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RISK ASSESSMENT AND RISK MANAGEMENT PLAN (SUMMARY) 
 
1. In keeping with the requirements and guidelines of the Second Governance and 
Anticorruption Action Plan of the Asian Development Bank (ADB),1 this assessment covers 
risks in the areas of public financial management, public procurement, and combating 
corruption in Bhutan. It also includes a risk assessment for urban development and the energy 
sector as requested by the government.2  
 
A. Governance Thematic Areas 
 
2. Public financial management. The 2010 Public Financial Management Accountability 
Assessment3 found that the budgeting and accounting system in Bhutan was generally robust. 
Of the 28 indicators relating to the government, 3 scored D+ and 6 scored C or C+. The 
government has since moved to address many identified weaknesses; indeed, if the review 
were to be undertaken in mid-2012, only 1 indicator would score below C (fiscal risks for other 
public bodies). The assessment also identified several key issues with respect to public 
financial management-related considerations for municipalities; primary among them was the 
need to put in place a financial management system that would adopt commercial principles of 
accounting for revenue, expenditures, and asset management. 
 
3. Procurement. The existing public procurement system generally provides Bhutan with 
a solid platform to address relevant risks. In the energy and urban sectors, however, the 
ambitious government hydropower development program scheduled for the next decade or so 
will accentuate procurement risks. The key risk identified in both sectors is engineering 
capability, in particular to adequately carry out quality assurance of civil works. Construction 
workers, usually temporary migrants, have poor skills, thus supervisory and quality assurance 
capability is crucial. Problems have been reported with retaining engineers, and with 
inadequate training opportunities for quality assurance of civil works. 
 
4. Corruption. Bhutan consistently scores very highly on international indexes for control 
of corruption. But the ambitious government investment program will challenge the current 
robust anticorruption infrastructure. In general, the anticorruption risks in the urban and energy 
sectors reflect the general macro risks. The Anti-Corruption Commission identified the four 
most vulnerable agencies: local governments, corporations (including power companies), 
district administrations, and autonomous bodies.4  
 
B. Risk Assessment and Risk Management Plan 
 
5. Risk management plan. Drawing from the summary risk matrix (Table 1), a risk 
management plan highlights specific proposals for ADB action along with possible indicators 
(Table 2).  

 
C. Conclusion 
 
6. While no type 1 (or major) risks are inherent in the three thematic areas or the two 
sectors, for the period of the interim CPS, 2012–2013, ADB and the government will need to 
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concentrate on strengthening capacity (particularly local capacity) in areas of financial 
management and procurement. Procurement issues will continue to be present in the risk 
management agenda of the country for some time to come. 

 
Table 1. Summary Risk Matrixa 

Risk identified Likely 
Relatively 
Serious 

Not Mitigated over 
CPS Period 

Major 
Risk

b
 

A.     Public Financial Management 
 
1. General 
Lack of skills in public financial management √ √ √ √ 
Limited internal control and audit capability √ √ √ √ 
Local elected leaders not very aware of their role √    
 
2. Urban Sector

c
 

Difficulty raising OSR to fund regular O&M costs √ √ √ √ 
Lack of skilled staff in financial management √ √ √ √ 
 
3. Energy Sector

c
 

Inadequate risk monitoring in joint ventures √ √   

Shortage of technical skills (engineers) √ √ √ √ 
B.     Procurement 
 
1. General 

Lack of procurement-related skills in general √ √ √ √ 
Little procurement planning in public sector agencies √ √ √ √ 
Contract administration and appeals processes weak √ √   

Collusion between engineers and contractors √ √ √ √ 
Inadequate monitoring and appropriate quality assurance √ √ √ √ 
 
2. Urban Sector

c
 

Allocation of property rights √ √   

Lack of procurement-related skills in urban bodies √ √ √ √ 
Poor quality assurance work √ √ √ √ 
 
3. Energy Sector

c
 

(See item B1, general)     

C.     Combating Corruption 

 
1. General 

√ √ √ √ 

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

Weak civil society organization participation √  √  

Lack of credible whistleblower protection procedures √  √  
Lack of reliable grievance and complaint procedures √ √   
 
2. Urban Sector

c
 

Land-pooling difficulties √ √ √ √ 
Low capacity and awareness of staff of urban bodies √ √ √ √ 
Weak internal control and audit capacity √ √ √ √ 
 
3. Energy Sector

c
 

Collusion between contractors and engineers √ √ √ √ 
ACC = Anti-Corruption Commission, O&M = operation and maintenance, OSR = own source revenue. 
a
 Details are in ADB. 2012. Bhutan: Governance Risk Assessment. Manila. 

b
 A major risk is categorized as one that is likely, is relatively serious, and is not anticipated to be mitigated over the 

period of the interim country partnership strategy, 2012–2013. 
c 

Many generic and/or systemic thematic risks are also evident in the sectors, are not described here. 
Source: Asian Development Bank. 
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Table 2. Risk Management Plan for Major Risks 
Major Risks ADB Actions Selected Indicators 

Public Financial Management  

Lack of skills in PFM Support institutions such as RIM to provide 
relevant training 

(i) PFM modules at RIM, 
(ii) simplified financial 
administration manual 

Limited internal control 
and audit capability at 
all levels 
 

(i) Work with other development partners to 
strengthen controls, (ii) build capacity of RAA,  
(iii) build capacity of organizations that consistently 
feature as the worst offenders in the audit reports 

(i) TA support in place by the end 
of 2012, (ii) government prepares 
an action plan with allocated 
funding for practical ways to 
increase capacity 

Difficulty raising OSR 
in local bodies 

(i) Identify possible new revenue sources in urban 
bodies; (ii) help enhance revenue collection 

(i) Revised revenue assignments, 
(ii) support in revenue collection 

Lack of skilled staff in 
urban bodies, including 
for PFM and 
procurement in the 
energy sector 

(i) Work with development partners and local 
institutions to help develop relevant skills,  
(ii) support skills enhancement of staff, (iii) engage 
relevant agencies to help design practical training 
modules 

(i) Relevant training modules,  
(ii) trained staff at all levels and in 
both sectors 

Procurement   

Lack of skills at all 
levels and in sectors 

Work with RIM and relevant agencies on relevant 
and practical capacity building plans 

(i) Training modules; (ii) MOU 
among relevant government 
agencies; 
(iii) ADB’s CPIA seminar, 
Procurement Capacity 
Assessment, and PREI 

Collusion between 
engineers and 
contractors 

(i) Work with PPPD on framework agreements, 
(ii) increase monitoring resources, (iii) effectively 
act against collusion to send a message 

(i) Reductions in incidence and 
value of collusion, (ii) finalized 
framework agreement

a
 for major 

sets of procurement services 

Inadequate monitoring 
and quality assurance 
at all levels and for 
both sectors 

(i) Strengthen PPPD capacity, (ii) engage sector 
agencies for quality assurance work, (iii) work with 
development partners to provide coordinated 
support for quality assurance and monitoring 

(i) More resources at PPPD for 
monitoring, (ii) training on ADB 
procurement rules, (iii) quality 
assurance guidelines for sector 
work on procurement, (iv) TA 
support for relevant agencies 

Combating Corruption  

Inadequate capacity at 
ACC 

(i) Complete analysis of ACC needs, (ii) engage 
government and development partners for possible 
TA support, (iii) put in place compliance systems so 
that ACC is not overloaded with nonmandated 
cases 

(i) Action plan resulting from 
strategic review of ACC mandates, 
(ii) TA support for complex 
technical tasks, (iii) civil service-
wide grievance and compliance 
mechanism 

Weak local internal 
control and audit 
capacity 

(i) Assess existing risks and capacity of internal 
control measures, (ii) support government in 
strengthening internal audit and control, (iii) work 
with RAA and RIM on relevant training modules 

(i) Assessment of existing 
measures and gaps, (ii) provision 
of support in relevant areas, (iii) 
modules developed and training 
provided on audits 

Low capacity and 
awareness of staff at 
all levels and primarily 
for the urban sector 

(i) Analyze needs of staff, (ii) engage government 
and development partners for possible TA support, 
(iii) support implementation of capacity building 
plan in relevant agencies in the urban sector 

(i) Action plan resulting from 
strategic review and needs 
analysis, (ii) TA support on 
relevant areas with respect to the 
urban sector 

ACC = Anti-Corruption Commission, CPIA = country project implementation and administration, MOF = Ministry of 
Finance, MOU = memorandum of understanding, MOWHS = Ministry of Works and Human Settlement, OSR = own 
source revenue, PFM = public financial management, PPPD = Public Procurement and Policy Division, PREI = 
procurement review for effective implementation, RAA = Royal Audit Authority, RCSC = Royal Civil Service 
Commission, RIM=Royal Institute of Management, TA = technical assistance. 
a  

Work on this is ongoing, and is expected to be between the central government (PPPD) and identified contractors, 
to supply, in general, items that would fall under regular operations (although it could include other items as well). 
This is to facilitate small-value procurement and reduce administrative costs among government agencies. 

Source: Asian Development Bank. 


