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DATA SHEET

BASIC INFORMATION

Product Information

Project ID Project Name

P123513 Third National Urban Water Sector Reform Project
Country Financing Instrument

Nigeria Investment Project Financing

Original EA Category Revised EA Category

Partial Assessment (B) Partial Assessment (B)

Organizations

Borrower Implementing Agency

Federal Republic of Nigeria Federal Ministry of Water Resources

Project Development Objective (PDO)

Original PDO

The Project Development Objectives (PDO) are: a) to increase access to improved water supply service in selected
States of Nigeria and improve the financial viability of existing water utilities in those States, and b) to increase the
investment planning capacityof participating States.
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FINANCING

Original Amount (USS)
World Bank Financing

Revised Amount (USS)

Actual Disbursed (USS)

IDA-54160 250,000,000 163,830,474 141,644,933
Total 250,000,000 163,830,474 141,644,933
Non-World Bank Financing
Borrower/Recipient 23,000,000 14,120,038 13,840,043
Total 23,000,000 14,120,038 13,840,043
Total Project Cost 273,000,000 177,950,512 155,484,976
KEY DATES

Approval Effectiveness MTR Review Original Closing Actual Closing

18-Apr-2014 12-Feb-2015 10-Dec-2017 30-Jun-2020 30-Mar-2021
RESTRUCTURING AND/OR ADDITIONAL FINANCING

Date(s) Amount Disbursed (USSM) Key Revisions

18-Dec-2018 79.96 Reallocation between Disbursement Categories

06-May-2020 155.80 Change in Results Framework

Change in Components and Cost

Cancellation of Financing
Reallocation between Disbursement Categories

12-May-2020 124.04 Change in Loan Closing Date(s)
16-Dec-2020 139.47 Change in Loan Closing Date(s)
25-Mar-2021 139.47 Change in Components and Cost

Cancellation of Financing
Reallocation between Disbursement Categories
Other Change(s)

Page 2 of 82

Official Use



The World Bank

Third National Urban Water Sector Reform Project (P123513)

KEY RATINGS
Outcome Bank Performance M&E Quality
Moderately Unsatisfactory Moderately Unsatisfactory Modest
RATINGS OF PROJECT PERFORMANCE IN ISRs
Actual
No. Date ISR Archived DO Rating IP Rating Disbursements
(USSM™M)
01 29-Nov-2014 Moderately Satisfactory Moderately Satisfactory 0
02 05-Jun-2015 Moderately Satisfactory Moderately Satisfactory 0
03 14-Dec-2015 Moderately Satisfactory Moderately Satisfactory 10.00
04 10-Jun-2016 Moderately Satisfactory =~ Moderately Unsatisfactory 10.00
05 30-Dec-2016 Moderately Satisfactory Moderately Unsatisfactory 11.13
06 27-Jun-2017 Moderately Satisfactory Moderately Unsatisfactory 26.41
07 29-Dec-2017 Moderately Satisfactory =~ Moderately Unsatisfactory 26.41
08 17-Jun-2018 Moderately Satisfactory Moderately Satisfactory 79.96
09 17-Dec-2018 Moderately Satisfactory Moderately Satisfactory 79.96
10 25-Jun-2019 Moderately Satisfactory Moderately Satisfactory 155.80
11 30-Dec-2019 Mod'erately Moderately Satisfactory 155.80
Unsatisfactory
12 19-Jun-2020 Moderately Satisfactory Moderately Satisfactory 124.04
13 30-Nov-2020 Moderately Satisfactory Moderately Satisfactory 139.47
SECTORS AND THEMES
Sectors
Major Sector/Sector (%)
Public Administration 9
Sub-National Government
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ADM STAFF
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I. PROJECT CONTEXT AND DEVELOPMENT OBJECTIVES

A. CONTEXT AT APPRAISAL

Context

1. Nigeriais the largest African country, both in population and economic size, and is central to the World Bank’s
mission of eliminating global poverty (see appendix I, figure 1.1 map). Nigeria, with 36 states and a Federal Capital
Territory (FCT) at Abuja, had a population of 176.4 million in 2014 (53 percent rural). Its gross domestic product (GDP)
was US$546.7 billion! in 2014 (the highest annual thus far). The economy is dominated by oil and gas, which
constituted more than 30 percent of GDP in 2014 and about 75 percent of the consolidated government revenue.
About 33.1 percent of the population lived below the poverty line in fiscal 2012, with urban areas having lower
poverty rates (12.6 percent) than in rural areas (44.9 percent) (World Bank 2014).

2. To realize its considerable potential, and to fulfill the government’s ambition to lift 100 million Nigerians out of
poverty by 2030, Nigeria has to make tangible progress on multiple fronts, at both the federal and sub-national levels.
On several human development indicators, Nigeria ranks among the lowest in the world. There are large differences
in living standards between geographical regions (e.g., South region’s low poverty rates), which are partly due to
differences in the provision of public services and the degree of connectivity to larger markets (World Bank
2014). The country faces massive developmental challenges, including the need to reduce its dependency on oil and
diversify the economy, address insufficient infrastructure, build strong and effective institutions, and address
governance issues and public financial management systems. As a key regional player in West Africa, accounting for
about half of the region’s population, Nigeria’s economic and social development is key for all of Africa’s growth.

Sectoral and Institutional Issues

3. Nigeria’s abundant water resources face threats from natural and anthropogenic sources. Nigeria has plenty
of surface and groundwater resources, though there are regional differences. Groundwater quantity is about 30
times that of surface water. Although freshwater withdrawals as a proportion of freshwater resources were 5.8
percent in 2014,%2 water resources face natural and anthropogenic threats such as salinity intrusion in coastal aquifers,
industrial wastes, oil spills, and water flow deficits due to climate change (Idu 2015).

4. Nigeria was not on track to achieve the Millennium Development Goals (MDGs) on Water and Sanitation. As
of 2012, about 64 percent of the Nigerian population (79 percent urban and 49 percent rural) had access to adequate
water supply and 28 percent had access to improved sanitation (31 percent urban and 25 percent rural). Therefore,
the country was not on track to achieve those MDGs by 2015 (WHO and UNICEF 2014).

5. The federal government has a clear mandate for water supply yet fragmented roles on sanitation. At the state
level, institutional roles and structures can differ. The National Council on Water Resources, headed by the Federal
Minister of Water Resources, is responsible for making policies on water resources. The Federal Ministry of Water
Resources (FMWR) manages water resources and is the custodian and implementer of the National Water Policy
(NWP), including programming, financing, and monitoring. States have authority over water supply and sanitation

1 See World Bank database at https://data.worldbank.org/country/nigeria?view=chart.
2 See World Bank database, “Level of Water Stress: Freshwater Withdrawal as a Proportion of Available Freshwater
Resources—Nigeria” at https://data.worldbank.org/indicator/ER.H20.FWST.ZS?locations=NG.
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(WSS) services. Some states have ministries dedicated to water supply, and others combine it with such sectors as
agriculture, environment, community development, and health. State ministries form policies based on national
guidance and retain oversight and the regulatory role. States are responsible for service delivery, with a high degree
of autonomy compared to other countries in Africa, which have a federal structure. State water agencies (SWAs) (or
corporations) are responsible for the establishment, operation, quality control, and maintenance of urban and semi-
urban water supplies. SWAs are established as corporate bodies, fully owned by the state governments, and report
to respective state ministries. However, they depend heavily on state government subsidies, which undermines their
ability to function autonomously. Many perform sub optimally, with frequent supply interruptions, high levels of
nonrevenue water, and poor customer engagement. The governor is the key decision-maker in the WSS sector (e.g.,
tariff setting, SWA autonomy). The responsibility for sanitation at the local government level is less clear. The local
government level has 774 local government authorities (LGAs) responsible for rural WSS services. Some LGAs are
served by SWAs.

6. The appraisal found these policy, monitoring, and regulation challenges.

a. Policy and strategy. At the federal level, there were substantial efforts between 2000 and 2006 to prepare key
documents, guidelines, and model laws (see appendix F), most of which were awaiting approvals. The NWP,
first developed in 2004, was finally approved in 2016. In 2004, the FMWR launched a National Urban Water
Sector Reform Program? to support states in urban water service reform and investment. The FMWR prepared
the Model Water Supply Service Regulatory Law (2006) and a Framework for Public-Private Partnership (PPP)
in Water Supply. In 2011, the Government of Nigeria (GoN) prepared the Nigeria Water Sector Roadmap, whose
short-, medium-, and long-term* investment and funding priorities sought to make better use of the nation’s
water resources. It focused on water quality and sanitation standards, improved access, operations and
maintenance (O&M) challenges, and PPPs. The states’ adoption of national WSS policy guidance was uneven.
Some states created a more enabling environment for reforms than others. States’ political economy and
governors’ leadership affected reform adoption.

b. Sector monitoring. There was little or no monitoring of the sector performance, and the states did not report
to the federal level. Even though sector actors agreed to a framework for monitoring and evaluation (M&E) in
2008, it was not rolled out at project appraisal (World Bank 2011b).

c. Regulation. There was no effective regulation of service providers. When regulation occurred through state
ministries, tariffs were set with little regard to the cost-of-service provision (World Bank 2011b).

7. WSS sector investment needs were not met. A country status overview conducted in fiscal 2009 (World Bank
2011b) indicated that Nigeria needed about USS4 billion annually to reach the MDGs on WSS. Spending at that time
was about one-third of that amount. In 2014, when the Third National Water Sector Reform Project was approved,
Nigeria received a net overseas development assistance for different sectors of about USS$2.5 billion.> Government
budgets were inadequate and were not reported openly. Because of insufficient funding, water facilities were often

3 The key reform elements of this program include (i) corporatization of SWAs, establishing accountability to a
board and changing the civil servant status of staff for improved operational autonomy and performance; (ii)
establishment of regulatory functions and capacities for the regulation of service development, quality, and tariffs;
and (iii) establishment of performance contracts between the state governments and SWAs.

4 “Long-term” is to meet MDGs by 2015, and to meet Africa Vision 2025 (the latter was commissioned by the
World Water Council in 2000 to address the water sector challenges in Africa).

5 See World Bank database, “Net Official Development Assistance and Official Aid Received (Current USS)—
Nigeria” at https://data.worldbank.org/indicator/DT.ODA.ALLD.CD?locations=NG.
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close to operating capacity, required rehabilitation, and suffered from unreliable power supplies. lllegal and
unmetered connections coupled with insufficient cost recovery contributed to operating losses and dependency on
state and federal allocations (passed through state budgets®) for O&M.

Previous World Bank Engagement and Lessons

8. The Bank has had an engagement in Nigeria’s Urban Water sector since the 1970s.” Recent ones include (i) the
National Urban Water Sector Reform Project (P071075) (2004-13)® (outcome: MS), and (ii) the Second National
Urban Water Sector Reform Project (P071391) (2005-16)° (outcome: MU). The first project sought to improve
reliability and financial viability of the state water utilities and improved access. It considered national priorities and
sector best practices and had a mix of network rehabilitation and expansion, reliability improvements, and financial
and institutional reforms. It introduced forms of PPPs,’® but they could not be achieved fully.!! While the
implementation completion results (ICR) report assessment was MS, a project performance assessment report
(PPAR) conducted by the World Bank Independent Evaluation Group (IEG) in 2017 rated this project’s outcome as
Moderately Unsatisfactory!?> because the performance outcomes achieved had declined at the time of IEG’s
assessment. The second project sought to improve service reliability and commercial viability of water services along
with improved access. The widely stated need for policy and institutional reform to achieve the objective was not
translated into a clear road map, and the goal to draw in private sector was unsuccessful (World Bank 2018a). These
projects highlight some critical lessons (see boxes 1 and 2 for abridged versions of lessons learned). During the
current project’s preparation, the first project’s ICR was being completed, and some of its lessons were integrated in
the current project’s design (see gray highlights, box 1).

6 The federal transfers to the states were for the entire state as a common pool, passed into the state budgets. The
states then appropriated the funding to sectors based on their priorities and so were not predictable or reliable.
Because the state-level ministries are completely dependent on the state governments, and do not receive funds
from the federal ministry directly, the federal influence on sector reforms is limited.

7 From the late 1970s, the World Bank has invested more than US$700 million in urban water supply projects in
Nigeria with largely unsatisfactory results. An early focus on state infrastructure investments gradually led to
attempts to combine infrastructure with institutional reform at national and state levels (World Bank 2018a).

8 Outcome: Moderately Satisfactory; risk to development outcome: Substantial. ICRR was filed in May 2014, after
the current project’s Board approval in April 2014.

% Outcome: Moderately Unsatisfactory; risk to development outcome: Substantial. This project was ongoing with
an extension of almost five years from 2011 to 2016, at the time of the current project approval.

10 The failure under a parallel International Finance Corporation (IFC)—financed operation to attract suitable
private operators to manage Lagos State’s water activities resulted in the adoption of a more pragmatic approach
to PPPs. The suitable model for each state was to be confirmed based on studies during implementation.

11 Enugu did not engage in PPPs. Kaduna engaged a private operator to operate and maintain water treatment
plants and booster stations but without any performance-based incentives or penalties. Ogun adopted an
internally delegated management contract with its regions, based on the Uganda model.

12 Key performance indicators were not sustainable after the project closed because of erratic power supply,
limited distribution network, utility management limitations related to billing and collection (B&C) and
unsustainable tariffs (due to lack of autonomy), and lack of political engagement.
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Box 1 Lessons Learned from the First Project Box 2 Lessons Learned from the Second Project

From the ICR (2014) of National Urban Water Sector Reform Project From the ICR (2018) of Second Urban Water Sector

e Appropriateness of reform program for local context. Reform Reform Project
interventions need realistic time frames and targets to suit local e Successful sector reform requires a clear agenda and
context (political economy, market risks, sector’s risk hedging capacity a project design that addresses political economy
and readiness) and a long-term engagement. constraints and stakeholder incentives.

e Need for incentives, champions, assessment, and management of e Need for proactively managing political support to
political will throughout the project cycle, supported by incentives. sustain buy-in and mitigate governance dynamics,

e Need for appropriate internal control in project management at including at the local level.
federal and state levels. e Need for a realistic approach to cost recovery that

e Incentives for project staff and need for appropriate skill mix, allows for long-term operational efficiency gains and
particularly for projects with significant reforms. service improvements.

e Independent technical audits needed to strengthen M&E. e Projects should be implementation ready.

e Projects should be “implementation ready.” e World Bank tools to track project commitments and

From the IEG’s PPAR (2017) of NUWSRP disbursements have considerable room for

e Inimplementing reforms among multiple state and national improvement.

stakeholders, institutional restructuring and incentive mechanisms
should be addressed upfront to reduce political and market risks.

e Ina federal system, sustained state-level engagement is needed during
program engagement.

e Incentives, accountability, and empowerment (e.g., through
legislation) can help underpin performance improvement of staff.

e Reliable and valid monitoring is crucial to improve utility performance
and customer accountability.

e Prior analytical work helps to form a mix of reform and infrastructure
investment cycles.

9. The third project’s design integrated some key lessons learned from the first project, and was informed by
sector studies and other Bank partnerships. A study in Nigeria (World Bank 2011a) revealed the need for interactive,
sustained infrastructure investment and good governance reforms in the urban water subsector. Therefore, the
current project had institutional reforms along with service delivery improvements. The World Bank also set up a
consultative group on governance issues to advise the Bank on Nigeria’s political economy. At a peer-learning event
organized by this group, a suggestion was made to spur competition between reformist governors while ensuring
attention to the poorest states.!® The states differed in sector performance, policies, and commitment to reforms.
States needed local political support to implement the proposed reforms. Therefore, instead of following a blanket
approach to support reforms, the project selected 12 states based on their reform progress and cost-recovery
capability, categorized for engagement at two levels: (i) deeper engagement on reforms along with substantial
investments (in three selected states, Bauchi, Ekiti, and Rivers, which had already introduced reforms), and (ii) nine
Participating States (Kano, Gombe, Benue, Jigawa, Ondo, Abia, Bayelsa, Anambra, and Plateau) that were starting
the reform process. The latter received technical assistance to lay foundations for reforms and limited investments
(called “quick wins”) for immediate service improvements.

10. Selected States faced significant challenges because infrastructure and service levels were poor, but they had
introduced some reforms, such as creation of regulatory units, enacting water laws, pronouncing water policies, and
clarifying roles of institutions. They also had limited experience with World Bank water sector projects. All three
Selected States were highly dependent on state budgets for O&M because less than 20 percent of total revenue was
internally generated. Communities’ trust on the governments’ ability to deliver water services was low. Revenue

13 See annex 6 of PAD, p. 71.
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mostly went toward recurrent expenditures, and the states were indebted as of 2012, constraining capacity to
finance investments. Water expenditure was less than 2 percent of states’ expenditure. Therefore, investments and
reforms were imperative. States also had varying institutional setups.

11. The situation was similar in the Participating States, except that they were initiating reforms. Participating
States received technical assistance to lay out the reform path and make them “finance ready.” That way these states
could raise finances and implement activities effectively.

Theory of Change (Results Chain)
12. The Project Appraisal Document (PAD) does not describe a theory of change (ToC). The implicit ToC from the
project components and its results framework is shown in figure 1. The project attempted to introduce and deepen
reforms along with investments, with two levels of interventions suitable to the states’ capabilities and readiness to
improve the sector performance.

13. A substantial part of the funds (86 percent) was committed to key investments in the Selected States to
improve their water supply infrastructure as a backbone to service improvements. These investments mainly
consisted of water source improvements, bulk infrastructure strengthening, and distribution network improvement
(through rehabilitation and expansion) in parts of the state capitals. Capacity building of SWAs was included to
provide operational support to improve service delivery and O&M along with the investments.

14. Thereforms had a three-part goal. At the federal level: Improve sector funding and sector monitoring by helping
the FMWR to (i) establish a suitable funding mechanism based on pooling funds from various sources and clear
principles of transfer to the states; and (ii) track and monitor overall reform progress and sector performance across
the country. At the Selected States level: Achieve utility autonomy, efficiency, and improved governance by helping
the states (i) to transform SWAs into autonomous, commercially viable utilities through operational and financial
autonomy; and (ii) improve governance structures to enhance accountability of stakeholders responsible for the
sector (state governments, policy makers, service providers, and users) and empower users. The project intended to
vary support based on the sector needs and environment of the Selected States.!* At the Participating States level:
Make the states "finance ready” by providing (i) technical assistance to prepare the ground to gain investment and
reform implementation readiness; and (ii) limited “quick win” investments to gain community trust for reform
implementation.

15. To enhance competition between Selected States, the project design included a performance grants
mechanism. The performance grant intended to incentivize performance by gaining access to additional funding
beyond the initially committed amount: up to US$20 million in aggregate. This was subject to the states’ performance
on select criteria (disbursements, customer enumeration, pro-poor tariff policy adoption, plans for investment scale-
up) to be verified at Mid-Term Review (MTR). The project was expected to provide beneficiaries with service-level
options based on their willingness and ability to pay, going up the ladder from standpipes (with subsidized tariffs) to
house connections. Even though the expected increase in water services would generate more sewage, sanitation
was excluded. The project avoided addressing this challenge to reduce the complexity of the project because other
donors were active on sanitation issues in the project areas.

14 PAD, paragraph 16, p. 6.
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Figure 1 Implicit Theory of Change
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16. The key assumptions underlying the ToC are stated in figure 1. Based on previous World Bank experiences,
interventions to mitigate the risk of underachievement of reforms were (i) prior selection of states based on reform
readiness; (ii) providing tailored support, including the performance grants; and (iii) support and oversight from the
federal government.

Project Development Objectives

17. The Project Development Objectives (PDOs) are to (i) to increase access to improved water supply service in
Selected States of Nigeria and improve the financial viability of existing water utilities in those states; and (ii) to
increase the investment planning capacity of Participating States.
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Key Expected Outcomes and Outcome Indicators

18. The PDO has three outcomes: (i) increased access to improved water service in Selected States, (ii) improved
financial viability of water utilities in Selected States, and (iii) improved investment planning capacity of Participating
States. Achievement was to be measured through the following indicators, against each of the three outcomes:

Outcome 1: Increased access to improved water service in the Selected States
e Number of people in urban areas provided with access to improved water sources
e Number of direct project beneficiaries (segregated into total and female)

Outcome 2: Improved financial viability of water utilities in the Selected States
e Percentage of recovered O&M costs?®

Outcome 3: Increased investment planning capacity of the Participating States
e Number of completed medium-term investment plans

Components
19. The project has three components. The costs shown are without financial costs, taxes, or duties.

20. Component 1: Sector Reforms and Water Supply Investments. At appraisal: US$215 million, actual: US$121.8
million. This component supported the Selected States (Ekiti, Bauchi, and Rivers) to (i) rehabilitate and expand water
production, supply, and distribution facilities in the state capitals (Bauchi City, Bauchi; Ado Ekiti, Ekiti; and Port
Harcourt, Rivers), known as “key investments”?5; (ii) consolidate water sector institutional and regulatory reforms
and improve sector performance, including establishment and elaboration of legal and regulatory frameworks,
capacity building, and operational support activities (metering, communication campaigns, technical and commercial
cadaster, office facilities and equipment); (iii) performance grants; and (iv) studies and technical assistance (e.g.,
customer surveys; technical, financial, social, and environmental documentation; bidding documents; supervision
consultancies). This component included pilot areas'’ where investments could be implemented early on (called
“quick wins”) to show rapid results and gain community support for reforms.

21. Component 2: Water Sector Governance, Institutional Strengthening, and Human Capital Development. At
appraisal: US$23 million, actual: US$30.0 million). This component supported nine Participating States (Kano, Gombe,
Benue, Jigawa, Ondo, Abia, Bayelsa, Anambra, and Plateau) to help them become “investment ready” for
implementation and set a reform path with concrete actions. The component included activities to support
institutional and regulatory water sector reforms at the state level. The program includes (i) preparing water sector
investment plans; (ii) forming water policy and preparing a legal and regulatory framework for providing water
services; (iii) developing sector information and data banks, including customer enumeration (cadaster); (iv)
developing an urban water supply master plan; (v) improving utilities’ financial management and accounting systems;
(vi) revenue B&C; (vii) tariff reform; (viii) reducing nonrevenue water such as through metering; (ix) strategic training
for utility staff; and (x) urgently needed water supply infrastructure investments for “quick win” improvements.

15 Portion of the O&M costs that are billed and collected, compared to the total O&M costs of the utility.

16 This includes dam safety improvement measures for the water supply to Bauchi City (Gubi Dam) and Ado Ekiti
(Ero and Ureje dams).

17 PAD, paragraph 59, p. 18
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22. Component 3: Sectorwide Improvement and Project Management at Federal Level. At appraisal: US$12
million, actual: USS3.7 million). This component was intended to strengthen the federal government’s capacity to
manage the water sector, collect data, and support and monitor the water sector reform process and utility
performance. It included the following: (i) identifying a sector financing model to facilitate transparent and efficient
transfer of resources from the federal to state level, and (ii) supporting FMWR so it could maintain and update its
monitoring database on states’ performance in the water sector and track provision of WSS services nationwide,
including promoting monitoring tools to track the impact of sector interventions on poor, vulnerable populations by
gender. The component included activities to assist the FMWR to coordinate, manage, and audit the project.

B. SIGNIFICANT CHANGES DURING IMPLEMENTATION (IF APPLICABLE)
Revised PDOs and Outcome Targets
23. The PDO was not changed, but the outcome targets were revised after the scope of work was reduced in Rivers,
one of the Selected States (see table 1).

Revised PDO Indicators

24. The third PDO indicator, related to O&M cost recovery, was replaced with a billing efficiency indicator (see
definition in table 1).

Revised Components

25. The components remained the same, but some changes in scope occurred during implementation through project
restructuring (see table 1). Changes were made to some of the project indicators, fund allocation, and the credit
closing date. The reform and technical assistance actions for the Selected States are indicated in appendix F, and
investment outputs in the Selected States are in appendix A, part B.

Table 1 Project Restructuring Actions

No. | Date Actions (significant ones shown in Bold Italics)

1 Dec. 18, 2018 | e Removed performance grants allocated to Selected States from Component 1
(i) Reallocated the funds; released (SDR 12.9 million) from Category 3 (unallocated) to Category 2 (for Components
2 and 3)
o Replaced one of the PDO results indicator, O&M cost recovery, with billing efficiency?
e Added four Participating States, Sokoto, Kebbi, Imo, and Adamawa, under Component 2

2 May 6, 2020 = Canceled Rivers State scope of work related to key investments from Component 1
(i) Canceled part of the funds allocated to Rivers (SDR 27.03 million) from Component 1 (except for support on
preparing safeguards documents)
(i) Revised the results framework to remove Rivers State-related results
# Canceled SDR 5.0 million from Component 2
o Reallocated balance funds between disbursement categories
o Included preparatory activities under Component 3 to prepare a new WSS project

3 May 12, 2020 Extended credit closing date by six months, from June 30, 2020, to Dec. 30, 2020

4 Dec. 16, 2020 Extended credit closing date by three months, from Dec. 30, 2020, to Mar. 30, 2021

5 Mar. 25,2021 |e Canceled SDR 29.42 million from the credit: SDR 24.42 million from Category 1c Rivers, Component 1, and SDR 5.0
million from Category 2, Components 2 and 3

o Reallocated balance funds between disbursement categories

Note: a. Percentage of customers billed to the registered active customers from the customer enumeration database. Inactive customers are
those not receiving the service but registered.
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Other Changes
26. None.

Rationale for Changes and Their Implication on the Original Theory of Change

Table 2 Implications of Key Changes on the Project’s ToC

27. The rationale and implications of key changes on the project’s ToC are explained in table 2.

Rationale

No. | Change Implication

1 Removal of e To provide performance grants, the Selected States’ performance was to be e The project could not test this
performance reviewed by the MTR (see paragraph 15). By then, none of the states could meet new reform accelerating
grants the benchmark of 70 marks against the criteria because they were still struggling approach.

with the key investments rollout. Therefore, the initiative of the grants, meant to
test a new approach to incentivize the states to progress on reforms, was
removed.

o After the removal of performance grants, the funds’ reallocation to Category 2 o Implication of adding four
was to (i) support an additional four Participating States, under Component 2; and more performance grants is
(ii) build capacity of FMWR and at least two Participating States and their SWAs in explained under 3 of this table.
preparation and management of pilot PPPs through development of e Dropping PPP initiative did not
comprehensive communication strategy for buy-in by all stakeholders and affect the ToC because it was
preparing contract documentation, under Component 3. The PPP initiative did not not in the original.
progress and was dropped due to limited remaining time of the project and the
decision not to engage in new activities.

2 Replacement e The PDO indicator O&M cost recovery was replaced with billing efficiency because | e The revised indicator, though
of PDO results achieving the original indicator was considered not realistic and required tariff aligned with the PDO outcome
indicator revision by the states by almost three times from the very low tariff base, which of improving financial viability,

was not possible in the sociopolitical context. Service delivery was not restored by and made practical sense given
then, and the utilities could not gain the trust of the beneficiaries before tariffs the project context, is only a
could be raised. Tariffs were set by the state governments, which fully subsidized first step toward financial

the operating costs. Thereby, the new indicator was considerably more practical viability.

and was under SWAs’ control.

3 Addition of e The four additional Participating States were selected based on their geographic e The addition has strengthened
four more spread and the government’s strategy to bridge the gap between the north and the project’s ToC influence.
Participating south to benefit both from water supply development finances.

States
4 Cancellation of | e Among the Selected States, Rivers was advanced originally in terms of reforms. e Rivers lost the benefits of

Rivers’ scope
of work for
investments
and revision of
RF

However, it struggled to progress on procurement of the single contract package
(US$61 million) of the key investments, almost to the end of the original project
closing date (see reasons in section IV.B, paragraph 87), despite numerous
attempts by the World Bank team to advise the state and federal counterparts to
expedite. Therefore, a substantial amount allocated to Rivers (SDR 51.45 million),?
21 percent of the original credit) were proposed to be canceled because it was not
possible to complete the key investments before project closing.
Further, the source works in Rivers to be executed by the African Development
Bank (AfDB) had not yet started, without which, World Bank financing for the
distribution network did not make sense. Had the World Bank gone ahead with its
scope of financing, no water would have been available to distribute to
consumers.
e The funds were canceled in two tranches in May 2020 and March 2021, as
insufficient undisbursed balance was available in the credit (due to advances to
designated accounts).

investments and reforms
support under the project.
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| | | e The results framework was adjusted to remove targets related to Rivers. |

Note:
a.  Of the total SDR 61.45 million canceled: for Rivers (SDR 51.45 million) and federal (SDR 10 million). Of this cancellation of SDR
61.45 million, part (SDR 32.03 million) was canceled in May 2020 (see table 1), and the balance was canceled in March 2021.

Il. OUTCOME

A. RELEVANCE OF PDOs

Assessment of Relevance of PDOs and Rating
Rating: High

28. Atclosing, the project was well-aligned with the new Country Partnership Framework (CPF) (fiscal 2021 to fiscal
2025) (Report 153873-NG). This CPF has four pillars under which the World Bank Group planned to support Nigeria:
(i) strengthening the foundations of the public sector; (ii) investing in human capital; (iii) promoting jobs and economic
transformation; and (iv) enhancing resilience. The project’s support was relevant to all these four pillars, though more
strongly to the first two. Pillar 1 relevance: The institutional capacity building support provided under the project
through nudging the states to form regulatory units (Ekiti, Bauchi), transforming water boards into corporations
(Bauchi), preparing institutional reorganization road maps for Ekiti and Bauchi and the Participating States, preparing
a road map for national water supply, sanitation, and hygiene (WASH) fund by the FMWR, and establishing systems
to collect utility performance at the federal level (through International Benchmarking Network for Water and
Sanitation Utilities [IBNET]) are aligned with the first pillar, because these activities provide the foundation for
enhanced performance of the public institutions. The expected PDO outcome of financial viability (Outcome 2) is
fundamental for sustaining the services provided by the institutions, and therefore is fully aligned with this pillar.
Pillar 2 relevance: The project contributed toward Core Objective 4, “Increase Access to Basic Water and Sanitation
Services,” housed under the second pillar. Improved access to water (Outcome 1), achieved under the project, would
significantly reduce critical human capital deficits by (i) improving health and nutrition outcomes through reduced
prevalence of water-related diseases; and (ii) reducing the risk of health care—associated infections through improved
potential for better WASH. Pillar 3 relevance: The project boosted local employment. The time saved by the
community in collecting water may have indirectly helped in increasing the numbers of those gainfully employed,
though there are no data to justify this. Pillar 4 relevance: The dam safety measures have enhanced the resilience of
water resources, which can enhance climate-related disaster resilience.

29. At closing, the project was well-aligned with the national strategies, particularly the 2018 National Action Plan
(NAP) for Revitalization of the Nigeria’s WASH sector. This NAP’s goal was to meet WSS-related Sustainable
Development Goals (SDGs). The key elements include (i) better governance through reformed policy, legislative,
institutional, and regulatory measures; (ii) improve sustainability of WSS services through autonomous and functional
service providers; (iii) ensure more efficient financing and investment to meet the sector needs; and (iv) effective M&E
to inform decision-making, performance management, and achieve accountability. The PDO outcome of financial
sustainability and the key activities of M&E strengthening and national WASH fund are aligned with the NAP elements,
and the PDO outcome on access improvement is aligned with the goal of NAP.
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B. ACHIEVEMENT OF PDOs (EFFICACY)
Rating: Modest

Assessment of Achievement of Each Objective and Outcome
30. The ICR assessed each of the three PDO outcomes by analyzing the achievements of the PDO indicators (in case
of PDO indicator 3, both original and revised) and related intermediate results (IR) indicators in respective outcome
Areas. The causal relationships between the project’s activities, outputs and achieved outcomes have also been
explained. Where possible, comparison of the historic performance of SWAs of other states in the same geographic

region as the Selected States is presented.

Outcome Area 1: Increased access to improved water service in the Selected States

31. Outcome 1 is affected by the removal of the scope of work of Rivers State under the second restructuring. The
targets of PDO Indicator 1 and 2 were reduced. Therefore, the evaluation of outcome 1 is split at this stage. In the
evaluation, apart from the PDO 1 and 2 indicators, IR 1 indicator was also reconsidered because the service provision
through house connections is an important measure of water service delivery. The results achieved against the
indicators are presented in table 3.

Table 3. Outcome Area 1: Indicators’ Achievement and Outcome Ratings for Efficacy

Ind. Indicator (units) Original target Revised targets at Achieved at the % achieved
no. 2nd Restructuring end
Outcome Area 1: Access to improved water service in Selected States
Ratings: Modest. After restructuring: High
PDO 1 | People in urban areas provided with Total 920,000 500,.000a 733,0?6b 127
access to improved water sources Bauchi 420,000 420,000 576,972 113
under the project (no.) Ekiti 80,000 80,000 161,104 201
(considering total beneficiaries: Rivers 420,000 _ _ _
existing and new)
PDO 1 | Peoplein urban areas provided with Total 920,000 500,000° 274,108° 35
access to improved water sources Bauchi 420,000 420,000 201,636 20
under the project (no.) Ekiti 80,000 80,000 72.472 91
(considering only new beneficiaries as Rivers 420,000 o o o
per the Bank’s “core sector indicator”
definition)
PDO 2 | Direct project beneficiaries (no.) Total 920,000 500,000° 738,076 127
Bauchi 420,000 420,000 576,972 113
Ekiti 80,000 80,000 161,104 201
Rivers 420,000 — — —
IR1 Piped HH connections benefiting from Total 92,040 35,523° 42,357 119
rehabilitation works (no.) Bauchi 35,000 35,000 31,278 88
Ekiti 523 523 11,079 2118
Rivers 56,517 — 0 —

Source: World Bank.
Note: Ratings scale: High: exceeded/fully achieved; Substantial: almost fully achieved; Modest: partly achieved; Negligible: barely achieved.
— =not applicable.
a. During the second restructuring, in May 2020, the total target was reduced because Rivers State’s scope was removed. The respective
targets of Bauchi and Ekiti remained the same.
b. This is the result considered for efficacy assessment.
c. This is the result used only for comparison purpose (shown grayed out).
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32. PDOindicator 1: People in urban areas provided with access to improved water sources under the project. With
the rehabilitation and expansion of water systems in the project areas, people are expected to benefit from access to
improved water sources.’® The project initially had a target of 920,000 for the Selected States combined (Bauchi:
420,000; Ekiti: 80,000; Rivers: 420,000). With quick wins implemented under Component 1, it resulted in about
324,656 existing customers on the network benefiting (Bauchi: 267,256; Ekiti: 57,400; Rivers: 0) by December 2015.
This result remained almost constant until the project closed in March 2021. At project closing, the key investments
under Component 1 in the capital cities of Bauchi and Ekiti were completed, which resulted in 738,076 total customers
(Bauchi: 576,972; Ekiti: 161,104) benefiting with improved services (availability of water and supply hours),?
surpassing the target of 500,000 (after removal of Rivers’ targets) by 48 percent. The result includes existing (those
who benefited from quick wins and some additional ones) and new customers. Ekiti will add an additional 5,000 new
connections to its network through its own financing, and Bauchi has purchased material through project funds for an
additional 6,000 connections.

33. Before the project intervention, infrastructure was poor and city residents had not received services from the
SWAs for six years. They relied on informal service providers and unimproved sources at substantial costs, as reflected
in the project’s economic analysis at appraisal. The project has benefited these customers and has added new ones.

34. The ICR assessed achievements by strictly considering the Bank’s core sector indicator (CSl) definition, which
considers only new customers. The result is 274,108 (Bauchi: 201,636 and Ekiti: 72,472), 55 percent of the target of
500,000 for Bauchi and Ekiti combined (after removal of Rivers’ target). The project has benefited a substantial
number of existing customers.

35. The CSI measures the incremental benefits achieved through the Bank projects. Because the project gave
improved services to existing customers who had not received services for about six years through the SWAs, it is
equivalent to a new service. It is a benefit, as in “people provided with access to improved water sources.” Therefore,
the ICR considers both existing and new beneficiaries, numbering 738,076, as the achievement against PDO indicator
1.

36. Quality and level of service. With the key investments implemented under the project, people have received
improved services. The project implemented options such as single connection for a household, multiple households
on a single connection, and customers served through public standposts. With the water quality laboratory

18 As per the definition in the PAD (p. 26), “Improved Water Sources’ include piped household connections (house
or yard connections), public standpipe, boreholes, protected dug well, protected spring and rainwater collection.
They do not include, inter alia, water provided through tanker truck, or vendor, unprotected well, unprotected
spring, surface water (river, pond, dam, lake, stream, irrigation channel), or bottled water.” The definition is
consistent with the United Nations Children’s Fund/World Health Organization (UNICEF/WHO) Joint Monitoring
Programme.

1% Quick wins implemented under Component 1 included emergency rehabilitation works and equipment repair
and replacement (e.g., rehabilitation of conventional and packaged water treatment plants in Bauchi; Ero and Ado
water schemes in Ekiti; augmentation of the power needs through supply of transformers; and repair and
rehabilitation of sedimentation tank, pressure filter tanks, and lighting at water works.

20 Numbers reflect time of writing the ICR.
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strengthening and training?® in Bauchi and Ekiti, water quality has improved, and the laboratories are now testing
water samples regularly. Beneficiaries are willing to pay if there is a service improvement. There are, however, some
remaining issues. Water is supplied intermittently, and power supply is still erratic, which affects reliability. This issue
was faced in previous projects and is a factor in the current project at closing. During the ICR preparation, interactions
with beneficiary representatives revealed unmetered standposts in the service area. Managing water from these
public standposts (e.g., applying pro-poor tariffs, controlling losses, sharing water between households) needs to be
addressed for improved services to the poor.

37. PDO indicator 2: Direct project beneficiaries, including existing and new beneficiaries. The result, 738,076, is the
same as that of PDO indicator 1, considering total beneficiaries. The SWAs of Bauchi and Ekiti maintain customer
databases of households developed by the project. The SWAs do not maintain a separate database of women
beneficiaries. Based on the census figures,?> women beneficiaries made up 50 percent, as per the target.

38. Related IR indicator 1: Piped household connections benefiting from rehabilitation works. It assesses the
benefits through improved services (quality and quantity) to existing customers connected to the network by house
connections. Against the target of 35,523 (Bauchi: 35,000; Ekiti: 523), the project has achieved 42,357 (Bauchi: 31,278;
Ekiti: 11,079) connections benefiting by project closing, surpassing the aggregate target. The indicator definition
lacked clarity.?® The ICR measured only those existing customers connected to the network before the project start,
whether they were getting service (active customers) or not (inactive customers). Ekiti achieved very high numbers of
rehabilitated connections because of underestimation of such existing customers at project entry, which was not
corrected during implementation.

39. Regional comparisons. To get a sense of relative performance of the Bauchi and Ekiti utilities, a comparison was
made with the SWAs of the other states in Bauchi (North East) and Ekiti (South West)** based on available data
(appendix H). The available data are an aggregate of the towns and cities served by the SWAs. They are not specific to
the capital cities alone (as supported under the project), are historic information (between 2011 and 2019), and hence
do not give a sense of relative impact of the project. Yet this comparison provides a relative overall performance of
the subject SWAs during most of the project implementation period. It also throws light on their macro situation,
influenced by the overall political economy and institutional and reform environment. This situation affects the SWAs’
performance to serve the project areas (capital cities of Bauchi and Ekiti) after the project completion. The comparison
shows that Bauchi SWA was a middle-rung performer. Its service areas remained the same (at 20 LGAs), but the state
had the third largest population increase (60 percent). Water consumption was low, at 28 liters per capita per day.

21 Two new water testing laboratories were constructed and equipped in Azare and Bauchi to serve as regional
laboratories. Ekiti has strengthened its water quality laboratory at the treatment plants and procured a new water
quality monitoring van.

22 Female beneficiaries from both states are obtained from the state census figures, which indicate 49.1 percent
female beneficiaries for Bauchi and 50 percent for Ekiti; this was rounded up to 50 percent as an average by both
states.

B PAD, annex 1, p. 27. It can be variously interpreted as whether it relates to (i) existing residents of the cities, in
the service areas targeted under the project; or (ii) customers in the utility database at the project start; or (iii)
existing customers served through house connections before the rehabilitation works began.

24 Based on the data available from the Performance Assessment of State Water Agencies between 2011-19,
commissioned by the FMWR, with the help of the World Bank. Previously, the Bank had provided intensive training
to the FMWR and local institutions, through 2011 to 2015, on the global standard IBNET Toolkit for Water and
Sanitation Utilities, developed based on International Water Association publications and advice in 1998.
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Bauchi measured water production and consumption, while no other state did. Ekiti SWA’s service responsibility
remained the same (at 16 LGAs). About 25 percent of Ekiti’s customers got water from standpipes. The SWA served
fewer than 1 percent of its customers.

40. Summary. With respect to Outcome Area 1: Increased access to improved water services, the project has
exceeded the targets. Toward the end of the project, after restructuring, the achievement was High. Triangulation
with the historic performance of Bauchi and Ekiti utilities and comparison with the other SWAs in their respective
regions on certain service improvement parameters show that the project has contributed to (i) improving coverage;
and (ii) enhancing the service type through more house connections. It is likely that the improvements on nonrevenue
water reduction, supply hours, and safe water consumption may also enhance because the utilities have adopted the
new practices of utility management (see section Il.E: Institutional Strengthening).

Outcome Area 2: Improved Financial Viability of Water Utilities in the Selected States

41. Outcome 2’s achievement is affected by the replacement of PDO indicator 3 under the first restructuring. The
evaluation compared the performance against the original and revised indicators, before and after restructuring. The
evaluation considered performance against IR indicator 5. For PDO indicator 3 and IR indicator 5, an average of the
reported values from the Implementation Status and Results Report (ISR) was considered, instead of considering the
value at project closing (since the performance at a single point in time may be affected by several factors, such as
the COVID-19 pandemic; see figure 2). The results achieved against the indicators are presented in table 4.

Table 4 Outcome Area 2: Indicators’ Achievement and Outcome Ratings for Efficacy

Ind. Indicator (units) Original target Revised targets at Achieved at the % achieved
no. 15t restructuring end
Outcome Area 2: Improved financial viability of water utilities in the Selected States
Ratings: Negligible. After restructuring: Modest
PDO 3 O&M cost recovered in the Selected Total 80 4.652 3.4
(original) | States (%) Bauchi 80 5 3.8
Ekiti 80 1.96 1.5
Rivers 80 0 0
PDO 3 Billing efficiency® (%) Total s @ 85.6‘ @ 90.1
(revised) Bauchi 95 93.4 98.3
Ekiti 95 77.9 82.0
Rivers 95 0 0
IR5 Billing collection rate (%) Total 65 34.4 52.9
Bauchi 65 18.3 28.2
Ekiti 65 50.5 77.7
Rivers 65 0 0

Source: World Bank

Note: Ratings scale: High: exceeded/fully achieved; Substantial: almost fully achieved; Modest: partly achieved; Negligible: barely achieved.
a. This is the result used only for comparison (grayed out). The achievements shown are the average of reported figures.

b. During the first restructuring in December 2018, PDO indicator 3 was introduced. The achievements shown are the average of reported
figures.

c. This is the result considered for efficacy assessment.

42. PDO indicator 3 (original): Percentage of O&M cost recovered in the Selected States. This indicator assesses
financial viability and had a target of 80 percent. Many factors affected the states’ performance on this indicator (see
section 111.B), which was very low at 2.7 percent by MTR. The average performance was 4.65 percent during the project
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(before restructuring).

43. PDO indicator 3 (revised): Billing efficiency. The achievement was Substantial by project closing. The baseline for
the PDO indicator 3 (revised) was set as of 2018 (Bauchi: 73 percent, Ekiti: 76 percent, Rivers: 0 percent), with a target
of 95 percent. The performance against billing efficiency over time is shown in figure 2. The project contributed
through establishing customer
database, B&C systems, and developing
a pro-poor tariff framework in Bauchi = —
and Ekiti. Bauchi completed customer 100.0% EEE;::Q?;:C::;W —_— —
enumeration and tested an automated 20.0% /

B&C system. On the advice of the World
Bank mission in December 2017, Bauchi
issued zero bills in 2019 to customers
who could not be served. This was to
raise their trust and enhance billing
efficiency. The state recruited a
consultant in 2018 to help issue bills. Dec-17 Jun-18 Dec-18 Jun-19 Dec-19 Jun-20 Dec-20
Though these efforts resulted in e Bauchi BE Bauchi CR Ekiti BE Ekiti CR
improved  billing efficiency, the
collection performance remained low
because Bauchi wanted to raise the
collections only upon service improvement. Ekiti appointed a new head of the commercial department in its utility in
2017 and procured a new automated B&C system. This helped ramp up of B&C in subsequent years; however, in 2020
the COVID-19 pandemic impacted billing efficiency because door-to-door bill distribution was limited. The project
supported Bauchi and Ekiti in developing a pro-poor tariff framework, but the proposed tariffs were not adopted by
project closing. Rivers was struggling on this indicator. By the time of MTR in December 2017, it faced several
complaints on faulty meter readings and bill calculations, and hence stopped issuing bills. It expressed its immediate
priority to improve services, using the existing assets, before reaching out to the state government to lift the
restrictions on funds usage imposed by the governor (see paragraph 89) and review its position on no billing for water.

Figure 2: Billing and Collection improvement

60.0%

Percent

40.0%

20.0%

Source: World Bank

44. IR 5: Billing collection rate. The target remained the same as original, which was 65 percent. The performance of
the states, based on ISR data, is shown in figure 2. The collection performance of Bauchi remained low and that of
Ekiti improved during the last phases of the project.

45. Regional comparisons. Similar to PDO indicator 1, costs- and revenue-related information of the SWAs across
respective regions are compared in appendix H, table H.2, to assess the performance of SWAs of Bauchi and Ekiti. For
Bauchi, O&M costs were the second highest in the region over the last three years (at USS0.5 per cubic meter). Even
though most SWAs were recovering very low revenue to meet costs, Bauchi was somewhat better after Adamawa,
with about 30 percent to 50 percent cost recovery. However, its collection performance remained the lowest in the
region. Accounts receivable were around six years in 2019; direct subsidy was around 50 percent of the costs in 2019
(second best in the region). In Ekiti, almost no operations were taking place, 0&M costs were the second highest in
the region in 2019 (at USS3.0 per cubic meter). Due to very low production and high personnel costs, revenue was
almost nil all through, and Ekiti wrote off accounts receivable in 2014 and 2018.

46. Summary of Outcome Area 2. There were Modest achievements in the end (pulled down by collection efficiency
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indicator), even though the overall billing efficiency has improved. The primary factor was the delay in achievement
of PDO Outcome 1 until the end of the project, because the state governments were reluctant to raise the tariffs until
services improved (which happened at the end of the project). If the service achieved is sustained (risk is substantial,
see section IV.D: Risk to Development Outcome), Bauchi and Ekiti SWAs could improve financial viability through
strategic communication with the political leadership and the community, parallel to implementing institutional
improvement measures. The capacities and systems developed under the project (see section Il.E: Institutional
Strengthening) can help the SWAs take informed decisions and implement appropriate actions by convincing the
political leadership and the community on the choices the SWAs are making.

Outcome Area 3: Increased Investment Planning Capacity of the Participating States
47. Outcome 3 evaluation does not require split consideration, because the project scope increased due to adding
four Participating States under the first restructuring. The result achieved against the indicator is presented in table

5.

Table 5 Outcome Area 3: Indicator’s Achievement and Outcome Rating for Efficacy

Ind. Indicator (units) Target Revised targets at Achieved at the % achieved
no. 15t restructuring end

Outcome 3: Investment planning capacity of Participating States
Rating: High
PDO 4 Medium-term investment plans completed for 9 13° 13 100
Participating States (no.)
Source: World Bank

Note: Ratings scale: High: exceeded/fully achieved; Substantial: almost fully achieved; Modest: partly achieved; Negligible: barely achieved.
a. Target has increased for this indicator during the first restructuring in December 2018. Therefore, it doesn’t require a split evaluation before
and after restructuring.

48. PDO indicator 4: Medium-term investment plans completed for Participating States. This indicator measures
the progress in the Participating States toward initiating reforms. The reform initiative kicked off with a workshop
organized by the FMWR in January 2015 to discuss plans. A national consultant with experience in reforms, mobilized
at the Federal Project Implementation Unit (FPIU), helped coordinate with the states. With the help of a consultancy
firm, the Participating States prepared the Organizational Diagnostics and Sector Reforms Action Plan, which
contained a thorough review of aspects such as existing water service and access situation, institutional and legal
analysis, technical operations, financial and commercial issues, and organization and human resources. The Bank team
provided input. The issues were analyzed, and a way forward was prepared for sector reform and discussed. In a
separate consultancy, the medium-term investment plans were prepared with the states, complying with the PDO
indicator. However, detailed engineering of the investments was yet to be done. Therefore, being “shovel ready” (i.e.,
investments can be immediately implemented as soon as funding is agreed) may take time, as experienced under the
current project. The states were supported during other consultancies®® to prepare the groundwork for service
improvements.

49. Outcome Area 3: Strengthening investment planning capacity of Participating States. The project achieved the
revised target of 13 Participating States being ready with their medium-term investment plans, other institutional

%5 The consultancies completed for Participating States include tariff studies, customer enumeration and mapping,
B&C software, and supervision for rehabilitation works.
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reorganization plans, and reform action plans. States’ participation in shaping organizational diagnostics and
investment plans is expected to build their capacity to analyze issues on investment and reform planning. Even though
PDO indicator 4 represents an output, investment and reform road map readiness can ensure the states have acquired
funding and are “finance ready” at the end of the project, which is the other outcome expected. This outcome is rated
High.

Justification of Overall Efficacy Rating
Rating: Modest

50. The project’s overall efficacy, based on the PDO indicators and related IR indicators, is Modest (partly achieved
its objectives), based on the assessment of all the outcomes. Even though PDO Outcomes 1 and 3 have been achieved,
for PDO Outcome 2, financial viability, the project has Modest achievement through billing efficiency improvements,
and collection performance is yet to improve in Bauchi. The collected revenue has to at least meet O&M costs to
demonstrate financial viability, which has not yet occurred by the time of writing the ICR.

C. EFFICIENCY

Assessment of Efficiency and Rating
Rating: Modest

51. A detailed efficiency analysis of the project was done at the ICR stage, comparing results at the appraisal stage,
as presented in appendix D. A summary is presented here. Efficiency analysis at appraisal was done through an
economic and financial analysis (EFA) using incremental cost-benefit analysis methodologies based on the assessment
of costs (for 100 percent of project costs) and benefits with and without project scenarios. At appraisal, EFA included
financial analysis of the water utilities and fiscal analysis of the states. The efficiency analysis at ICR stage used same
methodologies, same assumption, and replicated spreadsheet models similar to those used at appraisal, though it
also includes an analysis of design and implementation efficiency. Results of the efficiency analysis at ICR stage and at
appraisal are summarized in table 6.

52. The development impact was reassessed at ICR stage, based on the project achievements, incurred costs, and
expected benefits. Thus, the economic internal rate of return (EIRR) and the benefit/cost ratios (B/C) have been
recalculated over the same time framework and with the same rate of discount as at appraisal. The project design
was sound; it included financing for infrastructure investments to improve service provision and to trigger
corporatization reforms in selected utilities. It also included financing to be allocated to these utilities based on their
performance improvements. However, project design included two serious shortcomings that affected
implementation efficiency: (i) weak enabling conditions for implementation of water sector reforms not properly
considered, and (ii) overestimation of readiness of the selected utilities to undertake “corporatization” reforms to
improve their financial viability and increase access to water supply services.

53. Investments occurred after years of delays; most investments occurred during the last two years (including the
nine-month extension). The number of beneficiaries were significantly fewer than expected almost to the end of
project implementation. These shortcomings harmed the project’s economic viability. The project EIRR estimated at
25.70 percent at appraisal was estimated at 12.09 percent at ICR, rendering the project at closing marginally
economically viable (12.09 percent is almost equal to the 12 percent discount rate). The B/C ratio at closing is just
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about 1 (benefits equal to costs) compared with 1.61 at appraisal (benefits 61 percent higher than costs).

Table 6 Summary of Economic Assessment

At appraisal At ICR
Economic Internal Rate of Return Project 25.70% 12.09%
Rivers 22.50% N/A
Bauchi 26.70% 11.96%
Ekiti 29.60% 14.93%
Performance-based 27.30% N/A
B/C ratio Project 1.61 1.00
Rivers 1.36 0.00
Bauchi 2.15 1.00
Ekiti 1.76 1.37
Performance-based 1.61 0.00
Project Costs (USS$ millions) Project 250.00 155.50
Rivers 94.36 13.40°
Bauchi 76.67 81.12 2
Ekiti 58.97 60.98 2
Performance-based 20.00 0.00

Source: World Bank
a. Includes prorata of project management cost plus cost of component 2

54. Progress in the commercialization of water utilities has been limited, which lowered efficiency. Expected tariff
increases were postponed because of delayed service improvements, rendering utilities’ revenue insufficient to cover
operation cost. Commercial procedures have improved through customer database and improved billing systems
amid limited progress on improving corporate governance. Cost recovery worsened in Ekiti and Bauchi because tariff
increases did not happen as expected and the cost coverage ratio was dismissed as the project indicator of financial
viability. SWAs cannot sustain and operate infrastructure financed by the project unless they receive predictable
recurrent and capital subsidies from the state governments.

55. Efficiency is rated Modest. The project experienced significant implementation shortcomings, especially
investment implementation delays and cancellation of more than 25 percent of project financing. Benefits of utility
corporatization did not happen as expected, and financial viability of participating water utilities have not been
achieved as planned to ensure sustainable access of water services for customers. The project economic return at ICR
was significantly lower than estimated at appraisal (about equal to the rate of discount). B/C ratios at ICR were also
significantly lower than at appraisal.
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D. JUSTIFICATION OF OVERALL OUTCOME RATING
56. The overall outcome rating for the project is assessed as Moderately Unsatisfactory, based on the combined
evaluation of relevance, efficacy, and efficiency, as shown in table 7.

Table 7. Overall Outcome Rating Assessment

I With 15t restructuring @

| With 2 restructuring @

Aspect Without restructuring

Relevance of PDO High

Efficacy of PDO achievement Modest | Modest Modest
Outcome 1 | < Modest ‘ —— > | — High . —>
Outcome 2 | «— Negligible —> < >
Outcome 3 | < >

Efficiency of PDO achievement

Respective outcome ratings Moderately Unsatisfactory Moderately Unsatisfactory Moderately Unsatisfactory
Numerical value of outcome rating 3 3 3
Disbursement during the period® (SDR, 56.10 31.45 12.58

millions)

Disbursement (%) 56 31.4 12.6

Weighted value of outcome rating 1.68 0.94 0.38

Final outcome rating

3, Moderately Unsatisfactory

Source: World Bank.
Note: Highly Satisfactory: 5, Satisfactory: 5, Moderately Satisfactory: 4, Moderately Unsatisfactory: 3, Unsatisfactory: 2, Highly Unsatisfactory:

1.
a. Total disbursed is SDR 100.13 million, including disbursements during the grace period.

E. OTHER OUTCOMES AND IMPACTS

Gender
57. The improved services are likely to contribute to gender-related benefits. The appraisal mission of the project

(January through February 2013) recognized the gender issues in the sector, including low awareness of gender issues,
perceived cultural and religious biases, gender stereotypes, low women participation in the sector, and gender
inequality. PDO indicator 2 measures the number of women benefiting from the project. While there were no targeted
efforts on gender-specific issues during project implementation, nor were assessments made on the gender-related
benefits of the project (during preparation or implementation), women are generally disproportionately responsible
for fetching and managing household water. This responsibility limits their use of spare time; it restricts women’s
ability to invest in gaining skills and education and to engage in entrepreneurial activities that may improve their
human capital. Improved water services reduce the burden on the community (including women) in time and effort
spent collecting water and getting access to safe water, thereby reducing the disease burden on households.

Institutional Strengthening
58. This section reflects on the key institutional strengthening actions supported under the project, results achieved

during project implementation, and their effectiveness. The project aimed to support reforms at federal, Selected
States, and Participating States levels, building on the lessons learned from previous projects. Appendix F presents a
detailed view of the PIR actions and technical assistance activities implemented under the project, including those
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implemented before the project by the governments.

59. Reform ambition. At the federal level, the agenda for the FMWR was to strengthen its sector funding mechanism
and build capacity to monitor the sector performance. For the Selected States, the project’s agenda on institutional
reform was to build on the groundwork prepared earlier?® to achieve utility autonomy, operational efficiency, financial
viability, and improve governance structures with tailored support based on the individual sector needs and
environment in the states (paragraph 14). Of these, the PDO reflects financial viability outcome. The Participating
States were to gain investment and reform implementation readiness through technical assistance.

60. Project’s contribution. The project design included performance grants (paragraph 15) to enhance competition
between the Selected States, which could not be used by the states. At the federal level, (i) the project helped design
a sector funding mechanism and establish a sector monitoring system; and (ii) with development partners, the project
has supported the creation of a WASH monitoring and information system. The project used the IBNET platform for
state-level data gathering. In addition to various technical assistance and measures (appendix F), the project’s support
included:

e Aspursued through Bank missions,?” emphasis by the Bank teams on the need for reforms and the basic
requirements, such as corporatization of utilities, need for performance contracts between the state
governments and corporations, and adoption of financing and tariff strategies for cost recovery

e Support in creating regulatory units in the state ministries (developing roles and responsibilities,
discussions with sector stakeholders) and providing training to staff on regulations

e Facilitation of workshops, trainings, and study tours

e Facilitation of water operator partnerships (WOPs) for Bauchi and Ekiti

e Preparation of institutional diagnostic studies?® for Selected and Participating States (completed in
2017-18) that contained institutional strengths and weaknesses (paragraph 48)

e Support to Bauchi State Urban Water and Sewerage Corporation (BSUWSC) in preparing an
implementation plan of performance improvement actions

e Training SWAs to develop and negotiate performance contracts with the state governments

e Helping BSUWSC implement communication strategy on citizen engagement

e Support on B&C system and tariff studies

61. Results at the federal level. FMWR prepared a framework for a WASH fund and an operations manual in the
second half of 2020 that generates a report called “WASH NORM” for wider sector reporting. All 36 states report their
utilities’ performance through the IBNET platform. An overview of the data for 2011 through 2020 has been prepared.

62. Results at the Selected States’ level. Bauchi enacted a law in June 2014, just after the project approval. The

26 Systainable Water and Sanitation in Africa (SUWASA) supported Bauchi to prepare the groundwork (see
appendix F). Rivers prepared groundwork on its own due to a strong managing director of the SWA. Ekiti did not
have that benefit of prior groundwork but was selected based on its reform readiness and the prospect of success
shown by an eager water commissioner. See appendix F for a summary of the Policy, Institutional and Regulatory
(PIR) actions implemented before and during the project.

27 Bank missions of January 2015, November 2015, November 2016.

28 For Participating States as well as Selected States (to identify areas of strengthening), expanding scope of
consultant under Component 2 for Participating States.
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project has not contributed to this law formulation or enactment. The law covers establishing a regulatory unit in the
State Ministry of Water Resources (SMWR), transforming the state water board into the BSUWSC. Bauchi established
a regulatory unit in the SMWR, which the project has supported (paragraph 60). However, regulation has yet to
happen. Bauchi created five strategic business units in the city service area. Bauchi entered a WOP with the National
Water and Sewerage Corporation of Uganda for capacity building and institutional support. Ekiti established the Ekiti
State Water Corporation and Ekiti State Water and Sanitation Regulatory Agency. As in Bauchi, regulation has yet to
happen. The state entered a WOP with Lusaka Water and Sewerage Company and National Water and Sanitation
Company of Zambia. In Bauchi and Ekiti, the B&C systems have been strengthened, customer enumeration was
completed, and a tariff road map was developed. Results achieved at the Participating States are explained under
PDO Outcome 3.

63. Effectiveness of the actions. The project led to aspects of institutional transformation, such as transforming SWAs
to public corporations, building capacity on their operational efficiency; strengthening federal-level monitoring; and
preparing road maps on institutional strengthening (through diagnostic studies), tariffs, and national funding (WASH
fund). There were critical constraints in other areas to meet the project ambition on institutional reform. At the
federal level, on the WASH fund, consultations with the states had not yet happened by project closing for broader
acceptance. At the Selected States, the institutions are not autonomous, and the staff are governed by civil service
rules (a constraint in earlier projects as well), except for Rivers. The institutions cannot hire and fire staff as needed
and pay performance-based incentives, except for Rivers’ utility,?® which can take autonomous decisions on staffing.
All three utilities depend on state subsidies for revenue recovery. The states have not decided about tariffs. True
autonomy, efficiency, and improved governance of institutions require continued effort.

64. There were missed opportunities to progress on deeper reforms. The project’s service improvement benefits
were achieved at closing. Without substantial service improvements during the project implementation, the project
lost an opportunity to progress on deeper level of reforms (though some groundwork was done) parallel to the
investments. With credibility regained through improved service, the required reforms would have been more
acceptable to the public, government stakeholders, and politicians. Progressing against reforms along with
investments was the main principle of this third reform project in series in Nigeria. The project missed the opportunity
to make the utilities autonomous, help raise tariffs to sustainable levels, and recover revenue, thereby gaining the
trust of the community for further reforms.

Mobilizing Private Sector Financing
65. Not applicable.

2 The word utility is used sometimes instead of SWA to focus on the ideal of an autonomous and efficiently run
institution.
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Poverty Reduction and Shared Prosperity

66. Significant disparities in WASH quality are associated with
differences in wealth level, location, and other demographic
characteristics, such as poor and nonpoor, urban and rural, or in
geographic regions of the same country. Disadvantaged groups,
including women, the indigenous, and the disabled, suffer an

Figure 3: Share of improved water service on
premise in Nigeria for Different Categories of
households

4.5%

15.7%

additional burden. To understand such inequalities, the World Bank
launched a WASH Poverty Diagnostics in 2015 across 18 countries,
which included Nigeria. Though not specific to urban areas, the
diagnostics results find that across the countries, inequality in access
to water services is mostly the result of variations in wealth and 32.7%
location. Among the five indicators®® considered in the analysis, the
inequity in having improved water on premise in Nigeria is shown in
figure 3. Poor households are disproportionately affected in improved
water access. The main binding constraints to water sector
development pertain to governance and inadequacies in finance in an
overall context of fragmentation (36 responsible states).

57.1%

= B40 = Rural HH education Others

Source: World Bank

67. The diagnostics results recommend, in part, that Nigeria must invest three times more than the levels of sector
investments in 2015, spend more efficiently, address autonomous functioning of the utilities, show long-term
commitment to governance and institutional reforms, adopt pragmatic approaches to human resources management
following selected introduction of PPPs in the sector, and adopt a multisectoral approach for water management. The
project tried to address some of these recommendations. If followed through and sustained, the improved services
and institutional practices will likely address the Bank’s twin goals of poverty reduction and shared prosperity.
However, the project did not have baseline or midcourse assessments to understand the perspectives and impact on
poor populations.

Other Unintended Outcomes and Impacts
68. Not applicable.

I1l. KEY FACTORS THAT AFFECTED IMPLEMENTATION AND OUTCOME

A. KEY FACTORS DURING PREPARATION

69. The project objective was formulated for improving water supply access, financial viability of the selected utilities,
and investment planning capacity of the Participating States. The objective to improve water access in the Selected
States was correct because the residents of the capital cities had not been getting services for about six years before
the project. Aiming at financial viability of service provision in these states was the next basic service sustainability
requirement because state subsidies affected the autonomy of the utilities (paragraph 5). Increasing investment
planning of the Participating States with technical assistance to be “finance ready” was in response to consultative

30 Indicators considered are (i) B40: household (HH) is in the bottom 40 percent of the income distribution; (ii)
rural: household is in the rural location; (iii) HH education: household head has primary level of education or less.
Others include HH head is a female and HH head is unmarried.
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group suggestions (paragraph 9) to work with the other states while working with the reforming ones. Despite having
an overarching federal policy framework and choosing the reforming states as the Selected States, the PDO did not
reflect the project’s full reform ambition (paragraph 14). The reasons are the state government’s high degree of
autonomy (paragraph 5), the diversity in the states’ political economy (paragraph 6.a), and governors’ influence
(paragraph 5).

70. The project design was simple and sound, based on the lessons learned in the sector: to support institutional
reforms and service delivery improvements (see paragraph 9). The well-structured components provided support to
the federal government, Selected States, and Participating States based on specific needs. The Nigerian government
expressed its commitment to reforms by preparing a Water Sector Roadmap and creation of Water Sector Reform
and PPP Unit in the ministry. The eagerness to deepen reforms and follow uniform approaches of support was evident
across the federal government, the Bank, and other development partners. The project states were selected based
on defined qualification criteria to respond to states’ levels of progression on reforms. The Selected States got project
support because they appeared to have better capacity and a reform orientation. Considering the varied political
economy issues in the Selected States, reform support was tailored to individual sector needs and environment
(paragraph 14). To incentivize the Selected States’ performance, initial support was based on reforms and later based
on their performance?® (through performance grants). However, the project did not have penalties or exit criteria for
slackness in performance, either on implementation or on reform progress.

71. The mechanism for monitoring results was through the PIUs, which were provided capacity building (paragraph
77). This was based on the previous project experiences, but it required assessment of the reported results by the
Bank teams during implementation. The project preparation did not stress investment readiness, because the state
selection was completed by pre-appraisal mission in February 2013, and the Bank’s Board approved the project by
April 2014. The implementation arrangements of having an FPIU and State Project Implementation Units (SPIUs) were
based on the other projects’ experience in Nigeria. But in Rivers, to reduce the complexity of having two PIUs
separately for the AfDB and the World Bank, a common PIU arrangement (to be done through a project management
consultant) was created, which turned out to be risky.

72. The risks were identified (e.g., political economy, governance, disbursement delays) based on the understanding
of the sector. However, the project design could not fully benefit from the lessons from the previous two National
Urban Water Sector Reform projects because the first project’s ICR was completed in May 2014 after the Bank’s Board
approved the project in April 2014. IEG’s project performance assessment report (PPAR) on the first project and the
second project’s ICR were completed during the current project’s implementation.

B. KEY FACTORS DURING IMPLEMENTATION
73. Several factors affected project implementation (appendix G). A summary is presented below. The reasons why
the reforms have not progressed as expected are explained in context at various places in the document. A summary
isin box 3.

31 paragraph 17, p. 6, PAD.

Page 27 of 82

Official Use



The World Bank
Third National Urban Water Sector Reform Project (P123513)

(i) Factors Subject to the Control of the Government and Implementing Entities

74. The project effectiveness was delayed by almost 10 months, which led to a slow start. Due to the lack of
investment readiness, the service delivery benefits reached the customer only at the end of the project, affecting the
project’s ability to progress on reforms. The commitment and leadership at the government and institutional level
varied during the project and changed after almost every election. This caused irregular progress on reforms and the
need for the Bank to reengage with the sector in the states with explanations to stakeholders. While there was strong
coordination at start and closing of the project from the FMWR, communication gaps with some Selected States were
observed (e.g., with Rivers), which affected implementation. Participating States were engaged on their reform and
investment plans. Lack of effective coordination during the middle four years led to cancellation of SDR 10 million
because funds could not be used before project closing. The core staff of SPIUs were drawn from the SWAs, which
helped retain the capacities built. Federal and state staffing gaps affected implementation. Legislation and
regulations were required to transform SWAs in the Selected
States to autonomous utilities and adopt tariff increments as
per the tariff road map. Though some legislation and
regulations were passed, the SWAs are not yet autonomous,
and tariffs related decisions are yet to be taken. There were | ,
some gaps in reporting of results due to lack of clarity on the

Box 3 Hurdles to Reform Progress under the Project
e Service delivery delays until the end of the project,
curtailing the leverage of having service delivery to
accompany reforms

Wavering leadership support during
implementation

definitions, baseline, and target values, which required regular
verification during project implementation.

(ii) Factors Subject to the Control of World Bank

75. Bank’s supervision efforts and Bank management
involvement were adequate, and such efforts helped regain

o Lack of clear reform road map in each state
specifying the minimum level of reforms

e Lack of conditionalities and incentives in the project
design

o Lack of clear understanding of the political economy
aspects and customized approaches by the Bank,
such as elevated dialogue, consultations with, and

the focus of political leadership on the priorities, though focus sensitization of stakeholders

was short-lived. Bank focus on political economy factors could
have been stronger to elevate the dialogue to the higher levels of government and exert influence through wider
breadth and depth of consultations with stakeholders and right level of sensitization on reforms. During project
preparation, coordination with other donors was stronger, particularly on reform aspects. During project
implementation, it was limited, constrained by efforts to progress on investment implementation. When the services
improved at the end of the project, coinciding with its closing date determined by the Bank (which it was not willing
to extend), there was no time to monitor service efficiency and sustainability and use that to pursue reforms.
Designing a large, single contract for Rivers and relying on AfDB’s implementation arrangements in the state (a
project management consultant, which faced mobilization delays) led to delays in procurement, noncompliance with
the procurement procedure by the state, and lack of flexibility to progress on part of the network implementation,
had there been smaller contracts. Ultimately, the state’s investments had to be canceled. The Bank took a long time
to make this decision (in May 2020) and took almost one year to complete cancellation (see table 1). Had this been
done earlier, particularly at the MTR in December 2017, it would have contributed to improved project performance
ratings (see table 7). The Bank did not act decisively and substantially through reducing the ambition on reforms or
revising the PDO when the key reforms (at least some basic ones as clarified by the Bank’s initial missions, see
paragraph 95) were not progressing. Lack of clear exit criteria in the project design, tied to states’ performance
(paragraph 70) has also made such decision-making sensitive. Lack of indicators on reform aspects, replacing the PDO
indicator on financial viability, and lack of baseline for some indicators (section IV.A) affected the Bank’s ability to
comprehensively monitor the project outcomes. The reporting of the issues in the aide memoires and ISRs was
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adequate, candid, and focused on emerging priorities. Not having appropriate indicators on benefits to poor
populations or women, nor assessments on these aspects during implementation, and lack of indicators on utilities’
operational efficiency and autonomy have affected the Bank’s ability to monitor project outcomes comprehensively.

(iii) Factors Outside the Control of the Government and Implementing Entities

76. The delay in AfDB project implementation and the consequent delay in that project’s investments in Rivers
contributed to the state’s scope being removed from the World Bank project, except for some training and safeguard
assessments. The elections in 2015 and 2019 led to leadership changes, affecting procedural changes, decision-
making, and support for reforms. Although dedicated supply lines were built, the power supply to the water systems
under the project was still erratic in some installations, leading to supply interruptions and increased cost of
operations. The COVID-19 pandemic in 2020 and 2021 caused implementation delays, requiring project extension.

IV.BANK PERFORMANCE, COMPLIANCE ISSUES, AND RISK TO DEVELOPMENT OUTCOMES

A. QUALITY OF MONITORING AND EVALUATION

M&E Design

77. As per the project’s M&E system design, the FPIU was responsible for gathering project-related data from the
states and reporting to the Bank, as done in previous Bank projects. The project’s RF further elaborated the data
sources, which included the SWAs, consultants, and contractors and the data collection methodology and
responsibilities, including the definitions of the project indicators. At the state level, SPIUs were responsible for M&E
of project activities to monitor progress toward achievement of objectives, the RF, and overall sector and utility
performance. Biannual reports were to be submitted to the Bank to monitor project progress and identify and respond
in a timely manner to any problems. The FPIU and SPIUs were to have M&E specialists. The project design included
provision of technical assistance and capacity building to strengthen the federal and state capacity for data collection
and M&E. The capacity building was to promote and advocate the use of monitoring tools to track the impact of sector
interventions on poor, vulnerable populations and impacts by gender, including strengthening the FMWR sector M&E
and its Gender Unit.3? The resettlement policy framework for the project contained a grievance redress mechanism.?

78. Based on the previous governance and capacity building projects in the country, the M&E frameworks were
intended to be simpler to adapt to local conditions, due to lack of capacity. Therefore, the project’s intent was to focus
on measuring performance results as a proxy measurement of effectiveness of reform.>* The project’s implied ToC had
clear linkages between the activities, outputs, intermediate outcomes, and the PDOs. However, the RF lacked effective
indictors to measure progress against reforms, such as utility autonomy,® operational efficiency, and service
accountability (beyond financial viability)—the key intervention the Bank intended under this third project. As
indicated in section II.B, for some of the indicators, the definitions were not clear, leading to results being reported
inconsistently. Therefore, the targets for PDO indicators 1 and 2 were the same, which reduced the project’s ability

32 PAD, page 39, paragraph 29.

33 PAD, page 20, paragraph 66. The key principles in the grievance redress mechanism are preference for
settlement first; if not possible, resolve it subject to eligibility of claims.

34 PAD, page 13, paragraph 38.

35 Though there is an indicator on the number of utilities that the project is supporting, it doesn’t measure
autonomy.
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to track the benefits to existing and new customers separately. The M&E design should have defined clear targets and
methodologies on how to establish the beneficiaries to be tracked during implementation and at closing.

M&E Implementation

79. The Selected States had a dedicated M&E officer, as part of the SPIU, responsible for monitoring aspects of the
project, including the RF. For Bauchi and Ekiti, this officer was a staff of the utilities seconded to the SPIU. The M&E
officers benefitted from annual trainings offered as part of staff development of SPIU officers. The M&E officer
collected the data and shared with FPIU for compilation. For the Participating States, the FPIU M&E officer monitored
and reported on progress relating to interventions for the states as per the RF. The RF and the target indicators were
updated quarterly and shared with the Bank task team. During missions, the task team directly collated and queried
updates from the SPIU M&E system because the information had to be cleaned up and adjusted by the Bank team
based on the clarifications from the PIUs. On some indicators (e.g., total beneficiaries, rehabilitated house
connections), the achievements were higher than the targets because the baseline assessments were incorrect. The
distinction between PDO indicators 1 and 2 was not corrected during implementation so both indicators have the
same results. Additional work in the early stage of project design or implementation could have established baselines
and targets properly, which was one of the recommendations of the Country Management Unit (CMU).3¢ There were
gaps in timely assessment of benefits: only in the last ISR of the project (ISR 14) were the final beneficiaries and
rehabilitated house connections updated.

80. The PDO indicator billing efficiency replaced percentage of O&M cost recovered during implementation for
practical reasons. This revised indicator provides partial insights into the expected financial viability outcome.
Achieving financial viability requires a sequence of actions from service delivery to bill issuance to revenue recovery
(through tariffs and transparent and efficient subsidies). With the revision of the indicator, the system could track only
part of the aspects of financial viability.

M&E Utilization

81. Eventhough the issues related to definitions and baseline were not fixed, the Bank used verified information from
the states to update the Bank’s ISRs to inform the Bank management and identify issues and agreed actions. Generally,
the information provided clarity on the status and issues of the project. The ICR preparation process, however,
required efforts to clarify the final results achieved.

Justification of Overall Rating of Quality of M&E

Rating: Modest
82. Overall, shortcomings in the M&E system’s design, implementation, and utilization result in a Modest rating.

B. ENVIRONMENTAL, SOCIAL, AND FIDUCIARY COMPLIANCE

Environmental and Social

83. The project is under Category B, implying that the potential environmental and social impacts are expected to be
minor, site-specific, and manageable. The project triggered four World Bank safeguard policies: Environmental
Assessment (OP/BP 4.01), Involuntary Resettlement (OP/BP 4.12), Safety of Dams (OP/BP 4.37), and Projects on
International Waterways (OP/BP 7.50).

36 Comments of the country director in May 2015 ISR.

Page 30 of 82

Official Use



The World Bank
Third National Urban Water Sector Reform Project (P123513)

84. For Bauchi to comply with OP 7.50, the Borrower notified Lake Chad Basin Authority in May 2013 of water
withdrawal from Gubi Dam. The dam is on the Gubi River, which has a a tributary that drains into Lake Chad. For Ekiti,
the project supported improving water treatment plants, which draw water from Ureje Dam and Ero Dam on the
rivers with the same name, respectively. Both rivers are tributaries of the Niger River, an international waterway. An
exception to apply OP 7.50 was obtained because (i) the projects financed only rehabilitation works of an existing
scheme; (ii) the dams already exist; and (iii) Ureje and Ero rivers run exclusively in Nigeria, which is in the lowest
downstream riparian of the Niger River in line with the exception under paragraph 7 (c) of OP 7.50. In Rivers, the
project supported rehabilitating a water treatment plant, whose water came from an aquifer linked to the Niger River.
Since only marginal additional water withdrawals were expected, an exception was obtained under paragraph 7 (a) of
OP 7.50. For OP 4.37, consultants identified short-, medium-, and long-term maintenance actions to enhance dam
safety. The embankment was protected, and the slope and roads were prepared to allow for easy access for
maintenance. Implementing such measures was made a legal covenant, which was complied with after delay.

85. With respect to OP 4.01 and OP 4.12, for Bauchi and Ekiti, an environmental and social management framework
and resettlement policy framework were prepared (because the investments were not ready) to explain how the
environmental and social issues were to be addressed after project sites were identified. For Rivers, which had
investment locations at project start, an Environmental and Social Impact Assessment (ESIA), including a resettlement
action plan, were prepared. All the safeguards instruments were disclosed in country and in the Bank’s Infoshop.

86. The project had a Moderate risk rating for implementing and enforcing environmental and social safeguards. This
risk was planned to be mitigated by hiring and training dedicated environmental and social staff and providing
backstopping support from FMWR, which had experience with Bank projects. There were no major compliance issues,
except for a major incident in 2016, when four of a contractor’s staff drowned in Egbe Dam in Ekiti, due to human
negligence (not following operational health and safety guidelines). Following this incident, contractors were
cautioned to follow the guidelines. Other issues included (i) limited progress in implementation of environmental
safeguards’ due diligence; (ii) FMWR’s disclosure of ESIA at the Ministry of Environment without clearance from Bank
for Gubi Dam in Bauchi (subsequently revised based on Bank suggestions and redisclosed prior to commencement of
works); (iii) Ekiti not having social safeguards staff for a long duration; (iv) retrenchment of entire SPIU staff once
during implementation, which left capacity gaps; and (v) low response of project affected persons (PAPs) to come
forward and be compensated in Bauchi and Ekiti. Resolution on the implementing agency and contractor side include
training of SPIU staff, filling vacant positions, contractors’ staff signing gender-based violence code of conduct,
preparation of contractors’ environmental and social management plan, Bauchi and Ekiti getting all contractors to
sign code of conduct, completing an environmental and social audit, more intense efforts to reach out to PAPs, and
opening escrow account by Ekiti to pay to PAPs after project completion. Bank supported implementation and
ensured compliances.

Procurement

87. Procurement was done by the FMWR, through its FPIU, for Components 2 and 3, and by the SPIUs for Component
1. FMWR had experience with Bank procurement, but Bauchi and Ekiti did not. As stated in section Ill.A, due to lack
of investment readiness, the project faced procurement delays. The SPIUs reported some Bank delays, which were
resolved through better coordination. Contracts began (Bauchi, ten; Ekiti, six) in the second half of 2018, almost after
four and half years after project approval. The states faced no major procedural compliance issues, except that
internal approval processes, even after Bank’s clearances, caused delays. Post procurement reviews revealed gaps
such as incomplete file documentation in Bank’s STEP system, nonpublication of contract awards, improper record
keeping, and payment in currencies other than mentioned in the bid documents and proposals. These were addressed
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in the later years of implementation. For Rivers, even though the designs were ready, procurement could start only
after project management committee (PMC) mobilization and works were packaged into a single package of USS$S61
million. Even this package faced procurement issues, because Rivers wanted to award a nonqualified bidder even after
about 10 months of correspondence. Without clearing the package, the Bank canceled the allocated funds.
Discussions between the ICR author and contractors revealed that some of the contracts in the Nigerian naira were
affected post-COVID-19 due to exchange rate fluctuations that went beyond the assumptions built-in by the
contractors. The contractors recommended to have such contracts with overseas supplies in US dollars. Other
suggestions during the contractors’ interaction were to (i) have regular facilitation meetings by the Bank and SPIUs to
bring together consultants, contractors, and government officials to address implementation issues; (ii) review
consultant drawings and designs to fix gaps in assessments,?” designs, and working drawings; and (iii) have a working
committee at the government level facilitate utility shifting (e.g., power, telecom). The contractors acknowledged the
support provided by the Bank team and the SPIUs, especially during the COVID-19 period.

Financial Management

88. Federal finance units for Components 2 and 3 and state PIUs for Component 1 were responsible for financial
management (FM). The project’s FM risk was assessed as Moderate at project preparation, to be mitigated by using
computerized FM system (a legal covenant), an independent and effective internal audit (another legal covenant),
and a skilled FM staff. The states complied with the covenants after delay. But Rivers maintained a manual FM system.
In addition, the FPIU was to submit consolidated annual work plans and budgets, which was complied with. There
were disbursement conditions, such as Selected States entering into subsidiary agreement with the Recipient and
establishing SPIUs. The FMWR and Bauchi were authorized to withdraw funds as of February 2015 after the project’s
effectiveness. Ekiti did not meet conditions until November 2015, and only then could it withdraw funds. Rivers had
additional conditions, including effectiveness of the parallel loan by AfDB and the recruitment and mobilization of the
PMC. The state met these conditions by June 2016, almost two years after project approval. Subsidiary credit
agreements signed between the federal and state governments clarified their mutual obligations. These measures
effectively mitigated the FM risks. Flow of funds between the federal and state governments was smooth for most of
the project period. The states contributed 10 percent as counterpart co-financing, which was either directly
transferred to FPIU or deducted at source (in budgetary transfers from the federal level).

89. The project faced minor FM issues. There were delays in preparing and submitting interim financial reports (using
accounting software) most of the time, but the quality was acceptable to the Bank. The Rivers governor imposed
restrictions on funds usage for a certain period, which affected project implementation. After early delays, external
and internal audits were conducted regularly, with quality acceptable to the Bank. The other issues during
implementation included unretired advances, inadequate documentation for incurred expenditures, and some
expenditures being made prior to receiving a no-objection from the World Bank, which were addressed by the PIUs
with Bank support. During the contractors’ meeting with the ICR author, the former reported that the payments to
them were generally smooth and timely manner.

. BANK PERFORMANCE

Quality at Entry
90. The project was relevant to the country and Bank priorities at preparation and closing. With technical aspects,

37 In Bauchi, the contract sum for a 7,000 cubic meter reservoir has doubled due to improper assessments of rock
blasting requirement at design stage. The quantity of rock blasting has greatly increased during implementation.
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improving only part of the water systems was technically inadequate from service sustainability angle. However, the
choice was constrained by the states’ financial capacity to bear Bank credit. Rivers chose only part of the distribution
network improvement, relying on AfDB to improve production and transmission facilities, which turned out to be
risky. However, not ensuring investment readiness of the Selected States at project approval was another risk that
affected the reform progress. On the financial aspects, making the states accountable with 10 percent counterpart
fund contribution was a sound decision, as was having O&M cost recovery as a PDO indicator. Economically, the
project made sense, with a potential to generate benefits 60 percent higher than costs, and an EIRR of 26 percent.
The project intended to track gender-related benefits with a PDO sub indicator. Given Nigeria’s gender inequality (see
paragraph 66) and that FMWR has a Gender and Human Rights Unit, the project could have had strong gender
mainstreaming in the project design.3® For poverty-related aspects, the project intended to support the states in
designing pro-poor tariffs. The project design included relevant capacity building measures to track related impacts
on poor, vulnerable populations and gender, though such tracking did not happen during project implementation. On
the environmental and social systems, and Fiduciary aspects, the project was designed with suitable policy
application, compliance procedures, and risk mitigation measures, as stated in section IV B. Stakeholder engagement
during the preparation stage included consultations with the Selected and Participating States, development partners,
civil society, and beneficiaries.

91. For project implementation structures, PIUs at the federal and state levels made practical sense. But during
implementation, PIUs struggled to maintain staff positions. As explained (paragraph 75), Rivers’ implementation
arrangements were risky.

92. On implementation readiness of investments, project preparation efforts focused on getting the procurement
plan ready for the first 18 months instead of getting the actual investment detailed designs and bids ready to be
awarded, which would have facilitated faster implementation. The lack investment readiness and the parallel
financing with AfDB for Rivers’ investments affected implementation outcomes.

93. On implementation readiness of institutional reform aspects, the decision to form autonomous utilities in the
project might have benefited by a deeper understanding of the political economy issues. This would have unraveled
the indiscrete relations between the federal and Selected State governments, and the latter to their SWAs, to tailor
expected outcomes to what is feasible. This would have helped clarify in project documents the minimum level of
reforms required (which may be selective in each state, subject to anticipated risks), tied with conditionalities, which
were lacking in the project design. The project design had two serious shortcomings (paragraph 52) that affected
implementation outcomes: (i) not properly assessing the weak enabling conditions for reforms; and (ii) overestimation
of readiness of participating water utilities for reforms. The approach to get the Participating States ready for reforms
and investments implementation through Component 2 is appropriate, but the efforts to supervise these states while
they prepare their reform and investment road map were underestimated.

94. On M&E system design’s adequacy, refer to section IV A. Though the risks were identified well based on the
available knowledge and experience, the proposed mitigation measures were not adequate and were only partially
effective. For example, in Rivers, even though risk mitigation measures to address the risk of delayed mobilization of
the PMC were agreed, decisive action by the Bank and government was taken only toward the end of the project.
Other key risks, their mitigation measures proposed during the project design, and the results during implementation
are explained in table G.4, appendix G. The Bank provided adequate inputs to the Borrower and the implementing

38 Gender-related actions could include specifying positions of women in leadership positions.
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agencies to respond to client demands; identify strategies to introduce, deepen, and incentivize reforms; provide
investment support; and mobilize other development partners on a common reform agenda.

Quality of Supervision

95. Bank teams were proactive in identifying issues and finding resolutions. The missions were conducted
semiannually and generally included relevant team members with different skills. There were four task team leaders
from preparation to completion, which, in the opinion of the Borrower, led to the challenge of managing with different
leadership approaches.® All through the implementation support missions, the focus was on kickstarting and
advancing implementation of investments and progressing on reforms in the Selected States. During the initial
missions, the Bank team clarified the minimum level of reforms needed (paragraph 60). Later, the need to get
investments implemented took much of team’s focus, reducing that on reforms. The Bank management provided
relevant, timely advice to the team; however, the Bank was only moderately effective in managing political economy
aspects and taking decisive, timely steps when Rivers was not progressing (see section Il B, (iii)). Replacing the strong
PDO indicator O&M cost recovery on financial viability outcome with the weak indicator billing efficiency could have
been accompanied by a deeper scope reduction and course correction and a more pragmatic PDO revision at the MTR
in December 2017.

96. On managing fiduciary and safeguards, the Bank ensured compliances. On reporting of results, the lack of
appropriate baseline information for some indicators (paragraph 79) and various interpretations of them by the Bank
and the PIUs led to variances. The benefits of the Component 1 investments could be captured only in the last ISR,
which is a constraint to understand the gradual progression of the outcome of Component 1’s key investments.
However, reporting candor has been satisfactory. For transition to regular operation of supported activities after the
credit closing, the project’s training and capacity building is expected to help. However, there is risk to development
outcome on institutional and financial viability aspects (the latter being a PDO outcome), as explained in subsection
D.

Justification of Overall Rating of Bank Performance
Rating: Moderately Unsatisfactory

97. Based on the knowledge and experience at project preparation, the Bank adopted an appropriate approach to
design this third Urban Water Sector Reforms project to advance reforms. The project design was weak in its lack of
investment readiness, lack of clarity on the reform road map to be pursued in each state, uneven balance of incentives
and penalties, improper baseline information on some indicators, and less than adequate risk mitigation measures on
some of the risks. Because the key investments for the Selected States were not ready to implement during project
implementation, that took most of the Bank team’s focus, scuttling any leverage on advancing the reform agenda.
The key project investments yielded benefits toward the end of the project, and there was less than expected progress
on the reform agenda. However, the Participating States are now finance ready to roll out investments and reforms.
At the federal level, a framework for WASH fund was developed, and a sector monitoring system was established.

. RISK TO DEVELOPMENT OUTCOME

98. At the end of the project, the risk to development outcome is Substantial. The factors are explained in table 8.

39 Written comments provided by the Borrower to the queries raised by the ICR author.
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Table 8 Factors Affecting the Risk to Development Outcome

Factor Status at completion of the project
Institutional Accountability of the SWAs has to further improve through some degree of autonomy for their functioning
accountability and provision of efficient and quality services to the beneficiaries, while being accountable to the state

governments. Though there was progress during the project, it is unclear how the state governments will
take it forward.

Regulation The regulatory units for Bauchi and Ekiti were established during the project implementation, and that for
Rivers was established before the project. They are still subordinate to the state governments but are
getting prepared to regulate (tasked with policy preparation, they got some authority and experience). Their
effective functioning has yet to be proven.

Financial viability The financial viability outcomes have not been achieved. Even though billing efficiency has improved, the
collection performance is yet to be improved to at least ensure that the revenue generated meets the O&M
costs of the utilities. Further, this outcome is linked to institutional aspects because the institutions have to
ensure that costs are apportioned to their service areas (e.g., for the capital cities to which they served
under the project separated from the other LGAs to which they serve) and cross-subsidies if any (either from
one service area to the other one, or from the state governments). The subsidies must be predictable,
reliable, and efficient.

The SWAs provided domestic water meters on the new connections, but most existing connections are
unmetered. Lack of meters on all connections may affect revenue recovery and fair cost sharing.

Sector financing from the The framework for the WASH fund was created only at the project’s completion; its ownership by the federal
federal level / other and state governments is doubtful because consultations with the states are needed.

development partners Though other development partners agreed to a common agenda and strategy for reform support, there is
no formal commitment that they follow this agenda.

V. LESSONS AND RECOMMENDATIONS

99. The current project, which wanted to test a new approach to introduce and deepen urban water sector reforms
in Nigeria, has produced important lessons for future operations, listed below.

100. A better readiness at implementation, leading to early service improvements, would have created a better
enabling environment for reforms. Were investments ready at implementation, there could have been a balanced
focus by all partners on investments and reforms. The service delivery benefits would have been achieved much
earlier. That would have prepared the ground for productive dialogue with the governments (incumbent and new
ones after elections) on the policy, institutional, and regulatory aspects. The governments could have taken necessary
actions, buoyed by the enabling environment created by such benefits reaching the community.

101.  Sector reforms must be supported through a better understanding of the political economy and governance
context of the client governments and efforts to sensitize stakeholders. \While the project considered the importance
of political economy and governance aspects, and proposed some mitigation measures, their effectiveness and the
Bank’s intensity and the involvement to handle such aspects during implementation were lacking. Special efforts,
including the Bank management’s active guidance to the team on the political economy, would have helped deepen
the understanding of the evolving dynamics and address them effectively to achieve intended outcomes. While strong
leadership (political and administrative) during preparation and implementation has shown that reform momentum
may be achieved, entirely relying on fleeting leadership could be risky because it may change after elections or
administrative reshuffling. Therefore, support for reforms is needed from various fronts, as in the perspective of
political leadership, which states that “tariffs can be raised only upon services are delivered,” and the community,
which was “willing to pay for the services” (from discussions with community representatives during the ICR
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preparation). This requires a wider breadth and depth of consultation with and sensitization of stakeholders on
reforms.

102.  Basic level of reforms required to sustain the outcome needs to be clarified and tied to entry and exit
conditions. Given the historic underperformance of the water sector in Nigeria and the huge investment needs,
reforming states need support through investment funds, technical assistance, and capacity building, which the
project tried to do. The project missed clarifying the basic level of reforms required during the project lifetime, and
connecting that with funding and technical assistance through the project. A clear signal would have helped the
governments take appropriate actions and the Bank elevate the dialogue to influence such actions or take decisive
steps if the actions do not happen. In the current project, states moved at different paces based on their context,
which changed with every government.

103.  Significant institutional changes and deeper level of reforms require long-term programmatic engagement,
going beyond a single project’s term, with the right lending instrument. The project promised significant reforms
such as utility autonomy, efficiency, and improve governance (see paragraph 14) and improvement in regulation.
While efficiency improvements can be achieved rather quickly, which can lead to governance improvements to some
extent, achieving the others requires the institutions to deliver services first, build credibility, and follow an iterative
process (for regulation, especially) based on the local context and feasibility. These outcomes require a long-term
programmatic engagement with the federal and state governments, sustained partnerships with stakeholders (civil
society, development partners, government officials), strategic communication, and agility to build on evolving
opportunities. Therefore, while planning a long-term vision for the institutions and reforms, short-term, feasible
actions (as per the previous lesson) have to be clearly identified. A related lesson is that the traditional investment
project finance may not be the right instrument for such a long-term engagement. A programmatic approach through
a development policy lending or Program-for-Results financing would have been a better choice, which allows states
to graduate based on performance and creates an incentive through a longer time frame.

104.  Project interventions have to be appropriately structured to match the states’ capacity to implement,
backed by clear decision-making to fix course correction. Rivers’ investment was canceled for lack of progress. Having
known the risks of parallel financing, the Bank could have approved only multiple smaller contracts to spread risks,
comprehensively covering the key installations (water source, transmission, and a part of distribution system). There
could have been workable implementation arrangements without relying on AfDB’s PMC to mobilize. This experience
throws light on the need to balance complexity of project design with capacity of the implementing agencies. When
it comes to implementation, when things were not progressing as expected, the Bank could have canceled Rivers’
scope of work (32 percent of the credit) much earlier, which could have helped in improved supervision focus and
project ratings. To address the sensitivity of such decision exit criteria should have been clearly defined at the start of
the project linked to slow implementation.
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APPENDIX A. RESULTS FRAMEWORK AND KEY OUTPUTS

A. RESULTS INDICATORS

A.1 PDO Indicators

Objective/Outcome: Increase access to improved water supply service in Selected States of Nigeria

Indicator Name Unit of Measure Baseline
Number of people in urban Number 0.00
areas provided with access to
Improved Water Sources 18-Apr-2014
under the project
Bauchi Number 0.00
18-Apr-2014
Ekiti Number 0.00
18-Apr-2014

Comments (achievements against targets):
The achievement was 48 percent above the target.

Original Target

920000.00

30-Jun-2020

420000.00

30-Jun-2020

80000.00

30-Jun-2020

Formally Revised
Target

500,000.00

31-Mar-2021

738,076.00

31-Aug-2021

576,972.00

31-Aug-2021

161,104.00

31-Aug-2021

Actual Achieved at
Completion
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The original target includes those of the Rivers state, to be achieved by the original closing date. Once the scope of the Rivers state was deleted from the
project, the related targets were removed from the Results Framework, and the targets of Bauchi and Ekiti states were retained the same.

The achievement includes both existing and new beneficiaries as explained in the ICR. See the breakup in the comments section of the PDO Indicator 2.

The beneficiaries were estimated based on the number of persons per household (12 in Bauchi, 8 in Ekiti) multiplied by the total connections given till

August 2021 (Bauchi:48,081; Ekiti:20,138), financed by the project funds.

In Bauchi, the number of persons per household was determined based on a survey conducted in 2021 and as was presented at the start of the project, and
also based on the WASH Sector Overview Report by the USAID funded Sustainable Water Supply and Sanitation in Africa (SUWASSA) and a survey

conducted by SWA in 2021.

In Ekiti, the number of persons per household was determined based on a survey conducted by SWA in 2021.

Indicator Name Unit of Measure Baseline
Direct project beneficiaries Number 0.00
18-Apr-2014
Bauchi Number 0.00
18-Apr-2014
Ekiti Number 0.00

Original Target

920000.00
30-Jun-2020
420000.00

30-Jun-2020

80000.00

Formally Revised
Target

500,000.00

31-Mar-2021

Actual Achieved at
Completion

738,076.00
31-Aug-2021
576,972.00

31-Aug-2021

161,104.00
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18-Apr-2014 30-Jun-2020 31-Aug-2021

Female beneficiaries Percentage 0.00 50.00 50.00

Comments (achievements against targets):
The achievement was 127 percent of the target.

Direct project beneficiaries include both the existing customers of the SWAs benefiting from the improvement in services, with the break-up as shown in
the table below.

Break up of Direct Project Beneficiaries

State Existing Beneficiaries |New Beneficiaries Total

Bauchi 375,336 201,636 576,972
Ekiti 88,632 72,472 161,104
Total 463,968 274,108 738,076

Female beneficiaries from both states are obtained from the state census figures which indicate 49.1% female for Bauchi and 50% for Ekiti, this was
rounded up to 50% as an average by both states.

Objective/Outcome: Improve the financial viability of existing water utilities in the Selected States

Formally Revised i
Indicator Name Unit of Measure Baseline Original Target Y Actual A‘_:h'e"ed at
Target Completion
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Billing Efficiency Percentage
Bauchi Percentage
Ekiti Percentage

Comments (achievements against targets):

This is the indicator that replaced the original indicator 'O&M Cost recovery'.
The aggregate achievement at the project completion stage was considered as an average of Bauchi and Ekiti's performance.
The baseline value was when the revised indicator was introduced.

The final result was as provided by the SWAs at the project closing period.

74.00

18-Dec-2018

73.00

18-Dec-2018

76.00

18-Dec-2018

95.00

30-Jun-2020

95.00

30-Jun-2020

95.00

30-Jun-2020

Objective/Outcome: Increase the investment planning capacity of Participating States

Indicator Name

Medium-term sector Number
investment plans completed

Unit of Measure Baseline

0.00

01-Mar-2014

Original Target

9.00

30-Jun-2020

Formally Revised
Target

13.00

30-Jun-2020

30-Mar-2021

30-Mar-2021

30-Mar-2021

Actual Achieved at
Completion

31-Mar-2021
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for participating States

Comments (achievements against targets):

Targets were revised in December 2018, when four more Participating States were added under Component 2.

The plans were developed by a consultant working with the states. The states provided information, participated in consultations, reviewed the proposals
and validated the final plans. The validation workshops held in January 2015 were for a full day and had key stakeholders in the state beyond the SWAs

A.2 Intermediate Results Indicators

Component: 1. Sector Reforms and Water Supply Investments

Formally Revised A | Achi
Indicator Name Unit of Measure Baseline Original Target Y ctua c leved at
Target Completion
Piped household water Number 0.00 35523.00 42,357.00
connections that are
rehabilitation works
undertaken by the project
Bauchi Number 0.00 35000.00 31,278.00
18-Apr-2014 30-Jun-2020 31-Mar-2021
Ekiti Number 0.00 523.00 11,079.00
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18-Apr-2014 30-Jun-2020 31-Mar-2021

Comments (achievements against targets):

The achievement was 119 percent of the target as an aggregate. Bauchi's performance was 88 percent of the target, Ekiti's performance was 2118% of the
target (due to some error in baseline, see explanation below).

This indicator measures those connections that benefited from rehabilitation works under the project. The states direly needed rehabilitation of their
infrastructure. Such works were undertaken under the project so that the existing customers connected to the existing distribution system that was
rehabilitated, see the quantity and/or quality of their water supply services improved. The ICR used the interpretation to measure only those existing

customers, who were connected to the network before the project start, whether they were getting service (called active customers) or not getting service
(called inactive customers).

There are other customers too who benefited from the expansion of the distribution network in their areas, with new connections, but their network
getting water from the bulk infrastructure rehabilitated under the project. Such connections were not counted under this indicator.

In Bauchi, information was obtained from the existing customer database that shows a total of 31,278 connections without service prior to the project. The
connections benefited from increased availability of supply both quantity and quality of water.

In Ekiti also, information was obtained from the existing customer database that shows a total of 11,079 customers were existing on the network served by

Ureje & Ero dams rehabilitated under the project area. Ekiti achieved very high numbers of rehabilitated connections because of under estimation of such
existing customers at project entry.

Formally Revised A | Achi
Indicator Name Unit of Measure Baseline Original Target Y ctua c L lEL
Target Completion
Length of water pipes Kilometers 0.00 370.00 495.00
rehabilitated and expanded
18-Apr-2014 30-Jun-2020 31-Mar-2021
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Bauchi Kilometers 0.00
18-Apr-2014

Ekiti Kilometers 0.00
18-Apr-2014

Comments (achievements against targets):
The achievement was 134 percent of the target.

170.00

30-Jun-2020

200.00

30-Jun-2020

218.00

31-Mar-2021

277.00

31-Mar-2021

The definition of the indicator is the length of pipes of all diameters being laid out to replace existing pipes or to provide new connections.

Indicator Name Unit of Measure Baseline

Customer enumeration Yes/No No
completed and database
Bauchi Yes/No No
30-Apr-2014
Ekiti Yes/No No
30-Apr-2014

. . Formally Revised
Original Target

Target
Y

30-Jun-2020

Y

30-Jun-2020

Y

30-Jun-2020

Actual Achieved at
Completion

Yes

31-Mar-2021

Yes

31-Mar-2021

Yes

31-Mar-2021
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Comments (achievements against targets):
Customer enumeration and database was completed, which will be updated as and when new customers are added.

Formally Revised i
Indicator Name Unit of Measure Baseline Original Target i Al AFhleved at
Target Completion
Tariff Studies with pro-poor Yes/No No Y Yes
policies completed
30-Apr-2014 30-Jun-2020 31-Mar-2021
Bauchi Yes/No No Y Yes
18-Apr-2014 30-Jun-2020 31-Mar-2021
Ekiti Yes/No No Y Yes
30-Apr-2014 30-Jun-2020 31-Mar-2021

Comments (achievements against targets):

In both Bauchi and Ekiti, Tariff studies were completed with due regard to pro-poor aspects. The State Governments have to take a decision on tariffs,
based on the recommendations made in the tariff study reports.

Formally Revised Actual Achieved at
Indicator Name Unit of Measure Baseline Original Target Y .
Target Completion
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Billing collection rate Percentage 0.00 65.00 43.40
18-Apr-2014 30-Jun-2020 31-Mar-2021

Bauchi Percentage 13.00 65.00 18.00
18-Apr-2014 30-Jun-2020 31-Mar-2021

Ekiti Percentage 15.00 65.00 68.70
18-Apr-2014 30-Jun-2020 31-Mar-2021

Comments (achievements against targets):

The actual completion value shown here is the average of the performance of the two states Bauchi and Ekiti at the end of the project. Bauchi has low
performance. It wants to improve its service first and then enhance the collection efficiency.

Component: 2. Water Sector Governance, Institutional Strengthening and Human Capital Development

Formally Revised i
Indicator Name Unit of Measure Baseline Original Target g Actual A.chleved at
Target Completion
Number of water utilities Number 0.00 12.00 15.00

that the project is supporting
30-Apr-2014 30-Jun-2020 31-Mar-2021

Comments (achievements against targets):
The original target was 3 Selected States' utilities and 9 Participating States' utilities.
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The revised target includes 2 Selected States' utilities (Bauchi and Ekiti) and 13 Participating states utilities (9 original + 4 additional).

Component: 3. Sector wide Improvement and Project Management at the Federal Level

. . . Formally Revised
Indicator Name Unit of Measure Baseline

A | Achi
Original Target ctual Achieved at

Target Completion
Sector Performance Yes/No No Y Yes
monitoring and
FMWR established and
operational

Comments (achievements against targets):

At the Federal level, together with development partners, the project has supported the creation of a WASH MIS that generates a report called WASH

NORM for wider sector reporting. The IBNET platform was utilized with support from the project, where all 36 states report their utilities” performance. An
overview of the data has been prepared from 2011-2020

. . . Formally Revised
Indicator Name Unit of Measure Baseline

O EnaIareeT Actual Achieved at

Target Completion
National Water Sector Yes/No No Y Yes
Financing Policy and
Mechanism in place 18-Apr-2014 30-Jun-2020 31-Mar-2021
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Comments (achievements against targets):
At the Federal level, the draft framework for WASH fund and an Operations Manual for it was prepared in the second half of 2020. Consultations with the
states need to happen for broader acceptance.
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B. KEY OUTPUTS BY COMPONENT

Objective/Outcome 1: To increase access to improved water supply service in Selected States of Nigeria

1. Number of people in urban areas provided with access to improved water sources under
Outcome indicators the project = 173,044 beneficiaries
2. Direct project beneficiaries = 637,012 beneficiaries; percentage of whom are female = 50%

1. Piped household water connections benefiting from rehabilitation works undertaken by

Intermediate results indicators the project = 42,357 connections
2. Length of water pipes rehabilitated and expanded = 495 km

1. Ero, Ureje, and Bauchi dams rehabilitated

2. Rehabilitation of water treatment plants = in Ekiti: Ureje, 1,0000 m3/day; in Ero, 10,5000
m3/day; in Bauchi, 55,000 m3/day

4. Construction of water reservoirs = 2,000 m3 and 7,000 m3

5. Rehabilitation of water reservoirs =2 * 11,000 m3

6. Replacement of transmission mains = 50 km

7. Construction of headquarter building in Ekiti

8. Construction and equipping water quality laboratories = 2

9. Supply and installation telemetry systems

Key outputs by Component
(linked to the achievement of the Objective/Outcome 1)

Objective/Outcome 2: To improve the financial viability of existing water utilities in the Selected States

Outcome indicators 1. Billing efficiency = 90%

1. Customer enumeration completed and database created (59,797 customers, existing and
new)

2. Tariff studies with pro-poor policies completed in Bauchi and Ekiti

3. Billing collection rate = 43.40%

Intermediate results indicators

Key outputs by Component 1. Institutional diagnosis of the 3 Selected States
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(linked to the achievement of the Objective/Outcome 2) 2. Support to development of institutional arrangement toward regulator
3. Training through WOPs for Bauchi and Ekiti
4. Training on regulations (68 persons), safeguards (100 persons)

Objective/Outcome 3: To increase the investment planning capacity of participating States

Outcome indicators 1. Medium-term sector investment plans completed for Participating States = 13
1. Framework for national water sector financing policy and mechanism developed
. N 2. Sector performance monitoring and benchmarking system in FMWR established and
Intermediate results indicators .
operational
3. Number of water utilities project supports = 15
1. IBNET reporting on 36 states done and reported on annually, 2011-20
2. Institutional diagnostic on 13 Participating States
3. Medium-term sector plans prepared for 13 Participating States
4, Reform actions (policies, laws, tariff reviews) supported
Key outputs by Component o~ . I . (polici W . ! views) supp
. . _— 5. “Quick win” investments made in 13 states to restore water supply
(linked to the achievement of the Objective/Outcome 3) . . . . . -
6. Equipment (motor bikes, metering) provided to support customer relations and billing
efficiency
7. Network mapping done in 13 Participating States
8. Health and safety audit done for all 13 Participating States
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APPENDIX B. BANK LENDING AND IMPLEMENTATION SUPPORT AND SUPERVISION

A. TASK TEAM MEMBERS

Name

Preparation

Migueal Vargas
Caroline Mary Sage
Joseph Ese Akpokodje

Michael Gboyega llesanmi

Supervision/ICR

Gerhardus Nicolaas Albertus Soppe
Anas Abba Kyari, Bayo Awosemusi, Daniel Rikichi Kajang
Akinrinmola Oyenuga Akinyele
Arigu Yusufu Kudu

Joyce Chukwuma-Nwachukwu
Khairy Al-Jamal

Hector Pacheco

Joseph Ese Akpokodje

Kabiru Ali Muhammed

Michael Gboyega llesanmi
Urerime Rita Emretane

Judith Ibiada Warmate

Role

Task Team Leader(s)
Social Specialist
Social Specialist

Social Specialist

Task Team Leader(s)
Procurement Specialist(s)
Financial Management Specialist
Financial Management Specialist
Procurement Team

Team Member

Procurement Team
Environmental Specialist
Procurement Team

Social Specialist

Team Member

Team Member

Page 50 of 82

Official Use



The World Bank
Third National Urban Water Sector Reform Project (P123513)

B. STAFF TIME AND COST

Stage of Project Cycle

Preparation
FY12

FY13
FY14
FY15
FY16
FY17

Total

Supervision/ICR

FY15
FY16
FY17
FY18
FY19
FY20

Total

No. of staff weeks

.950

47.014
45.410
39.163
17.742

150.28

14.099
27.620
38.526
23.222
38.073
49.776
191.32

Staff Time and Cost

USS (including travel and consultant costs)

9,244.44
373,664.54
253,706.24
157,718.86

75,705.47
4.04

870,043.59

140,223.17
224,969.20
275,419.60
200,144.79
249,031.63
275,006.30

1,364,794.69
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Components

1. Sector Reforms and Water
Supply Investments

2. Water Sector Governance,
Institutional Strengthening,
and Human Capital
Development

3. Sectorwide Improvement
and Project Management at
the Federal Level

Total

APPENDIX C. PROJECT COST BY COMPONENT

Amount at approval
(USS, millions)

215.0

23.0

12.0

250.0

Actual at project
closing
(USS, millions)

121.8

30.0

3.7

155.5

% of approval
(%)

56.6

130.4

30.8

62.2
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APPENDIX D. EFFICIENCY ANALYSIS

Introduction

1. Efficiency analysis of the project at appraisal used an economic and financial analysis using incremental B/C
analysis methodologies based on assessment of costs (for 100 percent of project costs) and benefits with and without
project scenarios. EFA also included financial analysis of the water utilities and fiscal analysis of the states. The
efficiency analysis at ICR stage was done using same methodologies, same assumption, and replicated spreadsheet
models similar to those used at appraisal, though it also included an analysis of design and implementation efficiency.

Summary of Findings

2. Results of the efficiency analysis at ICR stage and appraisal are summarized in t3333D.1. The development
impact has been reassessed at ICR stage, based on the project achievements, incurred costs, and expected benefits
and costs as described below (thus, the EIRR), and the B/C ratios*® have been recalculated over the same time
framework and using the same rate of discount as at appraisal.

Table D.1 Summary of Economic Assessment

At appraisal At ICR
Economic Internal Rate of Return Project 25.70% 12.09%
Rivers 22.50% N/A
Bauchi 26.70% 11.96%
Ekiti 29.60% 14.93%
Performance-based 27.30% N/A
B/C ratio Project 1.61 1.00
Rivers 1.36 0.00
Bauchi 2.15 1.00
Ekiti 1.76 1.37
Performance-based 1.61 0.00
Project Costs (US$ millions) Project 250.00 155.50
Rivers 94.36 13.40°
Bauchi 76.67 81.12°
Ekiti 58.97 60.98 2
Performance-based 20.00 0.00

Source: World Bank
a. Includes prorata of project management cost plus cost of component 2

40 B/C ratios based on information in the PAD, annex 7, discussing economic and financial analysis.
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3. Reform progress. The project design appears sound. It included financing for infrastructure investments to
improve service provision and trigger corporatization reforms and financing to be allocated to selected utilities based
on performance improvements. However, implementation efficiency had significant shortcomings, including (i) weak
enabling conditions for implementation of water sector reforms not properly considered and (ii) readiness of the
selected water utilities to undertake corporatization reforms to improve their financial viability and increase access
to water supply services was overestimated. Only Bauchi’s utility progressed in the proposed corporatization reforms.
Ekiti’s had very limited progress, and Rivers dropped the project, canceling about USS80 million of IDA financing.

4. Summary of financial analysis of water utilities. At appraisal, it was stated that the SWAs could sustain and
operate infrastructure financed by the project only if (i) tariffs had risen progressively; (ii) commercial procedures
were established; (iii) financial accounting were introduced; and (iv) operational planning were adopted. Moreover,
revenue collection rate, cost recovery, and reduction of nonrevenue water had to be improved. At ICR, it was verified
that (i) tariff increases were postponed because of delayed service improvements and lately water utilities were
mandated not to charge for water due to the COVID pandemic; (ii) commercial procedures were defined and adopted
but implementation remains a challenge amid limited progress on improving corporate governance; (iii) financial
accounting was introduced in Bauchi and Ekiti; and (iv) operational planning was not verified. Based on IBNET data,
revenue collection improved in Bauchi and worsened in Ekiti. Cost recovery worsened in both cases because tariff
increases did not happen as expected and cost coverage ratio was dismissed as a project indicator of financial
viability. From 2014 to the end of 2020, nonrevenue water worsened in Ekiti (24 percent to 82 percent) and in Bauchi
(35 percent to 66 percent). Hence, the ICR has concluded that without tariff increases and lower NRW SWAs cannot
sustain and operate infrastructure financed by the project unless they receive recurrent and capital subsidies from
the federal and state governments.

5. Summary of fiscal analysis. At appraisal, Bauchi, Ekiti, and Rivers were highly dependent on federal allocations;
less than 20 percent of total revenue was internally generated, all used to cover recurrent expenditures. As a result,
debt finance covered capital expenses. By 2012, Rivers’ debt was equivalent to 25 percent of revenue and Ekiti’s and
Bauchi’s, 40 percent. At ICR, Bauchi’s debt to total revenue reached 106 percent, and Ekiti’s reached 152. Hence, the
ability of Bauchi and Ekiti to finance capital expenditures in water sector is weak.

Economic and Financial Analysis at Appraisal and at ICR Stage
Appraisal Stage

6. Incremental B/C methodology was used to undertake the economic analysis, at constant prices, 2013, using a
30-year planning horizon (including implementation phase) and a 12 percent rate of discount.

7. Basis of economic analysis. A thorough economic analysis was undertaken of 100 percent of project funding.
Project economic benefits relied on the increased number of beneficiaries (920,000) expected to gain access to water
services aided by the project investments. Monetized benefits accruing to beneficiaries included the savings of costs
for handling water scarcity and lack of treatment. It was assumed that as the project was implemented and services
were improved, households would avoid spending on coping strategies and other activities to ensure a minimum
amount of water for all uses. Such avoided costs included investments in water storage facilities and water bought
for drinking and cooking. The present value of such benefits was estimated at US$242 million for Rivers, US$128
million for Bauchi, and US$150 million for Ekiti, benefiting about 920,000 people at project completion. The project
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economic costs included investment costs and incremental O&M costs exclusive of taxes. For the economic analysis
at appraisal, investment costs are as outlined in table D.2, which includes the project management costs (USS12
million) and the costs of water sector reforms (US$23 million). Separate assessment was done of a US$20 million
allocation expected to be awarded to the Selected States (Rivers, Bauchi, and Ekiti) based on their performance
improvements. Incremental O&M costs for the 30-year planning horizon were added to the investment costs, as
outlined in table D.2.

Table D.2 Investment Costs at Appraisal (USS, millions)

2014 2015 2016 2017 Total

Rivers®? 9.44 37.74 28.31 18.87 94.36
Bauchi @ 7.67 30.67 23.00 15.33 76.67
Ekiti® 5.90 23.59 17.69 11.79 58.97
Performance based 5.00 5.00 5.00 5.00 20.00
Total 28.00 97.00 74.00 51.00 250.00

Source: Worl Bank.

a.Includes pro rata project management and cost of sector reforms.

8. Findings of economic analysis. Based on the estimated B/C ratios, investments in Rivers were expected to attain
a 22.5 percent EIRR along a USS$63.7 million economic net present value because its EIRR was more than 10 points
above the rate of discount (12 percent). Rivers’ investments were considered highly economically viable. Similarly,
the estimated EIRRs for Bauchi and Ekiti at appraisal were 26.7 percent and 29.6 percent, respectively, and their
economic net present value were estimated at US$68.4 million and USS64.6 million, respectively; hence, both were
determined to be even more economically viable than Rivers. The US$20 million performance grants were expected
to get a 27.3 percent EIRR and an economic net present value equal to US$20 million; thus, it was found to be highly
economically viable. On the top of these promising results, health benefits (not quantified) would make the results
even stronger.

9. Basis of financial analysis. The financial analysis was done from the water utility owners’ perspectives (that of
the state government authorities at Rivers, Bauchi, and Ekiti), using utilities’ cash flows that included taxes paid and
excluded operation and investment subsidies. The baseline had low tariffs for the water utilities, lack of proper
customers’ cadaster, low billing efficiency, and widespread operational inefficiencies. Therefore, financial viability
was possible only when all the Selected States implemented reforms such as appropriate tariffs, expansion of
customer database, improvement of billing and commercial systems, and efficiencies in the water system operation.
The appraisal it was stated that the SWAs could sustain and operate infrastructure financed by the project only if (i)
tariffs were rising progressively; (ii) commercial procedures were established; (iii) financial accounting were
introduced; and (iv) operational planning were adopted. Moreover, revenue collection rate, cost recovery, and
reduction of NRW had to improve.

10. Findings of financial analysis. At appraisal, Bauchi, Ekiti, and Rivers were highly dependent on federal allocations.
Less than 20 percent of total revenue was internally generated, all of which covered recurrent expenditures. As a
result, debt finance covered capital expenses. By 2012, Rivers’ debt equaled 25 percent of revenue, and Ekiti’s and
Bauchi’s, 40 percent. The appraisal estimated that if the following performance targets at the water utilities were
attained—(i) revenue collection rate of at least 50 percent; (ii) active connections were 80 percent of total
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connections; (iii) universal metering; (iv) water losses were lower or equal to 40 percent—then the three utilities
would get a US$17.7 million financial net present value (US$6.3 million for Rivers, US$5.3 million for Bauchi, and
USS6 million for Ekiti). No EIRR were presented at appraisal.

11. Distributional analysis and its findings. The appraisal included this distributional analysis: (i) while the
government would spend in subsidies (USS172 million, present value) more than what it collects in taxes (US$17
million) from the water utilities resulting in a net fiscal expense of US$155 million; and, (ii) while water utility
customers would increase their payments for water services (US$185 million, present value) less than the savings
they will realize because of not having to cope with water scarcity (US$520 million, present value) resulting in a net
savings of US$335 million; (iii) combining government net expense and utility customers net savings creates a total
surplus of about US$180 million.

ICR Stage

12. The same incremental B/C methodology at appraisal was used at ICR stage. The main assumptions at appraisal
were maintained ICR stage, including the same 30-year planning horizon, constant prices in year 2013, and the same
rate of discount (12 percent). The same spreadsheet model prepared at appraisal was used, updating information
generated during project implementation, including targets achieved as reported in the ISRs and other official
documents. For information not provided from official sources, IBNET data were used.*! Implemented investments
are shown in table D.3.

Table D.3 Investment Costs at ICR, 2014-21

USS, millions
2014 2015 2016 2017 2018 2019 2020 2021 Total
Rivers? 0.00 2.23 2.23 2.23 2.23 2.23 2.23 - 13.40
Bauchi® 0.00 6.50 2.82 2.55 20.86 28.63 12.26 7.51 81.12
Ekiti? 0.00 5.21 3.08 2.49 21.68 17.28 7.74 3.49 60.98
Total 0.00 13.94 8.14 7.28 44.77 48.14 22.23 11.00 155.50

Source: World Bank
a. Includes project management, cost of sector reforms and reallocation of performance based.

13. Weak enabling conditions for utility reforms and implementation of reforms. The enabling conditions for state-
level reforms were not properly assessed at appraisal. Also, only by 2019, after more than four years of project
effectiveness, did the Bank acknowledge that the Selected States’ internal processes were the cause of major delays
in awarding contracts.

14. Readiness for utility reforms was overestimated. By appraisal in 2014, utility reforms in the Selected States’
water utilities were considered very likely, which was the reason for their selection. However, it took until 2017 for
Rivers State to establish the Port Harcourt Water Corporation and appoint a board of directors and managing
director, and its regulatory commission was established in 2018. Bauchi State established the Bauchi State Water and
Sewerage Corporation (BSUWSC) in 2018 along with the appointment of its board and managing director. Ekiti
established its water corporation, but it did not appoint its board or managing director. None of the water utilities

41 IBNET information was used because information produced by the project M&E system was not provided and
the World Bank had trained participating water utilities to produce benchmark date at the project start. See
Macheve et al. (2015).
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achieved real autonomy (sound financing preferably based on tariff revenue) at the end of project implementation.

15. Infrastructure investments were significantly delayed, and a significant portion was canceled. The first lot of
large infrastructure investments was expected to start early in the fall of 2016, in Rivers. By 2017, three years after
Board approval of the project, infrastructure investments under Component 1 were expected to start using detailed
design documents for Rivers—a package of investments worth US$61 million—while Bauchi and Ekiti were just
completing feasibility and design studies for US$16.7 million and USS$13.5 million, respectively. One year later, no
work contracts had been awarded, hoping to have a US$61 million package for Rivers, US$58 million for Bauchi, and
USS$39 million for Ekiti; all expected to be awarded by the end of August 2018. By the end of 2018, only Bauchi and
Ekiti had received work contracts. In 2019, Rivers was not able to award work contracts because of its inability to
address World Bank comments on the bid evaluation. The project got a nine-month extension of its closing date,
financing civil works contracts in Bauchi and Ekiti only, and canceling civil work financing for Rivers.

16. The cancellation of Rivers’ works reduced the number of beneficiaries of the project from 920,000 to 500,000.
By the end of 2020, the same Selected States’ beneficiaries who had received benefits of the quick win investments
(under Component 1) in 2015 were reported to be getting access to water services (267,256 beneficiaries in Bauchi
and 58,224 beneficiaries in Ekiti). By August 2021, 576,972 beneficiaries in Bauchi and 161,104 beneficiaries in Ekiti
received access to water services thanks to the project’s key investments, overshooting targets against PDO indicator
1. However, both Bauchi and Ekiti include baseline beneficiaries (existing beneficiaries) as part of project beneficiaries
against PDO indicators 1 and 2. Baseline numbers are excluded from number of project beneficiaries in the efficiency
analysis. Because IBNET documented operating aspects during preparation and at startup of the project, and SWAs
were trained to update IBNET date regularly, such data were used to assess efficiency.

17. The described shortcoming affected the project’s economic viability. The project EIRR estimated at 25.7 percent
at appraisal was re-estimated at 12.09 percent at ICR, rendering the project at closing marginally economically viable
(12.09 percent is about the same as 12 percent rate of discount). The B/C ratio at closing is about 1 (compared with
1.61 at appraisal).

18. Within subcomponents, only the investments in the Ekiti water utility achieved their development objectives,
despite significant delays in implementation of civil works. Its EIRR at appraisal was estimated at 29.6 percent and
re-estimated at 14.93 percent at ICR stage (well above the 12 percent rate of discount). Ekiti’s B/C ratio at ICR is 1.37
compared with 1.76 at appraisal. Bauchi’s EIRR at appraisal was estimated at 26.7 percent and re-estimated at ICR at
11.96 percent (just below the 12 percent rate of discount) while its B/C ratio at ICR is about 1 (benefits equal to costs),
compared with 2.15 at appraisal, rendering Bauchi component marginally economically viable.

19. Distributional analysis at ICR stage. At ICR, distributional analysis concludes that during project implementation
(i) the federal government spent about US$155.5 million in capital subsidies financed through World Bank credit, and
state governments financed operational deficits (about USS60 million) of water utilities to compensate for low tariffs;
(i) water utilities’ customers have not increased payments for water services to the utilities because tariffs have not
been increased; instead, utilities’ customers have continued to pay high prices to alternative suppliers of water
(US$320 million) to cope with water scarcity; (iii) alternative providers of water services have collected revenue for
providing “water services” to utility customers facing water scarcity (about US$320 million*?).

42 prorated using figures in Macheve et al. (2015).
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20. Financial analysis at ICR stage. The project intended to turn around operational and financial performance of
the selected water utilities. One key indicator was cost recovery, which was proposed to increase from 5 percent in
2014 to 85 percent in 2019, at project completion. By 2018, cost recovery was at 6.48 percent and it became apparent
that the target would not be achieved. The Bank, in agreement with the government, changed the indicator to billing
efficiency (number of customers billed over number of registered active customers from the customer enumeration
database). Billing efficiency baseline for Bauchi was estimated at 73 percent and for Ekiti at 76 percent. At closing,
billing efficiency for Bauchi was 89 percent and that for Ekiti was 57 percent. Rivers was out of the project.

21. Data related to financial incentives (to external stakeholders) to maintain urban water sector underperformance
may have not been considered properly at project preparation. The urban water supply sector included alternative
sources from informal private water supply providers, who were earning USS0.7 billion per year, and the government
was spending in USS$0.1 billion in operational subsidies nationwide. The practical implication is that there might be a
strong incentive for the informal providers to oppose utility reforms.

22. Financial analysis of water utilities at ICR stage. By project closing, (i) tariff increases were postponed because
of delayed service improvements, which had just started; (ii) commercial procedures were established but
implementation remain a challenge amid limited progress on improving corporate governance; (iii) financial
accounting was introduced in Bauchi and Ekiti (states were presenting annual financial statements to accountants
general); and (iv) operational planning was not verified. IBNET data verified that revenue collection improved in
Bauchi and worsened in Ekiti, while cost recovery worsened in both cases because tariff increases did not happen as
planned at appraisal, and cost coverage ratio was dismissed as financial viability indicator. Nonrevenue water
worsened in both the states by the end of 2020 (in Bauchi from 35 percent in 2014 to 66 percent by 2020; and in Ekiti
from 24 percent in 2014 to 82 percent by 2020). Hence, at ICR, Bauchi and Ekiti utilities are unlikely to be able to
operate and maintain the infrastructure financed by the project sustainably unless they receive predictable recurrent
and capital subsidies from federal and state governments.

23. Fiscal Analysis at ICR stage. At ICR, Debt/Recurrent State Revenues ratios were estimated based on Nigerian
States debt data publicly available in the Nigeria Debt Management Office (Table D.4). Based on such estimates,
Bauchi’s debt/Recurrent State Revenues ratio reached 106 percent significantly above the 40 percent at appraisal®
while Ekiti State reached 152 percent, well above the 40 percent at appraisal*. Hence, the fiscal position of both
Bauchi and Ekiti States to finance capital expenditures in water sector is unsustainable; i.e., recurrent revenue base
of both states is not enough to cover recurrent expenditures and forced to increase debt to cover capital
expenditures.

43 Bauchi State Recurrent revenue is calculated based on information found in the Citizen Budget
(https://www.bauchistate.gov.ng/budget-reports/ Citizen Budget 2021.
44 Ekiti State Recurrent Revenues taken from “Ekiti State Government, Budget Performance Report, Quarter 1 2021”.
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Table D.4 Estimation of debt/recurrent revenue ratios

Debt stoctk State Recurrent Revenue Debt/Recurrent

Jun 2021, N million Budget 2021, N million Revenue Ratio
Bauchi 98,109 92,457 1.06
Ekiti 85,335 55,965 1.52

Source: For Debt of Bauci and Ekiti - Debt Management Office, Nigeria, June 2021
Source: For Recurrent Revenues - Bauchi: https://www.bauchistate.gov.ng/budget-reports/ Citizen Budget 2021.

- Ekiti: Ekiti State Government, Budget Performance Report, Quarter 1 2021

24. Efficiency is rated Modest. The project experienced significant implementation shortcomings, especially through
investment implementation delays and cancellation of more than 25 percent of project financing. Benefits of utility
corporatization did not happen as expected, and financial viability of selected water utilities was not achieved as
planned to ensure sustainable access of water services for customers. The project’s economic return at ICR was
significantly lower than that estimated at appraisal (about equal to the rate of discount), and B/C ratios at ICR were
significantly lower than at appraisal. Therefore, overall efficiency is rated Modest.
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APPENDIX E. BORROWER, CO-FINANCIER, AND OTHER PARTNER AND STAKEHOLDER COMMENTS

Comments received from AfDB

1. Paragraph no 75 states that “Designing a large, single contract for Rivers state and relying on AfDB'’s
implementation arrangements in the state (a Project Management Consultant, which faced mobilization delays) led
to delays in procurement, non-compliance with the procurement procedure by the state and lack of flexibility to at
least progress on part of the network implementation, had there been smaller contracts. Ultimately, the state’s
investments had to be cancelled”

2. Response: The above statement does not address the problem that was encountered as the implementation
arrangements for the project were agreed by the 2 institutions at Appraisal. It is known that the bidding process was
unduly interfered with by the state and hence the stalemate and delay in procurement. The implementation
arrangements really had no influence on the cancellation.

(iii) Factors Outside the Control of the Government/Implementing Entities

3. Paragraph 76 States that “The delay in AfDB project implementation and the consequent delay in that project’s
investments in Rivers state have led, amongst others, to the state’s scope being removed from the World Bank
project, except for some training and safeguards assessments”

4. Response: Itis known that delays in the AfDB financed project components were due to factors within the control
of the Government/implementing entities as they did not simply comply with the procurement rules as per the loan
agreement.

Comments received from the Borrower

1. The Project Context and Development objective on page 5 as shown below in italic can be restructured as it gives
Nigeria a very negative image. We recommend that the opening narrative as contained in the Project Appraisal
Document (PAD) could serve as a guide.

“Since its independence in 1960, Nigeria has faced ethnic unrest and insecurity. On many human development
indicators, Nigeria ranks amongst the lowest in the world. There are large differences in living standards between
geographical regions (e.g., South Nigeria showing low poverty rates), which is partly due to differences in the
provision of public services and the degree of connectivity to larger markets45. An estimated 45 percent of the
working age population is either unemployed or officially out of the workforce. The country today continues to face
massive developmental challenges, including the need to reduce the dependency on oil and diversify the economy,
address insufficient infrastructure, build strong and effective institutions, as well as address governance issues and
public financial management systems. As a key regional player in West Africa, accounting for about half of West
Africa’s population, Nigeria’s economic and social development is key for Africa’s growth.”

2. The timing for the ICR report is of essence now that the SURWASH program is about to take-off, taking into
consideration that the ICR report of the 1% and 2" NUWSRP was submitted during the implementation of the
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successive project and lesson learnt were in included during the project formation.

3. The detailed engineering assessment of the investment in the participating states was carried out and investment
plan concluded for all the 13 Tier 2 states as against what was stated on page 20 of the report thus: -

“However, detailed engineering of the investments was yet to be done. Therefore, to be shovel-ready (i.e.,
investments can be immediately implemented as soon as funding is agreed), it still may take some time, as
experienced under the current project”.

4. The project should have some form of penalties or exit criteria for slackness in the states’ performance, either
on implementation or on reform progress as stated in paragraph 70. This is due to Rivers State performance in the
project. SURWASH should have criteria for exit for States that did not perform.

5. Factors subject to the control of the Bank and the outsides the control of the agency and government as stated
in page 28 and 29, should be elaborated more for further references.

6. The modest rating for the M&E was based on some of the shortcoming in the M&E system which was developed
by the Bank. Why since the borrower was not involved in the design of the system.

7. The lessons and recommendation stated within the report was well articulated and should be shared for further
reference and project preparation.

8. As it affects Bauchi State, The State Water Agency is now Bauchi State Urban Water and Sewerage Corporation
(Abbreviation and Acronyms page) and page 17, paragraph 32

......... through project funds for an additional 6,000 connections, should read ...... through project funds with a
balance of material for an additional 6,000 connections. This is Bauchi state observation.

9. The rating (moderate unsatisfactory) has given a lot of weight to post Project activity, that is collection rate. The
Report observed that the water supply situation only started improving by the end of the Project which did not give
room for most of the reform activities to be carried out and this also has impact on the response of customers as
well. We are also to observe that there were waivers or temporary suspension of payment of services charges globally
due to the pandemic as the purchasing power of citizens went down. We could not be an exception. | suggests that
the rating should give more emphasis on project implementation. Indicators that necessary involve the customers
and that come as a result of the impact (not outcome) of the Project should be considered secondary in assessing
the success of the Project.
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APPENDIX F. REFORMS AND TECHNICAL ASSISTANCE ACTIVITIES IMPLEMENTED UNDER THE PROJECT

1. This appendix presents information on the progress of reform actions of the Selected States Bauchi, Ekiti, and
Rivers and the technical assistance provided to Bauchi and Ekiti under the project. The actions are color-coded as
below:

e Blue: Actions taken by the states before the project

e Purple: Actions proposed to be taken forward during the project implementation
e Green: Actions implemented during the project implementation period

e Red: Actions yet to be done

A. Reforms

2. This section describes the reform actions as outlined in the PAD, summarized into PIR actions; see table F.1 for
state level and table F.2 for federal level.

3. Bauchi: Under the SUWASA program, supported by the US Agency for International Development (USAID) (2011—
13), Bauchi prepared by completing certain actions. The project was supposed to add value and enhance ongoing
reforms spearheaded by SUWASA. Ekiti: There was no prior groundwork done in Ekiti, but the state showed
commitment for reforms based on performance of select parameters and became a Selected State. Rivers: In terms
of reforms, Rivers was much advanced compared to the other states at project preparation (see actions taken before
the project). But it fell through during implementation. Federal: FMWR was to be the coordinator to push reforms at
the state level and develop and implement a sector financing mechanism.

Table F.1 Policy, Institutional, and Regulatory Actions Implemented before and during Project by Selected States

Aspect Bauchi Ekiti Rivers
Actions implemented before the Actions implemented before the | Actions implemented before
project, or proposed under the project, or proposed under the the project, or proposed under
project project the project
» | Actions implemented » | Actions implemented » | Actions implemented
during the project during the project during the project
Policy n.a. e Approved Water Supply and e State Water Policy developed
Sanitation Policy in June 2012 in 2012 (defines roles and
e |dentified water supply as responsibilities of all sector
priority area in 2013 budget players and separates the
functions of governance,
services delivery, and
regulation in the state water
sector)

Institutions e Make Bauchi State Water Board e Prepared implementation Established new institutions:
(BSWB) (SWA of Bauchi) an guidelines of policy covering e Rivers State Rural Water
autonomous, commercially institutions, their Supply and Sanitation Agency
oriented BSUWSC
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e Proposed that the transformed
corporation has a performance
contract with the state
government
o Plan developed to have

performance contracts
between the corporation
and area offices

® Proposed to have performance
contracts between BSUWSC and
area offices
o Aplan for performance

contracts was developed
with the following priorities:

—Priority 1: Four offices
(Bauchi, Azare, Misau, and
Jama)

—Priority 2: Bring remaining
16 offices to a level so they
can sign performance
contracts. Support will be for
establishing B&C systems,
improving water supply
facilities

responsibilities and
strengthening, and a vision to,
expand supply coverage from
33%in 2010 to 100% in 2020

e Proposed organizational
restructuring for effectiveness
and efficiency

e Proposed alignment of
performance and incentives

e Rivers State Small Towns
Water Supply and Sanitation
Agency

e Port Harcourt Water
Corporation

e State water sector
coordination committee was
inaugurated in Mar. 2014 to
synergize investment in the
Rivers State water sector

» | e Water board transformed
as water corporation

e |nstitutional diagnostic
expanded scope of
Participating States’
consultant

o WOP entered with
National Water of Uganda

» | e Institutional diagnostic
expanded scope of
Participating States’
consultant

e WOP entered with
Lusaka Water and
Sewerage Company and
National Water and
Sanitation Company of
Zambia (a regulatory
agency)

e Performance contract by
BSUWSC with the state yet to be
done

e Performance contracts with area
offices yet to be done

e Organizational restructuring
yet to be done

e Alignment of performance
incentives yet to be done

» e Institutional
diagnostic expanded
scope of Participating
States’ consultant

Laws

e Prepared a law to
o Establish regulatory unit in the
State Ministry of Water
Resources
o Transform BSWB to BSUWSC
e The law was to be passed by the
House of Assembly during

e Enacted State Water Sector
Development Law in 2012
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project implementation

» | e Law enacted in June 2014

Regulation

e Proposed to establish a

regulatory unit backed up by law

as above

e Implementation of
coordination and regulatory
framework

e Established Rivers State
Water Service Regulatory
Commission (RSWSRC)

e Proposed support to the
RSWSRC for effective
operationalization of the
Commission

» | e Established a regulatory

unit with regulatory

Water Resources

powers in the Ministry of

» e Ekiti State Water and
Sanitation Regulatory
Agency was created

e No support was provided
under the project

Coordination

e Established State Water
Sector Coordination
Committee in Mar. 2014 to
synergize investment in the
Rivers State water sector

Table F.2 Federal Policy, Institutional, and Regulatory Actions Implemented before and during the Project

At the Federal Level

Actions implemented before the project (by the federal government or with partners’ support), or proposed under the

project

» | Actions implemented at federal level during the project period

Sector Policy

e 2004: Prepared a Water and Sanitation Policy

e Review of National Water and Sanitation Policy 2004, though initiated with the help of a consultant
(originally not intended to be done under the project), was not completed

Sector
Assessments
and Action
Plans

e 2004: National Urban Water Sector Reform Program
e 2006: Model Water Supply Service Regulatory Law

e 2008: Framework for Public Private Partnership (PPP) in Water Supply

e 2011: Prepared the Water Sector Roadmap

e 2013: Prepared Nigeria Water Resources Master Plan with JICA support

e 2015: At the request of World Bank’s country director in Nigeria, World Bank and FMWR jointly
conducted performance assessment of SWAs in Nigeria between 2011 and 2013 (to fill the knowledge
gap in evolution of water sector in Nigeria: inform stakeholders on SWAs’ operational challenges and
opportunities to invest in reforms and infrastructure finance; overview services provided by the SWAs and
their organization; analyze the tariff and governance systems; analyze the impact of water sector on the

water economy)

e 2015-17: Conducted WASH Poverty Diagnostics in Nigeria, with the help of World Bank Water and

Sanitation Program

e 2017: FMWR conducted retreat on revitalizing urban water supply for committee members of the
Parliament on water resources, policy makers, CEOs of 36 SWAs, and FCT in Sept. 2017
e 2017: Follow-up retreat for development of action plans for revitalization of urban water supply in

Nigeria, conducted in Accra, Ghana, in Dec. 2017

e 2018: Action plan got political support and was launched by the President of Nigeria on Nov. 8, 2018
(i) WASH Fund, to be developed under Component 3, was endorsed by the President of Nigeria as part of

this plan
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Sector e 2009: Water Investment Mobilization and Application Guidelines were developed in 2009, but were

financing awaiting adoption and rollout (to provide guidelines for federal financing to the states based on legal and
institutional reforms by the states in the water sector)

e Proposed under the project to identify a suitable sector financing model that will allow for more
transparent and efficient transfer of resources from the federal to state level

» | o Aframework for WASH fund was developed, supported by an operations manual, toward the

end of the project

Sector e Under the World Bank’s 2" Urban Water Sector Reforms Project, an MDG tracking system was

monitoring established

e Proposed to establish a performance monitoring system to maintain and update states’ sector
performance to track provision of WSS services nationwide, including the promotion of monitoring tools
to track the impact of sector interventions on poor, vulnerable populations and impacts by gender

» | o With development partners, the project supported the creation of a WASH management

information system that generates a report called WASH NORM for wider sector reporting

e IBNET platform was used with support from the project, in which all 36 states reported their
utilities’ performance. An overview of the data was prepared from 2011-20

e Data gathered in 2019 on utility performance for benchmarking with the help of an individual
consultant

B. Technical Assistance

4. This section describes the technical assistance activities implemented under the project. The headings of the

paragraphs indicate the proposals as per the project design. Additional activities implemented are shown with symbol
++,

Bauchi

5. Water supply system inventory. Following consultancy services, an asset management system was developed
for BSUWSC. It is a computerized system (Gen9 server for server operating system) that can handle asset
management register and GIS mapping of asset. The software can identify critical asset, minimum life cycle cost of
asset, redundant asset, long-term funding plan, and so on. All the BSUWSC assets were captured in an asset data that
comprise source, location and address, asset value, estimated annual depreciation, GPS coordinate and photos etc.

6. Hydraulic modeling on the network. After consultancy services for network mapping and hydraulic modeling,
hydraulic modeling and network mapping for BSUWSC network in Bauchi metropolis were developed. The water
supply networks in Bauchi town were modeled and the network and appurtenances (ground-truthing) were updated
through GIS mapping. Activities carried out: (i) GIS and network mapping; (ii) procurement and deployment of
software with associated hardware; (iii) hydraulic modeling and analysis; and (iv) training and capacity building.

7. Asset management of BSWB, including operation of its installation and network. Asset management O&M plan
for BSUWSC was developed to undertake inventory of asset, assess the asset condition, and identify critical assets so
they can be effectively maintained over their life cycle at a minimal cost. Information includes location, address and
identification number of asset, current status of asset, age of asset, conditional rating of asset, GPS
coordinate/photos, performance rating, and asset probability of failure.

8. Utility management system, covering budgeting, accounting, auditing, purchasing and supply, human resources,
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settlement mapping, commercial operation and customer services, technical operations, and asset management
manuals. Several consultancy services were carried out against this item, as listed below:

e Accounting software

e Asset management systems of BSUWSC

e Institutional strengthening of BSUWSC

e Customer enumeration for Bauchi metropolis

e Utility management information system implementation

e Developing M&E systems for BSUWSC

¢ Deployment of financial management system for BSUWSC

e Preparation of project completion report

e B&C for BSUWSC

¢ Financial modeling and tariff study with pro-poor policies

¢ Mobile-based revenue and bills distribution tracking system for BSUWSC

¢ Improvement in effective bill distribution and efficiency

9. ++ WOP. Based on the Bank team’s advice, BSUWSC entered a WOP with National Water of Uganda. The
objective was to engage an experienced and well-performing water utility to mentor BSUWSC to help implement a
performance improvement plan (PIP) aimed at enhancing operational performance. Objectives of the WOP initiative
included to (i) review, validate, and update the baseline assessment findings; (ii) review and update the activity plan
in the PIP report; (iii) design and implement a WOP implementation framework to achieve the targets and intended
objectives of the PIP; (iv) design and conduct training modules for the mentee staff in all operational areas with
identified gaps; (v) assist the mentee utility to form strategic business units and establish a performance M&E system
and incentive mechanism. The expected outcomes covered the following eight areas:

e Human resources

e Management systems for key processes and procedures

e Main infrastructure assets

e Financial sustainability framework

e Key reform path from BSWB to BSUWSC

e Major governance stakeholders

e Communication strategy

e Office space

Ekiti

10. Strengthening of social accountability mechanisms. (i) Created Water Customers Association; (ii) established
grievance redress mechanism; (iii) engaged civil society organizations and other relevant stakeholders; (iv) formed
customer care unit; (v) surveillance department created in the SWA for monitoring sustainability of investments and
continuous interface with communities; (vi) engaged a consultant for website development and social media
engagement (Development of Corporation website).

11. Human capacity development. Local and international trainings were conducted across the staff strata.

12. Review of commercial policies. Consultancy services for the development and implementation of revenue
collection strategies in Ekiti State Water Corporation (EKSWC) was completed. Pro-poor tariff study was completed.
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13. Customer enumeration and billing system automation. Consultancy services for customer enumeration of
EKSWC was completed and customer database was created. B&C system (customer profiling and mobile
billing/payment apps) was developed and the system was operationalized.

14. Restructuring of financial management practices. Software on financial management system was developed.

15. M&E surveys. Surveys were done through a consultancy for the creation of effective M&E system. M&E
Department created in the agency for monitoring sustainability.

16. Technical assistance on technical, financial, environmental, and social aspects, including the preparation of
bidding documents. The following activities were implemented.

Technical
e Feasibility studies and project implementation support in EKSWC
e Consultancy services for engineering feasibility studies, design and preparation of procurement document
for improved water supply in Ekiti State
e Consultancy services for the development of water master plan
Environmental and Social
e Consultancy services to prepare resettlement action plans for Ado Ekiti distribution network.
e Consultancy services for gender-based violence and HIV-AIDS awareness
e Preparation of an Environmental and Social Management Plan (ESMP) for the Ureje Dam and Water
Treatment Plant Rehabilitation in Ado Ekiti
e Consultancy services for the preparation of an ESIA
e Consultancy services for the preparation of a resettlement action plan for the rehabilitation of Ero water
scheme and associated network rehabilitation and extension
e Consultancy service for preparation of ESMP for construction of new headquarter building for the EKSWC
e Consultancy service for ESMP for network distribution and extension in Ado Ekiti: zones 1a and b, 1c and 2
e Consultancy services for the preparation of grievance redress mechanism and beneficiary feedback
Financial
e Development of a financial management system and computerized accounting package.

17. ++ WOP. Based on the Bank team’s advice, Ekiti Corporation entered a WOP with Lusaka Water and Sewerage
Company and National Water and Sanitation Company of Zambia (a regulatory agency). The objective was to engage
an experienced and well-performing water utility to be a mentor to EKSWSC on performance improvement. Outputs
of this WOP were:

e Diagnostic review report

e PIP Il evaluation report and design of PIP IlI

e Strategic plan support report

e Standard operations procedures

e Action plans for all focus areas

e Coaching report

Rivers
18. ESMP implementation. Environmental and social instruments were developed for the proposed project
investments.
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APPENDIX G. IMPLEMENTATION: FACTORS AFFECTING AND KEY RISKS MATERIALIZATION

a. This appendix presents a detailed account of the factors affecting implementation, how the key risks assessed at project
design materialized during the implementation, and how the mitigation measures planned against the risks were effective

or ineffective. A summary is in the main ICR, section Il.B.

(i) Factors Subject to the Control of the Government and Implementing Entities

Table G.1 Factors Affecting Implementation, Subject to the Government and Implementing Entity Control

Factor

Effect on implementation

Project effectiveness and withdrawal conditions

The project became effective on Feb. 12, 2015, 10 months

after Board approval due to delays in approval by Federal

Executive Council. Only then were Bauchi and FMWR

authorized to withdraw funds; this took more time for Ekiti

and Rivers states

e Ekiti was authorized to draw funds by Dec. 2015 upon
submission of state legal opinion

e AfDB project met effectiveness conditions in mid-
November 2015 and only then were disbursements
allowed to Rivers, on June 10, 2016 (more than two years
after Bank project approval)

e Led to implementation and disbursement delays

e Project started slowly due to delays in hiring of feasibility
and design consultants, subsequent designs completion,
and delay in procurement

Project launch workshop could happen only in Feb. 2016.,
nearly two years after project approval

Delay in implementation of project investments

Due to lack of investment readiness during preparation, it
took time to hire consultants and complete feasibility and
detailed designing of investments, procurement, and
implementation. The latter started toward the second half of
2018 and completed toward the end of the project

Service delivery benefits due to project investments started
only at the end of the project, affecting project’s ability to
progress on reforms

e Performance grants could not be offered to the Selected
States because they did not meet the qualifying criteria®

Commitment and leadership

This wavered during the project implementation, based on

who headed the federal and state governments, and who

was the state water commissioner. Examples:

e The FPIU project coordinator was promoted to director of
Water Supply in the FMWR

e Ekiti water commissioner, who was very supportive in
reform preparedness and engaged in policy dialogue, left
even before project approval

e Bauchi, though agreed for reforms (primed by SUWASA
support and accelerated by a committed utility head
before the project, who prepared all the documentation),
slowly implemented them due to reduced political
support after project approval

e Rivers’ commissioner, who had a private sector
background, prepared the SWA on reform path before the
project start (corporatized the SWA, reformed the HR by-
laws, retained and hired skilled staff to the corporation)

e Transition of government and key leadership positions in
2015 slowed momentum, particularly on reform actions,
delayed decision-making, implementation bottlenecks
Leadership change at political level (governors) in Bauchi
and Ekiti states after elections in 2019 led to renewed
commitment to project through direct supervision,
resolution of issues, ensuring timely counterpart funds
provision and resulting in good implementation progress in
2019°
Ekiti was selected mostly on a promise of reforms. Ekiti did
not have the foundation, awareness, and knowledge at
project start, a void felt after commissioner left
In Bauchi, though the name of the board was changed as
corporation, the supporting law was not passed
e Rivers, though advanced compared to other states on
reforms, became the most laggard during implementation
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e The governor of Rivers imposed restrictions on funds’ use
in Apr. 2017, to be lifted in Feb. 2018, for want of better
engagement and communication with the state

Coordination and engagement

e The FPIU coordinator joined the Bank teams on
implementation support missions. Bank missions were
conducted in close collaboration with FMWR. FMWR
facilitated involvement of the states in the study tours
and trainings organized by the Bank

e By Jan. 2015, French Development Agency was preparing
a new project to support two of the Participating States
(Plateau, Ondo). Bank suggested to FMWR to be
consistent with reform approaches and issue a reform fact
sheet for consistent implementation

e By May 2015, FPIU recruited a resident national
consultant to coordinate with Participating States on
reforms. FMWR organized two workshops, in Jan. 2015
and May 2017, on reform and investment plans

e In 2017, the governor of Rivers wanted better
communication and engagement about the project. Level
of communication between the state governor and the
SPIUs was weak, even by end of 2017

e On WASH fund, FMWR engaged an individual consultant
who prepared the framework toward the end of the
project. States were not yet engaged on the plan before
project closing

e States made efforts to engage citizens

¢ Involvement and coordination from FMWR on project
implementation monitoring, but less influence from federal
level on Selected States on reforms. Communication
between federal and Selected States at times was wanting,
as seen with Rivers State

e Gaps in communication existed between state governors
and SPIUs

e Participating States engaged on their reform and
investment plans

e Less engagement of states on WASH fund framework

Human resources and organizational capacity

e Core staff for the SPIUs were drawn from the utilities

e Supplementary capacities were suggested by the Bank in
2015 and 2016 on technical, institutional, and O&M
aspects, where gaps existed. Ekiti did not mobilize social
specialist until 2018

e PMC for Rivers came onboard late

e In Rivers State, in 2018, all the previous staff in Port
Harcourt Water Corporation, whose appointment was not
regularized by the state civil service, were disengaged.
New staff were recruited

e Gaps existed at FPIU on environmental and social skills
until the end of the project

e During the middle of the project, for about four years, the
project coordinator did not effectively lead the project

e While it was a good approach to have utility staff acting as
PIU staff, some gaps existed at the federal and state levels,
which affected quality of implementation

o Lack of effective project coordination during the middle
four years led to cancellation of SDR 10 million, reallocated
to Components 2 and 3 to focus more on project
investments

Legislation and regulation

e The required key legislation would transform SWAs in the
Selected States to autonomous utilities and adopt tariff
increments as per the tariff road map prepared under the
project

Governance and politics

Change of governments after elections led to leadership
change (governors, water commissioners, managing
directors). Example:

e A new President was elected after the elections
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o Selected States did not implement tariff increase
because the services did not improve until the end of
the project

o SWAs were not made autonomous

e Regulation of WSS was supposed to improve

o In Bauchi and Ekiti, the project supported setting up
regulatory units through training and capacity building
and supporting operating costs

o Review of National Water Policy, though initiated under
the project, was not completed because procurement of
consultant took long and the activity could not be
completed in the project period®

e Need for reengagement on reforms

e Transition slowed momentum on reforms

e New procedures introduced, payments delayed in Ekiti,

delaying implementation

e A new minister of Water Resources arrived Nov. 15, 2015
e Bauchi governor retained position after 2015 elections,
but backpedaled reforms
e Ekiti and Rivers had new governors after 2015 elections.
The new Rivers governor was not convinced of the
project’s need. The new governor and President were not
in alignment

Adequacy of reporting

e There were some variances in reporting of PDO indicators
1 and 2 during implementation, and for the ICR due to
lack of clarity on exact definitions of the indicators

e Final project beneficiaries due to key investments were
reported only at the end of the project

o Benefits of the key investments could be understood only
at the end of the project

e Achievements against PDO indicator 1 were reduced
drastically, pulling down efficacy rating

e The task team was supposed to review reported figures
during implementation, and during ICR preparation, to
verify the correctness of reporting

Note:

b.  First Restructuring Paper, Dec. 2018.

c.  Third Restructuring Paper, May 16, 2020

d. Implementation Support Mission Aide Memoire, Sep. 2020.
e. World Bank 2018b.

f.  World Bank 2018b.

g. Factors Subject to Control of the World Bank

Table G.2 Factors Affecting Implementation: Subject to Control of the World Bank

Factor

Effect on implementation

Adequacy of supervision and management involvement

e Bank teams put adequate efforts in providing
implementation support, through regular biannual
implementation support missions, organizing study tours
and workshops, meeting key government officials and
political leadership (e.g., ministers, governors, state water
commissioners, utility managing directors)

e Practice manager joined the team on mission once

e Country and sector management advised teams on
evolving issues, especially on policy dialogue, reform
actions, and investment progress. On dialogue with key
political leadership, only task team members tried to take
it forward

e Bank team’s efforts helped regain focus of the political
leadership on the priorities, however it remained short-
lived

e Supervision efforts missed political economy inputs to
address the risks identified during the Regional Operations
Committee meeting and engagement of the Bank
management with federal and state leadership
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e In all almost missions, Bank supervision efforts stressed
progress on reforms and investment implementation

Coordination and engagement

e Early on during project implementation, the World Bank
and AfDB agreed for joint implementation support
missions. However, joint missions with AfDB did not
happen as expected

e Bank presented the intermediate findings of WASH
Poverty Diagnostics, in Oct. 2016, to all the partners
involved in WASH (AfDB, Agence Francaise de
Développement, Department for International
Development, European Union, Japan International
Cooperation Association [JICA], USAID, UNICEF, WaterAid)

e Limited coordination with AfDB

Adequacy of reporting

e Aide memoires report adequately the emerging issues,
status of key activities, and agreed actions

e Results reported after reviewing with the SPIUs

h. Factors Outside Control of the Government and Implementing Entities

Table G.3 Factors Affecting Implementation: Outside Control of the Government and Implementing Entities

Factor

Effect on implementation

Delay in AfDB project approval at project start

AfDB project was approved in March 2014 and met
effectiveness conditions only in mid-Nov. 2015. This project
supported bulk water production and transmission facilities
for Port Harcourt (capital of Rivers), where the World Bank
project supported distribution system improvement in select
zones. AfDB implementation delayed almost to the end of
Bank project

e Bank decided to cancel funding allocated to Rivers State in
May 2020 because supporting distribution network
improvements without required production and
transmission facilities did not make sense

Elections in 2015 and 2019

Led to leadership change at various levels. New leadership
had to be engaged to raise awareness about the project and
regain support

e Procedures, approval processes, decision-making, support
to reforms and project interventions varied

Power supply to the water systems: status at project

closing?

e In Bauchi, power supply from the grid was still a challenge
and the utility continued to depend on generators

e |n Ekiti, for Ero water scheme, a dedicated power line was
constructed, but in the utility’s point of view, the bills
given by the power supply company remained exorbitant

e The main booster station, Ayetoro, under the Ero scheme
in Ekiti still had erratic power supply

e Increased cost of operation in Bauchi and Ekiti
e Supply interruptions in Ekiti in some service areas

Recession in 2016

e States reported dire budget difficulties, unable to support
utility personnel, electricity, and fuel costs
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o The recession reduced availability of state budgetary
support, increased cost of energy, diminished
willingness to pay for public services including water.”
The mission in Nov. 2016 observed unsafe O&M on the
completed rehabilitation works, including poor water
disinfection practices

e Power companies suspended power service

o Utilities were unable to run generators, leading to
inadequate services

COVID-19 pandemic in 2020 and 2021
o Affected project implementation. Remedial actions were
taken as stated in the next column

e QOverseas deliveries were delayed in some contracts
o Remedial actions such as customs support, air freight,
and partial shipments were agreed, which hastened
implementation
e Bid/consultant proposal submissions were delayed
Remedial actions were taken such as:
o Use of bid securing declaration instead of bid security
extension of bid/proposal submission deadlines
o Permitting electronic bid/proposal submission via email
with password-protected documents as attachments
o Virtual opening of bids/proposals
o Force majeure was treated on case-by-case basis, but
contractors were entitled to extension of completion
dates during force majeure

Note:

a. Responses were received from Bauchi and Ekiti to the ICR author’s queries.

b. World Bank 2017.

(iv) Key Risks: How They Materialized and Were Managed and Effectiveness of Actions

Table G.4 Key Risks and Their Management and Effectiveness of Actions

Key risk

Proposed mitigation measures

What occurred during implementation

Political economy risk
e Political economy situation was a
concern at preparation®

e CMU advised team to continue
preparation of the project and
wanted to advise because the CMU
was in touch with the government

e Political economy issues were the
most prominent hurdles for reform
progress, which could not be
addressed effectively by the Bank

Stakeholder risk

o AfD delayed financing in Rivers,
delaying its PIU establishment;
inadequate coordination with AfDB

o Relocate part of Rivers’ financing for
works to finance PIU

e Active collaboration and joint
missions

e Discrete investments for both banks

e PMC hiring was delayed almost to the
end of project,]; decision to reallocate
from works financing not taken

e Decision to delete Rivers’ scope of
work taken almost at end of project in
May 2020

Governance risk

e Political will during preparation would
vanish during implementation,
stalling reforms

o Bank will monitor Selected States’
reform progress
e Performance grants will incentivize

o Political will wavered, especially after
elections, when government changed

o Effective engagement at the governor
level, the powerful decision-makers in
the states, was lacking except during
a brief period of intense efforts by the
Bank

e States could not progress on project
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e SWAs’ continued subordination to
state governments continue,
constraining the former’s
autonomous functioning

implementation to qualify for
performance grants

Project will strongly support sector
policies and implementation of
reforms for autonomous functioning
of utilities

Project could not address political
economy issues effectively, which
slowed progress on utility autonomy

Program and donor-related risk

e Multiple donor involvement leads to
conflicting approaches, policy
recommendations, and duplicated
efforts

Considerable efforts to agree on a
common platform with other donors

Common approaches not followed by
donors due to their program priorities

Delivery monitoring and sustainability

risk

e Reforms’ implementation taking time
beyond that of investments, or the
latter not implemented or sustainable

Bank will collaborate with partners to
see that uniform approaches are
implemented to incentivize reforming
states

Interim review of fund allocations to
allocate more to reforming states

Bank had little influence to enforce
adoption of unified approaches
Interim review at MTR was of no use
because states could not progress on
investment implementation
absorbing funds (one of the criteria)

Other risk

e Disbursement delays due to various
factors: lack of detailed designs, poor
procurement, and contract
management

Rivers State’s investment designs
completed

For other states, consultants will be
hired before effectiveness

Bank will provide capacity support

Rivers State’s investment designs had
to be reviewed

Lack of PMC affected Rivers’
implementation

Note:

a. Minutes of regional operations committee review meeting
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APPENDIX H. REGIONAL COMPARISON OF BAUCHI AND EKITI UTILITIES

1. To evaluate the relative performance of the Bauchi and Ekiti utilities, a comparison was made with the SWAs of
the other states in the respective regions of Bauchi (North East) and Ekiti (South West) based on available data.? It
is presented in this appendix in tabular form and in figures (referred in tables with figure numbers). The available
data are an aggregate of the towns and cities served by the SWAs, not specific to the capital cities alone, as supported
under the project, and are historic information (between 2011 and 2019). Therefore, the data do not give a sense of
relative impact of the project. Instead, this comparison provides overall performance of the subject SWAs during
most of the project implementation period. It illustrates their macro-situation, influenced by the political economy,
institutional, and reform environment, which will affect the SWAs’ performance to serve the project areas (capital
cities of Bauchi and Ekiti) after the project completion. Areas in which Bauchi and Ekiti were better performing
compared to their peers are shown in bold; areas where they were lagging are shown underlined.

Access and Quality of Services

Table H.1 Comparison of Bauchi and Ekiti with Respective Regional Utilities on Access and Quality of Services

Trend between 2011 and 2019
Bauchi and North East regional utilities Ekiti and South West regional utilities
e This region has the lowest amount of potable | ¢ Region faces alternately decreasing and
water resources, particularly groundwater increasing trends in mean annual rainfall and
e Consists of six SWAs, five, including Bauchi, air temperature?
have own accounting and reporting e Has six SWAs, which are large, serving about 3
systems; Borno Water is part of state million to 5 million people in their operational
ministry and is part of state budgeting areas. Lagos is the largest, with long history of
system development
North East region is vulnerable to extremist e South West is the most populous region in
activities that disrupt ordinary life of Nigeria
residents, including water supply
Bauchi State has 3 largest population
increase in the region of about 60% pop.
increase in its service area (figure H.1)
e The largest was in Yobe (>200%), and
Adamawa saw a decrease by about 20%

Parameter

Regional characters

o Ekiti served about 3.6 million people in 2019
and had about 30% increase in people served
(figure H.7)

e The largest is in Osun, with about 68% increase

Population increase

(no. of towns
served)

Service responsibility | e Bauchi’s responsibility for service provision

remained the same at 20 towns, though it
operates only in four. For two other utilities,
responsibility has reduced, and for the other
three, it has increased

Bauchi is improving with support of the
World Bank. It has a very developed
performance reporting

o Number of towns served increased only for
Lagos, Osun, and Oyo (details not available)

o Ekiti’s responsibility remained the same at 16
towns

46 Indicators considered are (i) B40: household (HH) is in the bottom 40 percent of the income distribution; (ii) rural: household
is in the rural location; (iii) HH education: household head has primary level of education or less. Others include HH head is a
female and HH head is unmarried.
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Water supply
coverage and service

type

e Bauchi is a middle rung performer in the
region, with about 50 percent of population
in the state covered with water service,
which remained the same (figure H.2)

Coverage with water services is a difficult issue
for all SWAs in the region, none of them could
increase coverage. Even Logos, the largest,
serves fewer than 45% of its residents, with
negative trend

Ondo (since 2017) and Ekiti (since 2018),
reduced services to skeletal operations, in which
only bulk water is produced and sold or given to
secondary providers (truckers, large water
tanks, etc.) (figure H.8)

Most SWA customers in region get water
through direct connection. Only Ekiti and Oyo
provide more than 25% of their current
customers with services via standpipes (figure
H.9)

Water consumption

e Water consumption is relatively low in this
region, with overall reduction, which is more
perceptible in Bauchi. In 2019, Bauchi
became the lowest performer on total water
consumption at about 28 Ipcd (figures H.3,
H.4)

Water consumption is a very difficult issue for
utilities in this region. All utilities provide fewer
than 20 lpcd

Though Ekiti and Ondo show higher
consumption, it is not comparable, because
both serve fewer than 1% of their residents
(figure H.10)

Hours of supply

e None of the utilities in this region supply
water 24x7. Taraba, Gombe, and Adamawa
SWAs could enhance the supply hours to 12
hours or more per day, while Bauchi could
increase from five to eight hours per day
(figure H.5)

None of the utilities supply water 24/7

Only Lagos was able to increase average period
of uninterrupted supply to 20 hours a day. The
rest of SWAs serve customers fewer than eight
hours a day in 2019 (figure H.11)

Nonrevenue water

¢ Nonrevenue water is growing in all utilities
(40%—-80%)

e No utilities measure water through meters
(production and consumption), except
Bauchi (figure H.6)

NRW remains a largest issue for all South West
utilities. Losses, although addressed during
2011-19, are prohibitively high in five of six
SWAs

Only up to 10% of bills are charged based on
metering

Increase of nonrevenue in Ekiti reflects
temporary water distribution of free water
during skeleton operations and is not
unaccounted water (figure H.12)

Note:

a. Adepitan, Falayi, and Ogunsanwo 2017.
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North East Region (Bauchi): Access and Quality of Services

Increase/decrease of the population in

Figure H.1 —\ orth East Region 2011-2019
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Figure H.2  North East Region, Water coverage 2011-2019, %
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Figure H.3  North East, Total water consumption 2011-2019, Ipcd
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Figure H.4  North East 2011-2019, residential consumption, pcd
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Figure H.5  North East 2011-2019, hours of operation a day, hours .
Figure H.6 North East 2011-2019, NRW, %
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South West Region (Ekiti): Access and Quality of Services

Figure H.7 South West region, Increase in population

within administrative areas 2011-2019, %
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Figure H.10  South West region, total water consumption 2011-2019, Ipcd
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Figure H.11  South West region, hours of operation on average per day
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Revenues and Cost Recovery

Table H.2 Comparison of Bauchi and Ekiti with Respective Regional Utilities on Revenue and Cost Recovery

Parameter Trend between 2011 and 2019
Bauchi and North East Regional Utilities Ekiti and South West Regional Utilities
O&M costs o O&M costs remained relatively stable in all o Cost of O&M remained stable for all utilities in the

respective utilities, with some reduction in Borno
due to economy of scale, and Gombe had the
highest due to pumping

e |n Bauchi, O&M costs were the second highest
over the last three years at about US$0.5 per m3
(figure H.13)

region, except for Ondo and Ekiti, where almost no
operations took place

In Ekiti, O&M costs were the second highest in 2019
at about USS$ per m3 (figure H.19)

Water revenue

e Revenue was insufficient in all SWAs of the region
(figure H.14)

e Up to 2019, all SWAs were charging flat tariffs to
all users: No customer was billed based on a
consumption metering

e |n Borno and Yobe, water is free

Revenue has decreased in all the utilities
In Ekiti, revenue was almost nil all through the project
(figure H.20)

Cost recovery

e In later years
o Adamawa seemed to cover costs; it serves only
large urban centers since 2015
o In Bauchi, tariffs started to reflect the cost of
operation, however, still below the costs, and
cost recovery went down (figure H.15)
e Other utilities do not address cost recovery issues,
fully relying on support from their state
governments

Lagos operated with some profit margin for the last
two years

Other utilities were not able to recover costs and
remained in debt (figure H.21)

Collection Rates

o Collection rate was extremely low (figure H.16)

e Even if that improves, there were issues of long
pending accounts receivable

e Borno and Yobe SWAs’ accounts receivable was
higher than 10 years of collection, despite the
reported improvements in collection

e |n 2019, Bauchi’s accounts receivable were around

six years (figure H.17)

Even in this region, poor collection and years of
accounts receivable was the norm

Ekit wrote off its accounts receivable in 2014 and
2018

Direct Subsidy as % of
total Costs

e Financial assistance from the respective states is
the only source of the income that allows North
East SWAs to operate, ranging from 30% in Borno
to 100% in Yobe

o Bauchi’s direct subsidy as % of total costs was
around 50% in 2019 (figure H.18)

® Most utilities were heavily subsidized by the state
governments. But the information is not available
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Figure H.13  norih East Region 2011-2019 O&M costs, USS$/m3
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Figure H.14  North East region 2011-2019, Water revenue, USS/m3
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Figure H.15  North East Region 2011-2019, cost-recovery raio, ratio
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Figures H.16  North East Region 2011-2019, Collection ratio, %
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North East Region (Bauchi): Costs and Revenue

Figure H.17  North East Region, 2011-2019, Account receivable, days of
collection
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South West Region (Ekiti): Costs and Revenue

. 9 Fig.H.20 Average Revenue W&WW
Figure H.19  yth West region 2011-2019: Unit cost of services, (USS / m3 water sold)
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South West Region (Ekiti): Costs and Revenue

Figure H.21  South West Region operating cost-coverage ratio 2011-2019
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Figure 1.9 Map of Nigeria
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