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RISK ASSESSMENT AND RISK MANAGEMENT PLAN (SUMMARY)1 
 

1. This plan provides a summary assessment of governance issues in Timor-Leste and 
identifies the main governance-related risks, with emphasis on the Asian Development Bank’s 
(ADB) second Governance and Anticorruption Action Plan themes of public financial 
management, procurement, and anticorruption.2 It includes a summary risk management plan. 
 
A. Governance 

2. Timor-Leste recorded improvements between 2005 and 2009 (the latest available data) 
on the voice and accountability and the political stability governance indicators prepared by the 
World Bank. For these indicators, Timor-Leste’s score is now above the average for developing 
Asia. Declines were, however, recorded in the remaining four indicators, and Timor-Leste’s 
governance performance is below the average for Asia for these four indicators. Timor-Leste’s 
score is below the average for the Pacific against all six indicators (Table 1). 
 

Table 1: Governance Indicators, 2009a 

Country or 
region 

Voice and 
accountability 

Political 
stability 

Government 
effectiveness 

Regulatory 
quality 

Rule of 
law 

Control of 
corruption 

Timor-Leste +0.09 –0.48 –1.13 –1.16 –1.25 –0.99 
Average for developing member countries     
  Pacific

b
 +0.46 +0.82 –0.69 –0.89 –0.10 –0.42 

  Developing Asia –0.70 –0.54 –0.23 –0.31 –0.40 –0.50 
a
 The indicators are measured in the range of –2.5 to +2.5, with a higher score indicating better governance. 

b
 The Pacific comprises the Cook Islands, Fiji, Kiribati, the Marshall Islands, the Federated States of Micronesia, 
Nauru, Palau, Papua New Guinea, Samoa, Solomon Islands, Timor-Leste, Tonga, Tuvalu, and Vanuatu.  

Source: World Bank. Governance Research Indicators Dataset. http://info.worldbank.org/governance/wgi/index.asp 

 
B. Public Financial Management 

3. Timor-Leste’s public financial management performance was assessed in June 2010 
using the Public Expenditure and Financial Accountability (PEFA) framework.3 That analysis 
found that, overall, Timor-Leste has made solid progress in strengthening public financial 
management systems—recent improvements were measured in 12 of the 29 applicable 
indicators. While the improvements were often modest, they were underpinned by substantive 
changes in work practices, legislation, and information technology systems. Most notable were 
the gains made in the comprehensiveness of fiscal information, fiscal transparency, funding 
predictability, and timeliness and quality of bank reconciliations and financial statements. 
Legislative scrutiny and the external audit process also improved somewhat.  
 
4. The 2010 Report on the Observance of Standards and Codes Assessment recognized 
the Petroleum Fund as the cornerstone of a transparent and state-of-the-art framework for the 
management of resource revenues.4 In 2010, Timor-Leste became the third country to comply 
with the Extractive Industries Transparency Initiative. With a score of 70.5/100, Timor-Leste 
ranks particularly high on the 2010 revenue watch index, which measures government 
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disclosure practices in the extractive sector. Timor-Leste was assessed as one of the top three 
countries in Asia against the index, and as having comprehensive revenue transparency.5 
 
5. Nonetheless, substantial weaknesses remain in the public financial management 
system.  The PEFA assessment reported that the relative strengths of the Ministry of Finance 
are diminished by gaps in the public financial management system elsewhere. An independent, 
supreme audit institution has not been established, internal audit is almost non-existent, the 
budget coverage is incomplete, and budget planning and implementation capacity in line 
ministries is still weak.6 The PEFA assessment also showed some slippage in performance, for 
example, on orderliness of the budget process, development of sector investment strategies, 
multi-year budgeting, and procurement. The dependence of the public financial management 
system on foreign international experts is still large, and issues of integrity in procurement and 
tax remain a concern with regard to the overall effectiveness of the public administration. 
 
C. Procurement 

6. Procurement practices were also reviewed by the PEFA assessment and a separate 
study of the decentralization of procurement services.7 Considerable procurement capacity has 
been built both in the Ministry of Finance and in line ministries. The PEFA assessment noted, 
however, that procurement has been in a state of flux for many years. The latest major initiative 
is the establishment of a procurement commission to replace the procurement unit in the vice 
prime minister’s office that disbanded in 2010. This initiative brings with it new challenges for 
coordination, supervision, and implementation. The PEFA assessment found that the extent of 
the use of competitive bidding as standard procurement instrument is not measured, and that 
less competitive instruments (such as single sourcing and use of quotations) have become 
more prevalent and in some cases are legitimized by decree legislation. Moreover, the use of 
exceptions to the legal regime is, reportedly, not always well argued. The appeals regime 
misses an independent arbiter. The assessment concluded that there is considerable potential 
to strengthen procurement practices so as to ensure transparency and efficiency and, 
importantly, to achieve balance between risk and accountability. 
 
D. Anticorruption 

7. Since independence, the government has taken efforts to put in place institutions that 
will prevent corruption from taking hold. The Office of the Inspector General was established in 
2000 to oversee the correct use of government resources. In addition, Timor-Leste’s 
Constitution provides for the Office of the Provedor for Human Rights and Justice, which, while 
previously responsible for a broad range of corruption activities, is now primarily focused on 
human rights. Further, civil service legislation provides standards, principles, definitions and 
guidelines for civil service administration, a code of ethics for civil servants, and an 
administrative disciplinary mechanism. Finally, the law creating the new Anti-Corruption 
Commission became effective in 2009, and the commission became effective in 2010. While 
many of the key institutions are now in place, their independence needs to be assured, they 
need to be resourced effectively, and their roles need to be consolidated.8  
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8. Transparency International ranked Timor-Leste as 127 out of 178 in 2010, an 
improvement on the rank of 145 in 2009. The corruption perception index is at 2.5 (index of 0–
10 with 0 as highly corrupt).9 
 
E. Risk Management Plan 

9. The following risk management plan highlights the risks that are considered most critical 
to ADB operations in Timor-Leste.  
 
Major Risks ADB Actions Indicators 

The high degree of centralization in the 
Ministry of Finance, combined with 
weak technical and administrative 
capacity across the public 
administration, compromises the 
achievement of national development 
priorities. 

Continued policy dialogue with the 
government, guided by progress made in 
the implementation of the PFMCBP 

Coordination with development partners 
to ensure coherent support to planning 
and financial management reforms 

Periodic conduct of general procurement 
assessments and support for corrective 
actions 

Regular consultations with the 
Ministry of Finance on the 
implementation of the PFMCBP 

Gradual achievement of the 
objectives agreed under the 
PFMCBP 

Active participation in 
consultative meetings between 
the government and 
development partners 

Cash releases to service delivery units 
do not meet budget allocations, which 
mean that service delivery is 
hampered, including at the sub-national 
level and in ADB-supported projects. 

Continued policy dialogue with the 
government, guided by progress made in 
the implementation of the PFMCBP 

Targeted capacity development support 
for improvements in financial 
management in implementing agencies 

Agreed assurances with the government 
regarding counterpart contributions and 
cofinancing responsibilities 

Regular consultations with the 
Ministry of Finance on the 
implementation of the PFMCBP 

Gradual achievement of the 
objectives agreed under the 
PFMCBP 

Timely disbursement and 
implementation of ADB-
supported activities 

The quality of accounting and reporting 
is generally compromised by the use of 
different and disconnected reporting 
systems, which compromise the 
tracking of development funds, 
including in ADB-supported activities. 

Continued policy dialogue with the 
government, guided by progress made in 
the implementation of the PFMCBP 

Agreement between ADB and the 
government on accounting and reporting 
arrangements under ADB-supported 
activities 

Regular consultations with the 
Ministry of Finance on the 
implementation of the PFMCBP 

Gradual achievement of the 
objectives agreed under the 
PFMCBP 

The limited functionality of the 
procurement system and process 
undermines effectiveness and 
efficiency and contributes to substantial 
delays in budget execution. This adds 
to potential delays in the delivery of 
goods and services, including in ADB-
supported activities. 

Any procurement will conform to ADB's 
Procurement Guidelines (2010, as 
amended from time to time) 

Timely procurement of goods 
and services under ADB-
supported activities 

ADB = Asian Development Bank, PFMCBP = Planning and Financial Management Capacity Building Program. 
Note: The World Bank administered Planning and Financial Management Capacity Building Program is a 5-year 
technical assistance program supported by a grant from the International Development Association and a cofinanced 
multi-donor trust fund. The program started in late 2006 and provides technical assistance to sustainably strengthen 
planning, budgeting, public expenditure management and revenue administration for growth and poverty reduction, 
with an emphasis on efficiency, effectiveness, accountability, integrity, service culture, and transparency. 
Source: ADB. 
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