
Strengthening Public Management Program (RRP NEP 36172) 
 

FINANCIAL AND ECONOMIC ANALYSIS 
 

1.  The total budget of the Strengthening Public Management Program is $33 million, 
including its associated TA cost of $3 million. Of the program investment plan of $30 million, $21 
million will come in the form of a grant from the Asian Development Bank (ADB) and a $4 million 
grant from the Government of the United Kingdom. The balance of $5 million will be financed by 
the government. Of the $3 million TA budget, $0.5 million will be from an ADB TA grant and 
$2.5 million from a TA grant from the Government of the United Kingdom. The $3 million TA 
budget is 9% of the total program budget. Each of the program components seeks to address 
problems and opportunities as described in the as-is analysis of the program’s four components 
(see Supplementary Documents). Through the policy reforms and TA activities described in the 
to-be analysis of the program’s four components (see Supplementary Documents), the program 
is expected to result in direct and quantifiable economic benefits as well as indirect and non-
quantifiable economic benefits that strongly justify the investment costs.  
 
A. Expected Benefits under Component 1 on Local Government Budget and Fiscal 

Management 
 
2. This component will support government efforts to foster more effective local 
government budget and expenditure management and fiscal sustainability. The estimated 
budget of the component is $7 million, with the TA component calculated at $1.2 million, or 
17.1%. The main quantifiable benefit will be increased mobilization of own-source revenue, 
particularly house and land taxes, by municipalities where the Municipal Administration and 
Revenue System (MARS) will be piloted and rolled out. A base case scenario of tax collection 
gains in one medium-size municipality (Lalitpur) shows an increase of $8–$11 million on a 
cumulative basis in the first 5 years after the introduction of MARS. This is based on an 
assumption of an annual 5% increase in new houses registered and an increase in compliance 
rate from the current low level of 30% to around 90% in 5 years. The establishment of an 
updated electronic database on taxable houses and land and taxpayers and the automated and 
more efficient tax administration aided by MARS are expected to widen the tax net and enhance 
tax compliance. The roll-out of MARS to other municipalities would multiply these revenue 
gains. The increased revenues that will be gained from MARS and other reforms under 
component 1 will create greater fiscal space for more public goods and services. Other benefits 
that are difficult to quantify include reduction in financial irregularities and better public service 
delivery as a result of improved accounting systems and results-based management. 
 
3.  The benefits from the implementation of MARS in a medium-size municipality such as 
Lalitpur will flow from an increase in its ability to raise its own resources, as follows:  
 

(i) Addressing expenditure shortfalls. On average, municipalities are able to collect only 
79% of their budgeted own-source revenue. This has a direct impact on their capital 
expenditure, which shows an average shortfall of about 20% compared to budgeted 
amounts over the years. With the implementation of MARS, it will be possible to raise 
this figure to 90% of the budgeted own-source amounts, which would help municipalities 
achieve their capital expenditure targets. 

 

(ii) More efficient tax collection. Aggregate financial data for all municipalities for FY2010 
showed that own-source revenues accounted for around 34% of their total revenue and 
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house and land taxes contributed around 6% of the total revenue.1 Even without 
changes in the tax rate, it is possible to increase the contribution of the house and land 
tax. By maintaining a proper database of taxpayers in MARS and thereby increasing tax 
enforcement and compliance, the contribution of house and land tax can be increased to 
20% of total revenue over 3 years, and could in turn increase own-source revenues to 
up around 50%.       

 

(iii) Less dependence on grants. Grants from the central government, which contribute 
38% of the resources of municipalities, are usually unpredictable. Late transfers and 
shortfalls result in delays in capital expenditure and project implementation by municipal 
governments. Increasing own-source revenue will help municipalities reduce their 
dependence on central grants. Moreover, with increased own-source revenue, 
municipalities’ dependence on central grants for capital expenditures will be reduced 
substantially. 

 
4.     Three scenarios have been analyzed to assess the likely benefits to Lalitpur, where the 
program proposes to pilot MARS. Lalitpur is one of the oldest and largest municipalities in the 
Kathmandu Valley. During FY2006–FY2010, its own-source revenue showed an average 
annual growth rate of 12% and the house and land tax had a significant compounded annual 
growth rate of 23%, as shown in Table 1.  
 

Table 1: Historical Trend of Lalitpur Municipality’s Tax Collection 
(NRs million) 

Item FY2006 FY2007 FY2008 FY2009 FY2010 CAGR 

House and land 
tax 16.05 27.85 20.97 39.30 37.20 23% 
Own-source 
revenue 120.18 143.15 146.36 201.45 189.24 12% 
HLT/OSR (%)  13% 19% 14% 20% 20%  

CAGR = compound annual growth rate, HLT = house and land tax, OSR = own source revenue 

Source: GIZ data on Financial Indicator of Nepal’s Municipalities for FY2006–FY2010.  
 
5.      Lalitpur has about 55,000 houses, of which 27,000 are officially registered with the 
municipality. In FY2010, only around 5,000 owners paid house and land tax. Based on this data, 
this analysis has estimated the potential house and land tax that could be collected by updating 
records, proper maintenance of records, and regular follow-up with defaulting taxpayers. MARS 
and the other reforms under the program and TA will also have a positive impact on the 
collection of other sources of revenue. One example is the business tax, which remains 
untapped due to lack of adequate data. Other tangible benefits would be a reduction in 
transaction and administrative costs.        
 
6.    A stepwise approach was adopted in estimating the potential revenue collection through 
MARS and through the issuance of house numbers for houses:   
 

                                                
1
  The fiscal year (FY) of the Government of Nepal ends on 15 July. FY before a calendar year denotes the year in 

which the fiscal year ends, e.g., FY2012 ends on 15 July 2012. 
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(i) The base year for projecting the number of houses in future years was FY2010 and the 
base number of houses was 55,000, taken from the data of Lalitpur.  

(ii) The number of houses is assumed to grow at an annual rate of 5% during FY2012-
FY2017. 

(iii) Existing data show only 49% of the houses is on the records of the municipality. With the 
implementation of MARS, this percentage could grow up to 90% by FY2017. 

(iv) Based on the above assumption, the number of house owners who are potential 
taxpayers is estimated by multiplying the projected number of houses (based on the 5% 
annual growth rate) by the projected percentage of houses likely to be registered with 
the municipality in each year during the period.     

(v) The average tax collected per house in FY2010 was calculated by dividing the total 
house and land tax paid by the number of house owners who paid the tax (5,000). 

(vi) The average tax per house is conservatively assumed to be constant in future years.  
(vii) The potential house and land tax revenue for future years is arrived at by multiplying this 

average tax payment by the number of potential taxpayers each year.   
(viii) Because own-source revenue has been growing at a trend growth rate of 12% and it is 

assumed that it could go up by another 8% with the implementation of MARS, the total 
growth rate is estimated at 20%.      

 
7.    Table 2 below details the above assumptions upon which projections are based. 
 

Table 2 
Assumption and Scenarios on House and Land Tax Collection 

 in Lalitpur Municipality 

Variables/Scenarios Assumption 

Annual increase in households 5% 

Average house and land tax per 
household for FY2010 

NRs 7,440 

Percentage of total households on 
record at the municipality   

Increase from 49% in FY2012 to 90% by FY2017 

Optimistic scenario House and land tax collection will increase 
progressively from 49% in FY2012 to 90% in 
FY2017. 

Base case scenario  Only 80% of the projected collection is achieved  

Low case scenario Only 50% of the projected collection is achieved 

Own-source tax revenue growth rate Assumed to be 20% 

Past growth trend of own-source 
revenue 

12% 

Source: Asian Development Bank. 

 
8.  Table 3 below shows the projected results due to an increase in house and land tax 
collection by Lalitpur as a result of MARS. In the optimistic case scenario, it is assumed that the 
program’s full benefits will be realized — i.e., that 90% of the potential taxpayers will pay the 
taxes. In this scenario, additional own-source revenue for the municipality could be up to about 
$11 million over 5 years. The increase declines to about $8 million under the low case scenario. 
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Source: Asian Development Bank. 

 
B.  Expected Benefits under Component 2 on fiduciary risk management at the local 
government level 
 
9. This component will support government reforms to reduce fiduciary risks and 
strengthen safeguards in local governance. The estimated budget of component 2 is $18 
million, with the TA component coming in at $0.5 million, or 2.7%. Economic and financial 
benefits under component 2 are associated with the improved public financial management 
(PFM) and reduced fiduciary risks at the local government level expected to result from 
improved accounting and auditing of local government bodies, enhanced monitoring of fiduciary 
risks, and progress on other PFM reforms. These improvements could result in significant 
qualitative benefits in terms of better accountability in public expenditure among local 
governments and the resulting improvements in the quality and extent of public service delivery 
at the local level. It is estimated that the above reforms could reduce financial irregularities at 
the local government level by about $6.5 million per year. This is based on the assumption that 
50% of a conservative number of reported irregularities at the local level will be eliminated.2  
 
C. Expected Benefits under Component 3 on public procurement reforms 
 
10. This component will support government efforts to increase safeguards in public 
procurement by making it more transparent, competitive, and efficient. The total budget of 
component 3 is $3 million, with the TA component estimated at $1.2 million, or 40%. The 
benefits under component 3 will come from cost savings in public procurement through the 
adoption of e-government procurement (e-GP). An ADB TA is currently helping develop the e-
submission component of e-GP. The program will scale up this support to develop e-GP fully so 
that it covers all phases and functions of the procurement cycle. Experience from other 
countries shows that e-GP helps avoid cost overruns and high procurement costs arising from 
the lack of competition in the bidding process. Financial analysis of e-GP shows that it can 
increase the efficiency of the government’s procurement administration as well as reduce the 
cost of public procurement. The experience of e-GP in other countries has demonstrated that 
these factors combined can produce savings of up to 15% or more of public procurement costs. 
An analysis by the Organization for Economic Cooperation and Development (OECD) in 2003 of 
procurement projects found that systems and processes that enhance competition and 
transparency can reduce procurement costs by as much as 20%–30%.  
 

                                                
2
  In its 2008 annual report, the OAG said that the cost of irregularities it had found in local government bodies 

(district development committees) amounted about NRs861 million or around $10.5 million. This is arguably only a 
small fraction of the cost of all the irregularities at the local government level (district development committees, 
municipalities and village development committees)l, since the OAG only audits up to the district level (and village 
development committees and municipalities), and its coverage at this tier of government is uneven. 

Table 3 
Projected Incremental Revenue Collection by Lalitpur Municipality 

 ($ million) 

Scenario FY2013 FY2014 FY2015 FY2016 FY2017 

Optimistic  4.00 1.97 1.91 1.49 1.74 

Base case  3.22 1.74 1.72 1.43 1.68 

Low case  1.98 1.37 1.43 1.33 1.58 
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11.    If public procurement takes up to 20% of the Nepal’s GDP in FY2010 ($14.8 billion), then 
estimated savings of 20% from total public procurement costs would be $600 million.3 Even if 
we assume only 1% savings due to e-GP, the value of savings would still be substantial, as this 
would be about be $15 million annually . The e-GP experience in other countries shows that the 
administrative costs associated with public procurement also decline significantly with the use of 
e-procurement systems. 
 
D. Benefits under Component 4 on oversight and accountability capacity-building 
 
12. This component will support the government’s efforts to strengthen its oversight and 
accountability functions. The total budget of component 4 is $2 million, with the TA component 
estimated at $0.1 million, or 5%. Although it is difficult to quantify the benefits from the reform 
measures under component 4, an attempt has been made to broadly identify the likely benefits 
by estimating the potential reduction in expenditure arrears at the national level. The 
strengthening of oversight agencies such as the National Vigilance Center and the 
implementation of corruption vulnerability diagnostics of key ministries could result in a 
reduction of government arrears. Historically, expenditure arrears at the national level constitute 
about 2%–10% of total expenditures. At the lowest rate of 2%, such arrears would have been 
about $77 million in FY2011. Under a low case scenario, if the arrears can be reduced by 
program interventions by 10%, this would mean about $7 million a year for 5 years. 
 
E.  Aggregate Benefits 
 
13. In the aggregate, quantifiable benefits as discussed above significantly justify the 
program and associated TA costs of $33 million. Through increased local revenues and greater 
savings in procurement, the program’s reforms will strengthen the government’s fiscal position 
and management both at the national and local levels. As a result of the greater fiscal space 
and expanded delivery of public goods and services, the government will arguably be 
incentivized to sustain and institutionalize the reforms.  
 
14.     A number of indirect benefits can also be expected. These include further improvements 
in public service delivery at the local level due to participatory planning process and more 
accountability of public officials. This will lead to effective prioritization and implementation of 
community-level projects, timely release of block grants, and improved public financial 
management and reduced fiduciary risks at the local level. The introduction of a medium-term 
budget framework will also help streamline the budgeting process, strengthen expenditure 
management, and enhance fiscal discipline and allocative efficiency at the national level. The 
improved budgeting and expenditure management at the national level will in turn help ensure 
sustainability of increased fiscal transfers to the local governments, providing greater resources 
for local development and capacity-building of local officials that will be critical to a successful 
transition to a federal system.   

                                                
3
  A study in 2005 by the OECD showed that public procurement generally accounts for 20%–25% of gross domestic 

product in developing countries. See OECD, Fighting Corruption and Promoting Integrity in Public Procurement. 
Paris: OECD, 2005. 




