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I. THE PROPOSAL 
 
1. I submit for your approval the following report and recommendation on a proposed grant 
to the Federated States of Micronesia (FSM) for the Chuuk Water Supply and Sanitation Project. 
 
2. The project will improve the water supply and sanitation service on Weno Island, the 
administrative center of Chuuk State. It will also contribute to reducing the transmission of the 
coronavirus disease (COVID-19) and other hygiene-related and waterborne diseases through 
increased access to safe water and an improved sanitation service. A project readiness financing 
grant was approved in 2019 to prepare the project and facilitate a smooth transition to project 
implementation.1 
 

II. THE PROJECT 
 
A. Rationale 
 
3. Development context. The latest official population estimate for the FSM is 103,000, of 
whom 49,000 people live in Chuuk.2 The Asian Development Bank (ADB) classified the FSM a 
fragile and conflict-affected situation in 2019. Since the country gained independence from the 
United States (US) administered Trust Territory of the Pacific Islands in 1986, the FSM has 
operated under a Compact of Free Association with the US. Under the Compact, the FSM citizens 
have the right to reside and work in the US without visas. This has resulted in the depletion of 
skilled labor and a declining population, as people move to the US. The 2010 US census reported 
that 8,185 people identified their country of origin as the FSM, half of whom identified their origin 
as Chuuk.3 ADB estimated the FSM’s gross domestic product (GDP) at $3,427 per person in 
FY2019, with GDP growth from FY2015–FY2019 averaging 1.9% per annum. The primary 
sources of income in the FSM are the sale of fishing rights (about $73.3 million in 2019) and taxes. 
Subsistence economic activities account for about 15% of the FSM’s GDP. In urban centers, the 
economy is centered on government employment and a small commercial segment. ADB 
estimates the FSM’s economy to have contracted by 5.4% in FY2020 and forecasts a further 
contraction of 1.8% in FY2021 because of the COVID-19 pandemic. The 2013–2014 FSM 
Household Expenditure and Income Survey noted that poverty levels in Chuuk were the highest 
in the FSM, with 45.5% of the population falling below the total poverty line of $1,217 per adult 
per year annually and 16.2% of adults receiving less than the food poverty line of $1.72 per day.4 
 
4. Vulnerability to natural hazards and climate change. The FSM is highly vulnerable to 
natural hazards, particularly tropical storms and droughts, and is susceptible to climate change 
impacts. In 2002, Tropical Storm Chata’an caused severe flooding and landslides that killed 
47 people on Weno Island. In 2015, Typhoon Maysak struck the states of Chuuk and Yap, causing 
four deaths and damaging houses, crops, and public infrastructure (estimated at 4% of the 

 
1 Asian Development Bank (ADB). 2019. Project Readiness Financing Report: Preparing the Chuuk Water Supply and 

Sanitation Project in the Federated States of Micronesia. Manila. The project readiness financing grant financed 
feasibility studies and due diligence, and supported the establishment of the project management unit (PMU). The 
grant will also finance the preparation of bidding documents. 

2 FSM Office of Statistics, Budget, Overseas Development Assistance and Compact Management. 2011. FSM 2010 
Census of Population and Housing. Palikir. 

3 More recent data are unavailable. The 2010 FSM Census (footnote 2) also noted that about 30% of Chuuk 
households had family members residing in Guam and Hawaii. 

4 Government of the FSM, Office of Statistics, Budget, Overseas Development Assistance and Compact Management. 
2014. Household Income and Expenditure Survey, 2013–2014. Palikir.  

https://www.adb.org/sites/default/files/project-documents/53284/53284-001-prfr-en.pdf
https://www.adb.org/sites/default/files/project-documents/53284/53284-001-prfr-en.pdf
https://www.fsmstatistics.fm/social/population-statistics/
https://www.fsmstatistics.fm/social/population-statistics/
https://www.fsmstatistics.fm/wp-content/uploads/2019/02/2013_HIES_Main_Analysis_Report.pdf
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country’s GDP).5 Chuuk State experienced three major droughts from 2016 to 2020, which 
resulted in Weno’s surface water sources drying up and stress on groundwater resources. 
Climate change projections show that temperatures will continue to rise in the FSM, as will the 
sea level and ocean acidification.6 The intensity and frequency of days of extreme rainfall and 
drought are also projected to rise, increasing the need for infrastructure that is resilient to climate 
change and disasters. 
 
5. Access to water supply and sanitation services. Weno is the largest urban center in 
the state, with a population of about 14,000 residing in 2,100 households (footnote 2). The 
average annual population growth rate of Chuuk State is estimated at 0.1% and its population is 
projected to increase to 50,000 by 2025, with most of the growth in Weno. Access to public water 
supplies and sanitation services is limited. A household socioeconomic survey conducted for the 
project in June 2020 reported the sources of household water as rainwater tanks (55%), wells 
(18%), the public water supply system (12%), streams (9%), and bottled water and other sources 
(6%). Rainwater harvesting is not secure because of seasonal rainfall patterns and more frequent 
and severe dry periods caused by climate change. The survey also reported that 23% of Weno 
households had an indoor flush toilet connected to the sewer system, 42% of Weno households 
had an indoor flush toilet connected to a septic tank or cesspit, 20% used pit toilets, and 15% had 
no access to sanitation facilities and resorted to open defecation.  
 
6. Utility performance. Chuuk Public Utility Corporation (CPUC) is mandated under the 
Chuuk Public Utility Corporation Act, 1996 to deliver electricity, water supply, and sewerage 
services; and to collect water, sewer, and electricity tariffs based on meter readings. The CPUC’s 
performance has improved significantly since institutional reforms were initiated under the 
ADB-financed Omnibus Infrastructure Development Project in 2010.7 The CPUC fully recovered 
its operation and maintenance (O&M), depreciation, and debt servicing costs in FY2019, 
generating a profit from utility service tariff collection for the first time in its history. The CPUC 
does not receive any subsidies from the Chuuk State or national governments. Most of its revenue 
comes from electricity sales, while water and sewerage operation income totaled only 6% of gross 
CPUC revenue in 2019. The CPUC relies on internal cross-subsidies from electricity sales to 
cover the water supply and sewerage O&M costs.8 It plans to make water supply and sewerage 
operations financially more independent from the cross-subsidies. The CPUC has prepared a 
new water and sewage tariff framework to increase revenue collection which will be fully 
implemented by 31 December 2023. The laws and associated regulations under which the CPUC 
operates are also outdated and require amendment to reflect utility governance best practices. 
 
7. The CPUC water supply system on Weno serves 378 residential customers (about 
2,300 people) and 101 commercial and government customers. The CPUC produces 2,500 cubic 
meters of water per day (m3/day), of which 95% is groundwater extracted from 14 deep wells. The 
balance is surface water taken from Pou River and treated at the Pou water treatment plant. The 
CPUC plans to increase its water supply service coverage by expanding its service from more 
surface water resources, which will reduce the reliance on groundwater and rainwater harvesting, 
and lower pumping costs. Since the Pou River has reached its sustainable yield, the CPUC has 
identified the Wichen River as a new source with sufficient surface water for future water supply 
expansion. 

 
5 International Monetary Fund. 2017. Federated States of Micronesia: Staff Report for the 2017 Article IV 

Consultation—Debt Sustainability Analysis. Washington, DC. 
6 Pacific Climate Change Portal. Federated States of Micronesia.  
7 ADB. 2004. Report and Recommendation of the President to the Board of Directors: Proposed Loans and a Technical 

Assistance Grant to the Federated States of Micronesia for the Omnibus Infrastructure Development Project. Manila. 
8 In 2019, the CPUC recovered 66% of its combined water supply and sewerage O&M costs from revenue. 

https://www.imf.org/external/pubs/ft/dsa/pdf/2017/dsacr17280.pdf
https://www.imf.org/external/pubs/ft/dsa/pdf/2017/dsacr17280.pdf
https://www.pacificclimatechange.net/node/9482
https://www.adb.org/sites/default/files/project-document/69752/rrp-fsm-35448.pdf
https://www.adb.org/sites/default/files/project-document/69752/rrp-fsm-35448.pdf
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8. Nonrevenue water (NRW) is high in Weno. In 2019, water sales averaged 1,020 m3/day 
out of 2,500 m3/day production; the balance (60%) was NRW, partially because of illegal 
connections. The CPUC conducted a survey of water connections in Weno in March 2019 and 
found that the unrecorded (or illegal) connections outnumbered legal connections. The CPUC is 
implementing a program to reduce NRW and increase revenue by (i) optimizing its water supply 
operations and recording all connections, and (ii) strengthening its water leak detection capacity 
to minimize physical water losses. 
 
9. Weno’s sewerage network has 384 recorded connections of residential households and 
106 commercial and government customers. Collected sewage is treated at the tertiary Weno 
wastewater treatment plant, which has a capacity of 2,700 m3/day, and then discharged into 
Chuuk Lagoon through an ocean outfall. Some sewage pumping stations are in poor condition, 
because of limited preventative maintenance, and require rehabilitation. The CPUC has made 
continuous improvements to Weno’s sewer system since 2011. However, further investment is 
required to (i) expand the sewer system and connections, (ii) reduce the stormwater and 
groundwater infiltration to optimize the sewer system operation, and (iii) upgrade the pump 
stations. Beyond the sewer system service area, septic tanks and pit toilets are widely used, 
particularly among poor communities. These discharge sewage randomly into shallow aquifers 
and contaminate Weno’s groundwater sources. Consequently, diarrhea, particularly among 
infants, is endemic for households using shallow wells for drinking water. An average of 847 cases 
of diarrhea were reported annually in Weno from 2014 to 2018. 9 
 
10. The CPUC plans to support community-wide hygiene awareness and education activities 
to foster improved hygiene behavior—to prevent contact transmissible diseases such as                
COVID-19. The hygiene awareness and education activities will be delivered under ADB’s 
regional technical assistance (TA) for Strengthening Water, Sanitation, and Hygiene Practices 
and Hygiene Behavioral Change in the Pacific.10 The TA will enhance the project’s outcome. 
Access to sanitation facilities will ease constraints on women related to access to sanitation, 
health, and hygiene; and will reduce medical costs related to waterborne and other infectious 
diseases. 
 
11. Alignment with Strategy 2030. The project will contribute to goal 6 of the Sustainable 
Development Goals to ensure access to water and sanitation for all. It aligns with ADB’s 
Strategy 2030 operational priorities: (i) addressing remaining poverty and reducing inequalities; 
(ii) accelerating progress in gender equality; (iii) tackling climate change, building climate and 
disaster resilience, and enhancing environmental sustainability; (iv) making cities more livable; 
and (v) strengthening governance and institutional capacity.11 The project is included in the 
country operations business plan for 11 small Pacific island countries, 2020–2022.12 It is also 
consistent with ADB’s Pacific Approach, 2016–2020 strategic priority to strengthen institutional 
capacities, promote sound public sector management, and improve health and social protection 
services.13 
 

 
9 Chuuk Department of Health statistics indicate that Weno Hospital and Weno medical clinics report on average one 

case of diarrhea annually for every 16 people living in Weno. 
10 ADB. 2020. Technical Assistance for Strengthening Water, Sanitation, and Hygiene Practices and Hygiene 

Behavioral Change in the Pacific. Manila. 
11 ADB. 2018. Strategy 2030: Achieving a Prosperous, Inclusive, Resilient, and Sustainable Asia and the Pacific. 

Manila. 
12 ADB. 2019. Country Operations Business Plan: 11 Small Pacific Island Countries, 2020–2022. Manila. 
13 ADB. 2016. Pacific Approach, 2016–2020. Manila. 

https://www.adb.org/sites/default/files/project-documents/54227/54227-001-tar-en.pdf
https://www.adb.org/sites/default/files/project-documents/54227/54227-001-tar-en.pdf
https://www.adb.org/sites/default/files/institutional-document/435391/strategy-2030-main-document.pdf
https://www.adb.org/sites/default/files/institutional-document/532541/cobp-pic11-2020-2022.pdf
https://www.adb.org/sites/default/files/institutional-document/190666/rcspacific-2016-2020.pdf
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B. Project Description 
 
12. The project is aligned with the following impacts: (i) sustainable development of social and 
economic infrastructure promoted through the provision and utilization of cost-effective, safe, 
reliable, and sustainable infrastructure;14 and (ii) Chuuk State infrastructure needs toward 
sustainable development are met and maintained.15 The project will have the following outcome: 
efficiency, climate change and disaster resiliency, and sustainability of safe water and sanitation 
improved in Chuuk State.16 The project will have the following three outputs: 
 
13. Output 1: Continuous and safe water supplies provided. Output 1 will (i) install new 
water supply connections to increase the number of households with legal access to the CPUC 
water supply network to 1,000 households (48% of Weno households) or more; 17 (ii) construct 10 
kilometers of new water mains to replace dilapidated water mains and expand the water supply 
networks to cover more households; (iii) develop a new surface water intake on the Wichen River, 
with an associated 1,000 m3/day water treatment plant; (iv) recommission deep wells and develop 
new deep wells in the Wichap–Epinup area to supply the southern area of Weno; (v) improve the 
water supply network efficiency, including the connection of deep wells to centralized water 
reservoirs and the construction of a booster station (at Sapuk); and (vi) reduce NRW to 30% or 
less by installing and replacing customer meters with prepaid water meters, installing real-time 
network monitoring equipment, and repairing or replacing leaking water mains. 
 
14. Output 2: Effective, efficient, and safe sanitation provided. Output 2 will (i) install new 
sewer connections, free of charge, to increase the number of households connected to the CPUC 
sewer system to at least 750 households (36% of Weno households, footnote 17); (ii) develop 
and implement a wastewater inflow and infiltration management program; (iii) construct 2.8 
kilometers of sewage pipes to expand and rehabilitate the pipe system; and (iv) rehabilitate 2 
sewage pumping stations and 11 sewage grinder stations. Output 2 will also facilitate regular 
sludge removal from onsite sanitation facilities by (i) mandating septic tank construction and 
operations standards, (ii) developing a cost recovery framework for desludging of onsite sanitation 
facilities, and (iii) facilitating private sector participation in desludging operations. The CPUC will 
strengthen its septic tank desludging operations and treat the septic tank sludge at the Weno 
wastewater treatment plant. 
 
15. Output 3: Chuuk Public Utility Corporation made financially and technically 
sustainable. Output 3 will assist the CPUC to strengthen its technical and financial sustainability 
through water supply and sewerage system operator training programs and asset management 
training programs. Output 3 will also assist the CPUC to fully implement its new tariff framework 
by 31 December 2023 to enable it to recover water supply and sewer O&M costs. 
 
C. Value Added by ADB 
 
16. ADB’s value added includes (i) bringing project readiness financing to accelerate project 
readiness and enable the CPUC’s institutional capacity, (ii) strengthening gender mainstreaming, 
and (iii) providing CPUC capacity building. Previous ADB assistance for the development of water 

 
14 Government of the FSM. 2015. Infrastructure Development Plan, FY2016–FY2025. Palikir. 
15  Chuuk State Economic Development Commission. 2018. Chuuk State Strategic Development Plan, 2018 to 2023. 

Weno. 
16 The design and monitoring framework is in Appendix 1. 
17  Households in greatest hardship, including women-headed households, will be prioritized for new water supply and 

sewerage connections. These households have been identified based on household occupancy rates and household 
income. Household connections will be provided free of cost. 

https://fsm-data.sprep.org/system/files/FSM-Infrastructure-Development-Plan-2016-2025.pdf
https://www.fsmstatistics.fm/wp-content/uploads/2020/04/CHUUK-SDP-November-edit-for-printing.pdf
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supply and sanitation services in the FSM includes the Omnibus Infrastructure Development 
Project (footnote 7), and the Weno Water Supply Well Remediation Project.18 The project design 
reflects lessons from previous relevant ADB and development partner sector operations in the 
FSM and other Pacific developing member countries. Key lessons include: (i) extensive 
community participation and awareness programs during project design and implementation are 
essential to build the community knowledge and ownership required to secure improved utilities, 
and (ii) the investment should be focused to avoid dilution of resources. 
 
D. Summary Cost Estimates and Financing Plan 
 
17. The project is estimated to cost $13.64 million (Table 1). Detailed cost estimates by 
expenditure category and by financier are included in the project administration manual (PAM).19 
 

Table 1: Summary Cost Estimates 
($ million) 

Item Amounta 
A. Base Costb 

 
 

1. Output 1: Continuous and safe water supplies provided 8.53  
2. Output 2: Effective, efficient, and safe sanitation provided 2.85  
3. Output 3: Chuuk Public Utility Corporation made financially and technically 

sustainable 
1.65 

  
Subtotal (A) 13.03 

B. Contingenciesc 0.61 
             Total (A+B) 13.64 
a Includes taxes and duties of $0.88 million. Such amount does not represent an excessive share of the project cost. 

The government will finance all taxes and duties applicable in the Federated States of Micronesia through 
exemptions. 

b In mid-2020 prices as of 27 August 2020. 
c  Physical and price contingencies, and a provision for exchange rate fluctuation are included. 
Source: Asian Development Bank estimates. 

 

 
18. The government has requested a grant not exceeding $12.76 million from ADB’s Special 
Funds resources (Asian Development Fund) to help finance the project. ADB will finance works, 
goods, and consulting services. The government will contribute $0.88 million equivalent through 
the exemption of taxes and duties toward the project cost. The government will provide the grant 
proceeds to the CPUC as a grant to strengthen the CPUC’s financial sustainability. The summary 
financing plan is in Table 2. 
 

Table 2: Summary Financing Plan 
 
Source 

 
Amount 
($ million) 

Share of Total 
(%) 

Asian Development Bank 
  

       Special Funds resources (Asian Development Fund grant) 12.76 93.6 
Government  0.88 6.4 
    Total 13.64 100.0 
Source: Asian Development Bank estimates. 

 
  

 
18 ADB. 2008. Grant Assistance Report: Proposed Grant to the Federated States of Micronesia for the Weno Water 

Supply Well Remediation Project. Manila. 
19 Project Administration Manual (accessible from the list of linked documents in Appendix 2). 

https://www.adb.org/sites/default/files/project-document/68083/41578-fsm-gar.pdf
https://www.adb.org/sites/default/files/project-document/68083/41578-fsm-gar.pdf
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E.  Implementation Arrangements 
 
19. The FSM Department of Finance and Administration will be the executing agency for the 
project. The CPUC will be the implementing agency. A project management unit (PMU) is 
established in the CPUC, with CPUC personnel, and is responsible for project implementation, 
including all procurement. A planning and procurement risk assessment has been undertaken 
and has guided the procurement planning. The procurement of project components through open 
competitive bidding procedures will be done through e-procurement. A consulting firm has been 
recruited under the ongoing project readiness financing grant (footnote 1) to prepare bidding 
documents for works and goods. Bidding for the project’s major contracts is expected to 
commence in August 2021. 
 
20. COVID-19. The COVID-19 pandemic has led to the closure of the FSM borders since 
March 2020. It is uncertain when the FSM borders will reopen, but the reopening is envisaged to 
be in stages. The government has prioritized the water and sanitation project to prevent the virus 
from spreading and help the economic recovery. The 7-year implementation period will provide 
some flexibility for delays. Implementation arrangements are summarized in Table 3 and 
described in detail in the PAM (footnote 19). 
 

Table 3: Implementation Arrangements 
Aspects Arrangements 

Implementation period January 2021–December 2027 

Estimated completion date 31 December 2027 

Estimated grant closing date 30 June 2028 

Management 

(i) Oversight body Chuuk Water Committee 
Chuuk State lieutenant governor (chair) 
Director, Chuuk State Environmental Protection Agency (vice chair) 
Chief executive officer, CPUC (secretary) 
Representative, National Project Management Office; chief, Chuuk 
State Planning Office; chief, Chuuk State Public Works Department; 
chief, Chuuk State Department of Commerce and Industry; 
representative, Chuuk Chamber of Commerce; president, Chuuk 
Women’s Council; director, Chuuk Lands Commission; director, 
Chuuk Conservation Society; chief, Chuuk State Rural Sanitation 
Unit; representative, Weno Municipal Government (members) 

(ii) Executing agency Department of Finance and Administration 

(iii) Key implementing agency CPUC 

(iv) Implementation unit Project management unit located within CPUC, comprising five staff: 
(i) project manager, (ii) contract manager, (iii) safeguards specialist 
(iv) financial management advisor, and (v) community liaison 
specialist. 

Procurement Open competitive bidding 
(internationally advertised) 

4 contracts $10.2 million 

Request for quotations 1 contract $0.1 million 

Consulting services ICS (6 contracts) 92 person-months $1.5 million 

Disbursement Disbursement of the grant proceeds will follow ADB’s Loan 
Disbursement Handbook (2017, as amended from time to time) and 
detailed arrangements agreed between the government and ADB). 

ADB = Asian Development Bank, CPUC = Chuuk Public Utility Corporation, ICS = individual consultant selection. 
Source: Asian Development Bank. 
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III. DUE DILIGENCE 
 
A. Technical 
 
21. The project design uses a technically viable approach to improve access to water supply 
and sanitation services on Weno Island. Engineering designs are built on comprehensive studies, 
including water supply and sanitation feasibility studies. Additional water demand from the 
expansion of the CPUC’s water customer base will be met by (i) reducing NRW; (ii) enhancing 
water conservation management, including installing prepaid water meters; and (iii) expanding 
the water production capacity. The existing wastewater treatment plant on Weno Island has 
sufficient capacity to cater for additional connections. The infiltration management program will 
reduce the rainwater and groundwater infiltration into the sewer system, lower the hydraulic loads 
to the wastewater treatment, and save the pumping costs. 
 
B. Economic and Financial Viability 
 
22. Economic analyses were undertaken for the water and sewerage components by 
comparing the discounted costs and benefits under the with- and without-project scenarios for 
FY2021–FY2052 in constant 2020 prices. Both components were found to be viable compared 
with an economic opportunity cost of capital of 6.0%, deemed appropriate for fragile and conflict-
affected situations including the FSM. The water supply component have an economic internal 
rate of return (EIRR) of 6.3% and an economic net present value (ENPV) of $0.31 million, while 
the sewerage component have an EIRR of 6.2% and an ENPV of $0.07 million. The overall project 
has an EIRR of 6.3% and an ENPV of $0.4 million.20 
 
23. Financial analysis was also undertaken using with- and without-project scenarios for 
FY2021–FY2052, with no residual value assumed at the end of this period. Costs included 
consultancy services as well as the recurrent replacement costs of capital equipment, but 
excluded price contingencies. The proposed investments are found to be financially viable against 
a weighted average cost of capital estimated at 1.1%. The water supply components have a 
financial internal rate of return (FIRR) of 2.0% and a financial net present value (FNPV) of 
$1.33 million, while the sanitation components have an FIRR of 1.2% and an FNPV of 
$0.04 million. The overall project has an FIRR of 1.7% and an FNPV of $1.4 million, and will 
deliver a positive cash flow for the project’s water supply and sewerage components beginning in 
FY2025.21 The sensitivity analysis indicates that the CPUC’s future price path would be a major 
factor in financial performance. Implementing planned tariff increases will help ensure viability. 
 
C. Sustainability 
 
24. To ensure the technical sustainability of the project, the infrastructure will be designed and 
built using climate-proofed approaches and durable materials. Projected climate change impacts 
are considered, including longer and more severe droughts; sea level rise; and increased rainfall 
variability, both seasonally and annually, which is likely to cause flash floods and landslides. 
The reduction of NRW will increase water availability for households, conserve water resources, 
and reduce energy consumption and carbon emissions. The installation of prepaid water meters 
and real-time network monitoring equipment will also lead to potential water conservation. 
The upgrading of water sources will further balance the use of groundwater and surface water 
resources in the CPUC’s portfolio and reduce the climate-related risks. In parallel, to ensure 

 
20 Economic Analysis (accessible from the list of linked documents in Appendix 2). 
21 Financial Analysis (accessible from the list of linked documents in Appendix 2). 
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sustainability from the customer or user perspective, ADB regional TA (footnote 10) will deliver a 
program to promote good hygiene practices, water conservation, and the importance of paying 
tariffs in the communities. Overall, the project’s financial sustainability will be ensured through 
(i) improving the CPUC’s operational efficiency to minimize operating costs, (ii) expanding the 
CPUC’s customer base to increase revenues, and (iii) promoting a regulated water and sewage 
tariff and ensuring the service affordability. 
 
D. Governance 
 
25. The financial management capacity of the CPUC has improved substantially since 2009, 
and the external entity audits for FY2017 and FY2018 did not identify any material weaknesses 
or deficiencies in the internal financial controls. A financial management assessment of the 
CPUC, conducted in October 2019, concluded that (i) the utility’s financial management practices 
are sound, (ii) staff levels are appropriate for an organization of its size, and (iii) processes and 
procedures are well documented. Weaknesses found relate to (i) the CPUC’s lack of experience 
in directly implementing investment projects financed by multilateral development banks, and 
(ii) insufficient capacity to absorb the significant increase in the workload during the 
implementation of the investment project. To address these weaknesses, consultants with 
experience in ADB disbursement and procurement procedures will be engaged under the project. 
The CPUC will also engage additional staff and consultants to address the increasing workload. 
The financial management assessment concluded that the CPUC’s financial management risk is 
moderate and its procurement risk is moderate. 
 
26. The assessed pre-mitigation financial management risk is moderate mainly because of 
the absence of (i) negative news articles, (ii) CPUC executives who are sanctioned by the United 
Nations or ADB, and (iii) CPUC executives who are sanctioned by the US Office of Foreign Assets 
Control. ADB’s Anticorruption Policy (1998, as amended to date) was explained to and discussed 
with the government and the CPUC. The specific policy requirements and supplementary 
measures are described in the PAM (footnote 19). 
 
E. Poverty, Social, and Gender 
 
27. The project will indirectly reduce poverty by extending potable water and sanitation 
services, particularly to informal settlements. Poor quality drinking water has increased the 
disease burden, with negative economic consequences that disproportionately affect women, the 
poor, and vulnerable sections of society. Households without proper toilet facilities are more 
exposed to the risk of waterborne diseases. This significantly affects productivity and family health 
expenditures. Other social and poverty issues in the country include (i) unemployment, with 45% 
of youth unemployed; (ii) lack of skills and expertise resulting from poor quality education and 
inadequate training; (iii) poor transport infrastructure, leading to isolation and poor access to 
markets; and (iv) gender inequality, resulting in high rates of violence against women. 
The government’s National Development Strategy addresses many of these issues; and 
development partners are supporting health, education, and transport reforms.  
 
28. Gender equality. The project is classified effective gender mainstreaming. The gender 
action plan for the project has clear targets, responsibilities, and resource allocations.22 
The project will increase the number of households with access to continuous potable piped water 
through metered connections to about 1,000 , including 200 households headed by women.. This 
will reduce the drudgery of women and girls’ time poverty and free up time for other activities, 

 
22 Gender Action Plan (accessible from the list of linked documents in Appendix 2). 
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including attending school. The project will increase the number of households with legal access 
to the Weno sewerage system to 750, including 150 households headed by women, thereby 
providing gender-sensitive sanitation to women and their households. Specific gender design 
features include (i) supporting women’s employment; (ii) hygiene awareness and behavior 
campaigns and training for households on willingness to pay for services, including household 
discussions on women’s role in water collection and preparation; (iii) providing gender-specific 
toilet facilities at markets, the domestic port, and state events; (iv) appointing women to decision-
making positions and providing support for leadership training aimed at women; (v) adopting and 
implementing a gender strategy in the CPUC; and (vi) implementing a CPUC gender-sensitive 
water tariff framework and reviewing it annually. 
 
F. Safeguards 
 
29. In compliance with ADB’s Safeguard Policy Statement (2009), the project’s safeguard 
categories are as follows:23 
 
30. Environment (category B). An initial environmental examination was prepared for the 
project following ADB’s Safeguard Policy Statement.24 The project provides positive 
environmental benefits by ensuring an adequate supply of safe water and improved sanitation for 
the residents of Weno. Adverse environmental impacts of the project will be site-specific and 
largely related to construction activities, which are expected to be minimal for land-based works 
and for which mitigation measures can be readily implemented. The environmental management 
plan outlines the risks and mitigating actions to be undertaken during project implementation. 
The CPUC’s environmental management capacity is limited, and an international specialist will 
be engaged through the project to support the CPUC’s implementation and monitoring of the 
environmental management plan, and to strengthen the CPUC’s environmental management 
capacity. 
 
31. Involuntary resettlement (category B) and indigenous peoples (category C). 
A resettlement plan was prepared for the project. The project affects about 23,300 square meters 
(m2) and requires the acquisition of about 7,500 m2 of land reservoirs and pump stations. 
The balance of the impacted land (about 15,800 m2) is within existing reserves and easements 
and state-owned land. Non-land impacts are associated with some gardens and crops, and 
temporary impacts on nonresidential structures that could be reestablished once the works are 
completed. About 18 persons will be affected. This will be confirmed following the detailed design 
and during the update of the resettlement plan. CPUC has consulted with the affected persons 
and the consultations will continue during project implementation. The CPUC has disclosed the 
draft safeguard documents. The CPUC will finance, implement, and monitor the resettlement plan. 
The PMU, which includes a social safeguards specialist, will support the CPUC and the CPUC 
land management officer in implementing the resettlement plan, and provide safeguard capacity 
building to CPUC staff. The project is not expected to have a negative impact on any distinct or 
vulnerable group of indigenous peoples as defined under ADB’s Safeguard Policy Statement. 
 
G. Summary of Risk Assessment and Risk Management Plan 
 
32. Significant risks and mitigating measures are summarized in Table 4 and described in 
detail in the risk assessment and risk management plan.25 

 
23 ADB. Safeguard Categories. 
24 Initial Environmental Examination (accessible from the list of linked documents in Appendix 2). 
25 Risk Assessment and Risk Management Plan (accessible from the list of linked documents in Appendix 2). 

https://www.adb.org/site/safeguards/safeguard-categories
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Table 4: Summary of Risks and Mitigating Measures 
Risks Mitigation Measures 

Financial 
No systemic review of audit reports 

In reviewing all audit reports, ADB will encourage the CPUC 
to put in place systems to monitor responses and, if 
necessary, will provide technical assistance support. 

Senior staff have limited experience in 
implementing externally assisted projects 
and are not familiar with ADB’s financial 
management and disbursement 
requirements. 

Project implementation consultants with knowledge and 
experience of ADB financial policies and guidelines will be 
recruited. 

Comprehensive CPUC monthly and 
quarterly financial management reporting 
systems are not in place. 

Project financial reports will be generated on a quarterly 
basis, and project budget figures will be compared with 
actual figures in each quarterly report. Annual unaudited 
project accounts will be provided within 45 days of the close 
of each financial year; and audited project accounts will be 
submitted within 6 months after the close of each financial 
year. 

Stakeholders 
Land acquisition and lease issues: 
unclear land ownership leads to land title 
challenges—causing implementation 
delays. 

Due diligence of titles and current and pending court cases 
on areas of land of interest for the project has been 
conducted. The CPUC has also conducted extensive 
stakeholder consultation and outreach to build community 
ownership of the project. The CPUC has acquired leases for 
project sites through voluntary purchase agreements. 

Climate change may cause shortages in 
the surface water resources available for 
Chuuk’s water supply. 

The project will establish stream flow monitoring on surface 
water sources for Weno’s water supply and will implement a 
water resource management plan to switch from surface 
water extraction to groundwater extraction during period of 
low stream flow. 

ADB = Asian Development Bank, CPUC = Chuuk Public Utility Corporation. 
Source: Asian Development Bank. 

IV. ASSURANCES

33. The government and the CPUC have assured ADB that implementation of the project shall
conform to all applicable ADB requirements, including those concerning anticorruption measures,
safeguards, gender, procurement, consulting services, financial management, and disbursement
as described in detail in the PAM and grant documents.

34. The government and the CPUC have agreed with ADB on certain covenants for the
project, which are set forth in the draft grant and project agreements.

V. RECOMMENDATION

35. I am satisfied that the proposed grant would comply with the Articles of Agreement of the
Asian Development Bank (ADB) and recommend that the Board approve the grant not exceeding
$12,760,000 to the Federated States of Micronesia from ADB’s Special Funds resources (Asian
Development Fund) for the Chuuk Water Supply and Sanitation Project, on terms and conditions
that are substantially in accordance with those set forth in the draft grant and project agreements
presented to the Board.

Masatsugu Asakawa 
President 

4 November 2020 
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DESIGN AND MONITORING FRAMEWORK 
 
Impacts the Project is Aligned with 

(i)  Sustainable development of social and economic infrastructure promoted through the provision and 
utilization of cost-effective, safe, reliable, and sustainable infrastructure (Infrastructure Development 
Plan, 2016–2025)a 

(ii) Chuuk State infrastructure needs toward sustainable development are met and maintained 
(Chuuk State Strategic Development Plan, 2018–2023)b 

 

Results Chain Performance Indicators 
Data Sources and 

Reporting Mechanisms 
Risks and Critical 

Assumptions 

Outcome By 2028:   
Efficiency, climate 
change and disaster 
resiliency, and 
sustainability of safe 
water and sanitation 
improved in Chuuk 
Statec 

a. At least 6,200 people, 
including at least 3,050 
women, have access to 
continuous piped water 
supply system 
(2020 baseline: 
2,300 people, 1,150 
women) 
(OP 4.1) 
 

a.–d. Government 
statistical yearbooks; 
ADB mission reports, 
quarterly project 
progress reports, and 
project completion 
report; CPUC annual 
report; and gender-
focused time-saving 
surveys 

R: Climate change may 
cause shortages in the 
surface water 
resources available for 
Chuuk’s water supply. 

 b. Nonrevenue water in 
Weno is reduced to no 
more than 30% 
(2020 baseline: 60%) 
 

 c. At least 4,650 people, 
including at least 
2,300 women, are 
connected to the Weno 
sewerage system 
(2020 baseline: 
2,400 people, 1,150 
women) 
 

 d. CPUC fully recovers its 
water supply and sewerage 
operating costs from water 
tariff collection 
(FY2019 baseline: 
66% recovered) 
 

 

Outputs By 2027:   
1. Continuous and 
safe water supplies 
provided 

1a. Water treatment 
capacity in Weno increased 
by 1,000 m3 
(2020 baseline: 2,800 m3) 
 
1b. 10 km of new water 
pipes are installed  
(2020 baseline: 0) 
 

1a.–c. ADB mission 
reports, quarterly project 
progress reports, project 
completion report, and 
CPUC annual report 

R: Land acquisition for 
new infrastructure does 
not proceed or is 
delayed. 
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Results Chain Performance Indicators 
Data Sources and 

Reporting Mechanisms 
Risks and Critical 

Assumptions 
 1c. 1,000 households, 

including 200 households 
headed by women, are 
legally connected to the 
water supply system 
through prepaid water 
meters installed free of 
charge 
(2020 baseline: 
378 households, 
110 headed by women) 
 

 

2. Effective, efficient, 
and safe sanitation 
provided 

2a. 2.8 km new sewer pipes 
built  
(2020 baseline: 0) 
 

2a.–d. ADB mission 
reports, quarterly project 
progress reports, project 
completion report; and 
CPUC annual report  2b. 750 households, 

including 150 households 
headed by women, are 
connected to the sewer 
system free of charge 
(2020 baseline: 
384 households, 90 headed 
by women) 
 

 2c. 2 sewage lift stations 
and 11 sewage grinder 
stations rehabilitated 
(2020 baseline: 0) 
 

 

 2d. Sewerage inflow and 
infiltration management 
program designed and 
implemented 
(2020 baseline: 
Not applicable) 
 

 

3. CPUC made 
financially and 
technically 
sustainable 

3a. CPUC gender-sensitive 
water tariff framework 
implemented by 2023 and 
reviewed annually 
thereafterd 
(2020 baseline: 
Not available) 
 

3a. CPUC annual report 

 3b. CPUC gender strategy 
approved and implemented  
(2020 baseline: 
Not available) 

3b. CPUC personnel 
records 

   
 
  



Appendix 1 13 

 

 

Key Activities with Milestones 

1. Continuous and safe water supplies provided 
1.1 Mobilize project implementation assistance consultants by Q2 2021 
1.2 Identify unregistered costumers of CPUC by Q1 2021 
1.3 Complete land acquisition for new water supply infrastructure by Q1 2021 
1.4 Commence civil works and equipment contract procurement by Q3 2021 
1.5 Award civil works contract(s) by Q4 2021 
1.6 Complete equipment procurement by Q2 2022 
1.7 Complete civil works contract(s) by Q1 2027 
1.8 Conduct consumer satisfaction sex-disaggregated survey by Q3 2027 
 
2. Effective, efficient, and safe sanitation provided 
2.1 Identify for rehabilitation all sewerage lift stations and sections of the existing sewer system 

experiencing high levels of inflow and infiltration by Q3 2021 
2.2 Complete land acquisition for expansion of sewer network by Q1 2021 
2.3 Commence civil works and equipment contract procurement by Q3 2021 
2.4 Award civil works contract(s) by Q1 2022 
2.5 Complete equipment procurement by Q4 2021 
2.6 Complete the development of a sewerage inflow and infiltration management program by Q4 2024 
2.7 Complete civil works contract(s) by Q1 2027 
2.8 Conduct consumer satisfaction sex-disaggregated survey by Q3 2027 
 
3. CPUC made financially and technically sustainable 
3.1 Commence software and equipment procurement for the upgrade of CPUC’s financial management 

and asset management systems by Q2 2021 
3.2 Complete equipment procurement by Q1 2022 
3.3 Provide capacity building to improve CPUC’s assets management and network operations, demand 

management, nonrevenue water reduction, and leak detection capabilities by Q4 2022 
3.4 Conduct and complete gender assessment of CPUC by Q4 2022 
 

Project Management Activities 

Strengthening CPUC project implementation capacities  
Preparing and submitting project progress reports  

Inputs 

ADB: $12.76 million (grant) 
Government: $0.88 million 

ADB = Asian Development Bank, CPUC = Chuuk Public Utility Corporation, FY = fiscal year, km = kilometer, m3 = cubic 
meter, OP = operational priority, Q = quarter, R = risk. 
a Government of the Federated States of Micronesia. 2015. Infrastructure Development Plan, FY2016–FY2025. Palikir. 
b Chuuk State Economic Development Commission. 2018. Chuuk State Strategic Development Plan, 2018 to 2023. 

Weno. 
c Features of climate- and disaster-resilient water supplies may include higher design standards, the selection of 

appropriate technologies and materials, and the preparation and implementation of disaster management plans. 
d The tariff framework is informed by sex-disaggregated data and includes lifeline tariff for vulnerable households, 

including households headed by women. 
Contribution to Strategy 2030 Operational Priorities 
Expected values and methodological details for all operational priority indicators to which this operation will contribute 
results are detailed in Contribution to Strategy 2030 Operational Priorities (accessible from the list of linked documents 
in Appendix 2). 
Source: Asian Development Bank. 

 

https://fsm-data.sprep.org/system/files/FSM-Infrastructure-Development-Plan-2016-2025.pdf
https://www.fsmstatistics.fm/wp-content/uploads/2020/04/CHUUK-SDP-November-edit-for-printing.pdf
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LIST OF LINKED DOCUMENTS 
http://www.adb.org/Documents/RRPs/?id=53284-002-2 

   

1. Grant Agreement   

2. Project Agreement   

3. Sector Assessment (Summary): Water and Other Urban Infrastructure and Services 

4. Project Administration Manual   

5. Financial Analysis   

6. Economic Analysis   

7. Summary Poverty Reduction and Social Strategy   

8. Risk Assessment and Risk Management Plan   
 

9. Contribution to Strategy 2030 Operational Priorities    

10. Gender Action Plan    

11. Initial Environmental Examination    

12. Resettlement Plan    

 

http://www.adb.org/Documents/RRPs/?id=53284-002-2



