 
8  A package B consulting services was initially proposed to provide institutional development support for decentralized 

staffing of NWSDB’s regional support centers but was cancelled. 
9  Government of Sri Lanka. 2006. Mahinda Chintana: Vision for a New Sri Lanka-A Ten Year Horizon Development 

Framework 2006–2016. Colombo. 
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12. The provision of additional financing was responsive in supporting the government as it 
emerged from a long period of conflict and to salvage a project that, while suffering from large 
cost overruns, still had potential to narrow regional disparities and support reconciliation in 
Sri Lanka. This validation finds that the project was consistent with ADB’s country partnership 
strategies at both the outset and at project completion, supporting war-affected regions and 
focusing on improving access to drinking water and sanitation and enabling reforms.10  
 
13. The project design process, requiring detailed engineering designs to be completed during 
the initial phase of implementation, was appropriate considering the circumstances and the urgent 
need for water supply and sanitation infrastructure improvement in the conflict-affected area. The 
organization and management structure were appropriate for achieving the project’s objectives 
and consistent with the government’s institutional structure for the water supply and sanitation 
sector. The project specifically aimed to strengthen these structures in NWSDB. However, more 
attention could have been given to institutional strengthening of urban councils to enable them to 
sustainably manage sanitation infrastructure and to NWSDB for tariff reforms to ensure long-term 
financial sustainability of water supply services.   
 
14. The design and monitoring framework (DMF) was slightly modified following the additional 
financing in 2012 to reflect extended achievement dates for targets, increases in some 
infrastructure targets due to increased financing, and minor changes in wording.11 The design of 
the project was not changed. Changes in scope were limited to extensions of the completion date 
and one minor change to finance relocation of a treated wastewater discharge pipe from a 
Vavuniya hospital. No baselines were provided for most of the indicators in the DMF. Baseline 
studies were not conducted to establish a project-specific basis for monitoring achievement of 
targets, largely due to the conflict situation. This precluded extensive field investigations and full 
local stakeholder participation. The midterm review of the original loan and time of preparation for 
the additional financing loan would have been the ideal period to revise the DMF and establish 
stronger baselines.  

 
15. The DMF presented a logical framework progressing from activity output targets to 
impacts, but there were attribution issues with two of the impact indicators. The project activities 
likely contributed to improving welfare in the project area, but a wide range of other economic, 
political, and social factors probably had also greater influence. Similarly, incidences of 
waterborne disease was already very low in the project area at the outset, and any changes would 
have been influenced by external factors as well as the project activities. The target of 50% of 
urban council trainees to be women was unrealistic as the urban councils had much less than 
50% female staff and the project had no commitments to increase female staffing ratios. Many of 
the output indicators for components 2 and 3 were qualitative and did not have numerical or well-
defined performance targets to allow for a clear assessment of achievements.  

 
16. This validation assesses the project design and formulation relevant. Notwithstanding the 
design issues in the DMF concerning baselines and indicators, the project was well aligned with 
ADB strategies and government needs, and was important in the post-conflict situation.  
  

 
10 ADB. 2008. Country Partnership Strategy: Sri Lanka, 2009–2011. Manila; ADB. 2011. Country Partnership Strategy: 

Sri Lanka, 2012–2016. Manila; and ADB. 2017. Country Partnership Strategy: Sri Lanka 2018–2022—Transition to 
Upper-Middle Country Status. Manila. 

11 The main change had reference to the impact statement, indicating that the project would improve welfare in the 
northwestern dry zone rather than in four towns only, since project benefits were expected to extend beyond town 
boundaries. The PCR provides a detailed analysis of the quality of the DMF in its Appendix 1. 
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B. Effectiveness in Achieving Project Outcomes and Outputs 
 
17. The PCR rated the project effective. All four outcome targets were fully or substantially 
achieved. Three of the four outcome indicators were largely delivered through component 1 on 
developing water and sanitation infrastructure and comprising 88% of project expenditure. About 
200,000 individuals were to have safe access to improved water supplies. By June 2019, 43,795 
households and 175,000 people, were connected to the improved water schemes. Connection 
rates were lower than expected due in part to resistance on consuming chlorinated water.  
The borrower’s completion report (BCR) predicted that the project coverage target would be 
achieved in 3-4 years. The PCR adopted NWSDB’s higher figures for access, which was based 
on the number of households within 200 meters of a water distribution pipe, but not necessarily 
connected to the supply since connecting or not is each household’s prerogative. Projected 
coverage with improved water supply service over the design life of the water schemes, based on 
the amount of water that can be supplied, was reduced from the target of 420,000 people to 
385,000 due to the failure to complete two GTPs.     
 
18. The target for coverage with STP service (100,000 people) was exceeded by over 100%. 
A total of 283,000 people have access to safe sanitation as a result of the project. However, two 
of the four plants were not being managed properly at project completion, raising questions about 
long term sustainability.12 Staff trained by the project had been transferred and operation and 
maintenance (O&M) manuals got lost in one town (Puttalam). The project provided improved 
access to sanitation by constructing household latrines through cost-sharing arrangements with 
households used by over 7,500 people and 18 public sanitation facilities visited by about 1,000 
people per day. NWSDB was monitoring drinking water quality, which met World Health 
Organization’s (WHO) standards at the time of the completion review mission. There was no 
monitoring of STP effluent discharges at any of the STPs, hence, compliance with the WHO’s 
effluent standards could not be confirmed.  

 
19. The target to improve the efficiency and management capacity of NWSDB was achieved, 
although the PCR acknowledged that capacity development achievements for components 2 and 
3 are less quantifiable. The two RSCs supported by the project were fully operating and met their 
key performance indicators, as laid out in the NWSDB corporate plan. 
   
20.  There were seven project outputs with 32 performance targets. The PCR and BCR 
reported that all had been achieved or substantially achieved. All water supply, sanitation, and 
water resources management infrastructure development targets were achieved, except for the 
two GTPs that were not constructed. The project achieved its capacity development targets 
resulting in enhanced IWRM capacity in the RSCs and provincial councils. Institutional 
strengthening for IWRM worked well until the departure of the consultant team in 2012. The RSCs 
then focused on infrastructure construction activities and water resources management 
weakened. A key output of the consultant team, the provincial and national repository water 
resource database, has been saved at NWSDB headquarters but the database has no 
institutional home. Water resource management committees at the provincial and national levels 
have ceased to function. 

 
21. The project was initially classified category B for environmental safeguards and 
involuntary resettlement. It was upgraded to category A in 2012, following the environmental 
impact assessment for rehabilitation of the Per Aru Reservoir at Vavuniya, which needed 

 
12 Government of Sri Lanka. 2019. Dry Zone Urban Water Supply and Sanitation Project: Borrower’s Completion 

Report. Colombo. 
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relocation of critically endangered species and some limited involuntary resettlement resulting 
from acquisition of private land.13 The revised classification was correct in light of the project’s 
impacts. No indigenous peoples were found in the project area, hence, the indigenous peoples 
safeguard was not triggered. The safeguard plans and other safeguard  measures were compliant 
with ADB and government policies and regulations. A summary initial environmental evaluation 
of the project activities was completed during project design and full initial environmental 
evaluations for the six subprojects were carried out during detailed design. A full environmental 
impact assessment was undertaken for the Per Aru Reservoir. The project monitored relocation 
of endangered species was successful. Grievances against project activities concerned dust and 
disrupted access during construction. A grievance response mechanism was established and the 
grievances received were effectively mitigated. Environmental safeguard implementation was 
satisfactory. 
 
22. Resettlement implementation plans were prepared for all four subprojects after the project 
was raised to category A. The project affected agricultural land of 90 families and three families 
had to be relocated, given the developments at the Per Aru Reservoir. There were minor delays 
in implementing the resettlement implementation plans, but all were fully executed by the end of 
the extended contract period (2016). An important exception is that resettled families had not 
received permanent title to their new lands by the end of the project. There were weaknesses in 
public disclosure of resettlement assistance and the grievance redress mechanism. Involuntary 
resettlement was marginally satisfactory.  
 
23. The project was categorized with some gender element  and did not prepare a gender 
action plan. The DMF included a single gender-related target that 50% of urban council staff 
working at STPs and trained by the project were to be women. This target was not met.  
The project conducted gender awareness training for NWSDB staff.   
 
24. This validation assesses the project effective. It substantially achieved all its outcome 
targets and outputs were substantially completed. There were no significant shortcomings in the 
implementation of safeguards aspects. The sole gender target was not achieved. 
 
C. Efficiency of Resource Use 
 
25. The PCR rated the project less than efficient. The economic analysis at appraisal was 
redone for additional financing using the same methodology. The updated estimated economic 
internal rates of return (EIRRs) for the four water supply schemes ranged from 13% to 20%. The 
EIRRs for the sanitation schemes ranged between 19% and 46%. For the water supply 
component, the PCR’s analysis showed negative EIRRs at completion for three subprojects and 
just 0.4% for the Mannar subproject. The negative EIRRs can be attributed to much higher than 
expected project costs (88% more than originally estimated) and an over-estimation during project 
design of time savings for water collection (11 minutes per household per day actual savings 
versus the original estimate of 82 minutes). The sanitation component achieved positive EIRRs 
in all four subprojects, with an overall rate of 22%. However, sanitation represented only 4% of 
total project costs. The overall EIRR for the project is negative.  
 
26. While the methodologies adopted for EIRR reestimation in the PCR were generally sound, 
there were significant challenges. The time savings discrepancy can be attributed to some degree 

 
13 Resettlement reclassification resulted from the return and resettlement of internally displaced people after the conflct. 

Environmental reclassification was due to a government decision to classify the area where the Per Aru Reservoir is 
located as a corridor between nature reserves. 
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to the late decision to shift away from rural areas at appraisal, where time savings are typically 
greater than in urban situations. Economic analysis during project preparation included data 
collected from internally displaced persons and rural areas that were not reflected in final 
appraisal documents. Notwithstanding these challenges, the 88% cost overrun was the dominant 
factor resulting in negative EIRRs.  
 
27. The implementation process was less than efficient, in part due to the residual effects of 
the civil conflict.14 Fielding of design and supervision consultants was delayed by 18 months. 
Incorporating detailed engineering design work in the first phase of project implementation 
resulted in large cost overruns that required additional financing. Weaknesses in contract 
management and contractor performance led to substantial implementation delays. Contractor 
capacity was uneven, with one contractor supplying substandard pipe that resulted in a 56-month 
contract dispute and consequently delays in implementation. There were multiple contracts for 
each water supply scheme that could have been packaged as single contracts per scheme. 
Delays in counterpart funding impeded payments and execution of some contracts. The delays 
led to cancellation of the contracts for two GTPs. The project required four extensions to meet the 
original design objectives.15 This validation assesses the project inefficient due to the negative 
overall EIRR, significant cost overruns, and process inefficiencies.  
 
D. Preliminary Assessment of Sustainability 
 
28. The PCR rated the project outputs and outcomes to be likely sustainable. This was based 
on the good quality of completed infrastructure, their technical efficiency, and the fact that NWSDB 
cross-subsidizes water services to cover O&M costs. 
 
29. The financial internal rate of return (FIRR) for all four water supply schemes is estimated 
to be negative due to higher than expected capital investment costs, lower than adequate tariffs, 
and lower than expected connection rates. The project’s principle of water supply scheme 
sustainability rested on the assumption that the schemes would have sufficient revenue from 
tariffs to cover full O&M, debt service, and depreciation costs, and a covenant to this effect was 
included.16 The covenant was not complied with. All water schemes in Sri Lanka are required to 
follow a national tariff structure, so local tariff adjustments are impossible. Currently, NWSDB can 
cross-subsidize less viable water utilities like those in the project since the board has been 
achieving overall profitability. However, there is no guarantee that NWSDB’s overall profitability, 
and therefore its ability to cross-subsidize, can be maintained indefinitely without tariff increases. 
Cross-subsidization was not envisaged as the main principle of sustainability at original design or 
at the time of additional financing, and results in ADB-financed schemes that divert finite 
government resources away from other development priorities. The financial analysis completed 
at the time of additional financing assumed that there would be tariff increases averaging 17.5% 
every 2 years. However, the last national tariff increase was in 2012.17 A related indication that 
sustainability of water supplies might be uncertain is that NWSDB was unable to fully provide staff 
for the O&M of water schemes until December 2019.  

 
14 Many new projects were initiated following the cessation of hostilities, which led to competition for manpower and 

construction materials. 
15 The ADF loan and WFPF grant had one extension of 30 months. The ADF grant was extended twice for a total of 39 

months, and the additional financing loan had two extensions totaling 24 months. 
16 The project’s report and recommendation of the President indicated in its para. 52 (ii) “At the latest by 28 February 

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

17 NWSDB. http://www.waterboard.lk/web/index.php?lang=en. 

http://www.waterboard.lk/web/index.php?lang=en.
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30. New connections to the water supply schemes are lower than expected due to resistance 
to the taste of chlorinated water. The lower connection numbers are affecting revenues and 
effective coverage of the water supply investments, but this can be mitigated over time through 
public education and gradual consumer adaptation to the taste of chlorinated water. The project 
sanitation interventions focused on construction of STPs and latrines with training limited to the 
STP operators. Only technical training on O&M of STPs was provided for urban councils.  
The project did not train them on developing strategies to finance sustained O&M of the STPs or 
the public sanitation facilities. The BCR noted that two of the four STPs were poorly maintained 
and operated in 2019, and some of the public sanitation facilities were not well maintained.  
The PCR mission noted that the urban councils did not have the institutional capacity to manage 
the STPs.18 Effluent quality from STPs was not being monitored. Without robust monitoring and 
O&M financing plan implemented by the urban councils supported by NWSDB, sanitation 
infrastructure will likely deteriorate prematurely. This validation assesses the project outputs and 
outcomes to be less than likely sustainable. 
 

III. OTHER PERFORMANCE ASSESSMENTS 
 
A. Preliminary Assessment of Development Impact 
 
31. The PCR rated the project’s development impact satisfactory. The project improved 
welfare in the northwestern dry zone as measured by an eight-fold reduction in poverty head 
count (only partially attributable to the project) and reduction in the proportion of the population 
without sustainable access to safe drinking water from over 60% in 2006 to less than 14% in 
2018.19 The incidence of waterborne diseases, already low at the beginning of the project, has 
been further reduced. Despite implementation delays, all planned infrastructure was constructed 
to an acceptable standard, with the exception of two cancelled GTPs. Capacity development for 
IWRM led to two fully operational RSCs. The population of the four project towns now have access 
to safe septage treatment facilities and latrine emptying services. The BCR impact studies 
showed widespread beneficiary satisfaction with the water supply and sanitation services of the 
project. This validation assesses the likely development impact of the project satisfactory based 
on the BCR and project achievements in water supply and sanitation. However, the project’s 
impact cannot be confirmed as there were no baselines set for most of the indicators and no 
baseline studies were conducted at the start of the project.  
 
B. Performance of the Borrower and Executing Agency 
 
32. The PCR rated the performance of the borrower and executing agency satisfactory.  
The NWSDB filled all key project management positions with competent staff and maintained their 
appointments throughout the project. Supervision was effective through the project coordination 
cell, project implementation units, and the RSCs. The NWSDB supported project implementation 
and convened regular and timely meetings of the national steering committee and the 
procurement committee. Delays in implementation was due in part to procurement delays, failure 
to establish a project monitoring system, and regular financial reporting to ADB was consistently 
late but were of acceptable quality.20 This validation assesses the performance of the borrower 
and executing agency satisfactory.   
 

 
18 ADB (South Asia Department). 2019. Project Completion Review Mission to Sri Lanka: Dry Zone Urban Water and 

Sanitation Project. Back-to-Office report. 10 December (internal). 
19 The poverty headcount in the region dropped from 13.1 in 2006 (during the height of civil conflict) to 1.7 in 2016. 
20 For example, audited entity financial statements were on average 24 months late. Annual project financial statements 

were consistently 2 months late. 
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C. Performance of the Asian Development Bank 
 
33. The PCR indicated that the BCR rated the performance of ADB satisfactory. Project 
supervision was delegated to the Sri Lanka Resident Mission at the outset of the project. There 
was at least one supervision mission to the project area each year, with a total of 14 missions. 
Implementation issues were identified and mitigated in a timely manner. The BCR cited the 
government’s appreciation for ADB’s prompt approval of additional financing and other requests 
from the executing agency. The quality of ADB’s safeguard work at approval and during 
supervision was satisfactory in meeting ADB requirements. Project documentation included 15 
environmental monitoring reports that were submitted between June 2015 and mid-2019. There 
were also eight social monitoring reports submitted between 2014 and 2018. ADB reviewed the 
progress of safeguards work during each of the 14 project supervision missions, as well as the 
midterm review mission in 2012 and the PCR mission in 2019. ADB’s safeguards performance 
was satisfactory. This validation assesses performance of ADB satisfactory.  
 

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

 
34. The PCR rated the project successful. This validation assesses the project relevant based 
on its consistency with the government and ADB priorities. No major changes in project design or 
scope were required. The project met or exceeded all but one of its water and sanitation service 
targets. It is found to be inefficient due to the negative overall EIRR for water supply services.  
The project is less than likely sustainable due to weak arrangements for O&M of STPs and public 
sanitation facilities, and the uncertainty of long-term financial viability of the water supply schemes 
and the STPs. 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  Effective Effective  
Efficiency  Less than 

efficient 
Inefficient Negative EIRRs, significant cost-

overruns, and process inefficiencies. 
Sustainability Likely 

sustainable 
Less than 

likely 
sustainable 

Negative FIRRs, NWSDB was unable to 
recover costs through tariffs, and urban 
councils’ weak management of STPs 
and public sanitation facilities.  

Overall Assessment Successful Less than 
successful 

The overall score is less than the 1.75 
threshold. 

Preliminary Assessment 
of Impact 

Satisfactory Satisfactory  

Borrower and executing 
agency 

Satisfactory Satisfactory  

Performance of ADB Satisfactory Satisfactory  
Quality of PCR  Satisfactory Para. 40. 

ADB = Asian Development Bank, EIRR = economic internal rate of return, FIRR = financial internal rate of return, 
IED =  Independent Evaluation Department, NWSDB = National Water Supply and Drainage Board, PCR = project 
completion report, STP = septage/sludge treatment plant. 
Source: ADB (IED).  
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B. Lessons 
 

35. The PCR indicated two lessons. First, strong political will to increase tariffs is a crucial 
factor affecting the financial sustainability of water supply schemes. Any lack of support should 
be identified during project design and integrated in the risk assessment, including mitigation 
measures. Second, cost overruns can be avoided if detailed designs and more comprehensive 
safeguards assessments are completed before loan processing to ensure more accurate project 
cost estimates. The main reason for cost overruns in the project was an increase in the cost of 
civil works. Civil works cost estimates that were based on detailed designs were prepared during 
project implementation and were higher than the preliminary estimates on which the original 
lending was based.  
 
36. This validation offers two more project-level lessons. First, capacity development is 
imperative in enhancing sustainability. Building capacity could take into account technical know-
how and the administrative capacity of these institutions. A minimum level of technical capacity 
and appropriate technical procedures could be developed for public water supply systems, 
sanitation, and sewerage facilities so as to make capacity building measures credible. Local 
authorities, for example, may need technical training to help achieve proficiency in water system 
administration and O&M, which is critical to project sustainability. Improving managerial and 
administrative capacity of institutions responsible for service delivery helps, for example, in 
assisting urban councils in the preparation of medium to long-term O&M plans, including financing 
strategies and monitoring procedures.  
 
37. Second, midterm review and appraisal for additional financing are opportune times to 
revise and enhance the project DMF indicators and baselines. While the DMF was revised slightly 
for additional financing, the changes did not include revisiting the project indicators or baselines. 
The PCR identified that the achievements of components 2 and 3 concerning capacity 
development were difficult to quantify. Similarly, baseline data could have better been captured 
during appraisal for additional financing to allow establishment of clear baselines and better 
subsequent assessment of project achievements.  

 
C. Recommendations for Follow-Up 
 
38. The PCR indicated seven recommendations for follow-up. First, the NWSDB should 
regularly monitor operations of the STPs and effluent quality and recommend any corrective 
actions that might be required by the urban councils. Similarly, the NWSDB should also monitor 
water schemes asset management since FIRRs are negative for all the subprojects, which require 
subsidies from the national government to cover O&M costs. Second, all training programs should 
include gender-disaggregated list of trainees to enable monitoring of gender balance. Third, urban 
councils should be encouraged to carry out frequent periodic health inspections of public 
sanitation facilities to ensure public health standards are being met and infrastructure is being 
maintained. The councils should also establish maintenance funds for STPs and public toilets to 
ensure their sustainability. Fourth, NWSDB should launch an awareness campaign on the 
benefits of chlorination to encourage more households to use the new water supplies. Fifth, 
permanent deeds for new lands provided to affected people should be issued without delay. Sixth, 
ADB should obtain justification for unaudited amounts related to value-added tax by 
October 2020. Lastly, road agencies should provide verge access or conduits along new roads 
for later installation of water pipes to avoid damage to roads. 
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V. OTHER CONSIDERATIONS AND FOLLOW-UP 
 
A. Monitoring and Reporting 

 
39. There were some shortcomings with the project’s monitoring and reporting systems.  
The government prepared a project performance monitoring system based on the DMF indicators 
in 2013, about 3 years later than originally planned. The project coordination cell collected data 
for it, but stopped after a short period. NWSDB did not submit semi-annual monitoring and 
evaluation reports. Provincial coordinating committees submitted quarterly implementation 
progress reports that focused on physical and financial progress but were not linked to the DMF. 
RSCs compiled key water service performance indicators, which NWSDB published.  
The government prepared a well-written BCR and carried out a comprehensive completion 
survey. Audited annual project and entity financial statements were on average 2 months late. 
The national audit office provided qualified audit opinions throughout project implementation. 
Problems included recurring unrecorded interest charges and setting off value-added tax payment 
against the domestic fund. Project and entity audit reports were of acceptable quality and there 
were no serious unresolved weaknesses in financial management. 

 
B. Comments on Project Completion Report Quality 
 
40. The PCR met the guidelines’ requirements, was clearly written, and assessed project 
activities and performance in a logical, candid, and easily understandable manner. The report 
was broadly accurate and consistent with supporting documents, with the exception of its 
assessment on sustainability which was an overly optimistic assessment. The analysis did not 
take into account that water supply tariffs have not been raised since 2012, NWSDB’s failure to 
fulfill the loan covenant concerning full cost recovery, and its delayed provision of staff for O&M 
of the water schemes. It also did not consider the weak capacity of the urban council or the poor 
management of the STPs and some of the public sanitation facilities at project completion. 
However, key implementation issues were succinctly explained and safeguard issues were 
adequately summarized. The explanation of the discrepancies between reestimated and original 
EIRRs was also well articulated in its Appendix 16. This validation assesses the PCR quality 
satisfactory despite its inaccurate assessment of sustainability. 
 
C. Data Sources for Validation 

 
41. Data sources used for this validation include the report and recommendation of the 
President, ADB’s PCR and mission reports, and the BCR. 
 
D. Recommendation for Independent Evaluation Department Follow-Up 

 
42. A project performance evaluation should be conducted in 24–36 months to assess how 
well project outcomes are being sustained and identify mitigation measures, if needed. 
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