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RISK ASSESSMENT AND RISK MANAGEMENT PLAN (SUMMARY)1

1. The governance risk assessment (GRA) for Mongolia was prepared as part of the 
preparation of the new country partnership strategy and was finalized in July 2008 for the 
education and urban infrastructure sectors where the Asian Development Bank (ADB) has several 
ongoing and upcoming projects. 

 
 

 
A. Risk Assessment 
 
2. Public financial management. Major public financial management (PFM) risks identified 
in the GRA are centered on procyclical fiscal management and misalignment between public 
expenditure and strategic priorities. In an effort to provide strategic guidance for the annual 
budget process and reduce Mongolia’s vulnerability to the boom–bust economic cycle, the 
Government of Mongolia introduced a 3-year medium-term budget framework in 2003. However, 
this has not been effective because of poor windfall revenue management and frequent 
amendments affecting budget expenditure. Stability in PFM will depend on the sound enforcement 
of the Fiscal Stability Law adopted in June 2010, particularly as inflows from mining increase. By 
2016, government revenues could increase by 30%–40% if high commodity prices remain and the 
Oyu Tolgoi mine starts production. 
 
3. In addition to greater countercyclical fiscal discipline, budget preparation and public 
expenditure need to be better aligned with policy priorities. While the National Development 
Strategy marks an important step towards the improvement of national planning processes, it is 
often difficult to translate national strategies into coherent public investment programs due to 
deficiencies in the public investment planning process. Line ministries, local governments, and 
agencies lack capacity in budget management due to limited staff numbers, a shortage of 
advanced skills, limited in-house training capacity, and lack of required organizational systems. 
 
4. Public procurement. The procurement system has strong legal and regulatory 
foundations; however, ensuring the proper implementation of laws, regulations, and procedures 
has proved challenging. Procurement risks include a lack of capacity and transparency, weak 
compliance and enforcement, and poor planning, evaluation, and contract management. 
Additional risks may arise from an amendment to the Public Procurement Law that aims 
establishes a state procurement center in charge of multisector and multiterritorial procurement, 
while decentralizing subnational level procurement to local governments. 
 
5. Corruption. Corruption is a major challenge in Mongolia and presents a substantial risk to 
development effectiveness and overall performance of ADB-funded projects and programs. The 
government's legal, policy, and institutional framework and capacity remain inadequate to contain 
widespread corruption in national and sector systems. Major corruption risks identified in the GRA 
include weak institutions and enforcement, lack of capacity of integrity institutions, political 
interference, lack of transparency and accountability, and the prevalence of conflict of interest. 
 
6. Donor coordination and ADB portfolio management. With few exceptions, donor 
programs are treated as extra-budgetary and are sometimes difficult to predict for the purposes of 
public resource management. A series of sector working groups among development partners 
and the government was established in 2003. However, there continues to be little use of country 
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systems for channeling aid; sector-wide approaches have yet to be adopted; and aid coordination 
focuses mainly on cofinancing projects and information exchange. ADB is Mongolia’s largest 
multilateral development partner. While project outcomes are expected to be broadly satisfactory, 
delays in implementation, significant departures from project scope, and frequent extensions in 
loan closures have weakened the efficiency with which ADB resources are utilized. 
 
7. Education sector. The GRA identified major procurement and corruption risks in the 
education sector. One major risk identified for project implementation is the absence of an 
education management information system which substantially lowers the effectiveness of 
monitoring and evaluating budgets, expenditures, procurement, and operational functions and 
targets—including the implementation and performance of ADB projects.  There is a lack of 
integrity and transparency in the procurement of goods, works, and services, in particular text 
books, uniforms, and school meals. A lack of procurement capacity leads to poor planning, 
specification, evaluation, and contract management. 
 
8. Urban sector. The GRA identified corruption and a lack of capacity and procurement as 
major risks for project implementation in urban infrastructure. The PFM risks include insufficient 
budget appropriations, lack of budget monitoring and oversight, and weak internal controls and 
audits. Procurement risks include a lack of capacity and experience in procurement processes, 
conflicts of interest (in particular the appointment of inappropriate members of evaluation 
committees), and weak contractor performance monitoring. The delivery of required goods, works, 
and services suffers from a lack of oversight, monitoring, and evaluation capacity. 
 
B. Risk Management 
 
9. Public financial management. Following the enactment of the Fiscal Stability Law in 
June 2010, the International Monetary Fund, the World Bank, and ADB have been providing 
further technical assistance (TA) to prepare a draft Integrated Budget Law that clarifies the 
responsibilities of the legislative and executive branches and improves budget planning. ADB, in 
cooperation with other development partners, will continue to provide capacity building in key 
PFM areas including program budgeting, strategic planning, and investment programming for the 
Ministry of Finance and the National Development and Innovation Committee.  
 
10. ADB has been providing ongoing support to the government in public sector management 
reform, notably through two Asian Development Fund program loans (and an associated TA loan 
and advisory TAs) for the Governance Reform Program. ADB has provided two regional TA 
projects to introduce management for development results concepts and has recently completed 
its first TA on Mainstreaming Managing for Development Results in Investment Planning and 
Public Funds Management.2

 

 ADB will continue to assist the government in building its capacity to 
manage its resources more effectively and efficiently. Results-based management capacities will 
be improved by strengthening public sector financial management, assisting the government to 
combat corruption, strengthening aid coordination, and improving the timeliness and results-
orientation of ADB assistance. 

11. Public procurement. ADB, the World Bank, and the government undertook a scoping 
exercise in May 2010 to assess Mongolia's public procurement system and practices. The 
findings focus on capacity building, public awareness, and the monitoring and evaluation of 
procurement activities. A medium-term action plan was agreed with the government and is aimed 
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at strengthening institutions that are important to the long-term viability of the overall procurement 
system. The World Bank is providing TA to strengthen the implementation of the Public 
Procurement Law, including workshops, training and study tours. ADB is implementing a 
procurement assessment tool—the Performance Review of Executing Agency Procurement—to 
evaluate and measure levels of procurement risk in key sectors. Findings and recommendations 
will provide further input for procurement-related risk managing measures at the sector level. 
 
12. Corruption. Corruption risks are expected to be mitigated at the sector level through 
small-scale governance interventions by ADB. The World Bank is providing TA to support asset 
and income disclosure and the drafting of the Conflict of Interest Legislation, while the United 
States Agency for International Development funded the Independent Authority Against 
Corruption's multiphase public education and awareness campaign. 
 
13. Donor coordination and ADB portfolio management. In 2007, the ADB Mongolia 
Resident Mission established a Project Administration Unit to further improve project supervision, 
monitoring, and implementation. The timely delivery of ADB interventions will be supported 
through (i) simplifying new projects and restricting conditionality of measures within the remit of 
government; (ii) reducing start-up delays; (iii) implementing internal operational principles and 
boosting awareness of safeguard policies and procedures; (iv) applying implementation readiness 
triggers before new projects are approved; (v) building government capacity in sector planning, 
project preparation, procurement, and results-based project monitoring and evaluation; and (vi) 
emphasizing quality and results orientation in the use of TA services. 
 
14. The establishment of resident missions by a number of development partners will help to 
improve aid coordination and should provide greater impetus to the adoption of the Paris 
Commitments of improving aid effectiveness. ADB has the lead in coordinating key sectors such 
as transport and education, where a sector-wide approach is currently being developed. Better 
coordination and harmonization of external assistance will be fostered by: (i) supporting the 
continued development of the government-led aid working groups, (ii) leading the development of 
sector-oriented assistance approaches in the health sector, (iii) cofinancing major projects with 
other development partners, and (iv) building country systems in public sector financial 
management and outcome-oriented statistical reporting systems. 
 
15. Education sector. The subproject Support for the implementation of the Sector Risk 
Assessment in the Education Sector under ADB TA Support for Implementation of the Second 
Governance and Anticorruption Action Plan3

 

has provided combined training in procurement and 
anticorruption for about 170 senior and mid-level officers in the Ministry of Education, Culture and 
Science, agencies, schools, universities, and aimags as well as 50 private bidders. The proposed 
risk-mitigating interventions under the country partnership strategy will include support for 
implementation of the education management information system through sector development 
projects and capacity building to enhance monitoring and evaluation. The Performance Review of 
Executing Agency Procurement has been carried out for the Ministry of Education, Culture and 
Science. 

16. Urban sector. Intensified training for procurement specialists in future ADB urban sector 
projects will help mitigate procurement-related risks. Capacity and awareness of other 
stakeholders will target procurement officers, private sector bidders and contractors, and 
journalists and civil society organizations. Further support will be provided to pursue the action 
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plan that resulted from the procurement scoping exercise carried out in 2010. This will focus on 
initiatives to build the capacity of third party observers and the government’s procurement control 
institutions, improve the quality of training curriculum and related materials, and enhance the 
transparency of public procurement by supporting e-procurement initiatives. 




