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I. PROJECT DESCRIPTION 
 
A. Rationale 
 
1. Nepal’s potential for urban development as a critical driver of economic growth was largely 
unrealized. There had been a lack of pertinent policies regulating and managing its urban 
development growth. This generated a multitude of bottlenecks in the provision of basic urban 
services; environmental degradation; encroachment on public land, forests, and riverbanks; and 
sprawling settlement development.1 Many municipalities in Nepal lacked properly operated sanitary 
waste landfills and had limited and intermittent water supply services, poorly maintained road 
infrastructure, and inadequate drainage that caused recurrent waterlogging problems. Although 
Nepal’s Local Self Governance Act mandated a wide range of functions and responsibilities to 
municipalities, they often lacked financial and qualified human resources and institutional capacity 
to provide urban services commensurate with the growing population. Consequently, the nation’s 
urban environment, which disproportionately affected the urban poor and vulnerable groups, 
generated serious public health issues, and as a result, dampened the nation’s economic growth by 
reducing labour productivity and educational attainment. Moreover, poor basic urban services led to 
increased urban morbidity due to diseases and associated economic burden. 
 
2. The project was aimed at addressing critical urban environmental issues and improving basic 
service delivery by providing populations in selected municipalities with better access to municipal 
infrastructure and services. Its objective was to improve basic urban service provision in four growing 
municipalities of Dharan, Janakpur, Nepalgunj, and Siddharthanagar, through essential 
infrastructure investments in urban water supply and sanitation, urban solid waste management 
(SWM), and urban road sectors. Moreover, the project aimed to improve these urban services in a 
participatory manner through community development programs (CDP) and a gender equality and 
social inclusion (GESI) action plan. The selection criterion for the four target municipalities were 
based on their economic growth potential, demand for urban services, and urban management 
capacity (RRP, para. 5).   
 
B. Expected Impacts, Outcomes, and Outputs 
 
3. The project’s expected impact was the improvement of the urban environment in the 
municipalities of Dharan, Janakpur, Nepalgunj, and Siddharthanagar. Its expected outcome was for 
its four project municipalities’ populations to have more inclusive and improved access to essential 
municipal infrastructure and services. The project had three expected outputs: (i) development of 
reliable municipal infrastructure; (ii) undertaking of community development programs and 
strengthening of GESI; and (iii) support for project management and administration.  
 
C. Provision of Inputs 
 
4. The project was approved in February 2012 and became effective in July 2012. The target 
loan closing date was 31 December 2017, while the actual loan closing date was 31 December 2019. 
The project required two extensions of its closing date. The first request for extension of project 
closing date was made in January 2018 on account of the lagging implementation schedule (about 
15 months) which was, in turn, due to the delayed implementation of the integrated SWM component 
in Siddharthanagar and Nepalgunj. The delay was caused by local opposition and obstruction from 
the tenants who were cultivating the land in surrounding areas and who “did not want waste to be 

 
1  ADB. 2012. Report and Recommendation of the President to the Board of Directors: Proposed Loan and Grant to Nepal 

for the Integrated Urban Development Project. Manila. 
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dumped in their villages”.2 There were also delays in the project construction for one of the reservoir 
tanks of Dharan water supply subproject due to a land acquisition dispute and opposition from 
indigenous groups. The trade and transit blockade from 2015 to 2016 further delayed the 
implementation because of constrained availability of materials including fuel and cement.3 
 
5. The second extension made in December 2018 was necessary to complete the integrated 
SWM contract in Nepalgunj; the drainage and road improvement works contract in Janakpur; the 
water supply improvement works contract in Dharan; and to continue the implementation of the 
community development programs in the poverty pockets of Nepalgunj, Jankapur, and Dharan.4 
 
6. The project completion report (PCR) indicated that the project suffered from both start-up and 
implementation delays.  Initial delays were in procuring its project management and support 
consultants, design and supervision consultants, and partner nongovernment organizations (NGOs). 
Furthermore, delays in turnover of assets and liabilities, initial design issues, and parallel activity and 
interagency coordination issues within the municipalities also resulted in the project delay. 
 
7. At appraisal, the PCR indicated that the project’s estimated cost was $83.86 million to be 
financed by a $12.0 million grant and $44.80 million loan from the Asian Development Bank (ADB), 
$20.57 million contribution from the Government of Nepal, and $6.49 million from municipalities and 
beneficiaries. At completion, the actual project cost was $60.93 million, and about 24.5% of the actual 
cost was financed by the government, 53.4% by ADB loan, 14.3% by ADB grant, and 7.7% by the 
municipalities. ADB loan and grant allocations were revised twice to meet increased civil works and 
water supply costs. The actual ADB financing of $43.82 million was $12.98 million, lower than what 
was estimated. This was in view of the depreciation of the Nepalese rupee, the partial cancellation 
of the loan to support Nepal earthquake and coronavirus disease (COVID-19) disaster response, 
and the cancellation of the unused portion of the loan and grant at financial closing. 
 
8. The project estimated 1,298 person-months of national consultants’ inputs during appraisal. 
However, actual consultants’ inputs were about 1,501 person-months. A firm was mobilized to 
facilitate gender mainstreaming in the Ministry of Urban Development (MOUD) with 3 person-months 
of international and 261 person-months of national consultants’ inputs. 

 
9. At approval, the project was classified category B for involuntary resettlement and 
environment and C for indigenous peoples, in accordance with ADB’s Safeguard Policy Statement 
2009. The project’s social safeguards categories remained the same at completion. There were no 
outstanding grievances reported at project completion stage.  
 
D. Implementation Arrangements 
 
10. The project management implementation arrangements consisted of an oversight body with 
intergovernmental representatives and the executing agency headed by the MOUD with its key 
implementing agency partners from project municipalities.  
 
11. The project coordination office (PCO) supported municipalities in implementing project 
activities and monitoring progress. Four project municipalities were implementing agencies for the 
project. A project implementing unit (PIU), responsible for implementing project activities, was 

 
2  ADB.  2021.  Completion Report.  Nepal: Integrated Urban Development Project.  Manila.  
3  ADB (South Asia Department). 2018. Nepal: Integrated Urban Development Project. Request for Extension of Project 

Closing Dates and Reallocation of Loan and Grant Proceeds. Memorandum. 23 January (internal). 
4  ADB (South Asia Department). 2018. Nepal: Integrated Urban Development Project. Request for Extension of Project 

Loan and Grant Closing Dates. Memorandum. 26 December (internal). 
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established in each municipality. A municipal project management committee was formed in each 
municipality to represent stakeholders, including community members. Committee meetings were 
held regularly to help resolve project-related issues and provide guidance. The MOUD’s social 
coordination section was responsible for GESI mainstreaming activities in the ministry and its 
departments. The project collaborated with NGOs to implement the CDPs. 
 
12. The project had 51 major covenants. Of these, 45 were complied with, and 6 were partly 
complied with. Pending actions and delay in compliance were observed for covenants related to 
preparing audited project financial statements, retaining project staff, and submitting safeguard 
monitoring reports. 
 
13. Six partially complied covenants included the final audited project financial statements from 
MOUD that remained outstanding during PCR preparation. For the covenant on institutional 
arrangements, the project director of the project coordination office (PCO) was replaced six times 
during implementation, due to administrative restructurings during implementation. Regarding 
safeguards monitoring and reporting covenant, the project submitted only 10 social and 12 
environmental semi-annual safeguards monitoring reports to ADB out of the required 15 reports. 
With respect to the covenant on counterpart support, a delay occurred in the timely release of the 
counterpart budget. On the financial sustainability, the project’s financial intermediary, Town 
Development Fund, did not receive audited financial statements from the municipalities within 
4 months from the end of the fiscal year as required. This was indicative of inadequate due diligence 
for the financial intermediary.  
 

II. EVALUATION OF PERFORMANCE AND RATINGS 
 
A. Relevance of Design and Formulation 

 
14. The PCR rated the project relevant. It stated that the project was aligned with ADB’s country 
partnership strategy for Nepal and was designed based on lessons learned from similar ADB 
interventions and in consultation with relevant stakeholders involved in urban development. It added 
that the project complemented the urban development activities of other development partners in 
Nepal, such as Japan International Cooperation Agency, United Nations Development Programme, 
the World Bank, and the Government of Finland. Coordination among development partners ensured 
complementarity of interventions and prevented overlap.  
 
15. The project was aligned with the government’s policies and priorities recognizing the 
importance of urban infrastructure and services in improving urban dwellers’ living standards. The 
project was formulated based on Nepal’s National Urban Policy 2007 and the government’s 12th 
periodic plan (fiscal year [FY] 2011–FY2013), which provided strategic directions to the 
government’s efforts to improve urban services and development in strategically important 
municipalities.5 The 12th periodic plan placed municipalities at the core of the urban development 
agenda and supported the strengthening of local bodies to help them implement urban development 
plans and mobilize local resources. The National Urban Policy aimed to improve the          quality of urban 
life by creating clean, safe, and eco-friendly cities. The PCR indicated that the project continued to 
be relevant after its implementation, in line with the government’s 2017 national urban development 
strategy, as the project laid a foundation for liveable cities by developing sustainable, inclusive, 
resilient, and green cities. 
 

 
5  Government of Nepal. Ministry of Urban Development. 2007. National Urban Policy. Kathmandu; Government of Nepal. 

National Planning Commission. 2010. 12th Periodic Plan (FY2011–FY2013). Kathmandu. 
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16. This validation assesses the project relevant. The PCR indicated that the project’s outcomes 
and outputs were logically interlinked in its design and monitoring framework (DMF), and the stated 
risks and assumptions were relevant but not could have been formulated more thoroughly to 
recognize and mitigate key risk factors. The project had considerable merit in providing capacity 
building assistance aside from infrastructure building, such as mainstreaming GESI within the 
MOUD. The project loan modality was relevant to the design, which intended to deliver defined 
infrastructure and adjunct soft components in support of urban development. It also had innovative 
features, which included a targeted approach to reducing social inequalities in poverty clusters. 
CDPs were implemented in 96 poverty clusters of 84 poor settlements. 
 

 
B. Effectiveness in Achieving Project Outcomes and Outputs 
 
17. The PCR rated the project effective. The project’s activities optimized intersectoral linkages 
through fostering pro-poor and gender-responsive integrated urban development. The project 
provided a solution to the waterlogging problem and helped mitigate serious public health issues, 
through the construction, operation, and maintenance of stormwater drainage systems. The project 
addressed drinking water scarcity issues in Dharan by providing improved water supply services to 
more than 95% of its municipal households. The project expanded household solid waste removal 
coverage to 90% in core city areas of Janakpur, 95% in Nepalgunj, and 95% in Siddharthanagar. 
Also, the project improved basic service delivery in 100% of its target poor settlements. Through its 
CDPs, the project promoted solid waste recycling awareness in these poor settlements; particularly 
exceeding the first indicator, which aimed to benefit 100% of the poor settlements (79) in four 
municipalities.  A noteworthy achievement of the project was the mainstreaming of GESI within the 
MOUD.  
 
18. The validation assesses the project effective. Of the five key performance outcome indicators, 
two were exceeded, two were achieved, and one was partly achieved. The PCR explained that for 
the partial achievement of outcome target (B) for Dharan - the Dharan Water Supply Management 
Board may not likely be able to supply water for the targeted 16 hours a day, but the water they can 
provide for certain hours a day may be stored by households who own water tanks – hence these 
beneficiaries can still have sufficient water for use in a 24-hour period.    

 
19. The PCR indicated that out of the 15 performance targets under outputs, the project 
exceeded 6, achieved 8, and partially achieved 1 (reliable municipal infrastructure). This is related 
to the shortfall in the number of sanitary landfills constructed, which could have been addressed with 
a better project planning or implementation arrangements. Further, improved institutional 
cooperation and dispute resolution mechanisms should have been made a priority. The project 
adequately addressed environmental and social safeguard measures. It prepared and satisfactorily 
implemented a resettlement plan in compliance with ADB requirements. The affected persons’ 
livelihoods were maintained or improved in comparison to pre-project levels. The GESI action plan 
was implemented successfully with 14 of 15 activities (93%) completed and 9 of 10 (90%) of the 
combined quantitative targets in the GESI action plan and DMF achieved. These achievements 
brought practical and strategic benefits to women and socially excluded groups.  
 
 
C. Efficiency of Resource Use 
 
20. The PCR rated the project efficient. The PCR stated that the project was efficient in achieving 
the outcomes and outputs. It added that despite delays in project implementation, project extensions 
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had no impact in terms of cost overruns and counterpart financing, given that the actual cost at 
completion was 27% less than the appraisal estimate.  
 
21. The validation assesses the project efficient. The project improved urban service delivery for 
previously unserved population in an economically and financially sustainable manner. Its Nepalgunj 
SWM subproject had an economic internal rate of return (EIRR) of 18.45% at closing, versus 34.76% 
estimated at appraisal. Its water supply and sanitation subproject had an EIRR 18.86% at closing, 
versus 21.9% at appraisal. The drop in the water supply and sanitation EIRRs, as compared to the 
appraisal estimates, was due to the delay in project completion. Also, the drop in Nepalgunj SWM 
subproject’s EIRRs from appraisal to completion was due to a reduced benefit, i.e., 50% reduction 
in disability-adjusted life years and healthcare cost savings assumed at completion in comparison to 
appraisal. Nonetheless, both the SWM and water supply and sanitation subprojects were rated highly 
efficient as their EIRR were greater than 18%, although SWM subprojects were cancelled in two 
municipalities. Sensitivity analysis conducted indicated that the project’s economic viability was still 
above the ADB hurdle rate of 12%.   
 
D. Preliminary Assessment of Sustainability 

 
22. The PCR rated the project likely sustainable. The urban infrastructure is being managed and 
owned by the municipalities. The municipalities have also implemented integrated property tax 
policies that include a maintenance tax. The PCR also stated that the national government continues 
to implement integrated urban development projects on its own in several municipalities. It stated 
that the Nepalgunj municipality has continued private sector participation in waste collection. 
Cumulatively, all these indicate that the project outputs and outcomes are likely to be sustainable. 
 
23. The validation considers the project likely sustainable. In addition to the factors mentioned in 
the PCR, the project strengthened the municipalities’ institutional capacity for fiscal autonomy and 
sustainability. Regarding financial sustainability, the PCR estimated the financial internal rate of 
return of the project at 1.43%, which exceeded the weighted average cost of capital of 1.04%. Overall 
revenue projection for the project facilities exceeded overall cost (includes the O&M costs) until 2039 
based on the financial analysis. If the Dharan Water Supply Management Board continues to improve 
its personnel strength and cost recovery efforts through O&M, it would strengthen its financial 
position and increase its capacity to manage its operational risks. Further reducing its nonrevenue 
water will increase its revenue. A legal provision that allows a municipality to allocate 20% of its 
revenue for maintenance of municipal infrastructure and facilities will add to this revenue increase.  
 

III. OTHER PERFORMANCE ASSESSMENTS 
 
A. Preliminary Assessment of Development Impact 
 
24. The PCR rated the development impact of the project satisfactory. The validation assesses 
the project’s development impact satisfactory. The project contributed to seven operational priority 
indicators of ADB’s Strategy 2030. Key performance indicator targets were all met, and these targets 
included: (i) by 2020, the incidence of waterborne and hygiene-related diseases in the four project 
municipalities decreased by 10% from the 2011 levels; (ii) by 2017, open defecation-free status 
achieved by three municipalities of Janakpur, Nepalgunj, and Siddharthanagar and open defecation-
free status maintained in the Dharan municipality; and (iii) by 2017, project municipalities’ scores for 
performance measures improved from 2010 levels. Overall, the project improved urban services for 
the previously unserved population. However, due to significant 2-year delay in the subprojects and 
community objections, leading to SLS components’ being dropped for two of the three municipalities, 
there were lesser impact benefits generated by the project. 
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B. Performance of the Borrower and the Executing Agency 
 
25. The PCR rated the performance of the borrower and the executing agency satisfactory. It 
stated that the MOUD and the Department of Urban Development and Building Construction as 
executing agencies and the municipalities as implementing agencies had a full ownership of the 
project and provided adequate resources throughout the project implementation. The project 
management implementation arrangements consisted of the oversight body with intergovernmental 
representatives, i.e., the executing agency and its key implementing agency partners from project 
municipalities.  
 
26. This validation assesses performance of the borrower and the executing agency satisfactory. 
The 2-year project delay incurred at project start-up due to a delay in appointing and mobilizing 
municipal project managers, inadequate staffing of the PCO, and the PIUs’ inadequate 
understanding of ADB requirements were subsequently negated as capacity improved in the 
executing agency and implementing agencies. This validation finds that there was a dearth of 
baseline data for the project performance monitoring system (PPMS) assessment based on the 
executing agency’s PCR. Thus, a significant question as to what the PPMS was monitoring in the 
absence of baseline data remained.  
 
C. Performance of the Asian Development Bank and Cofinanciers 
 
27. The PCR rated the performance of ADB and cofinanciers satisfactory. The validation 
assesses the performance of ADB satisfactory; however, performance shortfalls should be noted. 
The DMF, RRP, and the governance risk assessment and management plan failed to assess and 
mitigate project risks that were foreseeable, such as the inadequate training of PIUs and community 
objections to the SLS and municipal agreements for service delivery coverage. These factors 
contributed to the project’s significant delay and setbacks. It is therefore suggested that both ADB 
and MOUD continue to reflect on lessons learned from the project. 
 
D. Others 

 
28. The validation assesses the project’s procurement and fund flow arrangements satisfactory. 
The project procurement arrangements were through international competitive bidding and 
prequalification, national competitive bidding, and shopping. The project consulting services 
arrangements was on a quality cost-based selection. The project contracting implementation 
arrangements was through advance contracting for the recruitment of consultants and NGOs, and 
retroactive financing for the establishment and operation of PIUs and the GESI unit.  
 
29. The executing agency reported improvements in the urban environment indicators (including 
infrastructure and service delivery) in all four municipalities. The executing agency noted that many 
of the GESI targets were met, and broad stakeholder consultations took place. However, the 
executing agency downplayed the cancellations of the SLS components in two municipalities.  
 

IV. OVERALL ASSESSMENT, LESSONS, AND RECOMMENDATIONS 
 
A. Overall Assessment and Ratings  
 
30. The PCR rated the project successful as it was found relevant, effective, efficient, and likely 
sustainable. This validation assesses the project successful. It was relevant as the loan modality 
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was suitable to the design, which intended to deliver defined infrastructure and adjunct soft 
components in support of urban development in Nepal. It was effective, as it achieved 14 out of 15 
output targets and four out of five target outcomes. It was efficient as sensitivity analysis conducted 
indicated that the project’s economic viability was still above the ADB hurdle rate of 12%. It is likely 
sustainable as financial internal rate of return was greater than weighted average cost of capital 
(para. 25) and the project strengthened the municipalities’ institutional capacity for fiscal autonomy 
and sustainability. 
 

Overall Ratings 

Validation Criteria PCR IED Review 
Reason for Disagreement 

and/or Comments 
Relevance Relevant Relevant  
Effectiveness  Effective Effective  
Efficiency  Efficient Efficient  
Sustainability Likely 

Sustainable 
Likely 

Sustainable 
 

Overall assessment Successful Successful   
Preliminary 
assessment of impact 

Satisfactory Satisfactory  

Borrower and 
executing agency 

Satisfactory Satisfactory  

Performance of ADB Satisfactory Satisfactory  
Quality of PCR  Satisfactory Paras. 37–39. 
ADB = Asian Development Bank, IED = Independent Evaluation Department, PCR = project completion report. 
Source: ADB (IED). 
 

B. Lessons 

31. The PCR identified the following lessons learned in the project: (i) project design consultant’s 
scope of work in the future should include an assessment of background and technical information 
on existing utilities; (ii) continual community consultation, benefit sharing, and interagency 
coordination are vital in creating social acceptance of SLS construction; (iii) inclusion of a financial 
management personnel in the project review missions is important in ensuring the improved financial 
performance of urban services provision; and (iv) the country’s federal restructuring requires a 
revision of GESI operational guidelines to align them with the federal structure, e.g., the guidelines 
should define roles and responsibilities for all tiers of government.  
 
32. The delays in this project showed that national and subnational governments must exert more 
effort to include a broad and diverse range of stakeholders from the initial project design to 
implementation for it to be successful. Further investigation or interviews may be necessary to 
ascertain where the lapses were in establishing fuller community support.  
 
33. Gaining ownership from stakeholders and partners is paramount to the success of a project 
vis-à-vis its long-term sustainability, mitigating effectiveness risk bottlenecks, and avoiding otherwise 
foreseeable delays. The project had multiple benefits for stakeholders who were previously unserved 
by basic urban services. It improved urban environment indicators in municipalities and contributed to 
ADB’s 2030 operational strategies but was delayed nearly 2 years for various foreseeable technical 
and operational issues. Part of the project’s lengthy delay emerged from the lack of community 
participation and inclusion in urban infrastructure investments that would have directly affected 
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communities. A plausible conclusion regarding not fully engaging communities and stakeholders is that 
it was likely to lead to more systemic medium- to long-term sustainability issues for the project.  
34. It is critical to embed targeted and specified stakeholder risk analysis and risk mitigation 
measures into the planning of complex, community-driven, and local government-implemented 
infrastructure investments, especially for multi-dimensional and cross-sector urban development 
projects. One of the critical project lessons learned is that, although the project’s governance risk 
assessment and management plan foresaw the cost and time overrun owing to disbursement and 
program approval delays,6 it did not adequately plan for stakeholder participation-, consensus- and 
agreement-related risks and delays that occurred during this project. Thus, the project might have 
miscalculated the importance of stakeholder consensus and support. Such a lesson is a valuable 
source of learning for future urban project preparation. 
 
C. Recommendations for Follow-Up 

 
35. This validation recommends follow-up actions in the municipalities where SWM components 
did not materialize. The targeted outputs and outcomes mean benefits forgone from the general 
population and the government and ADB may devise mitigating measures to prevent SWM situation 
from further deteriorating. Follow-up actions for complex and unresolved issues, such as redressing 
safeguards grievances, and CDP and GESI action plan monitoring and reporting are also 
recommended.  
 

V. OTHER CONSIDERATIONS AND FOLLOW-UP 
 

A. Monitoring and Reporting 
 
36. The executing agency reported issues in obtaining baseline data, which is necessary for its 
PPMS reviews. In this regard, more attention and effort are needed to strengthen future iterations of 
the PPMS in future similar projects. Ensuring sustained engagement of experienced project 
management professionals is also crucial to support this endeavor.  
 
B. Comments on Project Completion Report Quality 
 
37. There was limited analysis of this issue in connection with the PCR’s assessment of the 
project design relevance (risk mitigation measures and heeding lessons learned from earlier 
projects). The PCR could have better assessed the project’s relevance by analyzing the assumption 
that the governance risk assessment and management plan and GESI action plan would have been 
adequate to mitigate the community opposition risks identified during the project design stage.  
 
38. Also, there was a discrepancy between the PCR’s Safeguards Quality Assessment and that 
of the Internal 2021 Independent Evaluation Department Safeguards Review for the project.7 The 
PCR did not highlight how further investigation or interviews may be required to ascertain where the 
lapses were in safeguard processes. Moreover, the PCR’s assessment was not thorough regarding 
the project’s effectiveness and, to a lesser extent, sustainability. This pertains to the meaningful 
participation and inclusion of project-affected persons (vulnerable and women’s groups), such as 
through the CDP and the GESI action plan, and the shortcomings in municipal cooperation and 
coordination. 

 
6  ADB. 2012. Report and Recommendation of the President to the Board of Directors: Proposed Loan and Grant to Nepal 

for the Integrated Urban Development Project. Governance Risk Assessment and Management Plan (accessible from 
the list of linked documents in Appendix 2). 

7 ADB (Independent Evaluation Department). 2021. NEP L2851 and G0284 Project Safeguard Assessment (Sovereign, 
Non-FI). July 2021 (internal report). 



10 

39. Despite the aforementioned observations, this validation is of the view that the PCR offered 
candid and succinct lessons learned from the project. These are invaluable for ADB’s complex, 
cross-sector urban services programming in the future.  

 
C. Data Sources for Validation 

 
40. The data sources for this validation were the RRP and its attachments, the PCR, and 
government and ADB strategies and policies. 
 
D. Recommendation for Independent Evaluation Department Follow-Up 

 
41. None.  
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