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PUBLIC ACCOUNTS COMMITTEE REPORT TO THE FOURTH SESSION OF 

THE SECOND PARLIAMENT 

 
Thank you Hon‟ble Speaker for this opportunity to present the report of the Public Accounts 

Committee (PAC) at the Parliamentary Joint Sitting of the 4
th

 Session of the 2
nd

 Parliament. 

As Hon‟ble members are aware, the PAC is a Joint Parliamentary Committee comprising five 

Members of Parliament as laid down under Article 25(6) of the Constitution. There are three 

members from the National Assembly representing both the Ruling and Opposition parties and 

two from the National Council.  

 

Apart from the Annual Audit Report, the PAC is also mandated by the Constitution to review 

and report to the Parliament for its consideration on any other reports received from the Auditor 

General. 

 

It is in this context that the PAC will be presenting its review report on the past Performance 

Audit Reports received from the Auditor General. The review report contains nine chapters. 
 

Chapter i: PAC report on Strengthening of Public Accounts Committee  

Chapter ii: PAC report on Accountability Issues 

Chapter iii: Report on the joint desk review of the past Performance Audit Reports (PAC and 

Follow-up Committee, RAA). 

Chapter iv: Report on the Performance Audit of Medical Waste Management.  

Chapter v: Report on the Performance Audit of Solid Waste Management.  

Chapter vi: Report on the audit review on Performance Audit of Human Resource 

Management, Ministry of Education.  

Chapter vii Report on the Performance Audit of IT Controls in Revenue Accounting System. 

Chapter viii:  Report on the Performance Audit on IT Audit of Information Security. 

Chapter ix: Report on the Auditor General‟s (AG‟s) Advisory Series 2013 on Procurement of 

Consultancy Services in the public sector.  
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CHAPTER I: PAC REPORT ON STRENGTHENING OF PUBLIC ACCOUNTS 

COMMITTEE. 

 

In the 3
rd

 Session of the Second Parliament, the PAC had put forth the need to have a PAC Act 

that elaborated upon its mandate stipulated in the Constitution under Article 25.6. While the 

House agreed that some form of legislation was necessary, some members were of the view that 

rather than proliferating Acts, it would be better to have Rules of Procedure which would serve 

the same purpose. The House thus directed the PAC to look at the practice prevailing in other 

countries as well as weigh the merits of either having an Act or Rules of Procedure and to submit 

the PACs recommendations to the House in the Winter Session.  

 

The PAC looked into the practices prevailing in about 30 countries and found that there wasn‟t a 

single common practice across all countries. Like in Bhutan, the Constitution stipulated the 

mandate for the PAC in several countries but while some of them further elaborated their 

mandate through a PAC Act the majority did so through Standing Orders of Parliament or Rules 

of Procedure.   

 

In deciding whether our PAC should have an Act or Rules of Procedure, the following points 

were considered: 

1. As a general principle in the hierarchy of law, the Constitution is the highest form of written 

law in that it governs the very functioning of the nation, and shapes what sorts of statute law 

both legislatures and the courts can make. The next in line is the Statute Law (Act) which is 

generally the product of Parliament and can govern virtually any aspect of the nation's 

affairs, as long as it doesn't contradict any constitutional document. Third are Regulations or 

delegated legislations which are typically laws that are made under the authority given in a 

statute. Very generally speaking, regulations or delegated legislation can only be made if it is 

expressly authorized by some statute law passed by the legislature, and only those areas 

expressly outlined in the statute may be regulated.  

 

2. A major distinguishing point is the flexibility of changing them. Acts and changes to them 

must be passed through due process in Parliament in order to take effect. Whereas Rules of 

Procedure may be set and adjusted as the conditions and circumstances change without 

having to go through Parliament as long as they are within the authority given by an Act.  

 

3. In our context, the Constitution stipulates the broad mandate of the PAC, but there is a need 

to lay down in greater detail the scope and extent of the review and reporting requirements on 

the Annual Audit Report or on any other report presented by the Auditor General to 

Parliament for its consideration; add clarity on the PACs role and responsibilities as well as 

its powers, the composition of members of PAC from the two Houses and additional criteria 

required; set out the procedural requirement for hearings; establish a system for issuance of 
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recommended actions by the legislature and its implementation by the executive leading to 

improved financial management and better stewardship; etc.  

 

4. Given that the PAC is a joint Committee with membership from both Houses of Parliament, 

even if the House decides to opt for Rules of Procedure over a PAC Act, it stands to reason 

that the same (including any changes to it) would have to be approved at least by the Heads 

of the two Houses if not by the Parliament. The Rules of Procedure of the National Assembly 

of Bhutan 2014 under Chapter 24 does contain some provisions pertaining to the PAC. 

However, the provisions do not adequately cover the mandate of the PAC as enumerated 

under point 3 above.   

 

5. In the light of the above points, the PAC would like to propose for a PAC Rules of 

Procedure.  

 

The proposed Rules of Procedure would contain (but not limited to) the following provisions:  

 

1. Preamble 

2. Short title and Commencement  

3. Joint Committee of Public Accounts : Membership 

4. Chair and Deputy Chair  

5. Meetings of the Committee  

6. Quorum and voting 

7. Functions of the Committee 

8. Duties of the Committee  

9. Powers of the Committee 

10. Procedure for conducting Reviews 

a. Conduct of Inquiries: Hearings 

b. Hearings to be public except in certain cases  

c. Power to summon witnesses  

d. Record of Hearings 

11. Government Response to Reports 

12. Reporting and Recommendations 

13. Resignation and Vacancies 

14. Offences  

15. Resources 

a. Budget  
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b. Committee Staff 

c. Training and capacity building of PAC members and the secretariat. 

16. Relationship with Royal Audit Authority 

17. Relationship with other stakeholders such as media, Civil Society Organizations, etc 

18. Interpretation 

19. Supersession 

20. Amendment 

 

The PAC thus seeks the approval of the House for: 

 

1. Preparing the Rules of Procedure for the PAC 

2. Endorsement by the Hon‟ble Speaker of the National Assembly and the Hon‟ble 

Chairperson of the National Council. 

 

 

CHAPTER II: PAC REPORT ON ACCOUNTABILITY ISSUES

 
 

Audit reports designate direct and supervisory accountability on every case reported. One way of 

enforcing accountability at the moment is the “Audit Clearance Certificate” which is issued only 

if there is no pending adverse report against the applicant. The other is punitive actions taken that 

are limited to recovery of the amount and do not entail any administrative action. These address 

the issue of direct accountability but the enforcement of supervisory accountability is still a grey 

area. The PAC, in the last Session, had thus highlighted the need to improve the enforcement of 

supervisory accountability and had sought the directives of the House in this regard. The House 

in turn directed the PAC to discuss the issue and submit its recommendations to the House in the 

Winter Session.  

 

What is Accountability? 

Accountability quite literally is the ability to account for one‟s actions. Accountability has been 

said to entail being liable to be required to give an account or explanation of actions and, where 

appropriate, to suffer the consequences, take the blame or undertake to put matters right if it 

should appear that errors have been made. 

For accountability to exist, the following needs to be in place: 

1. Clear Goals Must Be Established: Quantifiable project objectives should be defined, 

documented and communicated. 
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2. Adequate Resources and Authority Must Be Granted: Sufficient resources (e.g., 

financial, technical and human), control and influence must be made available. 

 

3. Specific Consequences Must Be Predetermined: Outcomes for success and failure are 

established, documented and communicated. 

 

Many times, organizational charts and job descriptions put people into boxes. They give people 

the idea that they are getting paid and using their skills to perform a defined function or a set of 

tasks. This task oriented mindset leads people to believe that if they perform their functions, 

they‟ve done what they are supposed to, whether or not the desired result was achieved. In other 

words, people are accountable for doing their job but they‟re not accountable for delivering the 

results. Creating accountability requires that doing the job and delivering the result are one and 

the same. Creating accountability means the job is not done until the result is achieved.  

 

Current practice with regard to Accountability 

When issuing an audit observation, the RAA does not identify the officials who are accountable 

but requires the agencies concerned to identify and submit the names of officials and staff to be 

reflected against the direct and supervisory accountability. Only the officials and staff directly 

involved in the irregularities and those who are responsible as immediate supervisors are 

identified and included in the audit reports. As such, the names of heads of agencies as overall 

supervisor do not usually appear in the audit reports. While audit clearances are withheld for 

individuals with direct accountability, they are being issued to individuals who are held 

supervisory accountable except in those cases which are referred to/and investigated by the ACC 

or cases which are categorized under Fraud, Corruption and Embezzlement. Withholding the 

audit clearances under these categories continues to be a challenge for the RAA in the absence of 

a clear legal framework. 

  

The Bhutan Civil Service Rules and Regulations (BCSR) 2012 have the following provisions on 

Accountability under Chapter 3 which deals with the Civil Service Code of Conduct and Ethics: 

 

3.3.1 A civil servant concerned shall be accountable and liable for administrative actions for 

breach of Civil Service Code of Conduct and Ethics; 

 

3.3.2 A civil servant in a “Managerial and Supervisory Positions shall be accountable” to 

provide necessary leadership and control over his subordinates, amongst others, “to 

ensure that there is no corruption or serious official misconduct amongst his 

subordinates”; and  
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3.3.3  A civil servant, particularly in a “Managerial and Supervisory position, shall be 

accountable and liable for administrative actions for corruption or serious official 

misconduct of his subordinates even when he is not directly involved”. 

 

Chapter 19 of the BSCR 2012 in turn outlines the procedures for Administrative Discipline. The 

relevant sections have been reproduced below. 

 

19.3 Fiscal Responsibility, Accountability and Liability  

19.3.1. A civil servant whose official duties and responsibilities require possession or custody of 

Government funds and accounts, or properties shall be liable for their safekeeping. 

 

19.3.2. The Head of Agency shall be primarily responsible for all Government funds and 

properties, or any lapse of fiscal responsibility and duties pertaining to his jurisdiction. 

 

19.3.3. A civil servant shall be held responsible and liable for expenditure of Government funds, 

use of Government properties, or any decision or action thereon in violation of the 

provisions of the CSAB 2010, BCSR and other laws.  

 

19.3.4. A civil servant responsible for Government vehicles, machineries or any other forms of 

property shall be liable for the value thereof in case of improper or unauthorized use or 

misapplication by him or any person for whose acts he may be responsible. Similarly, the 

individual concerned shall be held responsible and liable to make good of all loss, 

damage, or deterioration of such properties caused by negligence or misuse. 

 

19.3.5. Every civil servant accountable for Government funds shall be liable for all losses 

resulting from unlawful deposit, use, or application thereof and for all losses attributable 

to negligence in keeping of the funds. 

 

Chapter 19.4. Causes for disciplinary action 

19.4.4.  Offences related to fiscal responsibility, accountability and liability shall be: 

 

19.4.4.1. Misuse of Government funds and properties;  

 

19.4.4.2. Non-remittance/non-deposit of collections;  

 

19.4.4.3. Incurring of illegal and unauthorized expenditures, including unjustified, 

irregular, excessive, unnecessary and extravagant expenditures;  

 

19.4.4.4. Malversation, embezzlement, malfeasance and misappropriation of 

Government funds and properties;  
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19.4.4.5.  Failure of a civil servant to produce or render accounts of Government funds 

and properties entrusted to him upon demand by an appropriate authority;  

19.4.4.6.  Failure on the part of a civil servant concerned to submit records, documents 

and reports required by rules & regulations and laws within the prescribed 

period, without justifiable reason;  

 

19.4.4.7.  Failure of a responsible officer or any civil servant to render or settle the 

accounts and make good his fiscal responsibility/accountability.  

 

19.4.4.8.  Flagrant or willful violation of rules & regulations and laws on financial 

management and control;  

 

19.4.4.9.  Failure to settle liability for losses, damages, etc. as hereinafter prescribed. 

 

It appears that any audit observations made by the RAA are, in principle, covered under the 

offences detailed above. However, current practice shows that other than on cases which involve 

corruption and which are under the purview of the Anti Corruption Commission (ACC) or the 

Courts of Justice, administrative action is not being taken on the cases which come under the 

other three categories of audit findings namely: “Shortfalls, lapses and deficiencies”, 

“Mismanagement” and “Violation of Laws and Rules”. Further, while the BCSR mentions that a 

civil servant, particularly in a Managerial and Supervisory position, shall be accountable and 

liable for administrative actions for corruption or serious official misconduct of his subordinates 

it does not specify what constitutes “serious official misconduct”. Similarly, being identified as 

the person with supervisory accountability in an audit report does not appear to have any 

weightage in either the individuals‟ service records or the performance appraisal/evaluation 

system at the moment. 

 

PAC’s Recommendations 

 
1. As the supervisors are held accountable for the acts of their subordinates, it would be 

important to enhance their awareness about (a) why they are being held accountable? (b) 

What steps can they take so that the controls within their units are strengthened and acts of 

error, fraud and misconduct are minimized? In this regard, National Internal Control 

Framework (NICF) which was recently issued by the Ministry of Finance (MoF) in 

December 2013 is a very useful and pertinent document that has been developed for use by 

heads of agencies to strengthen integrity, transparency, efficiency, effectiveness, 

accountability and ethical behavior at all levels.  All agencies must adopt and implement the 

NICF and the MoF should provide any guidance needed to implement the same in the 

various agencies.  
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2. Being identified with “supervisory accountability” in an Audit Report submitted to 

Parliament must have some impact; otherwise it‟s just a waste of time and paper. The RCSC 

in consultation with the RAA should identify concrete measures to enforce this supervisory 

accountability and incorporate them in their respective Rules and Regulations. Such 

measures may include, among others, (i) reflection of audit observation in the individuals‟ 

service records; (ii) inclusion of this aspect in the performance appraisal system; (iii) specify 

in greater detail the instances which constitute “serious official misconduct” (iv) the 

maximum number of “supervisory accountability” audit observations which will entail 

adverse consequences on promotions, annual increments, issuance of audit clearances, etc. 

An Action Taken Report in this regard is to be submitted to the PAC. 

 

3. The RCSC is currently undertaking a major Organization Development (OD) exercise for the 

civil service. The PAC recommends that this OD exercise also covers the key elements 

crucial to enhancing accountability in an organization such as, among others: 

a. clearly defined goals,  

b. a strong monitoring and feedback system,  

c. provision of adequate resources and authority,  

d. predetermined specific consequences (positive and negative),  

e. establishment of supervisory controls for e.g. setting appropriate levels on limits for 

delegated authorities, appropriate supervisory spans of control for effective supervision, 

etc. 

f. necessary skills and training for employees  

 

4. The above recommendations also apply to those agencies that fall outside the purview of the 

RCSC such as Local Governments, Corporations, Financial Institutions, Civil Society 

Organizations, Political Parties, etc. but which are statutorily required to be audited by the 

RAA. These agencies must also introduce concrete measures to promote and enforce 

“supervisory accountability” in general and with regard to audit observations, in particular. 

An Action Taken Report in this regard should be submitted to the PAC.  

 

Accountability is NOT an option; it is a Necessity!! 
 

Accountability is essential to effective governance. Effective governance requires that those 

responsible for policy-making, implementation and public expenditure are held to account for 

their actions and performance. Accountability must begin at the top and run through the entire 

organization. The accountability process should enable the lessons of past mistakes to be learnt 

and assist in preventing future failings. Effective accountability helps to assure that those 

responsible for carrying out certain tasks do so in a considered and responsible manner. 
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The PAC would like to stress here that it is not our intention to vilify the public servants or to 

constrict their ability to function effectively. Rather our objective is aimed at inducing positive 

systemic changes that will lead to better governance, better value for money and better public 

services by developing clearer and stronger accountabilities for the public services. 

 

 

CHAPTER III: REPORT ON THE JOINT DESK REVIEW OF THE PAST 

PERFORMANCE AUDIT REPORTS (PAC and Follow-up 

Committee, RAA). 

 
 

The PAC and Follow-up Committee of the RAA had a meeting on 18th August, 2014 to review 

the 29 Performance Audit Reports issued since 2008.  The meeting after a lengthy discussion 

agreed to close 18 reports which were either not significant or which did not require the attention 

of the House.  

1) Department of Roads – 9th Plan Review 

2) Report on National Park Management 

3) Dzongkhag Local Area Network and internet connection  

4) IT Audit of Electricity Billing & Collection System of Bhutan Power Corporation Ltd. 

5) Performance Audit on Operation of Tala Hydro Power Authority 

6) Performance Audit on Chukka Dzongkhag – 9
th

 Five-Year Plan Review 

7) Performance Audit on Health Sector – 9
th

 Plan Review 

8) Performance audit on Environmental Compliance by industries in Pasakha & Gomtu  

9) Information System Audit of Budget and Accounting System  

10) Performance Audit on Education Development Project (MoE) 

11) Performance Audit on operation of Bhutan Broadcasting Service Corporation 

12) Performance Audit on farm Roads in Bhutan 

13) Audit of computers and peripherals 

14) Performance Audit on operations of National Pension & Provident Fund 

15) Performance Audit on Civil Service Training 

16) Audit on Drinking Water Supply and Sanitation 

17) Performance Audit of Environmental Issues in Forestry – NFI, Forest Fires and Watershed 

Management 

18) Performance Audit on Constituency Development Grant 

 

It was agreed that the remaining reports would be reviewed by the PAC which are enumerated in 

the subsequent chapters. However, the PAC decided not to review the 2008 report on “Mining 

Operations in Bhutan” as the National Council had directed the RAA to conduct a study on the 

socio-economic and environmental impact of Mining and Quarrying in the country. The RAA 

submitted the Performance Audit Report on “Tax of Mining and Quarrying Sector (2014)” to the 
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National Council which also covered the issues highlighted in the 2008 report. This report was 

deliberated by the National Council during its 14
th

 session. 

 

Further, the review report on the Performance Audit Report on Multilateral Environmental 

Agreements (2010) could not be presented this time due to time constraints. This report will be 

presented in the next session. 

 

 

CHAPTER IV: PAC REPORT ON THE PERFORMANCE AUDIT OF MEDICAL 

WASTE MANAGEMENT. 

 
 

The Royal Audit Authority in its Performance Audit of Medical Waste Management made 20 

recommendations. The PAC duly reviewed and followed-up and found that all the 

recommendations have since been implemented. Hence, the PAC has decided to close this 

Performance Audit Report.  

 

 

CHAPTER V: PAC REPORT ON THE PERFORMANCE AUDIT OF SOLID WASTE 

MANAGEMENT.

 
 

In its Performance Audit on Solid Waste Management, the Royal Audit Authority made 26 

recommendations. The PAC duly reviewed and followed-up and found that all the 

recommendations have since been implemented. Hence, the PAC has decided to close this 

Performance Audit Report.  

 

 

CHAPTER VI: PAC REPORT ON THE PERFORMANCE AUDIT OF HUMAN 

RESOURCE MANAGEMENT, MINISTRY OF EDUCATION.

 
 

In its Performance Audit of Human Resources Management of the Ministry of Education, the 

Royal Audit Authority made 13 recommendations. The PAC duly reviewed and followed-up and 

found that most of the recommendations have since been implemented or are either an on-going 

process. While the PAC has decided to close this Performance Audit Report, it recommends that 

the MoE submit periodic status reports with regard to the recommendation on Human Resource 

Projection and Planning.  
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CHAPTER VII: PAC REPORT ON THE PERFORMANCE AUDIT OF IT 

CONTROLS IN REVENUE ACCOUNTING SYSTEM

 
 

The Royal Audit Authority in their Performance Review of IT Controls in Revenue Accounting 

System (RAS) made 14 recommendations. The PAC duly reviewed and followed-up and found 

that all the recommendations have since been implemented. Hence, the PAC has decided to close 

this Performance Audit Report.  

 

 

CHAPTER VIII: PAC REPORT ON THE PERFORMANCE AUDIT ON IT AUDIT OF 

INFORMATION SECURITY. 

 
 

The RAA in their Performance Review of IT Audit of Information Security made 8 

recommendations. The PAC duly reviewed and followed-up and found that all the 

recommendations have since been implemented. Hence, the PAC has decided to close this 

Performance Audit Report.  

 

 

 

CHAPTER IX: REPORT ON THE AUDITOR GENERAL’S ADVISORY SERIES 2013 

ON PROCUREMENT OF CONSULTANCY SERVICES IN PUBLIC 

SECTOR. 

 
 

The RAA had carried out this audit to examine whether the ministries and public sector agencies 

had achieved value for money in the procurement of consultancy services by doing the right 

things in the right and the least expensive way. 

 

The PAC reviewed the “Auditor General‟s Advisory Series 2013 on Procurement of Consultancy 

Services in Public Sector” and would like to highlight the salient points of the report. 

 

Scope of the Study 

 
Starting from the first financial year to the last financial year of the 10th Five Year Plan (from 

financial year 2008-09 to 2012-13), the government had incurred expenditures aggregating to 

Nu. 4,594.15 million purely on procurement of consultancy services. 

 

The Ministry of Economic Affairs (MoEA) had the highest amount of expenditure on 

consultancy services amounting to Nu. 2,344.23 million mainly for the preparation of Detailed 
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Project Report (DPR), pre-feasibility studies and pre-construction activities in the Hydro Power 

Projects.  Likewise, the Gross National Happiness Commission also incurred an expenditure of 

Nu. 430.81 million during the same period, representing 41.74% of the total expenditures of Nu. 

1,032.04 million expended by various Autonomous Agencies. The expenditure was mainly 

incurred on procurement of consultancy services for Accelerating Bhutan‟s Socio-economic 

Development (ABSD) Project provided by McKinsey & Co., Inc. during the period 2009-10 and 

2010-11. 

 

The total expenditures on the consultancy activities have been increasing over the years and with 

such quantum of expenditures, the RAA felt it imperative to highlight some of the policies and 

implementation issues observed in 

these activities. Timely interventions 

from the Government could save 

further drain of its resources, especially 

at a time when the nation is faced with 

resource constraints and when the 

situation is further aggravated by 

shortage of INR as most of the 

consultancy services were outsourced 

to the international consultancy firms. 

  

A significant portion of the expenditures made on procurement of consultancy services were 

financed through external funding. 

 

The external sources contributed for 77% (73% Grants and 4% Loans) of the total expenditures 

incurred for acquiring professional services as exhibited in Figure 2.3. RGOB‟s contribution 

accounted for 23% of the total expenditures made for professional services aggregating to Nu. 

1,071.29 million. As evident from the figure, the proportion of consulting activities financed 

through external sources was huge, partly attributed to project agreements that required 

procuring agencies to outsource 

consultancy services only to the 

donor identified consultancy firms or 

to be obtained through direct 

technical assistance provided by the 

donors. 

 

It was also observed that the high 

value consulting activities were 

generally being executed by the 

consultants from outside the country. 

-

200.00 

400.00 

600.00 

800.00 

1,000.00 

1,200.00 

1,400.00 

1,600.00 

2007-08 2008-09 2009-10 2010-11 2011-12
GRANTS 225.72 242.50 590.41 1,598.81 679.42 

LOANS 32.00 34.59 20.86 74.74 23.81 

RGOB 47.32 92.23 412.78 329.61 189.35 

E
x

p
e

n
d

it
u

re
 (

In
 M

il
li

o
n

 N
u

.)

Year-wise expenditures by sources of fund in million Nu. 
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Therefore, the current practice of outsourcing of consultancy services has apparently not been 

effective in addressing the policy intention of promoting and building the private sectors when 

major share of the services were outsourced to the international consultants. The figure indicated 

that Hydro-power and ABSD Project activities have together contributed 48% of the aggregate 

expenditure of Nu. 4,594.15 million incurred over the period from 2007-08 to 2011-12. From the 

remaining 52% of the aggregate expenditures, more than half of it was paid to the consultancy 

firms from outside the country. 

  

A detailed review of select consultancy services in the public sector showed that the quality of 

services provided by the consultants were apparently not commensurate with amount paid for 

their services.  The quality of the services rendered by consultants had on numerous occasions 

suffered serious deficiencies impeding the economy, efficiency and effectiveness in the use of 

government resources. 

 

Therefore, there is an urgent need to reconsider the policy intent of outsourcing consultancy 

services in deriving maximum benefits from the cost incurred on these services. Such services 

procured through loans also needs serious consideration on the backdrop of soaring cost of debts 

and the current INR shortage in the economy. The Royal Government of Bhutan may also need 

to consider the interest of sustainable development of in-house capacity in the long run when the 

services provided by the consultants proved to be lacking in terms of transfer of knowledge to 

the clients. There may be a need for the government to come out with clear and definitive 

strategies to achieve the policy intent of outsourcing consultancy services. 

 

Lapses and Deficiencies 

 
Consultancy Services may make substantial value additions by providing specialized skills and 

expertise at competitive cost where these are not available within the public sector. Outsourcing 

of such services by public sector also promotes private sector development and high degree of 

specialization in various fields. Besides ensuring availability of specialized skills and know-how 

such a policy will also help government maintain a reasonably small, compact and efficient civil 

service. It has also huge potential for knowledge and skill transfer in many areas. While 

enormous benefits can be reaped from engaging consultants, the procuring agencies need to 

exercise prudence in the engagement of consultants that would ensure economic, efficient and 

effective use of government resources.  

 

The Royal Audit Authority had observed shortcomings and lapses of pertinent nature involving 

poor quality of deliverables and outputs from the consultants. The current practices in 

engagement of consultancy is plagued with numerous systemic problems, unclear strategies and 

objectives with consequential adverse impact on the quality of works, time and cost thereby 

impeding achievement of value-for-money in the procurement of consultancy services and 
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overall program implementation. To this end, the Lapses and Deficiencies are further categorized 

into four categories which are mentioned below: 

3.1. Legal and Policy Framework 

The review of existing procurement system for consultancy services indicated that there 

is no strong policy framework for public procurement. The absence of a strong policy 

framework results in varied practices and procedures, which renders scope for numerous 

deviations and lapses in the implementation of the rules. Some of the inadequacies are as 

follows: 

 

3.1.1 Absence of clear strategies on procurement of consultancy services 

a) There are no clear strategies and adequate guidelines prescribing processes and 

procedures to determine need for engagement of consultants by the procuring 

agencies.  

 

b) There is no specific guideline for coordinating with central technical agencies.  

c) The consultancy services were procured for all kinds of works, irrespective of the 

nature, complexity, size and degree of expertise required.    

 

d) Engagement of consultants without actual need may result in avoidable expenditure 

and underutilization of in-house resources.   

 

e) The consultancy services seem to provide very little value for money to the 

government besides giving rise to varying and inconsistent practices.  

 

f) The Procurement Rules and Regulations (PRR) 2009 lack clarity on requirement of 

appropriate mechanisms to demonstrate the need by the procuring agencies. 

   

3.1.2 Inadequacies in the PRR 2009 

a) The PRRs outline the procedures in engagement of consultants by the procuring 

agencies within the government.  

 

b) The PRR 2009 is not comprehensive on the requirement for need assessment, 

preparation of procurement plan, requirement of bid and performance securities and 

clauses on liquidated damages. 

 

c) Inadequate clauses in the PRR 2009 and inconsistencies in the implementations 

would undermine accountability in the execution of work and impede economy, 

efficiency and effectiveness in the use of resources.  
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d) Existing PRR 2009 do not protect the interest of procuring agencies in absence of 

penal provisions to safeguard against damage and loss sustained due to non-

performance or poor performance of the Consultant. 

 

Response from MoF 

The procurement plan has been incorporated as requirement in the draft procurement policy, 

however, the bid securities, performance securities and liquidated damages do not find place in 

the contract for procurement of consultancy services  

 

3.1.3   Issuance of licenses for the establishment of consulting firms without proper  

 assessment of technical capacities 

a) The licensing system does not require assessment of the technical capacities and 

competencies of the consultancy firms during registration. 

 

b) Liberal licensing system may risk the procuring agencies from getting competent 

consulting firms to obtain value for money from the services provided by such firms. 

 

3.1.4 Inadequate human resource capacity in Public Procurement Policy Division (PPPD) 

a) The PPPD lacks adequate and competent personnel to provide assistance to the 

procuring agencies and carry out regular monitoring and evaluation activities.  

 

b) Procuring agencies also do not seek timely guidance on procurement of consultancy 

services as many agencies may not be aware of the existence and responsibilities of 

the PPPD.  

 

c) Proper monitoring of procurement system and its effectiveness may be impeded 

without a strong PPPD. 

 

d) The PPPD lacks professional procurement background.  

 

3.1.5 Unclear role and accountability of the central technical agencies 

a) Relevant central technical agencies could play important and decisive role in 

ascertaining the need for hiring consultants.  

 

b) The preparation of designs, drawings and estimates of works, which are not very 

complex and specialized may well be accomplished economically by in-house.  

 

c) Outsourcing almost all engineering and other works is expensive for the 

Government and Central Technical Authorities could assume greater role in 

curbing excessive expenditure in consultancy services. 



 

16 | P a g e  

 

d) The central technical agencies such as MoWHS, DIT etc. have no clear role in co-

coordinating and assisting the procuring agencies in assessing the need of 

consultancy services. 

 

3.1.6 Engagement of consultant in multiple works - possible conflict of interest  

a) The consultancy firms were given multiple consultancy services giving rise to 

conflict of interest situation, which is not in line with the best international practices. 

In such case, there is high risk of suppressing design flaws and encouraging collusive 

practices 

 

b) Despite specific stipulations in the PRR 2009 (Clause 7.2.1), it is seen as a standard 

practice to engage consultants for multiple assignments (e.g., for designing as well as 

supervising the same construction works).  

 

c) The MoEA responded that the current mechanism of appointing consultants on a 

nomination basis by the governments works well in the interest of the project. The 

MoF reiterated the four circumstances under which the conflict of interest that are 

contained in the chapter VII of the PRR 2009.   

 

d) Current practice of engaging consultants for multiple assignments indicates not only 

implementation flaws but also possible inadequacies in the rules. The existing 

practice of engaging consultant for multiple assignments encourages conflicting roles, 

which is detrimental to the interest of the government in achieving value for money in 

the use of public resources. 

 

3.1.7 Inappropriate basis for fixation of consultancy fees   

a) Existing procurement rules provide for lump-sum or time-based method of payment 

of consultancy fees. However, in most cases consultancy fees paid are calculated as a 

percentage of the estimated cost of the project.  

 

b) There is no maximum ceiling prescribed for payment of consultancy fee. Such 

practice comes at a huge disadvantage to the procuring agency as there are 

possibilities of the consultants inflating the estimates to their advantage.  

 

c) There are also no guidelines prescribed stipulating basis of charging fee for 

consultancy services in cases where consultants are engaged to develop designs and 

drawings of many similar structures.  
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d) The inappropriate methods and practices have been encouraged in absence of clear 

policy and guidelines on the fixation of consultancy fees. 

 

e) Existing rules and guidelines are not comprehensive enough to ensure that agencies 

exercise due prudence in ascertaining reasonableness of consulting fees paid. 

Absence of upper limits on fees and non-stipulations of basis for determining fees for 

similar designs etc. also provide scope for excessive fees.  

 

3.2 Consultancy Management and Implementation Issues 

The engagement of consultants should entail assessment of the need and determining the 

specific requirements of the project to be initiated and take stock of internal resources and 

identify gaps. After consideration of benefits that might likely to accrue in view of the 

constraints of its internal resource, the procuring agencies should decide to engage 

consultants in the most objective and economical manner. Such processes are to ensure 

that procuring agencies use the consultants in the most advantageous manner to obtain 

value for money. 

  

The RAA reviewed these processes to ascertain whether the practices prevalent in the 

management of consultants conform to best practices and found out that various instances 

were noted where the procuring agencies had failed to imbibe critical best practices in the 

management of consultants and thereby, apparently impeding economy, efficiency and 

effectiveness in the engagement of consultants.  

 

3.2.1 Need Assessment not carried out adequately in acquiring the consultancy services 

a) The procuring agencies have not carried out proper need analysis for acquiring the 

consultancy services. It was seen that the agencies do not assess the available internal 

resources to identify the need for engaging consultants. 

 

b) There is no evident proof that the need of the consultants was discussed before 

acquiring their services.  

 

c) The outsourcing of the work without properly assessing the various factors led to 

making a wrong investment of government's scarce resources and resulting in huge 

financial implications to the government exchequer. 

 

3.2.2 Non preparation of comprehensive procurement plan 

a) The procuring agencies do not prepare a comprehensive procurement plan that would 

specify in detail the kind of services required and without it the procuring agencies 

may seem oblivious to the possible effects of ad-hoc decisions that may hamper the 

achievement of project objectives 
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b) The plans were not prepared by the procuring agencies as there was no requirement of 

procurement plan in the Procurement Rules and Regulations 2009.  

 

3.2.3 Inadequate monitoring and supervision of the works of the consultants 

a) Inadequate monitoring and supervision of works carried out by the consultants by the 

procuring agencies thereby compromising in terms of quantity, quality and timeliness 

in the delivery of the services.  

 

b) Deficiencies that have occurred could not be rectified on time as detection of defects 

and deficiencies possibly could not be made at the time of its occurrence due to 

inadequate monitoring and supervision.  

 

c) Inadequate monitoring and supervision can partly be attributed to lack of competency 

of the clients to judge the work of the consultants and also because of lack of clarity 

of their own needs and expectations from the consultants.  

 

d) The inadequate monitoring and supervision of the works of the consultants had led to 

delivery of poor quality services that had impeded economy, efficiency and 

effectiveness of the resource spent on procuring such services.  

 

3.2.3 Services rendered by consultants not properly evaluated 

a) As evident from the review, procuring agencies usually do not evaluate the quality 

and completeness of outputs and services rendered by the consultants. Therefore, a 

thorough mechanism for evaluating the services/outputs of the consultants must be 

instituted to ensure that intended outputs are delivered and get value for money. 

 

b)  Lack of proper evaluation, the deficiencies in the consultancy services are rarely 

rectified and continue to surface in their subsequent assignments.  

 

3.2.5 Improper evaluation and selection of consultancy firms 

a) Though the agencies invite competitive bids, there appeared to have inherent 

limitations to objectively select the right and competent firms or individuals. 

 

b) Inappropriate selection would have occurred apparently due to inability of procuring 

agencies to fully understand the organizational needs and the type and extent of 

expertise required to carry out the tasks as manifested in the TORs which were 

incomprehensive and vague.  
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c)  Inappropriate selection of Consultants would affect the delivery of services and the 

procuring agencies may not achieve value for money in the procurement of such 

services.   

 

3.2.6 Lack of competent and professional consultancy firms in the market 

a) The license issuing authorities do not exercise strict and appropriate screening 

processes in assessing the competency of the consultancy firms.  

 

b) The applicants were assessed based on the strength of human resources declared and 

establishment of office and engagement of a permanent manager for construction 

related consultancy.  

 

c) The applicants were not required to declare their financial, technical and personnel 

capacities.  

 

3.2.7 Restricted preferences of procuring agencies in acquiring consultancy services 

under project tied assistance 

a) Under the project-tied agreement, it requires the consultancy services to be 

outsourced or involvement of the relevant donors and lenders in the selection of 

consulting firms.  

 

b) There is a risk that procuring agencies might not be able to comprehend the 

competence/credentials of the consultants and resulting in inappropriate selection of 

consultants which may render ineffective or uneconomical use of resources. 

 

3.2.7 Inadequate transfer of knowledge 

a) The involvement of the consultants should benefit the procuring agencies through 

transfer of knowledge and therefore, proper mechanism must be put in place. The 

mechanism would provide opportunities to build-up strong and capable pool of 

human resources within the agency.  

 

b) Government in general encourages transfer of knowledge and skills while using 

consultants so as to avoid huge cost of procuring consultancy services time and again 

at very exorbitant costs. 

 

c) The transfer of skills and knowledge was not included as a specific deliverable in the 

contract. Therefore, consultants are not seen obliged to train the internal staff.  

 

d) Hiring of consultants for the regular activities of the government would lead to 

substantial loss of the resources. 
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3.2.8 Undue confidence on consultants works in comparison to in house expertise 

a) The procuring agencies place greater confidence on the services provided by the 

external consultants and such practice seems to ignore the potentials of in-house 

expertise. 

 

b) The engagement of external consultants might prove to be a very costly affair to the 

government in the long run in terms of sustainability of experts and highly specialized 

professionals across the board. 

 

3.2.10 Unrealistic estimates prepared by the consultants - indicating no value for the 

money  

a) The deliverables of the consultants were not commensurate with the amount paid, 

implying agencies not realizing value for money.  

 

b) The common flaws and deficient deliverables was unrealistic preparation of estimates 

and Bill of Quantities (BoQ) leading to flawed estimates and effect on the quality of 

the infrastructure created. 

 

c) Unrealistic estimates resulted in major deviations and cost escalations indicating to 

lack of proper planning, inadequate site surveys and preliminary studies, inadequate 

consultations, lack of proper review of outputs etc. 

 

3.2.11 Inadequacies in contractual terms - lack of measures to indemnify against loss 

arising from poor performance of consultants 

a) The procuring agencies do not execute ToRs and contracts properly specifying 

liability on the part of consultants to indemnify against loss on account of failure to 

deliver the services and goods.  

 

b) Lack of important and necessary clauses in the ToR had resulted in absolving 

consultants from their obligation to make good the loss or damages sustained by the 

procuring agencies in the form of poor quality or incomplete work.  

 

c) In the absence of proper accountability mechanisms for consultants, there is no 

remedy available for loss or damages arising from the poor performance of these 

consultants. 

 

3.2.12 Irregularities in consultancy services for supervision of works  

a) The contracts for supervision of work were given to the same consultant who was 

engaged in the preparation of design, drawing and estimates showed existence of 

conflict of interest. This may result in execution of substandard works, additional 

costs for rectification works and even promote collusive practices.    
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b) The RAA found that the consultants had not deployed the required supervising staff 

in the field as specified in the contract agreement, which apparently had affected the 

quality of the work.  

 

c) The practice of engaging same consultant for supervision creates favorable 

environment for undesired practices that may be costly affair for the procuring 

agencies. 

 

3.2.13 Other issues - irregularities in bid evaluation, direct award, non adherence to 

contract agreement 

a) The consulting firms had not adhered to the terms of contract in providing their 

services. Some of non-compliances are: 

 There were cases of direct award of consultancy contract without observing 

procurement formalities stipulated in the PRR 2009. 

 

 The bid evaluation process was flawed in some cases, which entailed 

additional cost implication or provided undue advantage to the winning bidder. 

 

 The consultants did not adhere to the contractual terms resulting in delivery of 

poor quality of services or acceptance of services not specified or required by 

the procuring agencies. 

 

 The recommendations of the consultants which possibly could have added 

value were ignored without any basis. 

 

b) The practice of direct award had not only violated the procurement norms but also 

impeded transparency, fairness and wider participation and depriving the benefits 

of competitive bidding. 

 

3.3 Cost Benefit Analysis 

Government agencies are expected that public resources are used economically, 

efficiently and effectively to achieve value for money in public operations. The analyses 

were considered for work of such nature that it could be executed by the expertise 

available within the organization. The results of the analyses showed that: 

  

a) By engaging consultants the Government had spent over two times the cost that 

would have been incurred if the same assignment was undertaken by in-house 

experts. 
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b) Civil service has more engineers both in terms of numbers and level of qualifications 

compared to the private sector. Unless the policy really contributes in development 

of private sector and healthy and competitive market, there seems to be hardly any 

rationale to outsource engineering services. 

 

c) The government is incurring huge losses both in terms of quality and cost in 

acquiring the services of the consultants. 

 

3.4 Case studies on consultancy services 

 

3.4.1 Consultancy services for the hydropower projects 

All Hydropower Projects need to undergo various stages before commencement of actual 

constructions. As such, the consultancy services to conduct pre-feasibility studies, 

preparation of Detailed Project Report and pre-construction activities constitute a 

substantial portion of the expenditures for hydropower projects. During the period 2007-

08 to 2011-12, a total of Nu. 1,804.350 million was spent on procurement of consultancy 

services in the Hydropower Sector. 

 

Lapses and Deficiencies  

 
Some of the significant deficiencies observed in the consultancy services in this sector are as 

follows: 

a) Deficiencies in the design and preparation of estimates are mostly due to inadequate 

preliminary studies that had resulted in huge deviation in actual and estimated quantities 

necessitating payments at analyzed rate which are usually much higher than the quoted rates. 

  

b) Major changes in the scope of work had ensued from unrealistic estimates prepared by the 

consultant. The changes rendered numerous complications related to contract management.  

 

c) There were time and cost overruns, significant portion of which were on account of 

inadequacies in the Detailed Project Report.  

 

d) The cost of Punatsangchu Hydropower Project was revised almost three times due to 

significant changes in the scope of works. Many extra items of works had to be executed 

which the consultants had not provided in the DPR. This entailed additional financial 

implications. 

 

e) The items included in the DPR of MHPA prepared by the consultant were later changed. 

The consultant insisted to maintain the same item as it was cheaper than the alternative item. 

The alteration entails possible extra financial implication of Nu. 779.898 million as the item 

was treated as extra item to be paid at analyzed rate.  
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f) There is no accountability mechanism and penal provisions to hold the consultants 

responsible for the flawed and deficient DPRs. The project thus, inevitably bears the 

consequences of flaws in the services rendered by the consultants.  

 

g) Non completion of the DPR on schedule has always delayed the implementation of the 

projects and has posed a serious impediment to realization of national target of 10,000 MW 

by 2020 besides the likely time and cost over-runs that the project will experience. 

  

h) Despite considerable experiences of implementation of Hydro Power Projects in Bhutan, it 

has become a common practice to make payments at analyzed rates for deviated quantities 

beyond 30%. This is seen to be one of major causes for cost escalation.   

 

i) Inadequacies in the DPR occur mainly due to inadequate time and resources allocated for 

carrying out detailed preliminary studies and investigations.  Since these flaws have huge 

implications both qualitative and financial, it may be worth spending adequate time and 

resources for conducting thorough investigations and preparing a bankable DPR. 

 

3.4.2 Consultancy Services for the ABSD project - Mckinsey & Company, Inc. 

The Accelerating Bhutan‟s Socio-economic Development (ABSD) Project was 

conceptualized and initiated by the Royal Government of Bhutan. M/s McKinsey & Co., 

a global management consulting firm based in India was awarded the consultancy 

services at negotiated bid of US$ 9.1 million (Nu.443 million).  

 

The Project was initiated in two phases. Phase I (Diagnostic Phase: first three months): 

Phase II (Implementation Phase: twenty-three months) 

 

Performance Facilitation Unit (PFU) was instituted under GNHC to ensure smooth and 

successful implementation of these Compacts. It coordinated with the concerned sectors 

to facilitate, de-bottleneck and monitor progress on initiatives. 

  

As the project involved huge investment, representing 9% of the expenditures incurred on 

consultancy services during the period 2007-08 to 2011-12, the RAA reviewed the 

proposal and implementation of the ABSD Initiatives to ascertain whether the 

engagement of McKinsey & Company had accorded due regard to economy, efficiency 

and effectiveness in acquiring its services. 

 

1. The contract agreement drawn did not clearly establish the deliverables and outputs 

from the consultant. 

a) The deliverables identified in Appendix II (Description of Services) of the Contract 

Agreement was not adequately quantified. The outputs sought from the consultants were 

not clearly defined. 
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b) There was no time-frame established for completion of each deliverable.  

 

c) The contract failed to identify performance indicators for each deliverable, in relation to 

national performance indicators, except for a deliverable that agreed on propelling 

Bhutan to the top 50 nations in the “Ease of doing business index of the World Bank”.  

 

d) Therefore, the vagueness in establishing the deliverables and lack of performance 

indicators against each deliverable had impaired gauging the extent of achievement of 

commitments of the Consultant. 

 

2. There was inadequate oversight over contract administration 

a) The Contract Agreement required the Consultant to submit report every three months 

and the draft final report to be submitted within first week of the 23rd month. However, 

the required reports were not submitted by the Consultant, impairing effective 

monitoring of the contract.  

 

b) The only report prepared by the Consultant was the presentations made on the diagnostic 

and implementation stages of the project, which were later consolidated as “Performance 

Compacts”. Without the reports and proper documentation of the activities carried out 

by the Consultant, it had impeded effective supervision and also impaired verification 

and ascertainment of the extent of achievement of the commitments. 

 

c) The agreement did not specify relevant clauses on the liability of the consultant in the 

event of breach of contract terms and conditions. 

 

d) The status of progress of consultancy works and implementation of compacts were not 

made available with the GNHC as the same was not produced the Audit.   

 

3. Performance Measures/Outcome of compacts were not defined clearly 

a) It was observed that many key Performance Measures/Outcome identified in the 

Compacts was not clearly defined.  

 

b) No proper assessment of the agencies was conducted by the Consultant to identify 

appropriate outcomes for the agencies resulting in list of outcomes in the Compact that 

did not add any value to the system.  

 

c) As a case in point, some of the outcomes like, “Minimum percentage of students 

supported by the government”, “% Employability within three months of graduation”, 

“Schools above 70% on GNH Index”, “% of schools covered by the new holistic 



 

25 | P a g e  

education method”, “% of students being funded by loans”, etc. indicated the outcomes 

were listed in the Compact without adequate assessment and proper study on the 

relevance, feasibility and effectiveness of the outcomes.  

 

d) The Compacts also did not identify strategy to achieve the targets or outcomes in many 

cases. 

 

e) It was observed that many charters were either modified or its commitment period 

extended to next plan. Some of the under-achieved initiatives are: 
 

 The Government-to-Citizen (G2C) services were targeted for all 205 Gewogs and in 

15 Ministries/agencies by 2013 through establishment of Community Information 

Centers (CICs). However, the revised plan indicated establishment of only 185 

CICs (131 online and 54 offline). 

 

 Many activities were either deferred or the target activities were revised. Therefore, 

it appeared that the charters/initiatives identified were not properly assessed and 

quantified.  

 

4. Targets not aligned to goals of tenth five year plan 

a) As against the objective of generating substantial portion of the 90,000 jobs required in 

the Tenth Plan as provided in the Contract Agreement signed between the Government 

and the Consultant, the ABSD initiatives targeted creating only 30,000 jobs.  

 

b) Without clarity in target setting and alignment of targets with the overall government's 

target of reducing unemployment rate to 2.5% in 2013, the contribution of the ABSD 

initiatives towards lowering unemployment rate cannot be ascertained.  

 

c) It is reported that the unemployment rate had reduced from 4.2% in 2008 to 2.1% in 

2012. However, the youth's unemployment rate has been reported to be at 7.3%. 

 

5. Unjustified attribution of national savings to consultants 

a) The government explored opportunities for reducing the cost of construction materials 

and the Government reported savings of Nu.108 million on account of reduced bitumen 

costs and the substitutions of Fe500 over Fe415 grade of steel. The savings were 

attributed as the outcome of the McKinsey & Co.  

 

b) It was observed that the saving of Nu. 108 million reported as the contribution of the 

Consultant was expected saving computed based on estimated requirement of bitumen 

and steel and certain other assumptions. However, the actual outcome was yet to be 

ascertained.  



 

26 | P a g e  

 

6. CIC initiative were not effective as most CICs were not used  

a) Out of 100 CICs established in Gewogs, only 23 online CICs cater the services to the 

public.  

 

b) The RAA's review of 23 CICs showed total applications of 1,938 only from the time of 

establishments of the Centre till date.  

 

c) Five CICs did not process any application, and ten CICs processed on average of 1 to 100 

applications in a year.  

 

d) It was found that these CICs were established without pre-requisites such as optical 

internet services, manpower resulting in under utilization of facilities. 

 

e) The interview with the local communities or public indicated that many of them were not 

aware of the facilities. Therefore, the intended objectives of the CICs remained largely 

not met, thus indicating ineffectiveness of the program. 

 

7. Non achievement of targets within the timeframe 

a) The targets set in the performance compacts were intended to accelerate the growth and 

development of the Bhutanese economy and improve efficiency and effectiveness of 

government services, generate substantial employment and enable and manage change to 

ensure real and sustainable impacts.  

 

b) However, not all targets proposed through the ABSD were achieved as per the timeline 

provided in the performance compacts which could potentially threaten the achievement 

of the project‟s objectives.  

 

c) From the available performance indicator for an agreed deliverable – “to propel Bhutan 

to top 50 nations in the Ease of doing Business index of the World Bank”, the ranking of 

Bhutan had plummeted from 119th in 2008 to 148th in 2013 from among 185 countries 

(Latest ranking 141in 2014 among 189 countries). This also implied that the target was 

either not realistic or the mechanism to achieve the target was not well defined. 

  

d) Such instances of unimplemented charters and unaccomplished targets are an indication 

that proper studies on feasibility, resources requirements, applicability etc. were not 

carried out by the consultants. 
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RAA’s Recommendations 

 
To ensure that the procurement of consultancy services is carried out most economically, 

efficiently and effectively and to optimize the value of partnership between government and 

consultants for mutual benefits, the RAA recommends the following: 

 

4.1. There should be clear legal and policy framework for procurement of consultancy 

services. 

The review revealed that most issues regarding the procurement of consultancy services 

are related to having inadequate legal and policy framework. Procuring agencies engage 

the services of consultants even when the works could be carried out by the agency itself 

or through the central technical agencies. 

 

It has become imperative to come out with proper legal and policy framework to assist 

procurement of consultancy services. The legal and policy framework would form the 

basis of agencies to verify if consultants would really be required.  

 

4.2. The government should issue clear guidelines on procurement of consultancy 

services. 

Lack of comprehensive guidelines on procurement of consultancy services have been 

impeding value for money in the procurement of consultancy services besides giving rise 

to scope for inconsistencies, lapses and inappropriate practices. In many cases, 

procurements of consultancy services are carried out without even identifying and 

indicating the deliverables of the consultants. Therefore, the government should develop 

and issue clear guidelines to the agencies to assist the procurement of consultancy 

services. 

 

4.3. The government agencies should conduct need assessment to identify the actual 

requirement of consultancy services. 

The engagement of consultancy firms is appropriate only when the knowledge, skills, or 

expertise required to carry out the task at hand is not available within the organization. 

Agencies should conduct appropriate need analysis to identify whether the work warrants 

the involvement of consultants and whether the consultancy firms can provide services 

according to the requirements of the agency. The need assessment should also take into 

account the possibility of availing expertise from other government agencies. Therefore, 

the agencies should prepare a detailed procurement plan to avail the services of the 

consultants most judiciously.  
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4.4. The government should encourage procurement practice that promotes competition 

and provides value for money. 

The procurement of consultancy services should be done inviting open bids from the 

potential consultants as appropriate. Competition encourages consultants to offer greater 

value for money to the clients. However, the procuring agencies should choose the most 

appropriate form of competition given the value and nature of the contract and the 

number of bidders expected. It should be diligently followed through systematic and fair 

evaluation process.  

 

4.5. The ToR should be comprehensive and complete in all material respects. 

Many issues relating to inadequacies in the terms of reference drawn with the consultants 

were observed which had resulted into delivery of poor quality of services, additional 

costs, disputes, non-performance, wastages thereby impeding value for money from 

consultancy services. The terms of reference should be detailed and comprehensive 

enough to include all important aspects of proposed assignment. 

  

The ToR should also clearly define the objectives, goals and scope of the assignment. 

The document will provide the basis for the monitoring and evaluation of the work 

carried out by the consultants. 

 

4.6. The procuring agencies should conduct proper supervision and monitoring of the 

works carried out by the consultants. 

Lack of supervision and monitoring of the works of the consultants had resulted in poor 

quality of services, delays, non-performance, wastages and additional costs. To ensure 

that the works carried out through consultancy services are on time and as required in the 

ToR, the procuring agencies should conduct regular monitoring of the work to ensure that 

the quality, quantity, timeliness and scope of the work are adequately observed. 

 

4.7. The basis of fixing consultancy fees should be reviewed and rationalized.  

Existing procurement rules provide for lump-sum and time-based contract methods for 

procuring consultancy services but many adopted percentage based contract which was 

not provided for in the PRR 2009. The fees paid are mostly linked to the project estimates 

and the existing fee structure seems to be generally very high and there is also no system 

of setting maximum limit for consultancy fees. 

 

The payment of consultancy fees as a percentage of the estimated cost provides 

opportunities to inflate the estimation to ensure that the benefit to the consultant is high. 

There is a need to review the existing fee structure and rationalize the same to render it 

more reflective of the cost of providing services.  
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4.8. Award of design and drawings and supervision of contracts to same consultants 

should be reviewed. 

Despite stipulations in Clause 7.2 of PRR 2009 to avoid engagement of same consultant 

with conflicting roles, this important aspect is overlooked. The award of preparation of 

design and drawing work of a project and supervision of works to the same consultant 

leaves room for conflict of interest. The defects in the design and drawing may be 

deliberately concealed by the supervision consultant which may lead to compromising 

the quality of works. Therefore, it should be reviewed and appropriate practices and 

procedures must be put in place to avoid such conflicts of interest. 

 

4.9. The procuring agencies should encourage transfer of knowledge and skills from the 

consultants to staff. 

The transfer of know-how is one of the key benefits from consultancy services but there 

have been no real initiatives to reap the benefits of knowhow or specialized expertise, 

further the procurement rules also do not encourage such practice. 

 

The procuring agencies should identify the transfer of knowledge and skills as one of the 

deliverables and stipulate it clearly at the tendering stage itself. The agencies should 

encourage and create conducive environment for the internal staff to take advantage of 

opportunities to learn new skills from the consultants.  

 

4.10. The procuring agencies should conduct an evaluation upon completion of the 

consultancy services. 

It is always a good practice to evaluate the work on completion of the consultants' 

assignments to ensure it meets the business requirements and provides value for money. 

Without evaluating the work, it is difficult to assess if value for money is obtained or not. 

A systematic approach of performance rating/grading would encourage consultants to 

provide better services and will aid procuring agencies in future selection of the 

consultant. The evaluation will not only assess the performance but also provide 

significant knowledge on the applicability of the product of the consultant. 

 

4.11. The process for issuing licenses to consultancy firms should be streamlined.  

The main issue associated with procurement of consultancy services is the lack of 

competent and professional consultancy firms in the market. The major setback found in 

the licensing process is that it only requires an application, Security Clearance and 

Citizenship Identity Card to obtain licenses. Therefore, it is felt imperative to streamline 

the licensing process and develop appropriate guidelines, rules and regulations on the 

requirements of a consultancy firm with introduction of minimum requirements in terms 

of financial, technical and human resource capacities for establishing consultancy firms.  
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4.12. The engagement of the consultants in hydropower sector should be governed by 

proper and comprehensive ToRs. 

The engagement of consultants in hydropower sector should be governed by proper and 

comprehensive terms of reference and should cover adequate indemnity through 

appropriate penal provisions.  This will encourage consultants to adopt best practices and 

deliver quality output in stipulated time. The preparation of DPR and estimates in the 

BoQ are some critical activities having huge impact on the cost of the project, the 

contract should adequately address and ensure that DPR and estimates prepared are 

realistic.  There should be a system of holding consultants liable for any major deviations. 

The impact of subsequent changes in construction methodology on project cost and 

completion time is usually enormous.  

 

4.13. The government should encourage developing in house experts for preparation of 

DPR, drawings and designs for hydropower sector. 

The hydropower is a single largest sector that engages the consultant from outside the 

country, and also because, the government has a long way to develop and harness its full 

potential of hydropower energy, it is imperative for the government to carefully considers 

development of its in-house expertise for preparation of DPR and drawings and designs. 

The government should encourage active and cohesive staff-consultant partnership for 

effective knowledge and skills transfer in such high-value consulting activities. Lack of 

adequate technical capacity even to review the quality of DPR within the country and 

extent of dependence on outside agencies clearly demonstrate our vulnerability to 

potential technical, financial, social and environmental risks which the country can ill 

afford. Therefore, it is only prudent that the Government gradually develops adequate 

technical capacities at least to carry out technical review of the DPR prepared and 

presented to the Government and also consider closely involving in the preliminary 

investigations and preparation of the DPR. The Government should also consider 

developing capacity to carry out geo-technical investigations, other preliminary studies 

and preparation of DPR within the Hydro Power Sector in Bhutan (e.g., DGPC) to reduce 

undue dependence on outside consultants as well as effectively collaborate and engage in 

such activities of huge significance. 

 

4.14. The engagement of management consultancy should agree on measurable 

deliverables that would add value to the system. 

Based on the issues noted in the engagement of McKinsey & Company for accelerating 

Bhutan's socio-economic development, the following recommendations are offered for 

implementing such projects in future: 

 

 The contract should include all deliverables and outputs required from the consultants 

and also identify performance indicators for measurement of each deliverable. 
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Outcome should be tangible, quantifiable and measurable and contribute towards 

achieving the objectives. 

 

 Reporting should be made mandatory and strictly enforced to ensure that there is a 

proper trail of the activities carried out by the consultants.  

 

 Similar nature of projects in future should be carried out with a proper cost-benefit 

analysis to ensure that the cost of procuring the consultancy services do not outweigh 

the benefits accrued from them. Therefore, it is always advisable to explore and 

evaluate various options and ensure that engagement of consultants is the best 

possible option and will provide value for money to the Government. 

 

 The project should also be reviewed and evaluated to assess the impact made from 

implementing the recommendations provided by the Consultants. While it would 

benefit the government in the future to adopt those best practices observed since the 

implementation of the project, it would also be wise to stop pursuing those practices 

that yielded no benefits.  

 

PAC’s Observations 

 
1) During the review of the report, PAC observed that a total of Nu.4,594.15 million was 

incurred for the financial years 2007-08 to 2011-12 in acquiring the consultancy services 

indicating an expenditure almost to the tune of Nu. 1.00 billion annually. This figure does not 

capture the entire expenditures incurred on consultancy services as there could be 

expenditures charged to other financial codes. As stated in the report, the consultancy for 

Hydro-power and ABSD Project represented about 39% and 9% of the total expenditure 

incurred for consultancy services respectively. Under the category „Others‟, representing 

52% of the aggregate expenditures, the consultancy services were mainly availed for 

activities such as preparation of drawings and designs of roads, bridges and buildings, 

drafting of legislations, standards and manuals of technical nature, development of 

information systems, etc.  

 

2) While consultancy services is imperative as it has huge potential in providing knowledge and 

skills that are not available within the public sector, the present practice of indiscriminate use 

of consultancy services without carrying out proper cost benefit analysis appeared to be a 

very costly affair and undermines the optimal use of in-house capacity. The inconsistent and 

varied practices that prevail mostly ensue from inadequate policy framework and 

comprehensive rules and guidelines on engagement and management of consultancy services 

in the public sector. 
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3) The lapses and deficiencies pointed out by RAA highlights the urgent need to put in place 

proper policy and legal framework that addresses in greater detail the procurement of 

consultancy services.   

 

PAC’S Recommendations 

 
1. The PAC strongly endorses the recommendations made by the RAA and request the 

Government to issue appropriate directives to all agencies to implement them. 

 

2. The Ministry of Finance must ensure that the Procurement Rules and Regulations (PRR) are 

reviewed from time to time with relevant clauses inserted in order to avoid future lapses and 

wastage of government resources. 

 

3. The Public Procurement Policy Division (PPPD), MoF is the central agency that looks into 

public procurement. It is imperative that this Department is adequately staffed with people 

who have the necessary qualifications and experiences required to discharge this important 

function effectively. The Royal Civil Service Commission together with the MoF needs to 

address this urgently. 

 

4. Currently, it seems that every procuring agency interprets the PRR differently based on its 

own needs and convenience. This has led to a situation where there is no uniformity in the 

implementation of the PRR. Therefore, any agency that seeks to procure consultancy services 

beyond a threshold amount must obtain a clearance from the PPPD. This threshold amount 

may be fixed by the MoF in consultation with the various agencies. 

 

 

 

CHAPTER X: CONCLUSION

 

With this report the PAC would like to state that all pending Performance Audit Reports since 

2007-08 have now been reviewed and cleared. The recent Performance Audit Reports received 

from RAA are: 

 

1) System Audit of Hydro Electric Energy (2013)  

2) Environmental Audit Report on Timber Harvesting in FMUs & WSs-April, 2014.  

3) Audit Report on Public Debt Management (2014)  

 

These reports will be reviewed by PAC and reported to the Parliament in the forth coming 

sessions. 
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In view of the fact that there was a huge backlog of Performance Audit Reports to be reviewed, 

the report on the Leasing of Government Land, GRF Land and Mines (2013) was given to the 

National Council to review. This was in keeping with the resolution of the House at the 1
st
 

session of the second Parliament. The National Council reviewed this report in its 13
th

 session. 

 

The PAC would like to acknowledge the hard work put in by the RAA led by the Auditor 

General. The Committee is hopeful that our report will serve as a useful basis for the House to 

conduct deliberations and give necessary directives which will compliment the efforts of the 

RAA towards achieving economy, efficiency and effectiveness in the use of public resources. 

The PAC hereby awaits the directions from the House to tackle specific issues reflected in the 

report. 

 

 

 

*** Tashi Delek *** 


