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SECTOR ASSESSMENT (SUMMARY): PUBLIC SECTOR MANAGEMENT 
 
A. Sector Performance, Problems, and Opportunities 
 
1.  Nepal is continuing a historic but difficult political transition. Its democracy remains 
fragile as the government failed to approve a new constitution before a deadline on May 27 
2012. This has resulted in the dissolution of the Constituent Assembly and the onset of a 
caretaker government. With the timing of new assembly elections still undecided and the 
legitimacy of the government contested, another period of political uncertainty has been 
ushered. Hence, effective public sector management at the national and local levels becomes 
even more crucial. The demands on public service delivery do not stop because political parties 
are unable to resolve their differences. In fact, it is all the more crucial for national agencies and 
local government units to perform to ensure public services proceed uninterrupted. It is in this 
context that this assessment of Public Sector Management (PSM) is undertaken of 4 areas: 
public financial management (PFM), procurement, accountability and corruption, and 
decentralization and local governance. 
 

a. Public Financial Management  
 
2. National and subnational PFM systems in Nepal are weak and dysfunctional in many 
ways. Delays and poor performance are systemic in key areas, including the approval, release, 
implementation, and reimbursement of budgets and reporting and auditing. The assessment of 
performance in the 2008 Public Expenditure and Financial Accountability (PEFA) showed 
positive findings on fiscal discipline and the strategic allocation of resources. It noted 
improvements over a previous assessment in the efficiency of delivering services and 
transparency and accountability in the management of public finances.1 The scores in the report 
averaged around C. The report found that Nepal’s PFM system was well designed ―but 
unevenly implemented‖. Significantly, it rated the fiduciary risk environment "high". Since the 
conduct of the PEFA assessment, Nepal has undertaken a number of reforms, as discussed in 
this assessment.   
 
3. Budgeting. The budget has served credibly as a tool for translating policies into 
resource allocation. Large fiscal activities, including many development funds and local 
government (district development committees, municipalities and village development 
committees) expenditures, are still not captured by the central budget. However, budget 
coverage has improved, as has the monitoring of fiscal risks. While budget execution has 
improved and the predictability of cash releases to priority projects is greater, significant delays 
have occurred, including delays in the transfer of central government grants to local government 
bodies. 
 
4. Internal control. Internal audit does not comply with international standards. It focuses 
on pre-audit of transactions but lacks review of systems and procedures. The experience of 
development partners suggests the system is unreliable among local governments due to 
capacity constraints. Service delivery units receive information about budget releases but the 
transfers are often delayed. Monitoring of actual expenditures and outputs is limited at this level.  
While annual reporting and financial statements are generally presented on time, within-year 
reporting is not disclosed to the general public. 
 

                                                
1
  Government of Nepal. 2008.  PEFA: An Assessment of the Public Financial Management Performance Framework 

(As of FY 2006). Kathmandu.  http://siteresources.worldbank.org/INTNEPAL/Resources/Nepal_PEFA_(FY_2005-

06).pdf  
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5. External audits. Annual financial statements of the government’s spending entities are 
audited by the Office of Auditor General (OAG). Issues related to budget execution, accounting, 
and controls are highlighted by OAG’s audit reports. The weaknesses commonly reported are 
spending beyond the budgetary limit, holding back unspent balances, unsettled advances, 
incomplete submission of statements of income and expenditure, pending audits of village 
development committees, failure to maintain asset records, and excessive recruitment of staff. 
OAG conducts the audit in a fairly timely manner and the report is discussed by the 
parliamentary public accounts committee (PAC). However, since the dissolution of the 
Constituent Assembly, the PAC has ceased to exist. Due to the fluid political situation, there is 
little evidence of follow-up to clear up irregularities identified by the OAG.  
 

b. Procurement 
 
6. Several initiatives since 2010 have helped improve the overall procurement environment 
in Nepal and have reduced fiduciary risks in public procurement. These include the passage of 
the Public Procurement Act and Regulations; establishment of a public procurement monitoring 
office (PPMO); preparation of a 3-year strategic plan by the PPMO with defined outcome 
indicators, preparation, and implementation of standard bidding documents; and the initiation of 
e-bidding processes. However, compliance in implementation varies, ex-post physical 
verification is uneven, and many weaknesses remain. 
 
7. Key areas of concern include (i) the absence of timely procurement planning; and (ii) 
collusion, intimidation, extortion, and insecurity. Corrupt practices have increased since around 
2009 and prosecutions and convictions are rare. The government is carrying out reforms that 
include an integrated financial management information system and capacity development in 
the PPMO, OAG, and the Financial Comptroller General's Office to strengthen public 
procurement. 
 

c. Accountability and Corruption 
 
8. Parliamentary oversight of the National Development Strategy (NDS) and of budgets 
increased when a multiparty democracy was restored in 1990. However, this oversight 
disappeared during 2002–2006 after the Parliament was dissolved. When parliament was 
reestablished in 2006 following the People's Movement, the assembly strengthened its role in 
NDS and budget approval and more accountability was written into an interim constitution in 
2007. Nepal passed its Right to Information Act in 2008 and, while this was a welcome step 
forward in openness and transparency, it seems to have had little impact to date on  
development outcomes. 
 
9. In great part due to the absence of local elections, existing local government 
mechanisms to hold public services accountable are weak and ineffective. Nongovernment 
organizations active in the field of anti-corruption have sought to establish informal 
accountability through public hearings, which they use frequently to make local officials answer 
for the level of services they are rendering or for irregularities in a particular sector or service 
delivery office. Other tools that are being used include (i) citizen report cards; (ii) social audits; 
and (iii) technical audits initiated by the government’s National Vigilance Center.   
 
10. Reports of corruption appear to have increased despite various measures to strengthen 
PFM and increase transparency. Reporting corruption cases and complaining against 
irregularities are growing. Petty corruption also appears to be widely accepted and many 
citizens believe it to be acceptable to complete public transactions rather than lodging 
complaints to higher authorities. Because collusion among officials in public services is 
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perceived to be common, many people have little faith that complaints will produce results, other 
than negative ones. Improvement in public services, as a result, is nominal.  
 
11. A key area of concern among many citizens is infrastructure-related corruption, which 
takes many forms in Nepal and adds greatly to the cost of construction of local development 
projects. This has increased the cost and undermined the quality of goods and services 
available to consumers in many cases, and deprived the government of much needed revenue. 
The interrelated factors contributing to persistent corruption include the following:  
 

(i) A lack of transparency and access to information that shields the activities of public 
services and undermines accountability.  

(ii) Appointed local officials have not fostered processes responsive to citizens, which 
hinders citizens’ ability of to participate in policy discussions and oversight of public 
services. 

(iii) Political uncertainties have weakened commitments to implement required reforms in 
accordance with the law.  

(iv) Internal control systems are weak and are poorly implemented. 
 

d. Decentralization and Local Governance 
 
12. Nepal has adopted a policy to promote decentralization and improve accountability and 
outreach of public service delivery by granting more authority and resources to local 
governments. Elected local government councils have been replaced since 2002 by civil 
servants and ―all-party mechanisms‖ appointed by the Ministry of Federal Affairs and Local 
Development (MOFALD) to represent the country’s main political parties under a transitional 
arrangement. However, because they are appointed, these government bodies are perceived to 
be less accountable to local communities.  
 
13. Local government bodies in Nepal usually raise only about one-third of their financial 
resources through taxation and user charges and fees for services.  Their principal financial 
source is the fiscal transfers from the center which are estimated to make up about two-third of 
their total income. Central government transfers to local governments come in two major types: 
conditional grants and unconditional grants. Conditional grants are provided for specific 
investment purposes at the local level. Unconditional grants are provided based on certain 
formula. Basic minimum grants to all local government bodies are determined according to 
population size, poverty level, geographical area and weighted cost of living, while additional 
grants are assessed on performance against select indicators under the minimum conditions 
criterion. There are also top-up grants for meeting select indicators under a performance 
measures framework.  
 
B. Public Financial Management Issues at the Local Government Level 

 
14. Delays and shortfalls in grant releases pose a major challenge for local governments. 
This results in some local government bodies securing unused transfer balances at the end of 
the fiscal year2 by transferring them to separate bank accounts rather than returning them to 
the central government. This is apparently being done to ensure funds are able to meet 
commitments made—based on previously agreed levels of central government transfers—
when those transfers do not arrive on schedule or are reduced. However, this situation 

                                                
2
  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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effectively makes the balance brought forward an unconditional, discretionary source of funding. 
Other PFM issues are the following: 

 
(i) The government is in the midst of a decentralization process and because local 
councils are not elected, budget autonomy is fairly limited at the local government level 
and planning and financial management is dominated by central government structures, 
requirements, and processes. 
 
(ii) Local governments are constrained by an imbalance between the administrative 
responsibilities assigned to them and their human resources. The capacity constraints 
involve not only knowledge and skills but also, importantly, the size of their staffs. 
 
(iii) National government grants to the local government bodies are determined on an 
ad hoc basis within the national budget formulation process. The lack of predictability 
does not allow local governments to engage in multi-year financial planning. In addition, 
budget ceilings initially pledged to local governments are often lowered during final 
approval of the national budget and even the reduced grants under the budget are 
sometimes not released in full.  
 
(iv) Local governments have not yet developed adequate capacity to raise their own 
revenues commensurate with their actual potential. Also, they have little knowledge of 
their revenue potentials. Further, they have little incentive to improve revenue collection 
as the fiscal transfers from the central government have been relatively substantial.   

 
15. Procurement issues at local level. The Local Body Financial and Administration Rules 
2007 mandates the preparation and use of a comprehensive procurement plan but this is not 
yet established as a practice at the local government level.  Assessments of local governments’ 
PFM  also indicate that required firewalls between key functions were not observed by several 
local government bodies, i.e. procurement, verification of delivery, payment, and accounting 
were all undertaken by one officer. The assessments found that no specific unit or person was 
in charge of procurement as a separate function from other PFM duties. 
 
16. Corruption at local level. Although the country’s chief anti-corruption agency 
(Commission for the Investigation of Abuse of Authority) has delegated its authority on 
preliminary investigations to the five regional administrators, 75 Chief District Officers  and 
deputized legal officers in some districts, reporting of corruption remains low at the local level. 
The limited number of complaints that are made remain mostly unresolved. Cases are generally 
forwarded to the central government because local staff members are lack investigation skills 
and are subject to political pressure. 
 

C. Government’s Sector Strategy  

 
a. National Development Strategy  

 
17. Nepal has a long tradition of setting out clear national development strategies. The 
country’s five-year plans have suggested a strong planning capacity but this did not always 
translate into effective implementation. National development strategies since 2003 have 
focused more on poverty reduction and implementation has been better aligned with strategy 
priorities. In anticipation of an expected political transition to federalism, the government 
decided to prepare three-year periodic plans starting in 2007 to replace the traditional five-year 
plans. The Three Year Interim Plan for 2007–2010 continued the strategies and priorities 
adopted in the previous five-year plan. It increased the focus on social inclusion and equity, two 
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of the most pressing issues in contemporary Nepal. In July 2011,  the government approved a 
new three-year plan for FY2011–FY2013 around the core theme of employment-centered 
inclusive development. 
 

b. Public Financial Management  
 
18. Relevant legislation and regulations on PFM include the 1999 Financial Procedures Act 
and the 1999 Financial Administration Regulations. In August 2009, the government’s PEFA 
steering committee developed a public finance management reform program (PFMRP) based 
on the action plan contained in the PEFA report. Phase 1 of the PFMRP covered 2009–2012 
and all aspects of the budget cycle, with linkages to the PEFA performance indicators. Three 
areas have been prioritized for the short term: (i) introduction of a treasury single account, (ii) 
introduction of the International Public Sector Accounting Standards, and (iii) the establishment 
of a PEFA secretariat in the Ministry of Finance and PEFA Units in line ministries. 
 
19. With a view to the political transition, the PFMRP is to be implemented in a phased 
manner, starting with relatively technical reform areas like establishing the treasury single 
account and compliance with the International Public Sector Accounting Standards, before 
gradually moving into more sensitive reform areas. The PEFA secretariat is responsible for 
monitoring the implementation of the PFMRP strategy and the capacity development program to 
support the technical outcomes of the program.  The PEFA units in the line ministries are not yet 
operational but this is a priority of the PFMRP.  In sum, the PFMRP provides a good basis for 
continued dialogue between government and Nepal’s development partners on PFM reform and 
has the potential to be the mechanism through which development partners can engage with 
the government on PFM in a harmonized manner. 
 

c. Anticorruption 
 
20. Nepal has undertaken major changes to its legal and regulatory framework on 
anticorruption. The most notably laws and regulations are the following: 
 

(i) The Prevention of Corruption Act, 2002. This act criminalized attempted 
corruption, active and passive bribery, extortion and fraud, and forms the most important 
piece of legislation that targets corruption in Nepal.  

(ii) Commission for Investigation of Abuse of Authority Act, 1992.  A second 
amendment to this act in 2002 included provisions for sanctioning those found guilty of 
corruption based on statements of property by persons holding public posts and 
recognized and protected whistleblowers.  

(iii) The Right to Information Act, 2007. This act entitled citizens to receive public 
information within 15 days of applying to any government body or public enterprise.  

(iv) Strategy and Action Plan against Corruption, 2009. The document outlines 13 
strategies and several working guidelines under each strategy.  

(v) Other laws and regulations. Other relevant pieces of legislation include (i) 
Amendment of Special Court Act, 2007; (ii) Anti-Money Laundering Act, 2008; (iii) Good 
Governance Management and Regulation Act, 2008; (iv) Customs Act, 2007; (v) Excise 
Duty Act, 2002; (vi) Value Added Tax Act, 1966; (vii)  Foreign Exchange (Regulation) 
Act, 1963; (viii) Revenue Leakage (Investigation and Control) Act, 1993; and (ix) 
Prevention of Asset Laundering Act, 2008.  

 
d. Public procurement  
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21. Public procurement in Nepal is legislated by the Public Procurement Act (2007), which 
was designed to comply with international good practices. A public procurement monitoring 
office (PPMO) in the Office of the Prime Minister and Council of Ministers is responsible for 
establishing procurement policy and standards, providing training, supplying no objections for 
certain procurements, and reviewing complaints from bidders. 
 

e. Decentralization and Local Governance 
 
22. The legal and regulatory framework for the government’s decentralization and local 
governance policy is guided by the Local Self-Governance Act (1999) and the Local Self-
Government Regulations (1999), the Interim Constitution of Nepal (2006), the Local Body 
Finance and Administration Regulations (2007), and the White Paper on Local Development 
and Self-Governance (2007).   
 
D. ADB Sector Experience and Assistance Program 
 
23. Several development partners including ADB, have conducted assessments of PFM in 
Nepal. A development action plan agreed as part of the PEFA and the Nepal portfolio 
performance review in 2010 includes agreements  between the government and its 
development partners on financial systems and standards. The review was launched in 2000 
with ADB, the World Bank, and Japan participating. In 2006, the government took the lead role 
and DFID joined. Since 2006, the government has begun integrating portfolio management and 
now Denmark, Finland and Norway are taking part as observers.  
 
24. ADB provided the Governance Support Program (Subprogram 1  in 20083 to support the 
government’s flagship local governance and community development program (LGCDP) in a 
joint financing arrangement with five other development partners: the Canadian International 
Development Agency, Ministry of Foreign Affairs of Denmark, Ministry of Foreign Affairs of 
Norway, the Swiss Agency for Development and Cooperation, and the United Kingdom’s 
Department for International Development. Subprogram 1 constituted 29% of the original 
LGCDP budget, making ADB the largest contributor to the program. 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. 
 
 

                                                
3
 ADB. 2008. Grant 0118-NEP: Governance Support Program (Subprogram 1). Manila.  




