
RISK ASSESSMENT AND RISK MANAGEMENT PLAN (SUMMARY)1 

1. Background. Nepal continues to face major governance challenges. Weak governance has 
been identified as a critical constraint to investment and growth and to achieving the key 
development objectives envisaged in the comprehensive peace agreement that ended the country’s 
armed civil conflict in 2006—poverty alleviation, employment creation, agriculture transformation, 
infrastructure building, and social inclusion. Good public financial management (PFM), efficient 
public procurement, and effective anticorruption measures are the three fundamental elements of 
good governance. Achieving them should be accorded high priority to strengthen the institutional 
mechanisms needed to effectively address governance weaknesses. The government recognizes 
the importance of good governance, and it is highlighted in its Three Year Interim Plan for fiscal 
years (FY) 2011–FY2013 2and its Good Governance Action Plan introduced in January 2012.  
 

2. Public financial management. A public expenditure and financial accountability (PEFA) 
assessment in 2008 found significant gaps in Nepal’s PFM system and accorded it low ratings. 
Although it scored well on some budget and fiscal management indicators, major weaknesses were 
noted in budget classification, intergovernmental fiscal transfers, oversight of fiduciary risks of public 
sector entities, and the extent of unreported government operations.3. Other studies, such as the 
sub-national level PEFA and institutional assessment of Ministry of Federal Affairs and Local 
Development (MoFALD) also reflected many of the same challenges at the local level. As a 
response, steps have been initiated to address the weaknesses through the collaborative assistance 
of Nepal’s development partners. A PEFA secretariat has been established in Finance Comptroller 
General’s Office (FCGO) backed by a Multi Donor Trust Fund to strengthen key areas of PFM both 
at central and local government levels. One important activity of the PEFA secretariat is the 
introduction of a single treasury accounting system, which will significantly improve cash 
management. However, significant gaps remain in implementation, compliance, internal control, and 
enforcement, particularly at the sub national levels. This is largely due to insufficient human 
resources, capacity, and enforcement.   
 

3. Public procurement. Sound public procurement is critical due to its significance in the 
national budget—about $750 million annually. Nepal scored poorly on the procurement indicators for 
competition, value for money, and controls in the 2008 PEFA assessment. Weak application of 
procurement rules and standards creates opportunities for illegal and noncompetitive practices such 
as collusion. The government adopted the public procurement strategy framework in 2010 to 
introduce e-procurement and strengthen the monitoring and regulatory capacities of its Public 
Procurement Monitoring Office, with the support of the World Bank and ADB. While some progress 
has been made in terms of time-bound planning with resources for the preparation of e-procurement 
software and its implementation in 2013, the human resources and capacities of the Public 
Procurement Monitoring Office remain weak. Procurement capacities at the local bodies also remain 
insufficient.   
 

4. Anticorruption. Corruption is commonly viewed as endemic in Nepal. The Global Integrity 
Report shows a significant gap between Nepal’s anticorruption and accountability policy framework 
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and its implementation. In Transparency International’s 2012 Corruption Perceptions Index, Nepal is 
ranked 139th out of 176 countries. In the past few years, the government has implemented a number 
of initiatives to reduce corruption, including e-bidding for infrastructure construction contracts and 
customs reforms. However, the success of these initiatives has been nominal and many cases 
continue to remain unsettled owing to several reasons, including capacity, resources, cooperation of 
other agencies, and political commitment and support. It is also widely criticized that investigations 
have focused more on lower level officials and not proportionately at the executive and political level. 
The appointment of the Commission for the Investigation of Abuse of Authority (CIAA) chief after six 
years has raised hopes that this will change.  With the absence of locally elected representatives 
and the weak implementation of accountability mechanisms, inefficient use of public resources and 
increased fiduciary risks continue to be a major challenge at the local level.  
  
5. Sector operational risks. In addition to the risks described above, which are generic in 
nature, operations in a particular sector face risks common to that sector that could affect the 
successful implementation of the new country partnership strategy. These risks involve weakness in 
planning, design, procurement, work supervision, and operation and maintenance that lead to poor 
output quality and poor sustainability.  
 

6. Risk management plan. The steps that will be taken to address the major risks are 
summarized in the table below. These actions will be pursued as common agenda in close 
collaboration with other development partners to enhance development effectiveness. Existing 
forums will be used for this coordination, including the Nepal portfolio performance review meetings 
that focus on generic governance issues affecting portfolio performance and the local development 
forum where overall development issues at the sub-national level are discussed.   
 

Risk Management Plan 

Major Risks 
Actions by ADB and/or development 

partners  Selected Indicators 

Public Financial Management 
a
  

Budget execution (e.g., finalizing 
of annual budgets) may be 
disrupted by political conditions, 
leading to an uneven pace of 
expenditure. 

Strengthen financial management systems,  
Support MOFALD in developing a medium-
term budget framework at local level 

Preparation of annual procurement plan 
by government bodies 
Timely fund transfer  
Medium-term budget framework for 
local bodies prepared 

Accounting system may not be 
able to provide a fair, accurate, 
and timely picture of public 
finances. 

Support speedy implementation of NPSAS  
 
Roll out treasury single account in all 75 
districts 
Strengthen expenditure reporting, 
particularly of local bodies 

Regular financial reporting by FCGO 
based on NPSAS 
Implementation of treasury single 
account in all 75 districts  
MOFALD receiving expenditure reports 
from local bodies on time 
 

Weak capacity of relevant central 
and local bodies in all aspects of 
PFM could affect implementation. 

Preparation and implementation of 
capacity-development plans  
Provide necessary support to the MOFALD  
to implement the PEFA-FRRAP 

Relevant staff trained on PFM  
 
Implementation progress of PEFA-
FRRAP  

Ineffective internal controls may 
lead to mismanagement or 
corruption. 

Support FCGO in strengthening internal 
auditing 
Support MOFALD in improving internal 
audit at the local level  

Internal audits are regular and 
continuous.  
Losses are reduced and internal audits 
are on time and adhered to 

External audits could be 
ineffective in terms of timeliness, 
quality, and in follow up  

Strengthen capacity of OAG to conduct 
audits and submit reports on time  
Support OAG in rolling out risk-based audit 
widely  
Build capacity of OAG and PAC to follow 
up irregularities with effective monitoring 
and evaluation systems 

Final audit reports  submitted on time by 
OAG 
Risk-based audits undertaken by OAG 
increased  
Follow-up actions taken on OAG and 
PAC recommendations 
Increased settlement of unsettled 
advances 
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Major Risks 
Actions by ADB and/or development 

partners  Selected Indicators 

Procurement 
b
 

Gaps in public procurement 
legislative and regulatory 
framework could increase mis-
procurement 

Facilitate revision of Public Procurement 
Act and Public Procurement Regulation 
 

Revision of Public Procurement Act and 
Public Procurement Regulation 
 

Enforcement of public 
procurement act and regulations 
may be weak. 

Develop and install e-government 
procurement software 
Increase compliance monitoring of 
procurement processes 

Procurement plans of ministries 
published electronically  
Procurement processes complied with 

Low capacity of Public 
Procurement Monitoring Office 
(PPMO) and line agencies could 
delay procurement  

Institutional strengthening of PPMO 
Introduce accreditation system 
Capacity building in procurement in line 
agencies and local bodies 

Increased financial and human 
resources to PPMO  
Orientations and training on 
procurement processes, policies and 
regulations to relevant staff 

Quality control, monitoring, and 
performance evaluation of 
procurement may be poor. 

Increase compliance monitoring by PPMO  
Support  line agencies and local bodies in 
strengthening monitoring-and-quality-
control capacity  
Establish effective blacklisting system 

Preparation of annual procurement plan 

Procurement monitoring system, 

including performance indicators in 

place in PPMO and line agencies 

Sanctioning and blacklisting system 
effectively operated 

Combating Corruption 

Capacity for investigation and 
enforcement of rules and 
regulations could remain low at 
central and local levels  
 

Strengthen institutional capacities of  CIAA, 
OAG and NVC to undertake their 
respective mandates  
Open regional offices (cluster of districts) of 
CIAA 
Support the relevant government agencies, 
primarily the CIAA in implementing 
decisions made under United Nations 
Convention against Corruption  
Undertake technical audits of infrastructure 
projects and enforce compliance 

Vacant positions of CIAA, OAG and 
NVC filled 
Increased financial and technical 
resources provided to CIAA, OAG and 
NVC 
Specific capacity building plans for 
CIAA, OAG and NVC developed and 
implemented   
CIAA Regional offices opened and 
operational  Technical audits 
undertaken for infrastructure projects 

Sector Operations Risks 

Required reforms may not 
continue or be consistent.  

Identify short, medium and long term 
reform measures in consultation with the 
relevant government agencies and develop 
strategic plans to implement those reforms 

Progress in agreed reform steps noted 
in progress reports, project designs and 
reviews of respective projects and 
sectors. 
 

Insufficient capacity may 
adversely affect sector and 
project planning, design, 
implementation supervision, and 
the sustainability of outputs.  

Assess capacity gaps and develop relevant 
and specific capacity development plans of 
different sector agencies with timeframe 
and budget.  
Provide necessary training, orientations 
and other capacity development measures 
as identified in capacity development plans. 

Reduced time lag in project 
implementation 
Increased policy compliance of projects. 
Increased number of successfully 
executed projects (within the time 
period, budget and policy compliance) 

ADB = Asian Development Bank, CIAA = Commission for Investigation of Abuse of Authority, DAO = district administration 
office, DDC = district development committee, FCGO = Financial Comptroller General’s Office, MOF = Ministry of Finance, 
MoFALD = Ministry of Federal Affairs and Local Development, NPSAS = Nepal Public Sector Accounting Standards, NVC = 
National Vigilance Center, OAG = Office of Auditor General, PAC = Public Accounts Committee, PEFA-FRRAP = Public 
Expenditure and Financial Accountability and Fiduciary Risk Reduction Action Plan, PFM = public finance management, 
PPMO = Public Procurement Monitoring Office 
a
 Actions are included in the government’s PFM strategic plan and Fiduciary Risk Reduction Action Plan and will have 

development partner support.  
b 

Consistent with the government’s PPSF prepared and implemented with the support of the World Bank and ADB. 
Implementation is supported under ADB. 2013. Report and Recommendation of the President to the Board of Directors: 
Proposed Grant to Nepal for Strengthening Public Management Program. Manila. 
 
Source: Asian Development Bank. 


