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A. Background 
 
1. The Asian Development Bank (ADB) approved the Governance Support Program 
(Subprogram 1) grant of $106.3 million on 22 October 2008. ADB provided Subprogram 1 to 
support the government’s Local Governance and Community Development Programme 
(LGCDP) within the framework of a joint financing arrangement (JFA). Five other development 
partners are party to the JFA, namely the Department for International Development of the 
United Kingdom (DFID), the Ministry of Foreign Affairs of Norway, the Ministry of Foreign Affairs 
of Denmark, the Canadian International Development Agency, and the Swiss Agency for 
Development and Cooperation. Subprogram 1 constitutes 29% of the original LGCDP budget,1 
making ADB the largest contributor to the program. Subprogram 1 is scheduled to close on 30 
June 2012. 
 
2. Subprogram 1 is being executed by the Ministry of Local Development (MLD), and 
directly supports LGCDP in achieving its outcomes, namely: (i) citizens and communities 
engaged actively with local bodies to enhance their accountability in public service delivery; (ii) 
improved management of resources and delivery of services in an inclusive and equitable 
manner by capable local bodies; and (iii) strengthened policy and national institutional 
frameworks, including legal frameworks, for decentralization, devolution, and community 
development. Its over-arching goal is to contribute towards poverty reduction through inclusive, 
responsive and accountable local governance and participatory community-led development. 
Subprogram 1 through LGCDP also supports the local peace committees (LPCs),2 whose 
primary mandate is peace-building and conflict resolution. Given that subprogram 1 mirrors 
LGCDP, the term “program” in this document refers to both LGCDP and subprogram 1, unless 
otherwise indicated. 
 
3. Subprogram 1 is structured in three tranches. ADB disbursed the first tranche of $20 
million upon grant effectiveness on 14 January 2009, followed by the second tranche of $45 
million on 19 November 2009 based on the satisfactory fulfillment of 11 associated policy 
conditions and the final tranche of $41.3 million in August 2011. 
 
B. Achievements 
 
4. LGCDP has consolidated 15 or more years of work on decentralization which is now well 
integrated into MLD’s regular working modality. It is a good example of partnership on local 
governance between the DPs and Government of Nepal. 
 
5. LGCDP has emerged as a strong national program to fight poverty and exclusion. It has 
begun to demonstrate good progress in delivering public services and resources to all citizens, 
and the poor and marginalized in particular, in an inclusive and accountable way.  
 

                                                 
1 With the involvement of other donors and a subsequent increase in the government’s commitment, the budget of 

LGCDP is now $729.81 million, including $161.60 million from ADB and other development partners. 
2 LPCs were established in August 2009, and comprise representatives from the political parties, human rights 

activists, civil society organizations, victims of conflict, the Federation of Nepalese Chamber of Commerce and 
Industry, and other disadvantaged communities. Of the total ADB contribution, $4.5 million was earmarked to 
support the work of LPCs. LPCs were supported by the Governance Support Program because their very formation 
provides significant opportunities to improve linkages with the local bodies to help arbitrate conflicts that impede 
development efforts. 
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6. Strong performance is noted on (i) improved demand side governance with the 
functioning of a large number of ward citizen forums (WCF) and citizen awareness centres 
(CAC); (ii) stronger focus on public financial management (recently completed PETS and the 
action plan are good examples) and (iii) additional measures to strengthen local level 
accountability and transparency.   
 
7. Important program achievements include the increased grants and improved grant 
management system associated with the issuance and enforcement of the Grant Management 
Act 2010, in addition to the effectiveness of the minimum conditions and performance measures 
(MCPM) system in improving good governance in local bodies. The increased grants have both 
channeled more resources to poorer local bodies and given them an incentive to improve their 
functions and processes and maintain good governance practices as required by the 
performance criteria. 
 
8. The continuing implementation under the program of a large number of projects in many 
of the Terai districts, despite the difficult political environment and the tenuous security situation, 
is notable.  
 
9. Coordination among development partners has also improved substantially, and other 
development partners are interested in aligning their assistance programs with LGCDP. 
 
C. Challenges and Lessons learned 
 
10. Main challenges relate to i) the lack of formal accountability mechanism (without local 
elections and the post All Party Mechanism (APM) scenario); ii) risk of corruption; iii) weak 
monitoring and communication of results. In particular, the late receipt of funds at the local 
level has adversely affected service delivery; (iv) poor financial management, including late 
and poor reporting continue to be major issues. To collect reliable and timely progress 
reports from local bodies, reporting formats should be simple and user friendly with one 
format serving all reporting needs; (v) inadequate focus on quality results that will benefit 
poor people; (vi) Pending the promulgation of the new constitution, the state restructuring 
work has not been completed that could outline the long term policy for devolution.  
 
11. More needs to be done to sustain the reforms initiated under LGCDP. The primary 
reform areas pointed out by the midterm review and several other studies are: (1) public 
financial management reforms, both at the central and local levels, which could focus on a 
number of measures to enhance the efficiency, transparency and accountability of local 
government finance; (2) strengthening the demand-side activities for better transparency 
and accountability, and (3) capacity development with a greater focus on institutional and 
organizational development (which is beyond the scope of the current phase of LGCDP).  
 
D. Way forward 
 
12. The government remains committed to local governance reforms, which is evident 
from (i) the increased grant allocation to local bodies; (ii) prioritization and increased funding 
to strengthen demand-side activities; (iii) measures to mitigate fiduciary risks such as 
blending all grants and funds of local bodies (including own-source revenue); (iv) a code of 
conduct to regulate work of the all-party mechanism; (v) critical review of the existing 
financial management systems, policies, and practices; (vi) implementation of the fiduciary 
risk management plan; and (vii) increased monitoring, supervision, and capacity 
development of local bodies.  
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13. Based on the findings of the midterm review, the government is considering an 
extension (LGCDP II) of the program, with support from the development partners, to fully 
achieve the program outcomes and sustain the initiated reforms. It is expected that 
devolution will go forward in LGCDP II in the context of a federal structure for Nepal under 
the new constitution. The need for continuing focus on local governance is meant not only to 
secure the gains from LGCDP but also to ensure that service delivery to the poor continues 
to improve and is not undermined. This will require adequate administrative and technical 
support and financial resources to local bodies.  
 




