
Third Small Towns Water Supply and Sanitation Sector Project (RRP 35173) 

SECTOR ASSESMENT (SUMMARY): WATER AND OTHER URBAN INFRASTRUCTURE 
AND SERVICES  

1. Sector Overview, Issues, and Constraints 

1. Challenges and opportunities of urbanization. Managing Nepal’s rapid urbanization 
is a critical task. The population growth rate in urban areas during 2001–2011 was 3.4% per 
annum, compared with 1.4% per annum for the country overall.1 Although the urban population 
was proportionately low in 2011 (17%, compared with 14% in 2001), it is projected to increase 
to 24% by 2017 and 32% by 2027.2 Urban areas are increasingly becoming engines of 
economic growth. The proportion of Nepal’s gross domestic product originating in urban areas 
in 2011 was estimated at 65%, a substantial increase from 29% in 1975.3 However, unmanaged 
urban growth poses environmental hazards and can lead to rising urban poverty if economic 
opportunities do not keep up with the growing urban population. In fact, the incidence of poverty 
in Nepal’s urban areas is rising—from 9.2% in 2004 to 15.5% in 2011.4 Given the country’s slow 
economic growth rate, especially in the industrial sector—which normally employs the bulk of 
unskilled and semi-skilled workers—urban poverty could well increase further unless the 
government is able to manage urbanization and stimulate much-needed private sector growth. 
Unabated urban growth therefore makes it imperative to maximize the economic opportunities 
offered by urbanization and agglomeration, while securing environmental sustainability and 
social equity across various geographic regions. 
 
2. Small towns. The challenges and opportunities of urbanization are especially high in the 
small towns—officially numbering 265 (153 terai 5 towns and 112 hill towns) with a total 
population of 3.6 million—because they play a pivotal role in the economic and social 
development of the country. These small towns are defined within the framework of the National 
Urban Policy (NUP) of 2007 and reaffirmed by the 15-Year Development Plan for Small Towns 
Water Supply and Sanitation (15-year plan), which the government endorsed in 2009 and is 
now being updated through support from the project preparatory technical assistance.6 These 
are towns with (i) a population of 5,000–40,000; (ii) minimum population density of 10 people 
per hectare; (iii) permanent access to roads, grid power, telecommunications—i.e., potential for 
growth. The Local Development Act, 1991 defines municipalities as settlements with a minimum 
population of 20,000, among other aspects; and village development committees (VDCs), the 
lowest administrative level, as settlements with a population of less than 20,000. Until May 
2014, when 72 new municipalities were created, Nepal counted only 58 municipalities, 
unchanged since 1996. The small towns defined by the NUP and the 15-year plan were either 
VDCs with urban characteristics or municipalities. 
 
3. Water supply situation. The proportion of the population using an improved drinking-
water source7 was 85% in 2011 (87% urban and 84% rural), while the proportion using an 
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improved sanitation facility8 was 62% (91% urban and 55% rural) (footnote 1). However, people 
supplied with piped water still account for less than 20% of the population. Low investment in 
water supply infrastructure has resulted in low availability and poor quality of drinking water 
supplied by the service provider in the Kathmandu Valley—Kathmandu Upatyaka Khanepani 
Limited (KUKL)—and low consumer satisfaction.9 Piped water is still only intermittently available 
in most areas of the country, and most systems need repair. A large segment of the terai 
population depends on shallow groundwater and wells, but arsenic contamination of the shallow 
groundwater, first reported in 2003, has become a major issue. Further, water sector institutions 
struggle to achieve operational and financial sustainability because of low tariffs, poor asset 
management, and inadequate institutional capacity. From a gender perspective, women are 
disproportionately affected by the poor water supply because it forces them to spend more time 
fetching water and fulfilling their household role of caring for those who fall ill from contaminated 
water. This leaves less time for income-generating activities and, in the case of school-aged 
girls, for study. Socially marginalized groups such as the Dalits still struggle to gain equal 
access to water supply due to discrimination and sociocultural exclusion, especially in rural 
areas, although such practices are diminishing.  
 
4. Sanitation situation. The practice of open defecation, estimated to be prevalent among 
38% of the population (footnote 1), contaminates water sources and leads to serious public 
health risks. In Nepal, each year some 13,000 children under 5 years of age die of diarrheal 
diseases. Only 64% of public and community schools have toilet facilities, and only 31% of 
these have separate facilities for girls, which exacerbates absenteeism by adolescent girls.10 
The socioeconomic surveys conducted under the project preparatory technical assistance 
(footnote 6) of the sample small towns Chandrauta, Charali, and Mahendranagar indicated that 
access to toilets varied from 75% in Chandrauta, 68% in Mahendranagar, and 88% in Charali. 
Solid waste management is an increasing problem in urban areas. On-site disposal and 
composting is widely practiced in smaller urban areas as around 60%–70% of solid waste 
content is organic, 11  with plastics at 12% and paper at 9%.12 Given the lower population density 
in most of the small towns, plastics and paper waste is generally only noticeable in the town 
centers. Also, only a few small towns have formal solid waste collection, usually weekly or 
biweekly by a minitractor and trailer.13 None of the small towns has sanitary landfill.  
 

2. Government’s Sector Strategy and Targets and Policy Framework 

5. Sector targets. The government’s National Water Plan targets coverage of everyone 
with basic water supply and sanitation facilities by 2017, with 27% of the population given 
access to medium- or high-level drinking water supply.14 Nepal has now surpassed the 
Millennium Development Goal target of 53% sanitation coverage. In 2011, the government 
launched a Sanitation and Hygiene Master Plan with the goal of achieving universal access to 
sanitation by seeking to make the country free of open defecation by 2017.  
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6. In recognition of these priorities, the government has, through various acts and policies, 
defined institutional responsibilities and service delivery mechanisms in the sector. The 
underlying premise of these policies is the decentralization framework. The Local Self 
Governance Act (1999) is the overall legal framework that (i) establishes a decentralized 
governance structure; (ii) sets out the powers, functions, and duties of the municipalities in 
relation to urban service delivery; (iii) delineates the ownership of natural resources as assets of 
local bodies, and empowers local bodies to levy a natural resource tax; and (iv) allows local 
bodies to transfer assets to consumer groups. The Local Self Governance Regulations (1999) 
and the Local Governance Financial Rules (2000) have further established municipalities as 
autonomous institutions with key roles in urban development.15 The Nepal Water Supply 
Corporation Act (Amendment, 2007) and the Water Supply Management Board Act (2006) 
provide the legal basis for transfer of ownership of urban water and wastewater services and 
establishment of autonomous, independent local water management boards for municipalities.16 
 
7. Government’s three-year plan. The three-year plan for fiscal year (FY) 2014 up to 
FY2016 provides guidance on water, sanitation, and urban development, highlighting the need 
to counteract the effects of rapid urbanization on basic urban services, water quality, sanitation, 
environment, and system maintenance. It proposes the full integration of sewerage, on-site 
sanitation, and solid waste management in all urban schemes, and specifically endorses cost 
recovery from tariffs to consumers. This plan reinforces the government’s commitment to 
achieving the Millennium Development Goals and aims to have 96.25% of the population using 
an improved drinking-water source and 90.50% of the population using an improved sanitation 
facility by FY2016.  
 
8. Relevant urban policies. The NUP and the National Urban Water Supply and 
Sanitation Sector Policy (2009) consider urban centers catalysts for economic development, 
linking the country across north–south and east–west access corridors. They flag poor 
sanitation, environmental degradation, and the poor urban population’s lack of access to basic 
services for urgent attention, and provide targets and guidelines for urban water supply and 
wastewater services. Operational guidelines on gender equality and social inclusion (GESI) 
were developed and implemented under these policies, covering water supply and sanitation, 
roads, and urban development. The government is now preparing a National Urban Strategy. 
 
9. 15-year plan. Helping small towns invest in environmental infrastructure, especially 
water and sanitation, is a key priority for the government, as articulated in its 15-year plan. This 
aims to achieve the following service levels in small towns: (i) water supply of 90–100 liters per 
capita per day (lpcd) to private households, (ii) 24-hour water supply with adequate residual 
pressure, (iii) at least 90% coverage of the service area after 5 years of operation, (iv) treated 
water satisfying the National Drinking Water Quality Standards (2007), and (v) predominantly 
connections to private households.  
 
10. Sector investment. Nationally, government spending for the sector as a whole has 
averaged about $106 million per year.17 Government investments in small towns have increased 
from $4.04 million in 2010 to $9.83 million in 2012 (footnote 17). The 15-year plan estimated in 
2009 that $272 million would be required to reach the intended coverage of water supply and 
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sanitation in the small towns by 2015. Government and development partners will be required to 
finance $176 million, or $29 million per year, assuming that the government will maintain the 
current budget for the sector. The Asian Development Bank (ADB) has already supported the 
government in providing water supply and sanitation services in 50 of the 265 small towns in 
Nepal through two earlier projects.18 The government is now preparing a sector financing 
strategy with support from ADB’ s project preparatory technical assistance (footnote 6). 
 

3. Institutional Framework 

11. National. The Ministry of Urban Development (MOUD) is responsible for planning, 
implementation, regulation, and monitoring of urban services, including water supply and 
sanitation (WSS), and urban development and construction.19 The Department of Water Supply 
and Sanitation (DWSS) is responsible for provision of WSS services wherever specialized water 
utilities have not been created or municipalities are not providing these services.20 The DWSS is 
supported by its five regional offices and 70 subdivisional offices across the country. The 
government is preparing a sector financing strategy, as part of the updated 15-year plan, with 
support from ADB. It has set up a sector efficiency improvement unit in 2009 under the MOUD, 
which is responsible for sector coordination, and for reviewing policies and their effectiveness.  
 
12. Small towns. While the DWSS is responsible for providing WSS facilities in small towns, 
these are operated by either local bodies (such as municipalities and VDCs) or water users’ 
associations (WUAs). The WUAs are managed by water users and sanitation committees 
(WUSCs), elected by the community they serve. WUSCs are generally responsible for (i) 
operating and maintaining the system, and expanding it when appropriate; (ii) collecting the tariff; 
and (iii) repaying the debt. WUSCs normally consist of nine executive members, at least three of 
whom are women. The key feature of this arrangement is the involvement of the users in the 
design, financing, construction, and eventual maintenance of the facilities. The DWSS is 
responsible for monitoring the tariffs and providing support to local bodies and WUAs in 
performing their operation and maintenance responsibilities. 
 
13. Town Development Fund. Where the government has relent some of the funds to the 
local bodies or WUAs, the Town Development Fund (TDF), a fully government-owned entity 
formed under its own act, generally provides financial intermediation. Several development 
partners have been using the TDF as a financial intermediary, including ADB, KfW, and the 
World Bank. The TDF portfolio was small and flat throughout 1994–2004, but began expanding 
in 2005; however, its financial capacity has not grown in parallel with the increase of funds and 
lending commitments. Recognizing the need to strengthen its intermediation function, the TDF 
has recently approved a business plan to position it as a lender of significance to the WSS 
sector in Nepal. This business plan needs to be operational and detailed into annual activity 
cycles of project development, loan approvals, and disbursements. In addition, the TDF needs a 
corporate risk management framework that includes a safeguard policy based on existing 
regulations. The proposed project will assist the TDF in achieving these objectives. 
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Figure 1: Location Map of 29 Towns under Loan 1755-NEP: Small Towns Water Supply and 
Sanitation Sector Project 

 
 
Figure 2: Location Map under Grant 0157-NEP: Second Small Towns Water Supply and Sanitation 

Sector Project 

 


