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RISK ASSESSMENT AND RISK MANAGEMENT PLAN 
 

A. Introduction 
 
1. This risk assessment and risk management plan for the Strengthening Public 
Management Program in Nepal draws upon the governance risk assessment carried out by the 
Asian Development Bank (ADB) in 2009 for the country partnership strategy for 2010–2012.1 As 
per the requirements of ADB’s Second Governance and Anticorruption Action Plan (GACAP II) 
of 2006, this assessment covers public financial management (PFM), procurement, and 
corruption risks at the sector level and at the national level and updates the 2009 assessment, 
where relevant.2  
 
B. Summary Assessment by Level and Theme 
 
2. The 2009 governance risk assessment identified the following national and macro level 
risks in PFM: (i) weak capacity in relevant central government bodies; (ii) weak capacity in all 
aspects of budget execution in local government bodies; (iii) little follow-up on financial 
irregularities; (iv) ineffective internal controls, audit, and monitoring and evaluation systems; and 
(v) low fiscal transparency. Some of the systemic procurement risks were (i) low capacity of all 
relevant institutions; (ii) political influence in procurement; (iii) poor transparency in procurement 
decisions; (iv) weak quality control, monitoring, and performance evaluation of procurement 
works; and (v) failure to adhere to procurement plans. Some of the major systemic corruption 
risks were (i) the low capacity of agencies to investigate corruption cases and implement rules 
and regulations; (ii) weaknesses in audit provisions and follow-up; (iii) political interference in 
administration; and (iv) weak monitoring and whistle-blowing provisions. 
 
3. With respect to public sector management at the local level, sector-specific risks in PFM 
include (i) poor record keeping, accounting, reporting, and internal controls; (ii) limited financial 
management capacity in the implementing agencies; (iii) delays in approval and release of 
budgets; and (iv) inefficient development partner coordination in the PFM subsector. Sector 
specific risks in procurement are (i) weak capacity at all levels, and (ii) weaknesses in 
procurement controls. Sector-specific corruption risks are (i) poor detection of financial 
irregularities, and (ii) weak investigation and prosecution when fraudulent activities are detected. 
 
4. The distinguishing feature of Nepal’s political landscape has been its political instability, 
starting with the civil conflict in 1996, which ended in 2006 and was followed by the election of a 
Constituent Assembly in 2008 to write a new constitution. Unfortunately, political polarization on 
the structure of a federal system led to the dissolution of the Assembly without a new 
constitution, causing a political stalemate and putting the country in continuing uncertainty. To 
help overcome this impasse, the government has called for public sector reforms. However, 
given the fragile state of Nepal’s current political economy, several sector level risks need to be 
considered to mitigate risks to the effective implementation of the program.  
 
C. Risk Mitigation Plan 
 
5. The table below details the major risks facing the program and the mitigating measures 
to address them. As per GACAP II, a major risk is one that is likely, relatively serious, and not 
mitigated over the program period. 
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Table 1: Major Program Risks and Mitigating Measures 

 

Risks 

Assessment 
Without 

Mitigation Mitigating Measures 

Assessment 
With 

Mitigation 

Public Financial Management 

1. Poor record 
keeping, 
accounting, 
reporting, and 
internal controls 

High to 
medium 

(i) The implementing agencies will maintain 
adequate separate records and accounts to 
identify the goods and services financed by 
ADB. (ii) The MOFALD will strengthen 
accounting and auditing systems of local 
government bodies. (iii) ADB will follow up with 
the PMU to ensure that audit observations are 
addressed and that the necessary remedial 
actions are taken.  

Medium to 
low 

2. Limited financial 
management 
capacity in the 
implementing 
agencies 

High to 
medium 

The FCGO will recruit and place experienced 
and trained accountants in the PIUs, enhance 
internal audit functions, and help reduce 
turnover of deputed accountants and auditors.  

Medium to 
low 

3. Delayed approval 
and release of the 
budget 

Medium to 
Low 

ADB will (i) monitor the timely release of the 
budget by the MOF and the FCGO, and the 
release of one-third of program budget, even if 
the budget is not passed on time; and (ii) agree 
on a system with the FCGO not to release 
budget resources for capital expenses during 
the last months of the fiscal year. 

Low 

4. Inefficient donor 
coordination in the 
PFM subsector 

Medium to 
Low 

ADB will regularly participate in and collaborate 
with members of the PFM Donor Group, co-
chaired by the EU and the World Bank, to 
enhance donor coordination. 

Low 

Procurement 

1.  Weak capacity at all 
levels 

High The program will train PMU and PIU staff in 
procurement-related issues at least once per 
year. 
 

Medium 

2.  Weaknesses in 
procurement 
controls 

High The program and associated TA will help (i) 
prepare annual procurement plans at the 
implementing agencies level and impose 
punitive measures, if necessary, for non-
compliance; (ii) review procurement progress by 
the PMU regularly; (iii) use a framework 
agreement in standard procurement; (iv) 
implement the various components of e-
government procurement at the DDC and 
municipality levels. 

Medium  

Corruption 

1.   Poor detection of 
financial 
irregularities 

High ADB will (i) assure strong support for public 
audits through associated TA, and (ii) help the 
PMU check outstanding audit observations and 
take relevant action. 

Medium 
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Risks 

Assessment 
Without 

Mitigation Mitigating Measures 

Assessment 
With 

Mitigation 

2.  Weak investigation 
and prosecution of 
detected fraudulent 
activities 

High to 
Medium 

ADB TA will (i) invite CIAA in training on 
investigative competencies, and (ii) provide 
training as needed on corruption prosecution 
best practices. 

Medium 

Other Risks 

1.  Instability in the 
coalition, and 
government stalls or 
curtails commitment 
to reforms 

High to 
Medium 

ADB will (i) engage continuously with the 
government; and (ii) encourage the leadership 
of the Ministry of Finance to champion public 
sector reforms, as it has done in the past. 

Medium to 
Low 

2.  Frequent turnover in 
staff, administrative 
indiscipline, and 
frequent political 
strikes 

Medium to 
Low 

ADB will (i) engage with the government to 
stress the importance of continuity of staff 
postings, (ii) ensure that the ADB team works 
closely with counterparts, and (iii) maintain a 
flexible approach to program implementation. 

Low to 
Medium 

3.  Delayed policy 
reforms derail 
program 
implementation 

Medium to 
Low 

ADB will (i) convey to all stakeholders through 
its staff that the reforms proposed under the 
program are politically neutral, and (ii) 
disseminate information to public and civil 
society organizations. 

Low to 
Medium 

 

OVERALL High  Medium 

ADB = Asian Development Bank; CIAA = Commission for the Investigation of Abuse of Authority; DDC = 
district development committee; FCGO = financial comptroller general’s office; MOF = Ministry of Finance; 
MLD = Ministry of Local Development; NPC = National Planning Commission; PIU = program 
implementation unit; PMU = program management unit; , TA = technical assistance 
Source: Asian Development Bank. 

 
D. Conclusion 
 
6.  While the overall program risk rating is high in Nepal’s public management sector prior to 
mitigation, it will decline to medium after suitable mitigation measures are put in place under the 
program in conjunction with other reforms underway at the central and local government levels 
in Nepal. These efforts include the work of the Multi-Donor Trust Fund on PFM to support the 
expansion of the treasury single account and the integrated financial management information 
system, the strengthening of the Auditor-General, and the assistance provided to the Public 
Accounts Committee. Combined with the program’s activities, these PFM reforms are expected 
to substantially tackle and reduce fiduciary risks in the local governance sector. 
 
7.  The program will conduct regular reviews of the risk mitigation plan during program 
implementation and will make adjustments as necessary in the design and delivery of risk 
mitigation measures. 
 
 




