
Additional Financing for Melamchi Water Supply Project (RRP NEP 31624) 

SUMMARY OF PROJECT PERFORMANCE 
 

A. Background 

1. Loan 1820-NEP (SF): Melamchi Water Supply Project (MWSP) was approved on 21 
December 2000 and became effective on 28 November 2001.1 The MWSP is a comprehensive 
water supply project aiming to improve the health and well-being of the people in Kathmandu 
Valley. It will alleviate the shortage of potable water in the Kathmandu Valley by diverting water 
from the Melamchi River to the Kathmandu Valley. Melamchi tunnel is a key component of the 
MWSP, and its performance impacts the pace and progress of several downstream water 
supply and wastewater projects in the Kathmandu Valley.   
 

2. The overall aggregate impact and outcome of the project as a result of the additional 
financing remain the same as those of the original project. The impact will be improving the 
health and well-being of the people of the Kathmandu Valley. The outcome will be alleviation of 
the chronic shortage of potable water in the Kathmandu Valley. The performance targets and 
indicators for the impact have been revised to reflect the sector-specific impact and are in the 
design and monitoring framework (DMF). The MWSP comprises two subprojects– (i) the 
Melamchi River Water Diversion Subproject (Subproject 1); and (ii) the Kathmandu Valley Water 
Supply and Sanitation Subproject (Subproject 2). The additional financing will be provided for 
Subproject 1. The overall aggregate outputs of these two subprojects as a result of the 
additional financing will broadly remain the same as those of the original project, and the minor 
corrections, mainly editorial, are shown in the DMF. 
 

B. Melamchi Tunnel 

3. Melamchi Water Supply Development Board (MWSDB) is the implementing agency and 
Ministry of Urban Development, Government of Nepal, is the executing agency for the MWSP. 
Construction of the Melamchi tunnel is the most critical component of the MWSP.  Melamchi 
tunnel has a design capacity of 6m3/s to bring 510 million liter per day (510 MLD) water from 
headworks in the Melamchi Valley to the Kathmandu Valley through a 27.5 km long tunnel 
excavated in challenging geological strata in the Himalayas hills. In the first phase (under the 
MWSP), the headworks will be developed for 170 MLD with long-term plans to develop the full 
capacity of 510 MLD. Main components of the Melamchi tunnel contract are as follows: 
 

(i) The main Melamchi diversion tunnel (including adits) has a total length of 27.5 
km of which 6.3 km has already been excavated under the previous contract. 
Now, approximately 21.2 km remaining length will be constructed using three 
access adits (Sindhu, Gyalthum and Ambathan) and the portal at the 
downstream outlet near Sundarijal. The tunnel will be excavated by drill and blast 
methods using modern and efficient equipment. Permanent support works 
including shotcrete will be completed using modern efficient equipment in the 
entire length of the tunnel (27.5 km); 
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(ii) Headworks intake structures, including earthworks, cuts, civil works and 
hydraulic steelworks. This will also include construction of 540m long headworks 
access road, headworks diversion tunnel and temporary/permanent cofferdams 
on the Melamchi and Ribarma Rivers; 

(iii) Maintenance of the access roads at headworks and four adit/outlets- Sundarijal, 
Sindhu, Gyalthum and Ambathan; and 

(iv) Ancillary works such as de-aeration shafts, tunnel flushing system at Ambathan 
adit, river training and intake at Ribarma with de-sanding basin, ductile iron 
pipeline from tunnel portal at Sundarijal to Water Treatment Plant, operation and 
maintenance of camps, etc. 

 

C. Implementation Progress of the MWSP 

4. Over the past several years, major events and changing circumstances in Nepal have 
hampered implementation of the MWSP. For one, efforts of the government to secure private 
sector participation (PSP) to manage water services in the Kathmandu Valley were not 
successful. During the initial years of the MWSP, successive government efforts to ensure PSP 
in water services delivery, by way of a lease contract supported by the World Bank, failed 
because of a lack of interest from potential bidders. This led to significant delays in project start-
up and the World Bank consequently cancelled its prospective funding. A subsequent ADB-
supported performance-based management contract (PBMC) also failed to materialize despite 
several years of focused efforts. It became apparent that engagement of PSP in Nepal’s urban 
water sector was too difficult and costly in the unpredictable socio-political environment of that 
time. Consequently, the biggest civil works package of 27.5 kilometer-long Melamchi tunnel 
under the MWSP was put on hold because the loan covenants included condition to complete 
the PBMC contract award to award contract for the Melamchi tunnel. Furthermore, additional 
development partners left the project due to political developments in that period.2 Their 
withdrawal resulted in a substantial funding gap of $133 million equivalent. 
 

5. The MWSP experienced additional challenges. The Office of the Special Project 
Facilitator, and later the Compliance Review Panel (CRP), opened investigations following a 
complaint from a nongovernment organization (NGO) in May 2004. In June 2005, the integrity 
division of the Office of the Auditor General investigated allegations of corruption in the 
procurement process of a contract for the access road.3 Neither of these investigations 
uncovered any irregularities, according to CRP’s report (December 2004) and the briefing paper 
from integrity division of the Office of the Auditor General (July 2005). However, these two 
cases caused delay in project implementation and affected the decision-making process of the 
government and the implementing agency. 
 

6. In 2008, major change in scope and implementation arrangements in Loan 1820-NEP 
and associated projects was approved by ADB to restructure the project design, optimize the 
available funding resources and suit the changed institutional environment.4 The most important 
change was the removal of the loan covenant requiring PSP contract as a condition to the 
contract award of the Melamchi tunnel. The restructuring of the projects allowed for the initiation 
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of tunnel construction works, which had been on hold from 2000 to 2008. The change in scope 
did not alter the project’s development benefits or impact. Moreover, the MWSP was divided 
into two subprojects, with two distinct implementing agencies that enhanced implementation 
efficiency and outputs of the two subprojects. Melamchi Water Supply Development Board 
(MWSDB) continued to implement subproject 1, which included the Melamchi tunnel. The newly 
established water utility Kathmandu Upatyaka Khanepani Limited (KUKL) became the 
implementing agency for subproject 2, which included distribution network improvements in the 
Kathmandu Valley.  
 

7. While the MWSP is not performing well, both the original and the restructured projects 
remain the most critical components of water supply system in the Kathmandu Valley. A 
reduction in the scope of the project is inappropriate as the Melamchi tunnel is essential to 
achieve the full benefits of an improved water supply system in the Kathmandu Valley. A 
cancellation of the project at this stage will (a) result in a waste of project expenditures, (b) is 
detrimental to the achievement of the government’s sector priorities, and (c) there is potential 
reputational risk for ADB. The project continues to be technically feasible, and the net benefits 
of providing additional financing to complete the project far outweigh any other option. 
 

8. Despite the difficulties, the government has consistently maintained its commitment to 
the MWSP. In addition to continuing infrastructure development under the MWSP, the 
government has initiated institutional reforms, albeit slowly. The most important reforms include 
separation of asset ownership from management; establishment of an independent regulatory 
commission for regulating water tariffs; and establishment of an autonomous water operator 
company under the Companies Act (1996). Three key entities have been established: (i) the 
Kathmandu Valley Water Supply Management Board (KVWSMB), asset owner of water and 
wastewater systems within the Kathmandu Valley; (ii) the Water Supply Tariff Fixation 
Commission (WTFC), responsible for the economic regulation of the sector; and (iii) the KUKL, 
in charge of operating the assets under lease and license from KVWSMB. Relevant laws have 
been amended or enacted to allow the implementation of these institutional reforms and the 
PSP scheme.5 This level of institutional reform in the urban water sector has few parallels in 
South Asia.  Moreover, the government and ADB are implementing downstream water supply 
distribution network improvements and wastewater management projects in the Kathmandu 
Valley to improve delivery of water supply and wastewater services.6  
 

D. Performance of the Melamchi Tunnel Contract 

9. Following the restructuring of the MWSP in 2008, the MWSDB awarded the contract for 
Melamchi tunnel to China Railway 15 Bureau Group Corporation (CR15G) on 19 February 2009 
at a contract amount of NRs4,288 million ($66 million). The contract period was 1,596 days (4 
years and 4.5 months) and scheduled completion date was 2 September 2013. Actual physical 
works started in April 2010 due to time required for advance preparations including handing 
over of the sites to the contractor and social problems encountered in contract implementation. 
The MWSDB terminated the contract on 25 September 2012 due to unsatisfactory performance 
of the contractor (CR15G).  As of the termination date, physical progress (i.e., tunnel 
excavation) was only 22% (6.3 km out of 27.5 km as detailed in Table 1).   

                                                
5
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6
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3000-NEP, approved on 26 April 2013). 
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Table 1: Progress of Melamchi Tunnel (as of 31 August 2012) 

S. No. 
Tunnel/Adit 

Section 
Total Length 

(m) 
Progress 

(m) 
Progress (%) Remarks 

1 Main Tunnel 

1.1 Ambathan Adit 
upstream (u/s) 

805.0 611.5 76%  

1.2 Ambathan Adit 
downstream (d/s) 

4,321.0 538.9 12%  

1.3 Gyalthum Adit 
upstream (u/s) 

3,890.0 150.0 4% Critical section due to long length 
and likely poor rock condition 

1.4 Gyalthum Adit 
downstream (d/s) 

3,815.1 156.5 4% Critical section due to long length 
and likely poor rock condition 

1.5 Sindhu Adit 
upstream (u/s) 

3,698.0 591.9 16%  

1.6 Sindhu Adit 
downstream (d/s) 

3,265.0 609.6 19%  

1.7 Sundarijal Outlet 
upstream (u/s) 

6,121.8 2,149.8 35%  

2 Ambathan Adit 298.2 298.2 100% Completed 

3 Ambathan Flushing 
Tunnel 

28.2 28.2 100% Completed 

4 Gyalthum Adit 330.5 330.5 100% Completed 

5 Sindhu Adit 751.7 751.7 100% Completed 

6 Diversion Channel at 
Headworks 

211.6 m 0.0 0% Not started, critical work 

7 Access Road to 
Headworks Tunnel 

46.0 41.7 91% Completed 

 Total 27,582.1 6,258.5 22%  

 

10. The details of contract awards and disbursements under Loan 1820 Subproject 1 and 
Subproject 2 are given in Table 2. 
 

Table 2: Cumulative Contract Awards and Disbursements  
(as of 7 July 2013, $million in ADB Financing) 

 Contract 
Awards 

% of Loan 
Amount 

Disbursements 
% of Loan 
Amount 

Remarks 

L1820  97.1 69 59.4 42 
With award of the new contract for the 
Melamchi tunnel, all contracts would have been 
awarded. 

  
11. Following the termination of the previous contract, the MWSDB initiated rebidding and is 
likely to award a new contract to Cooperative Muratori e Cementisti (CMC) di Ravenna, Italy in 
July 2013 at a contract price of NRs8,727 million ($98.7 million) with scheduled completion in 
2016. An additional financing of $25 million from ADB’s special fund resources is proposed to 
meet this cost overrun. This additional financing is important to ensure that the Melamchi tunnel 
is completed and the outcomes envisaged in the original project are achieved. The proposed 
additional financing will not change the scope of the restructured project. 
 
12. Project achievements and performance are described below. 
 

(i) Delivery of expected outputs. Under Subproject 1, the Melamchi tunnel is the 
main component for which the new contract is likely to be awarded soon, and 
scheduled completion date is June 2016. Under Subproject 2, all the contracts 
have been awarded, and these contracts are likely to be completed by 2014. The 
main output of additional 170 MLD of potable water will be achieved after 
completion of the Melamchi tunnel.  
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(ii) Implementation progress. Despite the setback stemming from termination of 
the previous contract of the Melamchi tunnel, the MWSP has now gained 
momentum, and will be completed within the extended period. 

(iii) Satisfactory compliance with safeguard policy requirements.  The MWSP is 
classified as category A for involuntary resettlement and category C for 
Indigenous Peoples. The additional financing for the MWSP will not change 
safeguards requirement as no additional scope or civil works will be 
implemented.  The PMU submits regular social safeguard monitoring reports to 
ADB that are reviewed and disclosed in accordance with ADB’s Safeguards 
Policy Statement, 2009.  There are no significant social safeguard 
implementation issues and the PMU is found capable of effectively implementing 
all safeguards. SUP activities will be continued for the Melamchi Valley as per 
original scope and will cover five areas: buffer zone development, health, 
education, income generation and community development. The MWSP is 
classified as category A for environment. An environmental management plan 
(EMP) was prepared and disclosed in accordance with ADB’s Safeguard Policy 
Statement, 2009. The PMU submits regular environmental safeguard monitoring 
reports to ADB that are reviewed and disclosed in accordance with ADB’s 
Safeguards Policy Statement, 2009.  There are no significant environmental 
safeguard implementation issues and the PMU is found capable of effectively 
implementing all safeguards. 

(iv) Successful management of risks.  The most important risk is the likelihood of 
cost and time overruns due to poor mobilization of the new contractor or 
procedural delays. To mitigate this risk, the government and ADB will closely 
monitor mobilization and performance of the new contractor of the Melamchi 
tunnel to ensure that the progress is as per schedule, and the works are 
implemented with quality and compliance with safety and safeguards 
requirements.     

(v) Project rating.  While the project is rated on-track as of January 2014 under 
eOps system, it is understood that the MWSP has been substantially delayed 
due to various reasons detailed in the preceding paragraphs. With the rebidding 
process successfully completed, the MWSP is now likely to remain on-track in 
the extended period. 

 

E. Conclusions 

13. The cost of the original project has increased by $38.1 million due to higher amount of 
the new contract for the Melamchi tunnel. The additional financing is important to ensure that 
the Melamchi tunnel is completed and the outcomes envisaged in the original project are 
achieved. The proposed additional financing will not change the scope of the restructured 
project. The project continues to be technically feasible and economically sound, and the net 
benefits of providing additional financing to complete the project far outweigh any other option. 
Notwithstanding the delays so far, the project remains valid, sound, and strategically important 
to solve acute water supply problem of the Kathmandu Valley. It meets eligibility criteria for 
additional financing as it is (i) technically feasible, economically viable, and financially sound; (ii) 
accorded high priority by the government; and (iii) consistent with the project’s development 
objectives; country partnership strategy, 2010–2012; and ADB’s Water Operational Plan, 2011–
2020.7 The project has a high degree of project readiness and safeguard compliance, which are 
priority criteria for additional financing. The government, MWSDB, and ADB remain strongly 
committed to ensuring that the project gets back on track to achieve its intended outcomes.    

                                                
7
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