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RISK ASSESSMENT AND RISK MANAGEMENT PLAN (SUMMARY)1 
 
A. Risk Assessment  
 
1. Solomon Islands faces formidable governance challenges. Public sector institutions and 
principles of good governance were systematically undermined in the 1980s and 1990s while 
economic and social infrastructure was allowed to deteriorate. Foreign investors had exerted 
undue influence in the political arena, weakening domestic governance and fostering corruption. 
This, combined with a lack of fiscal discipline in the late 1980s and into the 1990s, drove the 
economy into crisis by 1995, leaving it with an unsustainable public debt burden. From 1998 to 
2003, the nation entered into a period of severe civil conflict, the underlying causes of which 
included uneven regional development, maldistribution of public resources, land conflicts, and a 
growing youth population with little education and limited job prospects. In July 2003, the 
Regional Assistance Mission to Solomon Islands (RAMSI) helped to restore law and order, 
gradually rebuild the state, and establish a setting in which development assistance could 
proceed. In August 2003, an 18-person RAMSI budget stabilization team began working with 
Ministry of Finance and Treasury (MOFT) staff to restore expenditure controls, undertake a 
payroll audit, prepare budget plans, and formulate a medium-term debt management strategy. 
With support from the Government of Australia, Solomon Islands’ arrears to the Asian 
Development Bank (ADB) were cleared in 2004, and, on a grant-only basis, ADB resumed its 
assistance to the country. Since 2004, considerable progress has been made in rebuilding 
public institutions, strengthening public finance, and restoring essential services. 
 
2. ADB approved its second governance and anticorruption action plan (GACAP II) on 
31 July 2006. GACAP II aims to improve ADB’s performance in implementing governance and 
anticorruption policies. The plan requires the preparation of governance risk assessment and 
management plans as an integral part of country partnership strategies, programs, and projects. 
These plans focus on specific thematic issues—public financial management, procurement, and 
combating corruption—at the country level, in priority sectors where ADB is active, and for 
programs and projects.  
 
3. Public financial management. The quality of Solomon Islands’ public financial 
management has improved since 2008, thanks to a series of public expenditure reforms, 
including the elimination of the backlog of central government financial statements, the 
introduction of transparent and rigorous auditing, payment of debt interest and trade creditor 
arrears, and increased revenue collection. However, a number of weaknesses remain in public 
financial management. Breakdowns in fiscal discipline and poor expenditure choices have 
resulted in a cash-constrained fiscal position and led to priority development activities (such as 
infrastructure and service delivery) being underfunded. The budget process from preparation, 
execution, to monitoring is weak. The recurrent and development budgets are fragmented and 
uncoordinated. The recurrent budget is the responsibility of MOFT, the development budget the 
responsibility of the Ministry of Development Planning and Aid Coordination. The annual inputs 
budget is not yet linked to outputs and to expected level of services delivery. Intergovernmental 
coordination and financial management is weak. In addition, the revenue system and collection 
is inefficient and unfair. The tax base is narrow, with reliance on logging and primary 
commodities. In addition, archaic and ad hoc tax exemptions are common. There is also 
insufficient aid oversight capacity, a high degree of dependence on donor sources for the capital 
budget, and limited performance reporting. 
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4. Accounting and audit. Tremendous progress has been made to bring the public 
accounts up to date. Financial controls have been strengthened with the upgrading of the 
financial management information system in 2009, and the 2009 financial accounts were 
prepared just slightly over the required 6 months in 2010. With RAMSI support, the audits of the 
1998–2003 national accounts of the Government of Solomon Islands were concluded in 2007 
after 8 years of delays. The government, with the support of RAMSI, engaged KPMG Australia 
to update nine state-owned enterprise (SOE) accounts and audit them. In total, 49 years of 
accounts were updated and audited dating from as far back as 1997; the 2006 and 2007 
accounts were prepared according to International Financial Reporting Standards. A roving 
accountant was engaged to assist the SOEs in preparing the audit of their 2008, 2009 and 2010 
accounts. However, key risks relate mainly to weak accounting and auditing capacity, and a lack 
of timely and consolidated financial reporting. Improvements in MOFT and training of 
accountants in line ministries will be needed over the medium term to realize the full benefits of 
the upgraded financial management information system and to support adoption of multiyear 
planning and budgeting frameworks.  
 
5. Public procurement. New public procurement rules are contained in the updated 2010 
financial instructions that came into effect from 1 July 2010 and published in Section 6(2) of the 
Public Finance and Audit Act, 1978. Currently, all expenditure greater than SI$50,000 is 
required to go out to tender, through either ministerial (when expenditure is SI$50,000–
SI$500,000) or central (for expenditure above SI$500,000) tender boards. Public contracting is 
done by the Central Tender Board and individual ministry tender boards. Competitive tendering 
procedures are set out in detail in the Ministry of Infrastructure Development’s Procurement 
Manual 2006. The financial instructions 2010 and Procurement Manual are to be read together 
for a full and complete understanding of the competitive tendering procedures of the 
government. All procurement documents are checked for legal conformity and cleared by the 
attorney general. Procurement for externally funded projects follows the respective development 
partners’ procurement guidelines and procedures. No major issues exist regarding procurement. 
There is (i) good compliance with competitive bidding requirements, transparency, and public 
disclosure of contracts awarded; (ii) a contract register kept for all contracts awarded by the 
government; (iii) a dispute resolution mechanism between the contractor and the government; 
(iv) a grievance resolution mechanism between the stakeholder, communities, contractor, and 
the government; and (v) a contract administration manual to administer the contracts.  
 
6. Anticorruption. Surveys conducted since 2005 suggest that the perception of 
corruption is on the rise.2 Although corruption is officially recognized as a legal offense, a culture 
of impunity limits the extent to which sanctions are applied. The Leadership Code Commission 
has insufficient resources to investigate corruption cases and rarely refers such cases to the 
police. Rule of law receives low ratings in the World Bank’s governance indicators (compared to 
other Pacific developing member countries), and the way in which public services are organized 
does not encourage accountability or service quality. Administrative structures are fragmented, 
business processes are largely ineffective or not followed, and responsibilities frequently 
overlap between and within ministries. This often results in unnecessary delays and transaction 
costs for the government and, ultimately, inefficient service delivery.  
 
7. Transport risks. The governance risks in public financial management, procurement, 
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and anticorruption within the transport sector mirror those at the national level discussed in 
paragraphs 3–6. Insufficient funding and allocation of resources for operation and maintenance 
have contributed to poor service quality and to a shortened lifespan of transport assets. While 
infrastructure management practices have improved recently, serious capacity constraints 
remain, including insufficient human resources, weaknesses in planning and organizational 
structure, and inadequate staff training.   
 
B. Risk Mitigation  

 
8. National. Fostering good governance will be a long-term challenge, requiring a mix of 
improved policies and procedures, capacity development, strengthening the rule of law, and 
greater public awareness. The Economic Recovery Support Program has proved to be a good 
vehicle for coordinating partner support for improvements in public financial management. If 
satisfactory progress continues, ADB should continue to support improvements in public 
financial management, procurement, and anticorruption in coordination with RAMSI, the World 
Bank, and development partners whose assistance programs are focused directly on improving 
core governance. National mitigation efforts should focus on strengthening the development of 
public financial management systems, reviewing revenue management policy (including the 
proposed amendments to the Customs and Excise Act, 1960), conducting public expenditure 
reviews and providing recommendations for better expenditure control, updating the payroll 
system, strengthening internal audit, creating an independent audit committee, fostering 
adoption of improved procurement laws and legislation, and encouraging adoption of multiyear 
budgets and fiscal frameworks that are linked to medium-term development plans.  
 
9. Sector. Transport risks will be mitigated by strengthening the Ministry of Infrastructure 
Development’s financial management capacity; improving procurement processes and 
procedures; building anticorruption capacity; and developing institutional capacity in planning, 
operation and maintenance, project management, asset management, and monitoring and 
evaluation. These are core areas of ADB and other partner support under the ongoing Transport 
Sector Development Program. While use of extra-budgetary funds poses risks, the development 
of a National Transport Fund, with ADB support, is designed to redress severe infrastructure 
financing constraints. Proper fiduciary management of the National Transport Fund is essential 
to fund rehabilitation and maintenance of infrastructure as well as support maritime transport 
service provision to uneconomic destinations. Ensuring that National Transport Fund resources 
are used in an accountable and transparent manner is also an essential step toward fostering a 
sector-wide assistance program for transport. 


