
Strengthening Public Management Program (RRP NEP 36172) 
 

PRELIMINARY AS-IS ANALYSIS OF PROGRAM COMPONENTS 
 
1. Background. The Nepal Strengthening Public Management Program (the Program) 
seeks to help strengthen public financial management in Nepal, particularly at the subnational 
level in tandem with central-level PFM reforms. The program also seeks to enhance public 
procurement at both the national and local levels as well as improve oversight and 
accountability agencies and practices.  
 
2. The PFM reforms at the subnational level seek to promote more predictable and timely 
fiscal transfers to the local bodies, local fiscal sustainability, and improved transparency and 
accountability in public financial system. The Program will help implement the Government’s 
local resource mobilization strategy to ensure that local bodies are put on a stronger path 
towards increasing financial sustainability. Moreover, while the national budget is formulated 
based on a medium term expenditure framework (MTEF), it needs to be enhanced with a 
medium-term budget framework (MTBF) for more effective budget management at both the 
national and local levels. 
 
3. Further, the Program also seeks to pilot a local Municipal Administration and Revenue 
System (MARS) and assist the Public Procurement Monitoring Office (PPMO) to establish a full-
fledged e-government procurement (e-GP) system. Building on the Technical Assistance (TA) 
provided by ADB through its Nepal Resident Mission, the Program seeks to finance the 
development of software that would cover tendering, publication, e-signature as well as e-
posting, in addition to the establishment of a procurement database.  
 
4. The Program and its associated TA will have the following four components: 
 

a. Component 1: Local Budget and Fiscal Management 
b. Component 2: Sub-National Fiduciary Risk Management 
c. Component 3: Public Procurement Reform 
d. Component 4: Oversight and Accountability Capacity-building 

 
5. To design the Program and TA, a rapid As-Is assessment of the existing legal, 
regulatory, and operating environment both at national and local government level in Nepal was 
carried out. This assessment was intended to complement previous assessments. The findings 
of the As-Is study under different components is presented in this report.   
 
A. Component 1: Local Budget and Fiscal Management 
 

1. Introduction  
 
6. The Interim Constitution of Nepal (2007) under the principle of state policy specifies 
progressive restructuring of the State by eliminating its existing form of centralized and unitary 
structure. It also mentions that arrangements shall be made to set up local self-governance 
bodies to ensure that the people exercise their sovereignty by ensuring maximum peoples' 
participation in governance and by providing services to the people at the local level, based on 
the principle of decentralization and devolution of power. 
 
7. Responsibilities and distribution and mobilization of resources are to be shared between 
the Government of Nepal and local self-governance bodies as provided for in the law to 
strengthen them for local development and to make them responsible to local bodies for the 
identification, formulation and execution of local level programs. Mobilization and distribution of 
the resources are to be aimed at development of the socially and economically backward 
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classes and communities within the general goal of balanced and equitable development of the 
nation. 
 
8. The financial sustainability of local governments is one of the pre-conditions for a 
functioning self-governance system. Most of the local government institutions in Nepal are 
under substantial revenue crisis. With the enactment of the Local Self Governance Act and 
Regulation, 1999, local bodies in Nepal are empowered with more autonomy to levy and collect 
different types of taxes, fees, and acquire other financial resources. However, these are powers 
that have not been put to good use. 
 

2. As-Is Diagnostic Analysis at Local Government 
 
a. Constitutional Status of Municipalities 
 
9. The constitution, powers and functions of the Local Government in Nepal are given in 
the Local Self Governance Act and the Local Self-Governance Regulations, 2056 (1999). In this 
regard, local government consists of a three tier system, with the Village Development Council 
as the lowest level of local government, followed by Municipality and the District Development 
Committee.  Each of these levels has both the political and administrative executives. The 
political representatives are to be elected by the people and the administrative machinery is 
provided by the government.  
 
10. The summary of the current status of the functioning of Municipalities is as follows:  
 

(i) There are no elected representatives at any levels of local government. The 
constitutionally mandated functions are carried out by the government selected 
representatives, i.e. government employees.  

(ii) Due to absence of elected representatives, the Municipal Council is non- 
existent.   

(iii) The Chief Executive Officer of the Municipality is the acting Mayor and carries 
out all the functions of the Mayor. He is the Chairman of the Municipal Board, in 
the absence of the elected Mayor.  

(iv) The municipal administration is divided into departments, divisions and sections. 
A typical municipality has 6 to 10 departments. Each department is further 
divided into divisions and divisions into sections. Each municipality is further 
divided into wards, which are the lowest level of administration. The wards are 
headed by Ward Secretaries, who are government employees appointed by the 
CEO of the respective Municipality.      

(v) The CEO prepares the budget for the Municipality in consultation with various 
Chiefs of Department, representatives of political parties and Ward Secretaries.       

(vi) In the two Municipalities (Lalitpur and Kathmandu), though there are no elected 
representatives, yet, representatives of various political parties (around 33), do 
participate in participatory planning process.  

(vii) At the ward level, the plans are formulated with participation from political party 
representatives. The major functions are performed by the Ward Secretaries, 
who are government employees, appointed by the CEO of the respective 
Municipalities.   

(viii) At the Municipality level, representatives of various major political parties are 
invited to participate in the planning process. The annual plan is finalized after 
taking into consideration the views of representatives of different political parties.  

     
b. Budgetary Process 
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11. The current budgetary process is mostly a top down process. The budget follows 
internationally accepted standards of recurrent and development expenditure classification.  The 
Ministry of Finance issues budget circular containing guidelines and ceilings to Ministry of Local 
Development (MLD). The MLD, in turn, issues guidelines and ceilings (grants) to the 
Municipality for capital budget (usually in November every year).  
 
12. The revenue department of the Municipality, comes out with a forecast of likely 
availability of revenues from different sources, such as own sources, grants, foreign grants and 
any other source such as PPP etc. (usually in the last week of November). 
 
13. The estimate of recurrent expenditure is subtracted from likely available of resources, to 
arrive at resources available for capital expenditure, for the ensuing year. 
 
14. The Budget Committee decides Development ceilings for various departments (of 
Municipality) and Wards (usually by 15th December every year). 
 
15. The Departments and Wards prepare their budget, giving due consideration to ceilings 
and priorities. The departments and wards send their demands to the Financial Management 
Division, which in turns compiles the budget for consideration of the CEO (usually by 28th 
December every year). 
 
16. The CEO in consultation with the Budget Committee members (represented by 
important department chiefs), finalizes the budget (usually by January 4 every year). 
 
17. The budget is approved by the CEO and is sent to the District Development Council. 
(usually by 14th January every year). 
 
18. The DDC prepares and passes its own budget. The budget of the Municipality under the 
DDC is included in the budget of the DDC. The DDC passes its own budget and along with 
those of the municipalities’ budget and sends it to the MLD. The MLD budget is included in the 
National Budget and is passed by the parliament.  
 
c. Expenditure Management 
 
19. Based on preliminary discussion with budget officials, it is surmised that the recurrent 
budget is not met through own resources in case of Lalitpur Municipality. In Kathmandu 
Municipality, the recurrent expenditure is being met through own sources of revenue.  The 
accounts division controls the expenditure along with the planning division. It is the planning 
division, which first approves the bill submitted against capital expenses and sends it to 
accounts division. The accounts division, then based on the availability of funds and appropriate 
authorization as per budget, issues the cheque.  
    
d. Inter-government Fiscal Transfers 
 
20. The national government provides both conditional and unconditional grants to local 
bodies. The conditional grants are linked to certain agreed upon minimum performance criteria. 
For most of the capital expenditure, the municipalities are dependent on national government for 
grants. The grants are irregular and fluctuating in nature. The development works tend to be 
delayed due to the uncertainty in funding.  
 
e. Municipal Revenue Management 
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21. The Act has made provision for tax, service charge, fee and revenue resources for local 
bodies to enable them to generate adequate income and carry out development functions. 
Municipalities are entitled to collect various taxes, fees, charges and property rental. On top of 
this, they get grants from the central government. They also receive grants and loans from other 
financial institutions as well as donor agencies. The sources of municipality income are given in 
the following table: 
 

Type of Revenue Source of Revenue 
Own Revenue 
Tax House and land tax, Land Revenue and tax, Integrated 

property tax, Vehicle Tax, Entertainment tax, Bahal (rent), 
Advertisement tax, Means of profession tax and Commercial 
video tax 

Service Charge Parking fee, sanitation, sewerage fee Valuation of real estate 
(fixed assets), Public lavatories, park, bath room, swimming 
pool, gymnasium, guest house, tourist site, hostel, haat 
bazaar, slaughter house, crematorium, use of washing space, 
street light, road, and drainage maintenance 

Fee Approval and recommendation fee, Approval of building 
design fee, Attestation of maps fee, industrial service fee, 
radio license, application fee, registration fee, etc. 

Others Tax arrears, sale of tender documents 
Grant From HMG, DDC 
Loan (with approval from 
Council, with or without 
collateral and on 
government guarantee) 

Loans from bank or other institution 
 

Miscellaneous Donation, assistance 
 
22. The revenue base of local bodies has been traditionally very small, because of lack of 
revenue assignments (in a strongly centralized system) and a very weak capacity at local levels. 
Central government transfers are the main source of revenue for local government in Nepal, 
providing more than 40% of their income.  For the NFY 2066-67 (FY 2009-10), the consolidated 
own revenue collection of all municipalities has been only 34% to the total Revenue which is 
much below the international benchmark of 75% and above. 
 
23. Municipal taxes are collected on annual basis and other fees and service charges are 
collected as and when any service is rendered to the citizens. The existing rules and regulations 
have provided potential avenues for collecting property taxes (House & Land Tax + Land Tax) 
and taxes on business and profession. However the existing working system of most local 
bodies is below the expected level to administer and collect these direct taxes. These two types 
of taxes together accounted for 70% and 60% of the total own sources of revenue for Lalitpur 
and Kathmandu municipality respectively for the FY 2009-10. 
 
24. Further, the Act also allows municipalities to implement either the house and land tax or 
integrated property tax. Integrated property tax, taxes land and building together based on total 
net valuation of the property. The Municipal Board fixes the tax rate for each value of property 
within the ceiling prescribed by the Local Self Governance Act. In this system, land revenue tax 
is not levied.  
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25. Our discussions with relevant officials in both the municipalities have pointed out that 
due to lack of sufficient and updated information on property database, tax payers profile, lack 
of integration between different functional sections of the municipalities with the revenue 
section, ineffective follow up with the tax payers, human resource constraints, policy related 
issues, etc. have resulted in low tax collections for the municipalities. Further, in the absence of 
an elected local government there is an accountability deficit for the low service standards of the 
municipalities.  
 
f. Property Tax Valuation Methodology 
 
26. The Municipalities are authorized by law to collect Land Revenue and House & Land 
Tax. The maximum and minimum limit of the rate of land revenue and of house and land tax 
that may be levied by a Municipality within its area is prescribed in Local Self-Governance 
Regulation, 2056 (1999). The price band for houses and the rate of tax have been given in the 
regulation. The slabs have been revised, but the rate of tax has not been revised since 1999. 
The municipalities have authority to revise the land rates, which they do usually once in three 
years. The value of land is revised by a committee, which takes into consideration the prevailing 
market price and also the price at which land is transacted during the sale of land, the details for 
which are obtained from land registration office. Currently in calculating the value of land, the 
land falling under each Municipality is divided into various categories by the national 
government. The land revenue office next provides the unit price or the valuation rate. After 
giving due consideration to the valuation rate, the municipal council, decides the annual rate 
periodically. The annual rate is multiplied with the size of the land, to arrive at the value of land. 
Municipalities do not have authority to revise the valuation of house. These can be revised only 
by the national government.   
 
g. Cost of Providing Basic Services 
 
27. Municipalities do provide services such as streetlights, property valuation, garbage 
collection, waste disposal, building certificates, birth and relationship certificates. For all these 
services cost of providing these services is not adequately calculated. Unless such a costing is 
carried out, service charges cannot be justified for collection. 
 
h. Issues in Existing Local Government PFM 
 
28. Based on As Is analysis of current systems and practices in Lalitpur and Kathmandu 
municipality (as sample sites), the following issues have been identified in local government 
public financial management system in Nepal: 
 
i. Issues in Budgetary Process 
 

(i) Currently the Municipal council is non- existent, hence the CEO prepares and 
approves the budget. The budget preparation lacks public participation. 

(ii) The capital budget is driven by grants. The grants from National Government are 
fluctuating in nature, resulting in delay in completing projects.  

(iii) Costing of capital expenditure and provision for maintenance of capital assets is 
inadequate  

(iv) Lack of output and outcome orientation to budgets 
(v) Costing of municipal services such as solid waste management, street lights etc. 

are not being carried out, resulting in inability to recover the cost of services.   
(vi) Scientific method in prioritization of projects is not in practice  
(vii) There is no budget manual to guide the budgeting process.            
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(viii) Own sources of revenue are also fluctuating in nature 
(ix) Deficit budget at the time of budget approval is usually based on overestimation 

of revenue 
(x) Budgeting principles for program budgeting are not clearly laid down  
(xi) Revenue dues of last fiscal are shown as part of the current fiscal revenue. Little 

or no efforts are made at realizing these dues 
(xii) In one the large municipality, for the fiscal year 2012-13, a balanced budget is 

shown. Yet, the revenue sources, especially own sources are not identified for 
meeting the proposed expenditure.  There is every possibility that the proposed 
expenditure might not be met.   

 
j. Issues in Expenditure Management 
 

(i) In one of the Municipalities, huge balances are carried forward to next year 
budget, which range from one third to one fourth of the total budget. This 
indicates either improper revenue forecasting or inability to spend well in time. 

(ii) Estimation of revenue flows is rudimentary, affecting expenditure management  
(iii) Proper forecasting of expenditure needs, seems to be absent 
(iv) The budgetary control is informal in nature, with the CEO acting as both the 

budget approval and control officer.  
(v) The revenue section is not adequately involved in budget releases, as the 

planning and accounts section are involved in making payments.  
 
k. Issues in Inter-government Fiscal Transfers 
 

(i) There is no road map for moving towards fiscal autonomy over a period of time  
(ii) Inadequate plan for gradual phasing out of grants from national government, at 

least for ensuring meeting of revenue expenditures 
(iii) A periodic review of the grants formulae is not being taken up due to political 

exigencies  
(iv) There is a perceptible gap between budgeted grants and actual grants received 

by the municipalities     
 
l. Issues in Municipal Revenue Management 
 

1. House and Land tax – the actual revenue collected is much less than potential 
revenue and at a conservative guesstimate is less by 30%. Some of the reasons are: 
 
(i) Lack of proper records on property ownership 
(ii) House-Land tax is collected at the ward level and hence there is no centralized 

record of property ownership 
(iii) The House-Land tax rates are not revised since 1999 
(iv) The houses do not have house numbers 
(v) Provision for revision of only land rates by Municipalities does exist 
(vi) Municipalities lack authority to revise house value and rates  

 
2. Rent tax – collected at the rate of 10% by National Government and the 
Municipalities have authority to collect up to 2%.  Due to lack of adequate staff to collect 
the tax and reluctance of the public to pay same tax to two different authorities, the 
municipalities are unable to realize this tax fully. 
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3. Compliance issue – The maximum penalty imposed on defaulters of house tax is 
only 5000 NR, which is not any way linked with the value of the property. In case of other 
taxes, the penalty rates vary between 10-15% of the total tax to be paid.    
 
4. Ownership issue in case of multiple storied building – The existing legal 
provisions are not clear about the transfer of ownership among owners of multistoried 
buildings.  Pending the transfer of ownership, tax is not being collected form the property 
owners.   
 
5. Insufficient Property database: Due to non-integration of different sectional data, 
the revenue section does not have any updated information on the tax payers and their 
house holdings/land holdings/business or profession, as the case may be. The records 
are updated only when citizens come for paying the relevant taxes. Moreover, a 
consolidated taxpayer database is not available in any of these municipalities which 
results in inadequate tracking of taxpayers. 
 
6. Ineffective follow up for collecting taxes: Due to lack of sufficient information and 
manpower constraints the municipal authorities are unable to perform follow up 
procedures for recovering the taxes. 
 
7. Lack of house numbering: In Lalitpur municipality the properties are not 
numbered and therefore it is virtually impossible for the municipalities to keep track of 
the taxpayers or tax defaulters data.  
 
8. Duplication of tax collection: A few taxes are collected at both Central 
Government and LG level like rent tax (10% collected by Central and 2% collected by 
LG). This result in duplication of effort at both the level and also these tax related data is 
not reconciled with each other’s data at any of these levels.  
 
9. High possibility of incorrect tax assessment – The property tax assessment is 
based on numerous criteria which need to be applied for computation of property taxes 
during any kind of revision. Further, information related to any modification/extensions 
with respect to existing property may not be available with the revenue section leading to 
incorrect assessments. Any change, errors or omissions in computations results 
significant delay in assessment. Moreover, it is given to understand that the tax 
calculation is discretionary and therefore, in some cases become unscientific. 
 
10. Manual operations – Almost all the transactions are performed manually leading 
to huge operational issues both for the municipalities and citizens. Manual operation also 
poses delay and difficulty in collation and transfer of inter-section data relating to issue of 
building permits, occupancy certificates modifications/extensions to existing property, 
etc. Further, citizens do not know the status of their applications at any given point of 
time. 
 
11. Duplication of Work – Under manual environment, all the sections have to enter 
the same type of information in their respective registers with regard to a single 
application. Further any change in tax rate, land classification, building classification, 
ownership status, etc. calls for lot of changes in the historical data which many at times 
are not carried out in full leading to revenue loss or high incidence of dispute cases. 
 



8 
 

12. Dual Systems – Most of the municipalities are relying on both automated and 
manual systems in parallel due to outdated and non-comprehensive system applications 
for revenue collection and municipal accounting, leading to more operational overheads.  
 
13. Delay in revenue reconciliation: There is significant delay in reconciliation 
between revenue collected, deposited and credited to government accounts. This also 
increases the risk of errors in reconciliation and undermines the timeliness and quality of 
revenue accounts. 
 
14. Lack of Planning and Monitoring: Under manual environment an integrated 
revenue management is difficult to establish.  As a result the information relating to tax 
payers, no. of buildings, tax arrears, revenue collection, disputed cases, etc. which is 
generated remains in a disintegrated manner and cannot be shared on real time basis 
with the management, which impacts planning, monitoring and decision making. 

 
15. Issues in Service Costing: 
 
(i) Current budget formats are not adequate to capture the cost of services 
(ii) Data on services being provided by municipalities is inadequate  
(iii) There is no prevalent methodology for costing the services 

 
3.  As-Is Status of Medium Term Expenditure Framework and Medium-Term 
Budget Framework at National Government Level 

 
29. This section presents the current status of MTEF at national level and the issues faced 
during implementation of MTEF.  
 
a. Current Status of Medium Term Expenditure Framework 
 
30. MTEF was introduced in 2002-03 based on one of the key recommendations of the 
Public Expenditure Review Commission set up in 2000/01 for managing public expenditure 
efficiently. Some of the problems faced by Nepal government in managing its public expenditure 
that prompted introduction of MTEF are: 
 

(i) Inadequate allocation of budget for the on-going projects  
(ii) Unsustainable projects are continued resulting in cost overruns  
(iii) New projects are taken up without identification of source of funds  
(iv) Delays in project approvals 
(v) Inclusion of projects in the budget without adequate prior project appraisal 
(vi) Inadequate and weak control over release of budget and 
(vii) Weak monitoring mechanism 

 
31. The most refined version of the MTEF (third among the six presented so far) was 
presented in 2004-05. The last MTEF (sixth) was presented in 2009-10.  
 
32. A brief of the contents of third MTEF (2004-05) is presented below: 
 

(i) Institutionalization process 
(ii) Macroeconomic framework 
(iii) National Objectives, Targets, Strategies and Achievements  
(iv) Sectoral strategies, objectives and programs  
(v) Achievements and expected outputs  
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(vi) Prioritization of programs and projects 
(vii) Cost estimate  
(viii) Program Budgeting and Estimated Expenditure  
(ix) MTEF and External Donors’ Cooperation  
(x) Arrangements for Implementation, Monitoring and Evaluation  
(xi) Lessons learnt  and future courses of Action for improving the MTEF  

 
33. A cursory look at the contents suggests that, a lot of effort has gone into preparing the 
MTEF, with a section on macroeconomic framework includes three year projections for major 
macroeconomic variables.  
 
34. For 2011-12, an oversimplified version of the MTEF is presented, which contains three 
year expenditure projections only. It is a traditional ‘line item budget’, with the inclusion of two 
additional columns containing expenditure projects for ‘outer’ two years (2012-14).  
 

(i) Summary of three year expenditure projections  
(ii) Data on Total Expenditure; Recurrent and Development; Appropriated and 

Charged; Financing    
(iii) Five years data: 2009-10 (Actuals), 2010-11(Estimates), 2011-12(Allocation), 

2012-14 (Two outer year projections) 
(iv) Chargeable from consolidated fund:  

• Summary of Three Years Expenditure Projection for Chargeable Items 
• Details of Three Years Expenditure Projection for Chargeable Items 
• Appropriated from Consolidated Fund 
• Summary of Three Years Expenditure Projection for Appropriated Items 
• Details of Three Years Expenditure Projection for Appropriated Items 

(v) Priority and Strategy Summary 
(vi) Annexes 

• Services and Function wise Three Years Expenditure Projection (Including 
Financing) 

• Ministry wise Three Years Functional Expenditure Projection(Including 
Financing) 

• Line item wise Three Years Expenditure Projection(Including Financing) 
• Ministry wise Three years Expenditure Projection(Including Financing) 

 
b. Issues in implementation of MTEF at National Government level 
 
35. Based on the discussion with National Planning Commission, it could be surmised that, 
NPC would prefer to call the current MTEF as MTBF, as it has some of the elements of MTBF. 
To certain extent this might be justified, but given the gap in terms not having the fundamental 
assumptions on which the macroeconomic variables are projected and absence of critical 
variables such as inflation, disaggregated revenue projections, to call the current MTEF as 
MTBF would be a misnomer. For the current year approximately a budget ceiling of NR 381 
billion was given to line ministries and they have come up with proposals worth NR 800 billion. 
The prioritization process, which is formulae driven, could not make significant contribution. For 
sustaining such an elaborate MTEF over a period of time, would require certain basic conditions 
to be met: 
 

(i) The expenditure projections should be robust, at the program/project level 
(ii) The budgeted resources should be provided to the line ministries 
(iii) A hard budget constraint is fundamental to the success of MTEF 
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(iv) Staff in Line Ministries, Ministry of Finance and National Planning Commission 
have the capacity to prepare the MTEF  
 

36. In the initial years, the staff has been provided adequate training, but over a period of 
time, the Line Ministries faced problem in retaining trained staff. Further, the MTEF exercise 
was considered as a source for proposing new projects. In the process, the budget ceilings 
issued to the line ministries were not adhered to. Without a hard budget constraint, it becomes 
difficult to impose fiscal discipline, which is one of the pillars of MTEF. Without fiscal discipline, 
neither allocative efficiency nor technical efficiency can be attained. This has ultimately resulted 
in line ministries losing faith in the efficacy of MTEF. For the past two years, MTEF has not been 
prepared in the way it has been prepared in 2004-05.    
 
B. Component 2: Sub-National Fiduciary Risk Management 
 
a. Existing Internal Audit System in local government 
 
37. As per the LSG Act, the internal audit of incomes and expenditures of the Village 
Development Committee shall be carried out by the District Development Committee within four 
months from the date of completion of a fiscal year. The final audit of the Village Development 
Committee shall have to be carried out by an auditor approved by the District Development 
Committee on the recommendation of the accounts committee constituted by the Village 
Council. The Chairman shall have to take necessary actions on the issues referred to in the 
audit report and submit such report along with the details of actions taken to the accounts 
committee. The accounts committee shall have to study the report submitted by the Chairman 
and furnish it to the Village Council along with its opinion and suggestions. The Village Council 
shall discuss on the report received with the suggestions and opinion of the account committee 
and if the irregularities shown and determined by the audit cannot be regularized, it shall give 
directions to the Village Development Committee for the clearance and settlement of such 
irregularities. Based on the national government financial rules and regulations, for the VDCs, 
the government financial rules and deregulations are prepared. All the resources received by 
the VDC are deposited in the VDC fund and the fund shall be operated through joint signatures 
of the Chairman or a Member designated by him and of the Secretary. No amount may be spent 
from the fund without getting approved the annual budget and programs from the Village 
Council. The Village Development Committee shall have to maintain the records of books and 
accounts of its income and expenditure, as prescribed. 
 
b. Issues in Internal Audit 
 
38. A typical DDC covers 40-60 VDCs.  A DDC has only 1-2 qualified accountants to carry 
out the internal audits of DDC as well as these large numbers of VDCs. Even if only at the DDC 
level, there is insufficient capacity to carry out the internal audits. A study found about 5000-
7000 transactions annually in DDCs that are required to be internally audited. Hence, internal 
audits of VDCs are neglected. Due to lack of qualified auditors, the internal audits of DDCs are 
not completed in time and hence needs to be improved upon.  
 
c. Issues in Public Auditing 
 
39.  It has been observed over the years that compliance of financial rules and 
regulations at the VDC level leaves much to be desired and needs strengthening. As per the 
LSG Act 1999, the village level projects will be carried out through consumers committee and 
the VDC shall have to evaluate all the projects being operated within the village development 
area every quarter. In case of Municipalities, after any municipal level project has been 
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completed, a technical examination and clearance, as well as, evaluation of the project shall 
have to be done. All the municipal level projects being operated by the Municipality shall have to 
be examined every quarter. 
 
40. Public Auditing is a key intervention of LGCDP and the MLD Fiduciary Risk Reduction 
Action Plan (FRRAP) is now introducing a 2-stage public auditing process. However, the 
FRRAP has no personnel support to carry this out. Moreover, local bodies are required to 
implement projects through User Groups up to a certain limit (i.e. - up to NPR 6 million) These 
User Committees sub contracts work to contractors. The fiduciary risk in such cases is very 
high. At present public auditing coverage is estimated to be 85% but the quality is doubtful.  
 
d. Issues in tracking financial progress: 
 
40. Though the LSG Act has provisions for quarterly monitoring of development projects by 
the Council at different levels, in the absence of elected representatives, this role has been 
taken over by the bureaucrats. Given the workload that they already have, effective and timely 
monitoring has become difficult. Further, even if the elected representatives are in place, 
effective monitoring would depend on timely availability of information on project performance. 
Efforts would be required in designing systems for timely capture and availability of financial 
information for better reducing the fiduciary risks. 
 
C. Component 3: Public Procurement Reform 
 
42. The Government of Nepal (GON) is the largest buyer of goods, consulting services and 
works, in the country. Since around 60 per cent of the annual national budget accounts for 
procurement, public procurement plays a critical role in the economy and is an important factor 
in economic growth. Effective and efficient use of scarce public resources is the responsibility of 
the Government and every public entity. Also, public procurement is a fundamental and 
integrated part of the good governance and public financial management.  Sound procurement 
practices play an important role in public service delivery and to produce timely results and 
accomplish the goals and objectives of the entity.   
 
43. GON has initiated governance reform programs in various areas for effective public 
service delivery. Among others, public procurement is one of the prime areas of reform.  As a 
part of this reform agenda, GON promulgated the Public Procurement Act (PPA) and 
Regulations (PPR) in 2007 to make the procurement system transparent, fair, competitive and 
efficient. These two legislations aim to maximize returns on public expenditures in an effective 
and efficient manner by promoting competition, fairness, accountability and reliability in public 
procurement processes and ensuring an equal opportunity to bidders to participate in public 
procurement processes without any discrimination. Also, as mandated by PPA, the Public 
Procurement Monitoring Office (PPMO) was established in 2007 under the Office of the Prime 
Minister and Council of Ministers (OPMCM) as per the provision in the PPA. The overriding 
objective of the PPMO is to implement the PPA effectively as well as to deliver efficiency and 
value for money in the use of public funds adhering to the principles of non-discrimination, equal 
treatment and transparency.  
 
44. Most of the officials designated for procurement are not well trained to comply with the 
basic provisions of the PPA. This has substantially affected the efficiency and outcomes of 
public procurement, increasing procurement entities’ (PEs’) non-compliance with PPA. 
Consequently, this has considerably slowed down implementation of many development 
projects in Nepal. Also, public and private training institutions have not been institutionalized for 
comprehensive and regular procurement training programs while PPMO has not fully explored, 
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established and strengthened coordination and linkages with public and private sector training 
institutions. Thus, there is an urgent need to develop and implement comprehensive training 
programs for skills improvement and awareness creation in public procurement. 
 
45. Furthermore, PPMO prepared Phase 1 (2010-2013) of the Nepal Public Procurement 
Strategic Framework (NPPSF) with the support of ADB and WB, which was approved in June 
2010 by the Prime Minister. NPPSF Coordination Committee is chaired by the Chief Secretary 
of OPMCM, with the Secretaries of key ministries and agencies as members, such as the 
Ministry of Finance, Ministry of Physical Planning and Works (MPPW), Ministry of General 
Administration (MOGA), and Financial Comptroller General’s Office (FCGO). The PPMO 
Secretary serves as the Member Secretary of the Committee. NPPSF aims to create a sound 
public procurement environment by improving public procurement operation and practices in 
Nepal. As per the NPPSF, which is a result-based management plan, PPMO has been 
envisioned as a leader, regulator and promoter to reinforce good governance in public 
procurement management. Strategic directions contained in the NPPSF are: (i) developing and 
applying policy, guidelines and standards; (ii) strengthening capacity of procurement entities; (iii) 
making monitoring and evaluation system functional; (iv) strengthening management of PPMO; 
(v) making the research and development system functional; (vi) strengthening partnership with 
private sector; (vii) improving complaint review system; (viii) developing stimulus packages to 
promote domestic products of small and medium enterprises; (ix) applying ICT to procurement 
management, and (x) making PPMO’s website operational and effective.  
 
46. Also, a Technical Working Group has been instituted in the PPMO and Nepal Public 
Procurement System Assessment (NEPPSA) based on OECD-DAC benchmark has been 
initiated. Further, NEPPSA based on BLI was completed in September 2011 and its validation is 
to be completed by the end of 2012. NEPPSA based on OECD/DAC bench mark will continue 
and CPI and API will be completed by the end of 2012, which will in turn help developing in-
house capacity. The four pillars of NEPPSA were the legal framework, institutional and 
management capacity, procurement operation and market, and integrity and transparency. 
However, Nepal needs to: (i) implement capacity building program for all public sector 
organizations and bidding community, (ii) implement phase 1 of e-Government Procurement (e-
GP) system; (iii) strengthen local level capacity for public procurement; (iv) strengthen 
monitoring capacity of PPMO, and (v) development of a comprehensive system of Public 
Procurement Management Information System (PPMIS). 
 
47. On the use of ICT for better public procurement, GON has made provision of e-GP 
mandatory for the procurement of value above NRs. 20 million (approximately USD 285,600) in 
the budget speech in 2010 and 2011. E-bidding system has been in use for four years, which 
was developed by the Department of Roads and has been using by more than 12 public 
entities. Nepal will continue with e-Bidding or e-Submission up to the year 2013, after which the 
country will introduce a full e-Procurement system. For implementation of NPPSF-driven e-GP 
activities, a High-level NPPSF Coordination Committee has been formed; a Core Task Force in 
PPMO has been instituted; international and local ICT experts hired to review, design, develop 
and launch e-GP; a single portal has been instituted and restructuring of PPMO was approved 
in April 2011. 
 
48. Since 2001, ADB has been actively participating in the high-profile Nepal Portfolio 
Performance Review (NPPR), organized by GON, along with three other core development 
partners (the World Bank, JICA, and DFID) and line ministries, and other development partners. 
Public Procurement Management has been one of the four pillars of NPPR’s reform agenda 
along with Public Financial Management, Human Resource Management, and Result-based 
Monitoring, Evaluation, and Management. The 2010 NNPR’s Action Plan was approved by the 
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Cabinet, including actions for public procurement reform, and its implementation is being 
monitored by the Government and DPs regularly. NPPR requires further support to ensure 
exchange of information through cross-learning among the government agencies and 
development partners. Furthermore, results from both the CPRM and NPPR in 2010 
demonstrated an urgent need for improvement in public procurement in high priority reform-
related areas which has a substantial impact on portfolio performance. 
 
49. In April 2011, PPMO organized the South Asia Regional Public Procurement Forum with 
support from ADB and WB. More than 50 high-level government participants from all 8 South 
Asian countries participated to share county experience, strengthen regional collaboration, and 
suggest regional action points in South Asia. Nepal was selected as the first host of the Forum, 
considering the above mentioned strong commitment and progress made in public procurement 
by GON, and to demonstrate such close and unique collaboration made between ADB and WB 
in supporting the GON in public procurement. The Forum recommended modernization of public 
procurement including e-GP. PPMO is serving as the Forum’s Secretariat till the next Forum 
meeting in 2013.  It is expected that lessons to be learned in public procurement in Nepal will be 
shared with other South Asian countries through the Forum. 
 
50. As Is Status of 1st Phase of e-GP. The 1st phase of the e-GP is currently underway. 
The objective of the 1st Phase is to develop and implement a web based e-tender submission. 
The following requirements are supposed to be covered through the e-submission system post 
completion of the 1st Phase development efforts: 
 

 Implementation of e-procurement portal 

 User registration 

 Implementation of online Annual Procurement Planning/Master Procurement Planning 

 Advertise Notice Inviting Tender (NIT) 

 Publication of contract documents 

 Automated notifications to registered bidders 

 Online submission of tenders 

51. The 1st Phase has been planned to Go Live by 30 September 2012. Based on 
discussion with relevant officials in the PPMO, the status of the 1st Phase is as follows: 

 
 The consultants have submitted the Inception Report and Interim Project Progress 
Report; 

 The consultants have  submitted the System Requirement Specification (SRS)/ 
System Design Document (SDD) and test strategy and test plan documents; 

 The development of the software is underway. 

52. The situation has been discussed in detail with the Joint Secretary, PPMO. He is 
interested to embark with the next phase of the project with no further delay. However, it has 
been discussed in detail that the initial delay can be make-up by following an appropriate project 
implementation methodology. It has also been mentioned that PPMO is interested in achieving 
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their e-GP objective with minimum risk, on time and within budget and ready to follow the most 
suitable methodology to realize the goal. 
 
53.  With respect to local procurement, it should be noted that a significant procurement of 
goods is carried by the District Technical Offices (DTO) which functions under DOLIDAR 
(another part of MLD headed by Director General). About 80% of local bodies do not have 
procurement plans even though the LB Financial Analysis Rules provide for procurement 
processes. The enforcement of these rules, however, is not forthcoming. In addition, there are 
other capacity issues, as follows: 
 

 DDCs’ procurement sections are weakly staffed with only 1-2 persons. They can 
hardly oversee procurement of VDCs.  

 Procurement by VDCs is largely unregulated.  
 There is weak support from MLD in preparing procurement plans for DDC and 

almost no support for the VDC from DDC 
 Procurement plans by DDC and VDC not followed and not monitored. 

 
These issues will need to be tackled by the Program through comprehensive capacity-building. 
 
D. Component 4: Oversight and Accountability Capacity-building 
 
54. Oversight and accountability are critical downstream functions in public financial 
management. The ability of the Government to detect, prevent, investigate, and prosecute fraud 
and corruption in the transactions of the State is fundamental to the health and stability of a 
country’s PFM systems.1 Nepal has 12 government agencies that have anti-corruption and 
accountability functions. These include the Commission for the Investigation of Abuse of 
Authority (CIAA), the National Vigilance Center (NVC), and the Office of Auditor-General (OAG). 
Despite the number of agencies and the existence of a wide range of anti-corruption laws, 
Nepal’s performance in governance and anti-corruption is among the poorest in South Asia and 
the world (it is ranked 154th). 
 
55. The Global Integrity Report shows that Nepal has a large implementation gap between 
its anti-corruption and accountability laws and policies and actual implementation. In 
Transparency International’s Corruption Perceptions Index for 2011, Nepal is ranked 154th. 
Longstanding leadership vacuums and organizational weaknesses of accountability agencies, 
notably in the CIAA and the OAG, prevent Nepal from addressing its governance problems 
squarely. 
 
56. Fraud and corruption occur in great part as a result of the level of risks and rewards. In 
Nepal, it is arguably a low-risk and high-reward activity. If one examines the capacity of CIAA to 
prosecute, it appears very marginal relative to the number of complaints it receives. For 
example, in 2009/10, it received 4,295 complaints. Of this, it prosecuted only 27 cases, or 0.6% 
of total complaints handled. Moreover, the majority of cases involve petty corruption. About 55% 
of cases filed by CIAA at the Special Court involve face certificates used to claim rewards; about 
15% relate to fraud and embezzlement, and 6% involve unexplained wealth. In short, grand 
corruption is rarely prosecuted, much less successfully. 
 
57. There are a number of areas where ADB assistance could be applied through the 
Program. ADB can support the work of NVC in awareness-raising and corruption prevention. 

                                                 
1  This section draws heavily from Sarah Dix, “Corruption and Anti-Corruption in Nepal: Lessons Learned and 

Possible Future Initiatives,” Norwegian Agency for Development Cooperation, 2011. 
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This could include the development and application of Corruption Vulnerability Diagnostics on 
select public agencies, the results of which would be an Integrity Action Plan that would reduce 
vulnerabilities and enhance organizational safeguards. In addition, the formulation and 
implementation of Integrity Pacts could be considered to improve public procurement in highly 
vulnerable sectors. Finally, ADB can provide assistance to close the gaps in Nepal’s legal and 
regulatory environment  
 
  




