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GOVERNANCE RISK ASSESSMENT AND MANAGEMENT PLAN  

A. Introduction 
 

1. Integrating governance risk assessments more systematically into the Asian 
Development Bank’s (ADB) operational work is important to address identified risks and to 
enhance development effectiveness. The second Governance and Anticorruption Action Plan 
(GACAP II) aims to improve ADB’s performance in implementing governance and anticorruption 
policies in sectors where ADB is active. GACAP requires the preparation of governance risk 
assessment and management plans (GRAMPs) as an integral part of country partnership 

strategies, programs and projects. GRAMPs focus on specific thematic issues — public financial 

management (PFM), procurement and anti-corruption — at the country level, in priority sectors 
where ADB is active, and for programs and projects. 
 
2. This document identifies the main governance-related risks in accordance with GACAP 
II for the Integrated Urban Development Project (the project) in Nepal. It includes a summary 
risk matrix (Section E) and risk management plan (Section F).  
 
B. Context  

 
3. Nepal is one of the world’s least urbanized countries, but its rate of urbanization is 
increasing. The pace of urbanization in Nepal has increased markedly during 2001–2011 with 
an urban population growth rate of 3.4% per annum, compared with national population growth 
of 1.4% per annum. In 2011, 17% of the population was estimated to live in urban areas, up 
from 9.2% in 1991 and 13.9% in 2001. The expansion of Nepal’s urban sector which has 
become the country’s engine of growth is also evident in the increased urbanization of 
secondary and small towns outside Kathmandu Valley. The four selected municipalities under 
the project, which are experiencing increased urbanization, have a key role to play in Nepal’s 
sustained economic growth and transformation. The National Urban Policy (NUP), 20071 and 

the Three-Year Plan Approach Paper (FY2011—FY2013) of the Government of Nepal (the 
government) recognize that investments in the urban sector have not kept pace with the growth 
of the urban population. Without access to reliable, affordable and effective municipal urban 
infrastructure and services, the economic growth of urban centers will not be realized. 
 
4. The project will improve the urban environment in the project municipalities of Dharan, 
Janakpur, Nepalgunj, and Siddharthanagar. The project is estimated to cost $83.9 million. Major 
project outputs will include (i) reliable municipal infrastructure developed, (ii) community 
development programs undertaken and gender equality and social inclusion capacity 
strengthened, and (iii) project management and administration supported. 
    
C. Incorporating Governance Risks in Project Design 
 
5. From a governance perspective, project structures have been designed to enhance 
accountability of local bodies (municipalities) and minimize risks of corruption. The project 
design includes a variety of mechanisms for monitoring project implementation performance. 
The Project Coordination Office (PCO) will monitor overall implementation progress and will 

                                                
1
 Priorities set by National Urban Policy (NUP) 2007 are: (i) achieving a balanced national urban structure by directing 

infrastructure development and investment; (ii) improving the quality of urban life by building a clean, safe, and 
well-developed urban environment; and (iii) setting up effective urban management by empowering capable local 
institutions.   
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submit regular reports to ADB. Each implementing agency (municipality) submits reports to the 
PCO so that the PCO can prepare quarterly progress reports. The project performance 
management system will be established with baseline indicators and targets. Governance risks 
in relation to PFM are being minimized primarily by selecting an executing agency (MPPW) with 
over 20 years of experience in implementing ADB projects and currently implementing around 
10 projects. The project also includes a financial management specialist/consultant at PCO and 
a procurement specialist/consultant in the Project Implementation Unit (PIUs).  Further, the PCO 
and PIUs will maintain separate records and accounts adequate to identify the works, goods 
and services financed by the project.  Consolidated project accounts and related financial 
statements are to be audited annually by the Auditor General. The annual audit report will 
include a separate audit opinion on the use of the imprest accounts, the SOE procedures, and 
financial covenants.  
 
6. Governance risk in relation to procurement is minimized by following ADB’s procurement 
guidelines for civil works and consulting services. Under the project, procurement of civil works 
contracts with estimated values greater than $1 million will be carried out in accordance with 
international competitive bidding procedures, and contracts with estimated values of $1 million 
or less will be procured in accordance with national competitive bidding procedures and be in 
accordance with the Government’s Public Procurement Act and Regulations of 2007 as long as 
they are in line with the ADB’s Procurement Guidelines.  
 
7. The project incorporates several specific anticorruption measures, including (i) strict 
financial management with full adherence to monitoring and reporting systems; (ii) strict 
compliance with Public Procurement Act and Regulations, and Local Body Finance 
Administration Regulations of 2007; (iii) full disclosure of project-related information on project’s 
website; and (iv) random check of Statement of Expenditure by ADB. ADB’s Anticorruption 
Policy was explained to and discussed with the Government and municipalities. To support 
these efforts, relevant provisions will be included in the financing agreement, project agreement 
and the bidding documents for the project. In particular, all contracts financed by ADB in 
connection with the project will include provisions specifying the right of ADB to audit and 
examine the records and accounts of the PCO, PIUs and all contractors, suppliers, consultants, 
and other service providers as they relate to the project. 

 
D. Risk Assessment at the Country Level 
 

1. Introduction  
 

8. ADB has carried out a governance risk assessment at the country level and at the sector 
levels for urban development and rural infrastructure, in line with the requirements of ADB's 
GACAP II. Risks were identified with regard to PFM, public procurement, and corruption. 
Nepal’s performance in PFM suggests a system that is generally well designed but unevenly 
implemented. The budget is viewed as a credible policy tool with clear links to policies in priority 
sectors. The government has control over allocations at the aggregate level and has a 
reasonable control framework at the transaction level. However, there are gaps in the control 
framework, constraints on implementation, and large fiscal activities outside the scope of the 
central government budget. Nepal has witnessed significant improvements in its public 
procurement system in the last few years. The enactment of the Public Procurement Act (2007) 
is bringing significant institutional and regulatory improvements in each of the main areas of the 
baseline indicators. However, the procurement system is in transition and further reform efforts 
are needed to achieve a better standard in public procurement. Successive governments in 
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recent years have taken a number of steps to combat corruption and improve governance in the 
public sector.  

 
2. Public Financial Management 
 

9. On PFM, ADB's assessment and other studies by development partners show that at the 
country level: (i) the overall risk related to public expenditure management in Nepal is high; (ii) 
the overall risk of corruption affecting PFM systems is high; and (iii) the overall fiduciary risk is, 
therefore, also high. Some broad mitigation measures that will need to be in place include: (i) 
engaging the political leadership to recommit to the Medium-Term Expenditure Framework 
(MTEF) at central and sub-national levels; (ii) incentivizing and strengthening the capability of 
government departments to adhere to PFM standards, including strengthening treasury systems 
at central and sub-national and district levels; (iii) reconfiguring (taking into account the new 
federal structure) minimum conditions and performance measures to reward the generation of 
own-source revenues in local bodies and to delegate greater responsibility for the accountability 
of funds; (iv) enhancing the transparency of the budget and of expenditures; and (v) establishing 
stringent and agreed-upon fiduciary provisions.  
 

3. Public Procurement  
 
10. Although improvements have been made to the public procurement system in the last 
few years, procurement is widely considered to be vulnerable to fraud and corruption. Three 
noteworthy risks have been identified at the country level: (i) increasing instances of collusion, 
forming of cartels, and intimidation; (ii) the low capacity of government agencies, in particular at 
the local level; and (iii) the misuse of specific provisions in the Public Procurement Act (2007), 
particularly those related to reliance on user groups for procurement. Assessments by 
development partners have shown that the following mitigating measures may be effective in 
addressing the risks: (i) preventing interference of submissions by establishing e-procurement 
system; (ii) analyzing the regulatory, institutional, and technical capacity to develop and 
implement e-tendering; (iii) developing, and fully supporting, a comprehensive capacity building 
plan for the Public Procurement Monitoring Office and other agencies, including at the district 
level; (iv) engaging stakeholders such as the domestic construction industry more aggressively; 
and (v) strengthening the capacity of local bodies to engage with and monitor the work of 
community user groups, since they are often relied upon to undertake procurement. 
  

4. Corruption 
 
11. Risks and vulnerabilities with regard to corruption at the country level include: (i) lack of 
opportunities for citizen participation, including weak whistle-blowing provisions; (ii) low capacity 
and a heavy workload at anticorruption institutions; (iii) inadequate institutional provisioning at 
the local level to combat corruption; and (iv) unclear and overlapping institutional mandates at 
the central level. The following mitigating measures are recommended: (i) developing, and fully 
supporting, a comprehensive capacity building plan for all anticorruption agencies, including at 
district level; (ii) providing greater opportunities for citizen participation, including through greater 
transparency in the budgetary process; (iii) emphasizing an anticorruption policy that focuses as 
much on preventive as punitive measures; (iv) developing a national integrity strategy that 
introduces anticorruption measures, including a code of ethics in government, and greater 
partnership with civil society and the media; (v) strengthening the judicial system and its 
independence; (vi) supporting administrative and civil service reforms for greater transparency 
and accountability; and (vii) providing adequate resources across ADB-financed activities to 
ensure that PFM, procurement, and anticorruption issues are properly addressed. The 
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Government has acknowledged existing risks and vulnerabilities and has taken several 
important steps to address them, with support from its main development partners. 
 
E. Summary Risk Matrix for the Project     

 
12. The assessment has been carried out to assess critical and important risks and identify 
the appropriate mitigating measures.  
 

 
Risks Identified Likely 

Relatively 
Serious 

Mitigating 
actions 

being taken 

a) Public Financial Management    

 1. Weak institutional capacity of municipalities to 
manage their finance, including accounting and 
audits, and to increase internal revenue. 

   

 2. Insufficient municipal counterpart funding for the 
project in the annual budget. 

 -  

 3. Municipalities may default on subloans from TDF    

 4.  Water tariff and other charges are not set at the 
required levels due to beneficiaries’ resistance. 

   

 5. Risk of cost and time overruns owing to 
disbursement and program approval delays 

 -  

 6.   Delayed payment to contractors    

 7. Tax rates, water tariffs, and other charges are not set 
at the level needed to sustain operation. 

   

b) Procurement    

 1.  Municipal officials have little knowledge of and 
experience in public procurement under ADB-
financed projects, which may cause delayed and 
improper procurement. 

   

 2.  Lack of contractor performance oversight, monitoring 
and evaluation by Municipalities  

   

 3.  Intimidation, collusion and extortions in procurement 
are reportedly widespread in particular in the Terai.  

   

c) Corruption    

 1.  Misuse of project funds  -  
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Risks Identified Likely 

Relatively 
Serious 

Mitigating 
actions 

being taken 

 2.  Outside interference in project implementation    

 3.  Vulnerabilities in construction and operations such as 
theft of materials/equipment use of equipment for 
private purposes, and complicated processing of 
claims/payments. 

   

 4.  Malfeasance in bidding and awarding of contracts. 
Potential risks include imposition of informal 
conditions, kickbacks by officials, and bid 
rigging/collusion/fraud.  

   

d) Other Risks    

 1.  Low priority given by MPPW and municipalities to 
new concepts and systems to incorporate Gender 
Equality and Social Inclusion 

 -  

 2.  Change of government policy with regards to the 
establishment of water supply management board. 

 -  

 3.   Transition to a federal structure, the peace process, 
and political instability may cause frequent strikes, in 
particular in the Terai, and may delay 
decentralization and devolution. 

 -  

 4.  Absence of elected mayors and high turnover of 
executive officers deputed to municipalities from the 
Ministry of Local Development may undermine top 
level commitment and delay decision making 

 -  

 5.  Local communities oppose landfill construction.  -  

 6.  Municipalities do not have enough technical capacity 
to deliver the intended urban services. 

 -  

 7. Sanitation is not improved due to poor systems 
maintenance and septage management. 

 -  

 8. Urban poor cannot connect to the water supply 
system due to high connection fees resulting in lack 
of inclusiveness.  

 -  

 9. The level of non-revenue water in Dharan remains 
high even after the project. 

 -  

 

F.  Risk Management Plan for the Project 
 
13. The following risk management plan was developed during the project preparatory stage 
in response to the identified risks. The Risk Management Plan will be updated during 
implementation of the project on an annual basis.  
 

Major Risks Actions 

 Public Financial Management  
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Major Risks Actions 

1. Weak institutional capacity of 
municipalities to manage their 
finances, including accounting and 
audits, and to increase internal 
revenue. 

 

 Capacity Development Technical Assistance (CDTA) for 
Institutional Strengthening of Municipalities and the 
proposed CDTA will support project municipalities 
(Dharan, Janakpur, Nepalgunj, and Siddharthanagar) in 
strengthening institutional capacity and improving 
financial management systems.   

 Capacity building support including the introduction of an 
accrual accounting system is being provided by 
development partners through Local Governance and 
Capacity Development Program and other bilateral 
programs.  

  Financial Comptroller General Office (FCGO) will depute 
competent account officer to the project coordination 
office (PCO), throughout the project period. The account 
officer will guide the account section of the municipalities 
to keep separate records and accounts for the project 
expenditures. 

 PIUs will keep separate records and accounts for the 
project expenditures adequate to identify the goods and 
services financed by ADB, funds received, expenditures 
incurred, and use of local funds. PIUs will have such 
accounts and records audited by the Independent 
auditors licensed by the Institute of Chartered Accountant 
of Nepal (ICAN). 

2. Insufficient municipal counterpart 
funding for the project in the annual 
budget. 

 Municipalities are informed about the required municipal 
counterpart funds. 

 Municipalities are committed to endorsing and 
implementing the comprehensive financial management 
plan (CFMIP) which includes revenue enhancement. The 
implementation will be supported under CDTA.  

3. Municipalities may default on 
subloans from Town Development 
Fund (TDF). 

 The Government will bear the credit risk of the onlending 
by TDF to the municipalities.  

 Design and supervision consultant will support 
municipalities to prepare rational tariff and other rate 
(service fee) proposals.  

4. Tax rates, water tariff and other 
charges are not set at the level 
needed to sustain operation due to 
beneficiaries’ resistance. 

 Tax and tariff campaigns will be implemented by the 
municipalities to improve the understanding of 
beneficiaries. Tariff setting will be further assessed during 
detailed design and reviewed by TDF and PCO. The 
municipalities will covenant to collect tariffs or other 
charges adequate to cover the O&M cost. 
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Major Risks Actions 

5. Risk of cost and time overruns 
owing to disbursement and program 
approval delays. 

 Project Coordination Office (PCO) staff is well 
experienced and the new staff in Project Implementation 
Unit (PIU) will be trained on project management. 

 Procurement packages will be made sufficiently large to 
attract competent and qualified international contractors. 

 Adequate mechanisms will be established in PCO and 
PIU to ensure fair, objective and timely decisions related 
to contract administration. 

 Advance actions will be taken to ensure smooth project 
implementation; which will include retroactive financing 
and advance contracting.  

 The Financial Comptroller General’s Office (FCGO) is 
implementing various financial management reforms.  It 
is in the process of upgrading and computerizing its 
infrastructure nationwide and consolidating treasury 
operations into a single treasury account. 

6. Delayed payment to contractors.  DSC will support PIU in work planning, budgeting and 
certification.  

 ADB will monitor payments to the contractors and will 
facilitate direct payments, wherever required.  

 Adequate provisions will be included in bidding 
documents to ensure timely payments including 
specifying time period for payment and interest on 
delayed payments.  

 Regular disclosure meetings will be held with local area 
committees (tole committees). 

b) Procurement 
 

1. Municipal officials have little 
knowledge of and experience in 
public procurement under ADB-
financed projects, which may cause 
delayed and improper procurement. 

 The procurement specialist (consultant) will assist in the 
recruitment of design and supervision consultants and 
the NGO to be engaged under the project. The 
procurement specialist will assist the municipalities in 
procurement of equipment and civil works.  

 PCO will guide and supervise the municipalities to ensure 
procurement is in accordance with the requirements. 

 ADB will organize training programs on procurement for 
municipal officials.  

2. Lack of oversight and monitoring of 
performance of contractors and 
suppliers by PIUs. 

 Regular site inspections and review of quality and 
progress of works carried out by PCO. 

 PCO will maintain a database of contractors’ 
performance.  

 PCO will recommend poorly performing contractors and 
supplier to the government authorities for action as per 
the prevailing laws and regulations. 
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Major Risks Actions 

3. Intimidation, collusion and 
extortions in procurement are 
reportedly widespread particularly in 
the Terai. 

 PCO with support from procurement expert hired under 
the project will assess the risk before fixing the bid 
submission venue. If necessary, the venue may be 
changed to the district administration office to reduce 
risks. PCO and PIUs will ensure procurement-related 
information—such as invitations for bids and the basic 
details on the bidding procedures adopted— is disclosed. 
The PCO will create a project website.  

 Capacity building of the Public Procurement Monitoring 
Office is ongoing.  

c)  Corruption 

1. Misuse of project funds.  NGO will support PIU to conduct public awareness 
campaign about the project cost and scope. 

 Public notification of contracts awarded by the PIUs. 

 Citizen Charter will be displayed. 

 ADB will conduct random Statement of Expenditure 
Review. 

2. Outside interference in project 
implementation 

 Increased transparency and accountability due to 
presence of project steering committee; regular 
stakeholder consultations. 

3. Vulnerabilities in construction and 
operations such as theft of 
materials/equipment use of 
equipment for private purposes, and 
complicated processing of 
claims/payments. 

 Procurement procedures and financial management 
manual will provide clarity of rules and procedures. 

 

4. Malfeasance in bidding and 
awarding of contracts. Potential 
risks include imposition of informal 
conditions, kickbacks by officials, 
and bid rigging/collusion/fraud. 

 PCO and ADB will strongly monitor the entire 
procurement process including prior approval of bidding 
documents and bid evaluation reports. 

 Procurement packages will be made sufficiently large in 
size to attract competent and qualified international 
contractors.  

d) Others 

1. Low priority given by MPPW and 
municipalities to new concepts and 
systems to incorporate Gender 
Equality and Social Inclusion. 

 Capacity building and sensitization activities will be 
implemented under the project.  

 Commitment of the MPPW and project municipalities is 
reconfirmed.  

2. Transition to a federal structure, the 
peace process, and political 
instability may cause frequent 
strikes, in particular in the Terai, 
and may delay decentralization and 
devolution. 

 Development partners will maintain close dialogue with 
the government and all political parties to ensure that the 
development and reform process is not derailed and 
keeps its momentum beyond the political challenges. 
Direction of federalism being deliberated is in line with 
increased roles and functions of local governments. The 
project will involve all political parties at municipalities’ 
level to generate consensus for its successful 
implementation. 

 Close consultations to be held with all the key 
stakeholders including all major political parties at regular 
intervals.    
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Major Risks Actions 

3. Absence of elected mayors and 
high turnover of executive officers 
deputed to municipalities from the 
Ministry of Local Development may 
undermine top level commitment 
and delay decision making.   

 MLD will ensure continuity of executive officer and will 
minimize staff turnover. 

 Strong support of stakeholders, including local 
representatives of all major political parties, was 
confirmed during project preparation. ADB experience 
shows that active community participation in all major 
steps can ensure effective service delivery by insulating 
development work from the country’s wider challenges. 
Political parties are united for local development and 
committed to resolving constrains on project 
implementation.  

4. Change of government policy with 
regards to the establishment of 
water supply management board. 

 ADB will continue to dialogue with MPPW on this and 
monitor the Government’s actions. 

5. Local communities oppose landfill 
construction 

 Landfill sites are identified through advertisement and 
land owners are willing to sell the land. Public awareness 
campaign will be held by the municipalities with support 
of NGOs to gain people’s understanding about the 
project.   

6. Municipalities do not have enough 
technical capacity to deliver the 
intended urban services. 

 The technical design took into account the capacity of the 
municipalities. For effective and efficient operation, the 
possibility and appropriate modality of O&M of the solid 
waste management system will be assessed during 
detailed design. Initial O&M for 3-5 years will be 
incorporated into the civil works contract. 

7. Sanitation is not improved due to 
poor systems maintenance and 
septage management. 

 Information, education, and communication campaigns 
for health and hygiene education will be implemented by 
the municipalities with support from NGOs. Municipalities 
will develop and implement a sanitation action plan that 
includes septage management.  

8. Urban poor cannot connect to the 
water supply system due to high 
connection fees resulting in lack of 
inclusiveness. 

 To enhance access by the poor, provision will be made 
for payment of connection fees in installments; shared 
connections will also be available. There is a provision to 
consider performance-based grants, such as output-
based aid.  

9. The level of non revenue water in 
Dharan remains high even after the 
project.  

 Replacement of old pipes is included in the cost. A non-
revenue water reduction program will be prepared and 
implemented. 

ADB = Asian Development Bank, CDTA = capacity development technical assistance, DSC = design and supervision 
consultant, FCGO = Financial Comptroller General’s Office, O&M = operation and maintenance, MLD = Ministry of Local 
Development, MPPW = Ministry of Physical Planning and Works, PCO = project coordination unit, PIU = project 
implementation unit.  
Source: Asian Development Bank.  
 


