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| nstitution building with limited resour ces:

Establishing a supreme audit institution in Rwanda

Ann-Sofie | saksson and Arne Bigsten®

Abstract: This study is about institution building with lireid resources. Through a case study of
the establishment of a supreme audit institutioAl(Sn Rwanda, we examine the tensions
between institutional first-best benchmarks andallogperational constraints in a developing
country institution-building process. More spedaflg, our aim is to investigate the potential

tradeoffs between the programmatic ideal of SAlepehdence and operational constraints in
terms of staff capacity in the development of areme audit oversight function in Rwanda.

Drawing on data from document studies and key méfort interviews, the empirical results

suggest that capacity constraints — within theitutgdn as well as among its major stakeholders —
negatively affect important aspects of SAl functibrindependence, but also that there are
arguments for compromising the programmatic idézbAl independence in order to effectively

tackle operational constraints in terms of staffazity.

JEL classification: D02, H83, 016, O55.

Keywords: Institution building, Capacity constraints, Supeeaudit institution, Rwanda.

1 Introduction

Weak institutions are a severe development comstthat poor countries urgently need to
address. At the same time, these countries have limiteduess available for institutional
development. Does this call for alternative insibmal solutions? While we know that
‘institutions matter’, we have little insight as what can be done to build institutional
capacity. In the present study, we try to undedstlie mechanisms of effective institution
building in a developing country with great needsterms of institution building but with
limited resources available for this purpose. Imtipalar, we are interested in the possible
tensions between institutional first-best benchmarr ‘programmatic ideals’, and local
operational constraints in the institution-buildimgcess.
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Drawing on data from document studies and key méort interviews, our aim is to
investigate the potential tradeoffs between thgammatic ideal of supreme audit institution
(SAI) independence and operational constraintenims of staff capacity in the development
of a supreme audit oversight function in Rwandae €mpirical results suggest that capacity
constraints — within the institution as well as amdts major stakeholders — negatively
impact important aspects of SAI functional indepsmee, but also that there are arguments
for compromising the programmatic ideal of SAI ipdadence in order to effectively tackle
operational constraints in terms of staff capaditynore general terms, our findings highlight
that institution building bounded by operationahswaints requires careful sequencing of
reform, an awareness of institutional interdepenasy and efforts in terms of translating the
legal institutional framework into practice.

One can distinguish between the programmatic andratipnal elements of an
institutional practice, the former relating to tldeas and concepts that shape the institutional
mission and the latter to the tasks, routines aadtigalities facing its practitioners (Power,
1997). An operational constraint could hinder thalisation of the programmatic ideal, or it
may be necessary to compromise a programmatic idesdidress an operational constraint.
The nature of binding constraints may vary acressngs or change over time, meaning that
different priorities may be required at differetages of the reform process. And focusing on
non-contextual best-practice institutional solusiamthout consideration of local constraints
may create distortions and lead reformers to owv&rkolutions that can achieve the desired
ends at lower costs (Rodrik, 2008).

Tensions between programmatic ideals and operatiomastraints in the institution-
building process are particularly pertinent in depeng countries, where institutional needs
are great but resources limited. Whether soughbgutational governments or advocated by
the donor community, the programmatic ideals wi#l imanifest in advice on first-best
institutional practices. At the same time, in tlaelystages of the institution-building process,
developing countries are likely to face operatiot@hstraints in terms of funding, capacity,
infrastructure etc., possibly calling for alternatpriorities.

A number of recent studies emphasise the contedifspty of institutions, and suggest
that developing countries may require institutiomabngements that differ from those in rich
countries. Djankov et al. (2003) argue that insbtual design involves a trade-off between
controlling ‘disorder’ (private infringements of qperty rights) and ‘dictatorship’ (state
infringements of property rights), and stress tihet appropriate balance between the two

depends on country circumstances and thus thatuimsbal reforms must be evaluated



relative to a country’s ‘own institutional opportties, rather than some idealized benchmark’
(Djankov et al., 2003, p. 615). Dixit (2004) suggethat given the large costs of setting up
formal institutions, informal self-enforcing govemce arrangements can be more efficient in
the early stages of economic developnfeAtemoglu et al. (2006) argue that countries at
early stages of development, where the main ecancrhallenge lies in stimulating
investment rather than innovation, may benefit fnmstitutions shielding incumbent firms
from competition. Rodrik (2008), finally, propostsat dealing with institution building in
developing economies requires a second-best minfdeetsing on first-best solutions is not
necessarily ideal in a second-best environmernit, Btwever, we have little knowledge of
the specific tradeoffs between first-best benchmaakd second-best solutions that face
developing country institutions in their start-upage.

The present case study of a developing countritutisin building process focuses on the
establishment of an SAl in Rwand&n SAl is a national agency responsible for oveirsg
the management of public funds and the quality arlibility of governments’ reported
financial data (World Bank, 2002). Being a mechanfer monitoring the government, and
for information transmission to voters, it has amportant role in promoting government
transparency and accountability (see e.g. FerrdzFaman, 2008, on the effects of publicly
released audits on electoral outcomes in Brazlso, by acting as a deterrent to waste and
abuse of public funds it promotes sound financiahagement, which in a developing country
is an issue that ultimately has to do with whethébslic funds will reach the poor.

Being interested in the interplay between progratiom@eals and operational constraints
in a developing country institution building proseg is interesting to study the development
of an SAl, and to do so in the Rwandan contextirdlf established programmatic ideal of
SAls is that of independence (see Section 2.1jowitwhich practitioners and theorists agree
that it will not be able to perform its governmentersight function effectively (Ahlback,
1999; Chowdhury and Innes, 1998; INTOSAI, 1998; Wdank, 2002). At the same time,

2 For a study illustrating effective informal instiibnal arrangements, see Greif's (1993) paperetational
contracting among the acentury Maghribi traders.

% North (1990) distinguishes between institutionsl amganisations, defining institutions as the oxaimg
framework of rules and constraints — formal as waslinformal — and organisations as groups of iddals that
operate within the framework of institutions andpiement the rules and norms of the institutionshe@s,
however, do not make a distinction between the @if (2000, p. 257) defines institutions as ‘steyn of
social factors — such as rules, beliefs, norms,agdnizations — that guide, enable and constterattions of
individuals’. According to North’'s definition, anA$ would be an organisation upholding public finaic
regulations. In the present paper, however, wektbihinstitution building in the latter and wideersse, i.e.
incorporating both developing the rules of the game establishing the players upholding the rufdhe@game.
*For studies demonstrating the importance of moinigoand information transmission mechanisms, see al
Besley and Burgess (2002), Nagin et al. (2002),efal®t al. (2003), Di Tella and Schargrodsky (20@34d
Olken (2007).



SAls operating in developing countries face sewgrerational constraints, one of the most
important being the lack of qualified staff (Doratky and Floyd, 2004; Dye and Stapenhurst,
1998; Levy, 2007). In Rwanda, this is very much¢hee. After the genocide in 1994, which
apart from being a human tragedy also led to vastrdction of economic and institutional
infrastructure, Rwanda faced massive challengeseims of institution building. Many
government institutions, including their SAl, arewn being developed simultaneously —
basically from scratch — greatly straining human &nancial resources. Do staff capacity
constraints get in the way of achieving the progreatic ideal of SAIl independence? Could
compromising the independence ideal be necessdrgndle operational constraints in terms
of staff capacity? In short, is there a trade-offtvieen the programmatic ideal of SAI
independence and operational constraint in termstadf capacity in the development of an
effective SAI oversight function?

To our knowledge, this is the first study focusiexplicitly on the interplay between a
first-best institutional ideal and a local operatibconstraint for effective institution building
in a developing country context. As such, it shoadidl to our understanding of the tradeoffs
facing developing country institutions in theirrstap phase. Moreover, despite the important
function of supreme audit institutions, the litewat on the development of effective SAI

oversight is very meagre, in particular for devéalgpcountries.

2 Programmatic ideals and operational constraints

In this section we discuss the role of SAls and tbacept of SAI independence, the
implications of operational constraints in termscapacity, and how these may relate to the
independence ideal.

2.1 SAl government oversight and the programmatic ideal of independence

Supreme audit institutions have a central role ionting government transparency and
accountability. Accountability requires informatitm hold policy makers answerable as well
as incentives to encourage compliance (Highton8R0A credible threat of losing office in

the next period should compel policy makers to @egpto voter interests. However, for the
electorate to be able to discipline incumbentsyetheave to be effective institutions for
information transmission to voters (Persson andellialp 2000; Besley and Burgess, 2002;



Adsera et al 2003). Here the SAI has an importantction, especially considering the
complexity of the main object under scrutiny — fewernment financial accounts. The role of
the SAIl is to scrutinise state finances and depmtential mismanagement, but also to
communicate its findings — to the parliament, te thedia, and ultimately to the voters.
Against this background, an effective SAI is artitnson that offers a true and fair view on
government financial conduct and that communictitissto concerned stakeholders.

As noted, theorists and practitioners agree orcémrality of independence for effective
SAIl oversight. The basic idea is simple; to be dblearry out oversight of the government,
the SAI cannot be aligned with the same. It mustabke to do its job without threat of
retaliation. SAI independence can be defined ashawving a relationship that could interfere
with the exercise of independent judgement (Goodwmil Yeow Yeo, 2001), or more
narrowly as the absence of unjustified subordimata and direction and interference from,
government (INTOSAI, 2001). SAIl independence isselg linked to objectivity or
impartiality, in turn necessary for the institutitmbe able to express a ‘true and fair view'.

A principal agent approach can help us understaeddle of an SAI and considerations
important for its independence. Principal agenbthealepicts a relation between two actors
where the authority is held by one part — the ppigc— and the informational advantage with
the other — the agent (Hawkins et al., 200%).a democracy, the ultimate principal is the
electorate delegating authority to their agente-gbvernment. Unfortunately, the electorate
principal has both a significant informational disantage and problems in terms of
collective action, a fact that can be exploitedalhgovernment agent wishing to pursue its own
agenda or appropriate rents. The more precise nrdton citizens have about adopted
policies and their implementation, the more powletiig¢ threat to the government of being
voted out of office, leaving less room to diversaarces or to push for their own agenda
(Adsera et al., 2003). The need for the informatilyndisadvantaged electorate principal to
monitor its government agent creates a demandf&@Ad (Power, 1997).

However, principal-agent relations are not clearisipractice. In the public sector there
are several other relationships that could alscebered to in principal-agent terms, e.g. that
between the electorate and the executive, but @lab between the legislature and the
executive and that between the executive and treabaracy (Streim, 1994). Moreover, in a
developing country that relies heavily on foreigd, @ne could argue that the government is
held accountable to donors rather than the eldetoaad thus that the donor community acts

® For a discussion of principal-agent theory in tumtext of democratic governance, see e.g. Baeép4),
Hawkins et al. (2005) and Miller (2005).



as a second principal to the government agent. dwladging that there is a chain of
sometimes overlapping agency relationships, whpnreipal hires an auditor to monitor its
agent, one could of course claim that an additi@ugncy relationship arises, where those
wanting the audit service still constitute the phoal and theauditor is the agent (Antle,
1984; Streim, 1994). A relevant question then bexxmvhat body constitutes the SAl's
effectiveprincipal?

The electorate is not a well-defined group that easily organise and act collectively as
a principal. In reality, the SAI works closely withe parliament — i.e. the legislative branch
of government, which depends on the audit reports$ government oversight. Government
spending must be approved by parliament and thrékighaudit reports the parliament can
ensure that the executive has operated within ithenéial limits permitted by parliament
(Funell, 1994). In practice, it may thus be moralistic to see the legislative branch of
government as the principal demanding the monigosarvice supplied by the SAI. The
parliament is a political body, and as such it exert a political influence on the audit
process. However, in a democratic system a fultprsamous SAI without organisational ties
to the elected bodies is arguably not feasible.n@eiied to the legislative branch of
government is then seen as the preferable alteenaiVith the electorate as the ultimate
principal and the legislature as the acceptablecgffe principal, a clearlynacceptable
principal to the SAl is the very object for audié. the executive branch of government.

The executive may want to exert an illegitimatduence on the SAI for two reasons, one
obvious and one somewhat more subtle. First, it mapt to avoid possible misconduct
coming to public attention — if a breach is disaedkit might seek to create an incentive for
the auditor not to report it. There are a varietynstruments (like making cuts in the SAl
budget or firing ‘uncooperative’ auditors) that #eecutive, if in power to do so, could use to
deter the SAI from revealing unpleasant informatidhe manipulations would have to be
within certain confines, though, so as not to ltteeappearance of having a well-functioning
SAl. This brings us to the second point. The apeae of having a credible SAI is important
for government organisational legitimacy. If theeentive can induce the SAI not to be very

confrontational, while still maintaining an imagéibbeing a credible oversight institution,

® Again, one could argue that in a developing caulike Rwanda, the donor community could functienaa
additional principal to the SAIl. Although interesii the nature of this potential agency relatiopshill not be
investigated further in the present paper.



the SAI could function as a label for governmeedibility (Power, 1997).To sum up, since
the executive branch of government is the very daaluthe audit process, it would be highly
inappropriate for the SAI to be in an agent positod the same. This would imply a lack of
independence from the audited entity — a capifainse in auditing.

In practice, SAIl independence has to be judgedeimg of degrees (Ahlback, 1999;
Gendron and Cooper, 2001; Grasso and Sharkans@¢; P@wer, 1997). Since SAls are part
of the state apparatus, they can never be completelependent from government.
Furthermore, a purely neutral audit process isiadiffy if at all possible, to achieve
considering that it is based on interaction and@undent and that the issues in focus are often
politically sensitive. In line with this, INTOSAIle International Organization of Supreme
Audit Institutions) argues that SAls shall have alequate degree of independence from
government and the functional and organisationdg¢pendenceequired to accomplish their
tasks (INTOSAI, 1995; INTOSAI, 1998).

Evaluating the degree of SAIl independence empiyical is useful to distinguish
between organisational and functional independ€@casso and Sharkansky, 2001; Power,
1997). Organisational independence has to do \wahfdrmal position of the SAI within the
organisational framework and the institutional agaments in place to insulate it from
outside influence. As such, it deals with issuekatirgy to the constitutional/statutory
guarantees of independence in relation to the l&ise and executive branches of
government, funding arrangements, control overgrersl, etc. Functional independence, on
the other hand, relates to the audit process .it&a§ issues include whether the SAI is
allowed to access the required information and hdreit can freely decide what to audit,
what methods to use and what to base conclusionsEealuating an SAls functional
independence, one can in turn make a distinctianvdsn informational and epistemic
independence (Power, 1997). Informational indepeceledeals with the problem of
information asymmetry between auditor and audikeglitors to some extent always have to
trust internal sources of information about the i#ed and can thus be said to be
informationally dependent on the latter. Epistemitependence, next, deals with the extent
to which there exist clear rules of auditee condastl well-established techniques for

determining compliance. Without clear standards entdria for judging performance, there

7 Similarly, with independence needed for SAI crelitipand legitimacy, it has been suggested thatsSaten
seek to defend and reinforce their image of inddpeoe (Pearson, 1987; Funell, 1994; Gendron anghéZpo
2001; Sikka and Willmott, 1995).



is likely to be negotiation with the auditee wisspect to what should count as a violation,
something that would be problematic in terms ofegnic independence.

The research on SAI independence is meagre, brg Hre a few interesting studies in
the field. Ahlback (1999) evaluates the degreendépendence of the Swedish SAI and finds
important deficiencies in terms of organisationatidpendence. Grasso and Sharkansky
(2001) investigate the independence of the U.S.lsmali SAIs and find that although both
are well equipped in terms of organisational indejemce, their work is still highly
politicised. Gendron and Cooper (2001) investight independence of a state auditor in
Canada and find that an increase in power and niamdahe audit office has had a negative
effect on its independence. Finally, INTOSAI (20Galuates the independence of their
member SAIls and conclude that many SAls are napeddent enough to properly fulfil

their mandates in accordance with INTOSAI recommadéinds.

2.2 Operational constraintsin termsof capacity and implications for independence

Auditing is costly, in terms of staff, productioechnology and other inputs, and is thus
necessarily bounded by economic constraints. Tleans that the audit process must involve
prioritising — the SAI cannot audit everything. Tinatural question thus becomes how much
and what to audit, and at what level of detail. fEhis inevitably a trade-off between scope
and depth; fewer areas, as well as fewer transectiathin each area, can be tested if the
testing process is more detailed.

With respect to what areas to audit, the standzdyt is to rely on risk-based sampling.
Focusing on high-risk areas, where the need toym@dssurance is high, rather than aiming
for a representative sample of transactions igaegly to increase the cost effectiveness of
auditing. However, how to identify high-risk ardasiot obvioug and the process involves a
considerable degree of judgement on part of th&@@udnother issue is what type of audits
to conduct — whether to stick to financial and cbamze audits or move into
performance/value-for-money (VFM) auditing. In finegal auditing, the auditor verifies the
accuracy of financial statements by comparing agdeesults with planned results and by
checking samples of transactions and balances.omnpkance auditing, the auditor asks

whether the government has collected or spent ne than the authorised amount of money

8 One approach is to focus on government departmsees as risky; another is to do across-the-board
evaluations of programmes (say, road construciiespective of the departments involved) that sgen as
prone to abuse (Kellner, 2000).



and for the purposes intended by the governmenalllyj performance auditing, which is the
focus of many Western SAls today, considers thdempntation of government policy and
evaluates whether taxpayers get value for theirap@gbye and Stapenhurst, 1998).

The cost constraints, and the prioritisations tloayl for, are of course even more
pertinent in a developing country where the neadsrms of institution building are great but
the means available are limited. In the presenepa® focus on operational constraints in
terms of staff capacity, referring to the numbeaining and experience of staff. Auditing is
demanding in terms of staff capacity; auditors ne&dls in accounting, statistics, and
evaluation techniques, but also knowledge of smediélds or industries (Power, 1997).
Dorotinsky and Floyd (2004) point to severe cagactnstraints in African SAIs. In a 1998
survey covering 25 African SAls, 11 had no qualifigersonnel and 9 were unsure about the
qualifications of their staff.

What more is, given the importance of institutiomdérdependence — the SAI works in
close connection with other institutions — it i< raough to consider capacity constraints only
within the SAI (Dorotinsky and Floyd, 2004; Dye aStapenhurst, 1998; Levy, 2007). The
impact of the SAI depends on what happens afteastproduced its annual report, i.e. on the
reception it gets from stakeholders. The parliamgnh a position to put pressure on the
executive to act on SAI recommendations. Hencea@gpconstraints within the parliament
will have negative consequences for SAI follow-Mmreover, capacity constraints within the
executive will affect the material that the SAI hes work with. In many developing
countries, the financial accounts produced by theistnies are often inaccurate and only
available after long delays (Levy, 2007), makingditng difficult and time consuming.

How do operational constraints in terms of capactgte to the programmatic ideal of
SAl independence? Capacity constraints within tAerSean that the audit process will have
to involve tight prioritisation. A central dimensioof functional independence is to what
extent the SAl is open to influence in the choitawdit object. If open to such influence, the
more selective the SAI has to be in choosing wbaaudit, the greater the threat to its
functional independence. Another dimension relatesinformational dependence. With
capacity constraints within the SAl, the institutics likely to become more dependent on
informational sources within the audited entitysé a lack of experience and training should
make it more difficult for the auditor to criticglevaluate the information obtained from the
auditee, why it should pose a threat to informatiandependence. Moreover, if the auditor
lacks the training and experience to be awareraf,iaterpret, existing performance criteria,

he or she should face a greater risk of endinghugegotiation with the auditee with respect to



what should count as good conduct, which is probtein terms of epistemic independence.
With respect to the implications of capacity coastts in the institutions closely linked to the
SAl, one concern is whether the quality of accowfiimined from the audited entities affects
the choice of audit object. If the quality of reddeeeping in a unit is very poor, it could be
seen as unauditable and thus potentially hide fraArbther concern is that capacity
constraints in the parliament and audited entitiesice the SAI to take on an advisory role,
and thereby lead to relationships that could jediparindependent judgement. In the next

section we will discuss how to evaluate these ssumepirically.

3 Method and data

The mission of the SAI of Rwanda, the Office of #editor General (OAG), is to promote
accountability, transparency and good governangeled by values of integrity, objectivity
and independence (Republic of Rwanda OAG, 2006b)such, it has highly set ideals. At
the same time, however, the institution is veryngu it was established in 1998, became
operative in 2000 and was formally appointed thd 8ARwanda in 2003 — and operates
within a public financial management (PFM) systdmattis also very much in its infancy.
Following the events of 1994, the Government of Reeahad to effectively re-build the PFM
system from scratch, with very limited resourcesafgec, 2006; Republic of Rwanda,
2007c). The aim of the present study is to investighe potential tradeoffs between the
programmatic ideal of SAl independence and oparatioonstraints in terms of staff capacity
in the development of a supreme audit oversighttfan in Rwanda.

To this end, we use a process tracing approactghwhivolves exploring relationships
with reference to multiple features of individuases and examining intervening processes
that link the variables hypothesised to have aaaetationship (Bennett and George, 1997,
Checkel, 2005; Tansey, 2007). This approach hascendral features. First, it focuses on
examining causal mechanismsi.e. on questions of how and why — as opposechtsal
effects. Second, it emphasises careful data trlatign — i.e. cross-checking multiple data
sources against each other. In our case, the w#timacome variable is the quality of SAI
oversight. Our focus variables, which are oftengasted to individually affect the quality of
SAl oversight, are the level of SAl independence staff capacity constraints within the SAI
and in institutions linked to the SAl. We want tovéstigate whether, on top of their

individual influence, there are mechanisms throwdich these variables interact to affect our

10



outcome variable. For this purpose, we need tosastee degree of independence of the
OAG, if there are binding operational constraimsdrms of staff capacity, and the potential
interface between the two in terms of influencalanquality of the OAG oversight function.

3.1 Data

We draw on data from document studies and key nméot interviews. The former data
source has the advantage that it is unobtrusiiee-data has not been constructed for the
purpose of the study — and that it provides offi@iecounts of events (Tansey, 2007; Yin,
2003). The interview material, on the other haredp$ shed light on information not revealed
in the formal reports and has the great advantaafeittallows us to get direct accounts from
important first-hand participants of the institutibuilding process under investigation.

We consult the following documents: (1) legal doemts establishing the mandate of the
OAG, i.e. Rwanda’s constitution and organic budget (Republic of Rwanda, 2003 and
2006), (2) OAG strategic documents, namely itsrfoial audit manual, strategic plan, and
code of ethics (Republic of Rwanda OAG, 2004, 20&6t 2007), and finally (3) OAG audit
output, i.e. its annual reports (Republic of Rwa@&G, 2003, 2004b, 2005, 2006, 2008,
2009, 2009b). While the legal and strategic documenffer insight into the formal
organisational structures and objectives of the Q@ audit output provides information on
the institutional practice. For the full list of daments analysed, see Appendix Al.

Interviews were conducted during a field trip to&wla in 2008. Interview subjects were
chosen based on occupational position as known riamo actors in the concerned
organisations and according to the extent to wthely were deemed influential in the area by
their peers. As with any data based on subjectapmorting, lapses of memory, slanted
accounts etc. may lead to misrepresentation ofdlse under study. In order to get a balanced
account, and considering the interconnectednesgebatthe OAG and its major stakeholders,
we interviewed representatives from the OAG as wsllfrom a wide range of related
government and non-government organisations. AtQWe€s we interviewed the Auditor
General, the Deputy Auditor General and represeetaat the director level. In the executive
branch of governmendn which the OAG reports, we interviewed the Chigeinal Auditor,
the Accountant General and representatives of timesiry of finance committee on public
finance management. In the legislative branch ekgumentto which the OAG reports, we
interviewed the Chair of the budget committee & prarliament. Moreover, we interviewed

representatives from Sida and the Swedish natiandit office (the latter conducted in
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Sweden), who have provided direct assistance indtheslopment of the OAG. We also
interviewed representatives of governance and Plektians of influential donors and
financial institutions in Rwanda (the World BanketIMF, Dfid and the EC). Finally, to get a
picture of the framewaork of oversight institutionswhich the OAG operates, we interviewed
representatives from other important oversight &sdin Rwanda (the Office of the
Ombudsman, the National Tender Board and TranspaiRRwanda). Appendix A2 shows the
full list of interview subjects.

Given the complexity of the subject matter and th#erent backgrounds of our
interviewed key informants, we used a non-standactinterview framework allowing us to
adapt the questions to the specific competencesdf subject. Still, each interview focused
on the same broad topics — the institutional rolevelopment, audit scope and process,
constraints, reception and impact of the OAG. Triterview material, which was transcribed
in immediate connection to the interviews, has éelps get a general understanding of the

issue at hand as well as to answer the specifistiqurs raised in the following section.

3.2 Coding framework

The interview transcripts and the listed documenéscoded using directed content analyfis.

How flexible we are in the coding process — i.@ éxtent to which we classify the data into
theoretically predetermined categories or try tddotheory from recurrent ideas and themes
in the data — varies depending on the data sourddhee existing knowledge of the question
at hand.

Assessing the degree of OAG independence, we glissin between organisational and
functional independence. With respect to the former the formal organisational structures
insulating SAIs from outside influences, the litera provides good guidance on what criteria
to consider, allowing us to rely on predefined ogdcategories (see Table 1). To address
these questions we rely primarily on the legal doents establishing its mandate (the
constitution and the organic budget law) and thetegic documents relevant for its

development (the strategic plan, code of ethicsfimaghcial audit manual).

® We do not disclose the identity of respondentsrizemdividual responses, i.e. who said what. Hosvevor
the reader to be able to follow the sequence qifarses given by different respondents, each irdergiubject
is given a pseudonym, here a number between 1and 2

19 Coding is a way to organise qualitative data wategories — by explicit topic and by more absteatlytical
themes (see e.g. Auberbach and Silverstein, 208i@hthnd Shannon, 2005; Richards, 2005).
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Table 1: Coding frame to assess the organisatindependence of the OAG

A. Constitutional position of the OAG:
a. Mandate: clarity, scope, established in the cangiih?
b. Accountable to the legislature or the executive?
B. Financial independence:
a. Guaranteed funds to carry out its work effectively?
b. Budget established in the constitution, approvetkbislature or executive?
C. Administrative independence:
a. In charge of internal structures such as job dp8Soris and recruitment and dismissal of

personnel?

With respect to A, the constitutional position b&tSAl, independence can be strengthened if
the mandate of the SAIl, which needs to be clearsaifficiently broad for it to be able to
carry out its work effectively, is established hetconstitution. In particular, the SAI should
be devoid of accountability to, and pressures frahge main object for audit, i.e. the
executive. With respect to B, the financial autogoof the SAI, the SAI should be
guaranteed funds to carry out its work effectivelyd to avoid a problem of not daring to bite
the hand that feeds it, its budget should not b&rotbed by the executive. Finally, with
respect to C, dealing with administrative autonothg, executive should not be in control of
incentive structures within the SAI, and the SAdfsshould not be affected by a concern to
remain in office when deciding what to audit ancatMo present to the public.

Assessing the OAG’s degree of functional indepeadgrelating to the independence
from influence during the actual audit process waat to reveal influence of a more informal
nature and thus need to go beyond the formal ats@umu also consult the interview material

and the audit output. Table 2 provides a guidehatwssues to consider.

Table 2: Coding frame to assess the functionalgaddence of the OAG

A. The choice of audit projects: Can it choose frertyat to audit and what audit methods to use?

B. The distribution of results: Can it publish andsgisiinate findings without interference?

C. Informational dependence: Can it access informatiealy and does it have the internal competence
necessary to interpret the information?

D. Epistemic independence: Are audit judgements baseatear performance criteria?

We have the least prior knowledge regarding themg@l interaction between operational
constraints in terms of staff capacity and the paognatic ideal of SAl independence. Hence,
we cannot to the same extent rely on theoretigakkygletermined categories when coding the
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data with respect to this issue. We have stressedhstitutional interdependence of the SAI
and its major stakeholders, in particular the legiige and executive branches of government.
Hence, we want to understand the extent and nafw@&pacity constraints within the OAG as
well as within these closely connected governmaestitutions. What are the implications of
these capacity constraints for the independencehef OAG? And does striving for
independence affect the ability to handle operafi@onstraints in terms of capacity? These
rough guidelines are summarised in Table 3.

Table 3: Coding frame to assess the links betwapadity constraints and independence

A. Capacity constraints within the OAG + implicatidns OAG independence

B. Capacity constraints among the OAG’'s major stalddrsl (parliament + audited entities) +
implications for OAG independence

C. Consequences of the independence ideal for hanchipgcity constraints (a) within the OAG, and
(b) among the OAG'’s major stakeholders (the pamiair the audited entities)

4 Results

Drawing on data from document studies and key méot interviews, in this section we will

first assess the organisational and functionalpeddence of the OAG. We will then discuss
how constraints in terms of staff capacity — withire OAG as well as among its major
stakeholders — affect OAG independence, and patantideoffs between independence and
capacity constraints affecting the OAG’s ability @ffectively carry out the supreme audit

oversight function.

4.1 OAG independence

4.1.1 Organisational independence

Assessing the organisational independence of th&,0A. the institutional arrangements in
place to insulate it from outside influence, weetals a point of departure the coding frame in
Table 1. With respect to the constitutional/statyfmosition of the OAG (point A in Table 1),
we can note that since 2003, the OAG’s mandate bean formally established in the
constitution. According to Article 183 (as amendeddate, see Republic of Rwanda OAG,

2003), the responsibilities of the OAG include déundi revenues and expenditures of the
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state, local government agencies, public enterprigarastatal organisations, and government
projects, making sure that they are in accordavitethe laws and regulations in force and in
conformity with prescribed justifications.nié OAG mandate is also established in the recently
adopted Organic Budget Law (Republic of Rwanda,620&hich in addition instructs the
concerned public bodies to prepare accounts fom&gon to the Auditor General and to
respect the instructions of the same. Furthernaore,as appropriate, the constitution (Article
184) makes clear that the OAG shall report to dggslative rather than the executive branch
of government.

Based on Articles 183-184 in Rwanda’s 2003 corstitil it seems fair to argue that the
OAG has a sufficiently broad mandate to be ablecaory out its work to promote
accountability and transparency in government.fiece the OAG argues that its mandate is
too wide in view of the financial and human resouroastraints facing the institution; it is far
from being able to audit all the entities coveredts mandate as stated in the constitution
(Republic of Rwanda OAG, 2006b) The work of the OAG is thus seemingly not reséct
by a too narrow mandate, but rather by a lack edueces to fulfil this mandate.

With respect to the financial and administrativéoaomy of the OAG (points B and C in
Table 1), again the constitutional guarantees eedively well established. Article 183 in the
constitution explicitly states that the OAG is amdependent national institution’ and that it
shall have ‘financial and administrative autononoreover, it is established that the OAG
shall be ‘headed by the Auditor General assisted lyeputy Auditor General and other
necessary personnel’, which seems to suggest heaOAG is free to hire the personnel
required for its purposes, and that no one is ‘piechto interfere in the functioning of the
Office or to give instructions to its personneltorcause them to change their methods of
work’. Furthermore, the constitution (Article 88)exifies that the parliament shall approve
the appointment of the Auditor General. On the ottend, however, it does not contain any
provisions for parliamentary involvement in a pbssitermination of the Auditor General’'s
contract (see the discussion in Lienert, 2004). lgVthe same person — Evelyn Kamagaju
Rutagwenda — has had the position of Auditor Génerace 2004, organisational
independence would be stronger if there were domisinal guarantees restricting the
executive from unilaterally suspending her. Morept@ avoid a problem of not daring to bite

the hand that feeds you, the OAG budget shouldpeoaed by the legislative rather than the

™ In fact, the mandate has recently been narroweehdn order to make full coverage more realisticics
2005, audits of privatised state enterprises aimt gnterprises in which the state is participatiraye been
removed and are instead sub-contracted to privat# firms (Republic of Rwanda OAG, 2006).
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executive branch of government. While the constitutis silent on this point, the OAG
Financial Audit Manual states that the legislatsteould provide the institution ‘with
sufficient resources, for which the institution ascountable, as well as for the effective
exercise of its mandate’ (Republic of Rwanda OA®4, p.35).

Turning from the legal framework to the institutedpractice, however, the OAG argues
that full coverage of its mandate cannot be achieustil the Office obtains adequate
financial and human resource capacity (RepubliRwainda OAG, 2008, 2009, 2009b), and
similarly, that insufficient flexibility to handlehuman resource concerns independently,
especially wage setting, contributes to high diaffiover (Republic of Rwanda OAG, 2006b,
p. 4). When it comes to job descriptions, howeltels our impression that the OAG in fact
has a strong sense of ownership. Developing ittegfic documents — the Strategic Plan,
Code of Ethics, and Audit Manual — the OAG hasofekd international (INTOSAI) auditing
guidelines and received technical support from denget there are no indications that the
Government has been involved in this procéssreover, and in line with the constitutional
guidelines, the interview material contains no repof government obstructions of OAG’s
work. Rather, several respondents (no. 1, 2, 81912, 17, 18, 19) — both within the OAG
and in government and non-government institutianseyyed — suggest that the OAG is met
with positive attitudes and that there is politicaill for reform and to work against
corruption.

The fact that the constitutional guarantees of pietelence are relatively well established
presumably has to do with that the OAG, just as mlass constitution and budget law, was
established very recently. As one interview respotndno. 8) put it, building the legal
framework basically from scratch, one could adapernational best-practice standards
without having to worry about an ‘institutional kxy’.*? As seen above, however, it is not
evident that legal provisions translate into p@&tiand several interview respondents (no. 3,
10, 12, 17, 20) suggest a disconnect between tbe ltwthe next section we will explore
independence as experienced in OAG'’s institutipnattice.

12 Rothstein (2010) argues that systemic corrupsdpest countered by ‘big-bang’ institutional charajwing
the economy to escape a collective action trapraadh a new equilibrium. In light of this argumeRtyanda is
an extremely interesting case; emerging from oinélr and genocide the country is now in the proadss
establishing a wide range of state institutionsuiameously, basically from scratch.
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4.1.2 Functional independence

Turning to the OAG’s functional independence, the. effective independence from influence
during the actual audit process, the OAG has higldy objectives. Its Code of Ethics
establishes that the OAG stakeholders ‘should Iy dssured of the fairness and impartiality
of all OAG’s work’, and describes independence frtiva audited entity and other outside
interest groups as ‘indispensible’ (Republic of Rda OAG, 2007, Articles 9 and 14).
Before every new assignment each auditor is reduwesign an ‘individual team member
independence confirmation’, with instructions t@@&hvthreats to independence, such as taking
part in audits of entities where the auditor hasnbemployed or where personal or financial
involvement might cause conflicts of interest, gt payment or gifts, or having any type
of relationships with managers and staff in theiteddentity (Republic of Rwanda OAG,
2007, Articles 17-28). The Financial Audit Manuantains recommendations to the same
effect: ‘The audit institution should discharge itsandate freely and impartially, taking
management views into consideration in forming fudpinions, conclusions and
recommendations, but owing no responsibility tortt@nagement of the audited entity for the
scope or nature of the audits undertaken’ (RepublRwanda OAG 2004, p. 36).

It is important to note, however, that the OAG t&gic documents formulate objectives —
and highlight the institution’s awareness of theggammatic ideal — rather than describe the
realities of the institutional practice. Given tlulfficulty of balancing the expressed
objectives, such as relying on information from ¢éelited entity while not being influenced
by the same, the audit process involves threatsdependence that are difficult to get around
by legislating. In line with this, the OAG Strated?lan argues that the institution does not
have sufficient ‘real independence’ (Republic of d&wa OAG, 2006b). To explore this
further, we need to complement the information e {OAG strategic documents with
accounts of the actual audit process.

With respect to the choice of audit object (pointrATable 2), there are no reports —
neither in the interview material nor in the documseconsulted — of the government
pressuring the OAG in its decision of what audijects to take on or of what methods to
use. According to an interview respondent with eigmee of working for the OAG (no. 11),
the government can sometimes ask the OAG to lowkdartain projects, yet the OAG can
always choose to neglect the invitation. On theeotiand, the OAG choice of audit projects
is seemingly affected by factors of a more sub#iire. First of all, a serious concern is that

many audited entities fail to keep accounts, resgin an incomplete audit trail for the OAG
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to follow. With no accounts to audit, the OAG whlave a hard time detecting fraud, and we
cannot rule out the possibility that poor, or nomstent, recordkeeping is used to mask abuse
of funds (we will get back to this issue in Sect2.2). Second, it seems likely that the
extent to which there exist clear performance gatm a field could affect the OAG choice of
whether to conduct audits in the same (we willneto this below).

Turning to the distribution of results (point BTiable 2), again there are no reports of the
government interfering with the publication andséiination of OAG findings. Rather, the
OAG claims that it has good support from its maj@keholders (Republic of Rwanda OAG,
2006b), and as noted, several interview respondentsl, 2, 5, 9, 11, 12, 17, 18, 19) point to
a political will for reform and for working againsbrruption. In fact, OAG’s findings are
widely distributed. When the yearly report is prégsé to the parliament, the media and
donors are invited and tend to show up in greatber (respondent no. 5, 11, 12, 15, 19,
20). Moreover, the audit reports are publicly aafalé on the OAG website (see Republic of
Rwanda OAG, 2010). What is pointed out as a probkenather how weak capacity among
stakeholders — the media and the parliament — reneléective follow up of OAG findings
(respondent no. 2, 3, 11, 12, 18, 19).

With respect to the informational independencehef ©AG (point C in Table 2), there
are two central questions to ask: 1) can the OA¢& s information freely, and 2) does the
OAG have the internal competence required to inétrghe information acquired? With
respect to the first question, whereas there areparts of the OAG having trouble accessing
existing material available for audit, all audipogts (see Appendix A1.3) as well as several
interview respondents (no. 1, 2, 5, 8, 11, 15, 11H, suggest that a serious problem lies in
getting the audited institutions to actually keeggaunts. Given the risk that poor, or non-
existent, record keeping is used to mask abuserafsf this could be seen as a serious threat
to OAG's informational independence (see Secti@?). Regarding the second question, the
auditor faces a difficult balancing act — while degding on information from the audited
entity, the auditor’'s judgement should not be da#ddy it. Consider Article 21 in the OAG
Code of Ethics (Republic of Rwanda OAG, 2007, p. ‘Buditors should make use of
information brought forward by the audited entihdaother parties. This information is to be
taken into account in the opinions expressed byatlitors in an impartial way. The auditor
should also gather information about the views le¢ twudited entity and other parties.
However, the auditor’'s own conclusions should roaffected by such views.” An ability to

critically judge the obtained information in an iampal manner is clearly demanding in terms
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of staff capacity. As will be further discussedSaction 4.2.1, given the capacity constraints
facing the OAG this is likely to be a problem.

Finally, judging the epistemic independence of @&G (point D in Table 2), we are
interested in the extent to which audit judgemamnésbased on clear performance criteria. It is
our impression that when clear performance criterigt, the OAG applies them. The later
audit reports in particular include many formulasosuch as ‘law XX stipulates that [...].
Contrary to law XX the audited entity [...]". Poingrio specific law breaches in this way is of
course ideal in terms of epistemic independencgesit allows little room for negotiation
with the auditee on what should count as good ccindt does, however, require a well
established legal framework. In this respect, thplementation of the Organic Budget Law
(Republic of Rwanda, 2006) has been important;ldbter OAG reports frequently refer to
direct violations of the sort ‘Contrary to Articié6 of Organic law no. 37/2006 of 12
September 2006 which assigns responsibility focetien of the budget to the Chief Budget
Manager, there were cases where contracts withlistgppwere wrongfully signed by
individuals who were not Chief Budget Managers’ gRaic of Rwanda OAG, 2009b).
Furthermore, the fact that the OAG follows interoiadl (INTOSAI) auditing standards
(Republic of Rwanda OAG, 2005) should be helpfuieinms of epistemic independence.

That said, clear performance criteria appear ttabldng in many areas, and in the audit
reports the OAG repeatedly calls for improved glin#s. To mention a few examples, the
OAG points to ‘a need for the government to comenith clear policy on transport’ with
‘clear guidelines on cost limits’ (Republic of RwEn OAG, 2008), and similarly suggests
that ‘there is no clear guidance to budggénaies on end of year closing procedures’
(Republic of Rwanda OAG, 2009). Unclear guidelinéshis type are of course problematic
in terms of epistemic independence.

With performance criteria varying across fields andjects, it seems plausible that this
could affect the choice of audit object; presumalilys easier to focus audits in areas with
well-defined rules Two areas that receive considerable attentiomhen audit reports are
procurement — where the OAG often points to diregulations and clear non-compliance
e.g. awarding tenders without approval by the Netidrender Board and to suppliers whose
bids were more expensive (see e.g. Republic of BRwadAG, 2005, 2008) — andon-
compliance with contractual terms, where the OAGesaases where construction works
have exceeded contract durations and/or have wbak& not been completed as per

agreement (see e.g. Republic of Rwanda OAG, 2@ areas could be seen as high risk,
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and thus in great need of audit, but they also lrazemmon that the performance criteria are
relatively clear.

The clarity of performance criteria also varieshitigpe of audit. The OAG clearly enjoys
stronger epistemic independence in the field ofarfmal audits than with respect to
performance (VFM) audits. For the former, the OA& ldeveloped its own Financial Audit
Manual (Republic of Rwanda OAG, 2004), with audibgedure guidelines in line with
INTOSAI standards. For performance audits, on therohand, it has yet to produce an audit
manual. Moreover, whereas financial audits dependoonpliance with financial regulations,
performance audits should evaluate project impleatem and thus depend on the clarity of
objectives in the audited entities. According t@ t®AG, the majority of projects and
development programmes lack specific and quantidig@ctives, thus making it difficult to
conduct performance evaluation (Republic of Rwa@d&s, 2006b). Adding to the problem,
the OAG auditors have limited skills in performaraaiting, and the Office stresses the need
for a performance audit manual as well as trainamgl technical assistance in the field
(Republic of Rwanda OAG, 2006b).

Summing up, we can note that whereas the orgammsatindependence of the OAG — the
institutional arrangements in place to insulatéraotn outside influence — is relatively well
established, the institution is not functionallgl@pendent to the same extent. The interview
material as well as the OAG audit reports and eliatdocuments suggest deficiencies with
respect to informational and epistemic independearak in the choice of audit object. Are
these threats to independence linked to capacigtaints within the OAG and among its
major stakeholders? In the next section we wikkuks the relation between the independence

ideal and operational constraints in terms of staffacity.

4.2 Theindependenceideal and operational constraint in terms of capacity

4.2.1 OAG capacity constraints and their implicasidor independence

The OAG clearly faces very high demands in termstaff capacity; the task at hand is
significant, both in terms of scope and skill regments. On top of skills in terms of
accounting and evaluation techniques, the OAG ndetsled knowledge about the specific
fields or industries in which the audited entitiserate. According to the Financial Audit
Manual (Republic of Rwanda OAG 2004, p. 8): 'Theliateam should obtain knowledge of

the entity’s business/ operations sufficient to dé@athem to identify and understand the
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events, transactions and practices that, in theigment, may have a significant effect on the
financial statements and on the audit report. Baentshould obtain a general knowledge of
the environment (legal, political, economic andialpcand the industry within which the
entity operates. The audit team should obtain irtiqudar knowledge of how the entity
operates. In understanding the operations of aityemihe audit team should in addition
consider goals, objectives, strategies and busipes®sses put in place by management to
attain the entity’s goals and objectives.’

Against this background it is not surprising thlaé tdocuments consulted, as well as
nearly all interview respondents, point to capaasya binding constraint facing the OAG. It
is suggested that full coverage of the OAG’s mamdand timely reports, cannot be achieved
until ‘adequate financial and human resource caépatithe Office of the Auditor General’ is
achieved (Republic of Rwanda OAG, 2008, 2009, 2D0%bere is an acute shortage of
accountants, not only within the OAG but in the mioy as a whole, and with accountants
being very sought after the OAG has problems retgistaff. High staff turnover is cited as a
key constraint restricting the OAG in its work aaéining the office of extensive experience
(Republic of Rwanda OAG, 2006b, 2009, 2009b). Hernlbe OAG stresses the need for
training and technical assistance, but also thessgty of reducing staff turnover in order to
ensure sustainability of capacity building effofepublic of Rwanda OAG, 2004b, 2006b,
2009b). While the OAG staff is relatively well-paidr being public sector employees
(respondent no. 5, 17), donor funded institutionghs as the World Bank still pay
significantly more, why interview respondents frémoth within and outside the OAG (no. 4,
5, 13, 15) point to low wages as an explanatiortierstaff retention problem. Other reasons
put forward are a heavy workload and a stressfuking environment (respondent no. 4, 15,
20).

Turning to the implications of OAG capacity consita for independence, a first concern
lies in that with capacity restricting coverage [fRlelic of Rwanda OAG, 2008, 2009, 2009b),
the audit process will have to involve tight priation. If open to influence in the choice of
audit object — and as already touched upon, fatit@she quality of accounts and the clarity
of rules in different fields might well affect thidhoice — the more selective the OAG has to
be in choosing what to audit, the greater the thieeéunctional independence. Moreover, the
fact that the OAG does not have enough resourcgmyowages that keep their staff from
leaving is not only problematic in terms of theffstzapacity constraints it generates; by
hindering the institution from effectively fulfitig its mandate, it is also problematic in terms

of financial independence. Although we have nsoeao assume that this is the case here,
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restricting the funds of an SAI could be a conssistrategy adopted by government to limit
its influence.

Yet another concern lies in the implications of OAfapacity constraints for its
informational independence. With restricted capadiie OAG is likely to become more
dependent on informational sources within the a@ddientity and less able to critically
evaluate the information obtained. In the Finan&iadlit Manual (Republic of Rwanda OAG,
2004), the OAG stresses the importance of capémitgafeguarding independence, pointing
to the educational, training and experience requardgs for entry into the OAG, and to
compliance with professional standards and impleatem of monitoring and disciplinary
processes. Similarly, in its Code of Ethics, the@®@axplicitly states that ‘Auditors must not
undertake work they are not competent to perfoR&public of Rwanda OAG 2007, Articles
31). Hence, the OAG is clearly aware of the condbat capacity constraints could have a
negative effect on independent judgement. At threeséime, however, given the emphasis
placed on the OAG being restricted by capacity tramgs, and the calls for training and
technical assistance, it is clear that the instinal practice has yet to meet these highly set
standards.

A related issue concerns the implications of OA@acdy constraints for its epistemic
independence. If the auditor lacks the training ergerience to be fully aware of existing
performance criteria, he or she faces a greateofisnding up in negotiation with the auditee
with respect to what should count as good condndts Code of Ethics, the OAG states that
auditors ‘must possess a good understanding ofcdmstitutional, legal and institutional
principles and standards governing the operatiénisenaudited entity’ (Republic of Rwanda
OAG 2007, Articles 32). This clearly requires sigrant competence on part of the auditor.
Moreover, and as we have seen, the performanagiardre not very clear in some areas. In
particular in performance auditing, lack of traigiand established performance criteria seem

to pose a threat to OAG epistemic independence.

4.2.2 Capacity constraints among OAG stakeholdérgplications for independence

Turning to the OAG major stakeholders, the parliatrand the audited entities — to and on
which the OAG reports —the interview material ahd tonsulted documents again point to
severe capacity constraints. The OAG reports ttigoaent, whose role is to scrutinise the
material and ensure follow up of audit recommeruiesti However, several interview

respondents (no. 11, 12, 17, 18, 19) point to weagacity negatively impacting the
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parliament’s oversight function, and the OAG argimsstrengthening of the parliament’s
oversight role to ensure better follow-up of augitommendations (Republic of Rwanda
OAG, 2009b). Most focus, however, is on the capamiinstraints in the audited entities — on
which the OAG reports. Many interview respondents (, 2, 3, 4, 5, 8, 9, 11, 15, 16, 17, 18)
stress the lack of an accounting tradition andaithwee shortage of professional accountants in
Rwanda, and the OAG points to an undeveloped pdipigscial management and auditing
environment as a key constraint facing the offRegublic of Rwanda OAG, 2006b).

The earlier OAG reports suggest that most of thdited entities do not have internal
audit functions, and where they are in place therk is described as ‘neither effective
nor reliable’ (Republic of Rwanda OAG, 2005, 200&)ater reports point to some
improvements, suggesting that most of the audikditiess now have internal audit functions,
but their work is still referred to as ineffectiamd unreliable (Republic of Rwanda OAG,
2008, 2009, 2009b). Hence, although there are sijpsogress over the years covered in the
OAG audit reports, the picture revealed in the repis one of incomplete — in many cases
non-existent — financial reporting. Many of the #ed entities do no keep basic books of
accounts, and not until the financial year 200@ (@udit of which was completed in 2008)
was there a state-consolidated financial statermeaitable for audit. In the most recent audit
report considered here, the majority of auditegisdsti not submit financial statements to the
OAG, and very few did so on time (Republic of Rwar@AG, 2009b).

Turning to the implications of capacity constraints these institutions for OAG
independence, a first concern lies in that workiith incomplete, delayed and poor quality
financial records takes time, and thus negativéigces OAG coverage and contributes to
delays in submission of OAG reports (Republic ofadRda OAG, 2008, 2009, 2009b). The
lack of proper documentation means that the OAGd@screase its extent of testing in order
to produce assurance (Republic of Rwanda OAG, 20@kmnsidering the trade-off between
scope and depth in the audit process, this meanhshé@y can take on fewer audits. If open to
influence in the choice of audit object, the makestive the OAG has to be in choosing what
to audit, the greater the threat to its functiandkependence.

One pressing concern in this respect is that traditguof accounts obtained from the
audited entities affects the choice of audit obj#dhe quality of record keeping in a unit is
very poor, it could be seen as unauditable. Anaooirse, if no records are produced, there is
no audit trail to follow. An incomplete audit tra# possibly hiding fraud — could have far-
reaching consequences. As simply stated in the G&&tegic Plan: ’'In a poor economy like

Rwanda, no entity should access public funds urtlessise of such money can be audited.
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But the money cannot be audited without an audit. tif there is no accounting, there is no
audit trail and possibly no money for the poor’ glablic of Rwanda OAG, 2006b, p. 7).
When scrutinising the OAG reports, it is clear thatincomplete audit trail does affect the
choice of audit object. As formulated in one of thports: ‘Most of the public entities audited
did not maintain proper books of account or preger@ncial statements for the year ended
2004. In the absence of books of account and fiahstatements, the audits covered only a
review of bank statements and supporting documentafo address this problem in the
future, | propose that only public entities withdncial statements will be audited’ (Republic
of Rwanda OAG, 2005). Similarly, the Auditor Geneataclares that 'For [XX], | was unable
to carry out a full scope audit because of the mtate of books of account and supporting
records’ (Republic of Rwanda OAG, 2009). Given ttisk that poor record keeping is used to
mask abuse of funds, this threat to OAG functiondépendence is a serious concern.

Another worry is whether by taking on an advisariervis-a-vis the parliament and the
audited entities, the OAG develops relationshiad tdould jeopardise its independence. The
parliament and the OAG are meant to work togetineeffect, the parliament depends on the
OAG to be able to carry out its government oversgffectively. Still, the parliament is a
political body, why one might be concerned thahé two organisations become very closely
involved with one another, the parliament couldreaepolitical influence on the OAG. What
is arguably more problematic from an independersespgective, however, is if the OAG
becomes closely involved with the very object fadih — i.e. the spending units in the
ministries. Nevertheless, faced with an incomplatelit trail possibly hiding fraud, and a
parliament unable to enforce the recommendationh$opward in the audit reports, the OAG
might feel a need to lend a helping hand.

In line with this, several of the interview respents (no. 5, 8, 11, 15, 19, 20) pointed to
the educational role of the OAG, arguing that itrkeoclosely with parliament and the
spending units in the ministries. In its Code ohi&s (Republic of Rwanda OAG, 2007,
Article 22) the OAG stresses the importance of iamg impartial when providing advice to
the audited entity: ‘When auditors are permittegriovide advice or services other than audit
to an audited entity, care should be taken thasethservices do not lead to a conflict of
interest.” Similarly, the Financial Audit Manual taklishes that: ‘When advising the
executive in such matters as accounting standamndspalicies and the form of financial
statements, the institution must ensure that itdsvany explicit or implied commitment that
would impair the independent exercise of its audéndate’ (Republic of Rwanda OAG,

2004, p. 35). In another passage of the manualeherythe message is that the OAG should
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refrain from an advisory role with respect to thelited entity: ‘Audit personnel should not
become involved in instructing personnel of an tadlientity as to their duties’ (p. 36).
Evidently, the extent to which the OAG can and $thoéake on an advisory role is not a clear-
cut matter. If functioning as a helping hand leanlsclose relationships that compromise
OAG's role as a whistleblower, this could surelyge@ threat to its functional independence.

A closely related matter is the possibility thapaeity constraints in the audited entities
affect the nature of OAG judgements. Given the @Enyncases incomplete audit trail, the
OAG is often forced to comment on the incompleten@gher than the content of records.
Arguably, reports of ‘non preparation’ of financethtements (see e.g. Republic of Rwanda
OAG, 2005) are, although clear, not as confrontati@s reports pinpointing specific units or
individuals abusing funds. Similarly, the OAG ofterplains failures to meet standards by
referring to capacity constraints in the auditetitgnFor example, commenting on a failure
of embassies to follow public tendering procedutése to lack of sufficient staff embassies
were not able to meet this requirement’ (RepubfiQRevanda OAG, 2008). And similarly,
identifying errors in accounts, it proposes thad tbould be an indicator that budget agencies
may not have competent staff for the accountingction’ (Republic of Rwanda OAG,
2009b). Likewise, the OAG sometimes stresses tled far training rather than reprimands
when audited entities fail to implement audit recoemdations: 'Continuous failure to
implement audit recommendations should necessiiten by supervising authorities, such
as training’ (Republic of Rwanda OAG, 2008). Altighbuin most cases probably fair — a
number of interview respondents who do not thenesetepresent audited organisations (no.
1, 3, 4, 5) argue to the same effect — pointingdpacity constraints and honest mistakes
rather than possible fraud is not very confrontalo Again, we cannot rule out abuse of
funds masked behind poor record keeping. That seieén having access to the necessary
documentation to back up its claims, the OAG seglyidoes not shy away from identifying
cases of outright fraud, pinpointing the specifistitutions and individuals involved.

Summing up, we can note that to the extent thabtganisational independence of the
OAG is legally established, capacity constraintsoth within the OAG and among its major
stakeholders — mainly affect its functional indegemce. Key issues involve the impact of
capacity constraints on informational and epistemiependence, on choice of audit object,

and on the relationship between the auditor andeaid

13 For example: ‘In Nyaruguru District, some tanllectors deposited revenue collections ifraadulent
bank account opened by the former tax affi¢®r. [XX]) in the name of the District at KivBanque
Populaire. A follow up of this issue by managetrter the audit identified that Frw 12,562,48% been
withdrawn from this account by Mr. [XX]' (Replic of Rwanda OAG, 2009).
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4.2.3 Striving for independence while tackling aapjaconstraints — tradeoffs

We have seen that capacity constraints — within @#&G as well as among its major
stakeholders — negatively affect its functionalependence. Correspondingly, could striving
for independence have implications for the abii@yeffectively handle capacity constraints?
Aiming for the programmatic ideal of independenedile struggling with operational
constraints in terms of capacity, important traffs-ooncern to what extent the OAG should
be self-reliant or bring in outside help, how tguence the institution building process, and
the degree to which the OAG should take on an adyi®le in relation to its stakeholders.

To avoid a scenario where the OAG is informationdiépendent on the auditee it might
be justified to bring in outside help. The lackaafcountants in Rwanda limits the possibility
to outsource audits to private firms (Republic efdRda OAG, 2006b), yet the OAG has on
several occasions brought in international constdtaThe OAG Financial Audit Manual
explicitly states that ‘in cases where approprsiédls are lacking, use of outside experts
should be considered’ (Republic of Rwanda OAG, 20847). Hence, rather than basing
judgements on insufficient knowledge, the OAG sHodly on external support. In a way,
this could be seen as trading informational depeceleon the auditee for informational
dependence on an external expert. From an SAl ardégnce perspective, the latter is clearly
preferable to the former. Importantly, however, aaslthe OAG itself emphasises when
commenting on the use of external consultants énathdited entities (Republic of Rwanda
OAG, 2008, 2009, 2009b), bringing in external dasise without mechanisms for proper
skill transfer is not sustainabl€o build institutional capacity, and not remainarrhationally
dependent on external support, one must ensure ledge transfer from the external
consultants to the OAG staff.

Another consideration, also relating to the cagawiinstraints within the OAG, concerns
the sequencing of institutional reform. A key qumstin this respect is to what extent the
OAG should move into performance auditing. Perforoeaaudits are the focus of many
Western SAls today, and can provide powerful tdols evaluating how effectively the
government implements policy. At the same time, é®v, moving into performance
auditing involves a risk of becoming increasingblificised (Grasso and Sharkansky, 2001;
Power, 1997). Financial and performance auditdbased on different evaluation techniques;
while the former is rooted in accounting procedutbse latter is based on social scientific
enquiry (Power, 1997). Performance audits are ssgibto comment on the implementation

of government policies, not their content. The ltary between policy objectives and policy
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implementation is not necessarily clear-cut, howevend reasonably, evaluating policy
implementation without over-stepping this line sldolbe particularly difficult for an auditor
lacking experience and training.

At the time of writing, there is only one publichyailable OAG performance audit report
(see Republic of Rwanda OAG, 2007H)More performance audits are underway, though,
and while the goal at this stage is to undertake mar year, the longer-term ambition is to
increasingly focus on this form of evaluation (r@sgent no. 5, 19). As we have seen,
however, the OAG reports to have limited skillpgrformance auditing and stresses its need
for training and technical assistance in the fiéRepublic of Rwanda OAG, 2006b).
Moreover, the fact that the OAG has yet to produperformance audit manual, coupled with
reports of unclear project objectives in the aublgatities, means that the OAG has limited
access to established performance indicators irfighkee Hence, it seems that at this stage,
carrying out performance audits could be problecnatierms of informational and epistemic
independence, with the auditor risking to becomgeddent on informational sources within
the audited entity and to end up negotiating wiid same about what should count as good
conduct. At the least, it is clear that the OAGnisieed of training in the field before further
expanding its activity in the area.

With respect to capacity constraints among the G#aBeholders, above we put forward
the concern that by taking on an advisory roleavigs the parliament and the audited entities,
the OAG might develop relationships that jeopardiseindependence. We also noted,
however, that in spite of being potentially prob&im from an independence perspective, to
what extent the OAG should take on an advisory it a clear-cut matter. The role of the
OAG (according to our definition of effective SAVersight, see Section 2.1) is to offer a true
and fair view on government financial conduct amimmunicate this to the concerned
stakeholders — the parliament, the media, and aléiyn the voters. Importantly, however, the
OAG can live up to these criteria without exertmgch influence on political outcomes; the
impact of the OAG depends on how its stakeholders usénfbemation obtained. Arguably,
one should thus take a wider approach when evalydlie establishment of an effective
oversight function — not only considering to whatemt the OAG honours its part of the
agreement, but also the reception it gets fromes$takiers and to what extent it helps

contribute to conditions enabling future oversight.

14 with such little input, we are ill-suited to evate OAG'’s activity in the field. However, we canta¢hat the
report — which focuses on the effectiveness of matehealth care delivery — points to a lack offpenance
indicators in the area (Republic of Rwanda OAG,72)0
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If, as suggested above, the parliament lacks thaaiy to scrutinise the OAG reports,
this will have a negative effect on the extent tockh OAG recommendations are followed
up, in turn presumably impacting negatively on stedus of the OAG. Moreover, if failing to
address the capacity constraints in the auditedieentthere is a risk that the OAG will
continue to face an incomplete audit trail posstulying fraud. Against this background, it
seems that at this stage in the institution-bugdmocess the educational role of the OAG is
important, and in a longer term perspective workingfavour of effective government
oversight. Still, a valid question is whether thA® is the appropriate institution to help
alleviate capacity constraints among its stakehs|dpresumably, just as the OAG could
bring in external consultants, so could the pardiatmand the audited entities. Again,
however, a limiting factor is the acute shortageaotountants in Rwanda (Republic of
Rwanda OAG, 2006b), coupled with reports of lowldquaf consultant services and limited
knowledge transfers from the external consultaatshe local staff (Republic of Rwanda
OAG, 2008, 2009, 2009b). Given these concerns, @Ai@ance could play an important part
in helping to improve the audit trail as well alidar up of audit recommendations.

In fact, several interview respondents (no. 3,,49,511, 14, 15, 16, 18, 19) — from the
OAG and the audited entities, as well as from denand other government oversight
institutions — point to significant improvementsterms of financial reporting in the audited
entities, and suggest that the OAG has contribigelis development. Comparing the yearly
OAG reports over time points in the same directtowhile there are clearly still serious
deficiencies in terms of accounting proceduress mow more common among the audited
entities to actually keep books of accounts. Moeepthe number of OAG reports of outright
fraud has increased over the years. While we camub@tout the possibility that there has in
fact been an increase in the number of fraudulagég, it seems reasonable that part of this
development could be due to a more effectively waykOAG, and an improved audit trail
increasing the chances of detecting abuse of fuPeihaps what we are observing is a trend
where the OAG goes from having to focus almost wesiekly on the incompleteness of
records to actually having records to audit andetloee being able to detect fraud. If so, this
would suggest significant developments in Rwandalplip financial management. Given the
severe capacity constraints among OAG stakeholtiargorarily taking on an advisory role
is, although potentially compromising independeraxguably necessary for the OAG to be
able to exercise effective oversight in the future.
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5 Conclusions

Developing countries tend to have great needs rimsteof institution building but limited
resources available for building institutional ceipa Does this call for alternative
institutional solutions? Several recent studiesfaot suggest that institution building in
developing countries requires a ‘second-best matd-¥et, we have little knowledge of the
specific tradeoffs between first-best benchmarld sacond-best solutions facing developing
country institutions in their start-up phase.

The present study considers the establishment safpageme audit institution (SAI) in
Rwanda. The government oversight role of an SAdrguably particularly important in a
developing country, where it ultimately helps t@er that public funds reach the poor rather
than end up in corrupt pockets. However, while apeg with highly set ideals, developing
country SAls also tend to face severe operationaktraints. We investigate the interplay
between the programmatic ideal of SAI independemzk operational constraints in terms of
staff capacity in the development of a supremetamdirsight function in Rwanda. Doing so,
we hope to shed light on institution building wiimited resources, highlighting potential
trade-offs between best-practice institutional Iemarks and local operational constraints in
a developing country institution-building process.

Drawing on data from document studies and key méont interviews, the results of the
empirical analysis suggest that while the orgaiusat independence of the OAG (Rwanda’s
SAl) is relatively well established, the instituties not functionally independent to the same
extent. Threats to OAG’s functional independendgimate in severe capacity constraints,
within the OAG as well as among its major stakebrdd Capacity constraints within the
OAG threatens informational and epistemic indepande making the auditor more
dependent on informational sources within the aadéntity, as well as more likely to end up
negotiating with the same about what should coargand conduct. With respect to capacity
constraints among OAG stakeholders, one concetfmaisby taking on an advisory role, the
OAG may develop relationships that could jeopardiséndependent judgment. An equally
pressing concern is that the poor quality of act®obtained from the audited entities renders
some fields unauditable and thereby affects thecehof audit object — potentially masking
fraud behind poor record keeping. While capacityst@ints negatively impact the functional
independence of the OAG, our results also imply staving for independence could have

corresponding implications for the ability to effieely handle capacity constraints. Important
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trade-offs exist in to what extent the OAG shoule $&elf-reliant or bring in external
assistance, how to sequence the institutional mefand the degree to which the OAG should
take on an advisory role in relation to its stakdérs. In order to effectively tackle
operational constraints in terms of capacity, thare seemingly good arguments for
temporarily compromising the programmatic ideabéfl independence.

So what lessons can we draw from this? The presady considers the development of
a specific institution in a specific country. Netesless, we believe that our findings shed
light on circumstances and considerations relef@miany developing countries in need of
significant institutional development but with veliynited means available for institution
building. In general terms, our findings highligtite importance of being aware of how
operational constraints in the institutional preetaffect the chances of achieving first-best
institutional benchmarks, and the need for sometim@mpromising the ideal in order to
efficiently tackle operational constraints. In adxh, however, our findings illustrate that
institution building bounded by operational consti® requires careful sequencing of
institutional reform — not taking on too much tastt They also point to the importance of
being aware of institutional interdependencies, ways in which different institutions
interact and how they can reinforce each othepalicular, in areas where there are severe
capacity constraints and staff retention problerike (in Rwandan public financial
management), it is not enough to focus capacitiding efforts to individual institutions (like
the OAG); there is a need for nation-wide capabiiyfding initiatives. Furthermore, and as
illustrated by OAG'’s relatively well defined orgaational independence but sometimes
lacking functional independence, while having tpprapriate legal framework in place might
well be necessary, it is not sufficient to ensunsedl functioning institutional practice. Our
results indicate that effort needs to be put indmglating the legal framework into practice —

implementation needs further attention.
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Appendix: Data sources

A1l. Documents

Al.1 Legal documents

Republic of Rwanda (2003) “The constitution of tepublic of Rwanda”, Kigali.

Republic of Rwanda (2006) “Organic law on statefices and property”, Official Gazette of the Rejamubf
Rwanda, September 2006, Kigali.

Al.2 OAG strategic documents

Republic of Rwanda Office of the Auditor GeneralState Finances (2004) “Financial Audit Manual"gkii.

Republic of Rwanda Office of the Auditor General Stfate Finances (2006b) “Strategic Plan: 2006-2009”
Kigali.

Republic of Rwanda Office of the Auditor GeneralState Finances (2007) “Code of Ethics”, Kigali.

A1.3 OAG audit output

Republic of Rwanda Office of the Auditor GeneralSiate Finances (2003) “Report of the Auditor Gehen

the financial year ended 31 December 2002", Kigali.

Republic of Rwanda Office of the Auditor GeneralSthte Finances (2004b) “Report of the Auditor Gehef
State Finances for the year ended 31 December 28@gli.

Republic of Rwanda Office of the Auditor GeneralSiite Finances (2005) “Report of the Auditor Gahef
State Finances for the year ended 31 December 280zl

Republic of Rwanda Office of the Auditor GeneralSiite Finances (2006) “Report of the Auditor Gahef
State Finances for the year ended 31 December 28@Fli.

Republic of Rwanda Office of the Auditor GeneralSiite Finances (2008) “Report of the Auditor Gahef
State Finances for the year ended 31 December 280§l

Republic of Rwanda Office of the Auditor GeneralSifte Finances (2009) “Report of the Auditor Gahef
State Finances for the year ended 31 December 28@34li.

Republic of Rwanda Office of the Auditor GeneralSthte Finances (2009b) “Report of the Auditor Gehef
State Finances for the year ended 31 December 28@§li.

A2. Interviews

Mr. Armon, J., Senior Governance Advisor, Departhiieninternational Development (Dfid), Kigali.

Ms. Berglund, I., International Advisor, The SweddNational Audit Office, Stockholm.

Mr. Biraro, O. Deputy Auditor General, Office ofetthuditor General of State Finances (OAG), Kigali.

Mr. Billing, J., Team leader of ASI support of digervice reform, Ministry of Public Service andhcaur
(MIFOTRA), Civil Service Reform Programme, Kigali.

Mr. De Boer, V., Economic Advisor, Delegation oétBuropean Commission in Rwanda, Kigali.

Mr. Emasu, S., PEFA Advisor, Ministry of FinancedaBconomic Planning (MINECOFIN), Kigali.

Mr. Engstrém, L., Resident Representative, Intéonal Monetary Fund (IMF), Kigali.

Ms. Ericsson, M., Second Secretary, Embassy of 8medevelopment Cooperation Section, Kigali.

Mr. Gatabazi, T., Accountant General, Ministry a@fid#@ce and Economic Planning (MINECOFIN), Kigali.

Ms. Gardmark, J., Deputy Project Director, The Saldlational Audit Office, Stockholm.

Mr. Hjertstrand, A., Director International Developnt Cooperation, The Swedish National Audit Office
Stockholm.

Mr. Kabayiza Murara, L., Previously director in e¢pa of public enterprises and director in charge of
government projects at the Office of the Auditomé&mal of State Finances (OAG), now Public Sector
Management Specialist at the World Bank, Kigali

Ms. Kamagaju Rutagwenda, E., Auditor General, @ffit the Auditor General of State Finances (OAG),
Kigali.

Mr. Kamurase, A., Operations Officer, World Bankgéli.

Mr. Kananura, P. Director, Transparency RwandaaKig

Ms. Lourenco, M. Senior Programme Manager, The $&hedational Audit Office, Stockholm.

Mr. Marara-Shyaka, P., Director of Quality Assur@n©ffice of the Auditor General of State Finan(@4G),
Kigali.

Mr. Masabo, O., Macroeconomist and Director ofltitegrated Support Project, Ministry of Finance and
Economic Planning (MINECOFIN), Kigali.

Mr. Mbombo, M. Office of the Ombudsman, Kigali.
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Mr. Mujuni Nkunda, F., Government Chief Internalditor, Ministry of Finance and Economic Planning
(MINECOFIN), Kigali.

Ms. Mukayuhi, C., Chair of Budget Committee, RwaRdaliament, The Chamber of Deputies, Kigali.

Ms. Mukarurangwa, |., Deputy Ombudsman, Officehaf Ombudsman, Kigali.

Mr. Muragije, R., Public Expenditure and Finandakounting Specialist, Human Resources and Ingiitat
Capacity Development Agency (HIDA), Kigali.

Mr. Niyigena, P., Public Sector Reform Specialitiman Resources and Institutional Capacity Devetygm
Agency (HIDA), Kigali.

Mr. Nordstrand, L. Audit Director, The Swedish Natal Audit Office, Stockholm.

Mr. Rutsimba, E., Monitoring and Evaluations SpksiaHuman Resources and Institutional Capacity
Development Agency (HIDA), Kigali.

Mr. Strédm, A., Head of Development Cooperation, Begy of Sweden, Development Cooperation Section,

Kigali.
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