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Climate change poses serious threats to Nepal’s social and economic development and therefore requires
a systematic approach to reduce current and future risks from climate change. Noting that availability of
finance in addition to those earmarked for development is crucial for any effective risk reduction
approach, Government of Nepal is all set to develop a national mechanism for accessing domestic and
external sources of funding to address those risks. Over the past five years, about 5% of the national
budget has been allocated annually to development programmes that are highly relevant to climate
change; of which 57% comes from domestic revenue and the rest 43% from external sources.

From institutional response point of view, apart from accessing resource to address climate change, the
real challenge has been to ensure that climate finance reaches the most vulnerable communities,
particularly when climate programmes are directly implemented by the line ministries. Additionally, in
absence of a feedback mechanism to inform the planners about the flow of funds and impacts of
expenditure, opportunities of successive integration of climate change into development planning has not
been fully utilized.

To address the above challenges and mitigate the gaps in the system the Government of Nepal has taken
a consistent and systematic approach. The launch of ‘Climate Change Financing Framework (CCFF)" by
Ministry of Finance shows strong commitments of the government towards making desired institutional
reforms in the system and building capacities at all levels of the government to be able to:

a) plan and manage climate finance, where access to finance from domestic and external sources is
based on predictability of climate funds required to achieve the national targets;

b) track the quality of expenditure with respect to impacts on the lives and livelihood of the most
vulnerable population; and

c) generate and disseminate report on expenditure and impacts to strengthen accountability.

With CCFF in place, Nepal has taken a step forward to institutionalize mainstreaming climate change into
national plans and budgets. | firmly believe that this framework will guide the national planning and
budgetary system in the long run to make development resilient to risks, which is a prerequisite to achieve
Sustainable Development Goals. | am hopeful that the experience gained in developing CCFF at national
level and on-going efforts on implementation will help take a similar approach to mainstream climate
change in the provincial and local level development plans.

| want to thank UNDP and UKAID for their continued support in developing the CCFF and commitments
for future support in implementation.

Kewal Prasad Bhandari
Joint Secretary

Tel: Minister 4211809, Secretary 4211332, International Economic Cooperation Coordination Division 4211372, 4211867
Fax No. 4211164, 4211165, Website: www.mof.gov.np
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Executive Summary

This document provides key measures adopted by the Government of Nepal (GoN) in integrating climate change
and climate finance into national planning and budgeting processes. It outlines the reforms already implemented
and a road-map for where, how and by when further reforms to government processes and institutional set-ups
would occur. Such a framework will facilitate integration of national policies and strategies relating to climate
change finance in budgeting process and help the government to channelize all climate projects and streamline
investments through the national system for a long-term scaled up approach.

Since Nepal is highly vulnerable to the effects of climate change, a strategic framework for climate investment—
and one linked to its national adaptation priorities, in particular—would be highly beneficial. Although the GoN
has already adopted different measures to this effect, much more work is still needed. The Nepal Climate Change
Financing Framework (CCFF), which is presented in this document, can serve as the principle instrument for
these reforms.

In outlining an integrated, structured set of policy and institutional reforms, primarily focused on budget systems
and processes, the CCFF will serve to increase government's capacity to mobilize, manage, and target climate
finance at different levels. The CCFF blends top-down guidelines under a whole-of-government approach,
attached to a high-level strategic resource envelope, with bottom up approaches for prioritizing allocations
through the budget cycles at various levels of governments starting with federal to the provinces and local
governments. It links policy decisions to budget allocations and expenditure tracking in more structured way. It
gives specific steps to integrate climate finance in Public Financial Management (PFM) systems for effective climate
financing.

The major benefits of CCFF are as follows:

e Rather than being a separate, parallel process, mainstreaming climate finance into existing processes
through a national CCFF enables top-down policy and strategic guidance to more effectively inform
bottom-up planning and budget formulation, and integrate climate policy and strategies therein.

e By creating entry points via the budget cycle and key planning documents such as the MTEF, the CCFF
facilitates allocating public funds based on priorities in a more coordinated and systematic manner.

e |t supports for financing climate activities in the context of broader economic development and
government fiscal planning process.

o |t feeds information to budget decision makers about climate change strategies, consolidated CCFF
picture, funding requirements and major outputs in a timely manner.

e Climate finance can be tracked and monitored in a more structured way, seamlessly integrated into the
Financial Management Information System (FMIS).

¢ Monitoring through key performance indicators (KPIs) and performance audit would help increase public
accountability.

e A CCFF will identify institutional entry points to mobilize public sources of climate finance through the
budgeting system and encourage investing available resources more effectively and equitably in particularly
targeting the poor and vulnerable areas.



The CCFF will address three main policy challenges to climate finance in Nepal. First, by establishing tools for
ensuing that funds can be targeted better to reach the most vulnerable local population groups—a priority under
the climate change policy (i.e. 80% of climate budget allocation should be directed at the local level). Second, by
improving climate finance readiness by strengthening existing public financial management structures as well as
by managing external climate funds through the country systems. And third, by improving effectiveness of existing
climate finance through reforms to planning and budgeting guidelines and other tools for more informed decision-
making. Better public expenditure allocations and resource management and investment decision making will lead
to better climate policy outcomes.

GoN has been at the forefront in the reform of country PFM systems to address climate change. Climate budget
coding was introduced from FY 2013/14 to track allocations to climate change relevant programmes and projects
at national level. Integrated Financial Management Information System (IFMIS)! have been introduced at different
levels. Budget Guidelines have been improved in line with integrating climate finance in the budgeting process.
Major implemented reform measures and additional planned reforms are highlighted in figure below.

Implemented and planned major reforms

Implemented Reforms Planned Reforms
2017 2018
CC CODE & GUIDELINES ~ THIRD PARTY EVALUATION CREATION OF PREPARING
LMBIS, BMIS, & FMIS IN SELECTED CC INTERMINISTERIAL GUIDELINES FOR
UPDATED TO TRACK CC  EXPENDITURE COMMITTEE CLIMATE BUDGET
EXPENDITURE CAPACITY  copE CC REVITALIZE IN
PoLICY BUILDING MTEF PROCESS
‘ MONITORING TRAINIG |
| |
L) o L o o o o
L) () \J o o o
EXPENDITURE & CC PETS FROM CSO IN ‘ PFM IMPROVEMENT
NARRATIVE REPORTS  CC PROGRAMMES AT LOCAL LEVEL PARLIAMENT CC BUDGETING
IN CONSOLIDATED oL OVERSIGHTIN  IN PERIODIC
FINANCIAL NATIONAL cC BUDGET
STATEMENTS GOVERNMENTS

Most of the planned reform measures have already been started; however, additional work is required to finalize
the initiated work in reform path.

" Integrated Financial Management System includes Line Ministry Budget Information System (LMBIS), which is a web based
system developed for line ministry to prepare annual work plan and budget proposal; Budget Management Information
System (BMIS), which provides final update of approved budget to LMBIS; Financial Management Information System (FMIS),
and Treasury Single Account (TSA) that provide daily expenditure data.
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1. CONTEXT AND RATIONAL

Nepal is highly vulnerable to the impacts of climate change (CC), increasing adaptation investments is a priority.
Climate-related natural hazards such as floods, landslides, and drought and extreme weather events cause loss
of lives and properties and pose widespread threats to physical infrastructure. Unless more ambitious actions
are taken with higher impacts, climate change will continue to affect all sectors to a greater degree, undermining
future development and the gains already achieved to date. Similarly, while of secondary importance, promoting
greenhouse gas (GHG) mitigation activities can ultimately also contribute to less severe long-term climate-related
losses and damages.

Government of Nepal (GoN) has adopted national climate policies and strategies on adaption, low-carbon
development, and GHG mitigation, and has established the institutional architectures to respond to the challenge.
This also includes strategic programmes. These are encapsulated into Nepal’s contribution to the Paris
Agreement on climate change under the UNFCCC and its Intended Nationally Determined Contribution (NDC).
However, weak institutional capacity, the absence of inter-agency relationships to deal with cross-cutting issues,
and inadequate means and resources constrain more effective implementation of those strategies and
programmes.

While it is difficult to precisely value, projections suggest that losses and damages from climate-related hazards
and disasters, as well as from slow onset changes, will be substantial. Already, aggregate economic costs have
been increasing over the years. Increased variability and more extreme climatic events contribute to a loss of 2-
3 per cent of GDP per year in the water management and agricultural sectors, with much higher losses sustained
in extreme years (IDS Nepal, PAC, and GCAP, 2014). In monetary terms, the average loss has already nearly
doubled from NRs. 1.2 billion per year between 1983 and 2005, to NRs. 2.2 billion between 2010 and 2016.
Cumulatively, NRs. 28 billion in losses has been recorded between 1983 and 2005, increasing to NRs. 16.8 billion
(see Table I) in just 7 years between 2010 and 2016. Loss due to floods alone was estimated to be about NRs.
I5.5 billion, whereas that due to landslides was over NRs. | billion in that period (MoHA, 2016). Table | shows
the loss due to floods just in one year in 2017. The total estimated loss in 35 flood affected districts was NRs.
61.7 billion (NPC, 2017). While drought and forest fires have increased in frequency and coverage in the recent
years, causing serious damage to agriculture and the environment, there is no information about these losses.

Table 1. Loss and damage due to floods (2017)

I Housing 19.5
2 Irrigation 17.5
3 Livestock 10.7
4 Agriculture 7.2
5 Transport 2.9
6 Education 1.2
7 Water and sanitation 0.88
8 Health 0.62
8 Energy 0.22
Total 60.72

(Source: NPC, 2017)



While comprehensive sector-specific information on climate change loss and damage is not available, some
indicative evidence for agriculture and water resource management exist (see Table 2).

Table 2. Loss and damage due to climate related disaster events (2010-2016)

Incident type People killed  People missing ~ Houses destroyed
[ Floods 499 405 10,353 15,518,718
2 Landslides 637 205 913 1,071,802
3 Flash Flood 43 32 31 11,000
4 Heavy rain 42 I 305 218,173
5 Thunderstorm 625 I 96 25,120
6 Drought - - - na
7 Forest fire - - - na
8 Avalanches 31 18 | na
9 Epidemics 80 - - 1,800
Total 1957 662 11,699 16,846,614

(Source: http:/ldrrportal.gov.np/reports)

Estimates of the impact of drought on agriculture and forestry do not exist. Damage to crops by insect /pests
and change in phenology is likely to increase in future as climate impacts deepen. As one of the most earthquake
prone countries in the world, earthquake and other climate-induced disasters also exacerbate existing
vulnerabilities to water and sanitation assets as well as food security.

Lower income households, which form a large part of the population, can incur losses from major disasters of
up to ten times their annual earnings. Many never recover, keeping them in a “poverty trap”. Therefore,
considering loss and damage trends in adaptation planning responses and climate budgeting is key.

Translating climate policies and action into results requires adequate, sustained financing; these resources must
also be channelled to those most affected by and vulnerable to climate change. To date, climate action has been
largely implemented through a project-based approach that is inherently limited both in its scope and coverage.
However, an effective climate change response will entail reforms to how sectoral investments are designed and
service delivery is implemented. These will need to integrate appropriate risk and mitigation response measures
much more systematically. At the same time, more coherent and collective action across sectors, such as water,
energy, forestry and agriculture requires new and supplementary tools to address the issue in a more integrated
fashion across government. This is particularly true for infrastructure projects with a cross-regional or sectoral

impact.

Being a cross-cutting policy issue, climate change and climate finance must be addressed in an integrated manner.
Unlike sectors where financing gaps, institutional accountability, and budget allocation can be easily mapped,
climate change is not a sector, per se. Routine service delivery and investment programmes fall across ministries,
departments and local levels that already, to an extent, have been addressing issues relevant to climate change.

Table 3 shows actual figures to date on climate-relevant budget allocation made by sector ministries. The share
of highly relevant budget has remained almost same; however, the share of relevant budget has increased sharply
after 2015/16. The increase in relevant category of the budget in 2015/16 and in 2016/17 is due to budget



allocated for post-earthquake reconstruction assuming that the reconstruction works would be made climate
resilient too.

The budget increased further to 26.2% in 2017/18. This increase was due to the change in the state structure.
The state has changed to a federal structure with 7 provincial and 753 local governments, which receive lump
sum grants from the federal government to prepare and implement their development programmes
independently. The grant money has been marked as relevant to climate change because part of the money would
be used to implement climate programmes at local level.

Table 3. Trends of Climate Change Budget allocation (in NRs.billion)

2013/14 2014/15 2015/16 2016/17 2017/18
Total national budget 517.24 618.1 819.46 1048.92 1278.99
Climate Highly Budget 27.74 34.98 46.36 61.85 57.73
budget relevant % of total budget 5.3 5.6 5.6 5.9 45
Moderately Budget 25.73 31.36 112.98 139.76 335.62
relevant % of total budget 49 5.1 13.7 13.3 26.2
Total climate budget 53.47 66.34 159.34 201.61 393.35
Climate budget as % of total budget (%) 10.34 10.73 19.45 19.22 30.76

Source: MoF Budget Speeches of respective years

Currently, Nepal’s PFM system is capable of producing CC relevant budget allocations as well as expenditure
reporting on a regular basis. This allows the budget decision-makers to see the CC relevant budget allocations
and expenditure over a period of time and analyse the trends. However, the sector ministries have not been
involved in such analysis and therefore, the integration of CC in the sectors plans with climate input to decision
making has not happened yet.

PFM system also allows generating information about the sources of funding. Table 4 shows the sources
contributing to the climate change budget in the last five years. The share of the government has remained
between 44 and 57 per cent from 2013/14 to 2016/17. It increased to 81 per cent in the year 2017/18 primarily
because of the grant provided to the newly formed provincial and local governments. The ratio of foreign loan
has fluctuated between |5 and 42 percent, while the ratio of the foreign grant has remained between |4 and 32
percent except for the year 2017/18 in which the grant has dropped to only 4 per cent.

Table 4. Sources contributing to Climate Change Budget

Government Foreign Grant Foreign Loan
2013/14 53.47 57 22 21
2014/15 66.34 56 23 2|
2015/16 159.34 44 32 24
2016/17 201.61 44 14 42
2017/18 393.35 8l 4 I5

Source: BMIS, MoF, 2017
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GoN recognizes the need to move beyond largely externally financed project-based approaches toward scaled-
up interventions delivered through routine service delivery and overseen by national entities. As climate finance
continues to increase in the years ahead, strengthening government capacity to do this, while also meeting the
robust standards and procedures of external climate financiers, will be required. As noted in the GoN'’s intended
Nationally Determined Contribution (INDC) submission, “Nepal will maximize the use of existing monitoring
and evaluation systems to realize the state of implementation of the INDCs...”

1.1 INTEGRATING CLIMATE CHANGE IN PLANNING AND BUDGETING

Integrating CC adaptation/mitigation in all relevant areas of public policy is a long-term process requiring
sustained efforts for awareness raising, integration into sectoral planning, and implementation of specific
adaptation options. Integrating CC risks requires more flexible, preventive and forward-looking approaches, and
will involve legal, institutional and policy changes. Planning for both mitigation and adaptation requires
coordinated, multi-sectoral processes in developing plans and programmes that are focused on the identified
risks and which are also prudently translated into climate responsive budgets. A robust monitoring system also
need to be put in place to track both financial allocations, and to measure the effectiveness of climate expenditure
to provide feedback to the decision makers in improving informed decision in planning climate programmes
across the sectors. Accountability is crucial to maintain oversight functions from various agencies including
Supreme Audit Institution (SAl) and parliament. Table 5 shows the key area for intervention in the course of
mainstreaming.

Table 5. Entry points for mainstreaming

Programme cycle Intervention

Planning and e Policy framework
Budgeting e MTEF
e Plan / programme selection
e Project appraisal
Monitoring e Coding and tracking climate budget allocation and expenditure

Reporting and analysis of climate expenditure

Policy recommendation to decision makers in planning
Audit by Auditor General’s Office

e Parliament scrutiny at various stages of budget cycle

e CSO/Media engagement

Accountability

By supporting more evidence-based, results—oriented budgeting through a more transparent PFM system, a CCFF
will help attract new climate finance from development partners and the private sector. In addition, the CCFF
will also help semi-government agencies, development banks, and other agencies engaged in climate activities
from outside the formal channel to access climate finance. Gradual integration of CC finance into national systems
will also ensure for more sustainable impacts of climate finance that contribute to a long-term development
vision.
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2. CLIMATE CHANGE FINANCING FRAMEWORK (CCFF)

A Climate Change Financing Framework (CCFF) enables a systematic response to CC by linking policy
frameworks and strategies with budgeting, and ensuring transparent and informed allocations for effective use of
available funds. The framework provides a roadmap to integrate CC in planning and budgeting by identifying entry
points based on legal, institutional and process analysis of the existing public finance management (PFM) system.
It also helps to create a monitoring system that enable reporting on the CC-related expenditures and their
effectiveness and thereby provide feedback to the decision makers in directing climate budget to much needed
sectors and areas to reach the poor and vulnerable. Thus, the CCFF is an effective instrument to mainstream
CC in the national system by engaging all relevant stakeholders for mobilization, management and targeting of
climate finance.

The following principles highlight CCFF development:
e Defining climate change-related activities,
o Identifying entry points for CC planning, project selection and tracking in national budgeting process,
e Estimating cost of planned CC response actions in the medium- and long-terms,
e Assessing resources available to address CC mitigation and/or adaptation in the medium- and long-
terms,
e Ensuring accountability over the effective use of climate-related budget, and
¢ Providing feedback to the planners in planning climate finances.

Climate change being a cross cutting issue, the impacts are often manifested in various forms in different sectors
influenced further by geographical diversity on the degree and coverage of the impacts. Hence, it will require
sustained financial support to address climate impacts across sectors. The development sectors that are impacted
by CC need to be enabled to address the climate threats while pursuing their sectoral goals. While doing so, it
must be noted that there are areas where inter-sectoral coordination is required to help achieve enhanced
adaptation capability within and across sectors, effectively. For instance, managing flood in the monsoon can also
be planned in ways in which runoff water can be used to recharge groundwater to augment dry season supply.
Such approaches would not only allow prudent use of limited resources in enhancing adaptation, but also help in
establishing coordination between inter-sectoral climate policies, strategies and programmes. The climate-
relevant ministries are already directing substantial amount of their budget to implement development
programmes that are climate relevant (table 3). Increasing share of climate budget also indicates that the climate
related problems are being increasing addressed by sectors. Addressing CC through the national system can help
bring the synergy vital for effective climate responses.

GoN’s Climate Change Policy, 2011 (CCP, 201 1) provides the basis for CCFF. From the CC mainstreaming
perspectives, the policy addresses formulation of strategies, guidelines, and working procedures to link climate
actions with socioeconomic development and participation of local institutions including NGOs and civil society.
The features of the CCP that are relevant to the CCFF are given in annex A.
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This CCFF builds on the provisions of the CCP (201 |) and captures key recommendations of the Climate Public
Expenditure and Institutional Review (CPEIR, 201 1)2 and the district Climate Public Expenditure and Institutional
Review (dCPEIR 2017)3, both of which emphasize mainstreaming CC in planning and budgeting. The current
approaches of the CCFF have focused on the governance of the climate finance, however, the CCFF will also
consider future course of actions to step into other components of climate finance framework and capture

different sources of financing to meet the adaptation gap (figure I).

Figure I. Elements of financing framework

i Estimate
Estimate Estimate CC E;E:S:';E Adautation
Losses & Relevant . P Fill the Gap
: Available Gap
Damages Expenditure . .
Financing

(Adapted from ACT, 2017)

The CCFF aims to help respond to some of the following issues:

¢ Identifying CC finance and reporting on what has been achieved so far in financing climate responses. It
will help assess scale of loss and damage being addressed, evaluate effectiveness of the action in reducing
loss and damage and estimate cost and feasibility to implement.

e Showing how to integrate CC finance into budgeting and track climate expenditure to institutionalise CC
in planning and budgeting by categorising the degree of CC relevance to assess spending option, monitoring
CC expenditure and building cross sectoral capacity for climate budgeting at all levels of the government.

e Enhancing capacity to coordinate across sectors / ministries by engaging central ministries and anchoring
climate finance reforms in the PFM to establish evidence-based decision-making process. The process will
help set up institutional arrangements and approach, and methodology needed for establishing a climate
responsive PFM system.

e Developing financing options, which is a key component of CCFF to set out likely scenario of various
funding sources from government to the international sources and private sector. It will also indicate types
of finances and their formal entry points in the PFM system.

e Improved accountability is a must for effective climate financing and therefore the CCFF allows setting up
a mechanism for increased accountability as well as calls for increased role of the civil society.

e As experience grow in improving governance of climate finance the CCFF will also be developed to show
gaps in climate finances and identifying required financing sources to fill the gap.

2 The GoN conducted the Climate Public Expenditure and Institutional Review (CPEIR) in 201 | to stock take the climate
finance situation and identify climate related institutions.
http://www.npc.gov.np/images/category/climate_public_expenditure.pdf

3 The Ministry of Federal Affairs and Local Development (MoFALD) conducted district Climate Public Expenditure and
Institutional Review (dCPEIR) in 2016 to examine climate finance at the district level and found that multiple sources of
funds are mobilized outside the national public finance management system by local governments, NGOs and private sector
to finance climate related programmes.
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3. CCFF PROGRESS TO DATE

Although the GoN has been at the forefront of PFM system reforms (overviewed in Table 6) to accommodate
CC, which built a solid foundation upon which to establish the CCFF, additional measures need to be taken.
These will consolidate Nepal’s leadership position on this issue, globally.

Table 6. Summary of reform progress to date

Arearelated to Summary of Key Achievements
CCFF

Strategic climate e On 5 October 2016, the GoN ratified the Paris Agreement, which legally entered into
actions and plans force on 4 November 2016. It submitted its Intended Nationally Determined
Contribution (INDC) on 8 February 2016.

e GoN is preparing a comprehensive National Adaptation Plan (NAP) to give a strategic
vision and prioritized programmes for resiliency based on evidence of most vulnerable
areas, assets, and population groups.

e The approved National Climate Change Policy in 2011 commits at least 80 percent of
climate related budget allocation at local level.

o Nepal’s energy policy targets an increase in the share of renewable energy generation in
its resource mix to up to 20% by 2020. In line with the Sustainable Energy for All
initiative, the GoN also targets every household to have access to an improved cooking
stove or modern cooking fuels by 2030.

e The national REDD+ strategy, targets a goal of |4 million tons of CO»,-equivalent
emissions to be sequestered in landscape restoration and reforestation activities by
2020. The country has pledged to maintain 40% of its total areas under forest cover.
Community-based approaches and strengthened forest and biodiversity management
plans figure considerably into the strategic approach.

e The Agricultural Development Strategy (2015) incorporates policy priorities related to
climate resiliency and helping local farmers and communities adapt to new climate-
related challenges whilst boosting productivity and exports.

Enabling PFM e Various planning, budgeting and expenditure tracking systems (LMBIS, BMIS, FMIS, and

reforms (general) TSA) have been introduced at different levels.

e Chart of Accounts (COA) of sub-national government has been improved to make
compatible with national government's COA.4
Integration of CC e Climate change is included as a separate chapter in |4t Periodic Development Plan.

into Planning e The criteria used by the National Planning Commission (NPC) to establish high-level
Guidelines and budget ceilings were modified in FY2015/16 to support more climate-responsive public
Sectoral Guidance investments.>

e Budget Guidelines improved to integrate climate finance in budgeting process.

* Recently, GON issued new COA for all level of governments with different legal provisions.

5For prioritization criteria for programmes under infrastructure development, climate change relevance gets 10% weightage,
a significant increase from the previous weighting of 2%. However, climate change has yet to be factored in prioritization
criteria of programs in Health, Education, Agriculture, Forest, Industry, Tourism and Drinking Water sectors.
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Climate- e GoN introduced climate budget coding from FY 2013/14 to track budget allocations to

responsive climate change-relevant programmes and projects in the annual development plan.

budgeting e The PFM system can generate regular budget allocation and expenditure reports on
climate-relevant spending in a structured way, which allows for a review and analysis of
trends.

Improved local- e A Climate Public Expenditure and Institutional Review (CPEIR) at national level were

level planning and conducted in 201 I. This was followed in 2016 by district level CPEIRs conducted in a

targeting of cross-section of representative districts, which informs policy makers and beneficiaries

climate finance on budget allocation and climate finance delivered at the local level by various agencies

through relevant programmes.

More accountable e From 2015, the Legislative Parliament Finance Committee started pre-budget discussion
climate finance with relevant stakeholders on cluster basis at regional level.
¢ Third party/independent evaluation of selected programmes that are relevant to CC has
been started by the NPC.

4. CHALLENGES AND OPPORTUNITES

Despite the progress achieved to date, some key challenges remain that the CCFF can address. Climate finance
is not yet fully integrated into the PFM system. Climate strategies and targets are currently not well costed or
linked to the Medium-Term Expenditure Framework (MTEF). Priority setting is done at individual
programme/project level and thus prioritization of climate

response measures is not getting due priority. Moreover, Box I: Medium-Term  Expenditure
decision-makers need to be more informed on the climate- Framework (MTEF)

relevance, risks, and impact of proposed programmes before

resource allocation decisions are made. At the sub-national MTEF is a framework for increasing the fiscal

level, most local governments do not consider these issues in | discipline, expenditure effectiveness and

planning and budgeting matters, although many activities | Priority-driven strategic budget allocation

implemented at the local level are highly relevant to a CC | Process guided by periodic development

response. A distinct climate expenditure reporting system plans and supported by bottom-up budget

with subsequent analysis of progress against CC outputs, proposal processes. Since climate actions

outcomes and policy objectives has just begun that needs to | "€ implemented through several ministries

be consolidated and sector-specific plans, climate policies

and targets are not specified in the MTEF.

In terms of the overall national prioritization process, the

guidance issued by NPC to track and screen projects for

climate risk and relevancy requires an upgrade. Current criteria and methods do not adequately capture sector-
specific nuances. The scope covers |6 ministriesé as climate relevant and the current method used in classifying
the level of relevance of a climate programme is fixed for all sectors equally. More reliable information about

¢ The number of ministries with climate relevant programmes was 12 until the FY 2014/15, which increased to 16 when the
GON created new ministries and changed the name of the Ministry of Environment, Science and Technology to Ministry of
Population and Environment in FY 2016/17.
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sectoral climate impacts and how it affects poverty, gender and equitable development must be generated in
order to inform decision making on climate finance.

The introduction of climate budget coding as a first step towards tracking budget allocation to climate related
activities in the budget has helped assess climate relevant investments through regular development programmes.
The current tracking gives information about the level of public funding and helps identify the ministries
implementing climate relevant programmes and their budget. However, the code is inadequate to identify the
required level of funding to meet the needs in absence of required information to plan climate responses in the
development plans. There is also a chance of overestimating the climate budget because a budget is counted as
CC relevant if it fell within one of the eleven criteria that defines a climate activity, which is subject to the
interpretation of sector planners. The criteria and the coding method have not been revisited to refine them to
suit the sector specific requirements since it was introduced in FY 2013/14.

The CC budget code only reflects on the budget allocation in the national budget. Even though CC is cross
cutting and several sectoral ministries implement CC relevant activities through their regular programme, there
is no information about how CC will impact different sectors across the diverse geography of the country, and
how will it affect GoN's efforts in meeting the SDGs including poverty, gender and equitable development. No
single agency is designated to coordinate and strategically manage climate finance. The Ministry of Population and
Environment (MOPE) is responsible for leading CC issues and coordination with development partners; however,
the vast majority of climate-relevant programmes and budget is executed by sectoral ministries without proper
coordination to collect, monitor and analyze outcomes or financing data. The MTEF does not reflect CC
priorities, nor does it indicate the fiscal impact of loss and damage, or how climate strategies can be advanced
through national development plans.

Recently, the MoF has taken important steps to develop an expenditure reporting system capable of producing
a consolidated report on climate expenditures. It has also revised the budget guidelines and budget calendar to
integrate CC; however, further improvements in the guidelines with specific focus on sectoral requirements are
needed to address sector specific climate concerns. More capacity building is needed for effective implementation
of climate finance. Subsequent analyses of these can inform progress against climate policy goals and feed into
policy decisions.

The MoF has already established CC finance unit under the GCF readiness project. The unit is mandated to deal
with all climate finance issues within the ministries. Existing unit provides excellent opportunity to expand its
scope to support inter-ministerial committee proposed under the CCFF in dealing with coordination of sectoral
climate budget planning, monitoring and reporting.

A CCFF would help implement strategies and action plans for mitigation and adaptation in the medium and long-
term and align those to bottom-up planning and budgeting processes and articulated estimates of loss and damage.
For example, the economic impact in water and agriculture is estimated to be about NRs. 35 billon a year (IDS
Nepal, PAC and GCAP, 2014). The current budget allocation in programmes implemented to address climate
relevant issues could provide a basis for estimating cost of climate actions required. The allocation for climate-
relevant programmes in the year 2016/17 is about 19.2 percent of the budget i.e. about NRs. 201 billion (Table
3), which is borne by domestic sources (44 per cent), foreign grant (14 percent) and foreign loan (42 per cent)
(table 4).
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The National Adaptation Plan (NAP) formulation process and Green Climate Fund (GCF) Readiness Programme
already underway is expected to generate better estimates. NAP will establish action plans to integrate CC
adaptation in the national and sectoral policy, planning, and decision-making process within all sectors to reduce
vulnerability to the impacts of CC. Likewise, the GCF Readiness Programme aims at strengthening national
capacities particularly that of the Ministry of Finance as National Designated Authority to the GCF to effectively
and efficiently access, manage, deploy and monitor climate finance from the GCF. It also aims at building national
capacities across government and non-government stakeholders to prepare robust investment frameworks and
a pipeline of bankable proposals for adaptation and mitigation options aimed to reduce localized climate-induced
disaster risks. Since the initiatives are in their early stages they are yet to come up with assessing estimated
adaptation funding needs and opportunities through various sources including global mechanisms. A Climate
Investment Framework can help estimate the cost of adaptation programmes for, say for example, mountain
ecosystem and agro-ecosystems.

From 2017, Nepal has adopted federal system of governance with federal, provincial and local governments.
Elected local governments have been made responsible for local development works. This has opened up new
opportunities to address CC issues as well. At the local level, there are opportunities to utilize locally raised
funds for adaptation. However, there is no proper mechanism to track their utilization. For example, the local
governments often invest the royalty from hydropower and other sectors in regular infrastructure development
such as road construction rather than in the intended sectors such as rural electrification or watershed/forest
conservation. It is hoped that the newly elected local governments in the federal structure will increasingly utilize
the local funds for adaptation programmes.

Possibilities need to be explored to assess the extent to which local funds can be expanded for climate
programmes. Potential areas for fiscal reform need to be examined to broaden the scope of raising climate funds.
Revenues from sand and gravel mining and from hydropower concessions could, for example, be used to fund
climate action at local level.

Assessing and projecting losses and damages from CC by sector is a challenge. The information currently available
is not disaggregated by sector. In addition, a thorough mapping and account of all CC relevant budget
programmes and projects will be required to see the range of available intervention mix and to identify whether
there are significant gaps in matching the demand with the supply. While the information from the CC coding
system will help understand the current level of available funding, the medium-term budget projections of all
these available programmes and an estimate of the expected loss and damage will form the overall package of
required financing for the CC theme. On the basis of this, the share to be financed by the government (in addition
to the financing from the international and other sector including country’s private sector) can be programmed
into the MTEF.

The role of the budget decision makers across sectors will be then to analyse the financing gap and identify the
sources for funding such gap (Figure |). To do this, a climate financing gap needs to be calculated. Bottom up
costing of key climate programmes of adaptation and mitigation is needed to project the level of funding along
with anticipated sources of funds in the coming years.
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In an ideal case, the government budget decision makers will have a comprehensive picture on both the demand
and supply sides of the CC financing framework by various actors, i.e. information on international and national
private sector projects and tendencies will also be part of the CCFF to more effectively use the public funding in
the areas that private sector and international partners address at a lower scale. The processes above will form
data and analysis flow for the CCFF that ideally will be integrated into the domestic MTEF and budget formulation

processes.

4.1 CAPACITY BUILDING

Responsibility of managing CC responses collectively rests upon four key agencies with separate areas of
expertise. The coordination to facilitate and integrate the climate policy into sector polices lies with the MoPE,
while the sector ministries need to understand clearly the likely threats of CC to their programmes and take
necessary measures in line with climate policy to make their programme climate resilient. Coordination of
mainstreaming CC within the development plans lies with the NPC, while accessing and managing climate finance
for proposed climate programmes is the responsibility of the MoF. In addition, a broader oversight to the effective
planning and implementation of climate programme has to be provided by the people’s representatives through
parliament and by the members of civil society through civil society organizations. For each of these agencies to
function effectively they need basic understanding of the key aspects of climate issues, national development
priorities, and planning for a coordinated climate response within and across sectors. Even though some of them
are good in some aspect of CC, the overall capacity to effectively plan and implement CC programmes and

thereby manage climate finance is rather weak.

The capacity at NPC to examine how sectors have integrated CC into sector plans is very limited. The sector
ministries are yet to bring CC at the focus of their regular programme and begin to assess the gap that they need
to address in course of time. Capacity to explore, access, and manage climate finance is limited within sector
ministries as well as within the MoF, and without which climate threats cannot be addressed systemically.
Therefore, CCFF will emphasize building required capacity across ministries as well as within MoF to continually
strengthen systems of planning, implementing and reporting on climate finances.
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5. KEY ELEMENTS, FUNCTIONS AND EXPECTED RESULTS

The CCFF has been designed as a policy framework to integrate CC in the planning and budgeting process so as
to mobilize, manage and target finance in support of realizing the country’s strategic climate goals and targets. It
has been formulated in the context of broader state economic development and fiscal policies (see figure 2).
Clear cut government policies and strategies relating to CC are vital to integrate with MTEF. As GoN has made
remarkable reforms in the PFM systems to improve budgeting process with effective disbursement, transparent
transaction and reporting on expenditure with increased accountability, it makes it easy to integrate CCFF in
planning and budgeting process in a systematic manner.

With the proposed reforms the Figure 2: Key components of CCFF

CCFF will help consolidate
various initiatives already taken
by the GoN as well as by the

Policies and
non-state actors in knowledge Strategies
generation, capacity
enhancement, research, and Resource
policy formulation to Measurement

strengthen the national system.
The framework shows the

Planning and
linkages among and between Budgeting

various components of the
planning and budgeting with regards to the integration of CC and to ensure that feedback on the expenditure
and effectiveness is provided to the planners in order for them to take necessary measures to improve the
effectiveness of the climate programme.

CC expenditure are routinely tracked and measured through the integrated FMIS system. Civil society
organization, as well as the Parliament can have opportunities to play a role at different stages of budget cycle to
contribute in improving accountability. The CCFF helps to establish a clear mandate for ministries and the
national coordinating agencies, such as the NPC, to address the above concerns by making policy, regulating, as
well as monitoring climate investment.

Climate investment requires a strong mechanism to monitor and track expenditure to ensure the transparency
and accountability of the decision making in reaching the vulnerable area. Institutional strengthening and capacity
development to coordinate budget allocation and track and report on CC expenditure as part of the budgeting
process is another aspect for successful implementation.
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6. BUDGET FORMULATION SYSTEM

6.1 STRATEGIC PLANNING AND MEDIUM TERM EXPENDIUTRE FRAMEWORK

Strategic planning forms the basis of the budget formulation process. This includes national periodic plans, sector

plans, and the MTEF of the GoN. NPC prepares periodic plans (for 3-5 years) with the involvement of different
government agencies and other stakeholders including parliamentarian, donors, professionals and experts, private
sector and community level organizations. A chapter in the plan is designated to key challenges, opportunities,
objectives, strategies, working policies and expected outputs related to CC.

Sector strategic plans are included in the plan document with sector specific long-term vision, mission, goal,
objectives and strategies, and anticipated funding requirements.

The MTEF process takes on the planned expenditure framework guided by the periodic plans along with the
programmes and sources of funding through line ministries. On the basis of these, programmes are prioritized

and yearly budget allocations made accordingly.

6.2 RESULTS BASED BUDGETING

As part of planning and budgeting reforms, GoN has been making efforts in linking government finance to results.
Result framework for each development sector has been designed from Poverty Reduction Strategy Plan (PRSP)
phase (2002/03-2006/07). Linkage between sectoral results with national goals has been established in periodic
development plans. MTEF has been introduced with the objectives to: (a) develop a consistent and realistic

framework; (b) refocus budget allocations on priority sectors;
Box 2: Performance-based Budget

(c) increase efficiency and effectiveness in budget utilization;
Release

and (d) make the development budget more results-oriented.
Similarly, efforts have been made to institutionalize Managing | Weighted physical progress of the project is
for Development Results (MfDR) approach in different | linked with further budget release. If
agencies to enhance the capacity of the government’s system progress of the first and second trimester is
for development results. more than 80 percent the project
automatically gets budget for second and

The government has made mandatory provision to have log

. third trimester respectively. If the progress
frame of every central level development projects to

TR rate is between 50 to 80 percent budget
institutionalize the result agenda. Efforts have been made to P &

implement performance based budget release system (see box release depends only the clarification  of
2). A results-based M&E Guidelines has already been published

and implemented. Integrated National M&E guidelines have

concerned ministry. Similarly, if the progress
rate is below 50 percent there is a provision

. . . . to take action against the concerned project
also been published and widely disseminated. In order to & Prol

manager.

effectively implement the provisions of the guidelines, NPC has
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formulated an M&E plan and requested line ministries to update their own plans. An independent evaluation has
been made of selected projects under different ministries (MOF, NPPR, 2014).

Still, major challenges persist to institutionalize MfDR in country's planning and budgeting system, including:

Comprehensive national results framework for sectors is not yet fully operationalized and not rolled
out to all government agencies.

Result based budgeting is yet to start in a systematic way.

Linkage between annual plan & budget with the result framework needs to be made strong.

Despite efforts, visible progresses have yet to be observed in the robust use of IT in planning and M&E
processes.

The MTEF process needs to be further internalized by the line ministries as it has not been able to guide
the annual budget. In addition, unit costing exercise and the qualities of prioritization process has
regularly been questioned.

Because of weak M&E institutions and retention issues of trained personnel in M&E units, result based
monitoring and evaluation is not fully institutionalized in practices.

Awareness on managing for results at the policy making levels is still at low level. The results culture is
still far to realize and replace the traditional focus of complying with the processes. (MOF, NPPR, 2014)

6.2 EXPECTED CCFF PLATFORM IN EXISTING PFM SYSTEM

By better integrating CC and finance in the existing PFM system

Figure 3: Expected CCFF platform in existing
PFM system

at different levels, the CCFF will facilitate better bottom up

planning in the light of top down government policies,
strategies and targets. Entry

points via the budget cycle will be used to effectively prioritize,
allocate, and subsequently track climate finance. Integrating
CCFF will be the platform where policy and budget details will CCFF PLATFORM FOR DECISION-MAKING
use a common “language” where plans will “meet” the
numbers (See Figure 3).

In the two-way reforms stream, bottom-up processes must be

TopP-DOWN PoLicy DECISIONS
(e.g. on 80% of CC finance spent at local level)

BoTTOM-UP INITIATIVES

(e.g. on building CC-

enhanced with a CC lens applied in budget proposals so an resilient agriculture)

overall picture is built. At the same time, top-down decisions

must be specific enough to enable planning and budget officers to bridge those decisions with the institutional
and budget implementation platforms.
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7. REFORMS TO INTEGRATE CC FINANCING IN PLANNING & BUDGET CYCLE

Lessons of previous work in this area and achievements to date suggest that interventions at all stages of the

planning and budget cycle can further improve the management of climate finance. A brief account of the budget
cycle along with its key elements is given in annex B. These reforms will be undertaken in the following stages of
planning and budget cycle at various levels.

7.1 PRE-BUDGET PHASE

The integration of climate financing at the early stage of budget formulation includes activities such as issuing
budget and planning guidelines, setting budget ceilings, and consultation with stakeholders. The periodic plan
needs to include CC plans and required investment including modality of funding and the types of interventions,
which will guide the MTEF in the annual budget formulation. For this, the key messages related to CC (such as
reference to the CC policy, prioritization criteria, CC budget code) have now been included in the budget
preparation guidelines issued by NPC and MOF.

There is a strong need for information flows between national and sub-national level to help make informed
decision about CC activities in the plan. Once the climate activities are defined on the plan, the information about
the climate expenditure of the previous year and major achievements on increasing climate resilience or carbon
sequestration need to be made available to the planners before the decision about CC activities for the following
year are made. Similarly, the cost benefit analysis and climate risk assessment tools will apply gradually to increase
their role in sectoral planning. Further, adaptation gap also needs to be estimated as we gain more experience
with implementing climate-relevant projects with enhanced level of understanding of the climate threats.

The Finance Committee of the Legislative Parliament has started pre-budget discussion at regional level on cluster
basis with relevant stakeholders from 2015. This committee provides feedback, suggestion and instruction to the
government to include such suggestions and feedback received from regional discussion in the budget policy and
programme. The GON, in turn, will take necessary actions to incorporate committee's directives and probable
suggestions in sectoral budget preparation.

7.2 BUDGET PREPARATION PHASE

In the existing system there are two processes of budget preparation (Figure 4). Line ministries follow one
stream, while local governments will follow their own planning process. Line ministries prepare budgets with a
bottom-up approach and submit it to departments and submit it to NPC for approval with necessary review and
adjustment. Similarly, Local Governments prepare annual budget on the basis of central grant and their internal

resources. The budget and programme of the local governments are approved from their respective councils.
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Figure 4: Information flow in budgeting process
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Since a different process is followed at local level, updated planning guidelines need to incorporate issues to
mainstreaming CC both at sectoral level and at local level and communicated well to the local level. Therefore,
the following actions need to be taken to integrate CCFF in the budget cycle.

e The NPC and MOF will have necessary information about CC issues addressed by policies and
strategies related to CC before issuing the budget guidelines and ceilings.

e CC will be a crucial part of MTEF process for priority setting rather than individual project priority
setting in CC.

e Development sectors are already addressing climate impact through regular development
programmes but without cost benefit analysis and risk assessment. The prioritization of projects at
sectoral level will be based on cost benefit analysis and climate risk assessment to allocate resources
in most needy programmes and projects.

e As CCis a cross cutting issue, it will be part of the budget discussion across all sectors at the time
of budget discussion, rather than with single agency discussion for CC relevant projects.
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e Opportunities exist to involve CSOs in creating awareness in the planning and budgeting process
particularly at local level, which will help in improving planning process to ensure that adequate

resources are allocated for programmes proposed for vulnerable areas.

7.3 BUDGET MONITORING AND REPORTING PHASE

A strong monitoring, reporting, and verification mechanism is a prerequisite for informed decision-making and
investment spending on climate action. The existing budget monitoring system does not provide specific
information about climate investment. Similarly, sector ministries do not have CC related KPIs prepared as guided
by NPC's National M&E Guidelines except two indicators from MoFSC. Hence, CC relevant ministries need to
prepare sector specific CC related KPIs to monitoring the financial and physical progress periodically on trimester
and annual basis. On the basis of sectoral information NPC will analyze CC expenditure and monitor progress
on trimester basis in NDAC meeting and on annual progress of CC expenditure towards achieving outcomes in
annual basis. It will also help NPC to analyze CC expenditures towards achieving goals on midterm and at the
end of periodic development plan.

7.4 AUDIT AND BUDGET EVALUATION PHASE

Auditing and budget evaluation is perhaps the most important of all in the budget cycle, because it provides a

basis for corrective measures to improve the effectiveness of investment in the long term by establishing
accountability for budget performance at various stages. The Office of the Auditor General (OAG) - Nepal’s
Supreme Audit Institution (SAl) - routinely measures the performance of selected development programmes and
projects through performance auditing. No specific provisions for climate budget evaluation or auditing exist in
the existing audit system conducted by OAG. As a separate exercise, NPC conducts a third-party evaluation to
measure the effectiveness of investment in the selected programme.

As CC expenditures have a cross-sector nature spread across ministries, it will require to establish a clear link
between climate related programmes and the CC financing plans, which will help the OAG carry out performance
audit of the regular development programmes that are highly relevant to CC. Similarly, the NPC will continue
to conduct third party evaluation of selected programmes by recruiting independent evaluator(s).

In addition to the auditing and third-party evaluation already in the system, accountability is enhanced by involving
CSOs in monitoring of the budget flow through public expenditure tracking survey (PETS) and other means in
order to ensure that the budget is both adequate and that it is flowing to the most vulnerable areas and population
groups as planned.



8. ROLE OF STAKEHOLDERS

The CCFF road map outlines the reforms to be carried out within a given timeframe and identifies responsible

lead and support agencies with specific roles and responsibilities that build from existing institutional mandates.
The specific roles of the key agencies in implementing the CCFF are given below.

8.1 NATIONAL PLANNING COMMISSION (NPC)

As an apex body responsible to coordinate the formulation of national development plans and policies, as well
as to monitor and evaluate development plans and programmes, NPC plays an important role in integrating CC
in national planning and budgeting. Specifically, the NPC will carry out the following.

o Support integration of CC policies and strategies together with climate finances across sectors in the
periodic plans.

¢ Alongside overall planning and budgeting guidance, provide specific guidance to line ministries and
suggestive measures for sub-nationalgovernments on mainstreaming CC risk and actions.

e Establish CC as key issue in MTEF process to provide due priority for CC integration in the plans.

o Evaluate CC relevant programmes/projects for financial and physical effectiveness based on output and
results.

o Prepare climate screening guidelines for sector plans and programmes in sectoral approach papers.

e Articulate bottom-up costing of CC programmes including loss and damage at national and sub-national
level.

8.2 MINISTRY OF FINANCE (MOF)

MoF is the central authority responsible to maintain both micro and macroeconomic stability and management

of public resources. Specifically, the MOF will carry out the following:

e Expand scope of and reform existing Climate Change Finance Unit (CCFU) to coordinate CC finances
in the budget preparation and decision-making processes across sectors (Figure 5).

e Establish Inter-Ministerial Coordination Committee (IMCC) for implementation of CCFF.

e Establish mechanism for coordination between the GCF Technical Committee and the CCFF Inter-
Ministerial Coordination Committee.

e Update regularly Budget Formulation Guidelines in line with the integration of climate finance.

e Ensure allocation of adequate budget to match the provision set by MTEF to CC relevant programmes
and projects.
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e Review and upgrade existing CC budget coding criteria of defining climate programmes/projects to
establish clear procedures for sector ministries in screening development programmes/projects to
improve accuracy of budget having climate relevance in adaptation, mitigation or both.

e Develop and implement appropriate CC expenditure tracking system.

e Routinely analyze climate expenditure, climate finance and its performance in Annual Economic Survey.

e Drive system reforms to enable stronger MRV and absorption of external climate finance through
integrated platforms and climate finance tracking.

¢ Analyze macro-fiscal impacts of CC and integrate these into MTEF.

e Develop readiness systems and strategies to enable more effective implementation of climate targets
developed through other initiatives including NAP and GCF readiness

Figure 5: Linkages between the CCFU and IMCC
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8.3 MINISTRY OF POPULATION AND ENVIORNMENT (MOPE)

MoPE is the lead ministry on climate policy coordination. Specifically, it will carry out the following to facilitate
implement CCFF:

e Monitor and evaluate status of implementation of National CC policy and international commitments
(e.g., actions and commitments made under the UNFCCC/Paris Agreement on Climate Change)

e Liaise and coordinate with climate-relevant ministries to integrate climate policy into sector policies.
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e Generate a macro picture of CC policy and plan (including policy-budget linkage and CC priorities) to

facilitate implementation of policy provisions.

e Maintain databases and coordinate work on improving loss and damage and vulnerability assessments.

8.4 MINISTRY OF FEDERAL AFFAIRS AND LOCAL DEVELOPMENT (MOFALD)

MoFALD is responsible for coordination, cooperation, facilitation, and monitoring and evaluation of activities

undertaken at local level. Specifically, MoFALD will carry out the following.

Coordination of CC activities being planned at provincial and local governments.

Improve PFM system for sub-national government (including the improvement of Chart of Accounts)
to allocate budget for climate actions and to track their CC related expenditure.

Establish coordination mechanism with MoPE and climate relevant sector agencies to implement LAPA
at local level.

Provide support to local level to integrate CC at local level planning and budgeting through the
adoption of the EFLG frame.

Monitor local government's climate budget allocations and expenditures as per recommendations of
the district CPEIRs.

Provide support and guidance to local governments to raise funds from local sources for climate
adaptation.

8.5 SECTORAL MINISTRIES

The sector ministries will play the following role in the CCFF:

Incorporate climate policy targets and goals into sector strategies and action plans.

Provide input to climate screening and investment appraisal guidelines based on sector-specific needs
and contexts.

Prioritize CC relevant programmes/projects and conduct cost-benefit, climate risk analysis and
evaluation of most cost-effective measures

Support other climate-relevant ministries in building cross-sector aggregated CC finance picture.
Mobilize resources from donor partners for climate-relevant actions within the ministry in collaboration
with NPC and MoF.

Set up effective monitoring system to monitor sector’s contribution to NAP and LAPAs.

Provide data on CC expenditure including departmental expenditure and the results there of, to NPC
and MOF as per approved plans.

Guide sector programme delivery including 80 percent of climate spending at the local level.

Designate climate change focal person to represent in the CCFF.
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8.6 PROVINCIAL GOVERMENTS, LOCAL GOVERMENTS AND COMMUNITIES

The Climate Change Policy envisages that at least 80 per cent of the available climate fund will be spent at the

local level. However, capacity at local level to plan and manage an increasing amount of climate budget is

generally weak. Integration of CC in planning and budgeting is a prerequisite that strengthens local capacity for

effective management of climate finance. Hence, the provincial and local governments will be responsible for

the following actions:

Identify vulnerable communities, assets, and areas through public consultation and interaction in planning
processes and climate-specific initiatives (e.g., LAPA, NAP).

Prioritize actions, in coordination with relevant offices/sectors, on the basis of vulnerability and other
criteria to allocate resources more wisely and avoid duplication.

Integrate CC into regular planning processes to make the development projects climate resilient and
to ensure allocation of adequate resources for timely implementation.

Strengthen PFM system at local level in line with climate budgeting with support from Federal and
Provincial Government.

Involve CSOs to strengthen accountability in monitoring of the implemented programmes at local level.
Raise awareness and support mobilization of local resources for climate programmes.

Incentivize sectoral programme delivery to comply with policy commitment of using 80 percent of the
budget at the community level.

8.7 OFFICE OF THE AUDITOR GENERAL (OAG)

The OAG is the supreme constitutional body to audit expenditure of government offices at national and sub
national level. The OAG will help in integrating CC in the budget cycle by doing the following.

Analyze performance of climate relevant programmes and projects on the basis of developed KPlIs.

Carry out statutory and performance audit focusing on the outcomes of selected CC relevant
programmes.

Prepare specific guidelines for auditing CC relevant programmes and projects at national and sub-
national level with focus on CC issues and sector concerns.
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9. ROADMAP FOR REFORMS

A summary of the proposed reforms to implement the CCFF is presented below:

Reform Areas 9.1: Integration of CC in the planning and budgeting cycle

9.1.1  Upgrade existing budget management = Completed MoF Budget  Line The work is
IT systems to tracking and generate & ministries completed with
report on climate budget allocation Programme UNDP support
and expenditures with sector Division and
disaggregated data FCGO

9.1.2  Reform existing CC Finance Unit in Planned for MOF Line
MoF to coordinate CC finance to 2018 ministries
present it in the high level discussion
and budget decision

9.1.3  Improving climate budget coding Planned for MoF Budget  NPC, Line
criteria along with guidelines 2018 & ministries

Programme
Division
9.1.4  Integrate CC into MTEF processes Planned for NPC, MOF CC
2018 Economic Finance Unit
Management  and Line
Division Ministries

9.1.5  Estimate climate finance costing in Planned for NPC, MOF CC

I 5* Periodic Development Plan. 2018 Economic Finance Unit
Management  and Line
Division Ministries

Reform Areas 9.2: Monitoring, reporting and verification of CC finance

9.2.1 Develop and generate CC Financial MoF Budget  Line Both works are
expenditure reports in FMIS system in  reports & ministries completed and
a structured way to monitor climate completed Programme continuation is
finance March and Division/ needed in
Narrative FCGO coming years
reports May,
2017
9.2.2 Policy monitoring of CC relevant Planned for MOPE MOF, NPC  Incorporation
programmes 2018 and line of CC related
ministries major
achievements
in the
Economic
survey has
been started
and
continuation is
needed in

coming years
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9.2.3 Improve PFM system of sub-national Planned for MoFALD MOF and Improvement
government to prioritize, manage and 2018 Local of COA for
deliver climate finance at local level Government Local

Government
has completed
on Oct 2017.

Reform Areas 9.3: Improved accountability for CC finance effectiveness and efficiency in the
budget

9.3.1  Conduct third party/independent Completed in  NPC Line Report of third
evaluation of selected CC relevant June 2017 ministries  party evaluation
programmes through independent of one CC
agencies and or individuals related

programme

9.3.2  CSOs participation in CC budget PETS in CC  CC relevant MOF and Final report of
formulation, implementation and completed  line ministries  NPC PETS prepared
expenditure tracking in June 2017 and MoFALD

9.3.3  Parliamentarians use budget oversight Planned for  Selected MoF; NPC,  Handbook
process as a key entry point to raise 2018 Committees in  MoFALD prepared
questions on CC finance Parliament

Reform Areas 9.4: Improved capability in governance of CC finance

9.4.1  Members of the CC Finance unitare  Planned for 2018 MoF NPC
trained in climate change, climate
finance coordination including
analysing reports on expenditure and
preparing narrative for economic

survey.
942 Members of the Inter-Ministerial Planned for MoF and CC NPC
Coordination Committee are trained 2018 relevant line
in coordinated planning of climate ministries
finances.
9.4.3  Planning officers, climate focal persons Planned for MoF and CC NPC,
and gender focal persons of the sector 2018 relevant line
ministries trained to screen ministries

development programmes for
integrating CC.

The following narratives present elaborated description of proposed reforms that are needed to integrate CC
in the planning and budgeting for effective and efficient climate financing required for sustained climate action to
reduce climate risks and vulnerability.



9.1 INTEGRATION OF CLIMATE FINANCE IN THE PLANNING AND BUDGET CYCLE

9.1.1

The existing LMBIS, BMIS and FMIS system will be improved to track CC relevant budget
allocation to expenditure reporting. The online linkages will be established among these systems
to capture the CC budget allocations and expenditures routinely.

From the fiscal year 2014/15, the GoN has been using IT based LMBIS system and has become mandatory for

budget proposal of line ministries. LMBIS system has become online down on the department and ministry level

in budgeting period to submit budget proposal. Line ministries provide proposed budget information to the

LMBIS system together with the degree of climate relevancy of their budget sub-heads. BMIS CC master table

has been linked with FMIS system which makes it easy to track and report on climate expenditure.

On basis of LMBIS data, MOF prepares annual budget document including the Red Book through BMIS system.
Further improvement is needed in LMBIS, BMIS and FMIS system to show climate budget allocation and

expenditure based on their degree of climate relevancy and the type of project (adaptation and/or mitigation)
with sector disaggregated data. MOF and FCGO will update LMBIS, BMIS and FMIS systems and establish online
linkage among these systems regularly.

9.1.2

MOF Climate Change Finance unit will be reformed and Inter-Ministerial Coordination
Committee will be established to coordinate CC policy implementation.

Currently, there is no designated body to coordinate CC policy and communicate those in the high-level planning

discussion and decision making in budget process. There is a need to use climate lens in coordinating development

programmes/projects that are climate relevant.

Climate Change Finance Unit. The MOF shall restructure its existing Climate Change Finance unit within

IECCD to deal with and coordinate all climate finance issues within the MoF including CC
programmes/projects in high-level planning and budget discussion. The unit already has an officer deputed
from the IECCD. An officer from the Budget and Programme Division (BPD) will be also be deputed to
the CC Finance Unit to coordinate issues related to CC relevant budget, which are discussed during the
budget discussion at the BPD. It will also support MOF Economic Policy Analysis Division to prepare
Economic Survey document relating to CC.

Inter-ministerial Coordination Committee. The MOF will establish an inter-ministerial coordination

committee (IMCC) as part of the CCFF to coordinate and strengthen cross sectoral linkage among
climate relevant ministries in planning and budgeting of all climate-relevant plans and programmes. The
CC Finance Unit will provide backup support to the IMCC in coordinating regular climate budget of line
ministries. The IMCC will be headed by the chief of the BPD and represented by climate focal persons
of climate-relevant ministries.
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9.1.3 Existing criteria for climate budget coding will be revisited to develop sector guidelines
incorporating sector specific needs for coding

The existing method used for marking climate relevant programmes in the annual budget is based on || criteria
which define climate activities. According to the budget preparation guidelines of the MoF, the level of climate
relevancy of the programme is defined as ‘highly relevant’ where more than 50% of the budget in the programme
is relevant to CC activities, whereas it is defined as relevant if 20-50% of the budget is allocated to CC relevant
activities. For those programmes heads that have none or less than 20% of the budget allocated to CC activities,
they are defined as ‘neutral’. Since the criteria used and the budget bracket applied to define the degree to which
a particular programme is relevant to CC is common for all sectors and programmes, on one hand, it is very
likely that the approach does not depict the real picture of the climate finance, and on the other, it may also
overestimate the climate budget. Therefore, there is a need revisit these criteria to meet the specific need of the
different sectors. There is a need to develop coding guidelines for each key sector to help them meet their
specific requirements in defining and marking climate activities and budget. The MoF will initiate developing
guidelines for climate coding for each climate relevant sector in collaboration with NPC and the sector ministries.

9.1.4 MTEF Process will be revitalized with a holistic approach on CC rather than with a focus on
specific priority project(s).

It is needed to update and revitalize the MTEF process to prioritize programmes and allocate resources in a
systematic way. For this, specific information is needed in MTEF formulation process with or without CCFF. It is
necessary to provide due priority to CC with a holistic approach within MTEF rather than prioritizing selected
programme/project. It is also necessary to consider Loss and Damage as a priority area while preparing MTEF.
Economic Management Division of the NPC has initiated steps to make CC as part of the MTEF process. With
this the NPC will send CC ceilings along with MTEF ceilings to sectoral line ministries for CC programmes.
Sector ministries, in turn, will prepare plans and programmes through bottom up planning process within the
frame of predefined ceilings. This will facilitate the decision makers to allocate required resources to CC relevant
programmes/projects in a coordinated way. In general, the revitalization of a well-functioning MTEF process will
support further integration of the CC finance in budgeting in two main streams:

e Integrated financing frameworks. Incorporation of a CCFF in MTEF will systematically address the issue

of CCF integration as MTEF will serve the basis for presentation, discussion and decision making over
CC related budget allocations as part of the overall budget formulation process (including through
ceilings that will be relevant to CC allocations)

e Linking the CC finance with expected results. MTEF can serve a solid base for framing the expected

results for the CC related budget initiatives. Application of the performance based budgeting principles
in CC related budget programmes will enhance the quality of decision making, especially in the context
of the CCFF, which will combine the data on the demand for the CC investment (measurable policy
issue) with measurable policy targets (KPls for budget allocations).
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9.1.5 CC budget in the I5th periodic plan will be estimated to arrange for necessary resources to fund
climate relevant programmesl/projects

The [3% periodic plan (2014-2016) mentioned CC as one of the important issues to be considered in
development. However, a separate chapter has been provided in the |5t% periodic plan document for CC. The
I4th plan has clearly identified issues, challenges, objectives, strategies, working policies and expected outputs
with respect to CC. The plan also outlines climate concerns in each climate relevant sector. An estimate of
budget to implement climate relevant development programmes/projects is needed in order to arrange for
necessary fund. NPC will estimate the total investment required and include it in the upcoming periodic plan
document.

9.2 MONITORNING, REPORTING AND VERIFICATION CLIMATE CHANGE FINANCE

9.2.1 Update FMIS system to enable on-demand CC expenditure reports.

The national FMIS system will be improved to track and report CC expenditure to enable analysis of climate
expenditure. This will allow FCGO to generate information on climate expenditure against allocation. MOF
started to include a separate narrative on climate expenditure in Consolidated Financial Statements and in its
Economic Survey Report and other budgeting documents. Continuation is needed to enhance this process in the
coming years too.

9.2.2 MoPE will carry out CC policy monitoring related to relevant sector ministries

Most CC-related programmes are implemented by sectoral ministries through their regular development
programmes. Policy monitoring is needed to assess whether sectoral ministries are carrying out climate related
programmes/projects as per CC policy. MoPE will carry out policy monitoring progress of achievement related
to CC relevant programmes implemented by sector ministries to provide required information to MoF and NPC
in order to supplement analysis of climate investment in the Economic Survey.

9.2.3 PFM systems of the local government level will be improved to enable the agencies to prioritize,
manage and deliver climate finance at local level.

The GoN is committed to spend at least 80 per cent of the allocated budget of the CC projects at the local level.
The constitution also has mandated the local governments with the responsibility of service delivery at the local
level, which subsequently requires a large amount of the budget to be spent at local level. However, the existing
PFM system is weak to prioritize, manage and deliver climate finance effectively at local level, which makes
tracking and reporting CC expenditure difficult. Hence, MoFALD will take lead to improve PFM (including chart
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of accounts)’ at local level in order to enable the sub-national governments to prioritize, manage and deliver
climate finance.

9.3 IMPROVED ACCOUNTABILITY FOR CLIMATE FINANCE EFFECTVIEINESS AND

EFFICIENCEY IN THE BUDGET

9.3.1 Continue to Conduct third party independent evaluation of targeted CC related
programmesl/projects.

Policymakers require critical analysis of the outcomes of implemented programmes in order to improve
succeeding programmes/projects. In the existing system, evaluation mechanism with regard to CC is weak. NPC
evaluates some selected programmes/projects annually from third party independent evaluator. In this financial
year NPC’s is evaluating CC related People's Embankment Project. Continuation is needed to enhance this
process in the coming years too to get feedback on gaps as well as the outcomes and impacts of the programme.

9.3.2 Civil Society Organizations

Civil society® can play an important role in the effective use of climate finance. It can be the channel through
which communities voice their opinions to decision-makers, whether at the national or sub-national level. It can
advocate and influence policy makers to target climate finance to communities who are most vulnerable to CC.
It can conduct independent research and analysis on topical issues. It can undertake these activities in partnership
with government to produce information on the effectiveness of investments related to CC to support and
complement the efforts of government. In light of the various contributions they can make, the following aspects
can form the basis of both the short-term and long-term efforts to increase the participation of CSOs on the
effectiveness of CC finance in budgeting cycle:

CSOs act as a medium to channel the CC needs and interest of communities, particularly those who are most vulnerable
to its effects.

CSOs, especially those who are based at the local level, often represent the voice of communities, and are the
interface between communities and the government. Their proximity to the localities, as well as their accessibility
to the government's structures enables them to be the conduit of the interests of communities. While this is
relatively easier at the local level, it can also happen at national level, if there are enough opportunities and
structures in place to enable the sharing of information between CSOs, the legislature, and the executive. In the
context of the CCFF, this is an aspect of the engagement with CSOs that will happen gradually, over a medium
to long-term period.

7 Recently, GON has improved COA of sub-national government compatible with federal government.
® Civil society refers to non-governmental actors, and can include community groups, non-governmental organisations,
labour unions, charitable organisations, foundations, as well as think-tanks.
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The proximity of CSOs to local communities, their local knowledge, and their operational flexibility are strong
assets that the government can optimise in implementing CC related projects.

Collaborative approach in overseeing and tracking CC expenditure

CSOs can add value in tracking expenditures from start to finish, i.e., from the budget allocation decision through
to its delivery and execution at the local level. This type of assessment can occur through exercises such as the
Public Expenditure Tracking Survey (PETS), which are useful in highlighting whether resources have been spent
as per their intention. In turn, this information can also identify the stages where digressions occur, thereby
providing the ministry of finance an overview of where some of the bottlenecks and challenges are in terms of
efficient spending. These types of exercises do not necessarily provide thorough qualitative analyses, but they do
provide the quantitative, objective data for further probing.

Collaborative partnership with CSOs in undertaking research and analysis

CSOs, particularly those that have a research and analysis angle to their mandates like think tanks for example,
have good experiences in undertaking impact assessments and evaluations of specific projects and programmes.
Very few have done similar exercises on public investment programmes that are funded through the government
budget. Such types of analyses can be very useful to governments, particularly in the formulation stage of the
budget, where past experiences should inform future budget allocations and priorities. Enabling CSOs to
undertake this type of research and analysis, as well as providing them with a legitimate outlet for the findings
should be promoted and encouraged. This type of research are good complements to exercises like PETS, as
they can be more analytical, and provide qualitative perspectives to supplement them.

Developing informative materials for public consumption on climate change finance

The availability of budget related information is one step towards transparency. Unless it is accessible and
understandable by non-experts, the value-added of the information remains minimal, and this is often the case.
Documents produced by the Ministry of Finance, such as the budget; or specific budget information, such as
those produced through the application of a climate budget tracking method or the CPEIR can be complicated,
technical materials that the public, as well as parliamentarians and other policy makers do not understand fully.
Transforming the technical data into easy to read and easy to understand materials can contribute significantly
to transparency and accountability. Tools such as the Citizen Climate Budget is one such practical example, and
their development, as well as policy briefs, videos, infographics, and topical guides for journalists are areas where
CSOs and media organizations and press associations can contribute significantly.

9.3.3 Committees in Parliament will increase their budget oversight role by focusing on climate change
finance

Parliamentarians have a number of core functions — representation, law-making, budgeting, and oversight. They
are an important pillar of ensuring accountability on the actions of the government. For CC finance in Nepal, an
effective oversight process from selected committees in parliament can help the government monitor its progress
in meetings its own commitment to spend 80% of funds at the sub-national level. It can do this by raising the
right question on whether funds allocated in the budget are sufficient and equitable to respond to the magnitude
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of CC challenges. For this, tools such as a Climate Budget Review Toolkit will be a useful tool that the Finance
Committee and the Environmental Protection Committee can use in fulfilling their oversight responsibility.

9.4 IMPROVED CAPABILITY IN GOVERNANCE OF CC FINANCE

9.4.1. Members of the Climate Change Finance unit are trained in climate change and climate finance
coordination including analysing reports on expenditure and helping preparation of narratives for
economic survey.

Members of the climate change finance unit have a major role to play in dealing with all aspects of climate finances
within the MoF. It will include accessing, mobilizing and monitoring of public and private climate funds from both
international and domestic sources. The members need to have the capacity to provide information required by
the support decision within MoF in taking timely decisions for matters related to climate finances. Since
committee’s role also includes supporting CCFF implementation, it has to have the understanding of the finance
need of the sectors. Therefore, they will be provided with necessary training of appraise them of the intricacy
and nuances of the climate financing in order for them to be able to continually improve governance of climate
finance.

9.4.2 Members of the Inter-Ministerial Coordination Committee are trained in coordinated planning
of climate finances.

The role of the inter-ministerial committee is vital in establishing a common understanding by facilitating climate
finance coordination among ministries. The committee will serve as a platform to help clarify roles, boundary of
responsibilities, and identify possible gaps in functions. Its role will also be to facilitate the reforms as specified in
the CCFF, for example revisiting the coding criteria to define climate programmes. The committee will also
advise ministries in tracking sectoral investment, evaluate effectiveness, which the members will facilitate within
respective ministries by supporting ministries to monitor climate budgets, estimate financing needs, and scope
out sources of climate finance. Thereof the members will be provided with periodic training in these aspects.

9.4.3 Planning officers, climate focal persons and gender focal persons of the sector ministries trained
to screen development programmes for integrating climate change

Some ministries already have designated climate and gender focal persons. The gender focal persons provide
support in screening proposed development programmes for gender responsiveness but the climate focal
persons have not been engaged in facilitating tagging of climate-relevant programmes. The climate code that
appears in the programme is not actually done at the ministry level in most cases. Linking gender with climate
budget is necessary to evaluate the effectiveness of the climate budget in supporting vulnerable community from
gender perspective. However, no effort has been made in this regard by the ministries, even though they are
aware that both coding has been introduced for longer than 5 years. Therefore, the planning officers, climate
focal persons, and the gender focal persons need to be oriented towards, i) using climate budget code in the
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ministries before the plans are proposed and, ii) link climate and gender budget to see how the investment in
climate- relevant programmes help support vulnerable groups to respond to the climate impacts. Periodic training
will be provided to them by MoF in collaboration with sector ministries.

9.5 REFORM TIMELINE AT A GLANCE

As part of planning and budgeting reform process GoN has been making efforts in linking CC in government's
plan and budget. The GoN approved a national Climate Change Policy in 201 |. National Adaptation Plan (NAP)
formulation process and Green Climate Fund (GCF) Readiness Programme are already underway. CC budget
coding has been included in budgeting system from 2013/14. Different types of planning; budgeting and
expenditure tracking systems (LMBIS, BMIS, FMIS, and TSA) have been introduced at different levels. Climate
change has been included as a separate chapter in the 14th Periodic Development Plan. MoF has improved Budget
Formulation Guidelines in line to integrate CCFF in planning and budgeting process. Now the GoN's PFM system
can generate CC budget allocation and expenditure reports in a structured way, which allows for review and
analysis of budgeting and expenditure trends. Though these reform measures provide support in overall planning
and budgeting process further reforms are needed for integrating CCFF in government budgeting system as
stated below (Figure 6)

Figure é: Implemented and Planned Major Reform Activities in CCFF

Implemented Reforms Planned Reforms

2017 2018
CC CODE & GUIDELINES ~ THIRD PARTY EVALUATION CREATION OF PREPARING
LMBIS, BMIS, & FMIS IN SELECTED CC INTER-MINISTERIAL GUIDELINES FOR
UPDATED TO TRACK CC  EXPENDITURE COMMITTEE CLIMATE BUDGET
EXPENDITURE CAPACITY  copE CC REVITALIZE IN

PoLICY BUILDING MTEF PROCESS
’ MONITORING ‘ TRAINIG |
9 9, e 9 \J 9 9
9‘/ % o 9‘) ® @

EXPENDITURE & CC PETS FROM CSO IN PFM IMPROVEMENT
NARRATIVE REPORTS  CC PROGRAMMES AT LOCAL LEVEL PARLIAMENT CC BUDGETING
IN CONSOLIDATED COA OF SUB- OVERSIG RIODIC
FINANCIAL NATIONAL 0 (\:/BR I; G:T IN  IN PERIODI
STATEMENTS GOVERNMENTS UDGET

These planned reform activities are supportive for completed reform measures and most of these planned reform
measures have already been started in the reform process.
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10. CONCLUSIONS

The GoN is committed to take all necessary measures to address the challenge of CC through the national
system. The effectiveness and sustainability of public investments depends on how well CC is integrated into
planning and budgeting and mainstreamed into routine development programmes across ministries and line
departments of the federal and provincial governments as well as of the local governments. Based on the
experiences, results, and shortcomings of past measures, further reforms have been planned as part of the CCFF
in all stages of the budget cycle, from planning to reporting and expenditure analysis at the federal level. It is
recognized that further reform measures are needed to integrate CC finance in local and provincial level
budgeting system in the near future.

All relevant institutions have crucial role to play for successful implementation of this reform plan. The NPC and
MOF have the largest roles to play in the roadmap, whereas the role of MOPE is vital in the policy aspect.
MoFALD takes lead in reforms for CC integration at local level. This ministry is the central level agency to
coordinate, cooperate, facilitate, monitor and evaluate activities undertaken by local governments. PFM
improvement at local level is needed to manage, prioritize and deliver climate finance at local level effectively in
the new scenario. Climate change relevant line ministries' role is also important to plan and implement CC
activities at implementation levels. They will coordinate planning and monitoring of the CC finances and evaluate
effectiveness under respective ministries.

Constitutionally, OAG plays imperative role to improve accountability at different levels conducting statutory
and performance audit. CSOs involvement is also supportive to strengthen public accountability particularly at
local level. Finally, it would expect broad ownership of both the process and the framework at different levels to
implement the CCFF roadmap effectively.
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ANNEX A. KEY POLICY FEATURES OF THE CLIMATE CHANGE PoLicy (201 1) THAT
ARE RELEVANT TO CCFF

e Formulating and implementing the necessary strategies, guidelines and working procedures to support
a socio-economic development that is climate-friendly and resilient

e Linking and implementing climate adaptation with socio-economic development and income-generating
activities to the extent possible;

e Formulating and implementing integrated programmes taking into consideration the objectives and the
provisions of the conventions related to climate change, desertification and biodiversity;

e Managing the financial resources from current and future multilateral and bilateral support for climate
change activities and the Climate Change Fund

e Utilizing the financial resources available from national and international sources for climate adaptation,
adverse impacts mitigation and low carbon development activities, as well as for food, health and
livelihood security of victims of water-induced disasters, such as floods, landslides and droughts

e Allocating at least 80 percent of available funds for field-level climate change activities;

e Managing the fund and making it easily accessible for the climate adaptation, resilience and other
climate change-related programmes.

¢ Implementing local climate change-related programmes through local institutions by enhancing their
capacity

¢ Increasing the participation of local institutions, expertise-based federations, NGOs and civil society for
information dissemination and capacity building of common people by involving them in awareness
raising, training and empowerment-related activities;
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ANNEX B. BUDGET CYCLE AND BUDGET CALENDAR

Budget cycle covers all budgetary process from strategic planning to audit and evaluation. It starts from strategic
planning to budget formulation, implementation, monitoring, reporting and then to audit and evaluation of the
budget. Yearly budget making process generally starts with collection of information to identify the sources of
revenues and tentative areas of expenditures. NPC prepares macroeconomic framework and the Resource
Committee finalizes and approves it every year in October. NPC issues budget guidelines and circular to all line
ministries with sector ceilings along with budget formats. MoF also issues budget directives, manual, norms and
standards of expenditure. It has introduced the Line Ministry Budget Information System (LMBIS) guidelines to
all line ministries. Line ministries circulate these budget ceilings and guidelines to departments and projects with
added sector guidelines. Project offices submit budget proposal to the concerned departments/Project
Coordinator Offices (PCOs). Departments/PCOs review, compile and submit it to concerned line ministries and
line ministries submit budget proposal with necessary review to NPC and MoF. NPC and MofF finalize the draft
of the budget. The council of ministers (the cabinet) approves the budget, which is then presented in legislative
parliament on | 5% of Jestha (Nepalese Calendar) or May end by the finance minister for approval.

Budget calendar in budget cycle

The dates for budget

; i October
forecasting, ceiling Preparation of
setting, negotiating and Macroeconomic
budget finalizin are May End (Jestha 15) framework November
udge inalizing Budget presentation in parliament NPC sends budget ceilings to sub-
Spelled out in Budget for approval national governments

Formulation Guidelines.
However, there is no

specific law to oversee Beginning of December

May T
adherence to the fiscal Final draft preparation of the Budget Calendar e ngds b”dlg,et aellles oo
. budget . cellings to line ministries
calendar relating to in
budget process except Anm,gl E’I:udget
o . cle
constitutional provision April-Ma Y End of December
to submit budget in the Budget head wise discussion in Line ministries send thresholds tq

MOF departments and projects
parliament on a fixed

date.

February

Line ministries consolidate/
submit draft budget proposals
to NPC & MOF

March-April
Program & budget discussion in
NPC & MOF

Local governments are
independent to prepare

their annual budget
which is approved by
their respective councils. The major sources of fund for the local governments the grant from the central
government, locally generated revenue and shared revenue with the national government. The local government
follow their own budget cycle, which generally coincides with the national budget cycle.
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Budget Guidelines

NPC and MoF prepare budget guidelines every year and circulate it to the line ministries. The guidelines cover
national policy and strategy, prioritization process of budget formulation, approval, execution, monitoring and
evaluation and reporting. The budget guidelines provide direction to government agencies to link budget proposal
with MTEF. Directives and approaches for coding the pro-poor budget, gender responsive budget and climate
change responsive budget are also included in the guidelines with greater focus in the periodic development plan.
Similarly, directives are also included to fill needed planning and budgeting formats through LMBIS, which is an
online system to be filled by ministries and departments to submit budget proposal. The Budget Guidelines from
MoF specifically mention integrating climate change into budgeting process.

Prioritization criteria and planning and budgeting templates

From the FY 2015/16, NPC has changed project/programme prioritization criteria based on; (i) general basis and
(i) sectoral basis, of which climate change has been mentioned as sector specific criteria under infrastructure
development. It includes programmes and projects of Road and Transport, Urban Development, Irrigation,
Information and Communication, Environment, Science and Technology, Energy and Local Development. The
weight given to climate change in these areas is mentioned as 10% of the total. However, Health, Education,
Agriculture, Forest, Industry, Tourism and Drinking Water under different sectors do not have climate change
as prioritization criteria. There is a need to consider climate change as general criteria for prioritization for these
sectors.

Different templates are used for planning and budgeting, which indicate the basis of prioritization, project history,
output indicators, MTEF related and monitoring and evaluation, etc. From FY 2014/15, LMBIS system has become
online in budgeting. Sectoral line ministries and departments fill these templates online to submit to NPC and
MoF. MoF has recently taken steps to improve LMBIS, BMIS and FMIS system to track and report climate budget
allocation and expenditure according to climate change relevancy (adaptation and mitigation).
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ANNEX C. SCOPE OF WORK OF EXISTING CLIMATE FINANCE UNIT TO INCLUDE
BUDGET REFORMS NEEDS

Srerary fa wmETer FE R

T T AT G geaiaf T Tara! e T g -

o ATy uRadd HAfTHT TUH AT FATTIARIANT JUF a¥ IRIFET aoid ARELTHAT qHEd
gAY F3TET ALATATIE TH =T T
o HABAGE FITHAATRTANTSAAG qRATT FEAIATALA® T H[Tebl AThel H{ETbl GoAAEE

FeATATIF T

o M UTSAT AN T AT AATAIHT [ HATATD] AAATY TRAH FHAeg HATAIIT aoid qaT
FEAFH FATRA gal AMEH ThaE SATAH] eHNTAT TS TAATY [aiepl AT a1 AUH FadT
¥ giqagar gaieg AN WS

o SAATY IRAAA AMdH FATAITHT TAATY [ v ARAATAT e FABIATNT FHEATHE AHEF
[LEICRIE]

o SAATY URACHH! &THT TR AT &S FTATHIFFIHT HR q@T3e AT qae T
o AT AATATEEH! ATAYTFATATS 3T TG AT TRATABISHT ATTIANT TRUHT AIEUSATS
qfeHTST ¥ Qﬁ'&lg_cf T SEEIEH qfeads faa9TEd(Climate Change Financing Framework)dTg ATSTHTA T
oI JUITST 193 AN T Tgai
o TIeh FHAHH AT &I AAATY TRAGH HEHl TAN TH [qUad A=A, [aamredr qeafed
- ) -
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ANNEX D. TOR FOR INTER-MINSTERIAL COMMITTEE

A TRAAT (a0 AT T FEATAIT AR AATAT AATAD H1d fqaxer
(TOR of Inter-Ministerial Committee to implement CCFF Road Map)

. T

FA foaars afeqd TOHT AU I IREEd T AT a8 Aaar] IRadd (o e
9ET (Climate Change Financing Framework-CCFF) T T smaedes T SfWad g7 A16es | 99 g9y
T FRAFHPH! TEARTHT TAATY IR [aqars GHT T9iE JUTell 7T RIS T A9 TRERA qeqary
IREde T eI 9o (CCFF) FATT TR & | 39 Fid GRS S(aarg IRad g I dqrsarars
THTEAHRT TqAT BRATAAABNANRT ATSAAT JAT TS THATHT faTH~ SROAT Fore fTpraesl FeamTa e T
A IRAATATS AraaHeE o Fae9T (Public Financial Management) i tffsga I &5 |

TR qREdH faa SHEa=aIe Wees GRERE! a9 TUTelt (5 Tiehepa T AeasioT Hiaad #1dee a9 §
THFT T T BET FAEE g HAAT S | AT TRAAT T B A3 AT TTHT LB TS Ty
o @ T AU SRS afedr 39 A | AME |9 099 A/ Feary aRad & fafrae s a9 7
g9 T T Climate Public Expenditure and Institutional Review (CPEIR) 3feqa« Ty s 99
R0voiR0Y Mg FEAT AT HIE AT A9 YUME! T THIEISE TREHH G | IT THATATS (T T
CCFF % Background paper, Climate Change Financing Framework ¥ CCFF Road Map ST&T XdTasl 9Hd
TR ¥ CCFF Road Map AT Iei@ HUHT HATT FXTEE FAGAT HTH T HOTd FES BTATATH T
Teohl & |

TfeT AT AR afeer 9aE Q¥ S Safid AR ATERIT TAAT Ay aREaT qatr e
T, SEd, UMM, FEAIT T A ST ST FRTET o T TAarg  qRacHT FAATE Hewd fauapt
T | TTAEEIT T ATATERYT AATHAN Fad Tary qRac fat ImEm ST T a9 ST g AvHIeArs. saaiesd
T™ G 3fewg | I/ W q@w g seary aREcHe feafa arer aew ®nd e awr ¥ Reran
fSeT qEH CPEIR o1emas 7w & ¥ & | fr For qrier afraes qHees qander R | TAag
IREAT AAHT AR GAATS IANHS T GG7GHT AYH=T@TH! BMIS Climate Change Master Table @1
HeToET (A= FRA@ITAT WE FMIS T faget & afia a7 § I g | e af 00y /oy g
LMBIS, BMIS T FMIS YUl ATE qRATSIA T G JUEAISTE 91 Aqarg IRac qeaied e T a0
THA Mg T T FTA T A @ qREary G JEiaer giqaeT TR g qaiae fSere qE g |
TEHRE! ATUE THAT TAETHT TAAR] TRAATHAT TRYBT GHATE ST T HUHT STAHEEATS AHTAL
T 9 AIfAUHIE | CCFF T8 ARSI S9id Jurell B Tfpspa 17 IeawerAT ST fameean sierarg afvad
HreaTs IRRET TE aW FIAHT Fee MR TTHT 3§ $REH S |

RIAMAY IR e At T THIESRIRIAT S Tear Rraraarar CCFF sRR Avarad i

TS Tl H&T SY Farg TRaqa! faua Fw=X e axat= (Cross cutting) fawa wua a9 qwat=

FATHATIEE GATAT TG GHAITHES SIHT AT T 87 | IRBR ANTPR TRepT ATy IRAGT AT X
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qeTaTs TWER faa e i tfeed ™ &= e s qegw fafver ferete demew gw
FRFHETATE THTEEHI TTAT ATAT T AHAATHSE HHHT T T Fqary IRad o Saaearas e
HATAT FIATT TST BN bl T ST 81 | THHATNT AGHATATR! T JAT FIHFH FEHETH 8
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TG A TIST AT TS T 9IS g A< |

3. afwfqer @<

Iq qifaer @wq e SITaRE s ¢

(@) FE-arad, A AT T JAT FEATHH HETIET RpIEET
(@) FAFH fHewTer, AT AT ATERT ATATER STrET @

() ST-|iEE, TAGRAT T ATATERI AT, STAaTg TRAG foa Tae=ra= IEr @
()II-Ffaa HENT ATHAT T WA B e, arara<or smEr €
(@)IT-aiea &N faerar Awemerd, ardraser qrar "
(NST-IFET a7 AT HEIHAT Ao, ATATERT ST @
(€.)SY-HETdE I Hetel Mas® FEed qedis qur fagaser qaEr @

(3) ST-GfEa A AATAT qold AT FTATHH FTETLmEr I qfaa

G ATALIHAT AR AT TR A FEarad v Aearage grarre ¥ = s fawa fasens
AT U ASHAT ATHAT T TS |

¥, qinfqeEr e
Iq qiafaesr FEee Fed e S EaR g7 &7

o TAANY YREG fad AT YEY AT TF ARV TRA HAH! BATAIARANT [t Heraes o=
THEAAT |

o Aifq THuTUwdiaTs At TawT S@ary aitad dafe S FEFHET a9id T FAFHAT Tfhdhd
T AEYIE AT T T |

o @AY IREAT FaAlHd HATAIEEHT Ty IRaqT Gare HUAFHES TEAHN T HEAHE SIHT
FETAIT T FoTE T GRTE & T T FASH FATTTATHT B PSS ATSYAT FepT FHTHTTRTAT
TEd T |

o WAy IR M FATHA WATAIHT AT AT qIT S0 I THEET FHARIEATS STeary
IREAT &AW ACH G JATMPy T T Al S AP ST THAD! [N 9 GHerd T aer 19
|

o TAAY IRAT A" HATAIGEHT qoid AT X AP AEAYAFAT JTAR ATHA TR Afey AT

TEAT LHTT TS T |
o TAANY URAAT ASTHIET fag NI AAArY IRadT Fated AATAadTs & H&l FF GHET JAHes
(Key performance Indicators —KPls) fA&{or ¥ #maf=a T q@dnT =mse |
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45



With support from:

N L

M’ GOVERNANCE OF
A/ CLIMATE CHANGE FINANCE Pl NN
TO BENEFIT THE POOR AND VULNERABLE

N IN ASIA PACIFIC UKa i d

www.CFADE.org from the British people

/4




