
Strengthening Public Management Program (RRP NEP 36172) 
 

PRELIMINARY TO-BE ANALYSIS OF PROGRAM COMPONENTS 
 

1. Background. ADB through its proposed Strengthening Public Management Program 
(the Program) seeks to enhance public financial management at the sub-national level in 
support of central-level PFM reforms. The program seeks to strengthen the capacity of local 
bodies in Nepal to deliver sustainable citizen services. This program envisages IT as an 
intervention to enhance the capacity of the local governments in public service. This includes 
the piloting of a Municipal Administration and Revenue System (MARS).The program also 
supports the development and implementation of e-government procurement (e-GP) to 
introduce greater efficiency and transparency in public procurement. Lastly, the program aims to 
improve the effectiveness of oversight and accountability mechanisms, which are among the 
weakest PFM functions in the Nepal. 
 
2. ADB held extensive discussions the senior officials at the Ministry of Local Development 
(MLD) to get a clear perspective on the policy level issues faced by the Ministry. Based on these 
discussions and the As-Is analysis, it is clear that interventions would be required both at 
institutional and operational level for improving the public financial management of local bodies 
and support in introducing MTEF and MTFF. Discussions were also held with National Planning 
Commission (NPC) on the current implementation status of medium term expenditure 
framework (MTEF) at the national level and possibility of introducing a medium term budget 
framework (MTBF) at national level. Further, discussions with Secretary, Public Procurement 
Monitoring Office (PPMO) and other officials also stressed upon the importance of 
implementation of full-fledged e-GP software at the earliest in Nepal. 
 
3. Proposed Activities. The specific reform initiatives of the TA are going the pursued 
through four component areas:   
 

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 

 
4. The proposed Activities, Scope of Work, and Timelines are discussed below. 
 
A. Component 1: Local Budget and Fiscal Management 
 

1. Credible Budgets through Medium Term Budget Framework (MTBF)  
 
5. The Government’s five year plans are the basis for long term strategy and also the basis 
for the capital budgets. Due to political instability, currently a three year plan is in 
implementation and the year 2012-13 would be last of the three year plan period. Apart from 
MLD, local bodies get budgetary allocation to take up different developmental activities from 
several ministries. A fourteen-step participatory development process is followed, wherein the 
plans formulated at the village level by village development committees (VDCs) and wards in 
municipalities, are sent to the district development committees (DDCs) for approval. At each of 
these steps, for effective budgeting to take place, coordination between the long term plans of 
various line ministries is essential. Often, the budget proposals coming from the village and 
ward levels are either beyond mandated ceilings or not prioritized adequately. This leads to 
arbitrary selection of projects and undermines credibility of budgets. MLD and NPC have the 
mammoth task of coordinating more than 3,915 VDCs, 58 municipalities, 4 sub-metropolitan 
cities and 1 metropolitan city. Though many attempts have been made at streamlining the 
planning process, credible budgets among local bodies are still not achieved. 
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6. The formulation of credible budgets at local government level depends upon 
predictability in resources available from the national government. Ensuring predictable 
resource flows to local governments requires a working MTBF at the national level. Based on 
the discussion with National Planning Commission, the current MTEF efforts can be 
strengthened to at least provide basic MTBF functions. Specifically, this could mean developing 
medium term budget estimates for select ministries (MOF has indicated interest in three – 
health, education, and local development). The MTBF would ensure that resources allocated to 
these ministries are consistent with overall fiscal objectives and would provide a greater degree 
of budget predictability and fiscal discipline. 
 
7. 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 a significant contribution. Sustaining such an 
elaborate MTEF over a period of time would require certain basic conditions to be met: 
 

2. MTBF for Local Development: Activities 
 
8. Preparation of Budget manual. Currently the Local Self-Governance Act, 2056 (1999) 
and Local Self-Governance Regulations, 2056 (1999) are used as guidance in preparation of 
budget of local bodies. The modern budgeting principles such as MTEF and outcome budgets 
are not incorporated into the existing regulations. To enhance effectiveness of local budgets, a 
budget manual incorporating principles of budgeting is required.    
    
9. Formulation of Long Term Strategic Plans. The Local Self-Governance Regulation, 
2056 (1999), contains procedures for formulation and implementation of plans of Village 
Development Committee, Municipality and District Development Committee. VDC, Municipality 
and DDC, at their respective levels, shall have to formulate periodic plans for at least five years 
for the development of their respective areas. The periodic plan shall contain the long term 
aims, objectives and working policies, physical infrastructures and services, facilities in their 
respective areas, resource mobilization and possibilities of income generation, the cost 
involvement of government and private sector and the works to be carried out by the VDC, 
Municipality or the DDC, respectively.  
 
10. The periodic plans need to include programs of sectoral areas in consultation with 
sectoral committees. These plans have to be approved by councils at respective levels (VDC, 
Municipality and DDC). The VDCs, Municipality and DDCs have to formulate annual plans at 
their respective levels on the basis of periodic plans. Around 58 of the 75 Districts have 
prepared periodic development plans and other districts would need technical support in 
preparing their periodic plans. MLD is skeptical about the status of implementation of periodic 
development plans and their alignment with annual plans. A review of the periodic development 
plans is essential for refining and strengthening the planning process mandated under LSG 
Regulation Act, 2056 (1999). Based on this review, the TA could provide support to local bodies 
in preparation of long term strategic plans that would be basis for formulation of annual plans.    
                
11. Mechanisms for Strengthening Participatory Planning. One of the main objectives of 
LSGA, 1999 is to ensure the participation of people in the process of governance. The LSG 
Regulations do provide guidance towards ensuring people participation in the planning process. 
Ward Committees prior to formulation of any program or project to be launched within the Ward 
is mandated to provide information on the basic factors of project formulation and the guidelines 
received from the VDC. The Ward Committee should organize an interaction and discussion 
program with concerned organizations, consumers committee or groups, non-government 
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organizations and residents of the Ward in a convenient place. After discussion at Ward level, 
the projects are prioritized and the list of such prioritized projects is submitted to the VDC. The 
VDC, after giving due consultations with concerned sectoral bodies, representatives or 
competent persons of the concerned bodies, shall submit the list of projects to the council. The 
Village Council after considering its own resource position and also the feasibility of the projects 
to be launched at the district level, would forward request to the DDC. A similar process in 
followed in Municipalities as well. Due to lack of elected representatives for local bodies, the 
participation of public in planning process is limited. Short of elections, new mechanisms need 
to be devised to ensure public participation in planning process.               
 
12. Strengthen Monitoring and Evaluation of development programs. As per the LSG 
Act 1999, village level projects will be carried out through users committees and the VDC will 
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 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. The aspects to be covered in carrying out impact assessment and appraisal of 
the projects shall be as prescribed.  
 
13. In case of DDCs, one supervision and monitoring committee shall be formed, according 
to alphabetical order, for each year, under the chairmanship of the Parliamentarian of the 
concerned District. The committee will determine whether the resources and means estimated 
in formulating the plan or program by the District Development Committee have been mobilized 
as per the goals and whether the project has been implemented as per the calendar of 
implementation, and to give necessary directions for the solution to the obstructions or 
hindrances that may occur in the implementation of the project. The committee shall consist of 
the President of the District Development Committee, the Member of the District Development 
Committee designated by him, and the concerned employees.  
 
14. The meeting of the committee shall normally be held once in every four months, and the 
concerned Member of the District Development Committee shall have to take part in the 
meeting. The means available and the actions required for the project shall have to be assessed 
at the meeting of the committee. The meeting of the committee may warn the concerned party 
that works have not been carried out according to the calendar of operations and goals. 
 
15. Though the LSG Act has provisions for quarterly monitoring of development projects by 
the councils 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 relevant 
information for better monitoring.     
 
16. Alignment of Chart of Accounts. The current charts of accounts of local bodies are not 
aligned with those of the national government. The Government is contemplating revision of 
their chart of accounts. Currently, MLD is developing software for implementing accrual based 
accounting. In doing so, MLD is planning to align local bodies’ chart of accounts with that of 
national government. MLD wants to ensure that the new software being developed should be 
compatible with newer version of chart of accounts, whenever it is introduced at the national 
level.  Since principles of accrual based accounting are increasingly being applied to local 
government accounting in Nepal, it is recommended that local government chart of account 
should be developed based on accrual principles. Further, aligning local government chart of 
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account with that of national government will provide a consistent basis for integrated planning, 
budgeting and accounting and also for consolidating government-wide financial information. 
 

3. Support for Minimum Conditions and Performance Measures 
 
17. The Government has implemented the system of allocation of minimum grants and 
additional grants to Local Bodies (LBs) to carry out assigned duties according to clause 236 of 
the Local Self Governance Act (LSGA), 1999, for DDCs since 2007-08. The system has been 
extended to VDCs and municipalities from 2009-10 onwards. As per the LSG Act, additional 
grants could be provided based on certain criteria such as  population, level of development, 
possibility and capability of mobilizing revenues, degree of the resource gap, adequacy and 
quality of financial transactions, audit reports, etc. MLD, on the recommendation of Local Bodies 
Fiscal Commission (LBFC), has developed minimum conditions and performance measures 
(MC&PM) for Local Bodies and the grants for capital development are linked to performance 
indicators. Since 2009-10, the performance based grant system has been extended to all local 
bodies. The grant allocation based on performance indicators is laudable; yet, the targeting of 
these block grants towards women and weaker sections of the society and their efficacy needs 
to be further explored. The MCPM indicators need to be reviewed and support for preparing the 
MCPM by municipalities is required.    
 
18. Building on 12 years of in-country experience, from the Decentralised Financing and 
Development Programme (PBGS in 20 districts with DFID support) from 2000-2008 and now 
under LGCDP 1, UNCDF has provided some TA focused on PFM. This includes helping 
introduce the MC&PM as part of a Performance Based Grant System, accrual accounting for 
municipalities, strengthening of VDC expenditure reporting with the MLD pilot planned for 150 
VDCs, studies looking at the Block Grant guidelines (moving from 4 to a single guideline for 
VDCs and DDCs), stock taking on the state of fiscal decentralization, examining the formula 
used for the current formula based grant allocations. Currently, UNCDF operations are due to 
end, although they may continue at a small scale in this fifth and final year of LGCDP (an 
extension year). If they continue, UNCDF plan to support an MCPM assessment, the 
strengthening of the formula funding (at present the cost index in the formula is not being used 
due to the poor nature of the original data used), the trialing of electronic payments to all 
beneficiaries across all VDCs in two districts; the strengthening of MLD’s (rather weak) 
management and information system; and, the creation of a local grievance mechanism, a 
social protection pilot (household targeting on the basis of poverty), and other commitments in 
the ASIP and UN Annual Work Plan for LGCDP. SPMP will seek to pick up from where UNCDF 
has finished, if required. If there is any period of overlap, ADB and UNDCF will work closely 
together to coordinate activities, committing to monthly TA meetings, including DFID. 
 

4. Development and Pilot Implementation of MARS 
 
19. Review and Rationalize Regulations and Taxez. Duplication of regulations and lack of 
clear guidance on certain regulations is hampering the functioning of local bodies. There is a 
need for thorough review of existing regulations and suggest policy changes especially in the 
area of house and land tax, business tax and to develop clear guidelines on overlapping issues. 
With respect to taxes, there are nine different types of taxes mentioned in the LSG Regulation, 
1999, which can be collected by VDCs. For each of these taxes, either a range within which 
they can impose and collect taxes is mentioned or in some cases the maximum rate that VDCs 
are authorized to collect has been mentioned. However, neither the LSG Act nor the LSG 
Regulation mention the period at which they can revise the existing rates. Hence, whenever a 
revision is sought to be done, it happens to be a too steep in increase, which ends up being 
unpopular. This further accentuates the issue of tax compliance.  
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18. In the case of Municipalities, only the Integrated Property Tax can be revised once every 
five years. This tax itself is not compulsory for all the municipalities and hence the largest 
municipalities, i.e., Kathmandu Metropolitan City and Lalitpur Sub-metropolitan City, have not 
yet implemented integrated property tax. They still impose House-Land tax.                  
 
19. There are certain taxes such as house rent tax and business tax where the tax payer 
has to pay both national government and the municipality. The national government collects rent 
tax at the rate of 10% per annum on the rental value of the property from the concerned owner 
and the respective municipalities also have authority to collect up to a maximum amount of 2% 
of the rental value of the house. Similarly, in the case of business tax, a single individual has to 
pay to two levels of governments for the business he is running in a municipal area. Unless 
these anomalies are rectified, through policy changes, municipalities tend to suffer revenue 
losses.       
 
20. Property tax (House-Land Tax) is one of the major sources of revenue for municipalities. 
MLD is of the opinion that, unless the house numbering is taken up and proper record of 
property owners is created, property tax collections cannot be improved.   
 
21. Preparation of Objective Valuation Methodology for Property Tax. While 
undertaking review of regulations, there is a need to assess existing property tax guidelines, 
such as house and land tax, for developing guidelines that could be easily understood whenever 
taxes are to be revised. The existing house tax is outdated, discretionary, complex and 
unscientific. There is a need for scientific, simple and non-discretionary house tax.  Currently, 
the revision process is complicated and a very limited number of staff is adequately equipped to 
take up the revision process. In this regard, there is a need for preparing Objective Valuation 
Methodology guidelines for property tax.  
 
22. Review Penalty provisions. Tax compliance to a certain extent, apart from rates of 
taxation, would also depend on penalties for nonpayment of taxes. To improve tax compliance, 
some local bodies assert that penalty in case of house tax should be linked to the value of the 
property and should not be a fixed amount. To take this forward, adequate revision of the 
relevant rules and regulations would be required. 
 
23. Improved Local Service Delivery using e-Governance. This is a well-established fact 
that information and communications technology tools can introduce significant operational 
efficiencies, increase transparency, and lower costs in the delivery of public services. E-
governance is a priority for local government in Nepal because it promises high accessibility to, 
and better responsiveness of, public services at comparatively low costs. Therefore, IT as an 
intervention is the need of the hour to enhance capacity of the local governments to deliver 
sustainable public services. 
 
24. Enhanced Local Revenue Collection and Management. The as is assessment study 
revealed that local revenue sources have not been adequately and efficiently tapped in Nepal 
due to weak revenue administration. Local governments in Nepal urgently need to strengthen 
revenue administration with a goal of expanding the revenue base and increasing the outreach 
of revenue collection. An integrated revenue administration system will enhance the efficiency, 
effectiveness and transparency in revenue assessment, collection and reporting. 
 

5. Effective Budget Management 
 
25. MARS will also provide the following functions: 
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26. Information system to support in Fiscal Forecasting. Municipalities need information 
system to assist fiscal forecasting (expenditure, revenue) and development of the 
macroeconomic framework (MTFF). This will assist in preparing budget parameters and 
guidelines for local authorities to submit budget estimates. 
 
27. Information system to assist in Budget Preparation and Approval. Municipalities 
need information system which will enable them to give details of ongoing and planned 
programs and projects. The IT system will assist in consolidation of programs and project details 
and produce a document which will form the basis for negotiation between the local government 
and the central government. After finalization of the budget, the system will produce the 
approved budget estimates which will be communicated to the budget agencies.  
 
30. Information system for Budget Execution, Accounting and Fiscal Reporting. The 
IT system will assist the municipalities in effective budget monitoring, accounting and fiscal 
reporting processes. The system will maintain data on approved budget appropriations for 
spending authority, sources of financing of programs and projects, budget transfers, 
supplementary allocations, funds releases, etc. System will also record commitments and actual 
expenditures according to the budget classification at each stage of the expenditure cycle 
against budget allocations and tax and non-tax revenues as they are deposited in the 
Government banks. The system will assist in periodic release of appropriated funds based on 
the requirements of the budget agencies. Any changes in the spending limits caused by 
variations in the revenue and expenditure forecasts, commitments, etc. can be easily 
incorporated into the system. The system will also produce periodic fiscal reports that compare 
actual expenses and receipts with the budget estimates which will assist the local 
government/central government in taking appropriate and timely corrective actions during the 
course of the year, if required.    
 
28. Creation of a consolidated Tax Payer and Property database. Insufficient database 
on tax payers and property is leading to huge revenue loss for the municipalities in Nepal. 
Further, manual record poses great difficulties in consolidation and regular updation.  There is 
an urgent need for creating an electronic database of tax payers and properties across 
municipalities which will assist in easy consolidation and updation as and when any 
transactional event takes place.  
 
29. Fixed Asset Management. Local authorities have created huge array of physical assets 
throughout Nepal to support citizen service delivery. However, in the absence of asset 
management system, authorities are neither aware of their consolidated asset position nor the 
present condition of the assets. Local authorities need information on asset availability, reliability 
and maintainability since effective management of physical assets will play an important role in 
delivering sustainable public services at comparatively lower costs. An asset management 
system will assist local authorities to maintain an asset register which will keep updated 
information with respect to assets purchased/constructed, addition, deletion, major repairs and 
maintenance carried out, asset valuation, depreciation charged, assets due for retirement, etc. 
Further, the system will assist the local authorities in effectively applying the commercial 
principles of accounting and also prepare timely plans for capital expenditure. However, before 
creating fixed asset register it is imperative that all the assets controlled by local authorities are 
duly identified and revalued to their current values. Further, there is also a need for developing 
asset management guidelines to be followed by the local authorities in future. 
 
30. Improved Cash Management. The IT system will assist in maintaining an up to date 
picture of the municipality’s liquidity position and cash requirement. The system will receive the 
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information on cash requirement from respective departments/wards and the data on cash 
balances from the revenue administration system. Information from cash management system 
will form the basis for the local government to demand grants from central government and 
determining borrowing requirements, if any. 
 
31. Program Management support during development and implementation of MARS. 
An integrated IT system will enhance the efficiency, effectiveness and transparency in local 
service delivery, budget management, asset management, revenue assessment, collection and 
reporting. MARS implementation initiatives will be preceded by a process improvement exercise 
for streamlining and simplification of existing business processes. Further, the entire spectrum 
of activities right from procurement to implementation of MARS will involve lot of technical 
complexities in terms of preparation and evaluation of RFPs, finalization of functional and 
technical architecture of the systems, software testing, data migration, installation and 
commissioning of IT infrastructure, etc. Considering the limited technical capacity within 
municipalities for managing such a large and complex IT system implementations there would 
be a need for continuous program management (monitoring and evaluation) support to ensure 
seamless coordination and smooth execution of the project to achieve the end objective. 
 

6. Capacity Building Initiatives 
 
32. The LSG Regulations contain provision for appointment of employees for local bodies. 
These employees can spend their entire career with local bodies. However, the long term 
training needs have to be taken care, so as to ensure that the local bodies function effectively. 
There is a need for drawing up a long term training plan for local bodies in general and 
municipalities in particular. The areas for training could be – human resources management, 
project planning & monitoring, fiscal analysis, revenue forecasting. 
 

7. Scope of Work 
 
33. The overall scope of work under Component 1: Local Budget and Fiscal Management 
can be divided into the following activities: 
 

(i) Enhanced fiscal management of Local Bodies through MTFF: MTFF is 
proposed to be introduced in the local bodies on pilot basis in two municipalities 
(to be decided latter) for enhancing linkages between policy, planning and 
budgeting. Further for supporting move towards fiscal autonomy of local bodies, 
MTFF would be introduced in these two municipalities. The support for 
institutionalization of MTFF would include preparation of the frameworks, budget 
manual, normative expenditure projections, revenue enhancement measures, 
regulations and rules review, including exploring possibility of introducing 
Regulatory Impact Assessment (RIA). 

(ii) Road map for long term capacity development plan for Local Bodies: A long 
term capacity development plan is proposed to be developed for drawing up a 
roadmap for gradually enhancing the skills of local bodies’ staff. As part of 
developing the long term plan, a training needs assessment along with skill 
mapping of the select municipalities’ staff would be taken up. Based on the 
training needs assessment and skill mapping, curriculum would be developed for 
a select few training programs. Further, training support would also be provided 
under the TA. 

(iii) MTBF at National Level for efficient fiscal management: MTBF is proposed to 
be supported at the national level, in coordination with the World Bank, to ensure 
better fiscal discipline and expenditure management. MTBF provides a 
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framework for ensuring long term fiscal sustainability, guaranteed flow of 
resources and credible budgets.     

(iv) Creation of asset register: Before creating fixed asset register it is imperative 
that all the assets controlled by local authorities are duly identified and revalued 
to their current values. The TA will assist in preparing an approach and 
methodology for collection and valuation of fixed asset data. The asset 
identification and valuation exercise will be performed by the appointed staff of 
the concerned municipality. The TA will support training to the municipal staff in 
data collection and valuation methodologies. Further, asset management 
guidelines will be developed to assist the municipality in maintaining fixed asset 
register in future. 

(v) House Property Survey and Numbering for pilot Municipality: The TA will 
assist in preparing a road map and implementation support for carrying out a 
physical survey for the purpose of house numbering for pilot municipality in 
Nepal. This will assist in creation of an electronic database of tax payers and 
properties. 

(vi) Development and Implementation of MARS: MARS is an IT system 
implementation project. Therefore, a typical Integrated ICT System 
implementation approach will be taken for this project. A separate IT firm will be 
selected for development and implementation of MARS and the contracting will 
be an output based goods and service procurement.  

(vii) Process Improvement and Program Management Support for MARS 
implementation:  MARS implementation initiatives will be preceded by a 
process improvement exercise for streamlining and simplification of existing 
business processes. Monitoring and evaluation support will be provided for the 
entire spectrum of activities right from procurement to implementation of MARS 
to ensure seamless coordination and smooth execution of the project to achieve 
the end objective. 
 

B. Component 2: Sub-National Fiduciary Risk Management 
 

1. Capacity development for Public Auditing  
 
36. 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 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. Due to lack of qualified auditors, internal audits are not completed in time and 
hence needs to be improved upon. Moreover, MLD wants to seek amendment to the LSG Act to 
move from individual auditors to AG audit in the case of external audit of VDCs. 
 
37. The TA will support public auditing as it is integral to the success of the Fiduciary Risk 
Reduction Action Plan (FRRAP). In consultation with MLD, the TA will provide resources for 
capacity building for designated personnel to assist in public auditing. The TA will specifically 
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support efforts to integrate public auditing, financial auditing and technical auditing of 
infrastructure. Field visits of LGCDP have confirmed that there is scope to bring all the three 
types of audits together at a cluster level (grouping 8-10 DDCs in each cluster; currently in 
LGCDP, there are 6 UN supported clusters with 5 officers in each). With MLD guidance, the TA 
will support establishment and operation of pilot integrated audit units at the cluster level, 
beginning with 3 DDCs. The integrated Audit Units will conduct their audits on a regular basis 
and report accordingly. The TA will support the roll-out of the integrated audits as appropriate to 
cover up to a third of DDCs within 3 years. To assist the Integrated Audit Units, the TA will 
support MLD in selecting Chartered Accountant (CA) firms who can field finance, accounting 
and procurement specialists. The SNG PEFA team will work with MLD in providing quality 
assurance on the work of the CA firms. The support to the SNG PEFA committee will include 
field-based monitoring and supervision of the performance of the CA firms. The TA will 
coordinate with the national PEFA secretariat to work closely support the SNG PEFA secretariat 
in carrying out its task. This will ensure that all institutions are aligned and supportive of the 
‘contracted in’ model of the TA to ensure a strong at the district and village levels. 
 

2. Compliance of Financial Rules and Regulations 
 
34. Based on government financial rules and regulations for the VDCs, all 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 following the annual budget and programs 
of the Village Council. The Village Development Committee shall have to maintain the records 
of books and accounts of its income and expenditure, as prescribed. 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.     
 

3. Monitoring and Evaluation of Financial Progress of development programs  
 
35. As per the LSG Act 1999, village level projects will be carried out through users 
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 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.  
 
36. 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. 
 
37. Develop guidelines, criteria and tools for risk-based audits and creation of Audit 
Tracking System. Given the number of local bodies in Nepal, it is not cost-effective to apply 
audits and monitor implementation of audit findings using a blanket approach. Hence, the TA 
will assist MLD in the development of these guidelines, criteria and tools to ensure that there is 
an effective, i.e. targeted and efficient, system of applying audits as well as system that can 
track the responses and results of audit recommendations.  
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38. Conduct of follow-on PETS assessments. This assignment will entail the conduct of 
two follow-on Public Expenditure Tracking Surveys (PETS) of LGCDP, the first towards the mid-
point of the program and the second during the last quarter of program implementation. The 
results of the mini-PETS conducted in 2011 will be used partly as baseline to determine where, 
when, and how top-up grants have fared since the introduction of the FRRAP. The PETS 
surveys will complement annual monitoring and evaluation  
 
39. Support for Sub-National Government PEFA secretariat and conduct of follow-on 
PEFA assessment at subnational level. If the PETS assessment is a more focused 
monitoring and evaluation for the program, the PEFA assessment at the subnational level 
provides a macro-perspective of the financial health of local governments in the country. The 
follow-on assessment will replicate the methodology used in the last assessment, with some 
adjustments as appropriate based on PEFA guidelines. The results of the last assessment will 
serve as the baseline to determine the gaps that remain and the gains that may have been 
attained since the first study. This assessment could be conducted at least during the mid-point 
of the program implementation, together with the mid-term PETS, to allow sufficient time for 
adjustment in the program’s implementation as necessary. In this regard, the TA will provide 
support to the recently created Sub-National Government (SNG) PEFA Secretariat, which is 
expected to assist in the conduct of the sub-national PEFA, the PETS assessments, and local-
level PFM reforms in coordination with MLD. 
 
C. Component 3: Public Procurement Reform 
 
44. Among the key strategies of the Program to assist the Government in enhancing its 
management of public expenditure is the development and institutionalization of an Electronic 
Government Procurement (e-GP) system. The e-GP will foster transparency, integrity, and 
accountability in public procurement and provide equal opportunities for businesses within and 
outside the country to participate in public procurement opportunities in Nepal.   
 
45.  The initial work will focus on the following tasks: (i) reviewing and updating the Public 
procurement act and regulations to support usage of e-GP; (ii) preparation of a roadmap for 
implementation of a comprehensive e-GP system; (iii) definition of functional and technical 
requirements for e-GP system implementation covering entire cycle of public procurement. 
including tendering publication, e-submission, e-opening, and centralized supplier and users 
registration.  
 
46. Following the completion of the initial phase - 1, the scope of e-GP implementation is 
envisioned to be extended in the follow-on program. This could include strengthening the e-GP 
system by enhancing its functionality, specifically in terms of (i) electronic bid evaluation, (ii) 
contract award, (iii) contract administration and e-payments, (iv) creation of online catalogues, 
based on rate or framework contracts, for shopping, and (v) measures for enabling procurement 
performance analysis and auditing. 
 
47. This proposed support for strengthening public procurement in Nepal will be preceded 
by an assessment that conducts the following tasks: (i) reviewing current status of public 
procurement reforms and e-GP implementation in the country; (ii) assessing current initiatives of 
the Government in e-GP implementation, their current status and future plans; (iii) evaluating 
requirements for enhancements to existing or proposed e-GP initiatives that are under way; and 
(iv) proposing a detailed work plan for moving to a fully operational electronic procurement 
systems, including necessary interfaces with banking and financial management systems.  
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48. The e-GP work plan will also cover (i) recommendations on capacity development, 
communications management and change management for both internal and external 
stakeholders related to public procurement, and (ii) investments required for implementation of 
the proposed systems. This plan will provide a structured approach for ensuring the effective 
implementation of the e-GP initiative under the Program. 
 
49. The IT based government procurement system will assist the government of Nepal in 
effective management of government expenditure through implementation of an Electronic 
Government Procurement (e-GP) system for improving transparency, integrity in public 
procurement and for providing an equal opportunity for businesses within and outside the 
country for participating in public procurement opportunities in Nepal. Development and 
implementation of E-GP will be centralized at PPMO. E-GP will be piloted in two government 
departments (Department of Roads along with any one department selected by the 
government). The program management team will carry out the post-implementation review of 
e-GP implementation. The program management team will ensure that all the processes have 
been implemented with adequate security and controls and meet the business objective. 
 

1. Development and Implementation of e-GP 
 
50. The 1st Phase of e-GP is currently underway. Building on the TA provided by ADB 
through its Nepal Resident Mission, the TA will support the 2nd Phase of e-GP initiatives by 
providing development and implementation support for operationalization of full-fledged e-GP 
software covering all the aspects of public procurement cycle. 
 
51. E-GP is one of the essential enablers of public procurement reform and a cross-cutting 
IT intervention.  It will be implemented across all procuring entities at all level of the government 
structure (including local government agencies) for carrying out the procurement activities 
following the authority and accountability workflow as stipulated by the Public Procurement Act, 
regulations, and other prevalent guidelines under the secured web-environment for attaining 
procurement objectives like value for money, transparency, accountability, equity and good 
governance in procurement sector.  
 
52. The core To-be functions of e-GP are: 
 

 Procurement Planning (demand aggregation, annual procurement plan preparation, 
specifications preparation, estimation, and catalogue management),  

 e-Tendering (Centralized Suppliers/Contractors and other users registration, Invitation 
for Tender, bidding document download, online bid-submission, tender amendment, 
online pre-bid meeting, automated opening, e-GP System aided evaluation, and contract 
awards), e-payment (through third party e-payment gateway integration), and  

 Contract Management (deliveries, payment processing and progress tracking, resource 
monitoring, Contract variation, results/quality appraisal, Supplier/Contractor performance 
appraisal), etc.  

 In-built Public Procurement Management Information System (PPMIS) with complete 
audit trail logs. 

 
53. Partial functions of the procurement planning and the e-Tendering (Centralized 
Suppliers/Contractors and other users registration, Invitation for Tender, tender document 
download, online-bid submission and tender opening) are currently being developed on a 
standalone basis. These should be augmented by remaining modules and functionalities in 
Phase II under the provision for the same in this scope, so that the developed functionalities can 
be integrated with new system. The above-mentioned functions are briefly described below: 
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a) Procurement Planning: All procuring entities in government should be required to 
prepare an annual procurement plan at the beginning of the year. The annual procurement 
plan (both draft and final versions) for each procuring entity should be published online 
through the system. Demand aggregation (requisitions), preparation of detailed objectives 
and specification of the procurement items, estimations and updating the catalogue of items 
are also part of the procurement planning. 
 
b) E-Tendering: The e-Tendering functionality covers the following stages of procurement. 

 Advertising 
 Early Information Notices 
 Bid search and enquiries 
 Correspondence, Amendments, and Clarifications 
 Bidding Documents 
 Submission of Bids/Proposals 
 Public Bid Opening 
 Bid evaluation 
 Notification of Awards 
 Contract Signing 
 E-payments (Third Party Payment Gateway): The following payment types will be 
electronically handled in the e-Procurement system:  

o Receipt of the following non-refundable transaction fees:  
 Supplier registration fees  
 Tender processing fees  

o Receipt & Refund of Tender Security 
o Receipt and management of Bank Guarantees  

 
c) Contract management: A contract management module would enable deliveries, 
payment processing and progress tracking, resource monitoring, Contract variation, 
results/quality appraisal, supplier/contractor performance appraisal in contract execution.  
d) In-built Public Procurement Management Information System (PPMIS) with complete 
audit trail logs. 

 
2. Scope of Work 

 
54. The detailed scope of work for the E-GP system development and implementation 
Consultant firm will be as follows: 
 

3. System Requirement Study 
 
55. The consultant firm will carry out an assessment of the current processes, systems, 
operation, information exchange requirement, state of IT infrastructure and environment with 
regard to public procurement activities in Nepal. In particular the consultant will have to 
undertake the following activities during system requirement study:  

 Detailed As-Is process study at task level including existing acts, regulations, manuals 
and rules; conducting stakeholder discussions for understanding the detailed business 
processes  

 Analysis of the current IT infrastructure including system software, hardware and 
network being used 

 Detailed assessment of current forms and formats being used  
 Analyze the reporting requirements  
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 Analyze the information exchange with different government agencies 
 Preparation of detailed As-Is Process documentation 
 Conduct stakeholder workshops for validation of As-Is process maps and finalization of 

As-Is study report 
 
4. To Be Process documentation and system design 

 
56. Based on As-Is business processes and system requirement study, the consultant will 
carry out the following activities: 

 Prepare a task level To-Be business process document. This document will describe 
how existing processes will be executed post E-GP implementation. 

 Finalize the functional and technical requirement specification based on To-Be process 
design 

 Conduct stakeholder workshops for validation of To-Be processes and functional 
requirement specification and prepare System Requirement Specification 

 Prepare a system design document defining the system architecture, modules, database 
design, interfaces, data requirements and reporting requirements in line with the 
finalized functional requirement specification   
 
5. Bill of Material (BoM) for IT infrastructure tender 

 
57. The Consultant has to prepare BoM for IT infrastructure i.e. hardware, system software, 
networking equipment, etc. required for operationalization of E-GP 
 

6. E-GP Solution Development/Customization 
 
58. The Consultant shall carry out the following activities during E-GP solution development: 

 The consultant shall perform the development/customization of proposed E-GP solution 
based on approved functional and system requirement specifications and finalized 
system designs  

 The application will be tested by PPMO at various stages of completion. Responsibility 
of test script writing will be on the Consultant. 

 The feedback provided to the bidder after each round of testing must be documented 
and submitted to PPMO.  

 
7. Software testing  

 
59. During the E-GP development life cycle, the contractor shall conduct various types of 
testing like unit testing, integration testing, performance testing, stress testing, user acceptance 
testing, stabilization tests, etc. The contractor shall include in their bid document the approach 
for various types of testing which will be discussed and finalized once the software development 
activity starts. In particular, contractor shall carry out the following activities with respect to 
software testing: 

 The consultant shall design the software testing strategy including test scripts, test cases 
and conduct testing of various components of the software developed 
 The consultant shall use appropriate tools available in the market at their own cost for 
various types of testing to enable the client to check the software on various parameters like 
performance, security, stability etc. 
 The consultant shall obtain the sign-off from PPMO on testing approach and plan.  
 The consultant shall perform the testing of the solution based on the approved test plan, 
document the results and shall fix the bugs found during the testing.  
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 The contractor shall provide all support to PPMO employees and/ or any other party who 
might be assigned by PPMO to conduct acceptance testing.  
 

8. Data Digitization and Migration 
 
60. The consultant will be responsible for migration of existing data to the E-GP.  

 The consultant shall perform data digitization and migration requirements study and shall 
prepare the data migration strategy and plan for migration of existing digital and 
hardcopy data and documents into E-GP 

 Identifying the data elements (both from manual records and digital data) to be uploaded 
in E-GP database based on business requirements; 

 Prepare templates for data collection from manual records and circulate to relevant 
divisions 

 Prepare master data format and schematics 
 The consultant should optimize all the existing forms, reports and registers before 

migrating the same into the new system  
 Legacy data cleansing and verifying the accuracy of the data before migration to E-GP 
 Uploading data into E-GP database 
 

9. Training and Change Management 
 
61. Training: For each module installed, the Consultant is required to train the designated 
technical and train the trainer staff of PPMO for end-user training to enable them to effectively 
operate and perform the services using the software. The bidder will be responsible for: 

 Providing a Training Strategy, describing the proposed approach in providing  training to 
various categories of users; 

 Conducting separate training sessions for separate training types, each in suitable 
batches; 

 Preparation of the training material and end user manuals covering “how to use” 
concepts for all E-GP modules developed 
 

62. Change Management: The consultant is required to provide change management and 
communication support for addressing the people related concerns and aspects in E-GP 
implementation to ensure successful adoption of the system by the staff.  

 Assess the impact of E-GP implementation on the processes, organization structures 
and systems at government departments 

 Development of a comprehensive change management  strategy for addressing the 
people related concerns and aspects and to minimize the impact of changes to enable 
successful adoption of the system 

 Identify key change agents who will assist contractor in conducting change management 
initiatives  

 Conduct consultations with all categories of stakeholders to identify and address their 
concerns and prepare suitable change management plan to address these concerns.  

 Prepare and implement a comprehensive communications plan covering all stakeholders 
who are included in E-GP scope/ implementation. This communications plan must 
identify the key audiences, their associated information needs, the most suitable method 
of communication and suggested content and frequency of communications.  

 Conduct change management workshops for the identified target groups 
 Conduct train the trainer programs for enabling the identified trainers to conduct the 

change management workshops 
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10. Documentation 
 
63. The consultant shall prepare/ update the documents including that of As-Is and To-Be 
process document, Functional Requirements Specifications, Systems Requirement 
Specification, System Design Document, Test scripts and Results, User Manuals, Training 
Manuals, Operational Manual, Maintenance Manuals etc. as per the acceptable standards. 
 

11. Supply, installation and commissioning of system software, Middleware, 
Database and data center hardware and accessories for E-GP 

 
64. The consultant is expected to supply, install and commission the system software, 
middleware, database, and data center hardware and accessories etc.  
 

12. Implementation of E-GP and go-live 
 
65. After successful acceptance testing and addressing all the gaps identified during the 
testing of the software, contractor needs to implement the accepted solution for production. The 
Consultant is also required to perform the migration of data and documents to the production 
instance and need to ensure that system is operational in all aspects. Upon implementation of 
the production system, system shall be put into operations  
 

13. Warranty and maintenance support requirement for E-GP application and 
system software 

 
66. The developer shall provide warranty for a period of 12 months for the E-GP application 
from the date of Go-Live and continuous maintenance and handholding services for E-GP 
application and system software for a period of 3 years from the date of Go-Live. The warranty 
and maintenance for application and system software include, but not limited to, ensuring defect 
free operation of the systems, systems monitoring, troubleshooting & addressing the 
functionality, availability & performance issues, implementing the system change requests etc. 
 

14. Procurement Planning and Capacity Building 
 
67. This component will include in-country training programs, targeting bidding communities, 
government personnel working at management and operation levels, training of trainers, and 
refresher. It also includes overseas training, including visits to best practice countries and 
international training institutions, and a set of training activities to develop human resources to 
establish the e-GP system and PPMIS. All training activities are to be conducted under PPMO 
through a local training institute with technical inputs from the TA, to strengthen GON’s training 
capacity in public procurement and ensure sustainability.   
 
68. Nepal Public Procurement Strategy Framework (NPPSF-1) targets to provide training on 
procurement and skills and awareness creation to 2,690 persons in a three-year period, 
including government personnel at both operational and management levels, and the bidding 
community. The substantial size of the training activities under NPPSF-I is to be implemented 
with a phase-wise approach through continuous quality improvement based on the findings in 
monitoring and evaluation particularly because the content of the proposed training is rather 
new to Nepal. The training program will be as follows: 
 
     a. For government personnel: 

 Training of trainers (TOT) 
 Operational level procurement management training 



16 
 

 Managerial level training 
 E-GP training 

 
b.   For bidders: 
 Bidding process training 
 E-GP training 

 
69. Training will be provided to various target groups, including the bidding community and 
government personnel working at operational and managerial levels.   Training activities will 
also focus on the development of human resources to roll out e-GP in the near future. Training 
on e-GP will familiarize government personnel and the bidding community with the procedures 
for receiving and submitting bids electronically. Training activities will be also conducted to 
improve awareness of government personnel about the existing government procurement 
system under PPA and PPR. To ensure the sustainability of training activities under PPMO, the 
local training institute to train groups of government personnel who have been trained as 
trainers by PPMO will be involved in the proposed training activities.  
 
D. Component 4: Oversight and accountability capacity-building 
 
70. As per the Global Integrity Report, Nepal had a score of 60 and was ranked at 35 on the 
Global Integrity Index with an overall rating of "weak" for country performance related to its fight 
against corruption. This problem has been accentuated in the recent past with the Government 
not in a position to find suitable candidates for filling various vacancies in the constitutional 
commissions such as the Commission for the Investigation of Abuse of Authority (CIAA). 
Further apart from this leadership gap, institutional weaknesses and capacity gaps in the CIAA 
and related bodies, notably the National Vigilance Center (NVC) exist. The CIAA’s lacks ability 
to analyze its corruption data and making evidence-based decisions to ensure more targeted 
and effective investigations. 
 
71. ADB Governance Risk Assessment report (2009) has identified major weaknesses of 
NVC that impinge on its ability to raise corruption awareness and enhance corruption 
prevention. Some of the major drawbacks include, lack of authority to investigate and prosecute, 
technical auditing is not as effective as it could be, it lacks means or tools to match its 
requirements to fulfill wide-ranging mandates and the turn-over of chief officers has been very 
high which has impacted the leadership of the center. 
 
72. The TA will assist the NVC in developing a recruitment and retention program based on 
meritocratic and performance-oriented criteria. The TA will conduct training for NVC staff on 
technical audits and corruption prevention mechanisms based on international best practices. 
The TA will also provide consultancy support on the review of the country’s existing legal and 
regulatory environment and the drafting of required legal and regulatory changes to enable 
Nepal to comply with its commitments under the U.N. Convention against Corruption (UNCAC).  
 
73. The specific objectives of the component are to strengthen oversight and accountability 
functions critical to an effective PFM system. The program will support the Government’s anti-
corruption initiatives in the following key result areas, among others: (i) Legal and regulatory 
reforms to achieve standards under U.N. Convention against Corruption (UNCAC); (ii) Human 
resource strengthening NVC staff through meritocratic recruitment and retention; and (iii) 
Enhancement of technical audit skills of NVC staff.  
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74. Other tasks that could be supported would be the development and application of 
Corruption Vulnerability Diagnostics, Integrity Pacts, and a Public Communications Program 
that would encourage informed reporting on fraud and corruption. 
 
75. On Corruption Vulnerability Diagnostics (CVDs), the TA will support the development of 
a customized Corruption Vulnerability Diagnostic tool based on similar diagnostic instruments 
used by leading anti-corruption agencies (such as the Corruption Resistance Review of the 
Independent Commission against Corruption of New South Wales, Australia). At the start of the 
TA, the Steering Committee could select four (4) government entities that will be the subject of 
CVDs. Among these agencies could be local governments, state corporations, and autonomous 
bodies. The criteria for selection will be determined by the PSC.  
 
76. With respect to sectoral Integrity Pacts, the TA could support the design of customized 
Integrity Pacts for three sectors chosen by the SC. The criteria for selection will be determined 
by the SC. The list of potential sectors includes energy, transport, urban, health, education, and 
finance.  Working with SC members, the TA could support negotiations among actors and 
stakeholders in the select sectors to sign up for the Sectoral Integrity Pact. These integrity 
pacts, designed properly with sufficient buy-in among key players, would provide a strong 
anchor to procurement reforms. 
 
77. Concerning public communications, the TA could design and propose a public 
communications campaign to foster greater citizen willingness to report corruption and increase 
support for anti-corruption agencies such as the CIAA and NVC.  
 




