
Additional Financing of Kathmandu Valley Water Supply Improvement Project (RRP NEP 34304) 

SUMMARY OF PROJECT PERFORMANCE 
 

A. Background 

1. On 16 September 2011, the Asian Development Bank (ADB) approved financing of  
$80 million for the Kathmandu Valley Water Supply Improvement Project (KVWSIP). 1  The 
project was designed to rehabilitate and expand the urban water supply distribution system in 
Kathmandu Valley and support operating and financial improvements of the main water 
operator, Kathmandu Upatyaka Khanepani Limited (KUKL). The project is part of a wider 
investment program for developing water supply services in Kathmandu Valley, which includes 
(i) source augmentation and bulk distribution, (ii) phased improvements of the distribution 
network, and (iii) wastewater collection and treatment. An investment plan prepared in 2010 
defines two major phases of investments for water supply:  
 

(i) Phase 1: rehabilitation and initial expansion, supported by the ADB-financed 
Melamchi Water Supply Project (MWSP) and the KVWSIP (2012–2016) focusing 
on the distribution and storage system; and the Kathmandu Valley Wastewater 
Management Project (2013–2019). 

(ii) Phase 2: expansion of source augmentation,2 water treatment capacity, bulk 
distribution, and improvements in the water supply distribution network (2016–
2025), to be implemented in two 5-year phases. 

 
2. The MWSP, which will increase water supply by 170 million liters per day (MLD), has 
experienced significant delays; completion is expected by the end of 2016. Many zones in 
KUKL’s service area still receive water from the network for only 1 hour every 4 days.3 Service 
improvements and the project impact thus remain closely linked to the ongoing MWSP.  

 
B. Project Performance 

3. The project has performed well according to ADB’s additional financing policy4 and is 
likely to be completed on schedule despite the rebidding of two works packages. 5  The 
preparation of bidding documents began before loan approval in the third quarter (Q3) of 2011. 
Two consultancy packages for the design and supervision consultant and the community and 
participation consultant (CAPC) were awarded in Q1 2012. The three international competitive 
bidding packages for distribution network improvements (DNI) were awarded in Q2 and Q3 
2013 and the three bulk distribution system (BDS) packages were awarded from Q1 to Q3 

                                                           
1
  ADB. 2011. Report and Recommendations of the President to the Board of Directors: Proposed Loan to Nepal for 

the Kathmandu Valley Water Supply Improvement Project. Manila. 
2
  The additional financing will finance detailed design, environmental impact assessment, and bidding document 

preparation for an additional 340 MLD from the Yangri and Larke rivers. The bulk distribution system under the 
project is designed for the full 510 MLD capacity. 

3
  Based on a 2010 baseline survey done by an independent consultant (CRISIL) under ADB. 2006. Technical 

Assistance to Nepal for Preparing the Kathmandu Valley Water Distribution, Sewerage, and Urban Development 
Project. Manila (TA 4893-NEP). 

4
  ADB. 2010. Additional Financing: Enhancing Development Effectiveness. Manila. Para. 41 of the policy paper 

describes measures to determine if a project is performing well: (i) delivery of expected outputs, (ii) satisfactory 
implementation progress, (iii) satisfactory compliance with safeguard policy requirements, (iv) successful 
management of risks, and (v) a rating of highly satisfactory or satisfactory in the project performance ratings. 

5
 One DNI package was rebid due to the ADB Office of Anticorruption and Integrity’s investigation into the potential 

false documentation submitted by the top-ranked bidder, resulting in a delay of 12 months. Another DNI package 
was rebid because the bid price of the lowest evaluated bidder was substantially higher than the estimated contract 
value, resulting in a delay of 8 months. 
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2014, in line with the implementation schedule. The project progress performance rating is on 
track. The cumulative contract awards are at  
$70.5 million or 97%, and disbursements are at $24.9 million or 35% of the ADB net loan 
amount. As of 17 February 2015, 24% of pipes targeted had been laid. In addition, the 
government has substantially complied with all safeguard requirements during implementation 
of the subprojects to date. The project is on track to achieve most targets. 

 
4. Delivery of outcome. The commissioning of the Melamchi tunnel is a prerequisite to the 
project meeting its outcome target for increased water supply in KUKL’s service area. The 
project is on track to achieve the targets through investments in BDS, DNI, and six storage 
reservoirs once the reliable source of water becomes available.  

 
5. Output 1: Water supply infrastructure rehabilitated and expanded. The project is 
expected to largely meet or exceed its physical targets under Output 1 according to the 
contracts already awarded: (i) 37 km of bulk distribution pipes to be installed (105% of the 
target),  
(ii) 645 km of distribution network pipes to be installed (91% of the target), (iii) 83,555 new 
households to be connected to the improved network (139% of the target), (iv) 50 bulk meters to 
be installed (100% of the target), and (v) 83,555 household meters to be installed (139% of the 
target). Progress related to efficiency objectives at the output level (e.g. for nonrevenue water 
[NRW] reduction) are not yet known since works are ongoing. The commissioning of the district 
metering areas (DMAs) will commence in Q2 2015 with the handover of the first DMA. Overall, 
the project is effectively preparing for distribution of the water to be made available in 2016 from 
the Melamchi River, and from the Yangri and Larke rivers in the future (Melamchi, phase II), and 
contributing to long-term development targets for improving water supply in the valley.  
 
6. Output 2: Operating and financial systems improved, and capacity strengthened. 
The achievement of targets under output 2 has been slower (see Table 3). KUKL has adopted 
its business plan (2012–2016), but implementation has been slow due largely to the lack of 
leadership and weak management; vacancies of high level technical, financial, and managerial 
staff; and slow but steady pace of reform. The additional financing will provide further support 
for institutional strengthening, in coordination with planned support to KUKL by the Japan 
International Cooperation Agency. The targets for citizen participation and public education 
activities are largely on track, although with the additional financing the overall project will target 
15% household participation for public meetings instead of 20%, which is still significant in 
dense urban areas.  
 
7. Satisfactory compliance with safeguard policy requirements. The project is 
classified category B for the environment, B for resettlement, and C for indigenous peoples. The 
project has not had any major safeguard issues and has complied with all safeguard 
requirements. No major environmental impacts have been recorded and the net environmental 
benefits are expected to be positive through improvements to public health. No major 
resettlement impacts have been recorded. The resettlement framework prepared for the project 
was followed during project implementation. The implementing agency submits regular 
safeguard monitoring reports to ADB, which are reviewed and disclosed in accordance with 
ADB’s Safeguard Policy Statement (2009). 

 
8. Successful management of risks. The significant risks identified in the report and 
recommendation of the President are (i) water from Melamchi tunnel may not be available in 
time; (ii) delays in project implementation, including availability of clear sites, may result in cost 
and time overruns; (iii) lack of coordination among various agencies may result in suboptimal 



  3 

outcome; and (iv) NRW reduction targets may not be achieved and the water connection policy 
may not be amended. These risks still remain relevant and mitigation is an ongoing process 
requiring active involvement of various stakeholders.6 Ministry of Urban Development and ADB 
are closely monitoring progress of the Melamchi tunnel contract, with completion expected by 
the end of 2016. The project is now on track and the Project Implementation Directorate, the 
implementing agency, has been restructured to cope with the additional workload of the 
additional financing without causing implementation delays to the original project and the 
Kathmandu Valley Wastewater Management Project.7 Coordination between agencies has been 
improving through concerted effort by the Project Implementation Directorate and KUKL 
leadership, and by involving KUKL branch staff in the ongoing works and preparation of the 
additional financing. The DNI contractors have a defects liability period with payment tied to 
achieving NRW targets. However, KUKL needs to operationalize an effective DMA management 
strategy once DMAs are handed over to KUKL. The additional financing will help to address the 
operationalization of an NRW strategy. The water connection policy was amended to favor the 
poor by removing the requirement for households to show proof of a housing certificate. 
However, households are still required to show proof of land ownership, which is an obstacle for 
many low-income families. 
 
9. Additional financing scope. During the detailed design phase, ADB and the 
government agreed to pursue a more expansive design than was envisaged during the 
conceptual design phase (see figures in Supplementary Appendix: Economic Analysis). The 
main changes were that (i) the entire ring road would be covered by the new transmission main, 
rather than partial coverage; (ii) the ring-road transmission main would have the capacity to 
carry the volume of water from Melamchi phases 1 and 2 (510 MLD) rather than only Melamchi 
phase 1 (170 MLD); and (iii) more of the distribution network within the ring road would be 
replaced. The understanding was the remaining funding gap of approximately $22 million for the 
increased scope would be covered by the government or through additional financing.  
 
10. The additional financing therefore absorbs the cost of increased scope of works in the 
ring road, and completes this work, expands the water treatment plant capacity, and expands 
services to three new municipalities within KUKL’s service area. Specifically, the additional 
financing will provide partial financing for one BDS package of approximately $15.1 million.8  
 
11. Table 1 compares the cost estimates for the ADB loan included in the original project 
administration manual with the actual contract packages. DNI packages were meant to be 
financed from works and equipment; but have been largely drawn from works. A portion of the 
equipment allocation will be reallocated for works. 
 
  

                                                           
6
  The updated Risk Assessment and Risk Management Plan is available from the list of linked documents in 

Appendix 2. 
7
 ADB. 2013. Report and Recommendations of the President to the Board of Directors: Proposed Loan to Nepal for 

the Kathmandu Valley Wastewater Management Project. Manila. 
8
 Total contract amount is $29.96 million. Under the original loan, ADB financing of this package is $10.1 million 

and government financing is $6.7 million. Contract amount includes 13% value-added tax. 
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Table 1: Contract Award and Disbursement of ADB Loan by Category  
(as of January 2015) 

Category  
ADB Allocation 

per PAM 
Actual Contract 

Amount 
Uncontracted 
Loan Balance 

Amount 
Disbursed 

Works 54,901,756 61,630,980
a
 (6,729,224) 13,442,904 

Equipment 6,397,691 3,036,030 3,361,662 1,712,737 
Recurrent costs 822,924 0 822,924 0 
Consulting services 6,563,318 4,429,615 2,133,703 1,513,634 
Environment and social mitigation 273,825 0 273,825 0 
Works quality inspection 182,550 0 182,550 0 
Interest charge 1,928,427 1,928,427 - 189,112 
Unallocated 2,926,596 0 2,926,596 0 
Imprest advance    7,990,000 

Total 74,263,205 71,291,168 2,972,036 24,848,387 

PAM = project administration manual       . 
a
 Total contract amount only includes ADB financing of $10.14 million for package BDS 2, with a total cost of $28.96. 

BDS 2 requires partial financing from additional financing. 
Source: Asian Development Bank          . 

 

C. Achievement Against Targets 

Table 2: Output 1: Water Supply Infrastructure Rehabilitated and Expanded 

Performance Targets and Indicators Expected Achievements 

1.1. New individual house connections 
provided to 60,000 households 
(Target: 30% new connections provided 
to poor households; 100% of households 
headed by women in DNI area covered) 

Project expected to exceed target (139%) and connect at least 83,555 
households according to the three DNI packages already under 
implementation. CAPC survey is identifying households headed by women 
for connection. The poverty target is not yet on track as the government has 
not reformed its connection policy, which requires proof of land ownership. 

1.2. At least 10% of households 
(baseline almost 0%) in service area 
provided with 24-hour water supply 
(Target: 30% of new beneficiaries are 
from poor households; 100% of 
households headed by women in DNI 
area benefit) 

The project is on track to meet this target.  

See explanation for item 1.1 regarding poverty and gender targets.  

1.3. NRW reduced from current more 
than 50% to less than 20% in DNI areas 

Project is on track to achieve this target 

1.4. Additional pipe network of 747 km 
(bulk main of 35 km, distribution mains of 
712 km) installed 
 

Additional pipe network of 681 km is expected (91% of target); and 178 km 
(24% of the target) had been laid as of 17 February 2015. Although the 
achievement for the pipe network is expected to be below the target, a 
greater number of households are being connected than expected and also 
per kilometer of pipe (see item 1.1). BDS diameter is wider than planned at 
appraisal in order to accommodate volume from Melamchi phase II. Project 
is expected to exceed the target for bulk mains (37 km or 105% of target)

a 

and to almost meet the target for distribution mains (645 km or 91% of 
target). 

1.5. 50 new bulk meters, 60,000 new 
individual meters installed and functional 
 

Expected to meet target for bulk meters (100% of target) and to exceed the 
target for individual meters (139% of target). Meter functionality will be 
assessed after the completion of the DNI works contracts. 

BDS = bulk distribution system, CAPC = community and participation consultant, DNI = distribution network 
improvement, NRW = nonrevenue water 
a
 One of the BDS packages (24.85 km) is to be 45% financed through the original project and 55% through additional 

financing. Only 45% of the expected km of BDS (11.18) has thus been taken as achievements of the original project. 
If the entire length of pipes for BDS 2 had been included in the analysis, then the achievements would greatly exceed 
the target, which would be expected since the coverage of the design increased during the detailed design phase. 
Source: Asian Development Bank  
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Table 3: Output 2: Operating and Financial Systems Improved, and Capacity Strengthened 

Performance Targets and Indicators Achievements 

2.1. KUKL’s annual business plan with 
operating and financial targets achieved  
 

Partially achieved: KUKL Board adopted the 2012–2016 business plan. It 

does not define quantitative key performance indicators to be monitored. It 
does have an action plan monitored by ADB and the government. Additional 
financing will support the identification and adoption of quantitative 
performance indicators and targets to be monitored by KVWSMB and 
WSTFC, and development of a new business plan (2017–2021).  

2.2 Comprehensive asset management 
plan updated annually and 
operationalized  
 

Not yet achieved. Efforts are ongoing. 

2.3 Improved and integrated systems 
(GIS, network modeling, water quality 
monitoring, customer grievance redress, 
computerized systems) in operation 
 

Partially achieved. Water Gems software is now used for network modeling 

and the water supply distribution network has been entered into a GIS 
platform. Water quality monitoring and customer grievance redressal 
systems have been initiated but are not yet fully operationalized.  
 

2.4 At least 20% of citizens participate in 
public meetings in DNI areas, as per the 
GESI action plan (Target: 30% are 
women) 
 

Partially met: Performance to date is about 7% for citizen participation in 

public meetings; about 30% are women.  

2.5 Public education activities conducted 
in at least 50 schools per year as per the 
GESI action plan (Target: at least 50% of 
participants are girls.) 
 

Public education activities were conducted in 17 schools during 2012–2014 
(only 11% of target). A total of 1,230 students and teachers participated in 
these awareness-raising events on hygiene, water conservation, and 
recycling. At present, the participation of girls (students and teachers) is 
40%. CAPC must increase staff capacity and efforts to meet the target. 

ADB = Asian Development Bank, CAPC = community and participation consultant, DNI = distribution network 
improvement, GESI = gender equality and social inclusion, GIS = geographic information system, KUKL = 
Kathmandu Upatyaka Khanepani Limited, KVWSMB = Kathmandu Valley Water Supply Management Board, WSTFC 
= Water Supply Tariff Fixation Commission 
Source: Asian Development Bank 


