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RISK ASSESSMENT AND RISK MANAGEMENT PLAN 
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Assessment 

with 
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Public Financial Management    

The government’s capacity to 
effectively implement reforms 
may prove insufficient. 
 

Medium Ongoing TA activities have been 
supporting the government in meeting 
the policy actions, and these will 
continue beyond loan effectiveness.a 

Medium 

The current pace of reform may 
not be sustained if political 
support is lost or the cabinet is 
unable to make the required 
decisions. The risk is that the 
reform program may stall or the 
progress made by the 
government to improve fiscal 
discipline may be reversed. 

High Community demand for the program 
was built through the holding of public 
symposia during subprogram 1. A 
strong consensus emerged on key 
points related to the RMI’s ongoing 
economic difficulties, the necessity of 
adopting serious reform measures to 
deal with imbalances, and the 
imperative that the cabinet and 
Parliament take the lead in this reform 
process. Consultation has continued 
over the period of the program, and 
included a development partners' 
meeting held by the government in 
December 2010. After elections and a 
change of government in November 
2011, the new President and cabinet 
have demonstrated commitment to 
moving ahead on the subprogram 2 
policy actions. 

Medium 

Fiduciary arrangements for 
budget support and soundness 
of PFM 

Medium TA from ADB and other development 
partners has been supporting 
components of the PFM system. The 
government undertook a self-
assessment of its PFM system, as a 
precursor to a Public Expenditure and 
Financial Accountability assessment. 
PFTAC will support the development 
of a PFM roadmap in late-2012. 

Low 

Public Expenditure    
There is a risk that the 
government may relax or reverse 
the controls on the annual 
approved levels of expenditure 
that were applied during 
subprogram 1. 

Medium A policy condition under 

subprogram 2 was that preparation of 
the FY2013 budget should enforce 
fiscal restraint. 

The government has made a 
demonstrated commitment over 
3 fiscal years to expenditure restraint. 
Across-the-board cuts to expenditure 
in FY2010 (5%), FY2011 (5.5%), and 
FY2012 (budgeted expenditure 
maintained at FY2011 levels) have 
been made. 
 

Low 

  Furthermore, the current weak  
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revenue provides limited opportunity 
to relax or reverse the controls on the 
annual approved levels of 
expenditure. 
 

As subprogram 2 will be used for 
general budget support, there is 
a risk that loan funds will be used 
to fund recurrent annual costs, 
which would be unfunded in 
future years, thereby 
exacerbating the level of the 
annual budget deficit. 

High To mitigate this risk, ADB requested 
(and has been given assurance) that 
the funds be used for specific 
nonrecurrent expenditure. 

TA has been provided to the cabinet 
and MOF throughout the FY2013 
budget preparation process.a 
 

Low 

Tax Revenues    
The risk is that tax revenues 
cannot be increased enough to 
achieve a basic level of fiscal 
sustainability. Yet revenues need 
to be raised in the short-to-
medium term if the RMI is to 
reach a level whereby the annual 
budget can sustainably (i) cover 
recurrent costs fully, (ii) provide a 
realistic amount of funds for 
annual one-off items, and 

(iii) provide sufficient surplus to 

enable the government to make 
the required annual contribution 
to the Compact trust fund. 

Medium The government is moving ahead on 
tax reform; however, it is expected 
that the new taxes will be largely 
revenue-neutral in the short term. Any 
potential short-term increase in 
revenues will come from more 
rigorous tax administration by unifying 
the tax system, improving tax audits, 
and harmonizing tax collection 
processes. 

The Australian Agency for 
International Development has 
recruited an advisor for the Ministry of 
Finance (Division of Customs, 
Treasury, Revenue and Taxation) to 
successfully implement the reforms 
over a 2-year period. 

Medium 

State-owned Enterprise 
Reform 

   

The risk is that progress made 
by the government to (i) improve 
corporate governance and 
financial management within the 
SOEs and (ii) reduce the annual 
subsidies to SOEs is halted or 
reversed. 

Medium The policy actions under 

subprogram 2 relating to SOEs have 
been implemented. 

MEC's program to improve both its 
billing and cash collection 
performance, which is crucial to 
achieving full cost recovery, is very 
dependent on the full introduction of 
prepaid metering and so will not show 
full benefits until FY2015.The 
government, however, is reluctant to 
agree to a tariff policy that will enable 
MEC to reach full cost recovery in the 
short term; therefore, continuation of 
subsidies seems inevitable. 
Ongoing TA activities have been 
supporting the government in meeting 
the policy actions, and these will 
continue beyond loan effectiveness.a  

Low 
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Commodity price fluctuations 
may put pressure on the 
operations of the Tobolar Copra 
Processing Authority and MEC, 
and therefore create unplanned 
requirements for government 
support. 
 

Medium To mitigate the risk of excessive rises 
in global oil prices, MEC introduced, 

under subprogram 1, a fuel price 

adjustment mechanism whereby the 
tariff is amended quarterly in line with 
the then-current global oil price. 

Current global prices for copra are at 
a level whereby Tolobar can trade 
effectively without need for an annual 
subsidy. 

Low 

Procurement    
Procurement under the program 
is not undertaken in accordance 
with good practice. 

Low Government procurement is 
undertaken in accordance with the 
Procurement Code (Act) 1988 and 
applies to expenditure of public funds 
irrespective of their source. 
Procurement risks under the program 
are considered minimal. 

Low 

Anticorruption    
Initial poor standard of internal 
controls in MOF may mean that 
funds are not used for the 
purpose intended. 

Medium In 2011, there was a case of 
misappropriation of funds by a small 
number of MOF employees. Following 
this, attempts were made to tighten 
procedures. Financial management 
policies and procedures have been 
redrafted, and there have been 
changes in senior staff posts. A PFM 
roadmap is being prepared with the 
support of PFTAC. 

Low 

ADB = Asian Development Bank, FY = fiscal year, MEC = Marshalls Energy Company, MOF = Ministry of Finance, 
PFM = public financial management, PFTAC = Pacific Financial Technical Assistance Centre, RMI = Republic of the 
Marshall Islands, SOE = state-owned enterprise, TA = technical assistance. 
a
 ADB. 2010. Republic of the Marshall Islands: Supporting Public Sector Program. Manila (TA 7578–RMI, approved 

on 17 August 2010, for $600,000; an additional $300,000 for TA 7578–RMI was approved on 6 June 2011); ADB. 
2010. Pacific Economic Management–Enhanced Economic Management (Subproject 2). Manila (TA 7681–REG, 
approved on 6 December 2010, for $1 million); and ADB. Pacific Private Sector Development Initiative Phase II. 
Manila (TA 7430–REG, approved on 10 December 2009, for $12 million). 

Source: Asian Development Bank. 


