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RISK ASSESSMENT AND RISK MANAGEMENT PLAN (SUMMARY) 
 

1. This summary provides a brief assessment of governance-related risks to the operations 
of the Asian Development Bank (ADB) in Armenia, and sets out the measures that ADB will take 
to mitigate these risks.1  
 
2. Public financial management. Armenia continues to implement program budgeting 
reforms. It has recently developed a new coding system for program-based budget classifications 
and budget program passports. Management of treasury operations has improved, with almost all 
government expenditure now going through the Treasury Single Account. In addition, the country 
has adopted a new Law on Internal Audit, which is based on international best practices. At the 
sector level, the legal and regulatory framework for public financial management in the priority 
sectors of ADB’s country partnership strategy (CPS) for Armenia is sound, and the establishment 
of internal audit departments within sector agencies is underway. 
 
3. Weaknesses prevail, however, in public financial management and pose risks to ADB’s 
operations. With regard to program budgeting, greater use of performance information in budget 
decision making is called for, and the Ministry of Finance needs additional staff resources to 
perform budget analyses. For their part, sector agencies need to produce more comprehensive 
and higher-quality performance information. Budget reporting is largely input-oriented, and weak 
from a nonfinancial perspective. The Law on Internal Audit has not yet been fully implemented 
due to weak capacity of the Accounting and Audit Methodology Department, particularly in terms 
of performance and efficiency audits. For effective oversight work, independency and capacity of 
the supreme audit institution, the Chamber of Control, need to be enhanced. Weak internal and 
external audit oversight can lead to fiduciary risks for ADB. ADB will need to be particularly careful 
and monitor this closely, and perhaps even require its own independent audits. 
 
4. The sectors need to improve budget planning through greater use of performance 
information and further capacity building at internal audit departments. A major issue in the energy 
and water sectors (which are important for urban development) is that tariffs do not cover the full 
cost of service delivery, resulting in lack of funds for asset rehabilitation and other forms of capital 
expenditure. In the energy and transport sectors as well as in water supply, the oversight of 
contracting arrangements needs to be restructured and strengthened to align the incentives of the 
contractors more closely with those of the vendors. In urban development, a complete taxpayer 
database needs to be established and kept up-to-date to ensure that all revenues are collected. 
Lack of improvements in these areas can undermine the impact and sustainability of ADB 
investments. 
 
5. Procurement. Armenia has made considerable progress in improving the legal and 
institutional frameworks for public procurement. Notably, a new Procurement Law came into effect 
on 1 January 2005 and, more recently, new procurement procedures have been introduced, and 
the Road Map for Finalizing e-Procurement Reform in the Republic of Armenia (2013–2015) has 
been adopted. The Procurement Support Centre, which reviews procurement processes and 
provides procurement training and advice, has been established. Transparency of procurement 
has improved markedly, with tenders being announced on television and radio, more procurement 
decisions being made available online, and complaints being managed by the Procurement 
Appeals Council.  
 

                                                
1
  This summary is based on a background study—Overview of Armenia’s Public Sector Management (accessible from 

the list of linked documents in Appendix 2) and Armenia Governance, Institutional and Corruption Risk Assessment 
covering the National Level, Energy, Urban, Water and Transport Sectors (available upon request). This summary 
assessment focuses on public financial management, public procurement, and combating corruption at the national 
level, and in the three priority sectors of the CPS: transport, water supply and other municipal services, and energy. 
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6. Despite these improvements, many issues in public procurement still pose risks to ADB’s 
operations. In particular, procurement procedures are complex, contract management is weak, 
and bid evaluation is not fully in accordance with international best practices. A major issue is the 
government’s focus on low costs (70% of weightings) in procurement, which can reduce the 
value-for-money in procurement and potentially increase long-term costs. Another major issue is 
lack of competition.2 Inflated budgets for construction and road works, overstatement of the 
volume of work in the design of construction works, fraudulent documentation submitted in 
proposal packages and accepted by the procuring agency, collusive practices between bidders, 
same companies winning tenders year after year, suppliers being connected to certain officials in 
the procuring agency, and contracts awarded at prices significantly higher than market prices are 
further concerns.3 Partly, these issues reflect the political economy and governance environment 
when vested interests or well-connected businessmen (called oligarchs) wield undue influence 
over policy formulation and implementation (e.g., to evade taxes, limit competition, and maintain 
the monopoly position of their firms in particular sectors of the economy).4  
 
7. These national issues affect procurement in all three priority sectors of the CPS. The 
relevant sector agencies have established units in charge of procurement, but the capacity of 
these units is weak, particularly with regard to specifying technical requirements and monitoring 
the performance of tendered contracts. These capacity constraints limit the implementation of the 
Law on Procurement, which can hinder bidder participation, reduce value-for-money, and create 
opportunities for corrupt practices. Because of these issues and because projects financed by 
development partners often involve high-value procurement, project implementation units are 
usually established within these projects. These units have stronger procurement capability, are 
required to follow procurement procedures of development partners, and are closely overseen by 
those partners. 
 
8. Combating corruption. The government has had limited success so far in its efforts to 
fight corruption. In 2009, it adopted the Anti-Corruption Strategy and Action Plan for 2009–2012,5 
and set up the Anti-Corruption Monitoring Commission to monitor the implementation of the action 
plan. The government also established the Anti-Corruption Council, which is responsible for 
approving anticorruption policies and coordinating anticorruption activities. However, neither the 
commission nor the council has a functioning secretariat. They have met infrequently, and 
produced no report since 2011. No anticorruption strategy or plan has been prepared beyond 
2012. Further strengthening of the judiciary is needed to reduce corruption. In particular, there is a 
need to increase the independence of the judiciary and enhance its capacity to tackle technical 
cases, such as those related to tax and customs administration and anti-competitive practices.   
 
9. As is the case with procurement, the issues in combating corruption at the national level 
affect all three priority sectors of the CPS. Indeed, none of these sectors have an anticorruption 
strategy. There is little incentive to combat corruption within the sectors due in part to weak 
oversight by the Anti-Corruption Council and the Anti-Corruption Monitoring Commission. Many of 
the issues pertaining to public financial management and procurement, as well as overly complex 
and bureaucratic procedures for obtaining government approvals, contribute to corruption at the 
sector level. Greater transparency and greater engagement by the public (in particular through 
nongovernment organizations) would help fight corruption both nationally and in the sectors. 
 

                                                
2
  In 2011, 67% of procurement was carried out through a negotiation process without a prior announcement, and the 

average participation rate was 2.5 bidders. It should be noted, though, that the small average number of bidders is in 
part due to the small size of the Armenian economy and its geopolitical constraints. 

3
   Control Chamber of the Republic of Armenia. Current reports (http://www.coc.am/ReportsArm.aspx). 

4
  See also Private Sector Assessment (Summary) and Note on Inclusive Growth (accessible from the list of linked 

documents in Appendix 2). 
5
  Government of Armenia. 2009. Anti-Corruption Strategy and Action Plan for 2009–2012. Yerevan. 

http://www.coc.am/ReportsArm.aspx
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10. The following table summarizes the governance-related risks to ADB’s operations in 
Armenia, and the measures that ADB will take to mitigate these risks:   
  

Table 1: Governance-Related Risks and Mitigation Measures 

Identified Major Risks Mitigation Measures 

1. Public Financial Management  

1.1 Budget planning is weak and poorly linked to 
performance information. This can lead to suboptimal 
budget allocation decisions and low value-for-money 
expenditure. 

ADB will support the government’s efforts to improve 
performance information collation and budget links 
through policy dialogue, TA and/or results-based policy 
loans. 

1.2 Performance information in budget decision making 
is of poor quality and not fully used. This can lead to 
budget spending decisions being made without a solid 
analytical basis. 

For the priority sectors of the CPS, ADB will help the 
government design appropriate performance indicators 
and build capacity of relevant sector agencies through TA 
and investment projects. 

1.3 Weak capacity of the Ministry of Finance and sector 
agencies means that budget analysis is rudimentary and 
sector performance monitoring is cursory. Internal audit 
capacity is of particular concern. This weakens the 
incentives to improve expenditure performance. 

In coordination with other development partners, ADB will 
continue to support capacity building at the Ministry of 
Finance and sector agencies through TA and investment 
projects. 

1.4 In the energy and water sectors, tariffs do not cover 
the full cost of service delivery, resulting in lack of funds 
for capital expenditure. 

Through policy dialogue and analytical work, ADB will 
continue to encourage the government to raise tariffs to 
full cost-recovery levels. 

2. Procurement  

2.1 Procurement procedures are complex, and bid 
evaluation, particularly evaluation of technical issues, is 
not fully in accordance with international best practices, 
which can limit bidder participation and lead to poor 
quality of bid evaluation. 

Through TA, ADB will assess the government's 
procurement procedures at the central level and within 
key ministries, and recommend measures for improving 
legal, institutional, and organizational frameworks in order 
to increase efficiency in the procurement processes. 
Procurement capacity assessment of key ministries will 
be undertaken under respective project preparatory TA, 
whereas procurement capacity of key ministries will be 
strengthened through training during implementation of 
ADB-financed projects and will be included in ADB loans. 
Through policy dialogue, ADB will continue to advocate 
for introduction of international best practices. 

2.2 Fraud, collusion, and conflicts of interest compromise 
the integrity of procurement processes. 

During CPS implementation, ADB will conduct training for 
line ministries to prevent integrity violations and will 
periodically spot-review bid proposals to ensure the 
accuracy of the recommendations in the bid evaluation 
reports. 

2.3 The government’s focus on low costs in procurement 
can reduce the value-for-money obtained through 
purchases, and lead to higher costs in the long run. 

Through TA, ADB will conduct training for high-level 
government officials at the central level on the use of ADB 
procurement procedures and evaluation of bids in 
accordance with the requirements stipulated in the 
bidding documents. During implementation of ADB-
financed projects, the concerned line ministries will be 
trained on how to prepare quality bidding documents with 
focus on developing proper evaluation criteria and 
technical requirements. 

3. Combating Corruption  

3.1 Inadequate implementation of anticorruption 
measures weakens the incentives of government 
agencies to combat corruption. 

In partnership with donor agencies and CSOs, and 
through TA, ADB will help strengthen anticorruption 
oversight bodies and implement anticorruption measures 
more effectively. 

3.2 Inadequate capacity of the judiciary to tackle 
technical cases, such as those related to tax and 
customs administration and anti-competitive practices. 

In partnership with donor agencies and CSOs, ADB will 
conduct policy dialogue with the government on the need 
to improve the business climate, enforcement of 
competition regulations, and the judiciary. 

ADB = Asian Development Bank, CPS = country partnership strategy, CSO = civil society organization, TA = technical 
assistance. 
Source: Asian Development Bank analysis. 


