prepared in partnership with the Urban Policy Unit,
Planning and Development Department and the Cities
Development Initiative for Asia by Finnish Consulting
Group Asia Pte Ltd & FCG International Ltd (JV) with
PITCO

aug 2017
www.fcg.

TA 8556 REG: Supporting the Cities Development Initiative for Asia

PAKISTAN:
P es haw ar, Ma r da n a nd Abbotta ba d
Khyber Pakhtunkhwa Inclusive Urban Growth Program
(47285-001)

October 2017

Final Report

Finnish Consulting Group Asia Pte Ltd & FCG International Ltd (JV)
in association with PITCO

TA 8556 REG - KHYBER PAKHTUNKHWA I NCLUSIVE URBAN GROWTH PROGRAM (47285-001)

CONTENTS
ACRONYMS AND ABBREVIATIONS .............................................................................................................iii
EXECUTIVE SUMMARY ................................................................................................................................. v
MAP OF PROJECT CITIES ............................................................................................................................ 1
1 INTRODUCTION ...................................................................................................................................... 2
2 RATIONALE: SECTOR PERFORMANCE, PROBLEMS & OPPORTUNITIES...................................... 3
2.1
Performance Indicators and Analysis ............................................................................................... 3
2.1.1
Overview of Macro Issues ......................................................................................................... 3
2.1.2
Overview of Micro Issues .......................................................................................................... 4
2.1.3
Meso-level approach ................................................................................................................. 5
2.2
Analysis of Key Problems ................................................................................................................. 5
2.3
Development Opportunities .............................................................................................................. 6
3 THE PROPOSED PROJECT ................................................................................................................... 8
3.1
Impact and Outcome......................................................................................................................... 8
3.2
Outputs .............................................................................................................................................. 8
3.3
Special Features ............................................................................................................................. 12
3.4
Project Investment Plan .................................................................................................................. 13
3.5
Financing Plan................................................................................................................................. 13
3.6
Implementation Arrangements........................................................................................................ 15
4 PROJECT BENEFITS, IMPACTS, ASSUMPTIONS AND RISKS ........................................................ 15
4.1
Major Benefits and Impacts ............................................................................................................ 15
4.1.1
Institutional and Policy ............................................................................................................. 15
4.1.2
Social ....................................................................................................................................... 16
4.1.3
Municipal and Project Financial Analysis and Project Sustainability ...................................... 16
4.1.4
Economic Analysis................................................................................................................... 19
4.1.5
Environmental Safeguards ...................................................................................................... 19
4.1.6
Social Safeguards.................................................................................................................... 20
4.2
Major Risks and Mitigation Measures............................................................................................. 20
APPENDICES
APPENDIX 1
APPENDIX 2
APPENDIX 3
APPENDIX 4a
APPENDIX 4b
APPENDIX 4c
APPENDIX 5
APPENDIX 6
APPENDIX 7
APPENDIX 8
APPENDIX 9
APPENDIX 10
APPENDIX 11
APPENDIX 12

October 2017

Design and Monitoring Framework
Urban Sector Analysis
Urban Resilience assessment
Project Preparation – Abbottabad
Project Preparation - Mardan
Project Preparation - Peshawar
Detailed Cost Estimates and Financing Plan
Implementation Arrangements
Implementation Plan
Institutional Development and Capacity
Financial Analysis
Economic Analysis
Environmental Safeguards/Impacts & sensitivity
Poverty, Gender and Social Impacts, Safeguards and Resettlement

page i

TA 8556 REG - KHYBER PAKHTUNKHWA I NCLUSIVE URBAN GROWTH PROGRAM (47285-001)

SUPPLEMENTARY APPENDICES
APPENDIX S1a
APPENDIX S1b
APPENDIX S1c
APPENDIX S2a
APPENDIX S2b
APPENDIX S2c
APPENDIX S3
APPENDIX S4a
APPENDIX S4b
APPENDIX S4c
APPENDIX S5
APPENDIX S6
APPENDIX S7
APPENDIX S8
APPENDIX S9
APPENDIX S10
APPENDIX S11
APPENDIX S12
APPENDIX S13
APPENDIX S14
APPENDIX S15a
APPENCIX S15b
APPENDIX S15c
APPENDIX S16a
APPENDIX S16b
APPENDIX S16c
APPENDIX S17

Meeting Minutes with Chief Minister
Agreed IUGP Investment Priorities for USD 128M
Record of Note: Meeting with P&DD, 26 July
Urban Sector Analysis - Abbottabad
Urban Sector Analysis - Mardan
Urban Sector Analysis - Peshawar
Urban Resilience Assessment
Project Preparation - Abbottabad
Project Preparation - Mardan
Project Preparation - Peshawar
Abbottabad Investments Overlaid on Vulnerability Map
Mardan Investments Overlaid on Vulnerability Map
Peshawar Investments Overlaid on Vulnerability Map
Institutional Development and Capacity Building
Financial Analysis
Economic Analysis
Environmental Safeguards/Impacts & Sensitivity
Poverty, Gender and Social Impacts
Resettlement and Social Safeguards
Consultation Process
IDIA Abbottabad
IDIA Mardan
IDIA Peshawar
City Development Plan - Abbottabad
City Development Plan - Mardan
City Development Plan - Peshawar
PFS Investment Summaries

Exchange Rate Assumed: USD 1.00 = PKR 105

October 2017

page ii

TA 8556 REG - KHYBER PAKHTUNKHWA I NCLUSIVE URBAN GROWTH PROGRAM (47285-001)

ACRONYMS AND ABBREVIATIONS
AC
ADB
ADP
ADP
AFSD
AMC
ASSD
BADP
BOD
BRT
CAGR
CBO
CDIA
CDP
CNG
CPEC
CRVA
CSO
DCO
DMA
EDO
EIA
EIRR
EOCC
EPA
FCG
FIRR
FSA
GDA
GDP
GIS
GoKP
GoP
IDIA
IDS
IEC
IR
IRR
IT
ITH
IUCN
IUGP
KfW
KP
L&DD
LGO
LGS
LPG
LRT
MCU
MCU
MEL
MSU
MSW
MTR
NCS
NEQ
NGO
October 2017

Asbestos Cement
Asian Development Bank
Annual Development Plan
Annual Development Program
Abbottabad Fund for Sustainable Development
Ayub Medical College and Hospital Complex
Abbottabad Strategy for Sustainable Development
Barani Area Development Project
Biochemical Oxygen Demand
Bus Rapid Transit
Compound Average Growth Rate
Community-Based Organization
Cities Development Initiative of Asia
City Development Plan
Compressed Natural Gas
China-Pakistan Economic Corridor
Climate Risk Vulnerability Assessment
Civil Society Organization
District Coordination Office
District Metering Area
Executive District Officer
Environmental Impact Assessment
Economic Internal Rate of Return
Economic Opportunity Cost of Capital
Environmental Protection Agency
Finnish Consulting Group
Financial Internal Rate of Return
Financial Sustainability Assessment
Galliyat Development Authority
Gross Domestic Product
Geographical Information System
Government of Khyber Pakhtunkhwa
Government of Pakistan
Initial Development Impact Assessment
Integrated Development Strategy
Information, Education and Communication
Involuntary Resettlement
Integrated Resource Recovery
Information Technology
Integrated Transport Hub
International Union for Conservation of Nature
Inclusive Urban Growth Program
Kreditanstalt für Wiederaufbau (KfW Bankengruppe)
Khyber Pakhtunkhwa
Livestock and Dairy Development Department
Local Government Ordinance 2001
Local Government School
Liquefied Petroleum Gas
Light Rail Transit
Motor Control Unit
Motor Control Unit
Monitoring, Evaluation and Learning
Multi-Donor Support Unit
Municipal Solid Waste
Mid-term Report
National Conservation Strategy (of Pakistan)
National Environmental Quality Standards
Non-Governmental Organization
page iii

TA 8556 REG - KHYBER PAKHTUNKHWA I NCLUSIVE URBAN GROWTH PROGRAM (47285-001)

NPV
NRCP
NSA
NSSD
O&M
OECD
OHR
P&DD
PATA
PDA (of ADB)
PDA
PET
PFC
PFS
PHED
PKR
PKR
PMD
PPP
PPTA
PRSP
PSC
PSISUG
PTA
PTDC
PWD
REA
RUA
SCADA
SDC
SEA
SHYDO
SIM
SPCS
SRSP
SSP
STC
STP
STP
SWM
TMA
UC
UN
UNDP
UNDSS
UPU
URA
URF
URF
URP
USD
WACC
WAPDA
WB
WSSC
WSSCA
WSSCM
WSSD
WSSP
WtE
October 2017

Net Present Value
Natural Resource Conservation Project
Non-State Actors
National Strategies for Sustainable Development
Operation and Maintenance
Organization for Economic Co-operation and Development
Overhead reservoir
Planning & Development Department
Policy and Advisory Technical Assistance
Project Design Advance of the Asian Development Bank
Peshawar Development Authority
Polyethylene Terephthalate (plastic)
Provincial Finance Commission
Pre-feasibility study
Public Health and Engineering Department
Pakistani Rupee
Pakistani Rupees
Pakistan Meteorological Department
Public-Private Partnership
Project Preparatory Technical Assistance
Poverty Reduction Strategy Paper
Program Steering Committee
Provincial Strategy for Inclusive and Sustainable Urban Growth
Parent-Teacher Association
Pakistan Tourism Development Corporation
Persons with Disabilities
Rapid Environmental Assessment
Rapid Urban Assessment
Supervisory control and data acquisition
Swiss Agency for Development and Cooperation
Strategic Environmental Assessment
Sarhad Hydel Development Organization
Strategic information & consultation meeting
Sarhad Provincial Conservation Strategy
Sarhad Rural Support Program
Sanitation Safety Plans
Sarhad Tourism Corporation
Sewage Treatment Plant
Wastewater Treatment Plant
Solid Waste Management
Tehsil or Town Municipal Administration
Union Council
United Nations
United Nations Development Program
United Nations Department of Safety & Security
Urban Policy Unit, Government of Khyber Pakhtunkhwa
Urban Resilience Assessment
Urban Resilience Fund
Urban Resilience Fund (formerly Urban Climate Change Resilience Trust Fund)
Urban Resilience Planning
United States Dollar
Weighted Average Cost of Capital
Water and Power Development Authority
World Bank
Water and Sanitation Services Company
Water and Sanitation Services Company Abbottabad
Water and Sanitation Services Company Mardan
World Summit on Sustainable Development
Water and Sanitation Services Peshawar
Waste to Energy
page iv

TA 8556 REG - KHYBER PAKHTUNKHWA I NCLUSIVE URBAN GROWTH PROGRAM (47285-001)

EXECUTIVE SUMMARY
This Study has been executed by Cities Development Initiative for Asia (CDIA) working with the Urban
1.
Policy Unit (UPU), Government of Khyber Pakhtunkhwa (GoKP). It specifies how the USD 128 million investments
agreed by a range of stakeholders and confirmed by government (at Provincial, District and Tehsil levels) as well
as the Urban Resilience Fund (URF) Team will help the cities of Abbottabad, Mardan and Peshawar build their
social, environmental and economic resilience, develop their competitiveness, enhance the sustainability of
services and foster social and cultural inclusivity.
The process culminating in this Report was an application submitted by UPU to CDIA for assistance in
2.
responding to challenges faced by the cities. All of the cities desire to adopt Pakistan’s national development
strategy, Vision 2030, and address their need to build more inclusive, resilient and competitive futures for their
communities.
The objective of the Study is to assist the GoKP in preparing integrated, climate-resilient urban
3.
environmental infrastructure investment plans based on the City Development Plans (CDPs) for the three cities.
The Study also builds on the outputs of an ADB Policy and Advisory Technical Assistance (PATA 8913-PAK)
tasked to identify regional resilience options for infrastructure investments impacting the three cities. It builds on
the Regional Integrated Urban Plans (RIUPs) through Urban Resilience Assessments (URAs) provisionally
identified by the URF Team. The outputs of the URF Team as well as contributions by the UPU and subsequent
consultation and engagement process have shaped the Study’s analyses and recommendations.
The Study undertook numerous consultations with the private sector, government and non-state actors
4.
(NSAs), including civil society. The Study team introduced stakeholders to the Study process and the expected
outputs, identifying opportunities for participation. The consultations were followed by focus group discussions and
further community consultations. The process culminated in consensually-agreed city visions, unique to each city.
Concurrently, the Study Team engaged in rapid urban assessments (RUAs) and technical analyses to better
understand the needs of the cities and their constituents. This also included an assessment of the capacity of each
city. The PFS investments proposed herein therefore consider the URAs and the needs and requirements
articulated by communities, the private sector and governments at Tehsil, District and Provincial levels. The result
of this approach has been an initial package of investments totaling USD 128 million. The investment package has
been confirmed and agreed to by the URF Team and UPU. GoKP, District and Tehsil governments and the Water
and Sanitation Service Companies (WSSCs) in each of the cities have confirmed the initial investments as both
necessary and desirable. Further investments are hoped to follow from this initial and catalytic round of investments.

5.
The Khyber Pakhtunkhwa Inclusive Urban Growth Program (IUGP) aims to achieve the following
objectives:





Improve urban management and development, and support city processes and productivity;
Boost access to reliable and affordable services in support of health, income and other outcomes;
Increase investment into services, particularly where it directly supports growth, including through
innovative ways of attracting private, and increasing public, financing;
Drive better asset and financial management for sustainable investments into services in the city Tehsils
and the city level Water and Sanitation Services Companies (WSSCs).

The Study will achieve the above through enabling the UPU, the Tehsil Municipal Administrations (TMAs)
6.
and the WSSCs in each of the cities to develop investments, operational plans and institutional plans to achieve
inclusive and resilient growth and affect their developmental ecosystems through:







Changing behaviours and approaches to thinking about the impacts and outcomes of resilience through
a systematic investment strategy based on Urban Resilience Planning (URP)
Identifying prioritized urban infrastructure investments in the cities;
Undertaking Pre-feasibility Study (PFS) for prioritized, service-based investments;
Recommending institutional arrangements for the implementation of the PFS services;
Identifying possible sources of financing for the prioritized investments; and
Enhancing the capacity of relevant stakeholders

7.
There are core problems with the planning, financing, and management of urban systems and the delivery
of efficient, sustainable outcomes. At the provincial government level, urban policies are often ambiguous, when it
comes to urban growth. Urban planning systems and laws are outdated, with urban planning delinked from
budgeting and long term financial planning. Decentralization policies are not aligned with the tax bases of different
levels of government. These do not create sufficient incentives for cities to improve their own revenues. Property
rights are often unclear with limited control over corruption and manipulation of public land assets.
October 2017
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The proposed package of investments will be a catalyst to further unlock opportunities contributing to
8.
the cities’ competitiveness, inclusivity and resilience. In order to achieve the growth targets articulated in
various provincial strategies, it is essential to make KP’s cities competitive. KP’s economic growth needs to be
stronger and all encompassing, to generate the jobs needed to raise living standards and reduce poverty and
vulnerability. This can be achieved by harnessing natural assets, investing in skills and labor markets and the
manufacturing base, and by ensuring long-term social and environmental resilience. The investments and
concepts presented in this Report aim to provide the province with the much-needed plans and investments
in order to achieve inclusive growth and positively affect the developmental ecosystem.
A major bottleneck for improved service delivery in cities in KP is a weak articulation of the urban sector
9.
vision and inefficient structures of service provision. The urban sector is characterized by high access to
infrastructure but extremely low access to quality services. This is rooted in a context, where there is an overt focus
on the creation of assets rather than the quality of services. However, since 2014, KP has dedicated itself to
reviewing hybrid municipal service delivery models for improving efficiencies in urban utilities and systems.
Additional support is needed in this area in line with strategic plans and the provincial growth agenda to support
services which can unlock the latent potential of the cities and its people.

10.
In response to the above challenges, a number of actors in the urban sector have identified various
channels through which investment in infrastructure can have multiplier effects in contributing to sustainable,
resilient and inclusive growth. These include reducing input and transaction costs, facilitating trade, enabling
economic actors to respond to new demands, creating employment, enhancing human capital and improving
environmental conditions.
11.
A long-term, cooperative effort amongst all three tiers of government within KP will be required to address
the challenges of current and emerging municipal service needs. The investment strategy adopted by the Study
has been guided by the following principles:








Urban resilience is the key to ensuring the longer-term sustainability of municipal services;
Cities in KP are the stewards of the infrastructure they own. The province has an obligation to help Tehsils
and cities to address their own (self-articulated) development challenges;
Comprehensive asset management plans should guide investment decisions;
Those who benefit from TMA investments should pay for the services, whenever feasible;
Opportunities should be pursued to provide infrastructure and services more efficiently by forging
partnerships with other communities or consolidating services where possible;
Maintaining infrastructure in a manner that is sensitive to social, economic and environmental factors;
All communities face unique challenges that require tailored solutions.

Key stakeholders drawn from government, Non-State Actors (NSAs) and the private sector have articulated
12.
the visions unique to each of the IUGP cities, which are as follows:

13.
CITY VISION - Abbottabad: The city aspires to be a well-managed, livable and appealing city which is
peaceful, clean, green and prosperous. Abbottabad will be regarded as the tourism hub of Pakistan where people
love to live and work. This requires visionary leadership and responsible decision making; accountable and
sustainable fiscal practices with excellence and efficiency in service delivery based on responsiveness to citizen
needs and requirements. Investments leading to the implementation of the Abbottabad vision include:





Abbottabad Solid Waste Management (USD 15.14 million): The project aims to introduce sound solid
waste management at the dumpsite in Salhad and eventually close the site (with pre-identification of a
new site). In addition, the project introduces waste segregation at source and establishes a network of
various bin types facilitating mechanized emptying and haulage.
Abbottabad Water Supply (USD 21.02 million): The overall objective is to improve water supply in
Abbottabad by eventually providing a safe 24/7 supply of potable water to all urban citizens. In the interim,
this will be for 5 district metering areas (DMAs).
Abbottabad Bus Terminal (USD 11.65 million): The project will construct a new terminal building
consisting of a mosque, separate waiting area for women and children, restrooms, recycling and disposal
facility for environmentally hazardous solvents and liquids, tourist information center etc.

14.
CITY VISION - Mardan: Mardan is a city with a future for healthy residents and healthy ecosystems. The
city will be a green and healthy city that lives in harmony with nature and restores natural systems such as forests,
rivers, and vegetation by the holistic management of solid wastes, sewerage and waste water. It will be a city free
of air pollution and committed to affordable, safe and inclusive public transportation systems. Investments leading
to the implementation of the Mardan vision include:


Mardan Solid Waste Management (USD 12.14 million): Establishment of a sanitary landfill of
October 2017
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international standards as well as a primary dumping location from which waste is transferred from skips
to a compactor truck, segregation at source and separate collection of hazardous waste.
Mardan Water Supply (USD 30.84 million): The long-term objective is to improve water supply in Mardan
by initially providing a safe 24/7 supply of potable water to citizens in 3 DMAs.
Mardan Sewerage (USD 26.95 million): The objective is to convey wastewater hygienically away from
the residential and commercial areas. The project will rebuild and upgrade an existing sewage treatment
plant (STP) and construct trunk sewers to convey sewage to the STP.
Mardan Sponge City (USD 4.41 million): The overall objective of the Mardan sponge city is to redirect
rainwater into the groundwater aquifers gradually. There will be mainly soft and non-concrete solutions.

CITY VISION - Peshawar: Peshawar will be a sustainable, green, pollution free and healthy city that is
15.
tolerant and culturally diverse. In doing so, Peshawar envisions: (i) A focus on investments and a trade gateway
with a growing knowledge-based sector that also invests to promote women’s participation and perspectives; (ii) A
planned and smart city that provides services such as education, health, safe drinking water, and eco-friendly
recreational activities to all; (iii) A welcoming city that values and promotes strong institutions and its heritage as a
safe haven for tourists and residents alike. Investments leading to the implementation of the Peshawar
vision include:




Peshawar Capacity building: (USD 4.31 million) Capacity building and institutional
strengthening of the Water and Sanitation Services Peshawr (WSSP) as a precursor to a
follow-on phase of investment.
Peshawar Street Livability / Smart City: (USD 1.53 million) The sub-project aims to create
pedestrianized zones with improved lighting and safety and food streets with improved washing and
sanitary amenities. Free Wi-Fi in some urban core areas is also considered.

16.
The impact of the investment program will be an improved quality of life for the residents of each city. The
impact will be at household, city and regional levels. Secondary benefits will derive more broadly, as the investments
benefit the developmental ecosystem within KP. The program outcomes will be an improved quality of urban
services for the residents of those cities. This will support economic growth, social development and an improved
urban environment. Key outcomes will include:








Introduction of integrated, strategic urban planning as a result of the Study’s inputs into the CDPs;
A reorientation of agencies towards delivery of essential urban services in support of human and
economic development as opposed to a simple infrastructure approach;
Citizen engagement, participatory planning and budgeting processes at the local level;
Improved institutional frameworks for management and delivery of urban services at city levels;
Strengthened business processes (including longer incubation periods, process optimization, operational
efficiencies and cost effectiveness) of urban utilities, most notably the WSSCs;
Improved urban infrastructure that is sensitive and respondent to the range of resilience issues as
highlighted by the URF Team and is in direct support of longer term city visions;
Creating the conditions to foster inclusive economic growth and provide opportunities for employment;

17.
Both the Study Team as well as the URF Team have identified a number of risks. Climate change is
expected to increase the occurrence of natural disasters in the region, including flooding, heat-waves and droughts.
Increasing frequency and intensity of extreme weather events has implications for health, agricultural productivity,
resource consumption, and the security of critical infrastructure and assets. Heat, population growth and extended
dry periods are expected to increase the demand for regional water resources. Vector borne diseases may
increase due to expanding annual span of warm weather. Developing adaptation options over the longer term will
be critical to the success of cities in KP. This approach should not only include physical, environmental and financial
adaptation measures to ameliorate the effects of climate change, but also cultural and behavioural adaptation. This
is likely to take decades, but is imperative that the journey commence with the IUGP.
For any sustainable development strategy to be successful, it needs to achieve three key objectives. First,
18.
it should mainstream environmental issues in a way that creates widespread acceptance of ecological concerns
amongst stakeholders. By doing so, it draws resilience (in environmental but equally in social and economic terms)
into the cycle of policy making for sectors traditionally thought to be unrelated, such as economic growth and
industrial development. Secondly, it must pay close attention to quality of life and human development, by
considering the linkages between health and education and economy, jobs and incomes. Finally, it has to
demonstrate the impact of sustainable development on ‘mainstream’ areas of concern such as poverty alleviation
by providing and safeguarding jobs and other livelihood opportunities. These objectives can positively affect the
developmental ecosystem and will be met by the investment plans and conceptual city development strategies
proposed in this Report.
October 2017
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INTRODUCTION
Pakistan’s national development strategy, Vision 2030, provides a roadmap for, inter alia, embracing urban
1.
change. It stresses the need for structural efficiency to improve productivity and competitiveness, particularly in cities.
The Planning and Development Department (P&DD) of the Government of Khyber Pakhtunkhwa (GoKP) aims to
operationalize Vision 2030 via its Integrated Development Strategy (IDS) 2014-2018. The imperatives of both
policies highlight the need for strengthening the ‘developmental ecosystem’1, which includes urban processes and
interactions underpinning human and economic growth.
On 10th February 2016, the Urban Policy Unit (UPU) of the P&DD applied to the Cities Development Initiative
2.
for Asia (CDIA) for assistance to respond to the challenges faced by the cities of Abbottabad, Mardan and Peshawar.
All three cities desire to adopt Vision 2030 and address their need to build a more inclusive, resilient and competitive
future for their communities. The application was approved on 15th February 2016 and resulted in a Technical
Assistance (TA) Agreement (Khyber Pakhtunkhwa Inclusive Urban Growth Program – TA 47285-001) (hereinafter
referred to as the Study) between the CDIA and the UPU.
The objective of the Study is to assist the GoKP in preparing integrated, climate-resilient urban environmental
3.
infrastructure investment plans based on the City Development Plans (CDPs) for the three cities. The CDPs were
meant to serve as part of a provincial Road Map governing the outputs for this Study as prepared by an ADB TA
entitled Pakistan: Provincial Strategy for Inclusive and Sustainable Urban Growth (PSISUG) (TA 9223-PAK), but
remain to be contracted. As a result, this Study has taken the lead on a number of the outputs meant to precede it
in order to identify city-specific investments that build resilience, improve competitiveness and foster inclusion.
Concurrent to the Road Map, the Study also builds on the outputs of an ADB Policy and Advisory TA (PATA 8913PAK)2 tasked to identify regional resilience options for infrastructure investments impacting the three cities. It builds
on the Regional Integrated Urban Plans (RIUPs) through Urban Resilience Assessments (URAs) provisionally
identified by the URF Team. The outputs of the URF Team as well as contributions by the UPU and subsequent
consultation and engagement process have shaped the Study’s analyses and recommendations. The preparation
of climate resilience assessments; the identification of vulnerable areas and communities; and the climate
screening of infrastructure towards investments in climate resilient infrastructure have all been factored in the
initial phase of investments proposed. When institutionalized, the approach modelled by the URF Team will
enable cities to develop a phased infrastructure investment processes that takes climate resilience into
consideration in urban investment strategies and development plans.
The Study undertook numerous consultations with the private sector, government and non-state actors
4.
(NSAs), including civil society. The first phase of the consultations started in February 2017. The Study team
introduced stakeholders to the Study process and the expected outputs, identifying opportunities for participation.
The consultations were followed by focus group discussions and further community consultations in March and April
2017. The process culminated in consensually-agreed city visions, unique to each city. Concurrently, the Study Team
engaged in rapid urban assessments and technical analyses to better understand the needs of the cities and their
constituents. This also included an assessment of the capacity of each city to deliver on the aspirational aims of
stakeholders. A socioeconomic survey was undertaken in poor neighborhoods in each city. The PFS investments
proposed herein therefore consider the URAs, as well as the Road Map/CDPs and the needs and requirements
articulated by communities, the private sector and governments at Tehsil, District and Provincial levels. The result
of this negotiations-driven and consensus based approach has been an initial package of interlinked investments
and other complementary improvements totaling USD 128 million3. The investment package has been confirmed
and agreed to by the URF Team as well as the UPU. Concurrence by GoKP and District and Tehsil governments
as well as the WSSCs in each of the cities have further confirmed the initial investments as both necessary and
desirable. Further investments are hoped to follow from this initial and catalytic round of investments

5.
The investments build on the GoKP’s Annual Development Plan (ADP) and serve to support rather replace
strategies and priorities already agreed. Finally, confirmation by the World Bank, DFID and UN agencies (in
1

The developmental ecosystem refers to, inter alia, improvement of the macroeconomic environment; removing infrastructure deficits; promoting
investments in human development; supporting job creation and economic growth though support to commerce and industry; and safeguarding the
environment. The approach adopted by this Study is that targeted investments in specific urban sectors in key cities will have catalytic effects on
a broader array of sectors and unlock latent urban potential
2
The Asian Development Bank (ADB) and Urban Resilience Fund (URF) study is tasked to identify regional resilience options for infrastructure
investments impacting these three cities, highlighting the potential for cities to contribute to the overall economy, establishing a Road Map for the
urban sector, presenting investments at the regional and city levels for a 10-15-year time frame, and identifying champions and the room to
maneuver for reforms. Conceptually, the work of the URF-appointed Team is meant to precede the work of the CDIA Study Team although they
have deployed at about the same time.
3
Long term service needs in all three cities provisionally estimated an investment requirement of around USD 536 million. From this, a priority
longlist of initiatives of USD 326 million was developed. The first phase of available finance has been identified from ADB sources, resulting in an
investment of about USD100 million plus contributory investments of USD 28 million from Government.
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particular UN-Habitat and UNDP) ensure that there is no duplication or overlap in funding. The investments are
complementary to the priorities of both GoKP and development partners.










The Study will enable the UPU, the Tehsil Municipal Administrations (TMA) and the fledgling Water and
Sanitation Service Companies (WSSCs)4 in each of the cities to develop operational plans. These plans
will direct them to achieve inclusive and resilient growth and affect their developmental ecosystems
through:
Ensuring adaptability and flexibility to accommodate the (forthcoming) Road Map and facilitate further
refinement of City Development Plans (CDPs);
Changing behaviours and approaches to thinking about the impacts and outcomes of resilience through a
systematic investment strategy based on Urban Resilience Planning (URP)
Identifying prioritized urban infrastructure investments in the cities;
Undertaking Pre-feasibility Study (PFS) for prioritized, service-based investments;
Recommending institutional arrangements for the implementation of the PFS services;
Identifying possible sources of financing for the prioritized investments; and
Enhancing the capacity of relevant stakeholders to facilitate the sustainable development and management
of the resulting investments.

The Study is an essential first step in ensuring that the three cities remain engines of sustained growth and
6.
continue to fuel provincial, national and trans-national economic as well as social progress over the next 30 years.
However, the Study advocates a services-based approach that acts as a catalyst for changes in the developmental
ecosystem rather than take a purely infrastructure or engineering approach. This requires that equal attention is paid
to ensuring basic universal access to key services and to financial recovery as well as to effective institutional delivery
mechanisms, in addition to meeting the technical expectations for climate-smart infrastructure. The proposed
investments aim to: (i) enhance social, economic and environmental resilience; (ii) improve and maximize the
competitive advantages of the city; and (iii) foster social, economic and cultural inclusion, with particular attention
given to the needs of women, the poorest, and other excluded groups. The investments reflect national and provincial
development goals, additionally guided by the input of a range of local stakeholders, including private businesses,
municipal governments, civil society and local residents.

RATIONALE: SECTOR PERFORMANCE, PROBLEMS & OPPORTUNITIES
2.1 Performance Indicators and Analysis
2.1.1

Overview of Macro Issues

7.
Pakistan is growing rapidly with a population estimated to be over 190 million5. It is South Asia’s most
urbanized country with upwards of 45% of the population living in cities,6 with that proportion rising to 60% by 2030. 7
Urban infrastructure in most cities is aging. The infrastructure has not expanded at the pace necessary to provide
basic services or stimulate economic growth and create jobs. Housing and livability challenges, including lack of
water supply and sanitation, solid waste management, and increased traffic congestion and air pollution, are key
concerns.
8.
National estimates show that Pakistan will achieve 5.3% Gross Domestic Product (GDP) growth rate in 2017.
KP has witnessed periods of high and low growth over the last decade. In the first half of the 2000s, the economy
was growing at rates of 7%; this declined to 2.5% in 2008 and 2009. However, there have been signs of recovery
over the last five years. The growth, which stood at 4.2% in 2015, is predicted to rise to over 5% in 2017.8 The
improved performance can be attributed to gains from structural policies, reduced oil prices, China Pakistan
Economic Corridor (CPEC) investments and increases in overseas remittances. To meet planned targets,
infrastructure investment will need to significantly increase from just under 3% of GDP to well above 8 per cent of
GDP in 2017-18. Ideally, nearly half of this investment should come from the private sector. However, this is highly
unlikely for various reasons outlined in the Report.
9.

Pakistan’s fast-growing population and negative spillovers from unplanned urbanization are threatening the

4

These are municipal service utilities tasked to independently manage essential urban services (water, sanitation, sewerage and solid waste)
on a commercial and cost-effective basis whilst ensuring broader and more reliable service delivery
5
Population figures in this Report have been interpolated from the 1998 census. Preliminary data from the census of June 2017 has only
recently been made available. For the sake of continuity between the various Reports produced under the Study, population figures and
projections have remained consistent throughout all Reports and the preliminary Census results have not been used. It is suggested that the
work of the Feasibility Study revise the populations and projections based on the Census results.
6
ADB Basic Country Fact Sheet 2015, some sources estimate this percentage to be as high as 50%
7
ADB – Pakistan Country Partnership Strategy (CPS) 2009-2013
8
Pakistan Development Update 2016: The World Bank, IMF July 2016.
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gains from growth. Obsolete zoning laws have led to sprawling cities and economically inefficient land utilization.
Unplanned growth of these cities is environmentally unsustainable. It also poses significant threats to productivity
and the general wellbeing of the population. The World Bank estimates that 35–50% of urban dwellers in Pakistan
live in informal settlements9. This number is however contested by the government. Most of Pakistan’s urban
indicators are estimated, as the country lacks reliable sub-national income or product accounts. Prior to the recent
Census of 2017, the last census took place more than 15 years ago. There is a lack of accurate recent data on levels
of urbanization and the qualitative dimensions of urban growth.

10.
Vision 203010 and the IDS suggest a number of indicators for measuring the contribution of cities to economic
growth. These are generally macro level indicators and the government has not been able to collect these for all
cities in the Study. As shown in the table below (see Table 1) UN-HABITAT has developed a series of city-level
(micro) urban indicators which it has been tracking since 1996. It is significant to note the limited impact USD 50
billion (PKR 5,250 billion) of investments have had in the urban sector in the decade from 1996 through 2006. IUGP
hopes to achieve greater impact because of its emphasis on affecting the developmental ecosystem. All noted
indicators are relevant to tracking progress on the package of IUGP investments. Some of them will also be useful
proxies for assessing improvement of the developmental ecosystem. The proposed monitoring framework will
include a comprehensive baseline to establish the starting point for how investments are affecting the developmental
ecosystem. This will contribute to Vision 2030 and help cities realize their visions. It will require a new set of meso
indicators that also integrate the macro and micro level indicators. These indicators will measure how city
improvements contribute to both regional and national growth, while simultaneously respond to the challenges faced
by TMAs/WSSCs and urban residents.
Table 1: UN-HABITAT Indicators
Urban Indicators (%)
Urban population living in slums
Urban population with access to adequate housing
People residing in urban areas with access to improved drinking water
People residing in urban areas with access to adequate sanitation
People residing in urban areas with access to regular waste collection
People residing in urban areas with access to clean domestic energy
People residing in urban areas with access to public transport
Level of effective decentralization for sustainable urban development measured by:
(i) Policies & legislation on urban issues in whose formulation local and regional governments
participated from 1996 to the present;
(ii) Income & expenditure allocated to local and regional governments from the national
budget;
(iii) Local authorities’ expenditure financed from local revenue
City, regional and national authorities that have implemented urban policies supportive of local
economic development, creation of decent jobs and livelihoods
City, regional and national authorities that have adopted or implemented urban safety &
security policies or strategies

2.1.2

1996

2006

2013

24
61.5
85
60
30
-

30
60
65
50
-

50
60
91
72
53
-

100

100

100

-

-

-

-

50

-

50

50

70

Overview of Micro Issues

11.
Cities as engines of growth: In KP, cities contribute an estimated 73% of provincial GDP. Economic activity
is concentrated in Peshawar and Mardan. Abbottabad is expected to benefit from the E35 bypass road as well as its
physical proximity to the CPEC. By 2035, the Study predicts that Peshawar, Mardan and Abbottabad will represent
contiguous settlements, and the existing population of over 2 million people will multiply to nearly 5 million.
12.
Poor infrastructure: Throughout the province, urban centers are overcrowded. The lack of investment in
infrastructure and maintenance has resulted in low coverage and poor quality of services. During 2007–2013, the
use of piped water nationally decreased from 62% to 56% and use of own-sources increased in urban areas.11 Nonrevenue water (NRW) ranges from 35% to 45% for most urban utilities. Although in-house sanitation has improved—
97% of urban households have flushing latrines12 —almost all (99%) of wastewater still flows untreated into natural

9

ibid.
Vision 2030 envisages a people centered and inclusive approach to development whereby the main drivers of growth will depend on: (i)
better functioning urban clusters; (ii) an explicit focus on creation of jobs/employment; (iii) better skilled and more employable youth; (iv)
being led by the private sector and (v) productivity improvements and export enhancement. Many of these approaches are congruent with
the objectives of the IUGP and the developmental ecosystem approach as advocated by the study
11
Pakistan Bureau of Statistics. 2014. Pakistan Social and Living Standards Measurement Survey 2012-13. Islamabad; and Pakistan
Bureau of Statistics. 2009. Pakistan Social and Living Standards Measurement Survey 2006-07. Islamabad.
12
ibid.
10
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water-bodies.13 Access to SWM services is low, as municipalities collect only 44%, private companies collect 8%,
while the rest is not collected at all or only selectively picked by scavengers.

13.
Weak government capacity: Provision of urban services is spread across multiple agencies. These
agencies independently manage services such as water, drainage and solid waste. Poor geographic designation of
responsibilities has caused overlap of functions. Financial resources, managerial capacity and incentives for
sustainable service delivery are weak. Urban agencies rely on provincial transfers to meet financing needs. Service
delivery is hampered by mismatches between assigned functions and limited fiscal and technical capacity of local
agencies (city, districts, and tehsil14 administrations).
14.
Lack of strategic planning: Provinces are responsible for preparing urban management policies and
frameworks. The Study team held discussions with KP planning institutions, which revealed a high institutional
appetite for urban activities and programming. The capacity is however low. There are no provincial physical planning
policies or framework to manage the spatial growth of cities and towns in KP. P&DD is responsible for preparing the
Annual Development Plan (ADP) for all provincial departments/agencies. Currently, they only have a list of projects
and budgets. These do not link to urban planning and economic development requirements for improving productivity
and inclusive growth. Districts and town/tehsil municipal administrations are resource constrained. There are also no
official city strategies or spatial plans for any of the cities in KP (Peshawar and Mardan divisions have draft plans
that are almost complete).
15.
Poverty and urban productivity: KP is one of the poorest provinces in Pakistan with structural flaws
undermining growth. According to the World Bank15, the slow and uneven growth in KP is due to overall weak
governance, poor planning and inadequate financing. The average monthly income is the lowest of all provinces. It
is 10% lower than the national average. KP’s poverty rate is 49% and has not declined over the last two years, unlike
the rest of the country. Nevertheless, there was an impressive reduction in poverty in KP prior to 2014 and particularly
between 1999 and 2011. This was due to remittances from workers migrating to find employment elsewhere.
16.
Gender and urban productivity: Women in KP are socially more constrained, less literate, and
economically worse off compared to their counterparts elsewhere in the country. The labor force participation of
women in KP is a low 14% with the augmented participation rate estimated to be 40%. This indicates that women,
although working, are relegated to subsistence sectors. The proportion of women working informally (often at home)
has increased from 66% in 2003/2004 to 74% in 2013/14.16 The informal sector represents a reservoir of skills and
experience. This could be built upon to improve women’s incomes and strengthen their contribution to the economy.
This will require investments to make urban environments and infrastructure safer to enable greater mobility and
help challenge public perceptions that contribute to women’s seclusion.
2.1.3

Meso-level approach

17.
There is a need to go beyond focusing on positive outcomes at only the national or provincial levels (via a
macro approach) or only affecting change below the city or TMA level (via a micro approach) by working in an
iterative fashion at and between these two levels through a meso-level approach. This is the strategy adopted by the
Study, proposing a phased series of investments in the near (3 to 5 year) term within a longer-term program. The
objective of this approach is to ensure these cities develop the structures, systems, resources and services
necessary for the achievement of their visions over the 25 to 30-year horizon. The meso-level approach seeks to
ensure that the poor and vulnerable (as well as their needs) are mainstreamed and that financial and service delivery
systems are pragmatic, fit-for-purpose and implementable using available resources within the TMAs/WSSCs. The
approach also aims to ensure that these systems integrate with existing processes (while relying on feedback
mechanisms for improvement) and that planning represents a longer-term process that is adaptable and flexible (for
example, ultimately engaging stakeholders in a participatory budgeting process). Only through such a holistic
approach can the catalytic investments proposed be parlayed into longer term gains.
2.2 Analysis of Key Problems
18.
The rapid urban transition in KP could contribute more to the pace of the country's economic growth and
poverty reduction, if its cities did not suffer from severe infrastructure bottlenecks, service deficiencies, poor local
governance, and inefficiencies in land and housing markets. Shortfalls in urban services are not merely an outcome
of aggregate resource constraints; these are linked to constraints in the institutional, governance, and financial

13

ADB. 2012. A Productive and Water-Secure Pakistan. Water Sector Task Force’s Report. Islamabad (TA 7772-PAK).
A Tehsil is a political unit of municipal administration equivalent to a town, with defined geographic boundaries.
15
Khyber Pakhtunkhwa Public Expenditure Review (PER), Pakistan, Feb 2013: The World Bank.
16
See Kamal and Woodbury “Emerging Opportunities for Women in Khyber Pakhtunkhwa” IGC, 2016
14
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arrangements.

19.
Population growth has stressed the urban environment and urban infrastructure and services have not kept
pace. Since 2001, public-sector investment in urban infrastructure and service delivery has declined. Intermediate
city infrastructure investment currently averages less than USD 3 per capita in the province, compared with USD
10in Lahore, USD 17 per capita in India and upwards of USD 200 per capita in many developed nations.17 The
health impacts are high: UNICEF estimates that 150-200 children per day dying of diarrheal diseases as a direct
result of deficient water and sanitation. The economic cost of inadequate water and sanitation in Pakistan is
estimated at USD 5,700 million per year; equal to almost 4% of GDP18 in lost productivity and related health costs.
This means that poor sanitation may be costing close to USD 11 million per year in Mardan, slightly less in
Abbottabad and USD 60 million in Peshawar. Climate change is already creating some serious water challenges
and there may be severe economic losses if climate change resilience measures are not built into future water and
sanitation investments.
20.
There are core problems with the planning, financing, and management of urban systems and the delivery
of efficient, sustainable outcomes. At the provincial government level, urban policies are often ambiguous, when it
comes to urban growth. Urban planning systems and laws are outdated, with urban planning delinked from budgeting
and long term financial planning. Decentralization policies are not aligned with the tax bases of different levels of
government. These do not create sufficient incentives for cities to improve their own revenues. Property rights are
often unclear with limited control over corruption and manipulation of public land assets.
21.
At the city level, planning, management and financial skills are in short supply. The participatory governance
is often weak with limited community and business involvement. Land management and administration is inadequate
and compounded by confusion over responsibility on the urban periphery. This can lead to uncertainty, speculation,
forced evictions and inflation in local land markets. In the absence of planning for growth, the supply of both housing
and infrastructure also becomes constrained; this results in the continued growth of slums. Government structures
at the Tehsil level have not been able to develop fast enough responses to the rising needs of their city constituents.
Additionally, the Tehsils throughout KP have not been able to cater to a surge of economic progress and population
seen in the province. The result is widespread social, managerial and infrastructural deterioration. These have been
further complicated by environmental problems.
22.











The problems are legion, including:
Need for institutional development and policy reform to adequately respond to the needs of a range of city
residents, including the poorest; this is further compounded by a lack of understanding of the complex
nature of poverty in Pakistan and overly-simplistic approaches in response to the needs of the urban poor;
Low levels of payment of taxes, rates and other charges by the wider citizenry;
Poor incentives for and limited experience in private investment in municipal infrastructure;
Inadequate administrative procedures, lack of staff and limited capacity of implementing agencies and local
government administrations to effectively finance, plan, deliver and monitor development activities,
infrastructure and essential urban services in rapidly urbanizing areas;
Failure to systematically address the dwindling revenue base and an inadequate legislative framework,
resulting in shortfalls and bottlenecks;
Devastation caused by natural disasters, a lack of sensitivity to climatic variability and changing weather
and the inability of cities and their residents to develop coping strategies, build resiliency and address basic
needs during such times;
High levels of influence through established power structures;
Challenges in finding technically competent contractors to deliver programs who are also willing to engage
with local communities while delivering high standards of work;
Difficulties for the public sector in defining and carrying out appropriate roles; and
Need for creative approaches to cost-recovery that take into consideration the low and unpredictable
incomes of many urban residents.

2.3 Development Opportunities
23.
The urban sector drives growth: Since the early 2000s, employment in cities and towns has grown, due
to rapid urbanization. Today, almost 35% of the labor force is engaged in urban sector activities compared to 20%
in the 1960’s.19 The services sector is now the largest contributor to economic growth, led by the financial sector,
automobile retail sales and telecommunications. Manufacturing is focused on food, beverages, textiles and
17

McKinsey Global Institute (various). http://www.mckinsey.com/insights/mgi
World Bank Water and Sanitation Program (WSP), www.wsp.org
19
The World Bank – Pakistan Country Partnership Strategy 2015-2019
18
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garments. It uses low technology and lacks export sophistication. The development of these key growth sectors will
be reliant on access to land for development, transport connectivity, a skilled labor force, customers, suppliers, a
focus on innovation and employment policies conforming to international best practice codes and standards.

24.
Urban agglomerations and regional connectivity: The development of the national trade corridor (CPEC)
will stimulate the transformation of urban regions and districts throughout the province. If cities and towns are able
to connect their urban economies with these major infrastructure projects, this could generate benefits. The benefits
would arise by encouraging an efficient, networked system of cities and towns, creating new logistics centers, special
economic zones, and industrial and technology parks. These could also improve connectivity between rural
economies and consumer markets.
25.
In response to the above opportunities, a number of donors in the urban sector have identified various
channels through which infrastructure investments can have multiplier effects in contributing to sustainable growth.
These are summarized as follows:







Reducing transaction costs and facilitating trade flows within, between, and across city regions and across
national and provincial borders;
Enabling economic actors – individuals, firms, governments – to respond to new types of demands by a
variety of new and emerging users in different places;
Lowering the costs of inputs for entrepreneurs and industries, making enterprises more profitable;
Creating employment, including in public works (both as social protection and as a counter- cyclical policy
in times of recession);
Enhancing human capital, for example by improving access to schools and health centers;
Improving environmental conditions, which contribute to improved livelihoods, better health and reduced
vulnerability of the poor.

26.
A long-term, cooperative effort amongst all three tiers of government within KP will be required to address
the challenges of current and emerging municipal service needs. From the point of provincial strategies, planning
guidelines and related economic infrastructure, through to local and city levels, the overall system of
governance in KP20 needs to be supported to focus on the specific needs of the built as well as the rural
economy. National government has set the development policy21 and has the backing of the constitution to identify
which functions are to be performed by specific tiers of government. The district government acts as a regional
government, charged with high level coordination and planning of local government activities. It has elected
representatives (a council and a chair of the council), and its administrative staff are devolved in offices of provincial
government departments. The Tehsil level is a city or town level municipal structure, again with elected officials and
administrative staff, who are involved in the actual implementation of policies and programs at the local level. The
village or neighborhood (mahalla) councils consist of elected representatives, with no administrative functions but
more so feedback and monitor activities at a very local level. Collectively, these three tiers have all confirmed and
have been consulted on the investment strategy adopted by the Study. The investment strategy has been guided
by the following principles:







Cities in KP are the stewards of the infrastructure they own. The Province has an obligation to help Tehsils
and cities to address their own (self-articulated) development challenges;
Comprehensive asset management plans should guide investment decisions.
Those who benefit directly from Tehsil level investments should pay for the services, whenever feasible;
Opportunities should be pursued to provide infrastructure more efficiently by forging partnerships with other
communities or consolidating services where possible;
Maintaining roads, bridges, water, sewage and wastewater in a manner that is sensitive to changing social,
economic and environmental factors is key to ensuring longer term sustainability of services, and should
therefore be a top priority;
All communities face unique challenges that require tailored solutions and Tehsils need to accept and
respond to this in a meaningful manner.

27.
The Study and ensuing IUGP investments aim to operationalize these ideas. However, as implementation
of investments occur, more work and effort will be required. Some ways in which the catalytic investments would
20

The provisions of Article 140A of the Constitution of Pakistan make it mandatory upon provinces to devolve authority, power and resources to the
elected local governments. The 18th Constitutional Amendment has introduced important steps towards the devolution of authority to local
government under Article 140-A. The GoKP has made progress in decentralizing authority for service delivery to local governments. It has adopted
a Local Government Act in 2013 and held local government elections in 2014, thereby creating the basis for the decentralization of functions to the
local level as required by the Constitution of Pakistan. Along the lines of 2001 Ordinance, the present 2013 statute has created a three-tier local
government in the province.
21

Through the Federal Ministry of Planning and Development Vision 2025, One Nation, One Vision policy which has been revised to Vision2030.
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work to maximize the above principles include:





Making asset management planning and public reporting on IUGP investments universal and transparent
with clear lines of accountability and responsibility;
Improving the capacity and responsiveness of cities to cope with natural disaster and climate changes
through putting in place comprehensive measures to deal with mitigation and adaptation issues;
Making optimal use of the full range of budgeting and infrastructure financing tools as provisioned by law
in Pakistan;
Addressing the structural, institutional and cultural challenges faced by fledgling municipalities.

THE PROPOSED PROJECT
3.1 Impact and Outcome
28.
The impact of the investment program will be an improved quality of life for the residents of Abbottabad,
Mardan and Peshawar. The impact will be at household, city and regional levels. Secondary benefits will derive more
broadly, as the investments benefit the developmental ecosystem within KP. The program outcomes will be an
improved quality of urban services for the residents of those cities. This will support economic growth, social
development and an improved urban environment. Key outcomes will include:








Introduction of integrated, strategic urban planning as a result of the Study’s inputs into the CDPs;
A reorientation of agencies towards delivery of essential urban services in support of human and economic
development as opposed to a simple infrastructure approach;
Citizen engagement, participatory planning and budgeting processes at the local level;
Improved institutional frameworks for management and delivery of urban services at city levels;
Strengthened business processes (including longer incubation periods, process optimization, operational
efficiencies and cost effectiveness) of urban utilities, most notably the WSSCs;
Improved urban infrastructure that is sensitive and respondent to the range of resilience issues as
highlighted by the URF Team and is in direct support of longer term city visions;
Creating the conditions to foster inclusive economic growth and provide opportunities for employment;

3.2 Outputs
29.
Long term service needs in all three cities have crudely identified a requirement of around USD 536 million.
This would provide for the immediate and medium term needs to improve services and strengthen the delivery
systems necessary for responding to the city visions in each of the cities. In May, 2017, a reduced list (the prioritized
longlist) drawn from the larger funding requirement was agreed and discussed with District and Tehsil government
as well as the P&DD. This also considered the resilience-building infrastructure investments identified in the Interim
Report of the URF Team. This iterative process resulted in a prioritized longlist22 of initiatives totaling USD 326
million. Despite the bankability of investments proposed, funding resources for USD 128 million of the USD 326
million (or about 40% of the initial requirement) have been committed. The distillation of the initial prioritized longlist
to match the available finances required considerable and further negotiations between Districts and Tehsils with the
UPU and P&DD playing a facilitating role to iteratively determine city needs within a context of provincial priorities.
This first phase of funding for priority investments has been identified from ADB sources, with additional sources
hoped to follow suit. The USD 128 million total is disaggregated by USD 103.38 million financed by loan, and USD
24.62 million by government contributions. The URF Team, the P&DD and the District as well as Tehsil
governments have collectively and unanimously confirmed the final detailed investments amounting to USD 128
million. The biggest share of investment goes to Mardan at 58%, while Abbottabad gets 37%. Peshawar initiatives
require only 5% of the total investment. The outputs of the initial investment are summarized in Table 2.
30.

The following summarizes the rationale underpinning the types and levels of investment for each city:

31.
Abbottabad: The city exhibits tremendous natural and social potential, but suffers from low levels of capacity.
Despite this, there is a high level of enthusiasm and commitment within both the District and Tehsil administrations.
The Water and Sanitation Services Company Abbottabad (WSSCA) is a newly formed entity. It requires considerable
support in both planning and implementation/management of services and forthcoming investments. It seems to
work well with the District and political and administrative entities at the Tehsil level. This is despite friction at the
political level. NSAs in Abbottabad have shown commitment to implementing their agreed city vision. For this and
other reasons, the Study is confident with the level of funding underpinning their priority investment requirements

22

The full prioritized longlist totalling USD 326 million of initiatives originally considered by the Province, Districts and Tehsils is presented in
Appendix S1b of this Report.
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32.
Mardan: Institutionally, Mardan is the strongest of all three cities. The Water and Sanitation Services
Company Mardan (WSSCM) exhibits strong and committed leadership despite some confusion about the size and
scope of its services23. There are noticeable tensions between the District and Tehsil governments. However,
WSSCM enjoys good relationships with government at all three levels. This will make quantifiable results from the
investments more likely. The initiatives in Mardan can also be implemented with little social, environmental or other
delays. Thus, these can be undertaken without impediments of any sort.
33.
Peshawar: Peshawar attracts considerable investment from development partners and the private sector.
This is largely because it is the provincial capital. Organizationally, the central government also has very strong links
with the four towns that collectively comprise Peshawar. Peshawar also has a city-level development agency (the
Peshawar Development Authority or PDA). The agency has close formal and informal ties to the TMA, WSSP and
the provincial government. The WSSP has tremendous potential for affecting change in the lives of people in the
city. The management of water and sanitation services for Hayatabad and University Town reverted back to the
control of the PDA in June 2017. This step was taken for reasons that are not altogether clear or coherent. Revenues
for these areas, the most profitable in Peshawar, were also channeled to the PDA. The poorest, most under-serviced
areas with the highest delinquency payment rates and most difficult areas to service, remained with the WSSP. This
suggests the WSSP needs strengthening to overcome such challenges to their purpose and function.
34.
Direct engagement with key stakeholders drawn from government, non-state actors (NSAs) and the private
sector have governed the portfolio of investments. Inputs from the UPU as well as outputs from the URF PATA
Team24 have weighed heavily on the resulting priorities. These have emerged from the visions for each city, each of
which have been drafted by the city’s citizenry. These are as follows:
35.
CITY VISION - Abbottabad: “The city aspires to be a well-managed, livable and appealing city which is
peaceful, clean, green and prosperous. Abbottabad will be regarded as the tourism hub of Pakistan, where people
love to live and work. This requires visionary leadership and responsible decision making; accountable and
sustainable fiscal practices with excellence and efficiency in service delivery based on responsiveness to citizen
needs and requirements.”
36.






Investments leading to the implementation of the Abbottabad vision in the first phase include:
Abbottabad Solid Waste Management: (USD 15.14 million) The project aims to introduce sound solid
waste management at the dumpsite in Salhad and eventually close the site (with pre-identification of a new
site). In addition, the project introduces waste segregation at source and establishes a network of various
bin types facilitating mechanized emptying and haulage.
Abbottabad Water Supply: (USD 21.02 million) The overall objective is to improve water supply in
Abbottabad by eventually providing a safe 24/7 supply of potable water to all urban citizens. In the interim,
this will be for 5 district metering areas (DMAs).
Abbottabad Bus Terminal: (USD 11.65 million) The project will construct a new terminal building
consisting of a mosque, separate waiting area for women and children, restrooms, recycling and disposal
facility for environmentally hazardous solvents and liquids, tourist information center etc.

37.
CITY VISION - Mardan: “Mardan will be a city with a future for healthy residents and healthy ecosystems.
The city will be a green and healthy city that lives in harmony with nature and restores natural systems such as forests,
rivers, and vegetation by the holistic management of solid wastes, sewage and waste water. It will be a city free of
air pollution and committed to affordable, safe and inclusive public transportation systems. Living in harmony with
nature will also lead to healthy lives and lifestyles. It will be a city with adequate and affordable health care services
for all its residents – rich and poor, women and men, young and old and of varying abilities. The residents envision
a future Mardan to be free of illiteracy offering equal opportunities for high quality affordable and accessible education
in a range of disciplines and employment opportunities for women and men of all social classes and ages, for people
with disabilities and women and men from marginalized communities.”
38.



Investments leading to the implementation of the Mardan vision in the first phase include:
Mardan Solid Waste Management: (USD 12.14 million) - The project includes the establishment of a
sanitary landfill of international standards as well as waste transfer station. It also includes segregation at
source and separate collection of hazardous waste.
Mardan Water Supply: (USD 30.84 million) - The overall objective is to improve water supply in Mardan

23

Quantitative assessment of service connections, MSW tonnage, customers served, water connections and other services differ
between the WSSC-M and those of the Study Team.
24
The URF Team were invited and in many cases actively participated in the engagement and consultation processes facilitated by the Study
Team. The URF Team also provided their concurrence to the finally agreed investments at meetings with the UPU.
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by initially providing potable water in 3 DMAs. With additional funding, this is expected to eventually lead
to 24/7 supply of quality water to all urban citizens
Mardan Sewerage: (USD 26.95 million) - The objective is to convey wastewater hygienically away from
the residential and commercial areas. This phase will rebuild and upgrade an existing unused sewage
treatment plant (STP) and construct trunk sewers to convey sewage to the STP. Another dormant STP
may be considered for rehabilitation through subsequent funding.
Mardan Sponge City: (USD 4.41 million) - The overall objective of the Mardan sponge city is to redirect
rainwater into the groundwater aquifers gradually. There will be mainly soft and non-concrete solutions.

39.
CITY VISION - Peshawar: “Peshawar aspires to be a sustainable, green, pollution free and healthy city that
is tolerant and culturally diverse. In doing so, Peshawar envisions: (i) a focus on investments and a trade gateway
with a growing knowledge-based sector that also invests to promote women’s participation and perspectives; (ii) a
planned and smart city that provides services such as education, health, safe drinking water, and eco-friendly
recreational activities to all; and (iii) a welcoming city that values and promotes strong institutions and its heritage as
a safe haven for tourists and residents alike.”
40.



Investments leading to the implementation of the Peshawar vision in the first phase include:
Peshawar Capacity building: (USD 4.31 million) - Capacity building and institutional strengthening of the
WSSP as a precursor to a follow-on phase of investment.
Peshawar Street Livability / Smart City: (USD 1.53 million) - The sub- project aims to create
pedestrianized zones with improved lighting and safety and food streets with improved washing and
sanitary amenities. Free Wi-Fi in some urban core areas is also considered.
Table 2: Summary of Outputs

Sub-project

Abbottabad
Solid
Waste
Management

Abbottabad
Water
Supply

Abbottabad Bus
Terminal

Mardan
Solid
Waste

October 2017

Beneficiaries

>
300,000

180,000

>
200,000

>
360,000

Key Technical Components

Key Institutional and Capacity Components

Whole-city approach to
environmentally sound landfill
management which will
transform the existing dumpsite
to a better managed facility in
the short term, whilst preparing
for longer term options and
more sustainable solutions. The
present site will be closed, and
services will be relocated to new
site. Segregation at source.

Introduction of operations and management
systems to effectively phase dumping at the
existing dumpsite, record tonnage of wastes and
develop more accurate waste models for the site.
This is coupled with strengthening the managerial
abilities of the WSSC-A to manage the new site.
Training on Waste segregation at source; fleet
yard, service and workshop facilities; logistics and
scheduling for a whole-city approach.

Conforms to UNDP assisted
Beautification
Plan for Abbottabad;
Integrates with Vision 2030
and IDS;
Builds on work of Pakistan
EPA, SWM Guidelines

Improvement of asset
management and provision of
basis for promotion of water
supply services; Division of
service area with intensive
focus on upgrading in 5 DMAs
(District Metering Areas) that is
pre-requisite for 24/7 water
supply upgrading of whole city.

Improvement of asset management and provision
of basis for promotion of water supply services,
Training and capacity building of staff and
developing culture of regular field investigations,
hydro-meteorological and institutional studies to
ensure adequate raw water supply for future WTP
expansion under subsequent investment phases.
Development and training to undertake and
manage GIS mapping and mapping of assets and
as-built drawings. Undertaking system of water
quality analyses of private wells. Inspections to
reduce NRW < 10% in DMAs. This will result in
customer satisfaction at least 4 on a scale 1-5 in
DMAs. Updating of customer register and
customer contracts in DMAs.

Implements key
recommendations of Water
Resources and
Conservation
Strategy of Pakistan;
Integrates with Vision 2030
and IDS; Implements key
actions of IUCN Abbottabad
Strategy for Sustainable
Development.

Redevelopment of the existing
terminal into the first phase of a
new transport hub which can be
modularly expanded as city
needs require. In the future this
could be a part of a LRT/BRT
and rapid transit link to regional
airport. . Considers needs of
elderly, disabled and
women/families in particular in
the management systems.
On-site waste management and
solar roof garden.
Establishment of an
international standards sanitary
landfill site; Segregation of solid

Changing the entire mindset of how Abbottabad
thinks about urban and inter-city Transport
services. The idea is to manage the new terminal
on a technically, socially, environmentally and
financially self-sufficient basis (rather than making
it simply cost effective). Corresponding training,
capacity building and behavior modification of
public and private users to inculcate necessary
changes to ensure sustainability of Terminal along
these lines.

Introduction of GIS based operations and
management systems to effectively phase
dumping at the existing dumpsite, record tonnage
of wastes and develop more accurate waste

Alignment to Statutory
Priorities, Vision and
Policies

Builds on the Transport
Infrastructure Strategy
Paper for Abbottabad
prepared by University of
Engineering and
Technology, Peshawar;
Augments (but does not
replace) UNDP assisted
Beautification Plan for
Abbottabad which includes
development of new
(regional) bus terminal;
Integrates with Vision 2030
and IDS.
Conforms to forthcoming
draft strategic plan for
Mardan being prepared by
UPU; Integrates with Vision

page 10

TA 8556 REG - KHYBER PAKHTUNKHWA I NCLUSIVE URBAN GROWTH PROGRAM (47285-001)

Sub-project

Beneficiaries

Management

Mardan
Water
Supply

Mardan
Sewerage

Mardan
Sponge
City

Peshawar
Capacity
Building

Peshawar
Street
Livability/
Smart
City

October 2017

115,000

>
200,000

>
300,000

750
direct

>
135,000

Key Technical Components

Key Institutional and Capacity Components

Alignment to Statutory
Priorities, Vision and
Policies

waste at source; Separate
collection of hazardous wastes;
Integration of mechanized
systems for handling and
transferring wastes.

models for the site. Generating customer
management systems for more accurate billing to
eventually be used to levy higher tariffs for those
who produce more waste. This is coupled with
strengthening the managerial abilities of the
WSSC-M. Training on Waste segregation at
source; fleet yard, service and workshop facilities;
logistics and scheduling for a whole-city approach.
Improvement of asset management and provision
of basis for promotion of water supply services,
Division of service area with intensive focus on
upgrading in 3 DMAs (District Metering Areas) that
is a pre-requisite for 24/7 water supply upgrading
of the whole city. Training and capacity building of
staff and developing culture of regular field
investigations, Development and training for GIS
mapping, mapping of assets and as-built
drawings. Undertaking system of water quality
analyses of private wells. Inspections to reduce
NRW < 10% in DMAs. Updated customer register
and customer contracts in DMAs. This will result in
customer satisfaction at least 4 on a scale 1-5 in
DMAs. Updating of customer register and
customer contracts in DMAs.
As above as well as elimination of odor nuisance
in commercial and residential areas.
Demonstration of benefits of separate sewerage
systems to gradually increase connection rates.
Development of legislative and institutional
reforms to ensure connections are compulsory
over time using both incentives and punitive
measures. This will result in reduction of
downstream water pollution. Overall the objective
is to develop customer satisfaction scoring at least
4 on a scale 1-5.

2030 and IDS; Builds on
work of Pakistan
Environmental Protection
Agency, Solid Waste
Management Guidelines

Improvement of asset
management and provision of
basis for promotion of water
supply services; Provision of
24/7 services in 3 DMAs (District
Metering Areas)

Rehabilitation and upgrading of
sewage treatment plant STP (for
sewage conveyed with trunk
sewers covering areas by
gravity);
Rehabilitation/construction of 80
Km of trunk sewers

Earthworks and storm water
management through landscape
measures, improvement of
water permeation, water
detention, water storage, water
purification, water drainage,
water conservation and water
reuse

Raise the operational, technical
and managerial capacities of the
WSSP. Key intervention areas
include: Support to Local
Governance School - Module
Development and
Implementation; Support to the
Project Management Unit in
UPU; Design of information
systems; Complaint management
system; Consumer and asset
management survey; Community
mobilization and engagement;
Undertakes a range of options
(Mobile SmartPeshawar
Makerspace; LinkPeshawar
Multimedia and Wi-Fi Kiosks;
Smart Environmental Monitoring
and Feedback; City Branding;
Model Night Markets / Food
Streets & Public Spaces) to
bring the city and services
closer to people. The idea
behind all of these initiatives is
to provide increased access to a
range of ‘soft’ urban services

Changing the culture of residents in Mardan to
accept and understand the need to better manage
urban water from a variety of sources. Directly
linking flood prevention and decreasing
probabilities of water logging through the creation
of a number of nature-based solutions and
landscaped spaces that treat water and facilitate
recharge of aquifers. Aside from the cultural and
behavioral shifts, the investment will also change
the way government and the WSSC-A manage
water from a heavily engineered approach to
incorporation of more natural systems as well.

Support under this investment will be soft in order
to raise the operational, technical and managerial
capacities of the WSSP. Key intervention areas
include: Support to Local Governance School Module Development and Implementation;
Support to the Project Management Unit in UPU;
Design of information systems; Complaint
management system; Consumer and asset
management survey; Community mobilization and
engagement;

Undertakes a range of options (Mobile
SmartPeshawar Makerspace; LinkPeshawar
Multimedia and Wi-Fi Kiosks; Smart
Environmental Monitoring and Feedback; City
Branding; Model Night Markets / Food Streets &
Public Spaces) based on the principle of bringing
the city and services closer to people. The idea
behind all of these initiatives is to provide
increased access to a range of ‘soft’ urban
services where they are typically unavailable to
poor and disadvantaged households and
neighborhoods.

Implements key
recommendations of Water
Resources and
Conservation
Strategy of Pakistan;
Conforms to forthcoming
draft strategic plan for
Mardan being prepared by
UPU;
Integrates with Vision 2030
and IDS;

Implements key
recommendations of Water
Resources and
Conservation
Strategy of Pakistan;
Conforms to forthcoming
draft strategic plan for
Mardan being prepared by
UPU;
Integrates with Vision 2030
and IDS;
Implements key
recommendations of Water
Resources and
Conservation
Strategy of Pakistan;
Conforms to forthcoming
draft strategic plan for
Mardan being prepared by
UPU;
Integrates with Vision
2030 and IDS; Builds on
ADB Pest Practices in
China.
Integrates with the ADB
financed Peshawar BRT
initiative;
Enacts key elements of the
Peshawar CDS; Integrates
with Vision 2030 and IDS;
Actions and implements
key advice from the
Governance and Civil
Service Reforms work in
KP and Peshawar;
Builds on similar
institutional strengthening
work in Sindh and Punjab.
Integrates with the ADB
financed Peshawar BRT
initiative;
Builds on earlier initiatives
funded by the World Bank
and implemented by
Peshawar 2.0;
Enacts key elements of the
Peshawar CDS; Dovetails
with various platforms that
call for engaging youth and
emerging entrepreneurs in
the Pishori economy and
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Sub-project

Beneficiaries

Key Technical Components

where they are typically
unavailable to
poor and disadvantaged
households and neighborhoods.

Key Institutional and Capacity Components

Alignment to Statutory
Priorities, Vision and
Policies

the Digital Youth Summit,
2017;
Integrates with Vision 2030
and IDS;

3.3 Special Features
41.
Balancing responsiveness to work undertaken by the URF team, P&DD priorities and stakeholder
needs: Distillation of the prioritized longlist of USD 326 million to meet the available finance of USD 128 million
required extensive engagement with various groups of stakeholders. This was an iterative and labor intensive as
well as intellectually demanding process. Initially, the various self-interests of disparate stakeholder groups were
unwilling to yield to each other’s priorities. Over time, however, through mediation by the UPU and P&DD as well as
facilitation by the Study Team, a list of investment priorities was unanimously agreed between all parties. A key
feature of the selected investments is that they respond to building resilience, not just from the scientific and technical
perspective as presented in the URF Reports, but also from the understanding of government and other NSA
stakeholders engaged. This is seen as a positive first step towards achievement of the city visions ensuring
investment success.
42.
Innovations in responding to social, economic and environmental resilience: Climatic, disaster,
economic and social resilience need to be bound together with infrastructure, urban, and economic planning. This
should be done while also improving stewardship of resources and protection of the environment. These issues were
discussed throughout the various consultations and engagements. They have been reinforced through the reporting.
The outcome of each investment, aside from providing services that contribute to household as well as city resilience,
also disrupts the developmental ecosystem in a desirable manner. This approach and way of thinking needs to be
mainstreamed within other government departments, not just the P&DD.
43.
Mainstreaming of visioning, participation and resulting development planning processes: The IUGP
institutionalizes multi-sector stakeholder participation through all phases of program planning, implementation, and
management. By its own admission, government has failed to bring the views of private citizens into municipal
processes. Changing the paradigm will allow citizens to actively influence urban spending priorities. This may result
in lower payment delinquencies, higher rates of participation in services and less reliance on private connections.
44.
Adopting a wider systems-based approach and affecting the development ecosystem: The
investments were selected to lever changes at the household, mahallah (neighborhood), city as well as
District/regional levels. The investments are catalytic, as they will unlock other latent benefits, or stimulate the desire
to be adopted elsewhere.
45.
Expansion and improvement of city livability: IUGP investments improve livability in implicit as well as
explicit ways. They do so by including:




Provision of adequate social, cultural and recreational spaces (for example, Mardan Sponge City,
Abbottabad Bus Terminal and Peshawar Smart City);
Talent attraction and retention as well as economic dynamism (for example, Peshawar Institutional
Strengthening, Peshawar Smart City and Abbottabad Bus Terminal);
Overall amenability of local governments to the development of a progressive economy (for example,
Peshawar Institutional Strengthening), linking neighborhoods within the city (for example, all of the Water,
Sanitation and Sewerage investments in Abbottabad and Mardan) while also linking the city to other cities
and regions beyond it (Abbottabad Bus Terminal).

46.
Ensuring a basic level of essential service provision at affordable costs: Service tariffs are structured
to be progressive25, with a minimum charge26 to cover the basic monthly needs of 10m3 (up from the current 5m3).
The next consumption block of 10m3 (usage of 11 m3 to 20m3) is charged at a 25% higher tariff. The succeeding
consumption blocks (usage of 21 m3 to 30m3, and 31 m3 to 40m3, etc.) are given even higher charge factors,
rendering the tariff structure progressive. The tariff setting is limited by household affordability, so that initial tariffs
would not be able to fully cover even direct O&M costs (salaries, maintenance, power, etc.). There is therefore a
25

This tariff method allows for equity, resource conservation, and sustainability, all good practice elements to services provision.
Pricing is volumetric, i.e., based on actual consumption measured in m 3. The proposed metering program will enable this feature. Meters
are included in the costs for both Abbottabad and Mardan. Initially, metering will occur within the DMAs only, and applied gradually to the
whole service area as consumers gain awareness and accept the merits of the feature.
26
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need for the GoKP to subsidize (through TMA budgets) operations, as well as pay 'partially' for the financing costs
(equity contributions at the onset, and debt repayment during operational stage) until the WSSCs become selfsustaining.

3.4 Project Investment Plan
47.
A summary of the sectors in which investments occur, disaggregated by city including contingencies,
financing and other costs is presented in Table 3 below:

Table 3: IUGP Investment Summary by Sector and City (USD Million)
Particulars
A. Investment Cost
Water Supply
Solid Waste Management
Drainage & Sewerage
Transport & Traffic Management
Urban Livability & Smart Cities
Subtotal - Construction Cost
FS, Design
Supervision
Institutional Strengthening
Organizational Development
Environment Monitoring
Taxes & Duties
Subtotal - Other Costs
Subtotal (A)
B. Contingencies
Physical Contingency
Price Contingency
Subtotal (B)
C. Financing Charges
Commitment Charge
Financing Charge During
Subtotal (C)
D. Total Investment Cost
Percent Cost Distribution by

Abbottabad

Mardan

Peshawar

Total

% Total

13.37
9.81
7.52
30.70
1.53
1.53
0.76
0.23
5.91
9.97
40.67

19.81
7.94
16.65
2.70
47.10
2.69
2.85
0.76
0.25
9.12
15.67
62.77

0.50
0.50
0.01
0.02
0.76
2.90
0.05
0.77
4.51
5.01

33.18
17.74
16.65
7.52
3.20
78.30
4.24
4.41
2.28
2.90
0.53
15.79
30.15
108.45

26
14
13
6
3
61
3
3
2
2
0
12
24
85

2.03
3.22
5.25

3.14
5.64
8.78

0.25
0.35
0.60

5.42
9.21
14.63

4
7
11

0.06
1.83
1.89
47.81
37 %

0.12
2.68
2.79
74.34
58 %

0.01
0.23
0.24
5.85
5%

0.18
4.73
4.92
128.00
100 %

0
4
4
100

3.5 Financing Plan
48.
Given the current regulatory and policy environment, the domestic private sector is reluctant to engage
further in municipal infrastructure. It is reaching the limits of its ability to finance investment anyway. The overall
financing shortfall is estimated at almost USD 100 billion for the next 5 years.
49.
Pakistan has not adequately explored innovative finance models such as public-private partnerships (PPPs)
outside of the privatized and liberalized power and telecommunication sectors. PPPs and other infrastructure projects
have historically depended heavily on financing from banks. These are regulated by the State Bank of Pakistan, which
limits the extent to which individual banks can lend to particular sectors. Commercial banks also face an asset-liability
mismatch. Bank lending is typically short-term (3-7 years). It does not meet the long-term financing needs of projects
such as the IUGP.
50.
For the purposes of this analysis, the priority sector subprojects are taken as the sector recommended plans,
and the corresponding cost of development as the basis for cost estimation. The basic cost includes construction
works, materials and engineering. Other costs essential to attain the desired IUGP subproject impacts include
resettlement, environmental monitoring, project management support and capacity development. These are
incorporated in the budget package. All cost components are inclusive of taxes. To ensure sufficient funds until
project completion, physical and price contingencies are factored in. As a substantial portion of the investment will
be loan-financed, financing charges based on prevailing interest rates are included. The total investment cost
amounts to USD 128 million, with the basic cost estimated at USD 108.45 million contingencies at USD 14.63 million
and financing charges at USD4.92 million. Table 4 presents the annual investment plan.
Table 4: Annual Investment Plan by Sector
Particulars
A. Investments
Water Supply
October 2017

2018
Year 1

2019
Year 2

2020
Year 3

2021
Year 4

7.41

9.95

9.95

5.86

2022
Year 5
-

Total US$
Million
33.18

Total PKR
Million
3,484

%Total
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SWM
Sewerage
Bus Terminal
Wetlands & Smart Cities
Subtotal – Constr’n Cost
FS, Design
Supervision
Inst’l Strengthening
Organizat’l Development
Environmt’l Monitoring
Taxes & Duties
Subtotal - Other Costs
Subtotal (A)
B. Contingencies
Physical Contingency /1
Price Contingency /2
Subtotal (B)
C. Financing Charges
Commitment Charge
FCDI
Subtotal (C)
D. Total Investment Cost
(A+B+C)

7.47
3.58
3.09
1.38
22.92
4.24
0.99
0.87
1.10
0.11
5.14
12.44
35.36

10.27
4.99
3.09
1.38
29.69
1.82
0.79
1.00
0.11
5.72
9.43
39.12

4.99
1.35
0.44
16.74
1.00
0.63
0.79
0.11
3.28
5.81
22.55

3.08
8.94
0.60
0.11
1.64
2.34
11.29

0.11
0.02
0.12
0.12

17.74
16.65
7.52
3.20
78.30
4.24
4.41
2.28
2.90
0.53
15.79
30.15
108.45

1,863
1,748
790
336
8,221
445
463
239
305
56
1,658
3,166
11,387

14
13
6
3
61
3
3
2
2
0
12
24
85

1.77
1.31
3.08

1.96
3.09
5.04

1.13
2.84
3.97

0.56
1.94
2.51

0.01
0.02
0.03

5.42
9.21
14.63

569
967
1,536

4
7
11

0.11
0.37
0.48

0.05
0.81
0.86

0.02
1.08
1.10

0.00
1.23
1.23

1.24
1.24

0.18
4.73
4.92

19
497
516

0
4
4

38.93

45.03

27.62

15.02

1.40

128.00

13,440

100

FS = feasibility study; FCDI = financing charges during construction

1/

Estimated at 5% of Basic Cost.

2/

Based on ADB Key Indicators 2016.

51.
Basic construction costs comprise 61% of the total investment. Other costs including taxes consist of 24%
of total investment. Contingencies account for 11% while financing charges, 4%, of total investment. Table 4 shows
the geographical allocation of sector costs.
52.
The ADB is considering financing 80% of the total investment requirement for each town. The resulting
allocation shows USD 103.38 million financed by loan, and USD 24.62 million by government contributions. To
provide an indication of loan financing, the ADB terms for Ordinary Capital Resources (OCR) are applied in the
calculation of debt service. The loan terms include LIBOR27-based interest rate at 1.74% per annum including ADB
spread of 0.50 basis points and a premium of 0.20 basis points, for total interest rate at 2.44%.28 The repayment period
is 25 years with grace on interest and capital at 5 years based on the project implementation period 2018-2022.
There is a commitment charge for outstanding loan balance at 0.15% per annum. Interest during construction is
capitalized. Table 5 presents the financing requirement for each town.
Table 5: Financing Plan by Town (USD Million)
Particulars
Project Loan /1
Equity Contribution
Total
1/

Abbottabad
38.62
9.18
47.81

Mardan
60.03
14.31
74.34

Peshawar
4.72
1.12
5.85

Total
103.38
24.62
128.00

%Total
81
19
100

Includes commitment charges.

53.
The annual debt service for the total loan portion (excluding commitment charges) amounts to USD 6.58
million annually for 20 years. It is to start after the 5-year grace period, as reflected in Table 6.
Table 6: Debt Service Schedule (USD Million)
Particulars
Disbursement
IDC
Operational interest
Principal repayment
Debt Service
Loan outstanding

2018
Year 1
30.75
0.37
31.13

2019
Year 2
35.33
0.81
67.27

2020
Year 3
21.22
1.08
89.57

2021
Year 4
11.04
1.23
101.83

2022
Year 5
0.12
1.24
103.20

2023
Year 6
2.52
4.06
6.58
99.13

2024
Year 7
2.42
4.16
6.58
94.97

2025
Year 8
2.32
4.27
6.58
90.70

2035
Y 18
1.15
5.43
6.58
41.89

2042
Y 25
0.16
6.42
6.58
(0.00)

54.
The Weighted Average Cost of Capital (WACC) is calculated to give an indication of the hurdle rate for FIRR
as a metric of financial viability of the revenue generating subprojects. The ADB loan rate is based on 12-month USD
fixed swap rate plus spread and maturity premium for a total of 2.44% per annum. The cost of KP equity is calculated
27

LIBOR denotes the London Interbank Offered Rate. This is the interest rate at which banks offer to lend funds (wholesale money) to one
another in the international interbank market. LIBOR is a key benchmark rate that reflects how much it costs banks to borrow from each
other.
28
Based on July 2017 rates. http://www.global-rates.com/interest-rates/libor/american-dollar/usd-libor-interest-rate-12- months.aspx.
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at 5.9%, assuming a risk-free rate of return of 3.9% (long- term commercial time deposit rate, July 2017) plus 2%
margin. The WACC is calculated on an after- tax basis; however, the 17% income tax is waived for the project. The
domestic inflation rate applied is 4%, and the international inflation rate is at 1.4%. The nominal WACC is computed
at 2.8%, with the real WACC, after discounting inflation is at 1.2% as shown in Table 7.

Table 7: Weighted Average Cost of Capital (USD Million)
Particulars
Amount
Weighting
Nominal cost
Tax rate
Tax-adjusted nominal cost
Inflation rate
Nominal cost
WACC
1/

Total
Cost
128.00
100%

2.8%
1.2%

Loan /1
103.38
81%
2.4%
2.4%
1.4%
1.0%
0.8%

Equity
Contribn
24.62
19%
5.9%
5.9%
4.0%
1.8%
0.3%

Other
Source
0%
0.0%
17.0%
0.0%
4.0%
0.0%
0.0%

Excluding commitment charges.

3.6 Implementation Arrangements
55.
Implementation of the IUGP have been agreed with the UPU. Programmatically, these will fall under the
statutory responsibility of the P&DD. The Local Government Department (LGD) will have an advisory role on the
initiative. Day to day management of activities under the IUGP will rest with a newly formed Project Management
Unit (PMU) within P&DD. The PMU will be headed by a to-be-recruited Program Director and supported by personnel
recruited on a competitive basis. The PMU will govern the implementation of investments in all three cities. The PMU
will rely on the cities themselves (via their Tehsil administrations) to contract the WSSCs to implement the
investments29. The UPU will act as a Technical Advisor on program design and due diligence. They will also advise
on financial and Monitoring, Evaluation and Learning (MEL) of all investments. The UPU will also serve as the
feedback loop, distilling lessons learnt back via the PMU. The PMU can then revise implementation arrangements
based on the advice of the UPU and their MEL activities.
56.
The Program Steering Committee will be notified to oversee and monitor the implementation of the IUGP.
This will be headed by the Additional Chief Secretary P&DD. The Program Steering Committee (PSC) will provide:









Policy direction and strategic oversight for the KPIUGP;
Advise and make policy level decisions to facilitate timely execution of programs;
Advise on key sector reform milestones;
Review quarterly and annual performance reports;
Principal approval of donor investments and follow-on investments by other financiers;
All statutory agreements and loan documentation;
Decisions on cities for subsequent tranches for Chief Ministerial approvals;
Approval of M&E reports;

PROJECT BENEFITS, IMPACTS, ASSUMPTIONS AND RISKS
4.1 Major Benefits and Impacts
4.1.1

Institutional and Policy

57.
The IUGP will seek to address constraints in the developmental ecosystem to ensure equitable infrastructure
service delivery. Simultaneously, it will improve planning and management of the built environment at city and
provincial levels. Thereby it can closely support the economic development planning. This will in turn make the cities
economically efficient. It will also make them socially inclusive through planning, delivery and use phases. In time,
this will help government to focus on other cities within the province and move them towards a sustained economic
platform, and ultimately, to budgetary independence.
58.
Effectively planned service delivery and well-governed cities have the potential to yield economic growth for
all. They also form the basis for resilient systems, effective mitigation, and adaptation to climate change.
Infrastructure for energy, water and sanitation, waste management, and transportation can all be designed in ways
that contribute to climate change mitigation through increasing efficiency and reducing carbon emissions.

29

This applies to all investments except for the Abbottabad Bus Terminal which should be tendered based on the advice of the Feasibility
Consultants and the Peshawar Smart City investments which the Study recommends should be managed by Peshawar 2.0, a local NGO.
October 2017
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59.





The key institutional and policy benefits in adopting such an approach include:
Introduction of integrated, participatory development planning which combines financial, economic and
social issues. This form of planning is not merely physical sense, but more inclusive and overarching and
builds on policy imperatives and priorities;
An improved institutional framework for urban services, their delivery and management;
Strengthened commercial/business processes of service organizations and utilities;
Positive impacts on the developmental ecosystem beyond the city level.

4.1.2

Social

60.
The Study has undertaken various social analyses. Some of this work has relied on the Acclimatise Aware30
tool for assessing climate risks. Similar tools, methodologies as well as focus group discussions have been used for
undertaking detailed gender and social analyses. Integrating participation, voice, and perspectives on social inclusion
to programming ensures that investments are socially rigorous (inclusive, age, culturally and gender sensitive). The
initial thinking on how the investments integrate inclusion, culture, age, ability and gender includes:







The proposed development of an inclusion strategy for the IUGP at Feasibility Stage;
The creation of gender and social inclusion guidelines and assessments as required by the ADB prior to
undertaking the investments;
Consistently revising gender-sensitive approaches within resulting investments;
Ensuring inclusion and sensitivity training for all three cities, and their political and administrative
leadership;
Developing principles that provide for specialist input to scoping and design of investments;
Robust quality and review processes that have included important roles for crosscutting issues (culture,
age, ability and gender included) to be incorporated into investments.

61.
This Study has gone beyond construction, services, and physical presence by combining service provision
with the developmental ecosystem approach. The approach increases the potential to unlock growth, lower
transaction costs, reduce vulnerability and save lives. The major constraint seen in KP is the ability of provincial
government and all three cities to keep up with and finance services demand. This is also often compromised
because of finance, planning, and delivery capacity.
62.
Each of the three cities need to institutionalize conscious, deliberate and multidisciplinary approaches. By
doing so, they can become formal and statutory processes, rather than one-off and externally led. Such effective
approaches demand evidence, data, and skills. The PFS Team have thus sought partners and experts, who bring
experience and lessons in creating inclusive policies and programs. These have been factored into the IUGP
investments. Planning at an integrated and systems level (national, regional, and local) allows for the role of
infrastructure and services to support the developmental ecosystem approach.
4.1.3

Municipal and Project Financial Analysis and Project Sustainability

63.
The financial analysis follows the prescribed CDIA and ADB guidelines. For revenue generating subprojects,
the analysis is based on cost recovery principles. The financial viability is measured in terms of Financial Internal
Rate of Return (FIRR) and financial Net Present Value (NPV). Project is viable, when FIRR exceeds the Weighted
Average Cost of Capital (WACC) and NPV is positive. Whereas the discounted cash flows in real prices are used to
estimate the FIRR, pro-forma financial statements prepared in current prices are used to forecast cash requirements
and the corresponding tariffs. Tariffs are designed to fully recover O&M cost and amortization but subject to user
affordability. Tariffs are within affordable range at 4-5% of average household income for water supply, at 6-7% for
water supply including sewage, and at 7-8% including solid waste management. When operational discrepancies
arise, KP is expected to provide subsidy fund through the respective TMAs to ensure subproject sustainability. The
fund will likewise cover loan equity contribution during construction. A sensitivity analysis is also performed to test
robustness of FIRR against project cost overruns, lower demands and implementation delays.
64.
For non-revenue generating subprojects, Financial Sustainability Assessment (FSA) analyzes TMA financial
statements and budgets for the period 2014-2017. This is done to draw trends in fiscal performance and determine
TMA capacity to support current operations and finance project related expenditures including loan counterpart
contribution, debt repayment and O&M of new facilities. The Government of KP will transfer O&M funds to Mardan
for Sponge City, and to Peshawar for Smart City and the organizational development program for WSSP. Based on
existing fiscal structure, TMA revenue comes from tax and non-tax sources,31 while expenditures include payment
30
31

see http://www.acclimatise.uk.com/index.php?id=4&tool=1
Tax sources include sales tax, business tax, income tax, resource tax and real property tax; non-tax sources include ordinary resources,
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for salaries and remuneration, maintenance, utilities and general services.32 The Compound Average Growth Rate
(CAGR) of TMA revenues is at 82%, expenditures lower at 56%. The revenues comprise 55% inter-government
transfers to rationalize fiscal discrepancies. Since 2014, TMAs are trimming annual fiscal forecast rates to less than
20%, and further to 10% from 2016 onwards. This declining trend is applied in the FSA forecast. Based on World
Bank and ADB generally accepted criteria, the counterpart contributions are considered affordable to the
municipality, if the required annual amount does not exceed 20% of projected annual development budget. As this
is difficult to assess with available municipal construction budget data, the annual contribution is compared with overall
annual municipal expenditure, and as a share of special infrastructure projects funded by the government. In the
case of debt service, the acceptable standard for debt payment associated with projects should not exceed 2-3% of
municipal revenues.

65.
Based on the above discussions, the biggest share in revenue generation comes from Transfers or Grants.
These comprise between 48% and 59% of total TMA revenue and between 52% and 80% of total WSSC revenue.
TMA own-tax income is between 29% and 38% of total revenue, with property tax and other business tax figuring
higher than others in the category. TMA Non-tax income is more balanced at between 11% and 14% of total revenue.
It is in this category that TMA gets to charge for water supply and sanitation services. However, the contribution is
minimal at 0.4% in Peshawar, 1% in Mardan, and 3% in Abbottabad. The reason is poor collection, because of user
non-willingness to pay due to poor service quality. For the WSSCs, Own-source income includes the WSS tariffs and
other charges. Mardan reflects only 1% from tariff collection. WSSC Mardan has only recently started reporting on
financial operations. WSSP data does not reflect any income under the Own-source category, tariff collection
included. WSSP also reported during discussions that WSS tariffs, including for conservancy, have been raised.
However, the increase may still be not enough to recover at least system O&M, because the base tariff, at average
PKR 150 per month flat remains low.
66.
Salary expense is usually treated as part of O&M cost. However, in the analysis the expense item is taken
separately as a major expenditure category. This is done because by industry standards, Salaries would account for
20-50% of total operating expenditure. In the TMAs, Salaries comprise between 22% and 34% of total expenditure.
Records from TMA Mardan did not clearly reflect the category, but is most likely included under O&M cost. In the
WSSCs, Salaries contribute 82% to total spending; in WSSP, 21%. O&M cost across TMAs is between 28% and
76% of total expenditure. In the WSSCs, O&M cost is at 15% in Mardan and 60% in Peshawar. Development
spending across TMAs is at a low 2% in Abbottabad, 38% in Peshawar and 58% in Mardan.
67.
Generally, spending patterns between TMA and WSSCs show some differences. Transfer funds are the
biggest revenue source at between 48% and 80% across the entities. TMAs apportion their transfer fund to
development expenditure (Mardan and Peshawar), and partly to O&M (Abbottabad). Interestingly, WSSCs apply a
major portion of the fund to salaries (Mardan) and O&M cost (Peshawar). WSSP is spending 19% on development
expenditure. This cost activity is taking place in FY 2016-17, with nothing of the same reflected in previous years.
TMA annual development expenditure is secured through the annual budget plan. Discrepancies in O&M and
Salaries can also be recovered through the budget. WSSCs, with its quasi-private character as stipulated in SAMA,
is tasked to charge and collect tariffs for services rendered. The WSSCs earn their incomes from their own sources,
some of this comes more from fees and other-sources (such as provincial transfers) rather than direct tariff collection.
As mentioned, WSSC tariff collection typically comprise only 0.5% of their total revenues.
Table 8: Financial Sustainability of TMA Abbottabad
Particulars

Year 0

Year 1

Year 2

Year 3

Year 4

Year 5

Year 6

Year 7

Year 8

Year 13

Year 18

Total Revenue Without Project

1,106

1,249

1,412

1,597

1,807

2,047

2,321

2,633

2,989

5,683

10,942

Add: Project Revenue

0

0

0

59

53

53

53

65

59

65

71

Project Counterpart Fund

0

327

389

170

77

1

0

0

0

0

0

0.0%

26.2%

27.5%

10.7%

4.2%

0.1%

0.0%

0.0%

0.0%

0.0%

0.0%

387

494

543

417

409

354

411

317

376

7

7

35.0%

39.5%

38.5%

25.2%

22.0%

16.9%

17.3%

11.8%

12.3%

0.1%

0.1%

% Total Revenues
Project O&M Cost and Subsidy
% Total Revenues
Project Debt Service

0

99

94

90

86

83

105

139

136

63

63

% Total Revenues

0.0%

7.9%

6.7%

5.6%

4.8%

4.0%

4.5%

5.3%

4.6%

1.1%

0.6%

Total Project Requirement
% Total Revenues

387

920

1,026

678

572

438

516

456

512

70

70

35.0%

73.6%

72.7%

40.9%

30.7%

20.9%

21.7%

16.9%

16.8%

1.2%

0.6%

land transfer fees, reserve funds, licenses, and government transfers.
32
O&M for various sectors: education, science and technology, culture and sports, medical, environmental protection, urban and rural
community affairs, agriculture, forestry and water affairs, transportation, and security.
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Table 9: Financial Sustainability of TMA Mardan
Particulars

Year 0

Year 1

Year 2

Year 3

Year 4

Year 5

Year 6

Year 7

Year 8

Year 13

Year 18

Total Revenue Without Project

1,336

2,312

4,214

5,391

6,909

8,869

10,595

12,659

15,129

33,664

81,989

0

0

0

0

0

0

0

0

0

0

0

Add: Project Revenue
Project Counterpart Fund
% Total Revenues
Project O&M Cost and Subsidy

0

436

496

357

213

2

0

0

0

0

0

0.0%

18.8%

11.8%

6.6%

3.1%

0.0%

0.0%

0.0%

0.0%

0.0%

0.0%

456

667

804

1,221

1,607

1,640

1,823

1,864

2,091

1,707

1,190

% Total Revenues

34.2%

28.9%

19.1%

22.7%

23.3%

18.5%

17.2%

14.7%

13.8%

5.1%

1.5%

Project Debt Service

0

116

111

106

102

97

263

259

255

240

204

% Total Revenues

0.0%

5.0%

2.6%

2.0%

1.5%

1.1%

2.5%

2.0%

1.7%

0.7%

0.2%

456

1,219

1,410

1,684

1,921

1,739

2,085

2,123

2,346

1,947

1,394

% Total Revenues

34.2%

52.7%

33.5%

31.2%

27.8%

19.6%

19.7%

16.8%

15.5%

5.8%

1.7%

Particulars

Year 0

Year 1

Year 2

Year 3

Year 4

Year 5

Year 6

Year 7

Year 8

Year 13

Year 18

Total Revenue Without Project

4,357

5,116

6,011

7,065

8,310

9,778

11,513

13,561

15,983

36,606

84,804

Add: Project Revenue

0

0

0

0

0

0

0

0

0

0

0

Project Counterpart Fund

0

45

43

30

0

0

0

0

0

0

0

Project O&M Cost and Subsidy

1

1

1

2

2

2

2

2

2

2

2

0.0%

0.0%

0.0%

0.0%

0.0%

0.0%

0.0%

0.0%

0.0%

0.0%

0.0%

Total Project Requirement

Table 10: Financial Sustainability of TMAs 1-4 Peshawar

% Total Revenues
Project Debt Service

0

0

0

0

0

0

32

32

32

32

32

% Total Revenues

0.0%

0.0%

0.0%

0.0%

0.0%

0.0%

0.3%

0.2%

0.2%

0.1%

0.0%

Total Project Requirement
% Total Revenues

1

45

44

32

2

2

34

34

34

34

34

0.0%

0.9%

0.7%

0.4%

0.0%

0.0%

0.3%

0.2%

0.2%

0.1%

0.0%

68.
For project financial analysis and sustainability, the proposed water supply and solid waste management
subprojects for Abbottabad are combined to check their overall viability. The resulting FIRR for base case is at 3.2%,
higher than the WACC. Sensitivity analysis shows FIRR less than WACC when revenues decrease by 10%. The
viability analysis of the combined water supply, solid waste management and sewerage subprojects for Mardan
results in FIRR at 3.1%. All adverse scenarios did not affect viability.
69.
Overall, the investments are financially viable with FIRR at 3.1%. FIRR is robust under all adverse scenarios.
All base case FIRRs are generally satisfactory. There are however conditions that have to be met: (i) the proposed
tariff and fee schedules are closely followed for each subproject, and (ii) the subsidies are timely sourced to maintain
sustainable operations. Generally, the proposed tariff and fee schedules are within defined maximum affordability.
There is room to adjust tariffs to maximum levels to reduce future subsidy requirements.
70.
The province and the TMAs are expected to provide funds to ensure successful implementation and
operation of the proposed IUGP subprojects. Funds will be provided for all loan counterpart contributions. All O&M
costs and debt servicing of non-revenue generating subcomponents will be subsidized. Funds will also be arranged,
when necessary, to subsidize revenue generating and cost recovery subprojects. This will enable full cost recovery
(including depreciation or amortization. and loan interest).
71.
Revenue Growth. The TMA revenues are expected to grow by about 10% annually based on budget
estimates in line with the economic development of each city. By 2035, TMA Abbottabad revenue will reach PKR
10,942 million. Project-related cash needs will be funded from these revenues. These may include new transfers to
accommodate project fund needs. TMA Mardan revenue is seen to reach PKR 2,312 million in 2018, which will grow
to PKR 81,989 million by 2035. TMAs 1-4 Peshawar is expected to earn PKR 5,116 million in 2018, and will increase
to PKR 84,804 by 2035
72.
Counterpart Fund and Debt Service Coverage. For revenue and non-revenue generating subprojects,
loan counterpart funds will be paid for provincially by KP and TMA. For debt service payments of revenue generating
subprojects, tariff subsidies will be provided through a debt repayment subsidy fund in the event the proposed cost
recovery and sustainability tariffs become insufficient. In Abbottabad (Table 8), it is estimated that debt service
subsidies would account for 5-8% of TMA total revenue during the initial years of operation when tariffs are set
lowest. In Mardan (Table 9), debt service subsidies are estimated at 2-5% of total revenue. In Peshawar (Table 10),
debt subsidies are no higher than 0.3% of total revenue. Both Peshawar subprojects are non-revenue generating,
thus all fund requirements are supported in the TMA budget.
73.
Operating and Maintenance (O&M) Cost. As a percentage of annual revenues during the initial operational
period 2018-2022, the O&M fund requirement of non-revenue subprojects in Peshawar is projected to be less than
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0.05% of TMA total revenue throughout the study period. In Abbottabad, O&M cost subsidies for revenue generating
subprojects would account for 12-40% of projected TMA revenue until 2025, before settling to less than 3% starting
2028. In Mardan, O&M subsidy fund is 4-34% of TMA projected revenue until 2031, with the higher proportions
registering in the initial years of subproject operations. From 2032, O&M subsidy fund is less than 3% of TMA
revenue.

4.1.4

Economic Analysis

74.
The cost and benefit streams are established using the assumptions described, discounted at EOCC33 at
9%. The combined base case EIRR for the entire project is calculated at 18.4%. The estimated benefits of the project
are considered conservative, as many benefits are identified but not quantified in the analysis. Table 11 below
summarizes the results of the base case economic analysis for individual subprojects and combined by City and for
project overall.
Table 11: EIRR and Sensitivity Analysis Results
Subproject
Abbottabad Combined
Water Supply
Solid Waste Management
Bus Terminal
Mardan Combined
Water Supply
Solid Waste Management
Sewerage
Overall

Base
Case
19.2%
16.7%
20.9%
20.6%
18.0%
13.9%
19.6%
21.1%
18.4%

Capital
+ 10%
18.1%
15.4%
20.0%
18.8%
16.7%
12.7%
18.8%
19.3%
17.2%

O&M Cost
+ 10%
19.1%
16.7%
20.9%
20.6%
17.9%
13.8%
19.5%
21.1%
18.4%

Total Cost
+ 10%
16.0%
15.0%
16.7%
18.7%
15.3%
12.4%
14.7%
19.2%
15.5%

Benefit
- 10%
15.6%
14.8%
16.2%
18.6%
15.0%
12.3%
14.2%
19.0%
15.2%

Bene/Cost
-/+ 10%
12.3%
13.2%
11.6%
16.8%
12.3%
10.9%
8.1%
17.3%
12.3%

Implement
Delay
14.3%
14.2%
14.4%
17.4%
14.0%
11.9%
12.7%
17.8%
14.1%

75.
Sensitivity Analysis. The sensitivity analysis finds that the individual subprojects remain robust in all
scenarios. However, Mardan Solid Waste Management is an exception as it benefits less than 10% and costs plus
10%. This resulted in EIRR below the EOCC at 9%. Based on the analysis results, the prognosis on the overall viability
of implementing the project is high.
4.1.5

Environmental Safeguards

76.
All subprojects that involve physical works belong to ADB Category B requiring IEE with EMP. Peshawar
Capacity building has no adverse environmental impacts and belongs to Category C. As the environmental
regulations of Pakistan set tighter thresholds34, various full EIAs will be required for the investments at the Feasibility
Stage: as per the requirement of the Pakistan Environmental Protection Act, 1997 and if the ADB and GoKP proceed
with the loan. Both require the integration of environmental and social impact assessment procedures and the
identification of associated and cumulative impacts, and risks to community health and those specific to gender, age,
and ethnic status.
Table 12: Environmental Impacts and Mitigation Measures
Subproject
Abbottabad
Solid Waste
Management

Abbottabad
Water Supply

Abbottabad
Bus Terminal

Environmental Impacts and Mitigation Measures
The overall environmental impact of the proposed investment will be positive and significant through protection of surface
water, reduction of air pollution and decreased exposure to health risks. The project will help to control and reduce urban
flooding by reducing choking of channels. Eventually closing the currently poorly managed landfill site will have a positive
environmental and health impact in the neighborhood (about 250 houses within 1 km). Alternative livelihood options and
skills training will be necessary for scavengers and pickers who rely on the present site for their incomes.
The overall environmental impacts will be positive. The rehabilitation of boreholes, pumps, pipes and provision of new
connections as well as disinfection will improve the water quality and decrease water related diseases. In the end, there is a
possibility of loss of ground water. Water-demand management can be a safeguard for water as water meters will
mean people will have to pay for water and therefore commit to minimize their costs through conservation. In the near future,
surface water should be utilized. Negative impacts of the construction phase shall be mitigated in all subprojects.
There will be a rooftop solar garden to generate electricity for use in the Terminal building. Terminal construction will be ecofriendly, and energy rated, using materials that allow for circulation of air and tiles that trap radiant heat. It is assumed that
the dumping of used motor oil and other particulates and consumables over the years has contaminated the site. An on- site
disposal service will be implemented, and an environmental assessment will be required during pre-construction to assess
the damage due to dumping of used motor oil and other particulates. Environmental and traffic management plan needed to

33

The economic opportunity cost of capital (EOCC) or the social discount rate is defined as the minimum economic rate of return that either
a private or public-sector investment must earn if it is to contribute to the growth of the economy. The EOCC reflects the real rate of return
forgone in the economy when resources are shifted out of the capital market.
34
Pakistan Environmental Regulations require EIA for all water supply and treatment projects exceeding PKR 25 million budget and all waste
disposal projects with annual capacity of more than 10 000, as well as for urban development projects with total cost of more than PKR 50 million.
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mitigate negative impacts during the construction phase.
Mardan Solid
Waste
Management
Mardan Water
Supply
Mardan
Sewerage

Mardan
Sponge City
Peshawar
Capacity
Building
Peshawar
Street
Livability
/
Smart City

4.1.6

Waste segregation at source and improving door-to-door collection will create a net benefit to the environment and improve
health in the entire city area. The current haphazard dumping all over in the city area will also diminish. Proper soil
compaction and a leachate collection and treatment systems will be followed. Landfill gas capture and treatment system will
be established to capture carbon dioxide, methane, and other harmful gases.
Same as Abbottabad Water Supply.
The overall environmental impacts will be positive and significant. Improvement of the sewerage system will decrease urban
flooding and improve the public health situation in the city. Sludge shall be disposed in the new landfill. Creation and
implementation of a proper sewage management plan will be essential.
Using the sponge city approach, the impact of Mardan’s construction boom coupled with its depleting water table is expected
to be mitigated for a net long-term environmental benefit. The overall environmental impact of the investment will be positive.
The investment will help to manage floods and improve groundwater recharge. The project will involve major planting.
The project aims to improve the capacity and shall include strengthening technical skills. An emphasis shall also be given to
strengthening the knowledge about environmental issues.
The environmental impact of the proposed project will be positive. The traffic of the congested narrow streets will be
controlled, and the air quality will improve in the pedestrianized areas. Air quality, noise and pollution monitors will make
people aware of the contaminants in their city. Improved washing and sanitary amenities will improve the hygienic conditions
in the food streets.

Social Safeguards

77.
All the proposed investments, except for the Bus Terminal project in Abbottabad, are classified as Involuntary
Resettlement (IR) category ‘C’. Hence, no further safeguard documents are required, unless there is a change in the
design. As the Abbottabad Bus terminal falls in the IR category B, a Resettlement Plan will need to be prepared,
implemented and monitored for the 71 affected households. This will be done in accordance with ADB’s SPS 2009.
A semi-annual monitoring for all social safeguards will be prepared at Feasibility Study stage. In case of noncompliance, a Corrective Action Plan (CAP) will be prepared to provide immediate relief to displaced people. All
prepared documents will be disclosed as per the ADB’s communication policy, 2012.
4.2 Major Risks and Mitigation Measures
78.
Risks have been identified as macro (or province wide, national or international) and micro (or IUGP and/or
city wide). Macro risks include political and economic instability and continued growth in demand for water supply
and sanitation services to achieve full capacity utilization. Micro risks include provincial and city governments
commitment to urban sector development and reforms, sustained economic growth in KP and Pakistan in general,
social cohesion amongst various ethnic groups, IDPs and Afghan refugees in KP, constructive engagement by
political parties in KP and population and/or traffic growth varies significantly from estimates.
77.
The URF Team have identified a number of other risks. Whilst these have been considered in the
investments proposed, the investments and institutional reforms proposed are not enough to comprehensively
respond to all risks and mitigating measures required to improve climatic sensitivity conditions and improve resilience
sector-wide. For this broad scale social and political reforms, including significant societal behaviour changes are
required. Investments will be catalytic in initiating some of these necessary changes.

79.
Climate change is expected to increase the occurrence of natural disasters in the region, including flooding,
heat-waves and droughts. Increasing frequency and intensity of extreme weather events has implications for human
and ecological health, agricultural productivity, resource consumption, and the security of critical infrastructure and
assets in the region. Growing heat, increasing population and extended dry periods are expected to increase the
demand for regional water resources. Vector borne diseases may increase due to expanding annual span of warm
weather. Developing adaptation options over the longer term will be critical to the success of cities in KP. This
approach should not only include physical, environmental and financial adaptation measures to ameliorate the
effects of climate change, but also cultural and behavioral adaptation. This is likely to take decades, but is imperative
that such a journey commence with the IUGP.
80.
There are no significant social micro risks that exist that have not been mitigated aside from the relocation
of the 71 households who will be temporarily displaced by the Abbottabad Bus Terminal during the construction
period. Environmental micro risks and their mitigation measures have been identified above. Many of these will be
ameliorated by the forthcoming environmental posts proposed for the WSSCs. Operational risks will require
engaging with each of the TMAs and their WSSCs subsequent to the approval of this Report and identifying capacity
building measures in anticipation of ADB (and other donor) financing to ensure adequate capacities exist to absorb
the investments and ensure they are implementable and operable. The strong appetite at both provincial and city
level for the investments must be coupled with a corresponding level of financial, technical and operational capacity.
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