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A. Introduction 
 
1. As required by the Second Governance and Anticorruption Action Plan (GACAP II) of 
the Asian Development Bank (ADB), this assessment covers risks in the areas of public 
financial management (PFM), public procurement, and combating corruption in Bhutan. It also 
includes a risk assessment for the energy, finance, and transport sectors, which was 
requested by the government. The assessment incorporates the results of the 2011 
assessment prepared for the interim country partnership strategy (CPS), 2012–2013. 
 
2. Bhutan is in the middle of a rapid transformation and has planned an ambitious public 
investment program for the 11th five-year plan that will put the national governance 
infrastructure under considerable pressure. However, no serious governance risks exist that 
could jeopardize the development impact of ADB operations in the country, although 
vulnerabilities can be found in some parts of the systems in the three sectors (energy, finance, 
and transport) and for the major themes (PFM, public procurement, and anti-corruption) that 
were assessed.  
 
B. Governance Thematic Areas 

 
3. Public financial management. Bhutan’s PFM system is more robust than those of 
many comparable countries. Room, nonetheless, exists for improvements in the management 
of public finances and monetary operations. This was identified by the International Monetary 
Fund in its 2011 Article IV consultation as one of four challenges facing Bhutan.2 Capacity for 
financial management is constrained at the local government level. Among other steps, further 
enhancement of the PFM system would require establishing a more systematic assessment 
and monitoring of fiscal risks (of state-owned enterprises, in particular) and increasing the 
macroeconomic stabilization focus of the fiscal strategy. Bhutan’s adherence to its medium-
term fiscal framework could be improved if the numbers for the later years of the budget 
period were more credible and resilient. Current budgeting, which is based on a bid-and-
review system, means that the numbers for the years beyond the current fiscal year (called 
‘out-year’) are put repeatedly under pressure later on. The introduction of a fixed out-year 
baseline system would enhance the credibility of the forecasts in the medium-term fiscal 
framework. No material PFM risks exist in the three sectors under consideration in this 
assessment. However, the risk of underinvestment in the maintenance of fixed assets for their 
full economic life is perennial in the transport sector.  
 
4. Procurement. The national system of public procurement is adequate for addressing 
the likely risks.3 The main challenge is to ensure that the institutions and staff involved have 
the capability to put into practice the rules, procedures, and controls that are already in place. 
This makes the continued development of a professional cadre in public procurement 
important, as is the need to develop the abilities of front-line staff to properly execute the 
enhanced procedures. In general, vulnerabilities in the procurement system include (i) low 
internal audit capability and poor procurement planning in public sector agencies; and (ii) 
inadequate monitoring of implementation of procurement decisions and appropriate quality 
assurance of services provided. Greater sector-specific procurement risks are likely to result 

                                                 
1
 This summary is based on ADB. Bhutan: Governance Risk Assessment. Manila (available on request). 

2
 The other three were risks related to economic overheating, debt sustainability, and rapid credit growth. 

3
 Some development partners—such as Danish International Development Assistance—already use the national 

government procurement system, and the World Bank intends to start doing so this year. 
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from ambitious government investment programs, combined with potential skill shortages, 
particularly in the implementation of increasingly complex procurement packages in some key 
sectors. As in any economic activity involving large investments, this is to be expected. 
 
5. Combating corruption. Bhutan’s efforts to curb corruption and institute a system of 
ethics-based governance are lauded worldwide. The country consistently scores highly on 
global indices for control of corruption. Areas of vulnerability remain, as is evident in the 
weaknesses in accountability, internal control, and internal audit capacity. The two main 
integrity institutions—the Royal Audit Authority and the Anti-Corruption Commission—are 
widely respected for their independence and the quality of their work. They also have a strong 
working relationship, which facilitates corruption control. Given Bhutan’s robust anti-corruption 
infrastructure, sector-specific corruption risks should not pose severe challenges, even for the 
huge investment program in energy and transport sectors. In recent years, however, the Anti-
Corruption Commission has warned of corruption risks emanating from political and electoral 
processes.  
 
C. Risk Assessment and Risk Management Plan4 
 
6. The risk management plan prepared for the interim CPS for 2012–2013 is still broadly 
valid. Figure 1 summarizes the risks mentioned there as well as others and determines their 
severity. It groups the risks by theme and generic areas, rather than by sector.  
 

Figure 1: Summary Risk Matrix—ADB Country Partnership Strategy for Bhutan, 
2014–2018 

Risk Identified Likely 
Relatively 
Serious 

Not Mitigated 
Over CPS period 

Major 
Risk

a
 

Public Financial Management 

Lack of skills in PFM, in general and at local level √ √ √ √ 

Limited internal control and internal audit capability √ √ √ √ 

Fiscal risks of SOEs not well-monitored √ √   

Bid-and-review system of MTFF needs review √ √   

Inability to fund regular O&M costs √ √ √ √ 

 
Procurement 

Lack of procurement-related skills in general √ √ √ √ 

Little procurement planning and audit in public agencies √ √ √ √ 

Inadequate monitoring & appropriate quality assurance √ √ √ √ 

Limited specification of conflict of interest provisions   √   

 
Combating Corruption 

Gaps in institutional capacity, particularly at ACC √ √ √ √ 

Corruption risks from political and electoral processes √ √   

Weak internal control and audit capacity in agencies √ √ √ √ 

ACC = Anti-Corruption Commission, MTFF = medium-term fiscal framework, O&M = operations and maintenance, 
PFM = public financial management, SOE = state-owned enterprise. 
a
 A major risk, as defined by GACAP II, is one that is likely, relatively serious, and not expected to be mitigated 

over the period of the country partnership strategy.  
Source: Authors. 
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 This section needs to be viewed in tandem with a similar one prepared for the interim CPS for Bhutan in 2012. 
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7. Risk management plan. Table 1 shows the proposed risk management plan for the 
major risks identified in Figure 1.  
 

Table 1. Risk Management Plan for the Major Risks 
Major Risks ADB Actions 

Public Financial Management  

Lack of skills in PFM in general, 

and at local level 

ADB will (i) support institutions, such as RIM, to provide relevant training; 

and (ii) work with development partners on macroeconomic management, 

including, for example, by assessing debt resilience. 

Limited internal control and 

internal audit capability at all levels 

ADB will (i) work with other development partners to strengthen controls, (ii) 

build up the capacity of RAA further, and (iii) build the capacity of 

organizations that consistently feature as the worst offenders in the audit 

reports. 

Inadequacy to fund regular O&M 
costs 

ADB will work with MOF and transport sector agencies to ensure that 
funding is set aside for O&M as part of budget bids. 

Procurement  

Lack of procurement-related skills 

in general 

ADB will work with RIM and relevant agencies on practical capacity-building 

plans, including professionalization of the procurement cadre. 

Little procurement planning and 

audit in public agencies  

ADB will (i) work with PPPD and RAA to engage relevant public agencies, 

and (ii) provide assistance to relevant agencies to build procurement 

capacity. 

Inadequate monitoring and 

appropriate QA 

ADB will (i) strengthen PPPD capacity, (ii) support sector agencies in QA 

work, (iii) work with development partners to provide joint support for quality 

monitoring and assurance, and (iv) continue fostering a social accountability 

culture through capacity development of local governments and through 

engagement of CSOs. 

Combating Corruption  

Inadequate capacity at, and 

institutional independence of, ACC 

ADB will (i) engage government and development partners for possible TA 

support, and (ii) engage RCSC to push for greater independence of ACC. 

Weak internal control and audit 
capacity in public agencies 

ADB will (i) assess existing risks and capacity of internal control measures, 
(ii) support government in strengthening internal audit and control, and (iii) 

work with RAA and RIM on relevant training modules. 

ACC = Anti-Corruption Commission, CSO = civil society organization, MOF = Ministry of Finance, O&M = operation 
and maintenance, PFM = public financial management, PPPD = Public Procurement and Policy Division, QA = 
quality assurance, RAA = Royal Audit Authority, RCSC = Royal Civil Service Commission, RIM = Royal Institute of 
Management, TA = technical assistance. 
Source: Authors. 
 

D. Conclusion 
 
8. As it was during the interim CPS 2012–2013 period, it continues to be necessary 
under the CPS for 2014–2018 to concentrate on strengthening capacity in areas of PFM and 
procurement. Given the ambitious public investment program planned during the CPS period, 
the national governance infrastructure will be under pressure for some time to come. Risks to 
macroeconomic and fiscal resilience have heightened since the 2011 assessment and need to 
be a focus of investments in capability building and country monitoring.  


