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In September 2015, the Government of Nepal announced 26 more municipalities and one sub metropolitan 
city, increasing the number of total municipalities to 217. While it has been said that the objective of  
creating these municipalities is to support the urbanization and development of the area, what are the  
implications on the overall Public Financial Management (PFM) of the country?   
 
Municipality Vs Village Development Committee (VDC) 
 
An administrative area is declared a municipality if it has a population of 20,000 in Terai; or 10,000 in hills and  
mountains; has electricity, roads, drinking water, communications facilities and generate a minimum annual income 
of Rs. 500,000.  
 
“This is a good start in terms of the viability of the local governance system as a whole,” says Ganga Dutta Awasthi, 
an expert on local governance and a former Secretary of the Ministry of Federal Affairs and Local Development 
(MOFALD). “As soon as there is viability, it has implications on the tax revenue. The studies have shown that there 
has been 80 to 90% increase in the property tax revenue in the emerging municipalities. It has been found that the 
compliance rate is also very high.”  
 
The municipalities are mandated to mobilize more resources of its own and less on the government grants. The VDC, 
on the other hand, depends almost 100% on government grants. The range of services and the quality of service  
delivery also varies between municipalities and the VDCs. The municipality residents have to pay more taxes once 
the VDCs are moved to municipalities. At the VDC, they need to pay only Land tax and some fees if they want to 
have certain services such as vital registration certificates or recommendations for citizenship etc from the VDC. As 
municipality residents, they have to pay house and land registration tax if they want to build a house, house and 
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property tax, vehicle tax, entertainment tax and tax on utilities such as drinking water, sanitation etc. If they carry 
out business, they should pay business income tax as well. That is, they have to pay all sorts of taxes levied on goods 
and services.  
 
“A municipality is mandated with more taxes and fees on services than aVDC. The range of services provided by  
a municipality is also wider than that of aVDC. For example, to build a house in a municipality area, you need to 
first submit the design in accordance with the Municipality Act and follow procedure to get all utility services. You 
need to pay more taxes on house each year. This is not the case in VDC where you do not need to go through these  
processes,” says Prof. Prithvi Raj Ligal, a PFM expert.  
 
The municipalities are the largest contributor to Own Source Revenue (OSR) among the local bodies as a research 
carried on Public Service Delivery has stated. However, OSR as a share of total municipal revenue has also been on 
the decline: from 33% of total municipal revenue in FY 2006/07, it declined to 18% in FY 2010/11. Non-tax revenue 
contributions have been higher than tax revenue in the case of municipalities. In FY 2012/ 13, tax revenue was only 
41% of total OSR, while the remaining share came from non-tax revenue, service fees being the largest with 42% of 
the total OSR.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 

The Effects on Public Service Delivery  
 
With Village Development Committees (VDCs) merging to form municipalities, the impact would not just be on the 
financial side but also on the quality of services and its delivery.  
 
As the municipalities are equipped with more manpower as well as skill oriented manpower, they are in a better 
position to provide services to the people. The municipality officials work during office hours 6 days a week and 
service seekers can meet them in person and receive the services. Whereas this is not the case in the VDCs as they are 
often run by a single person, the VDC secretary, who is responsible for providing all the services mandated through 
the VDC act. This makes it difficult to contact the secretaries to obtain better quality of services. Moreover, it is  
difficult to contact VDC secretary in a VDC as most of them stay at the district headquarters in the pretext of security 
or some have to cover more than one VDC and provide services to all the residents of those VDCs.  

 
The Role of Civil Society  
 
The citizens’ participation in auditing, conducting social audit, public hearing as well as making people aware of the 
activities on the process followed by both planning, budgeting and implementation are some of the vital areas for 
efficient resource mobilization and uses of resources in the municipalities. 
 
The civil society has a more constructive role to play on the demand side – making people of the newly turned VDCs 
aware of the services they are entitled to and the process they have to undergo for this. On the supply side, they can 
play important role in making services more qualitative and efficient in delivery. 
 
“The creation of municipalities is a natural process. As the VDCs get infrastructure and utilities facilities besides 
schools and colleges, businesses will grow and so would the services required by the people. To cope with all these, 
the VDCs need to be upgraded into municipalities. Of course, in municipalities, you need to pay more taxes and fees 
for services as you also get better services and utility facilities etc. This is a positive process,” says Prof. Ligal.  
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The Scope of Work of PFM in 

Municipality  

 
According to Prof. Ligal, capacity 
building in the collection of revenue 
and its management is the top most 
agenda on the resource side in  
municipalities. Also, planning and 
budgeting, better resource allocation 
on programs and projects,  
procurement, use of community  
organizations in implementation 
and monitoring alongside internal 
and external auditing are important 
areas to reform and strengthen in 
the newly formed municipalities.  
 

South-South Knowledge Exchange  

The staff of the Office of the Auditor General of Nepal (OAGN) including the Honorable Auditor General,  
Mr. Bhanu Prasad Acharya, participated in a south-south exchange to the Commission on Audits (COA) of the  
Philippines on November 23 -27, 2017. The study visit was organized as a part of the support program provided by 
the Word Bank to the Office of the Auditor General of Nepal under the Multi Donor Trust Fund (MDTF) to improve 
Public Financial Management in Nepal.  The Chairperson of COA, Honorable Michael Aguinaldo was the host for 
the OAGN delegation in Manila along with COA staff in charge of the Citizen Participatory Audit (CPA) program. 
 
The study visit provided the OAGN delegation with a unique 
opportunity to learn more about the Citizen Participatory Audit 
(CPA) program and to witness how “citizen auditors”  
participate and support the auditing process in key sectors such 
as the education as well as on performance and audit of  
disaster risk management programs. 
 

Major Takeaways from the visit  
  
The CPA in Nepal requires a legal mandate:  
 
The OAGN has a legal mandate to determine the form and  
extent of audit as well as the sources from where such  
information is derived. Under this mandate, guidelines are  
being developed. The OAGN has drafted a new law where the 
citizens’ participation in the audit process is clearly placed as a  
separate clause. 
  
Trust building between auditors and CSOs in Nepal:  
 
The strong belief of the benefits of the CPA at the top level and increasing positive thinking on the part of second 
level officials at the management level clearly signal such participation to increase in the days ahead.  
 

Officials from the World Bank Group and the OAGN during one of 
the field visits in the Philippines 
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Program activities under PRAN are funded by MDTF (Multi Donor Trust Fund) 

The COA, initially faced some problems but with time, they were overcome. Similarly, in Nepal, the trust deficit on 
both sides would be a challenge. Therefore a phased approach of implementation will be designed. The CSOs may 
have political leanings and therefore the CPA shall be implemented in a manner that ensures independence of  
auditors. The operational guidelines which are now under preparation are expected to provide a clear role of CSOs 
in the audit process. In the Philippines, the social and cultural environment were crucial for the success of the CPA. 
  
The CPA in the new five year strategy paper:  
 
The new five year strategy paper by the OAGN clearly recognizes the importance of the CPA and the role of CSOs in 
the audit process. As such, it is being mentioned as one such activity to improve the quality of audit report.  
Similarly, the OAGN has drafted a new act where the CPA and the role of CSOs in the audit process has been added 
as a separate clause. 
  

Key Observations /Lessons Learned: 
 

  Identification of CSOs for participation and capacity building is important. The COA together with its  
 regional office maintains a roster of CSOs working in the region by its areas of expertise. The CSOs are  
 Selected for the CPA in consultation with Affiliated Network for Social Accountability in East Asia and the 
 Pacific (ANSA-EAP) who also supports in their capacity building and finally in coordinating CSOs.    

  The role of a “trusted” CSO enabler, such as ANSA–EAP is critical if the Supreme Audit Institutions (SAIs) 
 are just starting to engage with CSOs. Establishing a relationship between a Supreme Audit Institution and 
 CSOs was made easier by tapping an organization that has a track record of working with government and 
 has a good network of like-minded CSOs. This facilitates the process of engagement as the “enabler” and 
 can frame issues and concerns of the two opposable parties in a way that is understood by both so these can 
 be resolved with in a shorter timeframe.  

  Participation of CSOs in the planning meeting is important to decide on the selection of topic for audit. 
 The invitation of CSOs in the region to participate in the planning meeting is important as a first step in 
 the CPA. In such meeting they select topic for CPA, discuss on the methodology and the role of CSOs and 
 COA  in the audit process. The meeting also provides an opportunity to know each other and also the 
 strength of each partner. A Clear delineation of the role of CSOs and the COA in the planning meeting is an 
 important first step towards a successful CPA. 

  The CPA enhances the strength of auditors. For one COA auditor, two to three CSO members were assigned 
 to support the process. This enhances efficiency of audit. The CSOs do the assignment on voluntary basis 
 and the COA only pays for food, transportation and lodging of citizen auditors thus making the audit  
 process economical. The COA benefits by engaging with engineers, students from credible universities and 
 other professional organizations. 

 

OAGN Reflection from the Study Tour 
  
With five days of interaction with the COA officials and the citizen auditors, the Honorable Auditor General of  
Nepal, Mr. Bhanu Prasad Acharya, in his closing remarks expressed his interest in replicating similar system in  
Nepal. He said that the Study tour was fruitful and both the World Bank (WB) team and that of the Office of Auditor  
General (OAG) in Nepal benefited a lot from this. He said: “We are optimistic and hopeful that the Citizen’s  
participation will help to improve the overall governance in Nepal. However, we need to further strengthen the  
capacity of the CPA in our country. We have observed that the role of CSOs in Audit process (CPA) is very  
beneficial in The Philippines”. 


