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Basic Information

Currency Rwanda Franc = 100 cents
Official Exchange Rate ((US $, June 2015) 765 RwWF (Average)
Fiscal/Budget Year 1 July — 30 June

Weights and Measures

Metric System

Location

Government

Political arrangement

HQs

Industrial/Commercial Cities
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Official Languages

Ruhango District

Southern Province, Rwanda

Elected Mayor (Chief Executive) and District Council
Administrative decentralization

Ruhango

None, Rural based district

319,885 (2012 census)

627 km?

510 persons/km? (2012 census)

Kinyarwanda, English, & French
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Disclosure of Quality Assurance Mechanism

The following quality assurance arrangements have been established in the planning and
preparation of the PEFA assessment report for the District of Ruhango, Rwanda, and final report
dated July 31, 2017.

1. Review of Concept Note

- Draft concept note and/or terms of reference dated November 2014 was submitted for
review on November 4, 2014 to the following reviewers:

- 1) District of Ruhango

- 2) Government of Rwanda

- 3) World Bank

- 4) Kreditanstalt fur Wiederaufbau (KFW)

- 5) Deutsche Gesellschaft fur Internationale Zusammenarbeit (G1Z)

- 6) UK Department for International Development (DFID)

- 7) EU Delegation

- 8) Agence Belge de Développement (BTC)

- 9) PEFA Secretariat

Final concept note dated February 25, 2015 was forwarded to reviewers.

2. Review of draft report

- Draft report dated January 2016 was submitted for review on April 22, 2016 to the following
reviewers:

- 1) District of Ruhango

- 2) Government of Rwanda

- 3) World Bank

- 4) Kreditanstalt fir Wiederaufbau (KFW)

- 5) Deutsche Gesellschaft fiir Internationale Zusammenarbeit (G12)
- 6) UK Department for International Development (DFID)

- 7) EU Delegation

- 8) Agence Belge de Développement (BTC)

- 9) PEFA Secretariat

3. Review of final draft report

A revised final draft assessment was forwarded to reviewers on May 2, 2017 and included a table
showing the response to all comments raised by all reviewers.
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Acronyms and Abbreviations

AC - Audit Committee of a district council

BFP - Budget Framework Paper

CBM - Chief Budget Manager

CG - Central Government

DC - District Council

DDP - District Development Plan

DoA — Director of Administration

DSA — Debt Sustainability Analysis

EC — Economic Commission (of District Council) /
Executive Committee (of the District)

EDPRS — Economic Development & Poverty
Reduction Strategy

ES — Executive Secretary

FY — Fiscal/Financial Year; usually signifies the year
in which a 12-calendar month fiscal system
ends

GDP — Gross Domestic Product

GoR — Government of Rwanda

HR(M) — Human Resource (Management)

1A — Internal Audit

I1A — Institute of Internal Auditors

INTOSAI - International organization of Supreme
Audit Institutions

IPPS — Integrated Personnel & Payroll System

IPSAS — International Public Sector Accounting
Standards

ISPPIA — International Standards for Public Practice
in Internal Audit

JDF — Joint Action Development Forum

LODA - Local Administrative Entities Development
Agency

MDA — Ministries, Departments, and Agencies

MDGs — Millennium Development Goals

MIFOTRA — Ministry of Public Service and Labour

MINALOC - Ministry of Local Government

MINECOFIN — Ministry of Finance & Economic
Planning

MINISANTE — Ministry of Health

MoU(s) — Memorandum(s) of Understanding

NA — not applicable

NBA — Non-budget agency

NISR - Rwanda National Institute for Statistical
Research

NR — not rated

OAG - Office of the Auditor General of State
Finances

OBL - Organic Budget Law

PAC - Public Accounts Committee

PEFA — Public Expenditure and Financial
Accountability

PS — Permanent Secretary of a ministry

PSF — Public Sector Forum

RRA — Rwanda Revenue Authority

SAI- Supreme Audit Institution

SEAS - Subsidiary Entities Accounting System

TAC — Tax Advisory Committee

TMC — Treasury Management Committee

TR — Total Revenue

TSA - Treasury single account
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Summary Assessment

0.1  This section is a synopsis of the detailed assessment in Section 3. It provides a high level
overview of the status of the public financial management system in 2015, telling the main
emerging story of the assessment. It discusses performances along the six core dimensions of the
PEFA PFM Performance Measurement Framework and highlights the implications of identified
weaknesses and their potential impact on the attainment of the three key budgetary goals of
aggregate fiscal discipline, strategic allocation of resources, and effective service delivery.
Finally, it evaluates the impact of factors predisposing to continuing reforms as well as factors
inhibiting reform success and sustainability.

Story Line

0.2  The Ruhango District PFM system posts an impressive picture of performance with top
scores in 11 indicators cutting across the six core dimensions (Table 0.1). However, several
dimensions of some of these and other indicators do not apply at the district level, because the

Table 0.1: Summary of Performance of the PFM System CG _retams responsibility - for them'
S/No | Score Performance Indicators Total For instance, the CG regulates _pUb“C
1 A Pls4,5,7,11,13, 19, 26, 28 8 procurement and external audit and
2 | B+ HLG-1, Pls 21, 25 3 scrutiny. Districts’ roles in them are to
3 |B Pls1, 10,12, 22 3 apply the regulations as made and to
4 |C+ |Pls2,20,%7 3 rectify adverse audit findings within

5 |cC Pls6,9, 17,21 4 hei Urisdicti f
c Tor BIs 1894 > their  jurisdiction to effect.
1D Pls 3. 15, 23 3 Notwithstanding this strong showing,
8 NA PI-8, 14 2 several areas need reform attention.
9 |NR PI-16 1 Performance is uneven within the same
Total 29 core dimension, with the relatively

poor showing of some indicators and
dimensions capable of impeding the strong performance of the others and constituting overall
risks to entire PFM system. This is the main message of this assessment that the integrated
assessment below elaborates on.

Integrated Assessment of PFM Performance and Their Impacts

0.3  The foregoing main message of strong, but uneven performance has implications for the
overall performance of the PFM system. The PFM system operates as an integrated unit with the
different aspects being links of the same chain that can attain optimality only with the efficient
and effective performance of all components. This subsection unpacks the main message above
by providing some more details. It also briefly analyzes the potential contribution of the
performances of the different aspects of the PFM system to the attainment of the three budgetary
outcomes of aggregate fiscal discipline, strategic prioritization of resources, and efficient
delivery of services. The analysis emphasizes the integrated nature of the PFM system by
showing how weaknesses in one area can affect other areas and / or also be the consequence of
weaknesses in other areas. The discussion centres around the six core dimensions of the
assessment framework: (i) credibility of the budget, (ii) comprehensiveness and transparency,



Ruhango District PEFA PFM-PR 2015 - Final

(iii) policy-based budgeting, (iv) predictability and control in budget execution, (v) accounting,
recording, and reporting, and (vi) external audit and scrutiny.

Credibility of the Budget

0.4  Credibility of the budget posted a partial success story. Aggregate expenditure deviation
was low, but composition variance was high, potentially undermining fiscal discipline, although
CG regulations guide the annual midyear budget review, which is the main cause of the variance.
Own revenue performance also assessed poorly, but monitoring of expenditure payment arrears
assessed very well.

0.5  Lack of budget credibility can erode fiscal discipline, upset the policy basis of the budget,
reduce value for money, mask weaknesses in other areas, and undermine public trust in the
budget. For instance, high composition variances immediately distort originally intended
budgetary outcomes. Midyear budget review is an admission of planning failures, inability to
make accurate and reliable short term (one year) prediction of revenue and expenditure. This
inability complicates budgetary control and management, affects achievement of targets, and
undermines accountability for resources, which in turn makes the budget less credible. Annual
budget review adversely affects development of planning capacity by providing an escape route
(excuses) for poor programming, rather than compelling improvements by drawing attention to
the failures. Low budget credibility affects public trust in the budget as a true expression of
government policy intentions. When the government consistently fails to implement the budget
as originally made, citizens come to “know and accept (?)” that the government will not
implement budgets. Accountability suffers a consequence.

Table 0.2: A. PFM Outturns: Credibility of the Budget

2015 Assessment
Indicator Dlme_nSIOn Overall ) ) )
Ratings Score Brief Explanation and Cardinal Data Used
i v
1. Aggregate
expenditure out-turn B Expenditure deviation was higher than 10% only in FY 2013, 7.4% in
compared to original 2011/2012, 16.8% in 2012/2013, and 8.1% in 2013/2014.
approved budget
g*ge%?ﬁﬁfggmgzm Composition v_ariance was more th_an _10% in _aII of the t_hree years, but
s A C+ less than 15% in two years. The district provides for miscellaneous

compared to original . -

under each administrative head, rather than as a block unallocated vote.
approved budget
3. Aggregate revenue
out-turn compared to D Own revenue was 105.4%, 151.6%, and 62.3% of budgeted revenues
original approved in FY 2012, FY 2013, and FY 2014 respectively.
budget

Accounts payable was 0.2% of aggregate expenditure in FY 2014, an
4. Stock and increase of 18.6 percent over the preceding year’s level. Notes to
monitoring of A A the financial statements include detailed schedule of accounts payable,
expenditure payment usually invoices for small purchases made after formal closure of the
arrears books at yearend; the district pays off the invoices immediately at the

beginning of the new fiscal year.
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Comprehensiveness and Transparency

0.6  Comprehensiveness and transparency also presents a mixed performance picture (Table
0.3). The areas that assessed very highly are those areas where the CG guidance and oversight
are most effective, i.e., through the existence of clear legislation or template for districts to
implement. These include classification of the budget, reporting on operations of NBAs, and
transferring funds to sectors. The district was unable to resolve weaknesses in other areas,
including in budget documentation to the District Council and monitoring of NBAs. Public
access to fiscal information also needs attention, notwithstanding the apparent high performance.
For instance, the audit report rated available only because of the summarized version posted by
the OAG on its website. The district did not post the detailed report on its own website, as it did
not also the audited financial statements and budget documentation.

0.7  Lack of comprehensiveness and transparency of the PFM system can conceal waste and
contribute to the perception of public corruption. The importance of transparency is that it cuts
across the entire PFM system, affecting and affected by other core dimensions from credibility of
the budget to accounting and record keeping. The link with legislative scrutiny of the budget is
particularly clear — inadequate budget documentation is a result and source of deficient
transparency. In addition, failure to grant public access to fiscal outcomes prevents the public
from making valuable facts-based inputs and suggestions that could improve governance. The
public bases reactions on perceptions and rumours, rather than facts. Lack of facts-based
reaction reduces opportunities for effective corrective intervention. Incomplete information also
limits fair and transparent allocation of resources during budget preparation. Finally, lack of
comprehensive and transparent information increases the chances of wastes in the use of
resources and hinders efficient and effective service delivery and value for money.

Table 0.3: Key Crosscutting Issues: Comprehensiveness and Transparency

2015 Assessment

Indicator Dimension Ratings | Overall

Brief Explanation and Cardinal Data Used
Score

i [ i i Jiv

B. Key Cross-cutting Issues: Comprehensiveness and Transparency

Budget classification uses administrative, economic, and
functional categories; the program category fits into functional
5. Classification of the classification at the sub functional level. The general ledger

budget A A records budget execution on the IFMIS using the same
categories in formulation, but reporting is by economic
category.

6. Comprehensiveness of . . . _

information included in c C Only one of applicable four items provided to the District

the budget Council.

Financial reports disclose all fiscal information of the district’s
government and donor cash contributions in the main accounts
and key fiscal information on the 184 subsidiary entities in the
notes. Information disclosed on subsidiary entities include the
following: opening balance, transfer from the District, other

A | NA A revenue, expenses, fund balance at the end of the period, bank
balances, cash balance, accounts receivables, accounts payables,
fund balance. Cash contributions by donors amounted to RwF
29,020,580 and RwF 14,895,489 in FY 14 and FY 13
respectively. However, it is the duty of the CG, not the district
to report on these loans, since these receipts is to the CG, not

7. Extent of unreported
government operations
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Table 0.3: Key Crosscutting Issues: Comprehensiveness and Transparency

2015 Assessment

Indicator ; ; ;
Dimension Ratings Os\é%rri“ Brief Explanation and Cardinal Data Used
i i iii_ | iv
districts (per the PEFA Secretariat).
gbléfgfnpeagteaﬁ}i/sg;'nter' NA | NA | NA NA NA — Not applicable — The ind?c_ator is not gpp_licable, since
relations sectors are not autonomous entities of the district
Most NBAs submit financial reports to the District on a monthly
basis, and the Director of Finance consolidates overall fiscal
9. Oversight of aggregate risk in the District’s annual financial statement. The number of
fiscal risk from other C C NBAs (184) pose serious challenge to effective fiscal
public sector entities monitoring; internal and external audit are on a limited sample

basis of necessity and proper scrutiny of their monthly financial
reports is currently impractical.

Six out of eight applicable elements are accessible to the public,
through various means, including website and noticeboards:

B B budget execution reports, annual financial statements, audit
reports, contract awards, user charges and fees, and service
delivery information.

10. Public access to key
fiscal information

Policy-Based Budgeting

0.8  The mixed picture of performance continues in policy based budgeting, although several
dimensions of the indicators do not apply at the district level. Adherence to the budget calendar
was good, leading to approval of the budget before the commencement of the budget year, as
provided in the law. However, recurrent and investment budgeting processes remain different;
districts follow CG guidelines and procedures in formulating the budget.

0.9  Discussing the potential impact of weaknesses in this area is difficult, because the CG
makes the budget policies that districts implement. However, weaknesses in policy directly affect
credibility of the budget and transparency. Weaknesses in policy planning are a major cause of
the regular midyear budget review that distorts the original budget and undermines its credibility.
The “delink” of recurrent and investment budgeting affects optimal resource programming and
use.

Table 0.4: Policy-Based Budgeting

2015 Assessment

Dimension
Ratings
i i i | iv

Indicator Overall

Brief Explanation and Cardinal Data Used
Score

Districts do not prepare independent budget calendars and call circulars,
but rather apply those issued by the MINECOFIN, as all other budget
entities do. The CG (MINECOFIN) issues two call circulars to all
budget entities, including districts. The first announces commencement
Al A A A of the budget season and provides planning guidelines; the second
conveys firm and clear expenditure ceilings. Budget approved before

11. Orderliness and
participation in the
annual budget

process the commencement of the fiscal year on July 1, i.e., June 29, 2015 for
FY 2016 budget, June 30, 2014 for FY 2015, and June 27, 2013 for FY
2014

12. Multi-year The CG (MINECOFIN) makes three-year rolling fiscal forecasts for the

perspective in fiscal entire country along the main economic categories (wage, nonwage,

- A|NA| B |D B . . L .
planning, development/capital, domestic and foreign funds, etc.) and allocations
expenditure policy, to the main sectors. The forecasts are the basis of ceilings to CG
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Table 0.4: Policy-Based Budgeting

2015 Assessment

Dimension
Ratings
i i | iii | iv

Indicator Overall

Brief Explanation and Cardinal Data Used
Score

and budgeting ministries, which use them to prepare more detailed expenditure
forecasts that include earmarked transfers to districts. The DDP, 2013 —
2018 provides costs for development projects (but not the recurrent cost
component) for all sectors, linked with the EDPRS 2 (2013 — 2018) link
between investment and recurrent expenditure costing is weak; the two
are separate activities.

Predictability and Control in Budget Execution

0.10 Many areas of this core dimension assessed well, the key drawbacks being certain
dimensions in the areas of tax collections, internal controls, and internal audit (Table 0.5);
although several dimensions of the indicators do not apply to districts. Complete reconciliation
of tax collections is lacking, as is payroll audit, especially in schools that have a large number of
teachers. Capacity issues in NBAs undermine the effectiveness of internal controls, as they also
do internal audit. However, NBAs were not the focus of this assessment as explained in the
section on Introduction below.

0.11 Ineffective tax reconciliation can hide weaknesses and waste in the tax collection
process. Weak payroll controls can also be an indication of poor planning; they can also lead to
suboptimal resource use. Weaknesses in internal controls can mask weaknesses in the PFM
system, lead to inefficient use of resources, reduce value for money in service delivery, diminish
reliability of accounting records and reports, and particularly undermine external audit and
scrutiny. These weaknesses also constitute a transparency issue and complicates budget
management.

Table 0.5: Predictability and Control in Budget Execution

2015 Assessment
Indicator Dime_nsion Overall _ _ _
Ratings Score Brief Explanation and Cardinal Data Used
i ii i | iv

Tax legislation is the responsibility of the CG, which also makes
procedures for their collection, and from FY2014, collects them on
behalf of district governments. Prior to this takeover, the appeal

13. Transparency of - . .

C process was not independent, as it required recourse to the same
taxpayer obligations NA | A | NA A . L
A assessment authority and to the court. However, the district

and liabilities - .
government publicizes the taxes and procedures through a variety of
means: website, public noticeboards, tax enlightenment campaigns,
meetings and seminars in localities, and a helpdesk.

14. Effectiveness of

measures for taxpayer NA | NA | NA NA This indicator is not applicable in its entirety with the takeover of tax

registration and tax registration and collection responsibilities by the RRA in FY 15.

assessment
Collection rate of arrears in FY2014 was 2.2%. The district collected

15. Effectiveness in only 1,656,685.00 RwF, of the RwF 76,090,185.00 tax arrears owing

collection of tax D NA | D D | asat1July 2013, leaving a balance of RwF 74,433,500.00 as at 30

payments June 2014. The district does not reconcile tax assessment with
collections.

16. Predictability in District prepares expenditure (cash disbursement) plans for both own

s NR | NA | A NR .
the availability of revenues and CG transferred revenues and cash inflows only for own
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Table 0.5: Predictability and Control in Budget Execution

Indicator

2015 Assessment

Dimension
Ratings

Overall
Score

iv

Brief Explanation and Cardinal Data Used

funds commitment
of expenditures

revenues (2.6% of TR in 2013/14); however, the district did not
provide documentary evidence for review. The district does not
provide commitment authorization information on CG funded projects
to districts, because the district is the budget entity responsible its
implementation; it also does not provide commitment information on
own revenues, but sectors are able to calculate their monthly
expectations from the district. The district does not exercise the power
in s. 48 f the OBL to do up to 20% reallocation between one program
to another during budget execution, preferring to revise both own and
given budgets transparently in December following the same procedure
used in preparing the original budget.

17. Recording and
management of cash
balances, debt, and
guarantees

NA | C o

Debt comprise only accounts payables, incurred in routine course of
business; the district does not borrow. The finance unit of the districts
maintains good record of these payables. The monthly financial
statements consolidate bank balances of the district’s 6 main
expenditure accounts at the BNR, and the bank balances of its NBAs
separately, by category and showing a grand total (of NBA bank
balances). The district does not have regulatory powers; the Minister
of Finance does and must also approve district’s borrowings (Arts 50 —
54); the Minister had not made any such regulations, as at the time of
the assessment.

18. Effectiveness of
payroll controls

Personnel records and the payroll are the same, creating potential
integrity issues. Changes to personnel records and the payroll happen
simultaneously, occasioning no delays, because the two are the same.
The executive committee approves changes to personnel records and
the payroll and the mayor communicates the authorization to HR to
effect. A system of periodic ex post review of the payroll is in place
and involves the Ombudsman, MIFOTRA, the Province, internal audit,
and the auditor general. No recent payroll audit has taken place.

19. Transparency,
competition, and
complaints
mechanisms in
procurement

The PPA is a CG Law applicable to the district; the law meets 4 out of
the 6 required provisions. The May 2015 and the 2013/14
Procurement Reports provided show that all contracts were by open
competitive bidding. The district posts procurement plans, bidding
opportunities, and contract awards (as part of procurement reports) on
its website, www.ruhango.gov.rw; the district has not had any case of
procurement complaint. It also publishes procurement plans and
bidding opportunities in newspapers and the RPPA website,
www.rppa.gov.rw. Although the district has not had any complaint, it
has set up a 5-member independent panel in line with Ministerial
Guidelines, comprising the President of the PSF, a commercial bank
manager, a Rev. Father representing civil society, and two public
officials.

20. Effectiveness in
internal controls for
non-salary
expenditure

The approved expenditure plans limit commitment to both budget and
cash availability; commitment is on line on the CG controlled IFMIS;
district officials cannot override it. Rules and procedures on
authorization, approvals, delineation, verification, access and custody
of resources, etc. are comprehensive, but capacity issues and the large
number of NBAs compromise their effectiveness. Compliance with
processing and recording rules is high; however, the 2013/14 audit
report notes a number of compliance weaknesses in insuring moveable
assets, obtaining land title deed, updating the fixed asset register,
monthly or quarterly IA review of financial statements, fewer audit
committee meetings than stipulated in the law, etc. Capacity shortages
in the district account for some of these lapses.

21. Effectiveness of
internal audit

Internal audit focuses about 70% of audit time on systemic issues, but
capacity shortages limit its effectiveness. The district has only 2
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Table 0.5: Predictability and Control in Budget Execution

2015 Assessment

Indicator Dime_nsion Overall _ _ -
Ratings Score Brief Explanation and Cardinal Data Used
i ii i | iv

internal auditors to cover the district headquarters and 184 NBAs. This
results in acute sampling, which leaves some important work undone,
e.g., review of financial statements as required by law (see 2013/14
audit report, p. 63). Monthly IA submitted to EC; consolidate
quarterly reports sent to the DC with copies to MINECOFIN,
MINALOC, and the Province. The auditor general receives copy on
request. Latest report available at time of assessment is for second
quarter 2013/14; third quarter report not done due the drafting of
internal auditors into a special assignment by the MINECOFIN &
MINISANTE, thereby affecting regularity of 1A reporting.
Management takes prompt action on IA reports. The auditee has 15
days to respond to the findings of the draft audit report before
finalization. The executive committee (EC) invites indicted persons to
explain at District PFM meetings. The DC also invites indicted
persons and refers unresolved issues to the EC for follow up and
action, usually within one month. |A findings sometimes referred to
the police for prosecution, e.g., A discovery of loss of RwF 100
million in Mbuye sector in 2012/13.

Accounting, Recording, and Reporting

0.12  Accounts reconciliation is good, as is the quality of financial statements, but not in-year
budget reporting and information on resources available to service delivery units. The weakness
in budget reporting is due to the use of a template provided by the CG, which does not show
budget commitment, although the information is available on the IFMIS.

0.13 Weaknesses in this area can affect resource planning and use, and undermine,
transparency and comprehensiveness, and auditing. Insufficient knowledge or accounting of
resources available to service delivery units indicates inadequacies in transparency and
comprehensiveness of fiscal information flow. Such inadequacy can undermine overall resource
programming, allocation, and use. Failure of in year budget reports to indicate commitments
levels is also a transparency issues, which can also affect resource planning.

Table 0.6: Accounting, Recording, and Reporting

2015 Assessment

Dimension Overall
Ratings Score Brief Explanation and Cardinal Data Used

i i i | iv

Indicator

Reconciliations of the 7 district bank accounts takes place monthly before
the middle of the next month, but reconciliation of internally generated
revenue accounts is not detailed; NBAs also reconcile their bank accounts,
which they send to district for inclusion in the monthly financial
statements submitted to the district by the 15", The district does not use
suspense accounts or make advances.

22. Timeliness and
regularity of accounts | B | BA B
reconciliation

No comprehensive data collection on resources available to primary

23. Availability of schools and health centres from all sources has taken place in the last

information on D D three years. The financial system concentrates on reporting information

resources received by on government allocations. For example, there is no effort to collect

service delivery units information on parents —teachers’ association (PTA) collections, even
though the information is readily available.

24. Quality and D| A |A D+ | Monthly budget execution reports capture expenditure at the payment
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Table 0.6: Accounting, Recording, and Reporting

2015 Assessment
. Dimension Overall
Indicator . . . .
Ratings Score Brief Explanation and Cardinal Data Used
i i | dii | iv
timeliness of in-year stage only and comparison between budget and outturns is possible only
budget reports by economic categories. Monthly budget execution reports are part of the

financial reports issued by the middle of the next month. There are no
material concerns affecting accuracy of the IFMIS-based budget execution
reports.

Financial statements report revenues, expenditures, bank balances,
accounts payable, and accounts receivables of the District in the main
statements, and both detailed and consolidated information of its
subsidiaries as notes. The disclosure by way of notes, rather than full
integration into the main accounts of the district is a major reason for the
auditor general issuing a qualified audit report. FY 2014 financial
statements submitted to the Accountant General on July 31, 2014 (one
month from fiscal year end) and for audit on September 30, 2014, three
months from yearend. The modified cash standard used is broadly
compatible with IPSAS reporting requirements

25. Quality and
timeliness of annual B| A | A B+
financial statements

External Scrutiny and Audit

0.14 This is probably the strongest area of the PFM system at district level, going by the
results posted. The only apparent weakness is the scope of legislative scrutiny of the budget,
which currently does not cover budget policy. Other dimensions of the legislative budget
scrutiny follow the provisions of the law, as do the other indicators. The high level of audit
performance merely indicates that the district implements audit recommendations. It does not
say that the quality of audit is good, since audit is a CG function.

0.15 The poor performance of internal audit can affect the quality of external audit, which
relies on the internal audit reports to form an initial opinion on the adequacy of internal controls.
Internal audit is particularly useful in the Rwanda decentralization environment with the high
number of subsidiary entities (non-budget agencies) that districts oversee and report and the
large proportion of public expenditures at their disposal.

0.16 Generally, weak audit oversight and reporting can affect all aspects of the PFM system.
It distorts the performance of the PFM system and thus limits ability to hold public officers to
account. This undermines public confidence in the budgeting process. It also affects reliability
of data for budget formulation and budget management. Besides, it also hides weaknesses in
internal controls and accounting, recording, and reporting, instead of flagging them for
correction.  In addition, it conceals wastes and other inefficiencies, undermining the
effectiveness of service delivery.

Table 0.7: External Scrutiny and Audit

2015 Assessment
Indicator Dimension Overall
Ratings Score Brief Explanation and Cardinal Data Used

i | i | il | v
26. Scope, Audit covers 100 percent of the operations (revenues, expenditures, assets,
nature, and liabilities) of the district headquarters; it also includes a sample of NBAs. The

A|lB|A A . . .
follow-up of process involves transactions, systems, and some elements of performance audit,
external audit and accords with international standards. The SAI submitted the 2013/2014
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Table 0.7: External Scrutiny and Audit

2015 Assessment

Indicator Dimension Overall
Ratings Score Brief Explanation and Cardinal Data Used
i i il | iv

audit report to the district council on 05, June, 2015, i.e., approximately eight
months after receiving the financial statements. The district has a high degree of
follow up on audit findings, 71& in 2013/14, 88.3% in 2012/13, and 84% in
2011/12. The reduced performance in 2013/14 was largely due to two cases in
NBAs, which the district can practically do little about retroactively, i.e.,
recovery of stolen computers from a school and failure of the pharmacy to
prepare monthly stock report in 2012/13 fiscal year.

The DC reviews details of revenue and expenditures, but it cannot change policy
decisions already made the CG, which finances up to 90% of the budget. Simple
procedures for review exist, requiring the economic committee of the DC to
review details of proposals (usually in a 2 or 3-day retreat) and present to the DC
for approval. Presentation to the DC is by PPT presentation and approval does

21. Legislative not involve serious debate and is usually a formality. The budget approval

:E;UJL%SS ot C | B | A | A | C+ | process begins with the retreat after receipt of the first budget call circular from
law g MINECOFIN; the retreat for 2015/16 budget held on Feb. 19 — 21, 2015 and it

involved the entire DC, four months to the commencement of the budget year.
Arts. 48, 49 of the OBL permit the CBM to do up to 20% reallocation between
programs (administrative units) during budget execution, but prohibits
reallocation economic categories without authorization of the Minister of the
Finance and the Parliament, as the case may be.

The District Council completes examination of audit reports within three months
of its receipt; there is no arrears of audit reports to review. Reviews involve
detailed hearings by the audit commission of the District Council, which invites

28. Legislative indicted persons. The district has multiple layers of follow up on

:f(rtl;:'nn;{ g:: dit AlA|A A | recommendation. The executive committee follows up with indicted persons,
reports requiring and agreeing necessary action. The audit commission conducts field

visits to monitor implementation. Monthly PFM meetings also follows up on
implementation and the monthly financial statements report on progress of
implementation.

Prospects for Reform Planning and Implementation

0.17 Important note — the following is a generic discussion of issues relating commonly to
all the districts, since the issues do not vary tangibly among them. Districts face similar
challenges and constraints and they apply common solutions, usually as directed by the
CG. The difference among the districts is only about the degree, not the nature, of the
issues. For example, the urban district of Kicukiro had less vacancies in its establishment
staff quota at the time of the assessment than the rural districts.

0.18 Factors favourably predisposing to reform planning and implementation in local
governments include the existence and clarity of a wide range of PFM laws, regulations, and
templates to guide districts. The CG has enacted laws on virtually every aspect of the PFM
system, with some of the most important being the Organic Law on State Finances, the Public
Procurement Act, the Law on the finances of decentralized entities, and the Decentralization
Law. The CG has also made a host of presidential and ministerial orders, regulations, and
guidelines providing further clarification and guidance on many issues.

0.19 Another favourable factor is the uniform applicability of PFM laws, orders, regulations,
and templates across all of government, i.e., to both the CG and decentralized entities, whenever

9
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possible. The exception is where the nature of the issue applies to one level of government, but
not the other. For example, the Integrated Financial Management Information System (IFMIS)
hosted by the Ministry of Finance and Economic Planning (MINECOFIN) is accessible to all
government entities for their planning, accounting, recording, and reporting operations. The
Ministry has also successfully produced and deployed harmonized recording and reporting
templates for use by the CG and decentralized entities. This harmonized approach makes it
easier to extend CG reforms to districts and eases control, supervision, and monitoring of
decentralized operations.

0.20 However, capacity shortages in several areas of districts’”” PFM operations impose
important constraints on the speed, depth, and sustainability of reforms. Capacity shortages are
most evident in the spheres of finance and internal audit. For example, established personnel
quotas for the finance and internal audit units are too few to deal with the task of monitoring the
many non-budget entities and effectively coordinate their procurement, record keeping, and
accounting responsibilities.  In addition, vacancies often exist in the already limited
establishment quotas. For instance, only one of the eight districts assessed had the complete
number of established internal auditors, i.e., three, at the time of the field visit. At least, one
district had none at all. At least, one other district did not have any accountant of the two
established, while several others did not have the full complement.

0.21 Capacity shortages facing NBAs is even more acute than that facing districts. NBA uses
a different accounting system from those used by the CG and decentralized entities. Many of the
weaknesses identified in audit reports as affecting districts emanate from the activities of their
subsidiary entities. Dearth of skilled capacity is the main cause of the problem. For example,
schools use teachers to do their regular procurement, accounting, and monthly financial reporting
duties. The limited training afforded them by the district is not usually nearly sufficient to
perform these highly professional and technical duties. The CG is developing and deploying a
simplified Subsidiary Entities Accounting System (SEAS) to address the problem and it is not
possible to guess how effective the solution will prove.

0.22 The uniformity of processes and templates may be facilitating CG control of activities,
but it may also be having the non-salutary effect of robbing decentralized entities of the initiative
to deal with problems. For instance, audit reports complain of the failure of districts to review
and verify the accuracy and authenticity of the monthly financial reports submitted by NBAs.
They appear content merely to consolidate the reports and fill out the reporting template
provided by the CG, without bothering about the reliability of the figures. Further, most of the
districts did not bother to monitor and gather information on the noncash gifts to NBAs by
donors, simply because the CG does not expressly require it. Yet, audit holds them accountable
for losses affecting such gifts, e.g., the case of some missing computers donated to a school in
Ruhango district. Failure to incentivize districts to seek original solutions to problems not
covered by CG rules is a potential threat to the depth and sustainability of reforms.

0.23  Finally, the deployment of uniform process has another drawback — not all processes will
be as effective in districts as in the CG. The Integrated Personnel and Payroll System (IPPS)
provides a good example for CG systems that may not produce the same results in districts,
without modification. While different personnel perform the human resource and payroll
functions in the CG, the same person combines the two tasks in decentralized entities, thereby

10
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undermining inherent controls in the system. Thus, while the IPPS appears to be effective in the
CG, audit has reported manipulation of the control feature to fraudulent ends in at least two
decentralized entities - the Rwanda Revenue Authority and Karongi district. Incidentally, the
CG attributes this problem to ineffective supervision in decentralized entities, without realizing
the need to adapt the process to decentralized entities. Nondiscriminatory uniform application of
processes can threaten reform effectiveness.

11



Section 1: Introduction

1.1 This introduction briefly explains why the Government of Rwanda is undertaking this
assessment, defines the scope of the assessment, describes the assessment and reporting process,
outlines the role of donor sponsors and government partners, and explains its methodology,
sources of information, and reliance placed on them. The report was commissioned by GoR, and
funded from a MDTF under the control of GoR.

1.2 This assessment is the baseline assessment for Ruhango district. The district did not
participate in the 2010 joint assessment of the Government of Rwanda (GoR) and four of its
districts; the district did also not participate in the earlier 2007 assessment of the Government of
Rwanda. This assessment is sequel to a Memorandum of Understanding (MoU) signed in June
2014 by the GoR and its contributing development partners in support to the implementation of
the PFM SSP 2013-2018. The context is as follows.

1.3  Public financial management reforms aimed at modernizing and strengthening
institutions for accountability have been part of Rwanda’s socio-economic reforms that have
yielded remarkable results in GDP growth, poverty reduction, the MDGs, etc. Decentralization
of political, administrative, and service delivery powers has also been an integral part of these
reforms pursued since the early 2000s. The GoR has already implemented and assessed the
performance of the Public Financial Management Reform Strategy (PFMRS) 2008 — 2012.
Subsequently, the GoR has “developed a 5-year PFM Sector Strategic Plan (PFM SSP) and its
accompanying Sector Implementation Plan (SIP) in consultation with relevant stakeholders
including Development Partners”.! The primary objective of the plan is “ensuring efficient,
effective and accountable use of public resources as a basis for economic development and
poverty eradication through improved service delivery.”®> The GoR and its development partners
agreed to carry out a “Public Expenditure and Financial Accountability (PEFA) ... in the fourth
quarter of 2014/15 ... that ... will serve as a basis for dialogue on Public Financial Management

agenda”.’

1.4 The Government of Rwanda consequently commissioned concomitant assessments of the
central government (CG) and local government (LG). The LG assessment involved a sample of
eight districts, out of 30, selected to encompass the four provinces and the City of Kigali, and to
include at least, one urban district. The selection also includes the four districts that participated
in the earlier 2010 assessment, to track performance.

1.5  This LG assessment applied extant PEFA guidelines. These are the 2011 revised edition
of the Public Financial Management Performance Measurement Framework, the Supplementary
Guidelines for the Application of the PEFA Framework to Subnational Governments published
by the PEFA Secretariat in January 2013, and Good Practice when Undertaking a Repeat
Assessment: Guidance for Assessment Planners and Assessors issued in 2010.

! See the ToRs

® See the ToRs

¥ See the “Terms of Reference for Local Governments Public Expenditure and Financial Accountability Assessment
in Rwanda” accompanying this report as an Annex
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1.6 The assessment commenced at the end of the first week of June 2015 with review of
documents provided by the Ministry of Finance and Economic Planning and a week of series of
preliminary meetings at key organs of the Government of Rwanda jointly attended by the CG
and LG teams. These organs include the Offices of the Accountant General, Chief Internal
Auditor, IFMIS Coordinator, Rwanda Revenue Authority, Auditor General, Rwanda Public
Procurement Authority. Chief Economist, National Development Planning & Research, Ministry
of Labour & Employment, DG Budget, Treasury, Ministry of Local Government, and Fiscal
Decentralization Unit. The preliminary activities also included a one-day joint inception and
training workshop for CG and districts’ officials on the PEFA methodology.

1.7 The field visits involved, at least, a two-day mission to each of the eight districts. The
missions followed the same format, i.e., interactive sessions with the district management led by
the executive secretary and including heads and representatives of departments responsible for
finance, administration, human resource management, public procurement, internal audit, liaison
with the district council, etc. (the full list of participants is in the appendix). The pattern
followed was to go through the Fieldguide and require the district to answer the key questions
and provide document evidence supporting their positions. The exercises covered all applicable
29 indicators, i.e., including HLG-1, but excluding the donor indicators.

1.8 The assessors next prepared and sent the draft assessment report to the GoR for review.
The GoR also exposed the report to developments partners for review. The assessors evaluated
and reflected the comments received, as appropriate and returned this to the Ministry of Finance
& Economic planning that is coordinating the exercise. The comments received and the
response of the assessors are as in the appendix.

1.9 The assessment covered the entire PFM system of the district, i.e., the district’s central
administration, sectors, cells, and villages, but excluding subsidiary entities, except to the extent
that the district makes allocations to them. Subsidiary entities are non-budget agencies (NBAS)
supervised by districts. NBAs submit monthly financial reports to the district, which the district
summarizes and includes as annex in its monthly financial reports to the Ministry of Finance &
Economic Planning. Table 1.8 reflects the scope of the assignment.

Table 1.8: Scope of the Assessment

Institutions Number of entities | Total public expenditures (FY 2014) - Frw Percent
District government 1 9,911,192,114 100.0%
Non- budget agencies (NBA' 184 8,018,268,211 80.9%

'NBA spending not consolidated into district public expenditures, but reported separately in the annex to the
financial statements.

Source of Data: District’s audited Financial Statements for Year Ended 30 June, 2014

1.10 Finally, the assessment faced very difficult challenges, the most important of which is the
gross under-resourcing for the task. Two days per district was not nearly adequate for the
required full application of the PEFA framework. Sessions often lasted into the night or
extended to a third day (in Kigali). The consultancy days allowed was the same as usually for a
single PEFA assessment, though the requirement was for nine reports — one per district plus a
consolidated report. Notwithstanding this, the GoR comments on the draft demanded full PEFA
reports for each district, i.e., with all the preliminary sections, in disregard of the ToR that clearly
provides for “a (i.e. one) full LG PEFA report - including annexes for the review of 8 districts
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...” This demand put further pressure on the already inadequate resourcing. Finally, the
reviewers’ comments showed their unfamiliarity with the PEFA methodology. Many comments
were emotive, out of context, couched in disrespectful language, and positively insulting.



Section 2: Profile of Ruhango District

2.1  See the Annex. See also the Consolidated PEFA Report for all the eight districts.
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Section 3: Assessment of the PFM Systems, Processes, and Institutions

3.1  This assessment is the second LG PEFA assessment in Rwanda, but the first involving
Karongi district. The first assessment took place in 2010 in an exercise that also involved
Bugesera, Nyamagabe, Kicukiro, and Rulindo. This second assessment covers eight districts,
i.e., the four districts of the 2010 exercise and an additional four districts. The additional
districts are Gakenke, Kamonyi, Karongi, and Ruhango. This current assessment applied all the
29 country indicators, i.e., including Higher Level Government (HLG-1), but excluding the three
donor indicators that do not apply to Rwanda’s districts. The earlier 2010 assessment covered
only 10 indicators. The assessment used the 2011 Framework and thus, applied three key
Framework documents: The Public Financial Management Performance Measurement
Framework, revised January 2011, “Fieldguide” for undertaking an assessment using the PEFA
performance measurement framework May 3, 2012, and the Supplementary Guidelines for the
application of the PEFA Framework to Sub-National Governments, released in January 2013. It
also relied on “Good Practice When Undertaking a Repeat Assessment: Guidance for
Assessment Planners and Assessors, released on February 1, 2010.

3.2 The output indicators relied on audited financial statements for FY 2012 (2011/2012) to
FY 2014 (2013/2014); other indicators used more recent data, where available, as the guidelines
require. The assessment (including field visits to the eight districts) took place in a two-month
window between June and early August 2015. The allowance made for field visit to each district
was a maximum of two work days.

Budget Credibility (P1-1 - P1-4)

3.3  These four indicators assess the realism and extent of implementation of the budget. The
usefulness of the budget as a tool for attainment of policy goals rests on the premise that the
document approved by the legislature is realistic and that the government will dutifully
implement it, i.e., that the budget it credible. A credible budget is therefore, a contract between
citizens and government, expressing public policy priorities and measures to attain them. Such
budget is comprehensive, affordable, sustainable, implemented as planned, and delivers on
contents and objectives. Features that facilitate credible budgeting include (i) robust macro-
fiscal frameworks, (ii) realistic revenue projection and collection, (iii) credible assessments of
costs of government programmes (existing and new initiatives), (iv) transparent and disciplined
budget planning processes, (v) dependable systems of budget execution, financial management
and accountability, and (vi) availability of good information on spending and service delivery.
Pl 1 — 4 below assesses the credibility of Ruhango District’s budgets from 2012 — 2014.

PI-HLG 1: Predictability of Transfers from Higher Level of Government

3.4  This indicator assesses the extent to which amount and timing of GoR transfers to its
SNGs are predictable. Poor predictability of inflows and shortfall in amounts affect the SNGs’
fiscal management and ability to deliver services. The indicator covers all transfers from the
GoR, including — conditional grants, and earmarked project funds, etc. ~ Score Box 3.1 below
assesses the performance of GoR on the three dimensions of this indicator.

Score Box 3.1: Predictability of Transfers from a Higher Level of Government
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Current Assessment (2015) 2010 Explanation
Dimensions Evidence Used | Score Framework Information Score of Change
Requirement Source since 2012
(i) Annual HLG transfers fell
A short of the
deviation of estimate by more
actual total HLG y (i) In no more than
than 10 percent
transfers from the : one out of the last
L only in FY 2013,
original total . three years have HLG
: the variances B
estimated amount - transfers fallen short
. were 3.9% in .
provided to SN of the estimate by
. FY12, 18.9%
entity for . more than 10%.
; S percent in FY13,
inclusion in the .
latter’s budget and 9.5% in
get. FY14.
(ii) Variance in
Variance in provision of
(ii) Annual earmarked earmarked grants
variance between | transfers exceeded overall
actual and exceeded c deviation in total
estimated deviation in total transfers by no more
transfers of transfers by more than 10 percentage A
; A pproved
earmarked grants | than 10% in only points in no more than district’s
FY13.. one of the last three budgets and Not assessed
years . .
(iii) A disbursement zltg?;:\?rllts
. timetable forms part of '
Disbursement
does not the agreement between
. . HLG and SN
(iii) In-year experience delay; .
L o government and this is
timeliness of districts access
agreed by all
transfers from transfers through
. . stakeholders at or
HLG (compliance | the IFMIS in S
S . before the beginning
with timetable for | accordance with a .
. of the fiscal year and
in-year quarterly cash / .
A . A actual disbursements
distribution of disbursement plan :
. delays (weighted)
disbursements made by the
L " have not exceeded
agreed within one | Ministry of 2506 in more than one
month of the start | Finance & o
. . of the last three years
of the SN fiscal Economic .
. OR in the absence of a
year Planning and .
disbursement
locked on the ;
timetable, actual
IFMIS.
transfers have been
distributed e
Score (Method M1) C+

Rationale for the Score

General Background
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3.5  Explanation of CG transfers to districts. Law N° 59/2011 of 31/12/2011* defines CG
transfers to decentralized entities. Article 63 of the Law deals with government “subsidies”. The
article provides as follows,

“Central Government entities shall each fiscal year plan activities to be implemented by decentralized
entities and earmark related funds that shall be included in the budgets of the decentralized entities.

“Central Government entities whose activities are implemented by decentralized entities shall prepare
annually a document outlining activities of those entities transferred to the local level and methods for
estimating funds needed to implement such activities. The same document also includes instructions on
the use of these funds and modalities for reporting on the use of such funds.

“The Minister in charge of finance shall issue every year instructions on modalities under which Central
Government entities shall issue instructions relating to the activities and use of funds allocated to
decentralized entities.

“Every year, the Government shall transfer to decentralized entities at least five percent (5 %) of its
domestic revenue of the previous income taxable year in order to support their budgets.

“The decentralized entity must submit a report on the use of subsidies allocated by the Government in
accordance with the organic law on State finance and property.”

3.6 The transfers are through the following instruments

e Block Grants — local administrative budget support funding mainly to bridge the fiscal
gap in the recurrent budget of eligible entities. Its helps to finance administrative
expenses, including salaries, running costs, and supervision of activities in ensuring
service delivery. Block grants comprise five percent of the domestic revenue of the CG
in the preceding year distributed among qualifying districts. Generally, urban based
districts are not eligible for block grant support, because of the expectation for them to be
able to generate sufficient own revenues to fund their recurrent spending.

e Earmarked Grant Transfers — these are project-tied grants for each delegated function.
The delegating line ministry regulates the transfer mechanisms, reporting requirements
and the formula for allocation. This framework does not allow decentralized entities any
discretion on how to use the funds. The Budget Framework Paper prepared by the
Minister of Finance and approved by both the cabinet and the Parliament must include
“the guidelines on earmarked transfers to decentralized entities” (Art. 32 of the OBL
2013). In addition, the Ministry of Finance and Economic Planning issues an annual
document titled, “Districts’ Earmarked Transfers Guidelines”. The document specifies
the following eight items, among others

objectives of each earmarked program or subprogram

expected outputs / activities that the district should achieve or implement
allocation formula by subprogram / output

performance targets set by the transferring line ministry

reporting obligations of the decentralized entity and frequency

0 O O O O

* - Law establishing the sources of revenue and property of decentralized entities and governing their management
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o monitoring and evaluation mechanism, and
o disbursement mechanism for each transfer depending on outputs or activities
involved, etc.

e Capital Block Grants - intended to assist districts undertake local development projects.
The grant is not from any specific line ministry. Districts have some discretion in
determining the development projects to undertake with these resources.

e Common Development Fund - provided under article 12 of Law 62/2013 of 27/08/2013
to the Local Administrative Entities Development Agency (LODA) for disbursement to
districts to assist them with their development programs. The fund comprises, at least ten
percent (10%) of the CG’s domestic revenues (calculated based on the preceding year’s
budget) and funds provided by development partners. LODA assists districts in planning
the use of these funds and monitors the programs and activities.

3.7 The books show another transfer instrument, often not given prominence, but equally
very important. These are interagency (inter-entity) transfers, usually listed as “transfers from
other CG entities” in financial statements. They are ‘informal’ transfers of budgetary functions
originally allocated to CG entity to a district during the budget year. In other words, interagency
transfers are part of the approved budgetary allocations (earmarked or non-earmarked) from the
Ministry of Finance and Economic Planning to a district. The arrangement is directly between
the transferring CG entity and the affected district, to the exclusion of the ministry. The ministry
only becomes aware of it through in-year budget reporting by the entities. However, this revised
draft report has excluded them from the analysis, since they are part of the original budget of
districts.

3.8  This revised draft also treats the item labelled extra-budgetary transfers in financial
statements in the same manner. It is not clear what this item represents.

Annual deviation of actual total HLG transfers from the original total estimated amount provided
to SN entity for inclusion in the latter’s budget

3.9  CG transfers to the district fell short of the estimate by more than 10 percent only in FY
2013, qualifying it for a rating of “B”. The variances were 3.9 percent in FY 2012, 18.9 percent
in FY 2013, and 9.5 percent in FY 2014, the raw data as shown in Table 3.7. The sources of the
data for the calculation are the originally approved budgets and audited financial statements of
the district for the affected years. The original budgets are the most authentic source of
information on transfers advised by the CG since both the district and Ministry of Finance &
Economic Planning sign off on them, de facto. The District Council must adopt the budget by
legal requirements (see P1-27); the approved budget is also the basis of districts expenditure plan
required by law to inform the Ministry’s cash planning and forecasts (see P1-16 below).

Table 3.9: Budgeted and Actual HLG Transfers, FY 2012 — FY 2014

2011/ 2012 2012 / 2013 2013/ 2014
Administrative or functional head Budget Actual Budget Actual Budget Actual

Block Grants - Non-earmarked 698,301,701 | 652,610,405 | 893,107,546 | 886,804,873 1'013*380*82 898,241,489
Admin & Support Services 24,687,192 7497780 | 25,597,539 - - -
Good Governance & Justice 62,001,980 | 48520632 | 68,241,087 | 84993012 | 258532015 | 239.326,521

5
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Education 2,488,424,12 2,620,246,62 3,383,775,22 2,931,829,63 3,451,898,02 3,260,009,136
Health 568,000,115 540,220,632 1’474’445’7% 830,551,478 1’262’312’33 1,386,221,043
Social Protection 100643842 | 982204833 | 124296458 | 1,088,726.48 | LSTSANTE | 4 467,074,708
Youth, Sport, & Culture 10,139,456 8,309,500 19,926,542 3,196,500 31,942,586 28,867,668
Private Sector Development 93,748,305 83,044,926 285,357,956 326,753,157 229,651,880 254,012,901
Agriculture 127,710,767 109,486,848 202,053,907 163,741,433 60,576,372 83,266,481
Environment & Natural Res 20,944,412 20,944,249 37,330,051 25,589,477 60,216,743 43,560,463
Energy - - 155,467,517 168,567,778 494,776,302 248,359,523
Water and Sanitation 45,675,000 457,200 195,248,251 195,248,251 - -
Housing, Urban Devt, & Land Mgt - - 263,271,249 168,567,778 63,732,619 60,271,800
Transport 112,888,614 40,870,523 292,720,267 38,116,653 336,914,110 181,463,679
Community Development 754,163,994 779,710,208 48,374,708 56,884,938 - -
Total Earmarked & Non-earmarked 6,073,124,1? 5,894,22&3;3 8,590,882,13 6,969,571,4615 8,837,583,78 8,151,575,502
Overall Deviation 2.9% 18.9% 9.5%

g:)c)vmposmon Variance (on basis of (PI- 8.6% 18.6% 9.5%

Source of Data: Rwanda Ministry of finance & Economic Planning

Annual variance between actual and estimated transfers of earmarked grants

3.10 Variance in earmarked transfers exceeded deviation in total transfers by more than 10
percent in only FY13, as Table 3.9 shows. The excesses were 8.6 percent in FY 2012, 18.6
percent in FY 2013, and 9.5 percent in FY 2014. The applicable rating is, “C”.

In-year timeliness of transfers from HLG (compliance with timetable for in-year distribution of
disbursements agreed within one month of the start of the SN fiscal year

3.11 Disbursements do not experience delays; transfers are virtual rather than physical.
Access to transfers is by districts making commitments and payments on the IFMIS according to
a quarterly expenditure plan approved in advance by the Ministry of Finance and Economic
Planning and locked into the IFMIS. The Ministry prepares a quarterly cash plan in advance of
or at the beginning of each quarter. The approved budget is the main basis of the cash plan, but
the Ministry also takes inputs from budget entities. The cash plans become binding and locked
unto the IFMIS, once approved. Procurement, commitments, and payments are on the IFMIS, in
accordance with the approved funds. Districts issue payment orders through bank accounts to
the Banque Nationale du Rwanda (BNR), which maintains the country’s treasury single account
(TSA) system. The BNR pays, once the district has a credit balance.

Reforms Underway

3.12 No reforms are currently evident in this area.
PI-1: Aggregate Expenditure Out-turn Compared to the Original Approved Budget

3.13 This indicator measures the deviation of actual primary expenditure from the originally
budgeted primary expenditure® (i.e., approved by the Legislature at the commencement of the

®i.e., excluding debt service obligations and donor commitments, over both of which government has little control
during the year.
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fiscal year®) for the fiscal years from 2012 to 2014. The measurement of primary deviation is
because the government has little control over both debt service obligations and donor
commitments during the year. Score Box 3.2 below summarizes the performance of GoR on this

indicator from 2012 to 2014.

Score Box 3.2: Primary Budget Performance of Ruhango State

Current Assessment (2015) 2010 Explanation
Dimension . Framework . of Change
Evidence Used | Score Requirement Information Source | Score since 2010
The difference
between actual B In no more than .
. Aggregate Fiscal
primary di 1 of last 3 years D lizati
expenditure and expenditure has actual ecentralization
the originally deviated from expenditure Unit of
budgeted primary b udgetgd deviated from MINECOFIN
: . expenditure by (budget from .
expenditure (i.e. 7 4% in EY B budgeted approved budgets of Not assessed in 2010
excluding debt : o i expenditure by .
service charges, ig(lgbig'{aaﬁ dm amount equivalent g:ﬁg'fcr tosna:nbdugcg{[al
but also excluding o i to more than 10% ; g
externally 8.1% inFY of budgeted executl_on reports
; . 2014 g (unaudited)
financed project expenditure.
expenditure)

Rationale for the Score

3.14 Budget and actual spending data exist in both electronic and hard copies, but budgeting
and reporting do not follow the same format. The nationwide Integrated Financial Management
Information System (IFMIS) holds the data in electronic form, but hard copies of the financial
statements are also available in the district. The Ministry of Finance and Economic Planning
(MINECOFIN) in the capital in Kigali hosts the IFMIS, but decentralized entities access it from
their locations and do their planning and other transactions on it. The budget presents
information according to economic, administrative,” and functional classifications, while
financial statements report information only according to economic classification, although the
IFMIS can also the report by administrative breakdown. It was thus not possible to get
information on administrative breakdown of spending from the audited financial statements or
from the district. This analysis therefore relied on actual expenditures data in ‘Budget Execution
Reports’ with administrative classification specifically generated for the assignment from the
IFMIS by MINECOFIN.

3.15 Aggregate primary expenditure outturn deviated from the original budget by 7.4 percent
in 2011/2012, 16.8 percent in 2012/2013, and 8.1 percent in 2013/2014. Factors contributing to
this performance include inability to realize projected own revenue (see Pl — 3), annual budget

® This definition excludes supplementary budgets passed midstream

" The segment classified as ‘program’ in the budget corresponds to administrative divisions of the district; they are
not ‘development programs’ by general description. There are currently about 13 such ‘permanent’ programs, each
headed by a director or such other senior official. These ‘programs’ are (i) Admin & Support Services, (ii) Good
Governance & Justice, (iii) Education, (iv) Health, (v) Social Protection, (vi) Youth, Sport, & Culture, (vi) Private
Sector Development, (vii) Agriculture, (viii) Environment & Natural Resources, (ix) Energy, (x) Water &
Sanitation, (xi) Housing, (xii) Urban Development & Land Management, and (xiii) Transport (see PI-5 below).
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revision exercises that happen midyear in December (see Pl — 2, PI- 16, Pl -20, and Pl — 27),
and issues relating to procurement and contractual delays arising from untimely performance by
contractors.

Reforms Underway

3.16 The District signed a Memorandum of Understanding (MOU) with the Rwanda Revenue
Authority in March 2014 to take over the collection of district taxes on its behalf. The objective
is to boost own revenues through improved collection of taxes. This would reduce budget
deviation arising from own revenues source. However, own revenues account for only a small
percentage of the budget total, about 6 percent.

P1-2: Composition of Expenditure Out-turn Compared to Original Approved Budget

3.17 PI-2 measures budget composition variance in expenditure using functional or
administrative allocations, i.e., the extent to which actual expenditure on major budget heads
respects budgeted allocations to those heads. Significant variation in the sub-aggregate
composition of actual expenditure from the original budget limits the usefulness of the
importance of the budget as a statement of policy intent. The calculation uses the main
budgetary heads (votes) in the approved budget. In addition, dimension (i) excludes contingency
vote(s) set aside for unforeseen events. Dimension (ii) recognizes the “good practice” of not
charging contingency vote(s) expenditures directly to the contingency vote, but viring them to
those votes responsible for the unforeseen expenditure. The dimension assesses the volume of
expenditure recorded against contingency votes, since they represent a deviation from policy
intent. Score Box 3.3 below presents the scoring. As with PI-1, the calculation uses primary

expenditure.

Score Box 3.3: Composition of Expenditure Out-turn v Composition of Original Approved Budget |
Current Assessment (2015) Explanation
Dimensions . Framework f . 32010 of Change
Evidence Used | Score Requirement Information Source COre | ince 2010
(i) Extent of the
variance in Composition C Variance in
expenditure variance was expenditure
composition more than 10% composition
during the last in all of the three C exceeded 15% in | Fiscal
three years, years, but less no more than one | Decentralization Unit
excluding than 15% in two of the last three of MINECOFIN
contingency years. years. (budget from
items approved budgets of Not assessed in 2010
(ii) The average districts and actual
amount of Average A. Actual data from budget
expenditure soenditure to expenditure execution reports
actually charged | &XP¢ charged to the (unaudited)
to the cgn_tlngency was A contingency vote
N nil in the last was on average less
contingency vote three years, than 3% of the
over the last original budget.
three years.
Score (Method M1) C+
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Rationale for the Score

3.18  Extent of variance in expenditure composition during the last three years, excluding
contingency items — variance in expenditure composition was 13.0 percent in 2011/2012, 23.2%
in 2012/2013, and 11.0 percent in 2013/2014. The applicable rating is C. Sources of data for
this indicator are the same as with Pl-1 above. The regulations permit both ‘informal” budget
reallocation during implementation and formal budget revision. Article 46 of the OBL permits
chief budget managers of entities to reallocate “funds from one program [administrative unit] to
another up to a cumulative maximum of 20 percent of the total budget for the program”.
However, reallocation in excess of 20 percent or between recurrent and development budgets
must be with the approval of the Minister of Finance, while parliamentary approval (Chamber of
Deputies) is necessary for both reallocation “from employee costs to other categories of
expenditure” and from one public entity to another. In addition, Article 41 permits decentralized
entities to revise the budget once a year based on the mid-year budget execution report. Budget
revision requires the approval of both the District Council and the Chamber of Deputies.

3.12 Ruhango District explained that it did not carry out budget reallocations during the
period covered by this assessment; however, it carried out budget revisions in line with Article
46 annually. Budget revisions involve moving funds among budget heads, while maintaining the
budget size (envelope). The revision affects mostly the development budget, i.e., development
grants and the capital expenditure component of earmarked grants.

3.13  The average amount of expenditure actually charged to the contingency vote over the last
three years — it is not easy to assess this dimension due to the way the district provides for
contingencies in the budget. The district does not have a general vote for unforeseen events,
from which it reallocates to administrative budget lines to meet emergencies as they happen.
Instead, the district provides votes for ‘miscellaneous’ lines under every budget head to meet
emergencies in those specific areas. “These votes do not meet the “contingency” definition of
PEFA. They are neither unallocated, nor vired to other expenditure heads before spending. In
addition, the votes hold foreseeable expenditures, which the district did not estimate.” The
district mayor authorizes expenditure from the votes in consultation with the district executive
committee, but reports to the District Council, ex post. The district accounts for the expenditure
under the same budget code of ‘miscellaneous’ specific to the main budget head.

3.14 The district has not started implementing the provisions of Art. 30 of the OBL, which
authorizes the District Council “to establish a budgetary line” (emergency budget reserve) not
exceeding “three percent (3%) of the entity’s own revenues” to meet urgent and unexpected
expenditure”. The OBL requires that the “Chairperson of the Executive Committee of the
decentralized entity, in consultation with other members of the relevant Executive Committee,
shall authorize the use of such amount and report quarterly to the Council on its use”. The
assessment could not ascertain whether the Minister of Finance has issued the Order determining
“the modalities for application and use of the emergency budget reserve as well as the purpose of
the application” as required under the article.

3.15 The rating of “A” awarded here therefore, does not necessarily indicate good practice. It
is rather a default rating, since the template provided by the Secretariat returns ‘0.0%’ amount of
virement from contingency to administrative units to meet unforeseen events.
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Reforms Underway

3.16  No additional reforms are visible here, apart from that reported under PI-1 above.

P1-3: Aggregate Revenue Out-turn Compared to Original Approved Budget

3.17 PI-3 assesses the quality of domestic revenue forecasting. Accurate forecasting of
domestic revenue is crucial to budget performance since budgeted revenue is the basis of
budgetary allocations. The sole dimension of this indicator is “actual revenue compared to
domestic revenue in the originally approved budget.” This indicator deals with that portion of
revenue, over which the government has control and can predict.

Score Box 3.4: Percentage Domestic Revenue Budget Performance (% Revenue Collected vs. Budget)

Current Assessment (2015) Explanation
. . - 2010
Dimension Evidence Used | Score Framework Information Score of Change
Requirement Source since 2010
Actual domestic | Actual domestic .
D Actual domestic —
revenue revenue was District budgets,
revenue was below - .
compared to 105.4% of financial
. S 92% or above 116%
domestic prediction in FY D of budaeted domestic statements, & NA Not assessed
revenue in the 2012, 151.6% in revenu% in two or all audit reports for in 2010
originally FY 2013, and of the last three FY 2012, 2013,
approved budget | 74.2% in FY & 2014
2014 years.

Rationale for Scoring

3.18 Actual domestic revenue was 105.4 percent of budget revenue in 2011/2012, 151.6
percent in 2012/2013, and 62.3 percent in 2013/2014. The figures are as shown in the Table
3.10. The applicable score is D, since domestic revenue was either below 92 percent or above
116 percent in two of the three years.

Table 3.10: Actual and Budgeted Own Revenues, FY 2012 - FY 2014

FY 2012 FY 2013 FY 2014
Actual own revenues 443,651,834.00 375,364,111.00 316,790,557.00
Budgeted own revenues 467,662,909.00 569,211,986.00 427,108,336.00
% Own Revenue Collection 105.4% 151.6% 74.2%

3.19 Actual revenue performance was particularly low in 2013/2014, at only 74.2 percent, and
particularly high in the preceding year. Inability to predict accurately revenue performance
contributed to the expenditure deviation in PI-1 and composition variance in PI-2 above.
However, this poor performance of domestic revenues does not fully explain the deviation and
variance, since own revenues constitute only a very small fraction of the district’s resource at an
average of 4.8 percent in the three years (Figure 3.1).

10
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Figure 3.1: Analysis of Ruhango Actual District Revenues, FY 12 - 14
Analysis of District Revenues
201142012 2012/2013

2013/2014 Average

Total Ovwn Eevenue

467, 744,709.00

569,337,.971.00

316,790,557.00

451,291,079.00

Operating Revenues, of which

457.662,908.00

569,211 956.00

316.790,557.00

451,221,817.33

Tax Eevenue{including tax revenue g O 344 A80 00 8.173.856.00 68.883,035.00 28.300.460.00
Fees, fines, penalties and licenses 458.318. 420.00 5361.,038,130.00 247 907 522 .00 422 421 357.53
Capital Receipits 51 &800.00 123,985 00 65.261.67

Transfers from the CG & Other Sourc

7,387.952,065.00

8.532,654,907.00

2,880,829,704.00

8.600,478,892.00

Total Revenue

7.855.696.774.00

9,101,992,878.00

10,197,620,261.00

2.051.769.971.00

Ovwn REevenue %0 of Total Revenue

6.0%0

6.3%0

3.1%0

S.004

Note: Tax revenue in 2014 includes Frw 30,534,630 collected by the RFA and transferred to the district; Transfers from the CG
& Other sources excludes the amount {see FY 2014 audit report. . 20)
Source of Data: Rubango District Financial Statemenits & Audit Reports, 20012012 - 20132014

3.20 The CG makes laws on the revenues of decentralized entities; Law N° 59/2011
establishes the sources of revenue and property of decentralized entities in Rwanda and their
management arrangements.® Article 4 lists 10 sources of revenue, seven of which are own
revenue sources. The own revenue sources are

e taxes and fees
funds obtained from issuance of certificates by decentralized entities and their extension

e profits from investment by decentralized entities and interests from their own shares and income-
generating activities

e fines

o fees from the value of immovable property sold by auction

o funds obtained from rent and sale of land of decentralized entities

o all other fees and penalties that may be collected by decentralized entities according to any other
Rwandan law®

3.21  The other (i.e., non-own) revenue sources are loans, government subsidies, and donations
and bequests.

3.22 District revenues thus, consists of taxes and fees. Taxes comprise fixed asset tax, rental
income tax, and trading license tax. Taxes accounted for an average of 5.0 percent to own
resources in the three fiscal years, i.e., FY 2012 to FY 2014. Fees constitute the bulk source of
own revenues by a large proportion, about 95 percent in the period. The district collects many
different types of fees; fiscal 2013/2014 approved budget lists 21 different types. Incentives
attached to the collection of fees also contribute to their performance. Sector administrations
collect these fees on behalf of the district, for which the district gives them 50 percent of their
total collections. Taxes do not have similar incentives.

3.23  The poor performance of taxes is a source of concern to the CG, which responded by
initiating countrywide reforms in early 2014 to enhance their collection. The CG prevailed on
districts to transfer responsibility for collection of district taxes (but not fees, yet) to the Rwanda
Revenue Authority (RRA) in 2014. The RRA explained that LGs could not properly enforce

& Law N° 59/2011 of 31/12/2011 - Law establishing the sources of revenue and property of decentralized entities
and governing their management (Art. 1).

% Article 4 also provides that, “All revenue projections of decentralized entities shall be included in their annual
budget”

11
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payment of these taxes and did not have the capacity to do tax audit. Each district signed an
MOU with the RRA to this effect, but a law to formalize the arrangement is currently in the
works. The RRA now collects and transfers tax proceeds to a transit account of the district at the
Banque Nationale du Rwanda (BNR). The RRA currently bears the cost of collection, but plans
to transfer this to districts in due course.

Reforms Underway

3.24  Reforms to boost tax collections in districts involve the RRA collecting taxes on behalf of
districts, as described above.

P1-4: Stock and Monitoring of Expenditure Payment Arrears

3.25 This indicator assesses existence and size of expenditure payment arrears (EPS) and
efforts to control and address the systemic problems that occasion them. Expenditure payment
arrears are outstanding payments in contractual commitments or specific legal obligations, when
payment obligations to employees, suppliers, contractors, and loan creditors (interest payment)
become overdue. Such arrears are a source of non-transparent financing, and they indicate a
number of PFM problems: procurement difficulties, inadequate commitment controls, cash
rationing, award of contracts without adequate budget cover, under-budgeting of specific items,
bookkeeping defects, and sheer lack of information. The indicator has two dimensions, as Score

Box 3.5 shows.

Score Box 3.5: Stock and Monitoring of Expenditure Payment Arrears

Current Assessment (2015) Explanation
Dimensions Evid Used s Framework Information 82(?012 of Change
vidence Lse core Requirement Source since 2010
k of
Et;;en?jiture Accounts payable
Payment Arrears | Was 0.2% of
(as a percentage of aggregate A The stock of
actual total expenditure in FY A arrears is low (i.e.
expenditure for the | 2014, an increase of is below 2% of
corresponding 18.6 percent over the total expenditure)
fiscal year) anq any | preceding year’s
recent change in level. .
the Audited
Notes to the financial financial NA
statements include A: Reliable and sta(;f_ements/ Dimension not
detailed schedule of complete data on EL:( g(;igorté\-( assessed in 2010
o accounts payable, the stock of arrears a
Availability of data | usually invoices for is generated 2014
for monitoring the | small purchases made throuah routine
stock of after formal closure of A g
expenditure the books at yearend; procedures at least
paymentarrears | the district pays off at the end of each
the invoices flscal year (and
immediately at the includes an age
beginning of the new profile).
year.
Score (Method M1) A
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Rationale for the Score

Stock of Expenditure Payment Arrears (as a percentage of actual total expenditure for the
corresponding fiscal year) and any recent change in the stock

3.26 The Organic Law on State Finances and Property™® regulates expenditure commitments
and payments, which the IFMIS helps to enforce. Generally, the OBL disallows payments not
backed with prior commitment™ (Art. 47); it requires budget entities to make commitment based
on the approved quarterly or monthly expenditure plan (Art. 43), prepared based on the approved
budget (Art. 42). The cutoff date for expenditure commitments is May 15,% but payment for
committed expenditure may continue to the end of the fiscal year on June 30 (Art. 48). In
addition, the CBM must ensure the sufficiency of bank balances before authorizing payment
(Art. 61), although this rule does not really prevent the creation of payment arrears, since the
arrears would have occurred at the time of authorizing or failing to authorize payments. The
IFMIS gives effect to these rules, because it embeds financial policies to secure adherence.
Thus, the IFMIS limits

Figure 3.2: Analysis of Expenditure Payment Arrears

Ruhango District: Analysis of Expenditure Payment Arrears expendlture plans tO the

Fiscal Year Payment Arrears| Total Expenditure % of Expenditure approved budget Commitments
20112012 30,875 647 7.596,316,061 0.4%) o

20122013 15,668,831 5,224,743 ,264 0.2% to approved expenditure plans,

2013/2014 23,325 340 0911,182114 0. 2% and payments to Comm|tments

Source. Financial Statemesr for Fiseal 200172012, 2002/2013, & 20132014

and cash availability. The
IFMIS automatically disallows
override of these limits, except with due authority of the Minister as provided by the OBL.

3.27 Ruhango district abides by these rules and procedures, thereby limiting incurrence of
accounts payable or expenditure payment arrears to invoices received after yearend accounts
closing protocols established by Ministry of Finance and BNR. These protocols usually set cut
off dates for receiving invoices and processing payments within the last two weeks of the fiscal
yearend, i.e., from about June 15. The IFMIS marks paid invoices as such and automatically
classifies unpaid invoices as ‘accounts payable’, which financial statements report. The district
settles the accounts payable immediately on commencement of business in the new fiscal year.
Audit reports™ confirm that the accounts payable (Figure 3.2) “mainly relate to invoices for
goods and services which were outstanding on the date of the closure of the fiscal year” and
“recognized as liabilities for that specific fiscal year” in line with the Modified Cash Basis of
Accounting in use. Accounts payable amounted to only 0.2 percent of aggregate expenditures in
fiscal 2013/2014.

Availability of data for monitoring the stock of expenditure payment arrears

3.28 Notes to the financial statements include a detailed schedule of accounts payable, usually
invoices for small purchases made after formal closure of the books at yearend. The schedule
lists and compares values of all outstanding payment for the current and preceding year, thus

19 aw No. 12/2013/0L of 12/09/2013, generally referred to as the Organic Budget Law (2013) or OBL for short

1 e., without the approval of the Minister of Finance, except for compulsory or urgent payments, and direct debits
12 Except with the authorization of the Minister

13 See for instance, 2013/2014 Audit Report, p. 17
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making monitoring easy. Audit reports reproduce the same schedules (see for instance,
2013/2014 audit report, pp. 26 — 27).

Reforms Underway

3.29 No new reforms are evident in this area.
3.2 Comprehensiveness and Transparency (P1-5 - PI-10)

3.30 These crosscutting indicators assess the comprehensiveness and transparency of the PFM
system: planning, budgeting, accounting, audit, and reporting. They measure the completeness
of oversight over budget and fiscal risks and public access to fiscal information.
Comprehensiveness ensures that all activities and operations of governments take place within an
established fiscal policy framework and are subject to adequate management and reporting
arrangements. Transparency enables external scrutiny of government policies/programs and
their implementation.

PI1-5: Classification of the Budget

3.31 PI-5 assesses the robustness and consistency of the budget and accounts classification
and its conformity with international standards. A robust system allows the tracking of budget
and reporting of expenditure data on administrative, functional/sub-functional, economic, and
programme categories. The Government Finance Statistics (GFS) classification provides a
recognized international framework for economic and functional classification of transactions.
The GFS classifies revenues into three levels and expenditures into four. The functional
classification applied in GFS is the UN-supported Classification of the Functions of Government
(COFOG), which has 10 main areas at the highest level** (nine for subnational governments) and
69 at the second (sub-functional) level. The indicator has only one dimension, assessed in Score
Box 3.6 below.

Score Box 3.6: Classification of the Budget

Extent of Conformity with GFS/COFOG

- i 2010
Classification Budget Formulation Budget Information Source | &
Execution
Reflected in the | MINECOFIN/
District

General Ledger

(GL) kept on Administration:

Annex 11-6: 2013/16 NA —

Compatible - the category described as
‘program’ in the budget is indeed

L administrative/organizational the I.FMIS’ but Budget by Agency not
Administrative P - not in actual
classification at the district level or sub o Programmes, & Sub assessed
o . reporting; the ! .
organizational when viewed from the CG / IEMIS can Programmes; Budget in 2010
national perspective Execution Reports, &
generate when | Fi ial
Leried Annual Financia
q Statements
Economic Compatible, but; employee compensation | Compatible; MINECOFIN /

“e., (i) general public services, (ii) defence, (iii) public order and safety, (iv) economic affairs, (v) environmental
protection, (vi) housing and community amenities, (vii) health, (viii) recreation, culture, and religion, (ix) education,
and (x) social protection.

14
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not fully attributable to administrative
categories, except in Education & Health
sectors. This design is useful to control of
costs at the CG level, for which the district
as a whole is a single
administrative/budget entity. Teachers
and health workers are staff of the

default mode of
reporting
execution

District
Administration:
2013/14 Approved
Budget — Annex 11-5,
Budget Execution
Reports, & Annual
Financial Statements

Ministries of Education & Health
respectively, which pay their salaries
through earmarked transfers to the district.
This explains why the budget shows their
remuneration costs separately.

MINECOFIN /
District
Administration:
2013/2014 Approved

Compatible at both main and sub Budget — Annex 11-3:

Functional functional levels 2013/16 Expenditures
Not reflected in | by EDPRS Category
actual reporting, | & Annex Il-4:
but available on | 2013/16 Expenditures
the IFMIS; by Division & Groups
system can MINECOFIN /
generate it upon | District
query Administration:
The program correspondsto 2013/2014 Approved
Program administrative divisions of the district, but Budaet — Annex 11-3:
9 the budget maps them to COFOG at the 9 . '
. 2013/16: Budget by
sub-functional level
Programme, Sub
Programme, &
Economic Category
2015 Score: Method M1 A

Rationale for the Score

3.32 Budget formulation and reporting applies the Chart of Accounts (CoA) and reporting
system defined at the CG level; the district has no independent decision or control over the
system. Budget formulation is mainly according to administrative (programs) and economic
classifications, but mapped to COFOG compliant functions and sub functions (divisions and
subdivisions). The classification also includes fund, output, activity, and geographic or sector
categories. The segment classified as ‘program’ in the budget actually corresponds to
administrative divisions of the district; they are not ‘development programs’ by general
description. Thus, they do not straddle functions or sub functions. There are currently about 13
such programs, each headed by a director or such other senior official. These are (i)
Administrative and Support Services, (ii) Good Governance and Justice, (iii) Education, (iv)
Health, (v) Social Protection, (vi) Youth, Sport, and Culture, (vi) Private Sector Development,
(vii) Agriculture, (viii) Environment & Natural Resources, (ix) Energy, (x) Water and Sanitation,
(xi) Housing, (xii) Urban Development and Land Management, and (xiii) Transport.

3.33 Reporting currently pays more attention to internal management reporting for decision-
making), rather than the needs of external parties. Consequently, in-year budget execution and
annual financial reports use only the economic classification, although the IFMIS holds the

15
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information to report by administrative and functional categories as well. For example, the
General Ledger in the IFMIS shows the administrative, economic, and sectoral classification, but
the extracted data for in-year and end year fiscal reports show only the economic category.
However, the existence of the functionality to report according to these multiple means meets the
requirement for an ‘A” score under this indicator, but not under PI-24 on in-year budget
reporting.

Reforms Underway

3.34  No new budget classification reforms are evident in Ruhango District.
P1-6: Comprehensiveness of Information Included in Budget Documentation

3.35 This indicator assesses the completeness of documentation accompanying the budget
proposal submitted to the Legislature for scrutiny. Sufficient documentation provides the
legislature a complete picture of underlying fiscal assumptions and fiscal risks. The indicator
lists nine essential documentations that would meet that purpose. The number of these items
provided to the Legislature along with the budget proposal determines the indicator score. Score
Box 3.7 presents the assessment.

Score Box 3.7: Comprehensiveness of Information Included in Budget Documentation

2015 Assessment 2010 Explanation
tem Whether Source of Information S of Change
Provided COr¢ | since 2010

Macro-economic assumptions, including
1. | state level estimates of economic growth in
the SNG jurisdiction, etc.

2. | Fiscal deficits (where relevant)

Deficit financing, describing anticipated

composition (where relevant) Not
Debt stock, including details, at least for applicable
4. | the beginning of the current year (where
relevant)
Financial assets, including details, at least The d'.St”Ct does not have
5. f S financial assets, except for annual
or the beginning of the current year -
operational cash balances.
6 Prior year’s budget out-turn, presented in Not
" | the same format as budget proposal provided
Current year’s budget (either the revised Not assessed in 2010
7 budget or the estimated out-turn), Not
" | presented in the same format as the current | Provided
budget
Summarized budget data for both revenue
8 and expenditure according to main heads Not
" | of classification, including data for the provided

current and previous year

Explanation of budget implications of new
policy initiatives, with estimates of the

9. | budgetary impact of all major revenue Provided | In tariff statement
policy changes and/or some major changes
to expenditure programme

Four elements applicable, one

Score (Method M1) C provided
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Rationale for the Score

3.36  Macroeconomic assumptions — the district does not make macroeconomic assumptions,
but conforms to the nationwide Framework Paper (BFP) made by the Ministry of Finance &
Planning (MINECOFIN) and approved by Parliament for the entire country. Art. 34 of the OBL
requires decentralized entities to base their expenditure estimates on existing national priorities
as indicated in the extant medium term strategy and action plan.

3.37  Fiscal deficits — not applicable the district does not prepare deficit budgets; the CG and
OBL do not oblige districts to project expenditures beyond available resources.

3.38  Deficit financing — not applicable

3.39 Debt stock — not applicable, the district does not borrow and thus does not have any debt
stock. The law allows districts to borrow to finance development projects with the approval of
the Minister of Finance (Article 50 of the OBL); however, the district does not use that power.

3.40 Financial assets — not provided. The district owns 46.5 shares of Frw 1,000,000 per
shares valued at Frw 46,500,000 in the Southern Province Investment Corporation (SPIC).™
Although the district includes the information in the financial statements and SAI reports on it,
the district does not provide the DC with the information as part of budget document. For
example, the 2015/2016 PowerPoint Presentation to the District Council submitted in evidence
does not support the assertion made by the district that it provided it

3.41  Prior Year’s budget outturn — not provided. The PPT presentation contains information
only for the preceding 2014/2015, but not for the current 2015/2016 budget. The preceding PPT
presentation provided the following information, (i) 2013/2014 expenditures by economic
categories up to the end of May 2014

3.42  Current year’s budget outturn — not provided for the current 2015/2016 budget, but
provided for the preceding year, 2014/2015. The preceding year’s PPT presentation shows
2013/2014 expenditures by main economic categories up to the end of May 2014, as follows:
recurrent costs (district salaries, health workers’ salaries, teachers’ salaries, other recurrent costs)
and development costs (domestic capital projects and external capital projects)

3.43 Summarized budget data according to the main heads for both revenue and expenditure
according to the main classifications used, including for the current and previous year — not
provided for the current budget year 2015/2016, but partially provided for the preceding
2014/2015 budget. In addition to information above, the 2014/2015 provided revenue estimates
for the then current year 2013/2014, then budget year (2014/2015), the two subsequent years
according to the following categories (i) block grant, (ii) earmarked transfers, (iii) own revenues,
(iv) b/f balance of 2012/2013, (v) transfers from GoR agencies, (vi) external grant, and (vii) extra
budget.

152013/2014 audit report, p. 28.
17



Ruhango District PEFA PFM-PR 2015 - Final

3.44  Budget implications of new government policies — provided —implications of new tax
policies explained in budget documents.

Reforms Underway

3.45 No reforms are evident here.

PI1-7: Extent of Unreported Government Operations

3.46 PI-7 assesses the extent to which fiscal reports include all budgetary and extra
budgetary™® activities. Extra budgetary operations (EBOs) are activities of government not
included in the annual budget, for example, those funded through extra budgetary funds
(EBFs).}” EBFs carry out specific government functions outside of the main stream, sometimes
to ensure efficient and effective service delivery, e.g., state owned tertiary educational
institutions. Usually, the special laws or regulations establishing EBFs, authorize them to follow
different accounting rules, classification systems, or even different fiscal years. However,
concern for comprehensiveness requires that annual budget estimates, in-year budget reports,
year-end financial statements, etc. meant for public consumption cover all government
operations (including extra budgetary revenues and expenditure) to allow a complete picture of
revenue, expenditure, and financing across all categories. The coverage may be by consolidation
into the fiscal report or by disclosure in the notes to the reports or other document referenced by
the report. Score Box 3.8 scores the two dimensions of this indicator.

Score Box 3.8: Extent of Unreported Government Operations

Current Assessment (2015) 2010 Explanation
Dimensions . Framework Information of Change
Evidence Used Score Requirement Source Score since 2010
Monthly and
annual financial
reports disclose all A. The level of
The level of extra fiscal mlfor.ma’tlon unreported extra- District’s
. of the district’s budgetary
budgetary expenditure . . monthly and
government in the expenditure
(other than donor . annual NA
. main accounts and (other than donor | .. - . .
funded projects) A . financial Dimension not
L of the 184 funded projects) .
which is unreported, - . L statements for | assessed in 2010
X . ) subsidiary entities is insignificant
i.e., not included in . 0 FY 14, 13,
fiscal reports (AGAs, i.e., (below 1% of and 12
schools, health total
institutions, and expenditure).
administrative
sectors,) in the

18 An extra budgetary entity is one whose budget is partially or wholly financed by public funds, but managed
outside the regular government budget and accounting system
7 “The extra-budgetary” unit’s/entities subsector includes a variety of units that belong to the central government,
but have their own separate budgets. Most usually, these units receive transfers from the budgetary central
government, but also generate some of their own revenues (grants from international organizations, sale of products
and services, etc.). Examples of these units include universities and technical institutes, research centers, regulatory
bodies, councils, commissions, special funds (e.g., road fund, development fund, housing fund, etc.), nonprofit
institutions, hospitals, and other government agencies”; see IMF, Government Finance Statistics: Compilation
Guide for Developing Countries September 2011, p. 80
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Score Box 3.8: Extent of Unreported Government Operations

notes.

Financial In line with

statements disclose zeEcFr'eA;ariat’s

information on quidance, this District’s
Income/expenditure resources received dimensio’n does monthly and
information on donor- | in cash from not apply to annual
funded projects donors. These NA districts. since financial
included in fiscal amounted to RwF districtsldo not statements for
reports 29,020,580 and directly contract FY 14, 13,

RwF 14,895,489 in these and 12

Fy 14 gnd Fy 13 loans/grants.

respectively The CG does
Score (Method M1) NA

Rationale for the Score

3.47 Level of unreported extra budgetary expenditure (other than donor funded projects) — the
district has a number of extra budgetary entities, referred to as non-budget agencies (NBAs).
These comprise of administrative sectors, the district pharmacy, hospitals, health centres, health
insurance institutions (mituelle de sante), primary and secondary schools, vocational training
centres, and institutions of higher learning. The FY 2014 annual financial statement lists 184 of
these institutions.

3.48 All the NBAs prepare and send monthly reports to the district headquarters in
hardcopies. The reports cover all financial operations of the NBA and includes a summary of
the asset register. The district includes information on its NBAs in its monthly and quarterly
financial reports submitted to the Ministry of Finance by the middle of the following month (see
PI-9 below), and the annual financial statement submitted to the Ministry and for audit. The
reporting takes two forms. It consolidates reports of the nine administrative sectors into its
statements, but discloses details of the fiscal position of these sectors and the other NBAs as
notes in the annex. Information disclosed in this way include the following: (i) opening bank
balance, (ii) transfer of funds from the District, (iii) other revenue, (iv) expenses, (v) fund
balance at the end of the period, (vi) bank balances, (vii) cash balance, (viii) accounts
receivables, (ix) accounts payables, and (x) fund balance. Fiscal reports disclose the information
on each NBA. They also group the NBAs by type (i.e., primary schools, secondary schools,
etc.), showing the totals under each item. Finally, fiscal reports show the grand totals under each
heading.

3.49 Income/expenditure information on donor-funded projects included in fiscal reports — the
template for monthly and annual financial reports/statements includes a section on (donor) grant
in the notes, which reporting entities must complete. The financial statements show that
Ruhango District received Frw 14,895,489 in FY 2012/2013 and Frw 29,020,580 in FY
2013/2014, as shown in Table 3.11. The district keeps detailed information on the flow of donor
funding in the General Ledger maintained on the IFMIS.

Table 3.11: Grants from Official Donors to the District of Ruhango (In Frw

Name of Donor Amount in Exch. Amount in local Amount in
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received foreign rate

currency

currency

local currency

Financial Year
2012/13
30 June 2013

Financial Year
2013/14
30 June 2014

Grants Received from
Bilateral Donors (Foreign

131 Governments)

Grants Received from
Multilateral Donors

132 (International Organizations)

IMBUTO FAUNDATION 1,415, 000

Grants Received from Local

133 | Individuals and organizations

From July
to June
2014

RFHP 13, 480, 489

11,194,390

Agro Action Allemande 05/11/2013 17,826,190

Total 29,020,580 14,895,489

Source: Extracted from the Auditor General’s Report for FY 2013/2014; Information is also available in the
financial statements

Reform Underway or Ongoing in the Area

3.50 MINECOFIN is developing and deploying an easy-to-use Subsidiary Entities Accounting
System (SEAS) for use in schools and health facilities. The ministry has already deployed the
system in health centres and is planning to extend it to schools. This will ease the process of
NBA reporting by making it easier to align their systems with the IFMIS.

P1-8: Transparency of Inter-Governmental Fiscal Relations

3.51 PI-8 assesses the transparency of criteria for horizontal distribution of revenues due to
its first line SNGs. Transparency here requires clarity, publication, and correct application of
criteria. The indicator also assesses whether the government provides its SNGs with advance
information on expected allocations in the coming year to enhance SNGs’ short and medium
terms fiscal planning. Finally, the indicator measures the extent to which the government tracks
and consolidates SNGs’ expenditure information to provide accurate information on sectoral
resource allocations and actual spending. This is vital given the increasing role SNGs play in the
delivery of primary services, especially in education and health. Score Box 3.9 summarizes
performance on this indicator.

Score Box 3.9: Transparency of Inter-Governmental Fiscal Operations

Current Assessment (2015) 2010 Explanation
Dimensions Evidence Used Score Framework Information Score of Change
Requirement Source since 2010

(i) Transparent and | District transfers to NA — this District
rules based systems | administrative sectors indicator is not administration
in the horizontal are according to a clear NA . . Not assessed in 2010
allocation among and transparent rules- applicable, since Art. 7, 8 of
SN governments of | based distribution sectors are not Ministerial Order

20




Ruhango District PEFA PFM-PR 2015 - Final

Score Box 3.9: Transparency of Inter-Governmental Fiscal Operations

unconditional and formula, i.e., 50% of autonomous No. 01/09 of
conditional transfers | district fees collected by entities of the 25/02/2009
from the central the sector plus 10% of district Determining the
government (both previous year’s own Use of Funds
budgeted and actual | revenues shared equally Allocated at

allocations)

among the sectors and
paid in equal monthly
instalments.

(ii) Timeliness of
reliable information
to SN governments

The district is the lowest
level of government for
development planning

Sector Level

on their allocations NA
purposes. Sectors and
from central ;
cells are their non-
governments for the .
. budget agencies.
coming year
(iii) Extent to which
financial
information (at least | The district is the lowest
on revenue and level of government for
expenditure) is development planning
NA
collected and purposes. Sectors and
reported by the cells are their non-
general government | budget agencies.
according to sectoral
categories
Score (Method M2) NA

Rationale for the Score

3.52  The context - Rwanda’s decentralized administrative entities comprise the City of Kigali,
districts, sectors, cells, and villages; the Ministry of Local Government (MINALOC) supervises
and monitors their functioning and management.’® However, sectors, cells, and villages have
very limited autonomy, being affiliates or subsidiary entities funded and supervised by districts
(Arts. 123 & 184 of Law No. 87/2013). Subsidiary entities do not have legal personalities as the
City of Kigali and districts do (Arts. 3 & 4 of Law No. 87/2013). The OBL defines a subsidiary
entity as “a public entity without legal personality and administrative and financial autonomy
supervised and funded through the Central Government or a Decentralized Entity to which it is
affiliated”*®  Sectors, cells, and villages cannot hire personnel, since they lack legal
personalities; therefore, the district performs human resource management (HRM) functions on
its behalf (Art. 182 of Law No. 87/2013). Subsidiary entities cannot discipline staff, since they
do not have the HR function, instead, sectors and cells may send back personnel to the District
for “degrading behavior” and inability to “carry out his/her duties properly or ... fulfil his/her
responsibilities.”

3.53 Transparent and rules based systems in the horizontal allocation among SN governments
of unconditional and conditional transfers from the central government (both budgeted and
actual allocations) — from the foregoing, districts constitute the lowest tier of real subnational
government in Rwanda’s decentralized system; sectors, cells, and villages do not strictly qualify

18 See Art. 2 of “Law N° 87/2013 of 11/09/2013: Law determining the organisation and functioning of decentralized
administrative entities”, i.e., the Decentralization Law
9 Art. 3, Law N° 12/2013/OL of 12/09/2013, Organic Law on State finances and property, i.e., the OBL.
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as SNGs. However, the legal regulations enjoin districts to allocate resources to districts to help
them implement their expenditure plans. A Ministerial Order® details such allocations as
follows

o “fifty per cent (50%) of all revenues received by the District Treasury from fines and civil
registration services rendered by the Sector” (Art. 7); this however, this provision applies only to
provincial districts and not the City of Kigali districts

e for provincial districts, “a twelfth (1/12) of ten percent (10%) of all the revenues received every
year by the District on the ordinary budget ... equally distributed to Sectors”; or for districts in
the City of Kigali, a twelfth (1/12) of twenty-five percent (25%) of all revenues received by the
District from taxes, and other dues” (Art. 8)

o “districts may also allocate additional funds to sectors to supplement the funds already received,
depending on the financial capacity of the District and the activity programs to be implemented
by the Sector” (Art. 8)

3.54 Following these provisions, Ruhango District makes the following allocations to its
sectors

e Revenues collected on behalf of the district by the sector (excluding fines and fees) - 50 percent,
paid in half-yearly; the District Council acceded to representations from sectors for bi-yearly
allocations, since monthly allocations were too small to be meaningful

e District’s own revenue - 10 percent of the preceding year’s collection shared equally among the
13 sectors, also paid half-yearly

3.55  Provincial sectors must deposit all revenues (Art. 3),%* including revenue from fines and
civil registration services rendered by the sector (Art 7) into the joint account of the district
opened to receive revenues (Art 5) within seven days from the date of receipt (Art 5). Sectors of
districts in the City of Kigali deposit their collections on behalf of districts in the joint account of
the District and the City of Kigali. The district and sectors keep and use records of the
collections for calculating and reconciling entitlements due to sectors. Payments are with a one-
year time lag, in accordance with the Ministerial Order, i.e., collections in year n are the basis of
payment in year n + 1. Actual disbursement used to be monthly, but is now quarterly, to make
for more sizeable distribution and to accord with the quarterly expenditure planning in use at all
levels of the Rwanda government.

3.56 In the past, external audit reported delays of sometimes up to 73 days in transferring
funds to sectors, contrary to the regulatory requirement to transfer within 10 days of the month.?
However, the 2013/14 audit report (pp. 80 — 81) while following up on the issues accepted
management’s response that, “Actually funds are transferred to sectors by district on time. This
issue no longer happens”.

3.57 Timeliness of reliable information to SN governments on their allocations from central
governments for the coming year — this dimension is not applicable, despite the following
provision in Art 42 of the OBL.

2 Ministerial Order N°.01/09 of 25/02/2009 Determining the Use of Funds Allocated at Sector Level
21 Of the Ministerial Order requires
22 Ministerial Order n°01/09 of 25/02/2009 determining the use of funds allocated at sector level
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“For decentralized entities, the Executive Committee Chairperson shall inform the subsidiary
entities that are entitled to the budget and require them to prepare and submit a detailed annual
expenditure plan. The modalities of preparation and approval of the expenditure plans in
decentralized entities shall be provided for in financial regulations.”

Sectors do not do any real development planning; they are non-budget entities. Districts do the
actual planning for their entire jurisdictions, including sectors, consulting sectors as necessary.
A Sector is “an administrative entity responsible for the implementation of development
programs, service delivery, and promotion of good governance and social welfare” (Art. 182 of
Law No. 87/2013). Sectors’ expenditures centre on programming the recurrent costs of
coordinating district programmes around those areas; fund allocations to them are mostly for
running costs.

3.58 Extent to which financial information (at least on revenue and expenditure) is collected
and reported by the SG according to sectoral categories — not applicable; sectors do not have
responsibility for any development function (sector), e.g., education or health. The CG prepares
consolidated fiscal reports that covers all functional areas (sectors) of government.

Reforms Underway

3.59 Fiscal decentralization reforms are an ongoing activity in Rwanda. It started in 2000 and
is currently in its third five-year phase.

P1-9: Oversight of Aggregate Fiscal Risks from Other Public Sector Entities

3.60 PI-9 measures the extent of government tracking of fiscal risk exposure of autonomous
government agencies (AGAs), public enterprises (PEs), and subnational governments. Fiscal
risks include debt default (with or without government guarantee), operational losses, trade
debts, unfunded pension obligations, etc. The indicator underlines government’s responsibility
to obtain and consolidate periodic financial and other statements to monitor exposure of AGAs
and PEs against preset targets. Monitoring allows proactive, transparent, and accountable
measures consistent with governance arrangements and relative responsibilities of those
institutions. Score Box 3.10 presents the assessment.

Score Box 3.10: Oversight of Aggregate Fiscal Risk from Other Public Sector Entities

Current Assessment (2015) Explanation
. . - 2010
Dimensions Evidence Used Score Framework Information Score of Change
Requirement Source since 2010
NBAs submit
naudited monthl .
gngrl:gz;tle?e o?ts;,t toythe C. Most major
- P AGAS/PES submit
. District, which the A
(i) Extent of . . fiscal reports to
3 Finance Unit
the SG’s . . central governments I
L consolidates into an District .
monitoring of C at least annually, . . Not assessed in 2010
overall report and . administration
AGAs and . but a consolidated
includes as an annex to RS
PEs A overview is missing
the District’s monthly, -
or significantly
quarterly, and annual )
) . incomplete.
financial statements.
The requirements for a
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Score Box 3.10: Oversight of Aggregate Fiscal Risk from Other Public Sector Entities

“B” is the report
submitted would have
been pre-audited

NA — Not
applicable: in the
case of a dimension,

(ii) Extent of then the dimension
the SGs’ The district is the lowest is excluded from
monitoring of | tier of formal NA | any further

LGs’ fiscal government. consideration i.e.
position the assessor

proceeds as if the
dimension did not
exist.

Score (Method M1) C

Rationale for the Score

Extent of the SG’s monitoring of AGAs and PEs — Art. 19 of the OBL requires the CBM “fo
supervise and ensure proper use of public funds at the disposal of subsidiary entities under
his/her responsibility”. The district thus supervises and monitors the activities of its 184
subsidiary entities, i.e., non-budget agencies (NBAs). The 2013/2014 financial statements list
184 of these consisting of 183 AGAs (primary and secondary schools, hospitals, health centres,
mituelles de sante (health insurance units), etc.) and one PE — the District Pharmacy. These
NBAs comprise autonomous, quasi autonomous, and non-autonomous entities. Sectors, cells,
and villages are non-autonomous administrative units of districts, while schools, health
institutions, and universities are either autonomous or quasi autonomous. The NBAs submit
unaudited monthly financial reports with supporting documents to the District; the supporting
documents include bank reconciliation statements, bank statements, and assets register. The
Finance department of the District summarizes and consolidates these reports into an overall
report, and includes it as an annex in its monthly, quarterly, and annual financial statements
submitted to the Ministry of Finance. The summary is under the following headings: (i) opening
balance, (ii) transfers of funds from the District, (iii) other revenues of the NBA, (iv) expenses of
the NBA, (v) Fund balance at the end of the period, (vi) bank balances, (vii) cash balance, (viii)
accounts receivables, (ix) accounts payables, and (x) fund balance.

3.61 A number of additional measures designed to improve the integrity of fiscal monitoring
are in place, but the large number of NBAs and capacity shortages in the district undermine
their effectiveness. First, the district’s internal auditors review NBA processes and procedures;
however, the district’s only two internal auditors can only do this on a small sample basis (See
PI-21 below). Similarly, the auditor general who has responsibility to audit NBAs as part of the
annual audit process also only reviews a small risk-based sample. Third, the district accountants
review, but do not effectively scrutinize the monthly reports submitted by NBAs, because the
district’s only two accountants cannot effectively combine this with their other responsibilities as
district accountants.

3.62  Fourth, monthly PFM meetings/inspections hold at the sector level, where schools and
health centres to discuss PFM issues identified in internal / external audit reports. Fifth, annual
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PFM inspections/meetings also hold at sector level mainly to review the extent of
implementation of outstanding audit recommendations ahead of the annual visit of the auditor
general. Directors of schools, mituelle managers, accountants of hospitals and health centres,
tender committees of NBAs attend these meetings. The meetings go through a checklist
provided by the auditor general. Following this, the district/sector organizes detailed
inspection/check of a sample of NBAs, which representatives of related NBAs attend. The
representatives go back to conduct similar detailed check in their institutions.

3.63 Notwithstanding these elaborate arrangements, monitoring of NBAs is still not effective,
as close observation of the financial statements and the issues raised in the audit reports show.
For example, a physical count of NBAs in the 2013/2014 financial statements shows that at least
20 NBAs had negative cash positions at the beginning of the year, while 101 had negative fund
balances at the fiscal yearend, although the consolidated positions were positive figures of Frw
1,502,267,470 and Frw 1,078,566,723 respectively. This scenario shows that the number of
NBAs making commitments above cash availability grew more than five times in the course of
the year, from 20 to 101. This is despite the fact that the law prohibits commitment above the
budget and cash availability see PI-4 and PI-7 above.

3.64 Factors responsible for this scenario include the inadequate capacity of district
personnel already identified above. However, lack of trained accounting personnel in schools,
non-participation of NBAs in the IFMIS, and difficulties with mituelle (insurance) funding are
major contributory factors. School personnel in charge of accounting and procurement are not
professionals, but teachers selected to prepare monthly reports and implement procurement. The
district provides training and induction for schools’ personnel involved in these activities, but
this has not proved adequate in resolving the issues of proper keeping of accounting and
tendering records. The district cannot address these problems effectively, because they are
outside its mandate. Measures to address some of these are underway (see below).

3.65 Extent of the SN governments’ fiscal position — the district does not have any SNG below
it (see PI-8 above). Sectors, cells, and villages are part of the district’s administration and the
district integrates their financial position into its fiscal reporting. Sectors, cells, and villages
have very limited autonomy, being affiliates or subsidiary entities funded and supervised by
districts (Arts. 123 & 184 of Law No. 87/2013).2 Subsidiary entities do not have legal
personalities as the City of Kigali and districts do (Arts. 3 & 4 of Law No. 87/2013). The OBL
defines a subsidiary entity as “a public entity without legal personality and administrative and
financial autonomy supervised and funded through the Central Government or a Decentralized
Entity to which it is affiliated”** Sectors, cells, and villages cannot hire personnel, since they
lack legal personalities; therefore, the district performs human resource management (HRM)
functions on its behalf (Art. 182 of Law No. 87/2013). Subsidiary entities cannot discipline staff,
since they do not have the HR function, instead, sectors and cells may send back personnel to the
District for “degrading behavior” and inability to “carry out his/her duties properly or ... fulfil
his/her responsibilities.”

8 See Art. 2 of “Law N° 87/2013 of 11/09/2013: Law determining the organisation and functioning of decentralized
administrative entities”, i.e., the Decentralization Law
% Art. 3, Law N° 12/2013/0OL of 12/09/2013, Organic Law on State finances and property, i.e., the OBL.
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Reforms Underway

3.66 A number of CG sponsored reforms are underway that will enhance the monitoring of
NBAs. These include the ongoing implementation of the simplified Subsidiary Entities
Accounting System (SEAS) in NBAs to improve record keeping and reporting.

P1-10: Public Access to Key Fiscal Information

3.67 PI-10 reviews the level of public access to budget documentation: in-year budget report,
annual financial statements, annual audit report, major contract awards, resources available to
service delivery units, service delivery fees and charges, etc. Public access is vital to promoting
transparency and accountability. Access can be through official websites, official gazettes,
public libraries, or even sale at cost of production to the interested persons, etc. The document

should be accessible at the public’s location. Score Box 3.11 lists these items and GOR’s score.

Score Box 3.11: Public Access to Key Fiscal Information

Explanation
Item Xt\:/ (:aig?g[e Rationale for the Score Ir?]‘%l::rfgt?;n Szg()lroe o_f Change
since 2010
Annual budget
documentation: the Current legislation
public can obtain a provides as follows, “When
complete set of the draft budget of a
documents decentralized entity is
1 (including the items | Not approved by the Council, it Yes
" | listed under PI-6) accessible | shall be made public
through appropriate through appropriate media,
means when it is including public on the
submitted to the entity website” (Article 40
Approving of the OBL).
Authority
In-year budget
execution reports:
routinely made . Quarterly BERs
2 available to the Usually publ|§hed quarterly published within one
. - Yes through website, - Yes
public through month through website Not assessed
. www.ruhango.gov.rw . .
appropriate means and notice boards in 2010
within one month of
their completion
Year-end financial
statements: available
3 to the public through Yes Auvailable on the website, District website, Yes
" | appropriate means www.ruhango.gov.rw www.ruhango.gov.rw .
within six months of
completed audit
External audit Published by the OAG on
reports: all reports its website,
on consolidated WWw.0ag.gov.ng; the
4 central government v auditor general audits Auditor General’s
. - es . h - Yes
operations made financial statements of the | website
available to the national government and
public through districts and posts
appropriate means summary of the report on
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within six months if
completed audit

its website. Details are
available on request.

Contract awards:
that the SG
publishes award of
all contracts with

Annual procurement report
published on district’s
website includes detailed

25 District website,
> \{ggjggg%\éii?/;jnt Yes information on contract www.ruhango.gov.rw . V=
at Iéast quarterly award: amount, vendor,
through appropriate etc.
means
Resources available
to primary service
units: the SG
publicizes
information through | Not
6. - - No
appropriate means at | available
least annually, or
available on request,
for primary service
units, e.g., hospitals
Fees and charges for The fe_es and charges
major service authorized for every
organizations are Sgctqrs ’posted n the
7. | posted at the service | Yes Dlsqm 0 Websne a-nd : Yes
delivery site and in service delivery un|t§, 1€, L .
other appropriate healt_h centers and District District website,
locations/media hosplta_l, and through. W\_/vw_.ruhanqo.qov.rw
recognized local media District government
Services provided to Services provided to the
the community, e.g., community detailed in
8 | potable water, Yes service charter and posted
sewage, street in notice boards on District
lighting, etc. and sector noticeboards.
Six out of
8 elements
Score (Method M1) B B accessible
to the
public

Reforms Underway

3.68 No reforms are evident here.

3.3 Policy Based Budgeting (PI1-11 — PI1-12)

3.69 A disciplined pursuit of the budgetary objectives of fiscal discipline, strategic
prioritization, and efficient service delivery requires that clear policies and sectoral strategies
underpin the budget. The next two indicators assess the extent to which this is the case. The two
indicators are orderliness and participation in the annual budget process and multi-year
perspective in fiscal planning, expenditure policy, and budgeting.

% As required by Ministerial Order No. 001/08/10 of 16/01/2008 establishing regulations on public procurement and
standard bidding documents, and reporting requirements.
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P1-11: Orderliness and Participation in Annual Budget Process

3.70  PI-11 assesses the effectiveness and orderliness of participation in the annual budget

process.

Effective participation requires an integrated top-down, bottom-up budget process:

budget entities should receive appropriate guidance, e.g., clear guidelines and hard budget
constraints (binding medium-term priorities and sectoral ceilings) at the commencement of the

budget process.

Orderliness involves timely adherence to a predetermined and fixed budget

formulation calendar. The calendar should afford meaningful time to budget entities to prepare
their detailed proposals and to the legislature to approve the budget before the start of the fiscal
year. Delay in approving the budget creates uncertainties about levels of approved expenditures
and slows down operations, especially the processing of major procurements. The indicator has
three dimensions, assessed in Score Box 3.12 below.

Score Box 3.12: Orderliness and Participation in the Annual Budget Process

Current Assessment (2015) Explanation
. . - 2010
Dimensions Evidence Used Score Framework Information Score of Change
Requirement Source since 2010
A. A clear annual
budget calendar
As a budget entity of exists, is generally
the CG, the district adhered to and
) ] does not prepare an allows MDAs
(i) Existence and independent budget enough time (and at | MINECOFIN
adherence to a fixed | calendar, but rather A least six weeks / District
budget calendar applies that issued by from receipt of the Government
the MINECOFIN, as budget circular) to
all other budget meaningfully
entities do. complete their
detailed estimates
on time.
The CG
(MINECOFIN) issues A A .
- comprehensive &
.. . two call circulars to clear budaet
(ii) Clarity / all budget entities, ol I9¢ g
comprehensiveness including the district. cireular is issued to
of and political The first announces MfEI)AtS' Whl'.Ch MINECOFIN
involvement in the commencement of the A ;i)p?g\fe(éeé;ngs / District
guidance on the budget season and Cabinet (or administration
preparation of budget prqzjmlj_es pliﬂnlng q equivalent) prior to
submissions guiaelines; the secon . ,
clga_r expenditure MDAS.
ceilings.
Budget approved
Egﬁrrset:(?ement of A. The legislature
(iii) Timely budget . has, during the
the fiscal year on
approval by the last three years, Approved
S ; July 1, e.g., June -
District Council A approved the District budget
L 25, 2014 for FY
(within the last three budget before the | books
ears) 2015, June 29, 2013 start of the fiscal
y for FY 2014, and car
June 23, 2012 for year.
FY 2013
Score (Method M2) A
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Rationale for the Score

Existence and adherence to a fixed budget calendar

3.71 The Government of Rwanda operates a central planning and budgeting process.
Decentralized entities align their process with the CG’s, by legal requirements. Thus, districts do
not prepare independent budget calendars; they follow budget guidelines and calendar issued by
the Minister of Finance & Economic Planning in line with legal provisions. Current provisions
require districts’ “preparation and approval of the budget” to “follow the budget cycle on the
basis of the calendar included in the instructions issued by the Minister” (Article 26 of OBL).
The Minister’s instructions usually include the following

modalities for preparation of annual budget and medium term expenditure framework,
the format and contents of the finance bill,

timeframe for the preparation and submission of the Budget Framework Paper,
timeframes for the preparation and submission of finance law,

roles and responsibilities of various stakeholders in the budget process, and

other pertinent information to assist public entities to develop plans and budget

3.72 The Organic Budget Law sets boundaries for the budget calendar. These include:
presentation of the Budget Framework (BFR) to Parliament by April 30, Parliament’s opinion on
the BFP by May 30 (Article 32) presentation of the Finance Bill by June 15 to Parliament and
legislative adoption of the Bill by June 30, i.e. before the commencement of the fiscal year on
July 1 (Article 35). The calendar allows for cabinet approval of both the BFP and the finance bill
before their presentation to Parliament. It also allows for inputs from budget entities (including
districts) before cabinet approval. The sample budget calendar provided by MINECOFIN shows
that the budget process begins in the first week of September and culminates with the adoption of
the Finance Bill in the following June

3.73 Districts are no more than any other budget entities, say, the Ministry of Agriculture, in
matters relating to the budget calendar. They do not make the budget calendar, and do not
distract from it. Districts adhere to the budget calendar, as given, complying with the strict
agenda set by the Ministry of Finance and Economic Planning. Consequently, DCs always
approve budget by the June 30 deadline provided in the OBL. No recent case of delay has
occurred, if at all there has ever been any. The applicable score is, A”.

Clarity/comprehensiveness of and political involvement in the guidance on the preparation of
budget submissions

3.74 Districts do not issue budget call circulars, but comply with circulars issued by the
Minister of Finance. The current practice is to issue two budget call circulars, an early one in
September detailing planning and budgeting guidelines, and a later one around April/May
conveying expenditure ceilings to budget entities, including districts. The Cabinet approves the
policies and guidelines ahead of the issuing of the call circulars. Cabinet’s approval covers (i)
medium term strategic objectives and priorities for budgetary policies set out in the BFP, (ii) the
BFP itself, especially the targets for aggregate revenues, aggregate expenditures, fiscal balance,
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and debt repayment, (iii) the annual finance bill, (iv) formula for allocation of grants to
decentralized entities, etc. (Art 12 of the OBL).

Timely budget approval by the District Council (within the last three years)

3.75 The combined effects of Article 79 of the 2003 Constitution as amended to date and
Article 35 of the OBL require approval of the Finance Bill (budget) by June 30. Ruhango
complies with this provision and consequently approves the budget before the commencement of
the next fiscal year on July 1. Budget approval dates for the last three fiscal years is as follow:
FY 2014 on June 20, 2013; FY 2015 on June 27, 2014; and FY 2016 on June 30, 2015)

3.76  De jure, the CG does approve the overall district budget. De facto, however, the CG
budget includes expenditures earmarked to districts and funded by CG transfers. These
constitutes about 95 percent of district expenditures, on average. In practice, therefore, the CG
indirectly approves district budgets, when it adopts its own budget, since the budget includes
about 95 percent of districts’ expenditures. The only district expenditures not approved by the
CG are those funded from districts’ own resources. The CG also approves its budgets before the
commencement of the next fiscal year on July 1.

Reforms Underway

3.77 No reforms are evident in this area.

P1-12: Multi-year Perspective in Fiscal Planning, Expenditure Policy and Budgeting

3.78 This indicator tracks the multi-year nature of economic development on fiscal planning
and expenditure decisions. It examines existence of forward costing of sector strategies,
including recurrent and investment expenditure of new and existing initiatives. Costed strategies
help to evaluate policy alternatives/options and affordability of current and new policies, and
they simplify policy choices, identification of priorities, and medium-term sector allocations.
Score Box 3.13 shows the performance of GoR on the four dimensions of measurement under
this indicator.

Score Box 3.13: Multi-year Perspective in Fiscal Planning, Expenditure Policy and Budgeting

Current Assessment (2015) 2010 Explanation
Dimensions Evidence Used Score Framework Information Score of Change
Requirement Source since 2010
The CG (MINECOFIN) A. Forecasts of
makes three-year rolling fiscal aggregates
fiscal forecasts for the (on the basis of
Q) entire country along the main categories of
Preparation of | main economic economic and MINECOFIN
multi-year categories (wage, functional/sector / Distri
o istrict :
forecasts and | nonwage, A classification) are administration Not assesses in 2010
functional development/capital, prepared for at least and budgets
allocations or | domestic and foreign three years on a
programs funds, etc.) and rolling annual basis.
allocations to the main Links between
sectors. The forecasts multi-year
are the basis of ceilings estimates and
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Score Box 3.13: Multi-year Perspective in Fiscal Planning, Expenditure Policy and Budgeting

to CG ministries, which
use them to prepare more
detailed expenditure
forecasts that include

subsequent setting
of annual budget
ceilings are clear
and differences

earmarked transfers to explained.
districts.
Ruhango District has no
need for a DSA,; it does See
(ii) Scope and | not borrow; its only debt “Supplementary Ruhango
frequency of | is accounts payable Guidelines for the district
debt consisting mainly of NA Application of the government /
sustainability | unpaid invoices caught PEFA Framework annual
analysis up with by financial to Subnational financial
(DSA) yearend routine. The Governments”, p. statements
district quickly clears in 21
the new fiscal year.
Ruhango District
Development Plan
. (DDP), 2013 — 2018 has
(iii) Existence . .
detailed costing for .
of sector . A. The legislature
: development projects .
strategies has, during the last
. . (but not the recurrent
with multi- three years, Ruhango
- cost component) for all I
year costing - . B approved the District DDP
of recurrent sectors and links with the budget before the 2013 - 2018
EDPRS 2 (2013 —2018). g .
and ; start of the fiscal
investment The DDP is also the ear
exvenditures basis for the MTEF year.
P (although with some
modifications) and
budget.
The link between
investment and recurrent
expenditure costing is
weak; the two are
separate activities. The
budget has a line on
Public Infrastructure
Maintenance to cater for
the upkeep of public
(iv) Linkages | assets. The budget also The District
between has provisions for staff administration
investment compensation and goods / district
budgets and and services, but not tied D budgets /
forward to specific investment or district
expenditure program activities. The financial
estimates CG budgets and funds statements

most of the development
and investment activities,
and some personnel
costs; district’s own
revenues contribute
largely to their recurrent
expenditures. This
dichotomy introduces
complications to any
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Score Box 3.13: Multi-year Perspective in Fiscal Planning, Expenditure Policy and Budgeting

effort to link the
investment and recurrent
expenditure.

Score (Method M?2) B

Rationale for Score

3.79  Preparation of multi-year forecasts and functional allocations or programs — the district
makes little realistic independent fiscal forecasts in its MTEF; it depends largely on forecasts
prepared by the Ministry of Finance. Current regulations require provide that,

“The expenditure estimates in decentralized entities, shall be based on existing and
proposed expenditure policies of decentralized entities and in conformity with medium
term strategies established by the State. ... The organization and documentation of the
budget of decentralized entities, including the amount of the expenditures to be approved,
shall follow the general principles relating to State budget, except with variations in
order to reflect particular organization of the decentralized entities” (Article 36 of the
OBL).

3.80 The Minister prepares and submits a BFP to both Chambers of the Parliament (after
cabinet approval) by April 30 each year, as required by Article 32 of the OBL. The Parliament
submits comments on the Budget Framework Paper to the Cabinet by May 30. The BFP
contains the following annexes as required by the law

basic macroeconomic indicators

fiscal projections for the relevant period

mid-year budget execution report of the current year

borrowing and loan servicing projections

projections of grants by source

guidelines on earmarked transfers to decentralized entities

projected internally generated revenues and related expenditures of Central Government entities
consolidated summaries of revenues and expenditures of decentralized entities

revenues and expenditure projections of public institutions

amount of dividends paid by companies in which the State holds shares and the part of the
amount which will go to the budget

e securities issued by the Government

e gender budget statement

3.81 Any forecast the district would make can only be of own revenues and expenditure
related thereto. Own revenues averaged only 8.6 percent of total revenues between FY 2012 and
FY 2014, as Figure 3.1 shows. Further analysis shows that own revenues contributed only 8.7
percent of total expenditure during the same period. As shown above, the regulations require
that districts comply with the BFP projections in planning own revenues and expenditure.

3.82 In summary, the CG prepares multi-year estimates for the entire country; however,
districts have little control over the preparation process. First, the Ministry of Finance and
Economic Planning projects generic macroeconomic and fiscal indices for the entire country.
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This projection is in the Budget Framework paper, and is not district by district. Based on these
indices, the Ministry forecasts. Ministries of the CG prepare and control their detailed three-year
expenditure forecasts, which includes the transfers that they would earmark to districts for
execution. Districts cannot alter them. Below are extracts from the 2015/2016-2017/2018 BFP.

3.83  BFP fiscal projections for 2015/2016-2017/2018

Figure 3.3: Fiscal Projections from the Budget Framework Paper 2015/2016-2017/2018
The table below shows a summanry of the budget for fiscal yvear Z015/716 to 2017/158.
Fiscal projections (2015-16 — 2017 /18, billion FRw)
2014 /15 2015 /16 2016 1T 2017 /18
(Bidison B} Revised Budset Eodeget Eudeet Budset
RESOURCES
Domestic revenue 297.4 1.038.1 1L,2T3.8
Tax o 594.6 S33.6 1,173.6
= 3640 387.6 S09.0
n goods and services 481 .5 486 .4 &37.1
Ta= snariconal trade &89 1 546 T 27 5
Nomn. 1029 99.5 104 2 1002
Domesoc fina g 1512 134.6 1041 693
Sale of Secuaries, net (Bank & non-bank T-Bills and Bonds) 54.8 30.0 340 250
Use of BINR deposit TE.4 104.6 T0.1 33.3
Accummlation of azrearcs 0.0 0.0 0.0 0.0
Grants 417.1 358.4 3271 350.7
Bmdger Supposm 176.1 189.9 183.6 10z.9
Project Supposx Z41.0 168.4 143.5 Z47.8
ILoans 2126 233.2 2717 340.4
Budgerary Loans 107.1 121 4 o5 O 170 2
Project loans 105.5 111.8 1767 170 2
MNer Lending (repaynnents) a0 a0 25 2.5
Oiher Receipes (exrozs and omuunissions) 0.0 0.0 o0 0.0
TOTAL RESOURCES 1L,TE2.3 1,T6eS.2 1,88L.7 20367
842 .6 858.1 DTI_0
207 .0 22 .0 2795
151.2 139.8 191.6
429 543 TOo.0
15.6 Z4.6 301
273 297 399
43.2 43.0 58.0
33.0 30.0 36 0
52 180 220
301.0 273.2 Z270.0
Excepricnal expendirnse 923 100.8 1099
Development Budget TET.O TAT.3 2578
Domestically financed 440 4 4671 539.8
Exrernally financed 346.6 Z80.2 4130
MNer Lending (lending) 122.8 132.3 B6.2
Arrears Payment 10.0 11.4 13.2
Accumulaton of D e posit oo o0 o0
Orther Payments oo 19.1 0.5
TOTAL EXPENDITURES 17623 1.768.2 2,036.7
Source: Rwanda Ministry of Finance and Economic Planning - Budget Framework Paper 2015/2016-
2017/2018. n. 34

3.84 Resource Allocation per the Economic Development and Poverty Reduction Strategy
(EDPRYS) clusters.
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Figure 3.4: Resource Allocation in the BFP (1)

Table 14: Resource Allocation to EDPRS Clusters 2015/16 — 2017/118 (Bn RWF)

BUDGET PROJECTIONS REVISED 2014/2015 2015/2016 2016/2017 2017/2018
BY EDPRS 2 INITIATIVES = = == = = = == =
I. Thematic Areas 878.0 50%b 882.5 50% 1041.4 55%0 1087.9 53%
1. Economic Transformation 411.8 23% 413 .6 23% A4T5.3 25% 500.2 25%
2. Rural Development 260.1 15% 227 9 13% 307.2 16%% 3022 159
3. Productivity and Youth
Employment 153.6 D% 152.0 9% 166.1 9% 181.9 D%
45
4. Accountable Governance 52.5 3% 890 5% 92 9 5% 103 5 5%
Il. Foundational Sectors 665.0 3I8% 645.6 37T Y% 593.0 3I2% &77.9 33%
1. Foundational Issues 665.0 3I8% 645 .6 3T Y% 5930 3I2% [srargn=] 33%
n. Support Function 219.4 12% 2401 14% 247.3 13% 270.9 13%
1. Support Function 2194 12% 2401 14% 247 .3 13%% 27v0.9 13%
TOTAL BUDGET 1762.4 100%%6 1768.2 100% 1881.8 100% | 2,036.7 100%

Sowurce: MINECOFIMN

Source: Rwanda Ministry of Finance and Economic Planning - Budget Framework Paper 2015/2016-2017/2018, pp. 46 - 47

3.85 Resource Allocation in the BFP per EDPRS sectors

Figure 3.5: Resource Allocation in the BFP (2)

Table 16: Economic Transformation Resource Allocation (RWWF)

MObjective:
Sustain rapia
Seconomic
growitfr and
Ffaciflitate the
process of
SCcornomic

THEMATIC EDPRS
2015/2016 2016/2017 Z017/2018
AREA SECTORS
Economic Education =,.306,824,110 6,761,2815,431 7,250,657 1,037
Transformation | IRLOS 4. 468 830,817 3, 350,642,364 2,638,016,347

Enwvironment and
MNatural
Resources

15 222 305 912

14,333 832,383

15, 302,891,441

Urbanization

9,100,104, 831

10,127,178,2312

11,058,134,87 1

Decentralisation

175,016,186

138,613,137

153,747,263

outh

1.029 637,816

1,062,580,149

1,137,038,201

PERA

A 176. 819,344

4.621,035,0097

5. 123,705,330

ao

transforrmaiion
By irvCreasing
thre infermal
and external
connectivity of
the Rwandan

ecorrorTIy)

Financial

1,810,461,278

2,861,557,288

3,268,265,438

Support Function

1.707.207, 112

1,254 211,792

1,217,206, 761

SAgriculture

oy .757.647, 410

S1.668,415,588

=, 107,658,633

Health

4.615.026,063

4. 573,146,438

4.754,.943,357

Transport

131,063, 770,964

178,080,167,920

185, 166,475,287

Wiater and
Sanitation

2. 605 007,614

3,838,668,240

2. 768,300,207

Energw

132 257,724 606

166 698,247,937

790,985, r00,066

Social Protection

3.313.806,536

5. 565,761,003

3 1v8,2r8,7008

PsSDy

50,778, 083,246

37,243,651,563

42 544 465,648

[[a= §

17,168,361, 882

13.083,875,453

T4,866,672,470

TOTAL

413.557.6824,T26

4F5.262,393,784

S500,.612,337.155

Source: Rwanda Ministry of Finance and Economic Planning - Budget Framework Paper 2015/2016-

2017/2018. pn. 49 - 50

Scope and frequency of debt sustainability analysis (DSA)
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3.86  Ruhango District has no need for a DSA, because it has no debt stock. Its debt comprises
accounts payable, which are mainly unpaid invoices caught up in yearend financial routine.
Audit reports® confirm that the accounts payable “mainly relate to invoices for goods and
services which were outstanding on the date of the closure of the fiscal year ... recognized as
liabilities for that specific fiscal year”. The district quickly clears this in the new fiscal year”.
Although districts have the power to borrow (with the approval of the Minister of Finance) for
development project financing (Article 50 of the OBL), Ruhango District did not exercise this
option in the years leading up to this assessment.

Existence of sector strategies with multi-year costing of recurrent and investment expenditures

3.87 Districts do not prepare district sector strategies in Rwanda; sector ministries of the CG
do that. However, sectors prepare detailed District Development Plans (DDP), aligned to the
Economic Development & Poverty Reform Strategy (EDPRS) with assistance from the Local
Development Agency (LODA). These development plans follow the template provided by the
Ministry of Finance & Economic Development. The district’s current DDP (2013 — 2018)
covers the following sections.

e Introduction, which reviews status across all sectors: human and economic development
settlement, education, health, water and sanitation, demography and poverty, economic
activity, gender, energy, housing, transport, & ICT), social protection, and agriculture

e The strategic framework under the headings of agriculture, private sector, energy,
transport, water & sanitation, urbanization, health, education, social protection, youth and
development, information communication and technology (ICT), environment and
natural resources, public financial management, justice, reconciliation, law and order
(JRLO), decentralization, and financial sector development

e Implementation of Ruhango District Development Plan reviewing implementation
strategy under the same headings as above

e Monitoring and Evaluation approaches

e Costing and Financing of the Ruhango District Development Plan, including a discussion
of “Funds Sources and Resources Mobilization” as shown in Figure 3.3 below

e Appendix section under several subheadings, including results frameworks of

o outcomes, baselines, and targets along the same sectoral headings as above

o outputs by the same headings

o “costing of projects to be done” in the years, 2013/2014, 2014/2015, 2015/2016,
2016/2017, 2017/2018

3.88 The DDP has detailed costing, but only of the development component of individual
projects. The costing does not include their recurrent cost implications, i.e., personnel and
running costs.

3.89 The DDP is the basis for the MTEF, but with necessary modifications to reflect new
priorities not foreseen at the time of preparing the plan. This is because districts do not usually
revise the DDP during its life time.

% See for instance, 2013/2014 Audit Report, p. 17
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Figure 3.6: Ruhango DDP - Total Cost and Source of Funds by Year
RWF '000 2013/14 2014/15 2015/16 2016/17 2017/18
Own Funds Available
Government block
grants 6,873,278 7,665,405 8,048,676 8,451,109 8,873,665
Own Revenues 427,108 457,005 488,996 513,446 564,790
Donors/Development
Projects 2,802,152 2,942,260 3,089,373 3,243,841 3,406,034
Private Sources 550,305 577,820 606,711 637,047 688,899
Total 10,652,843 11,642,492 | 12,233,757 | 12,845,445 | 13,513,789
Auvailable funds for
DDP Priorities 10,652,844 11,642,490 | 12,233,756 | 12,845,443 | 13,513,788
Total Projected Cost of
DDP Priorities 11,040,191 19,067,133 | 20,436,780 | 14,907,363 | 16,938,829
Overall Deficit -387,349 7,424,643 -8,203,024 2,061,921 9,818,579
% deficit -4% -64% -67% -16% -73%

Source: Ruhango District Development Plan, 2013 - 2018

3.90 Linkages between investment budgets and forward expenditure estimates — Link between
investment and recurrent expenditure costing is weak; the two are separate activities. The budget
provides for staff compensation and goods and services (running costs), but does not tie this to
specific investment or development budget. The CG budgets and funds most development and
investment activities, most personnel costs, and some running cost. District resources contribute
largely to their running costs and some development activities. However, both the CG and the
district use the dual budgeting approach that provides separately for recurrent and development
costs. This dichotomy introduces complications to any effort to link the investment and
recurrent expenditure. For example, CG earmarked transfers budget separately for their
recurrent and development components - teachers’ salaries, health workers’ salaries, construction
of new schools and classrooms, etc. CG block grants comprise exclusively of recurrent costs -
salaries of district personnel and an amount for running costs. In addition, the district provides
an omnibus budget line for “public infrastructure maintenance” to cater for the upkeep of public
assets.

Reforms Underway

3.91 No new reforms are evident here.

3.4 Predictability and Control in Budget Execution (PI1-13 — P1-21)

3.92 The nine indicators in this set assess the orderliness and predictability of budget
implementation. They also review arrangements for exercising control and stewardship over the
use of public funds.

P1-13: Transparency of Taxpayer Obligation and Liabilities

3.93 PI-13 evaluates the ability of the tax system to communicate taxpayer responsibilities
transparently. It reviews the clarity of tax legislation, ease of taxpayer access to information on
tax liability, and mechanism for aggrieved taxpayers to contest administrative rulings on tax
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It also examines the comprehensiveness of tax legislation and the use of

Score Box 3.14

presents the rating on each of the three dimensions of this indicator, and the overall score.

Score Box 3.14: Transparency of Taxpayer Obligations and Liabilities

Comments Current Assessment (2015) Explanation
- 2010
Evidence Used | Score Framework Information Score o_f Change
Requirement Source since 2010
Tax legislation is
gﬁet;fggsmgz Law No. 59/2011
also make‘s on sources of
(i) Clarity and procedures for ri\éeglﬁf E}g‘:
comprehensiveness | their collection, NA geczntrglize q
of tax liabilities and from entities / RRA
FY2014, collects website
them on behalf of !
district WWW.Ira.gov.rw
governments.
The district A. Taxpayers
government uses have easy access
. to comprehensive,
a variety of means .
to provide user friendly and
. , taxpayers access up-to-date
(i) Taxpayers o tax information tax
access to information: liabilities and
information on tax website uBIic A administrative District
liabilities and noticebésrds tax procedures for all | administration Not assessed in 2010
administrative enli htenmer]n major taxes, and
procedures gnt the RA
campaigns, .
meetinas and supplements this
1Ings : with active
seminars in {axoaver
localities, and a pay
helpdesk education
' campaigns.
The RRA has
taken over tax
administration
responsibilities.
(iii) Existence and fhr(')?jr LO :L‘Ea cal
functioning of a tax an, PP NA
appeals mechanism process was not
independent and it
required recourse
to the tax
authority and to
the court.
Score (Method M2) A

Rationale for the Score

3.94  Clarity and comprehensiveness of tax liabilities — Law N° 59/2011 of 31/12/2011 enacted
by the CG establishes the sources of revenue and property of decentralized entities and rules

governing their

management.

The Law

lists and describes 10 sources of revenue for
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decentralized entities (see PI-3 above), including taxes (Art. 4). Taxes are of three types - fixed
asset tax, trading license tax, rental income tax (Art. 5). Fixed asset is property tax levied on (i)
the market value of parcels of land, (ii) market value of registered buildings and all
improvements thereto, (iii) the value of land exploited for quarry purposes, and (iv) the market
value of a usufruct with a title deed (Art. 6). The trading license tax is payable “by any person
who commences a profit-oriented activity in Rwanda” (Art. 39). Rental income tax applies to
“income generated by individuals from rented fixed assets located in Rwanda. The natural
person who receives such an income shall be a taxpayer” (Art. 48). The tax year is different
from the financial year and runs from January 1 to December 31. The CG also fixes tax rates
and regulates administration and procedures. The Rwanda Revenue Authority (RRA) makes and
posts administrative procedures on its website, www.rra.gov.rw.

3.95 Taxpayers’ access to information — RUHANGO district government use various means
to ensure taxpayer access to information on tax liabilities. These include (i) posting the approved
taxes on the district’s website, (ii) posting on notice boards of administrative sectors, (iii) radio
and TV broadcasts, and (iv) public enlightenment meetings in each of the nine sector. The
enlightenment campaigns involve Tax Advisory Council (TAC) comprising the RRA, which
collects taxes on behalf of districts, key district officials (the mayor, Director of Finance), CG
security agencies (police and army), representatives of the Public Sector Forum (PSF), and any
other person invited by the mayor. Communication is in the local Kinyarwanda language: In
addition, the district has a functional helpdesk (hotline) for questions and public complaints, into
which any member of the public can dial and ask questions. The number is 4052.

3.96 Existence of a functioning tax appeal mechanism — aggrieved persons should appeal in
writing to the district government within one month of receiving the notice of assessment and
thereafter, to a competent court of law, if not satisfied with the decision of the district
government.?” However, the district government does not appear to have any more role in the
matter with the takeover of tax administration duties by the RRA.?® Prior to this, the practice in
RUHANGO district was for the aggrieved party to write to the executive secretary (ES), who
will call upon technical staff to resolve the matter. If this fails, the ES refers the matter to the
District Council. Appeals would lie to the courts, thereafter. In any case, the provisions of Art
20 of |Law 59 do not meet the requirements of independent appeal process.

Reforms Underway

3.97 The main ongoing reform here is the takeover of administration of local taxes by the
RRA to enhance their district revenues.

P1-14: Effectiveness of Measures for Taxpayer Registration and Tax Assessment

3.98 PI-14 measures effectiveness of systems for registering taxpayers and facilitating tax
administration to enhance assessment and boost tax revenue. Taxpayer registration is a

2 Arts. 20 and 21 of No. 59/2011 of December 31, 2011- Law establishing sources of revenue and property for

decentralized entities

%8 «On 13th March 2014, Ruhango District signed an agreement with Rwanda Revenue Authority (RRA) for the
collection of the following decentralized taxes - trading license, Rental tax, Property tax” (see 2013/2014 Audit

Report, p. 6).
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compulsory civil obligation, often governed by law with penalties for non-compliance. A good
registration system creates a comprehensive taxpayer database with control features, including a
unique taxpayer identification number (TIN) linked to/combined with other government
registration systems involving taxable turnover of assets*® and occasional surveys of potential
taxpayers, e.g., by selective, physical inspection of business premises and residences. Score Box

3.15 summarizes performance of this indicator.

Score Box 3.15: Effectiveness of Measures for Taxpayer Registration and Tax Assessment

Comments Current Assessment (2015) Explanation
- 2010
Evidence Used Score Framework Information Score o_f Change
Requirement Source since 2010
E;))(C:ng:ols n Tax registration is a Tax registration is a
re Fi)stxrlation responsibility of the | NA responsibility of the
g CG, not the district. CG, not the district.
system
(ii) Effectiveness | This dimension no This dimension no
of penalties for longer applies to longer applies to
non-compliance the district with the the district with the
. . . NA
with registration takeover of tax takeover of tax Not assessed in 2010
and tax collection by the collection by the
declaration RRA in FY 2014 RRA in FY 2014
This dimension no This dimension no
. longer applies to longer applies to
(iil) Planning and |y 0" ictrict with the the district with the
monitoring of tax NA
audit programs takeovo_ar of tax takeovgr of tax
collection by the collection by the
RRAin FY 2014 RRAin FY 2014
Score (Method M2) NA

Rationale for the Score

3.99 Controls in taxpayer registration system — this dimension does not apply at the district
level; its critical period/time of assessment is “as at the time of the assessment”. Taxpayer
registration is the responsibility of the Rwanda Revenue Authority (RRA), which had taken over
tax administration and collection from the district as at the time of this assessment, as explained
in Pls — 3 and 13 above. The district gave a mandate to the RRA in an MoU authorizing the
RRA to administer/collect taxes on its behalf. This mandate was at the instance of the GoR,
which is preparing legislation to back up this transfer of authority. This dimension therefore
does no