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SECTOR ASSESSMENT (SUMMARY): WATER SUPPLY AND OTHER MUNICIPAL 
INFRASTRUCTURE AND SERVICES 

 

A. Sector Performance, Problems, and Opportunities  
 

1. Managing Nepal’s rapid urbanization is an important challenge. 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 urban population was proportionately low in 2011, at 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 the 
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 grow in 
the numbers of people. The incidence of poverty in Nepal is rising in urban areas—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 in the coming years unless the government is able to manage 
urbanization and induce much-needed private sector growth.   
 

2. Urban growth in Nepal is a consequence of the emergence of new towns, expansion of 
existing urban areas, and migration.5 Although the rate of migration from rural areas increased 
rapidly due to the hardships of the 1996–2006 armed civil conflict in the country, it continues 
now due to the attraction of relatively better living conditions and job opportunities in urban 
areas. The large flow of remittances to many Nepalese from relatives working abroad also plays 
a role. The absence of stringent policies to regulate and manage this growth has resulted in the 
haphazard development of municipalities and emerging towns, especially the Kathmandu 
Valley. Municipal infrastructure has not kept pace with the rapid rate of urbanization, resulting in 
insufficient water supply and lack of proper sewerage and solid waste management systems. 
Traffic congestion is worsening, especially in the Kathmandu Valley, and public transportation 
systems are inefficient. The population grew by an annual 6.6% in Kathmandu Valley during 
2001–2011, making it the part of the country most affected. Encroachment by sprawling 
settlements on river banks, public lands, and forests is a pressing problem in urban areas, and 
the number of slum and squatter settlements is urban centers on the rise.6 Environmental 
degradation of waterways and air pollution are also increasing, and there are concerns that 
climate change impacts are creating additional challenges and increased the vulnerability to 
natural hazards in urban areas. The haphazard and unregulated development in urban areas 
has made such vulnerability worse, particularly given the high risks in Nepal of earthquakes. 
 

3. The proportion of the population using an improved drinking-water source7 was 85% in 
2011 (87% for urban areas and 84% for rural Nepal), while the proportion using an improved 
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sanitation facility8 was 62% (91% urban; 55% rural) (footnote 2) However, only 12% of the 
population has access to high-level water supply. The National Water Plan sets targets of 
providing coverage by basic water supply and sanitation facilities to everyone by 2017, with 
27% of the population given access to medium- or high-level drinking water supply service.9 
 

4. 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.10 The poor service level 
(particularly low quality and quantity of water) is primarily due to high levels of non-revenue 
water and low production capacity.11 To cope, citizens are extracting deeper groundwater to 
supplement the grossly inadequate piped water supply from KUKL. Elsewhere, in the lowland 
Terai, a large population depends entirely on groundwater and shallow wells, but arsenic 
contamination of the groundwater, first reported in 2003, has become a major issue. These 
inadequacies in the quantity and quality of the water pose major challenges to the operational 
and financial sustainability of institutions in the sector, which are further aggravated by low 
tariffs, poor asset management, and inadequate institutional capacity. From a gender 
perspective, women are disproportionately affected by the poor water supply system 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 reduces the time they have for income-
generating activities, or leisure, or (in the case of school-aged girls) for study. Meantime, 
socially marginalized groups such as the Dalits continue to have difficulty gaining equal access 
to water supply due of discrimination and sociocultural exclusion, especially in rural areas, 
although such practices are diminishing.  
 

5. The practice of open defecation, which is estimated to be prevalent among 38% of the 
population (footnote 2) contaminates water sources and leads to serious public health risks. 
Some 13,000 children under 5 years of age die of diarrheal diseases annually. Only 41% of 
public and community schools have toilet facilities, and only 25% of these have separate 
facilities for girls, which exacerbates absenteeism by adolescent girls. 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 open-defecation-free by 2017, with interim milestones 
of 60% toilet coverage by FY2013 and 80% by FY2015.   
 

B. Government’s Sector Strategy 
 

6. 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 
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municipalities as autonomous institutions with a central role in urban development.12 The 
approach paper for the new Three Year Plan for FY2014–FY2016 provides guidance on water, 
sanitation, and urban development, highlighting the need to address 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 consumers. 
The 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.  
 

7. The National Urban Policy (2007).  The National Urban Policy considers urban centers 
catalysts for economic development, linking the country across north–south and east–west 
access corridors. It flags poor sanitation, environmental degradation, and the urban poor 
population’s lack of access to basic services for urgent attention. It identifies the town of 
Nepalgunj in the midwestern region, among others, as a possible regional economic center, in 
addition to the existing cities of Pokhara and Kathmandu. It also proposes developing north–
south links between the market centers of the mountain, hill, and Terai zones. It further 
proposes directing public and private investment into urban centers along these corridors. It 
proposes building the capacities of municipalities to plan and manage integrated local 
development activities, including the preparation of urban master plans with oversight by central 
and regional authorities. Private sector investment in infrastructure development is to be sought. 
The National Urban Water Supply and Sanitation Sector Policy (2009) provides targets and 
guidelines for urban water supply and wastewater services. It seeks to achieve equity in service 
delivery by ensuring that financially marginalized households, especially those headed by 
women, and regardless of land tenure rights, are mainstreamed as valid customers through 
design and implementation of financial incentives. The policy encourages private sector 
participation and the involvement of users, and provides directions for achieving full cost 
recovery for O&M and partial recovery of capital costs. The policy seeks to promote local 
participation in the process of designing and implementing projects. Gender equality and social 
inclusion operational guidelines for the infrastructure sector have also been developed and 
implemented, covering water supply and sanitation, roads, and urban development.  
 

8. The Nepal Water Supply Corporation Act (Amendment, 2007). The amended Nepal 
Water Supply Corporation Act provided the legal basis for the transfer of ownership of water 
supply and wastewater service systems of any urban center operated by the Nepal Water 
Supply Corporation to any other organization, as decided by the government. It also opened the 
door for engaging the private sector in the management of water supply and wastewater 
systems under management contracts. Accordingly, separation of asset ownership, operations, 
and regulation has been carried out in the Kathmandu Valley. The Water Supply Management 
Board Act (2006) places emphasis on the involvement of local bodies and institutions, including 
gender-inclusive and socially inclusive water users’ and sanitation committees. It allows for the 
establishment of autonomous, independent local water supply management boards for a 
municipality or a group of municipalities and encourages involvement of the private sector in the 
management and operation and maintenance of the systems.   
 

C. ADB’S Sector Experience and Assistance Program 
 

9. The Department of Urban Development and Building Construction is the lead sector 
agency overseeing urban planning and development. Policy dialogue and investments in the 
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sector by the various development partners13 are coordinated through the urban development 
forum established in 2009. Led by the department and comprising all the development partners 
active in the sector, the forum regularly discusses policy and operational coordination issues to 
ensure effective coordination and synergy.  

  

10. The Asian Development Bank (ADB) has been the largest development partner in the 
sector. These operations began in 1982 and, as of 31 August 2011, 14 projects in the sector 
financed by $395 million in loans and $45 million in grants accounted for 35% of ADB’s overall 
assistance to Nepal. In addition to traditional project lending, ADB has also used the sector 
lending modality since 1984 due to the relatively large number of subprojects involved and the 
improved technical and managerial capacity of sector institutions. ADB’s key intervention in the 
sector has been the Melamchi Water Supply Project14 to help address the acute water shortage 
facing the Kathmandu Valley. Assistance is also being provided for wastewater management.15 
ADB is also providing substantial support for institutional strengthening of KUKL to improve the 
quality, efficiency, and sustainability of its service delivery. ADB has also been providing 
significant assistance for tackling the infrastructure and service deficits in other secondary and 
small towns, particularly in water supply, sanitation, and solid waste management. ADB’s 
assistance in these priority municipal infrastructure and services has been complemented with 
support for regulatory and institutional reforms, including capacity building of the Town 
Development Fund for mobilizing financial resources. Key lessons from ADB’s experience in the 
sector suggest the need for (i) effective social mobilization and upfront consultations with key 
stakeholders, and advance contracting, to avoid startup delays; (ii) strengthening functional relationships 
and clarifying roles of sector agencies; (iii) strengthening institutional capacity of key stakeholders, 
including implementation agencies, contractors, and consultants; (iv) formulating larger physical works 
packages to attract capable contractors; and (v) close monitoring of project quality at all stages of project 
execution. 

 

11. During the CPS (2013–2017), ADB will continue to support (i) improving inclusive urban 
infrastructure development, including water supply, sanitation, and wastewater treatment; (ii) 
improving gender and socially inclusive access to and service levels of water supply and 
sanitation in secondary and small towns; and (iii) institutional strengthening and capacity 
building of local governments, service providers, public agencies, and the Town Development 
Fund. Completing the Melamchi and associated projects in the Kathmandu Valley is prioritized, 
along with extending integrated development support to other large municipalities and the 
remaining small towns. The principles of cost recovery and rational tariffs, asset management, 
effective decentralization, and devolution will be followed to ensure operational and financial 
sustainability of these institutions. Urban development will be supported in a more strategic and 
focused manner by prioritizing projects that are in towns that have the greatest potential for 
economic growth and impact on peripheral semiurban areas. To ensure quality service delivery 
and sustainability, ADB will continue to support and pursue improving the water tariff structure; 
asset management, including operation and maintenance; and post-project support 
mechanisms. ADB will promote projects to incorporate adequate adaptation and mitigation 
measures for risks related to earthquakes, landslides, floods, and climate change. ADB will work 
closely with other development partners and the sector efficiency improvement unit of the 
Ministry of Urban Development to ensure aid coordination and enhance sector efficiency and 
effectiveness.   
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Problem Tree for the Water Supply and Other Municipal Infrastructure and Services Sector  
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Sector Results Framework (Water Supply and Other Municipal Infrastructure and Services, 2013–2017) 
 

Country Sector Outcomes Country Sector Outputs ADB Sector Operations 

Sector Outcomes 
with ADB 

Contribution 

Indicators with Targets 
and Baselines 

Sector Outputs with 
ADB Contribution 

Indicators with 
Incremental Targets

a
 

Planned and Ongoing ADB 
Interventions 

Main Outputs 
Expected from ADB 

Interventions 

Increased use of 
water supply and 
sanitation services 
 
 
 
 
 
 
 
 
 
 
 
 
 

Population using improved 
water supply  
Target (2017): 100%  
Baseline (2012): 85% 
 

Population using sanitation 
facilities  
Target (2017): 100%  
Baseline (2012): 62%  
 
Urban Population with 
medium/high service level 
of water supply  
Target (2017): 27% 
Baseline (2012): 12% 
 
Population using services 
for waste water  
management  
Target (2017):1.9 m 
Baseline (2011):1.2 m 
 

Water supply, 
sanitation systems 
and other urban 
services expanded, 
improved, and 
sustained  
 
 
 

Number of water supply 
schemes with treatment 
facilities  
Target (2017): 70 
Baseline (2012): 50 
 
Number of open 
defecation free areas  
Target (2017): All VDCs 
and municipalities 
Baseline (2012): 647 
VDCs and 4 municipalities  
 
Length of new sewer 
network installed  
Target (2017): 520 km 
Baseline (2012): 0 km  
 
Number of land fill sites 
Target (2017): 6 
Baseline (2012): 2   
 
Percentage of budget that 
is GESI-responsive   
Target (2017): 30% 
Baseline (2012): 22%   
  
Nonrevenue water in 
Kathmandu Valley  
Target (2017): 20% 
Baseline (2011): 50% 

Planned Key activity areas  

Water supply and sanitation (drinking 
water systems, sanitation systems, 
wastewater management, operation and 
maintenance, tariff policies and sector 
development) (69% of funding)  
Urban sector development (urban 
governance, urban planning, urban 
environmental policies) (31% of funding)  
Pipeline projects  
Additional Financing for Melamchi Water 
Supply ($25 m); Third Small Towns 
Water Supply and Sanitation ($420 m); 
Integrated Development of Bigger 
Municipalities ($70 m)  
Ongoing Projects: 
Kathmandu Valley Wastewater 
Management ($80 m);Melamchi Water 
Supply ($167 m); Second Small Towns 
Water Supply and Sanitation Sector 
($45.1 m); Secondary Towns Integrated 
Urban Environment Improvement ($60 
m); Kathmandu Sustainable Urban 
Transport ($20 m); Integrated Urban 
Development ($56.8 m); Kathmandu 
Valley Wastewater Management ($80 
m); Kathmandu Valley Water Services 
Sector Development ($10 m) 
 

Planned Key activity 
areas and pipeline 
projects 

90.5 million liters per 
day wastewater 
treated; 750 km of 
water supply pipeline 
installed; 480 km of 
sewer installed; 
30,000 households 
served with improved 
water supply  
 
Ongoing projects  

68,136 households 
served with improved 
water supply ; 850 km 
of water supply  
pipeline installed; 7 
wastewater treatment 
facilities constructed 
and 2 rehabilitated; 4 
sanitary landfills 
constructed; GESI 
responsive 
mechanisms for 
planning and 
monitoring established   
 

GESI = gender and social inclusion, km = kilometer, m = million, MOUD = Ministry of Urban Development, VDC = village development committee. 
Source: Asian Development Bank estimates based on discussion with Government of Nepal. 
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