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SUMMARY OF PROJECT PERFORMANCE  
 

A. Background 
 
1. The Secondary Towns and Rural Community-Based Water Supply and Sanitation Project 
was approved in 2001.1 The proposed additional financing will ensure the successful completion 
of the head works of Muttur water supply scheme. The distribution networks and elevated towers 
of the Muttur scheme are under construction. However, externally induced price hikes for key 
inputs have caused cost overruns that cannot be covered by the supplementary assistance 
approved on 29 November 2006.2   
 
B. Performance of the Project 
 
2. Delivery of expected outputs. Most of the ongoing works in the towns of Batticaloa, 
Hambantota, and Polonnaruwa will be completed in 2011, with the exception of the salinity 
barrier in Hambantota, which is expected to be completed in early 2012, well before the current 
loan closing date of June 2012. This progress has been achieved despite 18 months’ delay in 
Batticaloa and Muttur caused by the resurgence of conflict in 2006–2007. In addition, three of the 
four towns in the project were affected by the 2004 tsunami.3 People displaced from these towns 
were resettled during 2005–2006. The working environment in the eastern districts improved 
from mid-2007, and work on most of the contracts resumed slowly after landmines were cleared. 
Since the end of the conflict in 2009, the working environment has further improved, and most of 
the work is progressing well. 
 
3. The following has been completed in Batticaloa, Hambantota, and Polonnaruwa under 
the urban component: three water intakes with a combined capacity of 280 million liters per day; 
four water treatment plants with capacity of 68.5 million liters per day (against a planned 77 
million liters per day); and 94.13 kilometers of the raw water and transmission mains (planned 
118 kilometers). In addition, nearly 858 kilometers of distribution lines have been constructed 
(planned 500 kilometers), as have 22,383 low-cost latrines (planned 33,000). A sewage 
treatment plant with a capacity of 460 cubic meters per day for the Batticaloa hospital and 
prisons is completed. Nearly 81% of the planned 9,606 rural water supply schemes are now 
completed, benefiting over 130,000 people.  
 
4. The National Water Supply & Drainage Board reported the following accomplishments in 
its 2007–2011 corporate plan by the third quarter of 20104: (i) piped water supply coverage is 38% 
against a target of 40%, and piped sewerage coverage improved to 2.3% against a target of 2.5%; 
(ii) operational efficiency measures including targeted reductions in nonrevenue water reached 
29.1% against a target of 30% island wide; (iii) reduced staff-to-connection ratios is 6.7 against a 
target of 6.8 per 1,000 connections, and nearly 21 schemes with energy efficiency initiatives have 
been undertaken; (iv) improved collection efficiency is 98.6% against a target of 100.0%, and 
accounts receivable stand at 54 days for domestic and commercial accounts, against a target of 
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50 days, and 55 days for government accounts, against a target of 60 days; and (v) training and 
public awareness campaigns have become more frequent. These efforts are necessary for 
improving the operational efficiency and financial sustainability of the water supply and sanitation 
systems. 
 
5. Satisfactory implementation progress. All but one of the 16 contract packages under 
the urban component covering the towns of Batticaloa, Hambantota, Muttur, and Polonnaruwa 
have been awarded. Nine contracts are ongoing, and the remaining six have been completed. 
The cumulative value of contract awards to date is $112.24 million (84.1%), and cumulative 
disbursements stand at $85.96 million (64.4%).5 All contracts under rural schemes are awarded.  

 
6. Satisfactory compliance with safeguard policy requirements. Ongoing activities 
have been reviewed for compliance with safeguards and shown to be sound with regard to the 
Asian Development Bank (ADB) Environment Policy (2002), Involuntary Resettlement Policy 
(1995), and Policy on Indigenous Peoples (1998). The project promotes the equal representation 
of women in project staffing, planning, and implementation. Numerical targets set for the project 
have been met or exceeded, and women’s involvement in project implementation is high. 
Women’s participation in the rural component of the project was comprehensive because the 
gender action plan provisions were implemented effectively. Implementing nongovernment 
organizations established new community organizations to manage rural water supply schemes. 
A recent review shows that women and men have equal participation and leadership positions in 
these organizations.6 Positive changes in gender relations and gender roles resulting from the 
project include women’s increases leadership in the community, their greater involvement in 
planning and managing community infrastructure, and their stronger engagement with local 
government on identifying community needs and planning related initiatives. Women’s 
livelihoods improved with access to revolving loan funds through the project, though the impact 
was limited as the loans were small. 

 
7. Successful management of risks. The project managed the risks under its control 
satisfactorily despite the resurgence of conflict in these areas during 2006–2007, which cost the 
project 18 months. To ensure service delivery, the project was fully staffed, ensuring trained 
staffers’ continuation in the project management unit. The water supply schemes were designed 
in phases to cover basic requirements for a 20-year projected population and a conservative 
growth pattern. In the loan agreement, the government committed to revising tariffs to ensure 
that the implementing agency will recover at a minimum the costs of operation and maintenance, 
department services, and depreciation. 

 
8. On track rating. Project implementation is rated satisfactory despite being affected by 
the conflict. 
 
C. Cost Overruns  
 
9. Cost overruns were reported in most construction in Sri Lanka from 2005 to 2010, 
including water supply and sanitation. By the time the initial contracts were due for award in 2005 
following detailed design, it became apparent that there was a very significant cost overrun, 
estimated at $80.2 million. Factors leading to cost overruns in the project included (i) price 
increases as a result of input price increase on the international market and the impact of 2004 
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tsunami, raising costs by $48.7 million, or 60%,7 and (ii) physical changes during detailed 
engineering design that raised costs by $16.5 million, or 21%. To meet the expected cost 
overrun, a supplementary assistance loan for $60 million was approved in November 2006 
(footnote 2). The revised project cost estimate was $175.2 million in 2006. The ADB loan was 
increased to $120.3 million equivalent (69% of the total) using Special Funds resources and 
ordinary capital resources, as the government’s contribution increased to $51.8 million (30%) 
and beneficiaries’ contribution remained at $3.1 million (1%). 
 
10. Although price and physical contingencies were built into the 2006 supplementary loan, 
significant price escalation continued in 2007–2008. As a result, bid prices for all contracts 
awarded were well above the revised estimates in 2006. This was despite competition in the 
bidding process, with an average of three bids received for each contract, even in 
conflict-affected areas. From 2006 to 2009, the average cost increases for key inputs were 20% 
for cement, 25% for granite paving stone, 34% for sand, 58% for reinforced steel, 57% for 
polyvinyl chloride pipes, 100% for ductile iron pipes, 23% for fuel, and 25% for labor. During 
2006–2009, inflation averaged 12.5%, but it peaked in 2008 at 22.6%. As a result, the final 
revised cost is now estimated at $259.52 million. To meet some of the increase in costs, the 
government has increased its contribution from $51.8 million (30%) to $116.5 million (45%), 
while ADB’s contribution remains unchanged.8 
 
D. Conclusion 
 
11. The additional financing meets the eligibility criteria of ADB’s additional financing policy, 
as the project remains technically feasible, economically viable, and financially sound.9 The 
government accords the additional financing high priority, and it is consistent with the project’s 
development objectives and the current country partnership strategy.10 The proposed assistance 
meets the standards for additional financing of a well-performing project. The cost overrun has 
exogenous causes. The government’s evaluation of the tender for the Muttur head works has 
been completed, and works can be completed within 24 months after the award. ADB may 
provide additional financing to ensure the successful completion of ADB-financed projects in the 
event of a financing gap or a cost overrun. Other applicable priority conditions are that the project 
is at an advanced stage of implementation; can be completed within a relatively short time; and 
has a high degree of project readiness in such areas as design, implementation capacity, and 
safeguards. The additional financing will meet cost overruns resulting from specific input price 
increases and overall inflation, while the project’s scope remains unchanged. 
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