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RISK ASSESSMENT AND RISK MANAGEMENT PLAN (SUMMARY)1 
 

A. Introduction 
 
1. The sector risk assessment was conducted in accordance with the requirements of the 
Asian Development Bank's (ADB’s) Second Governance and Anticorruption Action Plan 
(GACAP II) of 2006, which aims to improve governance and anticorruption policies and 
practices in the sectors and subsectors where ADB is active. The assessment covers three 
areas: (i) public financial management, (ii) procurement, and (iii) anticorruption.  
 
2. ADB’s previous sector risk assessment in the People’s Republic of China (PRC) was 
conducted in 2007 based on detailed findings from the railway and urban wastewater 
subsectors. Key risks were defined and mitigation recommendations made. The focus of the 
2011 sector risk assessment is on natural resources and agriculture, and energy. Five projects 
were examined.2 
 
B. Key Issues 
 

1. Public Financial Management 
 
3. The 2006 update of the Accounting Law brought accounting and financial reporting 
standards in the PRC under its generally accepted accounting principles into substantial 
compliance with the international financial reporting standards (IFRS). However, successful 
implementation of the new standards will require changes in the professional culture, skills, 
systems and practices, and in the implicit knowledge about how to apply them in practice.  
 
4. Weaknesses in implementation, rather than deficiencies in the legal framework, are the 
key problem. The main remaining risk in accounting is that financial reporting by the executing 
and implementing agencies of ADB projects in the PRC may not fully follow the IFRS.3 In 
addition, performance audits and risk-based audits are just starting, and the audit authorities still 
have to rely largely on compliance audits for review of required documents rather than 
identifying risks and measuring development results.  
 
5. Natural resources and agriculture projects can be complex, often consisting of a large 
number of relatively small components. The increase in the number of rural projects coincides 
with a shift in ADB’s loan portfolio toward the lesser-developed interior regions of the PRC. This 
                                                 
1   This summary is based on the ADB report, Sector Risk Assessment—Energy and Natural Resources and 

Agriculture, prepared in 2011, and consultations with development partners, and relevant PRC line ministries and 
project executing agencies. 

2  ADB. 2006. Report and Recommendation of the President to the Board of Directors: Proposed Multitranche 
Financing Facility to the People’s Republic of China for the Gansu Heihe Rural Hydropower Development 
Investment Program. Manila (Tranche 1: Erlongshan Hydropower Project; Loan 2296-PRC); ADB. 2004. Report 
and Recommendation of the President to the Board of Directors: Proposed Loan to the People’s Republic of China 
for the Coal Mine Methane Development Project. Manila (Loan 2146-PRC); ADB. 2006. Report and 
Recommendation of the President to the Board of Directors: Proposed Loan and Technical Assistance to the 
People’s Republic of China for the Hunan Flood Management Sector Project. Manila (Loan 2244-PRC); ADB. 2002. 
Report and Recommendation of the President to the Board of Directors: Proposed Loan to the People’s Republic 
of China for the Efficient Utilization of Agricultural Wastes Project. Manila (Loan 1924-PRC); ADB. 2010. Report 
and Recommendation of the President to the Board of Directors: Proposed Loan and Administration of Grants to 
the People’s Republic of China for the Integrated Renewable Biomass Energy Development Sector Project. Manila 
(Loan 2632-PRC). 

3  For example, ADB requires the borrower to produce a set of financial statements for the project that is apart from, 
and may be in a different format from, the financial statements required of the enterprise itself.  
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may pose additional risks to the integrity of ADB’s portfolio because the lesser-developed 
interior regions have comparatively weak financial management and corporate governance 
standards, and executing and implementing agencies may have limited capacity and lack 
experience. 
 
6. In the energy sector, the monopolistic and oligopolistic nature of certain subsectors 
opens the door to administrative conflicts of interest. The overlapping jurisdictions and cross-
ownership between government agencies and state-owned enterprises can blur the distinction 
between policy, regulation, ownership, operations, and oversight responsibilities, with negative 
financial management consequences. 
 

2. Procurement 
 
7. The two main laws that regulate public procurement in the PRC are (i) the Law on 
Tendering and Bidding, effective from January 2000, which governs public sector procurement 
(primarily large investments); and (ii) the Government Procurement Law, effective from January 
2003, which covers all government procurement activity. The Ministry of Finance administers 
the Government Procurement Law and supervises day-to-day government procurement 
activities through its provincial, municipal, and county bureaus. The China National Audit Office 
conducts financial, compliance, and performance audits of government agencies. The National 
Development and Reform Commission (NDRC) formulates regulations under the Law on 
Tendering and Bidding and has produced model bidding documents. The Key Projects 
Inspectorate Office affiliated with NDRC monitors and inspects procurement for key public 
sector projects. There are many international tendering companies (ITCs) in the PRC, but only a 
few are certified to participate in international competitive bidding activities, and only the top-
category ITCs are allowed to work on international financial-institution-funded projects.  
 
8. The executing agencies are responsible for carrying out the procurement process in 
conformity with ADB’s Procurement Guidelines (2010, as amended from time to time). A long-
standing perception is that ADB’s approval procedures can lead to delays in procurement. It is 
generally recommended that the government make full use of advance procurement and 
recruitment actions to speed up the procurement process. However, prudence will be required 
as there are still differences between the PRC procurement system and ADB procedures.  
  
9. Procurement activities for natural resources and agriculture projects tend to be at the 
local government level and for many different subcomponents. It is not unusual for a large 
portion of the project procurement to be completed even before the ADB loan is approved. In 
the energy sector, direct payment and commitment procedures were mainly used for equipment 
contracts, while reimbursement and imprest account procedures were used for equipment 
contracts and civil works. Compliance with ADB’s procurement and disbursement procedures is 
generally satisfactory. 
 

3. Combating Corruption 
 
10. Corruption is defined as the misuse of authority (public or private) for private gain. 
Corruption creates inefficiency and mistrust, and damages the structure of the economy by 
enticing the public sector to overregulate and overcontrol. There have been major 
improvements in the PRC’s national integrity system, including new laws and regulations that 
are compatible with international best practices. The government has also been conducting well-
publicized campaigns against corruption from time to time. 
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11. The PRC is a member of the ADB–OECD Anticorruption Initiative for Asia and the 
Pacific, which was established in 1999 to help governments in Asia and the Pacific meet 
international anticorruption standards. Despite its many laws and directives banning corruption, 
the PRC does not rank well on international indexes. In 2010, Transparency International 
ranked it 78th out of 152 countries in terms of perceived corruption. Systemic corruption arising 
from monopolistic rents or from insufficient separation of regulation, ownership, and oversight is 
more challenging and damaging in the PRC than other forms of corruption. 
 
12. The power sector is vulnerable to corruption at various points in the project cycle, such 
as licensing, providing subsidies, project feasibility analysis, land acquisition, procurement, 
power purchasing agreements, distribution, and retailing. The wide range of activities and large 
amount of money involved may lead to vulnerabilities at many levels—from major fraud in large 
construction and equipment procurement to misallocated assets during distribution and 
facilitation payments and misallocation at the interface with consumers. ADB project documents 
contain clauses that summarize ADB’s strict anticorruption policies. Government officials and 
project management office staff are regularly briefed on ADB’s anticorruption policies and 
provisions and understand that sanctions will be applied if fraud and corruption are discovered.  
 
C. Recommendations 
 
13. Poor governance, weak organizational capabilities, and corruption can deter investments 
and retard growth. ADB should continue to work on the recommendations made by the sector 
risk assessment in 2007 to strengthen internal control and audit systems in monitoring and 
oversight. Further. ADB should encourage the consistent use of IFRS in all projects. By doing 
so, ADB is expected to turn executing and implementing agencies of ADB-financed projects into 
models of good corporate governance, and to promote such models throughout the PRC. Day-
to-day project administration activities, periodic project review missions, and the annual country 
portfolio review mission provide good opportunities to reinforce good project governance 
standards through constant engagement and interaction with counterparts. In addition, 
increased staffing and greater delegation of portfolio management responsibilities to ADB’s 
resident mission in the PRC have helped strengthen the day-to-day interaction with project 
counterpart agencies. 
 
14. The government should be encouraged to pursue efforts to consolidate the two national 
procurement laws (Law on Tendering and Bidding and Government Procurement Law), and 
thereby clarify procurement requirements and the responsibilities of various national agencies 
that formulate regulations under the law and supervise compliance with those regulations. ADB 
should continue to get more involved in procurement issues in day-to-day project administration 
activities. To improve procurement quality and strengthen supervision, a Central Operations 
Services Office procurement expert was outposted to ADB’s PRC resident mission in 2010 and 
a second national procurement expert was recruited by the resident mission in 2011. 
 
15. To combat corruption effectively, the government needs to simplify and clarify the roles 
of government departments in general, and of financial control agencies in particular, and then 
make all departments more accountable, transparent, and open. Consistent efforts by the 
government to strengthen independence and capabilities of audit institutions and to encourage 
a freer press and more independent judiciary will ensure transparency and contribute to 
anticorruption efforts at the project level.  
 




