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RISK ASSESSMENT AND RISK MANAGEMENT PLAN1 
 

1.  The approach of the Asian Development Bank (ADB) to governance-related risks 
refers to the risk of reduced development effectiveness caused by poor governance, weakly 
performing institutions, or vulnerability to corruption, assessed in the context of three 
thematic priorities: (i) public financial management (PFM), (ii) procurement, and 
(iii) combating corruption. 
 

A. Background 
 

2. Sri Lanka has a strong executive presidential system with a unicameral Parliament, 
elected on proportional representation. The President is directly elected once every 6 years. 
He is also the head of the ruling party. The President is the Minister of Finance, and Head of 
the Executive, with a very large Cabinet of ministers. This has resulted in centralized 
concentration of executive power. Through an amendment to the Constitution in 2010 
(18th amendment), the limits on the presidential term to two terms (12 years) was removed 
and a formal communication channel was established for the President with the Parliament. 
The President effects all major appointments, including those of the higher judiciary, auditor 
general, attorney general, ombudsman, and secretaries of ministries who perform the roles 
of both chief executive and chief accounting officer. The constitution provides for eight 
independent commissions including the Public Service Commission, the Commission to 
Investigate Allegations of Bribery and Corruption, and the Finance Commission, whose 
members are also appointed by the President subject to receiving observations from a newly 
established (2010) Parliamentary Council. Devolution of power was introduced in 1987, 
establishing nine provincial councils with elected representatives. A provincial council has 
not been elected yet to the Northern Province, as it is one of the two provinces that suffered 
the brunt of the war that came to an end in May 2009. All provinces are subject to the 
national policy of the central government. Local authorities in the form of municipal and 
urban councils and Pradeshiya Sabhas (village councils) are created by acts of parliament 
and operate at the lower tier of the country’s governance structure. Sri Lanka has a large 
public sector and a bureaucratic framework that has not, in a holistic manner, gone through 
any major reforms to enhance efficiency and effectiveness. Many of the judicial decisions 
demonstrate independence and contract enforcement is effective. However, judicial 
processes are delayed, lengthy, and costly. 
 

B. Governance Issues 
 

3. Mahinda Chintana2, the government’s development policy framework, is  followed by 
the state institutions, resulting in a fairly coordinated approach and a longer term outlook. 
The consolidation of power by the President and the ruling party gives sufficient influence for 
the government to push through its reforms and development agenda, though sometimes at 
the cost of wider consultation of all stakeholders. Because of the development imperatives in 
the immediate aftermath of the 30-year conflict, the government has increasingly taken 
decisions, bypassing the otherwise cumbersome bureaucratic procedures, and creating new 
institutions and structures that are capable of responding quickly to developmental needs. 
As the existing systems have not been reviewed, this can affect the integrity of the 
bureaucratic decision making and accountability to some degree.  
 

4. Fiscal decentralization is not at an optimum level. In most provinces, the legal and 
institutional framework is not strong or sophisticated enough to benefit fully from the taxes 
and other revenue sources devolved to the provinces. The central government continues to 
fund and execute major development projects. Where infrastructure such as roads are 
                                                 
1 The summary is based on ADB. 2011. Governance and Public Sector Management in Sri Lanka (Available on 
request).Sector governance assessments have been undertaken for roads, energy, education, urban and water 
supply (Avaiable on request).  
2 Department of National Planning, Ministry of Finance and Planning. 2010. Sri Lanka, The Emerging Wonder of 
Asia: Mahinda Chintana- Vision for the Future. Colombo. 
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handed over to provincial and local authorities, they lack sufficient funding and institutional 
capacity for maintenance.  
  

5. The Open Budget Index3 for Sri Lanka rose from 47 in 2006 to 67 in 2010, indicating 
that the government provides the public with information on the central government’s budget 
and financial activities during the budget year. However, more inclusive budget preparation 
is needed, linking both central and provincial levels. Public spending is in accordance with 
the compendium of financial regulations issued by the Ministry of Finance, which provide 
comprehensively for management of public finance, but needs updating to keep up with the 
changes that the country will face in the middle-income category. Final accountability for 
PFM is to the Parliament, which has two standing oversight committees: the Committee on 
Public Accounts and the Committee on Public Enterprises. These committees consider the 
annual report of the auditor general, who has constitutionally guaranteed independent 
powers to audit all public spending on an ongoing basis. Audits comprise the evaluation of 
both financial and performance elements.  
 

6. Public procurement is in accordance with the government’s guidelines issued under 
the authority of the Cabinet of ministers and handled by individual procurement entities. 
Sri Lanka does not have a procurement law passed by Parliament. Therefore, the final 
arbiter on any procurement related issue is the Cabinet of ministers, which has the power to 
override the provisions of the guidelines and sanction procurements, provided they are of 
strategic and national importance. As a policy, the government adopts the procurement 
guidelines of the funder, for externally-funded project-related procurements. ADB has been 
enhancing the procurement capacity of government officials and project executing agencies 
by holding seminars and workshops. Eighteen such seminars have been conducted, 
especially in the former conflict areas. ADB is also conducting a Country Procurement 
Review jointly with the World Bank. 
 

7. The Permanent Commission to Investigate Allegations of Bribery and Corruption has been 
reappointed. The commission is faced with a large backlog of pending investigations. The 
commission is understaffed and lacks the capacity to deal with the backlog on an urgent 
basis while conducting real-time investigations. Although the commission’s intervention is ex 
post, it is seen as a strong deterrent for corruption. The existing laws relating to regular asset 
declaration by public officials needs more strengthening and proper enforcement. Sri Lanka 
is ranked 91 in the 2010 Corruption Perception Index of Transparency International, 
improving from 97 in2009. 
 

8. Accelerated development initiatives targeting war-affected communities in Eastern 
Province have brought stability to the region. Northern Province is still under the last phase 
of emergency relief; and further rapid and substantial interventions, particularly at grassroots 
levels, are needed to stabilize the province and prevent the recurrence of conflict dynamics. 
    

9. The following risks and management strategies are identified for ADB operations in 
Sri Lanka.  
    

Major Risks Risk Management Strategies 
Public Financial Management 
Insufficient stakeholder input and 
consultation in policy preparation, 
especially at provincial and local 
levels 

Formal, timely, and comprehensive stakeholder consultation during project/program 
preparation, design, and execution  
Ongoing disclosure of sufficient, timely, and relevant information in an accessible 
manner 

Inadequate audit resulting from 
lack of resources and 
competencies with the Auditor-
General’s Department  

Regular consultations with the auditor general in respect of ADB-funded projects, 
emphasizing both finance and performance audit aspects 
Periodic consultation and capacity development initiatives between project, executing 
agency, implementing agency, and the auditor general’s staff on auditing and 
accountability 

                                                 
3  The International Budget Partnership. Open Budget Survey 2010.Open Budgets. Transform Lives, Washington 
D.C. 
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Major Risks Risk Management Strategies 
Coordinating with the World Bank on its ongoing project to strengthen the Auditor-
General’s Department. 
Providing resources for project specific auditing 
Establishing project-specific clear financial reporting procedures over and above in-
country regulations  

Complex fiscal devolution affecting 
resource allocation between 
center and provinces; mismatch 
between budgeted and allocated 
amounts; vague accountability, 
especially in projects implemented 
through provincial/local authorities 

Understanding the complex operating environment and developing explanatory 
knowledge products for use by ADB project processing staff 
Establishing clear lines of reporting, budgeting, and disbursements lines and 
including them in the project documentation for formal concurrence of the 
government, executing agencies, and implementing agencies 

Insufficient counterparty funding 
for projects involving devolved 
subjects and being implemented 
through provincial and local 
implementing agencies 

Obtaining agreement, as a financing condition, to allocate funds prior to committing to 
the project, especially to ensure that the funds needed by the provincial authorities 
are received through the fiscal devolution channels 

Insufficient capacity, especially in 
provincial and local authorities, in 
financial management of large-
scale infrastructure projects 

Conducting capacity audits as part of project preparation and providing project-
specific capacity development support to strengthen institutions 
Providing consultancy support with an inbuilt strong knowledge transfer element 
Partnering with in-country institutions that offer opportunities for capacity 
enhancement, especially in project management  

Suboptimal accountability  Ensuring sufficient publicity of project objectives, implementation strategies and 
schedules, expected outputs and outcomes; and establishing clear information 
dissemination channels accessible to the public and other stakeholders 
Developing knowledge projects for ADB staff to understand multilevel financial 
accountability to ensure that project documentation  incorporates  precise and formal 
accountability structure    

Public Procurement  
Lack of capacity Capacity building in public procurement through knowledge products, workshops, 

and consultancy support 
Absence of an independent 
procurement regulator 

Engaging with the Public Procurement Department of the Ministry of Finance 
Providing resources for the enhancement of the regulatory role of the Public 
Procurement Department 
Enhancing the capacity of others who can provide regulatory oversight, e.g., judiciary 
Stronger and more real-time direct oversight of projects by ADB 

Nonavailability of a Parliament-
sanctioned procurement law 

Specifically providing in the financing agreement for the use of identified procurement 
guidelines (e.g., ADB guidelines) retaining the right not to concur with any 
procurement decision made contrary to such guidelines 
Public availability of the relevant guidelines 

Anticorruption 
Backlog and delay caused by not 
constituting the CIABAC until the 
end of Q1 2011 and suboptimal 
capacity in dealing with corruption 
issues in large-scale projects 

Shifting emphasis to preventive action in the form of better disclosure and 
encouraging rigid adherence to agreed procurement procedures and other project 
implementation processes, instead of depending solely on deterrence  
Capacity building of commission staff, as may be appropriate, on project 
administration and related integrity systems 

General reluctance to lodge formal 
complaints of corruption 

Raising awareness of ADB’s stance on corruption and on procedures to adopt and 
safeguards available to whistleblowers 
Sensitizing prevention steps that can be taken by direct stakeholders to ensure the 
integrity of procurement and project administration is maintained 
Enhancing awareness of ADB’s oversight role in procurement and project 
implementation to encourage more information flow on trends in corruption 

Suboptimal capacity of project 
implementation staff of borrower 
on designing and implementing 
project-wise integrity systems   

Including training in anticorruption and integrity measures in the general capacity 
building initiatives 
Establishing a formal and a logical link between anticorruption, procurement, and 
project administration in designing project implementation methodologies. 

ADB = Asian Development Bank, CIABAC = Commission to Investigate Allegations of Bribery and Corruption, 
Q = quarter. 
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