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RISK ASSESSMENT AND RISK MANAGEMENT PLAN 
 

Risk Description Rating Mitigation Measures Responsibility 

Governance    

Project management and 
implementation. Project executing 
agencies lack sufficient capacity to 
perform multidisciplinary tasks. 
Consequently, ADB’s project portfolio 
performance in general will be under 
further pressure. They should 
coordinate better with other agencies to 
fulfil statutory requirements and cope 
with external risks. They need to 
improve governance in terms of 
compliance with, and enforcement in 
ADB project’s legal and operational 
requirements. 
 

M This risk will be mitigated by (i) 
sizing projects to align with the 
capacity of the agencies; (ii) 
mainstreaming capacity 
development in project design, 
management, and 
implementation; (iii) forging long-
term partnerships by seeking 
clear, up-front commitments for 
strong leadership and retention 
of key staff; and (iv) providing 
systematic support for on-the-job 
training with oversight of results. 

ADB, MOF 

Public Financial management. 
Bhutan’s overall risk in public financial 
management is moderate. Key 
weaknesses are identified in the areas 
of accounting and reporting, 
government transparency, and budget 
reliability. The government is 
implementing a public finance 
management reform action plan to 
address these weaknesses, but the 
plan is only partially complete. Key 
measures that are still being 
implemented are as follows: (i) a core 
team of professionals is integrating the 
Civil Service Information System and 
the payroll system, which will be 
completed by the end FY2020; and (ii) 
the budget planning and monitoring 
system will be integrated with the 
multiyear rolling budget system and the 
public expenditure management 
system. In completing these public 
finance reforms, the government will 
significantly improve how it manages 
and delivers public services. 
 

M ADB-assisted projects will 
continue to use the country 
systems for public financial 
management whenever these 
meet ADB requirements. In this 
regard, ADB will prepare project 
financial statements in 
accordance with the 
government's accounting laws 
and regulations, to be audited by 
the RAA in accordance with the 
International Standards of 
Supreme Audit Institutions. 
Opportunities for ADB to add 
value to and further improve 
public finance management 
systems and practices may 
include (i) building capacity of 
selected government employees, 
especially at the local level, in 
project financial management 
and ADB procedures; (ii) building 
capacity of the RAA to further 
improve the timeliness and 
quality of project audit reports; 
and (iii) strengthening the 
effectiveness of internal audits. 
 

ADB, MOF 

Institutional Financial Management. 
BDB’s financial management practices 
are inadequate in the absence of an 
accounting policy or manual or 
guidelines on financial management 
practices. This may contribute to BDB’s 
poor financial operations. 
 

H Financial due diligence and 
financial management 
assessment of BDB have been 
completed.  
 
Accounting manuals in 
compliance with BAS, BFRS, 
and IFRS, and financial 

ADB, BDB 

http://www.adb.org/Documents/RRPs/?id=53307-001-3
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 management policy and manual 
in compliance with relevant 
institutional by-laws and 
regulations will be prepared by 
ADB under the attached TA 
support. ADB will regularly obtain 
fund utilization statements from 
BDB. 
 
Under the attached TA, capacity 
development will be conducted 
for BDB staff on financial 
management, including ADB’s 
financial management 
requirements and procedures.  
 

BDB has limited institutional expertise 
to undertake rural CSI financing, 
including: 

(i) poor credit appraisal processes, 
and 

(ii) limited skills of credit staff to 
undertake credit appraisal and risk 
management of rural projects or 
enterprise financing. 

 
Limited expertise in this field may result 
in limited outreach.  

H BDB will revise its credit and 
group-loan manuals and develop 
a business plan and group-loan 
operational plan with operational 
and financial targets. 
 
Training on agriculture and 
livestock finance and on the 
group-loan manual and 
operational plan will be provided 
to BDB credit officers under the 
attached TA. BDB will introduce 
comprehensive mandatory 
training for new staff and credit 
officers. Training for higher 
management, including 
executive board members, will 
be provided under the attached 
TA. New credit manuals that 
incorporate the improved credit 
underwriting process will be 
developed under the attached 
TA. 
 
BDB evaluates annually, by the 
end of each year, the 
implementation of the BDB 
business plan with analysis of 
achievements, unmet targets, 
and ensures to implement 
corrective measures. 
 

ADB, BDB 

BDB's internal financial and operational 
control is weak.   External auditor has 
consistently raised issues related 
internal control in BDB’s annual report. 
This may lead to poor sustainability. 

H BDB will place a compliance 
focal for internal control rules and 
procedures at all branches. 
Comprehensive internal control 
and compliance framework will 
be developed and implemented 
under the attached TA. 

ADB, BDB 
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BDB has one compliance focal 
who is primarily responsible for 
reporting to the RMA. BDB’s 
compliance unit will be 
strengthened, and the 
compliance focal will be actively 
engaged in implementing internal 
controls and the compliance 
framework. 
 
At the branch level, a designated 
compliance focal will check 
transactions every day at close-
of-business as per the internal 
control and compliance 
framework. 
 
A new field banking modality will 
be developed by BDB with “tablet 
banking or POS banking with 
digital receipts” to eliminate 
misappropriations, overwriting of 
field receipts, backdating errors 
in field receipts, and failure of 
updating account records of fund 
collected by field officers in 
various branches. 
 
Risk-based audit approach will 
be implemented and information 
system audit will be conducted by 
BDB at a regular interval. 
 

Poor portfolio management resulting in 
high NPL ratio may weaken BDB’s 
financial sustainability. 

H Under the BDB institutional 
strengthening plan, measures 
will be taken to better manage 
portfolio and reduce NPLs, 
including revising the credit 
manual, initiating a risk-based 
scoring system, and initiating 
interest-rate-setting 
methodologies for different loan 
products; reducing the number of 
loans per credit officer; and 
introducing mandatory credit 
training programs for junior and 
senior officers. 
 

ADB, BDB 

BDB’s AML policy was approved in 
October 2019. However, BDB has yet 
to submit suspicious transaction 
reporting. RMA inspection found 
weaknesses in BDB’s AML/CFT policy 
and its implementation, especially 

H Throughout the project 
implementation period, BDB’s 
implementation of AML policy will 
be monitored, especially to 
ensure conducting of risk-based 
customer due diligence, proper 

ADB, BDB 
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inadequate risk assessment conducted 
on their customers due to lack of (i) risk-
based customer due diligence;  (ii) 
information on politically exposed 
persons; (iii) management information 
system, which would enable BDB to 
detect irregularities or any suspicious 
activity in a timely manner; and (iv) 
transaction reporting mechanism, 
including suspicious transaction 
reporting, and insufficient awareness, 
training, and record keeping.  ADB’s 
financial and integrity due diligence on 
BDB identified cases of 
misappropriation, fraud, 
embezzlement, unauthorized sanctions 
and disbursements, overwriting of field 
receipts, backdating errors in field 
receipts, failure of updating account 
records of funds collected by branches. 
These may eventually undermine 
BDB’s operations and weaken BDB’s 
financial and operational sustainability.  
 

application of core banking 
systems for risk assessment, and 
proper risk reporting including 
suspicious transaction reporting. 
The attached TA will support 
BDB staff capacity development 
and provide training on 
AML/CFT. ADB supported the 
development and launch of 
BFIAS, which is an AML 
reporting system that allows 
covered institutions to analyze 
and submit online cash and 
suspicious-transaction reports to 
the RMA’s Financial Intelligence 
Department.  
 

Although BDB’s external audit practices 
are adequate, the independent external 
auditor appointed by the RAA may lack 
experience with ADB’s guidelines and 
procedures. 
 

M BDB will ensure that the external 
auditor adheres to ADB’s 
guidelines and procedures. The 
attached TA will assist BDB and 
the external auditor to comply 
with ADB’s audit and financial 
reporting requirements. 
 

ADB, BDB 

Prolonged effects of the pandemic may 
slowdown uptake of CSI loans. RMA’s 
pandemic response measures, which 
relaxed some of the borrower 
obligations may negatively affect BDB’s 
financial sustainability. 

M BDB will continue to monitor the 
situation and adjust its business 
plan flexibly. BDB will continue its 
operations for less affected 
sectors. BDB will continue 
intensifying portfolio monitoring 
to ensure borrowers will fulfil their 
repayment obligations once the 
RMA’s pandemic related 
relaxations are lifted. 
 

ADB, BDB 

Overall risk High   
ADB = Asian Development Bank, AML/CFT = anti-money laundering/combatting the financing of terrorism, BAS = Bhutan 
Accounting Standards, BDB = Bhutan Development Bank, BFIAS = Bhutan Financial Analysis Intelligence System, BFRS 
= Bhutan Financial Reporting Standards, CSI = cottage and small industry, FY = fiscal year, H = high, IFRS = International 
Financial Reporting Standards, M = moderate, MOF = Ministry of Finance, NPL = nonperforming loans, POS = point-of-
sale, RAA = Royal Audit Authority, RMA = Royal Monetary Authority, TA = technical assistance. 
Source: ADB. 

 


