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FOREWORD

Transparency International (TI) Nepal, founded in 1996, is a civil society organization dedicated to
increasing public accountability and curbing corruption in Nepal. It is the national chapter of the global
anti-corruption movement led by Transparency International. TI-Nepal focuses on policy advocacy,
research, coalition building, and public sensitization as its core areas of operation. It implements
various programs that aim to promote integrity and governance on thematic and sectoral fronts, with
climate change being one of them.

TI-Nepal’'s Climate Governance Integrity Programme (CGIP) is part of a multi-country program launched
by the Transparency International Secretariat in 2023. It is designed to ensure climate finance is
governed with integrity, transparency, and accountability, so the most vulnerable communities can
adapt to the climate crisis. By emphasizing a bottom-up approach considering the chapter’s national
objectives on climate governance, the CGIP is articulated around three outcomes: climate policy (so
that policy-making processes relating to climate action are more transparency, accountable, and
inclusive), climate action (so that there is improved accountability, integrity, and oversight of climate-
related action globally and locally), and climate justice (so that there are improved justice outcomes for
victims of environmental crime and corruption). Embedded in all these actions is a special emphasis
on underrepresented groups, including women, rural populations, poor households, and young people,
who are disproportionately affected by corruption in climate change.

This TI-Nepal initiated study titled ‘Climate Finance Management in Nepal: An Effectiveness and
Transparency Perspective’, under the CGIP, highlights prevailing climate finance management
scenarios and provides necessary policy recommendations to mitigate such situations. The study
has been possible through financial support from the Waverly Street Foundation under Transparency
International’'s Climate Governance Integrity Programme (CGIP).

TI-Nepal acknowledges the efforts made by the consultant researcher, Mr. Raju Chauhan, to prepare
this report on an important topic. Guidance received from member (Senior Environmental and Social
Safeguard Expert) Dr. Anusuya Joshi, is highly appreciated.

The report benefitted from consultations held with senior officials of the Climate Change Management
Division, Ministry of Forest and Environment; National Project Manager- EBA II; Prakriti Resources
Centre; CBIT Project, WWF Nepal. We thank individuals, organizations, and government offices, who
provided their valuable time during meetings and workshops.

Padmini Pradhananga
President
Transparency International (TI) Nepal
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Executive Summary

Nepal is extremely vulnerable to climate change effects including increased variability of monsoons, melting
Himalayan glaciers, more frequent extreme weather events like floods, droughts and landslides. This severely
impacts key sectors like agriculture, water, energy, health, tourism and infrastructure. The increased disasters
disrupt rural livelihoods and infrastructure resulting in extensive loss and damage. Despite having negligible
emissions, Nepal is disproportionately impacted by climate change as a Least Developed Country with very
limited capacity to self-finance climate action. Significant investments are urgently needed in adaptation
measures such as climate-smart agriculture, flood control, resilient infrastructure, early warning systems,
ecosystem restoration and social protection schemes. Mitigation efforts also require financing especially for clean
energy transition, energy efficiency in buildings, climate-resilient transport and waste management. However,
the costs of implementing Nepal's climate policies and plans like NAP and NDC run into billions of dollars, far
exceeding domestic resources. International climate finance mechanisms like Green Climate Fund, Adaptation
Fund and bilateral/multilateral agencies is thus critical for Nepal to protect its people, ecosystems and economy
by enhancing adaptive capacities and promoting low-carbon climate resilient development.

Nepal is currently receiving climate funds mostly from the Least Developed Countries Fund (LDCF), Adaptation
Fund (AF), Global Environmental Facility (GEF), and Green Climate Fund (GCF), which all serve as climate financing
mechanisms under UNFCCC as well as from the multilateral development banks like the World Bank, Asian
Development Bank, UN agencies, and bilateral donors. Reports on top-down assessment of climate finance flows
have documented that Nepal received USD 4.416 billion climate finance resources between 2012-2020, through
various international, bilateral, and multilateral sources for climate change adaptation and mitigation. This study
observed that between 2008- 2023, the 74 climate dedicated projects received an international funding of USD
697.3 million.

The two important milestones for planning climate change mitigation and adaptation in Nepal include the
formulation of the Second Nationally Determined Contribution (SNDC) 2020 and the National Adaptation Plan
(NAP) 2021. The total finance required to implement these policies is USD 80.4 billion. The total estimated cost
for implementing Nepal's National Adaptation Plan priority programs up to 2050 is $47.4 billion. Nepal will
contribute $1.5 billion itself until 2050, while $45.9 billion is required from external support to fully implement
the NAP by 2050. The overall cost for Nepal to implement its public sector commitments under the Nationally
Determined Contributions (NDC) is estimated to be around $33 billion. About USD 5.4 billion is required per year
to implement NAP and NDC until 2030. After 2030 until 2050 about USD 1.32 billion per year is required for the
implementation of NAP alone. If the provision of climate change policy of Nepal 2019 is to be realized, every year
USD 4.32 billion should be invested for adaptation (USD 1.68 billion/year) and mitigation (USD 2.64/year) at local
level from 2021 to 2030.

Nepal has made some progress in establishing policies, frameworks and funds for climate finance (e.g. Climate
change budget coding, Climate Change Financing Framework) but its management and absorptive capacity
remains weak. The highly relevant climate budget has accounted for about 5.3% of the total national budget. At
subnational level this is comparatively high (22.6%) highlighting issues of subjectivity coding and need of common
protocol for coding exercise. Considering Nepal’s current allocation of climate change budget, national finance
commitments (2.95% of annual budget per year) can be possibly met. However, securing finance (37.9% of the
annual budget) from international sources remain uncertain. On the other hand the absorption of approved
funds has been very low. Nepal needs a multi-dimensional approach, tapping more global and domestic funds, to
address climate risks across key sectors and at sub-national levels with gender-responsive and inclusive policies.

Nepal faces governance risks arising from weak institutions, inadequate transparency, accountability and oversight
leading to potential mismanagement. Technical and macroeconomic risks stem from over-reliance on external
finance, lack of feasible proposals and low absorption capacities resulting in fiscal instability. Financial risks like
auditing gaps and regulatory risks from policy delays and inconsistencies threaten effective fund utilization.
Gender inclusion, social exclusion, local capacity and regional cooperation gaps further constrain transparent and
equitable climate funding. Nepal needs integrated risk diagnosis and mitigation across its policies, institutions and
investments for prudent climate finance governance and project implementation. Robust, transparent systems
are vital.
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Nepal has come a long way but still has much scope to strengthen institutions, local capacity, transparent systems
and innovative approaches to enhance climate finance readiness and access. While some institutional systems
exist, significant gaps remain in decentralized climate fund governance, monitoring, transparency, oversight,
and local capacities in Nepal. Strengthening coordination, monitoring capacities, gender inclusion, simplifying
procedures and embracing innovations can enhance climate finance effectiveness.

This assessment makes the following conclusion:

Differences in top down observations and bottom up observations of climate finance in Nepal. Accounting
of climate finance is complex due to the lack of centralized climate support tracking system. Climate
change budget and program tracking is weak at subnational level

Nepal's commitment and efforts to prioritize climate change through national budgetary planning and
expenditures has been reflected in budgets and programs. The national financial commitments made in
the NDC and NAP are achievable, considering the current budget allocation for climate change. However,
securing international funds as targeted remains uncertain.

Ongoing adaptation interventions are effective for climate change response and livelihood support, and
mitigation actions are contributing to the GHGs emission. But emission accounting is weak.

Transparency is critical for building trust and accountability for climate action and support. The climate
finance mechanism in Nepal is moderately Transparent. With CBIT project, NDC and NAP implementation
kicking off, the transparency level is likely to increase in the coming years.

Nepal's ability to spend allocated climate funds efficiently remains low due to complex procedures, lack of
viable project proposals, delays in procurement and expenditures, and lack of accountability.

Based on the major findings the following recommendations has been made:

Vi

Accurate assessment: Detail study on climate finance accounting is necessary to match the top down and
bottom up accounting of CF in Nepal

Climate actions and support tracking: Capacities of key entities such as the Ministry of Finance (MoF),
National Planning Commission (NPC), and Ministry of Forests and Environment (MoFE), Social welfare
council (SWC) and subnational governments to meticulously monitor and report on the sources, allocation,
and impacts of climate finance. Indicator for tracking the NAP progress is urgently needed. GHG emission
accounting should be strengthened as a means to mobilize funds and to secure climate funds through
mechanism such as carbon trading, CDM etc

Access to the funds: Efforts should be made to ensure that the international climate funds are timely
accessed to meet the NDC and NAP commitments. The priority NAP actions and NDC intervention sector
should be first considered for the development of the proposal to access funds. Targeted capacity building
is needed to develop project pipelines and direct access abilities

Fund mobilization and absorption: Ensure 80% of international climate resources flow towards
supporting programs and initiatives at the local level. Establishing a revised climate change budget coding
mechanism, identifying dedicated resources for adaptation actions, and directing a significant portion of
international climate resources towards local-level programs. If planned well, mitigation and adaptation
actions can go together complementing each other for effective outcomes. Simplified procedures, viable
project proposals in place and speeding of procurement and expenditures process will enhance the fund
absorption process.

Integrating climate actions: Nepal should strategically align its climate actions with commitments on
Sustainable Development Goals, disaster risk reduction and nature conservation. The finance strategy for
adaptation in Nepal must align with the GRID (Green, Resilient, and Inclusive Development) approach,
ensuring that it integrates elements of sustainability, resilience-building, and inclusivity.

Reliable assessments: Nepal is advocating for a separate financing for climate impacts that cannot be
adapted to. This issue is now part of UNFCCC negotiations. Reliable assessment of loss and damage is
required for strong advocacy.
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Leveraging private finance: Policies and risk mitigation instruments can catalyse greater private sector
investments in renewable energy, green infrastructure, ecotourism etc.

Enhancing climate finance transparency: Enhance transparency of climate action and support for effective
mobilization of the climate actions in Nepal.

Capacity building: enhancing the knowledge, skills, and capabilities of concerned agencies in integrating
climate resilience considerations into their planning and budgeting processes. Technology development
and transfer, and capacity building needs should be identified as a means of implementation of climate
actions.
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Acronyms and Abbreviations

ADB Asian Development Bank

AEPC Alternative Energy Promotion Centre

CbA Community-based Adaptation

CBIT Capacity-building Initiatives for Transparency

CBO Community-based Organization

CCMD Climate Change Management Division

CCDMMRC | Climate Change Data Management Monitoring and Reporting Centre
CFUG Community Forest User Group

cop Conference of the Parties

dCPEIR District Climate Public Expenditure and Institutional Review
DHM Department of Hydrology and Meteorology

DRRM Disaster Risk Reduction and Management

EbA Ecosystem-based Adaptation

ETF Enhanced Transparency Framework

EPCCMNC  Environmental Protection and Climate Change Management National Council
GCF Green Climate Fund

GESI Gender Equality and Social Inclusion

GLOF Glacial Lake Outburst Flood

GoN Government of Nepal

IMCCCC Inter-Ministerial Climate Change Coordination Committee
INGO International Non-governmental Organization

IPCC Intergovernmental Panel on Climate Change

LAPA Local Adaptation Plan for Action

LDC Least Developed Country

LDCF Least Developed Countries Fund

M&E Monitoring and Evaluation

MoFE Ministry of Forests and Environment

MoHA Ministry of Home Affairs

MIS Management Information System

MR&R Monitoring, Review and Reporting

NAP National Adaptation Plan

NAPA National Adaptation Programme of Action

NCCP National Climate Change Policy

NDA National Designated Authority

NDC Nationally Determined Contribution

NGO Non-governmental Organization

NPC National Planning Commission

PEPCCMC | Provincial Environmental Protection and Climate Change Management Council
PCCC Provincial Climate Change Coordination Committee
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REDD+ Reducing Emissions from Deforestation and forest Degradation and the role of conservation,
sustainable management of forests and enhancement of forest carbon stocks in developing
countries

SDG Sustainable Development Goal

T Transparency International

TIN Transparency International Nepal

UNDP United Nations Development Programme

UNEP United Nations Environment Programme

UNFCCC United Nations Framework Convention on Climate Change

usb US dollar
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1. Introduction

In the face of unprecedented global challenges posed by climate change, countries around the world are
increasingly recognizing the need to take proactive measures to mitigate its impacts and adapt to the changing
climate. Evidence has shown that Nepal, located in the heart of the Himalayas, has been highly affected by climate
change (Shrestha et al., 2019). As a nation vulnerable to a multitude of climate-related risks, including glacial lake
outburst floods, landslides, erratic monsoons, loss of agricultural production and biodiversity (Bocchiola et al.,
2019; Dahal et al., 2016; Dhimal et al., 2021; Lamsal et al., 2018), Nepal has committed itself to addressing climate
change by setting ambitious targets for reducing greenhouse gas emissions and enhancing resilience through the
Second Nationally Determined contribution and for adaptation through National Adaptation Plan (GoN, 2021;
MoFE, 2020). However, the translation of these commitments into meaningful action requires a complex interplay
of financial resources, policy frameworks, and transparent management practices (WB & ADB, 2021).

Climate finance, a crucial component of the global response to climate change, plays a pivotal role in
supporting Nepal's efforts to combat environmental threats and foster sustainable development (ADPC, 2021;
NPC/UNDP/UNEP/CDDE, 2011). Effective and transparent management of climate finance is essential to ensure
that the funds allocated to Nepal are used efficiently, equitably, and with the utmost transparency, thereby
maximizing their impact in building resilience and promoting low-carbon development (Kouwenberg & Zheng,
2023; NPC, 2012; TI, 2018). Nine types of climate finance policies, including target lending, green bond policy,
loan guarantee programmes, weather indexed insurance, feed-in-tariffs, tax credits, national development banks,
disclosure policies and national climate funds have been documented by Bhandary et al. (2021). After the Paris
Agreement, in recent years climate finance research has been getting more attention (Kouwenberg & Zheng,
2023; Long et al., 2022).

This study deals into the complex landscape of climate finance in Nepal. It examines the financial mechanisms,
policies, and practices employed to channel funds towards climate projects and evaluates their effectiveness.
This research investigates the transparency and accountability aspects of climate finance management to shed
light on the openness of the financial processes and the extent to which the public can access and scrutinize
information related to these initiatives.

The scope of this study includes an analysis of the current state of climate finance management in Nepal,
encompassing its strengths and weaknesses, successes and challenges and provide insights and recommendations
for enhancing the effectiveness and transparency of climate finance in the country. By doing so, this research
seeks to contribute to the broader discourse on climate finance management, both in Nepal, and to support
Nepal in its journey towards a more sustainable, climate-resilient future.

2. Scope and Objectives

The objective of this study is to assess the management of climate finance in Nepal from transparency and
effectiveness perspective. The specific objectives are given below:

i. To analyze the current state of climate finance management in Nepal by intersectoral government
ministries, including financial mechanisms, policies, and practices.

ii. To evaluate the effectiveness of climate finance utilization and its impact on climate adaptation and
mitigation efforts in Nepal.

iii. To explore climate finance risks and the awareness of regulatory/concerned/Anti- corruption agencies
about such risks.

iv. To identify challenges and opportunities in climate finance management in Nepal and provide
recommendations for improvement

The scope of this study includes:

Map key institutions and stakeholders involved in climate finance management
Review policies, laws, regulations and administrative frameworks related to climate funds
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= Compile and analyse data on global/national climate funds received, allocated and utilized across programs
m  Assess monitoring, evaluation, reporting and verification systems of climate projects

= Examine extent of public disclosure and parliamentary/civil society oversight

» Interact with concerned officials, experts, auditors, communities on effectiveness issues

= Analyse gaps, challenges and opportunities in existing climate finance governance

m  Putforth policy, institutional and technical recommendations for enhancing effectiveness and transparency

3. Methodology

The research has employed a mixed-methods approach, combining literature review, consultations, and case
study (Figure 1). First, the data collection through desk reviews, including analysis of journal articles, climate
finance policies, project documents, and financial reports was done.

Consultations Validation Final Report

Figure 1. Methodology of the study

In the process of conducting the literature review, a systematic approach was adopted. Initially, search was
conducted on the web of science and Scopus database using the search strings such as ‘climate finance’, ‘climate
change funds’, ‘climate finance policy’, ‘transparency’ and ‘Nepal’ which yielded 412 results. The same search
strings were also used in google scholar and google to include relevant reports and articles. In the overall search,
197 duplicates were found which were removed resulting in 215 data. Subsequently, we manually assessed the
papers to select those that were most pertinent to our research topic, resulting in a total of 105 articles. Further,
we refined the list by filtering for articles specifically related to Nepal, resulting in a final selection of 72 articles.
The systematic approach of the literature search and selection is given in Figure 2. Each of these articles was
individually reviewed to facilitate the analysis.
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Secondly, Interviews with key stakeholders, including representatives from government, INGOs, UN agencies,
multilateral banks, civil society organizations, development partners were done. Third, a workshop was
organized by the Transparency International Nepal on December 4, 2023 (2080/08/18 B.S.) on the ‘Promotion of
Transparency, Inclusiveness and Accountability on Climate related works in Nepal’ where the local government
representatives and officials from different local governments (Palikas) of Kathmandu, Lalitpur and Bhaktapur
districts were invited (Figure 3). Information on the climate change impacts and actions were drawn from the
discussion of the workshop.

Figure 3. Consultation workshop with local government representatives

Fourth, Case studies of selected climate change mitigation and adaptation projects in Nepal was also done to
evaluate their effectiveness. Following projects were reviewed.
i. Hariyo Ban Program |l (2017-2021) https://www.wwfnepal.org/together_possible/flagship_
projects/hariyo_ban_program/
ii. Nepal Climate Change Support Programme (2013-2019) https://erc.undp.org/evaluation/
documents/download/15612

Edline survey reports and Projects documents were reviewed and assessed. Adaptation interventions were
categorized into Human, Natural Resources, Physical, Social and financial. Likert scale of 5 was used to rank
the interventions based on its effectiveness for climate response and livelihood support. The average score was
generated to compare the interventions.

Fifth, for transparency assessment of Climate finance a Climate Finance Transparency Framework (CFTC) was
developed. 18 Criteria based on the Enhanced Transparency Framework (UNFCCC, 2020) were developed
(Table 1).

Table 1. Criteria for climate finance transparency assessment

SN | Climate Finance Transparency Criteria (CFTC)

GHG inventory- sources and sinks of emission

Information on Climate change impact and vulnerability

Information on adaption need and priorities

Indicator to track progress of NAP

MEAL on Climate change adaptation and mitigation policies

Mitigation policies and measures

00N o BN

Indicator to track progress of mitigation
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9 | Financial support needed

10 | Financial support received from multilateral, bilateral, regional and other channels and mobilized

11 | Financial support received from UNFCCC channels

12 | Financial support mobilized from domestic sources

13 | Technology development and transfer support needed and received

14 | Technology development and transfer support received

15 | Information on capacity building support needed

16 | Information on capacity building support received

17 | No complaints regarding climate finance related programs at CIAA or court

18 | No Cases of corruptions in climate programs

Score for each criterion was provided based on the framework developed and aggregate score was computed.
The score interpretation was done to assess the level of transparency. The criteria and framework are given in
Table 2 and 3.

Table 2. Scoring values for the CFTC

CFT Framework Score for Criteria
Meet the criteria completely 1
Moderately meet the criteria 0.5

Does not meet the Criteria 0
Doesn't meet the criteria and events impede transparency moderately -0.5
Doesn't meet the criteria and events impede transparency adversely -1

Table 3. Interpretation of the total scores obtained

Score Interpretation
<3 Not transparent
3-7.2 Low Transparency
7.2-10.8 Moderate Transparency
10.8-14.4 High Transparency
14.4-18 Fully Transparent

4. Results and Discussion

4.1 Climate finance management in Nepal
4.1.1 Status of climate finance

The impact of climate change is evident in Nepal in different sectors and spheres. In response to this, the
government of Nepal has been implementing climate change mitigation and adaptation actions (GoN, 2021,
2023; Government of Nepal, 2021; MoFE, 2021b). The Government of Nepal has been allocating programs and
budgets at all the three tiers of government from federal to local level (MoF, 2022). The budget allocated for
the climate change sector has been tracked through the climate change budget code since 2013 (MoF, 2017;
NPC, 2012). Nepal started receiving international climate finance support as early as 1997 through adaptation
programs funded by Germany (Dixit et al., 2016).
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Major sources of climate finance for Nepal are multilateral development banks like the World Bank, Asian
Development Bank, UN agencies, and bilateral donors (ADPC, 2023; PRC, 2021) (Figure 4). The Climate Investment
Fund, Global Environment Facility, Adaptation Fund, and Green Climate Fund are key sources of global climate
finance. Nepal is currently receiving climate funds mostly from the Least Developed Countries Fund (LDCF),
Adaptation Fund (AF), Global Environmental Facility (GEF), and Green Climate Fund (GCF), which all serve as
climate financing mechanisms under UNFCCC (OPM, 2022).

UMFCCC mechanism: Least

Developed Countries Fund g
(LDCF), Adaptation Fund (AF), r;l':;':a;:::at't:e::;:ﬂ';z:;
Global Environmental Facility ; | K
(GEF), and Green Climate Fund LRIEL st Eleneapem st B
(GCF) (ADB), European Investment
Bank (EIB)
N /
cissnsiadsatsmbiisebmbize Major sources Df Multilateral and Bilateral
climate finance :::nfrs{l.llt. USA, Germany
Private Sector E: :

Figure 4. Major sources of climate finance in Nepal

International climate finance flows

Nepal received about USD 4.416 billion in climate finance resources between 2012-2020, through various
international, bilateral, and multilateral sources for climate change adaptation and mitigation (OPM, 2022). The
study makes an account on a top down approach using OECD database (Figure 5). Majority of the climate finance
came from Multilateral banks (58.8%) followed by OECD member countries (30.6%), UNFCCC mechanisms (7.3%)
and other sources such as UN agencies, and private donors (3.19%).
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Figure 5. Flow and provider of climate finance in Nepal 2012- 2020 (Source: OECD, 2022 as cited in OPM, 2022)

Another study by OXFAM shows that Nepal received a total finance of USD 3.3 billion between 2013- 2020
assessed using the same database of OECD (OXFAM, 2022). About 61% of the funding received is grant equivalent.
However, on evaluating the climate finance from a project perspective between 2008 - 2023, USD 697.3 million
has been received for 74 climate dedicated projects in Nepal (Figure 6) (See summary table in Annex I). According
to a study, between 1997 to 2014, the total amount committed by various donor agencies and funds towards
climate finance for Nepal was USD 652.4 million (Dixit et al., 2016). There are discrepancies in the estimates that
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are made by top-down and bottom up approach. Top-down estimates are higher compared to the bottom up.
Top-down accounting have high chances of double counting. For instance, the same amount could be counted
as bilateral assistance as well as contribution to the climate dedicated funds such as GCF by a country. There
are also evidences that the donors have often over-reported the climate finance they contributed to LDCs like
Nepal (CARE, 2021; Mandal, 2021; Rai et al., 2020). The amount actually received by Nepal from international
sources could be lower than that have been reported in the OECD databases which has been mostly considered
in tracking the international climate finance in Nepal. This indicates the need for detail assessments of the finance
flow in Nepal that match the top down and bottom up estimates.
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Figure 6. Total Funds received for dedicated climate projects in Nepal
(Bottom Up observation assessed in this study)

Till 2023, Nepal received a total of USD 87.8 million from GCF for three projects managed by AEPC, IUCN and
FAO. The projects include i) mitigating GHG emission through modern, efficient and climate friendly clean cooking
solutions (CCS), ii) Improving Climate Resilience of Vulnerable Communities and Ecosystems in the Gandaki River
Basin, Nepal, and iii) Building a Resilient Churia Region in Nepal (BRCRN) respectively. The GCF financing for
the respective projects is USD 21.1 million (AEPC), USD 37.4 million (IUCN) and USD 39.2 million (FAO). For the
readiness activities about USD 5.3 million has been approved by GCF, out of which USD 4.5 million has been
already disbursed.

The Alternative Energy Promotion Center (AEPC) aims to increase access to clean electricity for cooking through
various innovative approaches targeting households and local governments. Key strategies include -Bulk
procurement of clean cooking technologies via competitive bidding to lower costs, Output-based financing
mechanisms to de-risk investments, building institutional capacity of 150 local governments on renewable
energy, accelerating deployment and market development for clean cooking solutions, Installing 500,000 electric
stoves, 490,000 improved biomass cookstoves, and 10,000 biogas plants. The IUCN project aims to build climate
resilience by addressing key barriers like lack of climate change awareness, weak regulations and institutional
capacities. The initiatives are centred on ecosystems and communities to strengthen the climate resilience of
ecosystems to mitigate impacts of landslides and floods. It provides technical assistance to enhance capacities
of communities for maintaining and supporting climate-resilient ecosystems. Similarly, The FAO project takes an
integrated approach to ecosystem restoration including forests while considering land use needs. This include
strong stakeholder engagement across all levels of government and community organizations, restoring degraded
ecosystems and forests and balancing restoration with sustainable land use needs.

Nepal has also been able to access USD 4.6 million from the GEF Trust Fund and USD 36.7 from the LDCF for nine
climate change projects until 2023. The four projects accounting a total finance of USD 3 million from GEF trust
Fund (for one project) and USD 9.1 million from LDCF (for 3 projects) has ready been completed and the rest
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of the finance has been approved for another five projects. One additional project from the GEF trust fund and
four projects from the LDCF has been approved, and are in line of implementation. The GEF and LDCF have been
mostly accessed and implemented through Food and Agriculture Organization, United Nations Development
Programme, and World Wildlife Fund - US Chapter. The Global Environment Facility Small Grants Programme
(SGP) projects also contribute to the climate change mitigation and adaptation in Nepal.

Table 4. Different funds accessed by Nepal for climate change projects

Fund status (in Million USD)
Calibri
Completed Approved Total Grand total
GEF Trust Fund 3.00 1.65 4.65
41.35
Least Developed Countries Fund 9.19 27.51 36.70
Adaptation fund 9.53 9.53

A project on the adaptation to climate induced threats to food production and food security in the Karnali Region
of Nepal is being implemented by the UN World Food Programme. The fund for this project worth USD 9.5
million was accessed through the Adaptation Fund. The project’s goal is to increasing the adaptive capacity of
climate vulnerable and food insecure poor households by improved management of livelihood assets and natural
resources in the Karnali mountain districts of Nepal. Dedicated climate projects such as the NCCSP, EFLG, ASHA
and AEPC fund have substantially contributed to the climate finance in Nepal (MoFALD, 2018). Nepal has recently
adopted the Green, Resilient and Inclusive Development (GRID) approach to mobilize finance for climate action
including adaptation. The GRID approach aims to align financial support including climate finance in a coordinated
way to address climate change, COVID-19 recovery, long-term green growth and sustainable development in an
inclusive manner.

Climate finance from domestic sources

In 2022/2023, about 5.9% of the total budget in Nepal was highly climate relevant while 28.08% of the budget
is relevant to climate actions (Figure 7). The directly beneficial climate change budget in 2022/23 has increased
by 31.11% compared to 2017/18. In 2018, the highly relevant climate budget had accounted for about 5% of the
total national budget (MoFALD, 2018). The analysis of the climate budget over the last six year shows that the
average climate change budget for highly relevant, relevant and neutral is 5.3%, 28.1% and 66.5% respectively.

B Directly Benifical ¥ Indirectly benificial ¥ Neutral

PERCENT OF THE TOTAL BUDGET

2017/18 2018/19 2019/20 2020/21 2021/22 2022/23 AVERAGE
FISCAL YEAR

Figure 7. Climate change budget in Nepal over the last six years

At the subnational level, 51% of the total budget accounts for the climate relevant budget (highly relevant +
relevant) in the provinces in 2021/2022 (Figure 8- upper). This is comparatively high compared to the federal
average (33.3%). The average climate change budget for highly relevant climate action at province level is
26.6% in 2021/2022. For the same year the average climate change budget at federal level was only 5.7%. Local
governments have incorporated climate change into their local plans and budgets and they have also started to
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implement the climate budget coding of programs at local level. However, in the absence of a distinction between
climate change impacts and anthropogenic impacts, climate related activities are not clearly defined.

The allocation of the budget shows that the climate change finance has been increasing from the domestic sources
in recent years. In 2011, highly relevant budgeted expenditure represented around 1.8% of total Government
Budgeted expenditures (CPEIR, 2011). District level climate public expenditure and institutional review (dCPEIR)
conducted in five districts in 2018 shows that climate budget expenditure accounted for 15.4% at district level
on average. This includes expenditure of 12.7% on highly relevant climate activities and the rest 2.6% on relevant
climate actions (MoFALD, 2018). Government should put efforts to increase the funding from international
mechanism.

On analysing, the discrepancies in the percentage of the climate relevant budget at subnational level and federal
level, it was found that many climate neutral projects had been coded under climate relevant program in province
level. In absence of the clear and common guideline for budget coding at all level, the climate change budget
coding process has become a subjective one and the relevancy of the program towards climate change depends
upon how the coder has perceived climate change in different sectors (See Annex 2 for climate change budget
coding guideline). Tackling this issue and maintaining consistencies in coding procedures demands for a common
guideline for budget coding and capacity building training for effective budget coding to the dedicated staffs.
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Figure 8. Percent of climate relevant budget (Direct+indirect) (upper figure) and percent of highly climate
relevant budget in 2021/2022 in different provinces compared to federal average.

Enabling environment for climate finance in Nepal

Nepal has developed key policies and strategies aligned with international climate finance mechanisms including
the Climate Change Policy 2019 (GoN, 2019b), Climate Change Financing Framework 2017 (MoF, 2017), National
Framework on Local Adaptation Plans for Action, Action plan for the implementation of the Nationally Determined
Contribution (NDC) (MoFE, 2020) and National Adaptation Plan (NAP) (GoN, 2021). This enables Nepal to access
global climate funds. To enable parliamentary oversight on climate finance, a practical guide for Members of
Parliament (MPs) and parliamentary staff for scrutinising the funds identified in the annual government budget
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and during the various stages of budgeting including its development, approval, implementation and monitoring
has been prepared with the support of UNDP (Legislative Parliament, 2017).

The Ministry of Finance (MoF) and the Ministry of Forests and Environment (MoFE) are the key government bodies
responsible for coordinating climate change financing and projects. Climate Finance Unit have been established
in the MoF to strengthen the national capacity to manage climate financing and scaling up the funding from
GEF and GCF. MoF (International Economic Cooperation Coordination Division) is also the National Designated
Authority (NDA) to the GCF. Other government institutions such as Alternative Energy Promotion Centre (AEPC)
and Nepal Trust for Nature Conservation (NTNC) have been accredited to GCF as Direct access Accredited Entities
(national implementing entities) with the mandate to promote alternative energy for climate change mitigation
and to promote the climate resilient conservation approaches respectively. Accredited Entities carry out a range
of activities that usually include the development of funding proposals and the management and monitoring of
projects and programmes. Banks and financial institutions are also in the process of accreditation. This enables
funds to flow directly to national institutions rather than via multilateral banks. But capacity to scale up Direct
Access remains limited.

Monitoring, reporting and verification of climate expenditures and results remain weak (CPEIR, 2011; MoFALD,
2018). Climate finance tracking and auditing systems need further strengthening. Sub-national governments have
limited technical capacity on climate change planning and financing. More efforts are needed for provincial and
local level capacity building. Private sector and communities have an important role in climate action but their
access to funds is constrained. Innovative financial instruments can enhance their participation. Transparency
on climate finance allocation and impacts needs improvement. Civil society has an important oversight and
watchdog role on governance of climate funds.

Nepal's climate policies aim for gender-responsive approach but women continue to face constraints in accessing
climate funds and benefits. Data on gender-disaggregated climate financing is lacking. Nepal received funds for
disaster recovery but investment in ex-ante disaster risk reduction remains low. More resources are needed to
enhance resilience and reduce impacts. Ecosystem-based adaption like forests conservation, wetland restoration
etc. have huge potential but receive limited climate financing currently. Nepal's large agrarian economy is
vulnerable to climate impacts. Climate finance for technologies like stress-tolerant seeds, efficient irrigation,
climate-smart practices is crucial but is currently insufficient. Hydropower dominates Nepal's energy mix. Climate
finance for grid integration of solar, wind, bioenergy can support energy access and diversification.

Nepal seeks climate funds for electric mobility, clean cooking etc. to address health impacts and GHG emissions
from growing vehicular and indoor pollution. Nepal has initiated carbon trading mechanisms including a domestic
Emissions Trading Scheme. This can unlock climate mitigation finance from international carbon markets. Nepal
can play a pivotal role to promote regional cooperation, knowledge exchange and access to global climate funds
in South Asia. Recent lawsuits against government inaction sets important precedents for climate responsibility
and could spur policy changes to access more climate finance.

Institutional capacity to manage climate funds is still weak. Absorptive capacity and efficient use of available funds
remains a big challenge. Complex fund application process, lack of quality project proposals, weak monitoring
systems are some issues identified. More efforts are needed towards direct access to global climate funds and
increased national budget allocations for climate change in Nepal. Stronger institutions and local capacity building
are vital for better management of climate finance.

4.1.2 Financial need and gaps for climate actions in Nepal

The two important milestones for planning climate change mitigation and adaptation in Nepal include the
formulation of the Second Nationally Determined Contribution (SNDC) 2020 and the National Adaptation
Plan (NAP) 2021. The total finance required to implement these policies is USD 80.4 billion (GoN, 2021, 2023)
(Table 5).
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Table 5. Financial need for climate change adaptation and mitigation in Nepal

Policies Finance need (in billion USD)
Adaptation and Total . .
Mitigation Policy Need National International
NAP (2021-2050) 47.4 1.5 45.9
NDC (2021-2030) 33 34 29.6

Total 80.4 4.9 75.5

Domestic sources and multilateral financial institutions, bilateral development
cooperation agencies, the financial mechanism and funds under the UNFCCC,
international private sector finance, and other sources of external finance coming
from international organisations, foundations, climate dedicated funds, and
innovative sources

Finance Source of NAP

Domestic sources and GCF, GEF, AF, LDCF, bilateral/multilateral agencies and
development partners.

Finance Source of NDC

The total estimated cost for implementing Nepal's National Adaptation Plan priority programs up to 2050 is $47.4
billion. Nepal will contribute $1.5 billion itself until 2050, while $45.9 billion is required from external support
to fully implement the NAP by 2050. The government needs around $2.1 billion annually over the medium-term
to execute the NAP. The overall cost for Nepal to implement its public sector commitments under the Nationally
Determined Contributions (NDC) is estimated to be around $33 billion. As specified in Nepal's updated NDC,
meeting the conditional greenhouse gas mitigation targets will require approximately $29.6 billion. Additionally,
around $3.4 billion is needed to achieve the unconditional targets, mainly related to hydroelectricity generation
expansion. The $3.4 billion for unconditional hydro targets will be mobilized using domestic resources. However,
the remaining emission reduction targets across sectors are largely conditional upon receiving adequate
international climate finance, technology transfer and capacity building support. This NDC cost estimate is limited
to the activity-based mitigation targets only and does not encompass the costs of related policies, measures
and actions. Significant international climate financing will be crucial for Nepal to undertake the comprehensive
decarbonization initiatives outlined in its NDC document. According to National Planning Commission, Nepal
needs almost US $20 billion from 2023-2025 and almost US $30 billion from 2026-2030 to achieve its SDG targets
by 2030 (NPC, 2018).

About USD 5.4 billion is required per year to implement NAP and NDC until 2030. After 2030 until 2050 about USD
1.32 billion per year is required for the implementation of NAP alone (Table 6). These amounts are cumulative
of both the national contribution committed and international finance to be secured. Nepal has committed to
contribute USD 0.39 billion per year (USD 0.05 billion per year for NAP and USD 0.34 billion per year for NDC)
from 2021 to 2030. After 2030 Nepal has committed to contribute 0.05 billion every year until 2050 for the
implementation of NAP. If the provision of climate change policy of Nepal 2019 is to be realized, every year USD
4.32 billion should be invested for adaptation (USD 1.68 billion/year) and mitigation (USD 2.64/year) at local level
from 2021 to 2030.

Table 6. Financial need per year in billion USD for NAP and NDC in Nepal (GON, 2021)

Policy 2021-2030 2030- 2050
NAP 2.1 1.32
NDC 3.30
Total need per year 5.4 1.32
National commitment per year 0.39 0.05

Considering the current budget size of Nepal (NPR 1.751 trillion) and exchange rate (USD 1 = NPR 131), Nepal
requires 40.85% of the current budget every year for the implementation of NAP and NDC, and have to allocate
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2.95% of the current annual budget (i.e. NPR. 51.6 Arab per year) for climate change adaptation and mitigation
every year from 2021-2030 as per the national commitment. Remaining 37.9% of the annual budget has to be
sought from international sources.

Nepal has already been allocating 5.3% of the annual budget as highly relevant climate change budget. Therefore,
Nepal’s financial commitments (2.95% of annual budget per year) can be possibly met. However, securing finance
(37.9%) from international sources remain uncertain.

In 2018-2019, climate finance in Nepal was USD 878 million. The 2018-2019 investment level in Nepal in climate
change mitigation and adaptation was USD 0.4 billion while the climate investment potential was estimated to
be USD 3.8 billion dollar indicating a huge gap in climate finance (ADB, 2023). This also means that the finance
should increase manifold. An OPM study estimates that about 56.5 % of funding gaps exist to meet the climate
commitments target (OPM, 2022). The government of Nepal has increased the proportion of climate-relevant
budget allocations in its total budget from 10.34% in 2013-14 to 30.76% in 2017-18 (MoF, 2017; MoFALD,
2018). Of the climate budget, the highest share of 81% has been funded from domestic resources, followed by
15% from international loans and 4% from grants (ADB, 2023). This highlights that while Nepal has increased
its domestic climate budgetary allocations, there is still a need to substantially enhance access to international
climate financing to meet the huge costs of adaptation and mitigation. The significant increase in climate-related
budget over this 5-year period indicates Nepal's commitment and efforts to prioritize climate change through
national budgetary planning and expenditures. However, grants and concessional climate finance which do not
add to debt remain very low. Nepal thus needs to augment the mobilization of international climate funds to
complement its domestic fiscal allocations for climate action.

Both the NAP and NDC have defined the sectoral budgetary requirements. The sector requiring the maximum
adaptation investment is Agriculture and Food Security at $11.2 billion until 2050, followed by Forest, Biodiversity
and Watershed Conservation at $8.7 billion and Disaster Risk Reduction and Management at $8.05 billion.
Tourism, Natural and Cultural Heritage requires relatively lower funds at $1.13 billion until 2050. Enabling actions
and governance reform programs need $0.86 billion (GoN, 2021) (Figure 9).

Similarly, the maximum cost for implementing NDC is required for the Energy sector (USD 22.18 billion),
Agriculture and other land use (USD 3.95 billion), and Forest (USD 3.15 billion). The sectors requiring least cost
for NDC implementation are GESI and Governance (USD 0.15 billion) and Urban Settlements (USD 1.06 billion)
(GoN, 2023).
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Figure 9. Sectoral Need for mitigation (NDC) and adaptation (NAP)
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According to the Government’s plan, the NAP and NDC actions will be integrated into the fiscal budget as
different projects, policies, or programs to be carried out during the coming decades. These initiatives are in line
with the nation's current policies and programs and therefore a strong ownership and timely implementation is
expected at both the national and subnational levels. Adaptation and mitigation interventions are overlapping in
the policies, so are the cost of the interventions (Figure 9). If planned well, mitigation and adaptation actions can
go together co-benefiting each other. This will help to reduce the cost.

Nepal hopes to receive funding, technology, and capacity-building assistance from international funds like the
Green Climate Fund, Global Environment Facility, Adaptation Fund, Least Developed Countries Fund, as well
as bilateral and multilateral agencies, development partners, international private sector funding, and other
external funding from foundations, international organizations, funds specifically dedicated to climate change,
and creative sources. These funds will be used to support the technical expertise and constrained national
resources needed to increase climate action.

4.1.3 Effectiveness of climate funds

Nepal has been able to access over USD 4.416 billion from major global climate funds like the Green Climate
Fund, Global Environment Facility, Climate Investment Funds and Adaptation Fund as well as multilateral
development banks for climate mitigation and adaptation projects (OPM, 2022). However, the utilization rate of
approved climate finance has remained around just 50-60% reflecting underlying challenges in fund absorption
and implementation capacities within the country (ADB, 2023; OPM, 2022).

Majority of the climate change projects implemented in Nepal are adaptation focused. Out of the 74 projects
analyzed in this study, 35.1% were adaptation focused, while 31.1% were mitigation focused and the rest (33.8%)
had mixed (both) types of interventions (Figure 10a). However, the actual finance received for adaptation and
mitigation sector is difficult to disaggregate. This is mainly because most project reports lack mitigation and
adaptation budget breakdowns affecting accurate calculations (Rai et al., 2020).

Nepal has prioritized climate adaptation investments given its high vulnerability, with historical estimates indicating
that around 80% of its climate expenses in 2011 went to adaptation activities. Of this, 90% was allocated as
capital expenditures for creation of assets (NPC/UNDP/UNEP/CDDE, 2011; NPC, 2012). During 2009-2014, nearly
46% of the total climate finance received, approximately USD 538 million, supported climate adaptation (Dixit
et al., 2016). This highlights that the government has been the major implementing body of adaptation projects
funded by international climate finance historically, with significant focus on capital investments in infrastructure,
technologies, ecosystems etc. However, Nepal's rapidly increasing climate risks imply that the current levels of
adaptation financing remain inadequate.

Globally, between 2021 and 2022, 91% of public climate finance was invested in mitigation activities aimed at
reducing greenhouse gas emissions. In comparison, the adaptation sector received only about 5% share of the
total public climate finance in 2021/2022. The rest about 4% were invested in dual benefits (Buchne et al., 2023).
Nepal also needs to increase its focus on climate change mitigation efforts in addition to adaptation. Areas of action
should include maximizing benefits from international mechanisms such as the Clean Development Mechanism
(CDM) and results-based payments for Reducing Emissions from Deforestation and Forest Degradation (REDD+)
(Mahat et al., 2019).

Scaling up mitigation activities related to reducing greenhouse gas emissions across sectors, along with effectively
tapping into global carbon finance instruments like CDM and REDD+, can help Nepal contribute to global climate
action. This can also provide additional resources to supplement domestic climate financing.

35.1%

I Mitigation Adaptation # Combined
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Figure 10. Distribution of climate change projects in Nepal 2007-2023 (n=74) (a), Progress of climate change
actions in Nepal (Values are the average score out of 100 provided by the experts during consultations) (b)

During the consultations, the progress of climate action in Nepal were also assessed. The actions considered for
the assessment were i) policy/ plan development, ii) research and capacity building, and local level hardware
interventions. Result shows that the major progress has been made in the policy and plan formulation (90%)
followed by research and capacity building (35%), and least progress on the local level interventions (12%) as
shown in Figure 10b. As indicated in the result, Nepal has developed several climate change related plans at local
level including Local Adaptation Plan of Action, Local Disaster Risk Management Plan, Local Disaster and Climate
Resilient Plan. The Economic Survey report shows that 241 Local Adaptation and Climate Resilient Development
Plan are being implemented in Nepal (MoF, 2022). According to Mahat et al., (2019), of the 71 initiatives between
1997 and 2014, about 42% of the initiatives were related to the capacity building and awareness raising. Training
and workshop have been organized as part of the capacity building initiatives. Policy formation has increased
while the capacity building initiatives has decreased. This indicates that the climate initiatives in recent decade
was more focused on policy formulation and institutional development, possibly due to the restructuring of the
state (IIED, 2014). Around 15% of the total climate finance has focused on important policy and institutional
development objectives which has enabled frameworks like the Climate Change Policy, Climate-Sensitive Budget
Codes, and Municipal Adaptation Plans of Action. However, more efforts are needed to build technical capacities
at the provincial and local government levels to plan and manage climate funds.

The areas receiving most climate finance allocation are clean energy projects focused on hydropower and
solar power installation, climate-resilient agriculture initiatives, flood control and irrigation infrastructures, and
community forest management. But support for effectively managing loss and damage from unavoidable climate
impacts has been inadequate. At the community level, ecosystem-based adaptation initiatives have provided
some relief to vulnerable rural households through activities like restoring wetlands, forests, and water sources
as well as building small infrastructures like flood shelters.

Mitigation Effectiveness

In climate mitigation, clean energy projects have increased energy access and installed renewable capacity,
especially solar and hydropower. But the pace and scale of renewable energy growth remains below potential.
Low-carbon mobility initiatives like electric vehicles and mass transit are still nascent in cities like Kathmandu.
Overall, emissions reductions from mitigation projects have likely been modest relative to the rapid growth in
Nepal's emissions across sectors like transportation.

The GHG emission over the last two decades (2000 and 2010) have increased sharply (Figure 11). The emission
gap in 2010 was 0.028 Gigaton CO2 equivalent in Nepal (MoFE/ GoN, 2021). This could be even higher at recent
years. However, the good news is several climate change mitigation projects are being undertaken in Nepal that
have high potential for climate change mitigation. For instance, the three GCF projects that are being undertaken
from 2020-2027 will alone avoid 0.017 Gton CO2 Eqv emissions (Table 7). With the increasing scenario of forest
cover area, Hydropower capacity, Alternative Energy use such as ICS and Biogas, it is likely that more emission will
be reduced. Yet, recent accounting of mitigation potential of these sector is lacking.
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Figure 11. GHG Emissions change over the last decade 2000-2010 (MOFE/ GoN- TNC, 2021)

Table 7. Mitigation potential of the GCF projects

GCF projects Ton Carbon Avoided Duration
FAO 11500000 2020-2027
IUCN 847300 2021- 2028
AEPC 6500000 2022-2027
Total 18847300 (0.017 Gton CO, Eqv)

Adaptation effectiveness

In climate adaptation, projects focused on ecosystem restoration, climate-smart agriculture, flood control
infrastructure, irrigation management and drinking water supply have provided tangible benefits to vulnerable
communities through increased water availability, reduced disaster risks and higher farm productivity. For
example, the Adaptation Fund-supported flood warning systems installed in river basins have helped save lives and
reduce losses by allowing early evacuations. However, there are gaps in sustained operations and maintenance
of created assets.

The case study of the two climate change adaptation projects was conducted in this study. The interventions
were categorized into Human, Natural Resources, Physical, Social and financial and a Likert scale of 5 was used
to rank the interventions based on its effectiveness for climate response and livelihood support. The adaptation
interventions received an average score of 2.45 (out of 5) meaning that the interventions are helping enhance
adaptive capacity. Therefore, it can be concluded that ongoing adaptation interventions are effective for climate
change response and livelihood support. The findings also indicate that the intervention made in natural resources
sector have high potential for enhancing the adaptive capacity (Figure 12). The adaptive capacity enhancement
by intervention in different sectors follows the order Natural> Physical> Social> Human > Financial. Some example
of these interventions included in this study are:

i. Human: Training/ capacity building, awareness

ii. Social: Formation of institutions (formal, informal to tackle and manage climate change issues)

iii. Physical: Infrastructure development and construction (irrigation canal, river training works)

iv. Natural resources: afforestation, construction of recharge/ stream ponds

v. Financial: Revolving funds, Grants support
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Figure 12. Average score for different types of CA interventions for the Livelihood support. Ranks are based on
the result of the end line project survey

At the local level, nine programs are repeatedly included in the climate change program by local government of
Nepal over the last three years (Figure 13). The conditional grants for energy and climate change from federal
government are timely completed. Other incomplete programs in a fiscal year are continued next year. In some
cases, capital expenditure such as purchasing an ambulance was found to be linked with climate change programs.
There is confusion on the separation between the climate change impacts and human induced impacts due
to which effective climate change adaptation and mitigation planning has become difficult. More research and
capacity building are required to improve this situation. Timely completion of the allocated programs and budget
is vital to enhance the effectiveness of climate change programs.
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Figure 13. Climate change programs in the annual programs and plan of local governments synthesized from
the discussion with eight local governments of Kathmandu valley
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Monitoring, evaluation and transparent reporting systems for climate actions remain weak leading to issues in
tracking fund utilization and assessing project impacts especially at the community level. Many initiatives lack
baseline data which constrains impact evaluations. This creates uncertainty on whether stated climate adaptation
and resilience goals are being achieved on the ground.

Overall coordination across stakeholders from government, civil society, academia, private sector, communities
has been a persistent challenge resulting in fragmented climate actions across sectors, ministries, and levels of
government. Gender mainstreaming in both climate funds allocation and targeting of interventions has been
limited although policies aim for a gender-responsive approach. Direct access to global climate funds has increased
through accredited domestic entities but fund approval procedures are complex affecting timely delivery and
disbursement. Adoption of innovative climate technologies and solutions for building resilience and reducing
emissions has been modest in key sectors like agriculture, infrastructure and disaster management.

Nepal has struggled to fully utilize the funds allocated to it under the System for Transparent Allocation of
Resources (STAR) by the Global Environment Facility (GEF). As per available data, when Nepal was allocated
USS$24.29 million by STAR under three areas: climate change, biodiversity and land degradation - it was only
able to utilize 79% of the available resources, which amounts to US$19.28 million. This indicates that Nepal
was unable to spend 21% of the allocated STAR funds by GEF, highlighting challenges in absorptive capacity and
execution of projects financed by international climate funds (Mahat et al., 2019).

The inability to fully utilize allocated resources prevents Nepal from maximizing the benefits of international
climate support it receives. Enhancing absorptive capacities by addressing underlying barriers around institutional
capabilities, human resources, policies and procedures could help Nepal improve its utilization rates and bridge
the financing gap.

A major barrier affecting project effectiveness is the lack of technical and institutional capacities at provincial and
local government levels to sustainably implement climate actions on the ground. Community-level projects often
face challenges of ownership and participation beyond pilot stages. Monitoring, evaluation and learning systems
are not adequate to provide feedback for course correction.

4.1.4 Transparency assessment

Transparency is critical for building trust and accountability among nations regarding climate action and support.
Regular, transparent reporting on emissions, policies, climate impacts, and finance flows enables effective tracking
of collective progress and gaps. When climate actions are measured and results are public, it encourages countries
to enhance their commitments to avoid lagging behind. Transparency allows civil society to hold governments
accountable and understand where climate vulnerabilities lie. Transparency stimulates more ambitious climate
action and empowers broader constructive engagement in the global climate conversation. It is an essential
foundation for making continued progress on climate change.

Transparency under the Paris Agreement refers to the reporting of information by a Party in its BTR (including
information on the national GHG inventory, the accounting approach(es) selected and the indicators used for
tracking progress and support provided and received) and the assessment of that information through a technical
expert review and FMCP.

Based on the Enhanced Transparency Framework (ETF) based CFTC, the score was provided for each criterion
(Table 8). The score value of 8 was received for overall criteria. This indicates that the climate finance mechanism
in Nepal is moderately Transparent.

Table 8. Score received by climate finance transparency criteria (CFTC)

SN Climate finance transparency criteria (CFTC) Score Remarks/ Reference

Third national communication

1 GHG inventory- sources and sinks of emission 1 report, 2021

Synthesis of stocktaking report for
National Adaptation Plan (NAP)
1 formulation process in Nepal;
Vulnerability and Risk Assessment
and ldentifying Adaptation Options

Information on Climate change impact and
vulnerability
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4 Information on adaption need and priorities 1 NAP
5 Information on Indicator to track progress of NAP 0
6 MEAL on Climate change adaptation and mitigation 0
policies
7 Mitigation policies and measures 1 NDC, LTSNZE
8 Indicators to track progress of mitigation 1 NDC implementation plan 2023
9 Financial support needed 1 NAP and NDC
Tracked wusing aid management
Financial support received from multilateral, bilateral, information system but not for
10 . e 0.5 . .
regional and other channels and mobilized climate change https://amis.mof.gov.
np/
11| Financial support received from UNFCCC channels 0
12 | Financial support mobilized from domestic sources 1 Climate change budget coding
Technology development and transfer support
13 . 0
needed and received
14 Technology development and transfer support 0
received
15| Information on capacity building support needed 0
16 | Information on capacity building support received 0
17 No complaints regarding climate finance related 05 complaints record received at CIAA
programs at CIAA or court
18 | No Cases of corruptions in climate programs 1
Total Score 8

Nepal has made some progress in improving transparency of its climate finance flows and utilization but
significant gaps persist. As a climate vulnerable LDC, Nepal has received funds from global climate funds like the
Green Climate Fund, Global Environment Facility, Climate Investment Funds and Adaptation. It has also received
bilateral climate finance from agencies like USAID, JICA, DFID. However, a centralized public portal for providing
real-time data on approved climate projects, committed funds, disbursements and expenditures is still lacking.

The Climate Change Financing Framework and Budget Code are at place to track and tag the allocation, progress
and transparency of climate programs and projects (Figure 14). Climate change financing framework facilitates
the 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 (MoF, 2017). Climate change budget codes have been introduced since 2013
to tag and track climatic expenditures across programs. But application is still limited to a few ministries and the
tagging has been subjective.
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Figure 14. The evolution of climate financing and tracking in Nepal

Transparency has been the guiding principles of NAP and NDC (Figure 15). NAP aims to promote transparency, better
decision making and enhanced implementation of NAP through multi-stakeholder engagement, coordination and
co-operation (GoN, 2021). NAP has committed to transparently track adaptation finance received from various
sources. A web-based tool will be developed and maintained to record the support obtained. The Ministry of
Forests and Environment will establish a Climate Change Data Management, Monitoring and Reporting Center.
This will compile and analyze adaptation data and information. The collection of data will be harmonized with the
monitoring and evaluation processes for Nepal's Nationally Determined Contribution, Sustainable Development
Goals and Green, Resilient and Inclusive Development (GRID) strategic plan. This integrated approach intends to
enable coherent monitoring and transparent tracking of adaptation finance from multiple sources. The web-based
system will facilitate recording and reporting of the adaptation funding received across these interconnected
climate and development frameworks that Nepal has adopted. A new transparency and accountability framework
will be developed as part of the ‘Monitoring, Review and Reporting (MR&R) framework that would be in line with
the climate change policy 2019 to stimulate learning, and ensuring accountability and transparency by setting
clearly defined indicators.

NAP NDC
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+ committed to transparently track adaptation finance received from
Vanous SOUrcCes

promote data-driven tracking of
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approaches

+ web-based tool will be developed and maintained to record the
support obtained
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and Reporting Center

« collection of data will be harmonized with the monitoring and
evaluation processes for Nepal's Nationally Determined + Transparency to be maintained by
Contribution, Sustainable Development Goals and Green, Resilient widely disseminating the
and Inclusive Development (GRID) strategic plan methodology and results of the
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Figure 15. Transparency in NAP and NDC

Nepal's Nationally Determined Contribution (NDC) aims to promote data-driven tracking of targets along
with strengthening the data generation and validation systems. Best practices will be identified while also
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incorporating lessons learned from past monitoring, reporting and verification (MRV) approaches (MoFE, 2020).
Transparency will be maintained by widely disseminating the methodology and results of the MRV processes. This
underscores Nepal's commitment to robust MRV of NDC targets based on sound data and evidence. The learning
and transparency elements are key to building accountable and effective MRV (GoN, 2023). Implementation of
the policies, measures, strategies, and actions of NAP and NDC will be accounted in the Biennial Transparency
Report. With CBIT, NDC and NAP implementation kicking off, the transparency level is likely to increase in the
coming years.

During the implementation of the NAP, the transparency mechanism is expected to improve with the appraisal of
the current criteria and procedures used to allocate the climate change budget in the fiscal budget at all levels. It
is expected that the Local Climate Adaptive Living (LoCAL) mechanism of UNFCCC shall be used to channel climate
finance to the local level in the form of Performance Based Climate Resilient Grants to ensure that 80% of the
fund would reach the local level and the interventions are cost effective (GoN, 2021).

Assessments show that Nepal's current Public Financial Management (PFM) system is inadequate to properly
prioritize, manage and distribute climate finances at the local level. This makes tracking and reporting of climate
change expenditures problematic at local bodies (MoFE, 2021a). Hence, information on the amount of climate
funding allocated and utilized at local levels remains scarce. Many stakeholders at provincial and municipal levels
are still unaware of climate change policies and funding provisions. The limitations in decentralized PFM and lack
of awareness constrain efficient utilization and accountability of local climate budgets.

While Nepal has committed to contribute its own resources and mainstream climate in fiscal budgeting,
clear reporting on annual climate finance provided from domestic public funds remains inadequate. Gender-
disaggregated data on climate funds allocation and beneficiaries also suffers gaps despite stated goals on gender-
responsive approaches. Independent validation and audits of adaptation and mitigation expenditures do not
regularly take place although civil society engagement has increased.

A study found that vulnerable farmer groups like women, ethnic minorities and poor farmers in Nepal were less
likely to access climate finance subsidies compared to wealthier and non-minority farmers (Kafle et al., 2022).
Despite government agencies giving preference to women and minority farmers in selecting beneficiaries, an
unrepresentative applicant pool resulted in inequitable distribution of subsidized climate finance. Social and
institutional barriers prevented vulnerable farmer groups from even applying to the climate finance program,
skewing the beneficiaries towards more privileged groups. This highlights that even when policies aim for
equitable access to climate funds, marginalized communities can face constraints in availing schemes due to lack
of awareness, resource limitations, social discrimination and bureaucratic hurdles. Targeted outreach, simplified
procedures, local language assistance and capacity support are essential to ensure climate finance reaches and
benefits the most vulnerable communities as intended in Nepal.

At the project level, major multilateral climate funds like GCF and GEF have detailed templates for monitoring,
reporting and evaluation which Nepal follows. However, synthesized national reports and ex-post impact
evaluations for learning are limited. Sub-national and community-based climate initiatives particularly lack
robust monitoring mechanisms. Public disclosure practices are weak with minimal information on project
costs, completion status, beneficiaries shared on government websites, although some project implementers
voluntarily provide details.

In terms of governance, Nepal has formed high-level bodies like the Climate Change Council and Climate Change
Management Committee for oversight and coordination across agencies. But federalization has posed challenges
for integrated transparency systems between national and sub-national levels which have varying capacities.
Parliamentary oversight on use of climate funds and results also remains minimal.

Nepal faces challenges in accurately and independently analyzing the adaptation finance and broader climate
finance it receives due to a lack of transparency from donor countries and organizations. Many major donors
are unwilling to make full project documents publicly available, which hinders efforts by Nepali stakeholders to
evaluate if the climate finance aligned with national, regional and local needs and priorities (Rai et al., 2020).
Specifically, there is very limited access to detailed project plans, budgets, and reporting for much of the climate
finance Nepal receives. Researchers attempting to analyse and track adaptation spending flows face great
difficulty in accessing complete project documentation. The scope and scale of this analysis is constrained by the
sheer lack of transparency around climate projects, their financing, activities, and outcomes.

This pervasive issue prevents comprehensive assessment of whether pledged international climate finance
reaches Nepal in sufficient volumes, whether project activities match with adaptation priorities identified
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by Nepali communities and experts, and whether this spending achieves meaningful impacts or suffers from
inefficiency and mismanagement. With donors resistant to transparency, the Nepali government, civil society,
academia and other domestic stakeholders cannot fully play their necessary oversight and accountability role
around external climate financing. Achieving greater transparency from both international and domestic climate
actors is crucial for ensuring adaptation finance effectiveness in Nepal.

Nepal has recognized gaps in climate finance transparency and made a start towards tracing flows through
budget codes, expenditure reviews and some disclosure practices, considerable scope remains for improving
data availability, reporting comprehensiveness, independent verification, monitoring effectiveness, participation
and oversight across governance levels to build a robust, holistic climate finance transparency system.

4.2 Strength of national institutions in managing climate funds

4.2.1 Institutions for climate finance management

The Climate Change Policy of Nepal in 2019 suggested an institutional framework to address climate-related
challenges. This framework aimed to establish specialized bodies, enhance existing institutions, and create
mechanisms for effective coordination, planning, and implementation of climate change initiatives (Table 9).
Different institutions have been envisioned by the climate change policy of Nepal which includes the following:

Council: formed to maintain policy coordination on matters of climate change at the national level and
functional coordination made by the Ministry of Forests and Environment.

Inter-ministerial coordination committee: formed under the coordination of Ministry of Forests and
Environment for having coordination in climate change related matters

The thematic Provincial ministry: entrusted with the responsibility of climate change matters at province
level will coordinate the actions related to climate change at the province.

Climate Change Section, Unit or Focal point: at the local level and in the concerned thematic ministries of
the federation and province

Climate Change Research Center: established to facilitate research, technology development and
expansion relating to climate change mitigation and adaptation.

Based on the institutional framework of the Climate Change Policy, several institutions have been formed and
envisioned for the implementation of climate change adaptation (NAP) and mitigation (NDC) in Nepal, which play
their part in climate finance management in Nepal (Table 4).

Table 9. Institutional framework of climate change management in Nepal

national council (EPCCMNC)

Level CC Policy NAP NDC
High level monitoring and
policy direction committee -
Environment protection and
Environment protection and climate change management
Federal Council climate change management national council (EPCCMC)

High-level multi-stakeholder
climate change directory
committee

Inter-ministerial coordination
committee will be formed under
the coordination of Ministry of
Forests and Environment

Ministry of Forest and
Environment- Climate Change
Management Division (MOFE-
CCMD)

MOFE- CCMD

Climate Change Research Centre

MOFE- Climate Change
Management Monitoring and
Reporting Centre

Ministry of Foreign Affairs
and General Administration
(MOFAGA)

Inter-Ministerial Climate Change
Coordination Committee (IMC4)

Inter-Ministerial Climate
Change Coordination
Committee (IMC4)
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Thematic and cross cutting working | Thematic and cross cutting
groups working groups

National Planning Commission

Line ministers, Gov. Agencies,
Private sectors

Office of the Auditor General (OAG) (0AG)

Office of the Auditor General

thematic ministry entrusted Provincial Environment Protection | Provincial Environment
Provincial | with the responsibility of climate | and Climate Change Management | Protection and Climate

change matters at province level | Council Change Management Council

Ministry of Industry, Tourism,
Forest and Environment (MolTFE)-
Science, environment and climate
change division

Provincial Climate change Provincial Climate change

coordination committee (PC4) coordination committee (PC4)

Provincial Policy and Planning
Commission

Line ministers, Gov. Agencies,
Private sectors

Climate Change Section, Unit or

Local .
Focal point

Local level Executive Board

Forest, Environment and Disaster
Management Division/ Section/

Unit
District Climate Change Local Level coordination
coordination committee (DC4) committee

The Environment Protection and Climate Change Management National Council (EPCCMNC) provides strategic
guidance to mainstream NAP and NDC actions into policies, plans and programs at all levels of government.
The Inter-Ministerial Climate Change Committee (IMCCCC) is responsible for overall coordination of NAP and
NDC implementation's technical aspects, and communicating NAP priorities and NDC targets across the three
tiers of government. The Ministry of Forests and Environment (MoFE) through Climate Change management
division leads the overall NAP and NDC implementation process, and is responsible for adaptation policies,
laws, strategies; providing guidance and support to provincial and local governments; monitoring, reporting and
review of adaptation actions; annual reporting on adaptation; and approving internationally funded adaptation
projects. The National Planning Commission assists MoFE in integrating climate change adaptation into planning
processes to ensure climate-resilient plans/programs, and with monitoring and review of the NAP. The Ministry of
Finance works to increase access to domestic and international finance, and coordinates climate finance through
its dedicated unit.

Nationally Determined Contribution (NDC) Implementation Plan, 2023 envisages the formation of a high-level
multi-stakeholder climate change directory committee involving minister and secretary-level representation
of relevant ministries and other government agencies as well as relevant non-government stakeholders that
include the NGO Federation, NEFIN, IPPAN, FECOFUN and Private Sector working in energy technology for the
implementation of NDC. It identifies the importance of the establishment and operation of Informal Groups
including women, IP and CGs for discussion on matters related to NDC implementation, financial arrangement
for that and preparation of communication reports; recognizing government and non-government stakeholders
concerned on climate change and preparation of a roadmap for the involvement of multi-stakeholders in the
policy process and reporting mechanism. It has allocated an indicative budget for these action plans.

Sectoral ministries at federal level establish climate change units to mainstream the NAP and NDC into respective
policies, planning and activities. Relevant ministries also lead Thematic and Cross-Cutting Working Groups to
integrate adaptation into sectoral policies and plans. Provincial Climate Change Coordination Committees
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(PC4), established in the seven provinces, are responsible for integrating and mainstreaming climate adaptation
provincially through vertical linkages with federal level, integrated provincial approaches, and building provincial
capacity. District Climate Change Coordination Committees to be established for facilitating NAP implementation
at district level under leadership of mayors/chairpersons. Local Executive Boards oversee and provide strategic
guidance to coordinate NAP implementation through adaptation actions at local levels, while local level
coordination committees will be formed for the coordination of the NDC implementation.

The Ministry of Federal Affairs and General Administration (MoFAGA) plays an important coordination, monitoring
and technical assistance role for climate change activities across provincial and local governments in Nepal.
MOoFAGA is responsible for coordinating the alignment of sub-national climate actions with national policies,
facilitating implementation support for Local Adaptation Plans of Action, improving public finance management
capacities of local bodies on climate budgeting, accounting and expenditure tracking, providing technical and
institutional backstopping to integrate climate priorities in local planning and budgeting, as well as building
capabilities of municipalities on raising funds from local sources for adaptation and mitigation needs. MoFAGA
serves as the key ministry overseeing, supporting and building capacities of provincial and municipal governments
to undertake coherent and effective climate change programs, access required financing, and integrate climate
objectives in their fiscal planning and development. The ministry's engagement is crucial for translating national
climate change policies and priorities into results on the ground.

At the local level, the Forest, Environment and Disaster Management Section is responsible for facilitating
climate adaptation activities; monitoring, reporting and review of adaptation actions; raising public awareness
on adaptation; implementing local adaptation projects related to environmental conservation, biodiversity,
agriculture, livestock, watersheds, wildlife etc.; and integrating adaptation into local services like health, sanitation,
agricultural extension and drinking water. Development partners, international and national NGOs, private sector,
academia, networks and associations have a crucial role in implementing the NDCs and the NAP. Sub-national
governments have limited decision-making role and technical capacity on climate finance management currently.
Efforts should be optimized to empower provincial and local bodies.

Dedicated national implementing entities like the AEPC and NTNC can directly access and manage some global
climate funds under Direct Access modality. Multilateral development banks like WB, ADB and UN agencies act as
intermediaries to channel global climate funds and implement projects.

The Office of the Auditor General (OAG) serves as the supreme audit institution in Nepal mandated by the
constitution to audit the accounts, expenditures and programs implemented by the government at all levels.
Regarding climate finance, the OAG plays a critical oversight role by assessing the performance of climate-
relevant activities against their defined key result indicators, conducting specialized financial and compliance
audits of climate projects and expenditures across national and sub-national agencies, and preparing tailored
guidelines for auditing climate change programs. Through these functions, the OAG aims to ensure accountability,
responsiveness and transparency in the utilization of climate funds by the government. The audit findings and
recommendations of the OAG provide an independent review of the management of climate finances and help
identify measures for enhancing efficiency and efficacy of climate investments.

4.2.2 Institutional strengths and challenges in managing climate funds

A good institutional setup increases the effectiveness of strategies to secure needed financing for adaptation
and mitigation (Murphy & Parry, 2023). Nepal has made some progress in establishing dedicated institutions and
mechanisms for governing climate finance flows and investments. The Climate Change Management Division
under the Ministry of Forests and Environment and the Climate Change Financing Unit at the Ministry of Finance
are the key bodies that coordinate climate funds. Nepal has also set up specific climate budget tracking mechanism
like the Climate Change Budget Code and Climate Financing Framework along with bodies like the EPCCMNC and
IMC4 for oversight and coordination across sectors.

However, institutional capacities remain weak in effectively planning, accessing and absorbing the increasing
volume of international climate finance. Challenges arise from the complex approval processes, limited technical
expertise to develop fundable projects, delays in procurement and expenditures, and weak monitoring systems.
Absorption of approved funds has been very low. While policies articulate priorities, translating these into
implementable programs remains a bottleneck. The frequent transfers and turnover of key experts across
institutions hampers institutional memory and continuity.

After federalization, sub-national governments are now responsible for planning and budgeting but lack technical
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capacities on climate change. Local participation in climate project decisions has been limited. Mainstreaming
of climate across provincial and municipal governance systems is still nascent. Coordination between federal,
provincial and local authorities on climate actions and finances faces systemic hurdles.

Monitoring, evaluation and verification of climate projects and reporting of results has been weak which
constrains learning and accountability. Independent audits and oversight of climate expenditures do not regularly
take place. Parliamentary scrutiny of climate finances has been minimal till recently. Transparency and public
access to climate funds data remains low, although improving. Some of the specific institutional challenges are
given below :

Tracking and reporting of climate expenditures through government systems remains weak.

Monitoring, evaluation and verification of climate actions for results-based finance is inadequate due to
the lack of standard impact indicators and protocols.

Insufficient audit and oversight of climate spending as well as the lack of parliamentary scrutiny and
independent evaluation.

Transparency and information disclosure on allocation and utilization of climate funds is limited but
improving through public finance portals and civil society engagement.

Nepal's ability to spend allocated climate funds efficiently remains low due to complex procedures, lack of
viable project proposals, delays in procurement and expenditures.

Mechanisms to flexibly reallocate climate funds across priorities based on emerging risks, needs and
performance require strengthening.

Engagement with private sector through public-private partnerships in renewable energy, eco-tourism etc.
offers potential to enhance climate finance leverage and efficacy.

Climate capacity building of government officials around transparency, accountability, gender
considerations and stakeholder engagement is important.

Provincial and local level climate change committees must be empowered in planning, budgeting and
oversight of adaptation and mitigation.

Nepal can enhance its climate finance readiness by learning from its neighbours like India and Bangladesh's
experience with large climate funds.

4.3 Climate finance risks and mitigation strategies
4.3.1 Climate finance risk

Managing climate finance in Nepal comes with several inherent risks and challenges. One prominent risk is the
potential for inadequate governance and oversight mechanisms, leading to misallocation or misuse of funds.
Given Nepal's administrative complexities and varying capacities at different levels, there's a risk of inefficiencies
in fund utilization and implementation (ADPC, 2023; OPM, 2022). Moreover, the dependency on external sources
for climate finance exposes Nepal to uncertainties related to the continuity and availability of these funds.
Challenges in accurately assessing climate-related risks and aligning financial resources with the most pressing
needs of vulnerable communities also pose significant risks. Additionally, the lack of robust monitoring and
evaluation systems might hinder tracking the impact and effectiveness of funded projects, impacting the ability
to course-correct or learn from experiences. The list of climate finance risk is given in Table 10 below.

Table 10. Climate finance risk in Nepal

Nature of risk Risk
Weak institutions, lack of transparency and accountability, low technical capacities
Governance and can lead to mismanageme nt and corruption. Any major climate fund corruption
capacity risks scandal can affect trust and future finances. Nepal's provincial and municipal

governments lack technical expertise to manage climate finances and projects.

Over-reliance on external climate finance creates fiscal instability and debt

Macroeconomic risks L
sustainability issues.

Policy and regulatory | Gaps, inconsistencies and delays in policies and approval processes affects fund
risks absorption.
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Lack of feasible proposals, project management skills constrains access to competitive

Technical risk .
echnicalmisks global climate funds.

Environmental and

L Poor impact monitoring and risk mitigation can lead to maladaptation and harm.
social risks

Over-reliance on fossil fuels to drive the economy makes Nepal's efforts for low
carbon transition more challenging. Phasing out of fossil fuels without adequate social
protection can cause job losses.

Fossil fuel-
dependency risks

Disaster Nepal's recurring natural disasters like floods, landslides dissipate limited climate
management risks adaptation resources towards post-disaster recovery.

Scattered GESI-sensitive climate policies hinder women’s and excluded groups access
Gender and social to climate funding opportunities. Nepal's remote mountainous terrain makes it
inclusion risks difficult to reach climate funds to indigenous communities and marginalized groups

creating Gender and social exclusion risk.

Weak parliamentary oversight, insufficient media coverage, civil society constraints
Public accountability | hampers transparent use of climate funds. Lack of meaningful consultations

risks and communications with provincial and local governments, private sector and
communities.

4.3.2 Mitigation measures

There are institutions at place. These risks and challenges have been realized by the concerned agencies and
strategies to curb them have been reflected in the national policies such as Climate Change Policy, National
Adaptation Plan and Nationally Determined Contributions. Yet, the effective implementation is again doubtful.
Accountability of the institution and stakeholders is crucial. The above-mentioned risks call for a focused approach
on capacity building, transparent governance structures, risk assessments, and improved monitoring frameworks
to mitigate these challenges in managing climate finance in Nepal. The risk mitigation measures include:-

Strengthen institutional capacity - Provide regular training to government officials on climate finance
project management, transparency, and accountable systems.

Enhance absorptive capacity - Simplify fund approval procedures, provide technical assistance to sub-
national bodies for quality project proposals.

Implement robust oversight systems - Establish independent audit, parliamentary oversight committees
for climate expenditures. Engage civil society in monitoring.

Manage macroeconomic risks - Develop debt sustainability frameworks, explore debt swaps, green bonds,
and fiscal buffers to reduce over-reliance on external climate finance.

Mainstream climate across policies - Make climate risk screening and climate budget tagging mandatory
for infrastructure and private investments.

Decentralize climate finance - Empower local governments and communities through climate change
funds allocation, capacity building, monitoring and knowledge exchange.

Focus on gender and social inclusion - Set quotas for women's access to climate funds. Target indigenous
groups and remote areas.

Invest in ecosystem resilience - Increase allocations for nature-based solutions like forests, wetlands,
watersheds conservation which provide cost-effective adaptation.

Enhance regional cooperation - Pursue transboundary climate programs with China, India and other
South Asian countries to manage shared risks and access larger resources.

Improve and strengthen climate budget tagging across all ministries and departments to track allocations
and expenditures through IT-based systems. Develop a common protocol for climate change budget
coding.

For implementing social audits NGOs can be engaged by the Ministry of Forests and Environment to
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conduct independent social audits of community-level climate adaptation projects.

Enhancing the parliamentary oversight, parliamentary committee sessions by Agriculture, Cooperative and
Natural Resources, and Finance can be held on climate budget allocation, expenditures and transparent
fund utilization by the government.

Use technology for transparency: Mobile apps and digital platforms can be developed for public access of
information on climate projects, beneficiaries, expenditures to enhance accountability.

4.4 Climate finance policy and gaps

Nepal has developed key policies and strategies aligned with international climate finance mechanisms including
the Climate Change Policy 2019, Climate Change Financing Framework 2017, National Framework on Local
Adaptation Plans for Action, Action plan for the implementation of the Nationally Determined Contribution (NDC)
and National Adaptation Plan. This enables Nepal to access global climate funds.

According to Nepal’s Climate Change Policy, Nepal aims to mobilize financial resources for its climate actions
through bilateral and multilateral international mechanisms including REDD+, Green Climate Fund, Global
Environment Facility, Adaptation Fund, Climate Investment Fund and carbon trading (GoN, 2019a). At least
80 percent of the climate finance obtained via these sources will be ensured for implementation of programs
at the local level by minimizing administrative expenses. Climate change budget codes will be modified and
institutionalized across all sectoral plans at federal, provincial and local levels to earmark climate spending.
Budget allocations targeted towards women, minorities, marginalized groups, climate vulnerable regions and
communities will be appropriated. Finance from the private sector will be leveraged through instruments like
green bonds, blended finance, results-based financing, carbon offsets and corporate social responsibility. The
policies emphasize decentralizing climate funds to the local level, mainstreaming climate across government
budgeting, ensuring gender and social inclusion and engaging the private sector for managing climate finances.

Some of the key policy gaps regarding climate finance management in Nepal are:

Lack of overarching legislation on climate finance governance. Existing policies and frameworks are
scattered across sectors.

No comprehensive strategy for prioritizing and accessing different sources of global climate funds aligned
with national needs and priorities.

Lack of clear guidelines on public-private partnerships, carbon pricing, debt relief, insurance instruments
for climate finance. Absence of carbon pricing, emission trading, payment for ecosystem services policy
frameworks.

Limited policies to incentivize private sector engagement in clean energy, green infrastructure, climate
resilient agriculture. Lack of dedicated policies and incentives for promoting climate smart agriculture,
clean energy start-ups, eco-tourism businesses.

Gaps in mandated climate expenditure targets, budget tracking, reporting, auditing and parliamentary
oversight protocols.

Weak policies for gender-responsive approach, social inclusion, indigenous participation and human
rights-based approach in climate actions.

Policies connecting climate adaptation with disaster risk reduction, ecosystem conservation and poverty
reduction are fragmented.

Lack of provisions for managing loss and damage, climate induced displacement, and transboundary
climate risks in the NAP.

Gaps in standard requirements and protocols for monitoring, evaluation and verification of climate
projects and reporting.

Policies for transparent disclosure of climate funds allocation, disbursement and expenditures through
online dashboards are inadequate.

Gaps in guidelines for prioritizing vulnerable and marginalized groups in climate fund utilization.

Insufficient legal provisions for oversight, auditing, and grievance redressal in climate fund management.
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Nepal needs a comprehensive climate finance law and strengthen existing policies to address structural gaps for
transparent, accountable, decentralized and resilient public climate financing. context-specific policies across
sectors, instruments, beneficiaries, and governance mechanisms are needed in Nepal for managing increasing and
complex climate financing efficiently, accountably and impactfully. In formulating policies for mobilizing climate
finance, Nepal needs to strike a balance between various aspects like - mobilization effectiveness, economic
efficiency, environmental integrity and equity (Bhandary et al., 2021).

Mobilization effectiveness refers to the ability to scale up both public and private climate finance flows
through appropriate policies and instruments.

Economic efficiency means ensuring judicious use of limited resources by comparing costs and benefits
across climate actions.

Environmental integrity involves ensuring climate policies and investments help to reduce emissions and
support adaptation effectively.

Equity considerations are critical to ensure climate actions support the most vulnerable communities and
do not exacerbate existing inequalities.

An optimal climate finance policy mix for Nepal would aim to simultaneously maximize mobilization and prudent
use of funds, meet climate adaptation and mitigation goals, and provide equitable access and benefits to
marginalized groups through good governance.

5. Conclusion and Recommendations

5.1 Conclusion

Nepal is highly vulnerable to climate change impacts like increased floods, droughts and landslides but has
contributed negligible greenhouse gas emissions historically. This makes Nepal dependent on international
climate adaptation finance due to its limited resources. The government has established dedicated climate
change funds like the Climate Change Budget Code and Multi-Donor Trust Fund which allocate national budgets
annually for adaptation and mitigation activities. However, institutional capacities for transparent, accountable
and impactful governance of climate finance remain weak.

Major sources of climate finance for Nepal are multilateral development banks like the World Bank, Asian
Development Bank, United Nations agencies and global climate funds like the Green Climate Fund. But the
total climate finance received is small relative to Nepal’s immense adaptation needs. Absorptive capacities are
inadequate due to lack of viable project proposals, complex application procedures to access international funds
and delays in procurement and expenditures. Climate expenditures tracking and auditing systems are weak with
insufficient parliamentary oversight on how climate budgets are spent.

Nepal faces multifaceted risks in managing increasing climate finances effectively including governance risks like
weak coordination across ministries, lack of transparency affecting oversight, and limited technical capabilities
of institutions hampering fund absorption. Macroeconomic risks arise from over-reliance on external finance
creating fiscal instability. Regulatory risks stem from policy gaps, inconsistencies and delays in approvals affecting
fund utilization. Climate impacts exacerbating risks include recurring natural disasters dissipating limited
climate funds towards post-disaster recovery and hydro-dependency risks from changing Himalayan hydrology.
Lack of gender-responsive policies, social exclusion of remote communities, and inadequate capacities of local
governments add to the challenges.

Concerned agencies should focus on enhancing transparency, building institutional and local capacities,
implementing robust oversight mechanisms including public audits, managing debt sustainability, and diversifying
sources of funds. Mainstreaming climate considerations across policies, planning and infrastructure investments
is vital. Regional cooperation platforms, nature-based solutions like ecosystem restoration, and technologies like
climate finance tracking systems could help build more resilient climate finance governance. Significant efforts
are needed to translate Nepal’s climate change policies into impactful actions on the ground through principled,
accountable institutions and prudent investments supported by a blend of domestic and international climate
financing.
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5.2 Recommendations

Policy reforms: A mix of policy reforms, institutional strengthening, capacity building, knowledge sharing, and
innovative public-private approaches can help Nepal overcome challenges and effectively manage growing
climate finances. Following has been recommended to enhance the climate finance in Nepal:

Climate finance tracking: Nepal needs robust systems to track climate expenditures across government agencies
and different sources of funds. Climate marker tools have been piloted by the government to tag climate budget
allocations. Actions aimed at mobilizing, managing, and effectively tracking climate finance in Nepal entail
enhancing the capacities of key entities such as the Ministry of Finance (MoF), National Planning Commission
(NPC), and Ministry of Forests and Environment (MoFE) to meticulously monitor and report on the sources,
allocation, and impacts of climate finance. Indicators for tracking the NAP progress is urgently needed.

Access to funds: Complex accreditation and proposal requirements have constrained Nepal's access to global
climate funds. Targeted capacity building is needed to develop project pipelines and direct access abilities.
Capacity-building Initiative for Transparency (CBIT), managed by the Global Environment Facility (GEF), stands as
a potential funding source to bolster Monitoring, Reporting, and Review (MR&R) efforts specifically targeted at
enhancing adaptation measures. The priority NAP actions and NDC intervention sector should be first considered
for the development of the proposal to access funds.

Fund mobilization: Nepal requires a comprehensive and strategic approach that strategically allocates grant
funds from diverse sources such as the Green Climate Fund (GCF), bilateral donors, Multilateral Development
Banks (MDBs), and domestic budgets across national, provincial, and local levels. National Climate Change Policy
of 2019 in Nepal emphasizes the significance of directing a substantial portion, specifically 80% of international
climate resources, towards supporting programs and initiatives at the local level. Achieving this goal involves
a systematic identification of both national and international resources dedicated to implementing adaptation
actions. This also requires establishing a revised climate change budget code, identifying dedicated resources
for adaptation actions, and directing a significant portion of international climate resources towards local-level
programs.

Sub-national planning: Local adaptation plans and investment plans are being developed to channel climate
finance to provinces, municipalities and communities. Technical capacities at these levels need strengthening.

Loss and damage: Nepal is advocating for separate financing for climate impacts that cannot be adapted to. This
issue is now part of UNFCCC negotiations. Reliable assessment of loss and damage is required for the strong
advocacy.

Carbon pricing and other financial options: Nepal can further explore market mechanisms like carbon trading,
carbon tax, payment for ecosystem services to incentivize climate mitigation actions and generate funds. Debt
relief tied to climate commitments is an emerging innovative financing option for Nepal to free up resources.

Leveraging private finance: Policies and risk mitigation instruments can catalyse greater commercial investments
in renewable energy, green infrastructure, ecotourism etc.

Integrating actions: Nepal should strategically align its climate actions with commitments on Sustainable
Development Goals, disaster risk reduction and nature conservation. The finance strategy for adaptation in Nepal
must align with the GRID (Green, Resilient, and Inclusive Development) approach, ensuring that it integrates
elements of sustainability, resilience-building, and inclusivity.

Capacity buildings: To effectively implement the Climate Resilient Planning and Budgeting Guidelines, sectoral
ministries in Nepal would greatly benefit from comprehensive capacity-building efforts. These initiatives should
focus on enhancing the understanding, skills, and capabilities of respective ministries in integrating climate
resilience considerations into their planning and budgeting processes. By investing in capacity-building efforts
across these areas, countries like Nepal can significantly improve their ability to manage climate finance
efficiently. This not only ensures transparent and accountable utilization of funds but also strengthens the overall
effectiveness and impact of climate change mitigation and adaptation initiatives.

Coordination and cooperation: South-south cooperation, experience sharing with countries like Bangladesh,
India and Pakistan on climate fund management and investments can enhance Nepal’s capabilities. Nepal can
leverage climate funds in coordination with China and India for upstream-downstream river basin management,
ecosystem conservation, coordination and cooperation.
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Annexes

Annex 1. Summary of climate change management projects financed through different channels

Total Finance

Co-

No. of

Channel (million USD) | financing Pl Mitigation | Adaptation | Combined

GCF Projects 87.832 268 41.37 3 1 2
GCF Readiness 5.3 4 1 3
GEF 4.651175 33.5 2 1 1
LDCF 36.702985 139.45 7 1 4 2
AF 9.52716 1 1
CIF 150.79 145.35 10 4 2 4
FCPF 50.52 3 3
GCCA+ 24.27 2 1 1
GRP 1 1
GGGl 2.64 1
ICF 31.47 2 1 1
IKI 35.2 26 10 9 7
NCF 2.7 6 2 1 3
IFAD- ASHA 15 1 1
UK Aid-NCCSP2 8.9 1 1
USAID Hariyo Ban land Il 57 2 2
USAID-ICCAProject 2 1 1
NRREP-Nepal 150.1 1 1
UKaid- NREP 22.7 1 1

Total 697.30 359.67 74 23 26 25
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Annex 2a. Criteria for climate change budget coding in Nepal

Source: NPC. (2012). Climate Change Budget Code Nepal- Criteria and Method. National Planning Commission,
Government of Nepal Kathmandu Nepal.

SN Defining Criteria
1 | Sustainable management of natural resource and greenery promotion.
2 | Land use planning and climate resilient infrastructures.
3 | Prevention and control of climate change-induced health hazards.
4 | Prevention and control of climate change-induced hazards to endangered species and biodiversity.
5 | Management of landfill sites and sewage treatment for GHG emissions reduction.
6 | Sustainable use of water resource for energy, fishery, irrigation and safe drinking water.
7 | Plan/programmes supporting food safety and security.
8 | Promotion of renewable and alternative energy; technology development for emission reduction and
low carbon energy use.
9 | Preparedness for climate induced disaster risk reduction.
10 | Information generation, education, communication, research and development, and creation of data base.
11 | Preparation of policy, legislation and plan of action related to climate change.
Annex 2 b. Guidelines for climate change budget coding in Nepal (NPC, 2012)
Relevance of the Code to be
Programme Budget Allocated to Climate Change Related Activities Programme to used in the
Climate Change Budget Sheet
If more than rcent of the programm is all .
. ore than 60 pe.c.e. t of the programme budget is allocated to Highly relevant 1
climate change activities.
If 20 to 60 t of th budget is allocated to climat
!ae'r.cen of the programme budget is allocated to climate Relevant )
change activities.
If less than 20 percent of the programme budget is allocated to
climate change activities, or if the programme is not related to Neutral 3
climate change activities.
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