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The methodology of accounting of the public debt fails to comply with 

international standards 

Issues related to state-owned enterprises and the increase of the public debt have aroused the 

interest of a certain segment of the public for a long time. A lot of organizations, including TI 

Georgia, have already written about the shortcomings in the database of state-owned enterprises, 

their financial reporting, and the legislation regulating these enterprises, as well as about political 

influences on the management of the enterprises. As for the public debt, its volume and 

management, as well as the rates of its annual growth, have recently assumed particular 

importance for a certain segment of the public.  

In the present blog post, we will look at the public debt, its volume, and significant shortcomings 

in how it is defined and accounted with regard to liabilities of state-owned enterprises.    

As we have found out in our study, the definition of the public debt used in Georgia does not 

correspond with the definition adopted by international financial institutions. According to 

the definition of these institutions, the public debt includes credit liabilities of state-owned 

enterprises, which are included in the debt as implicit contingent liabilities. These are not 

liabilities that the State has taken by an agreement, but if a state-owned enterprise becomes 

insolvent or defaults on its liabilities, the State will have to cover them. The debts of state-

owned enterprises are not included in Georgia’s public debt. Whereas the public debt 

excluding the debts of state-owned enterprises amounts to 42% of the GDP, the same figure 

including the debts of such enterprises already equals 54% of the GDP, which already exceeds 

some critical limits of the public debt indicators.    

The risk of the State covering the debts of state-owned enterprises increases further against the 

background of a lot of questions and problems related to state-owned enterprises, such as 

follows: 38% of 65 state-owned enterprises are risky and their loan liabilities amount to more 

than 9% of the GDP; it is impossible to obtain financial information on more than half of the 

enterprises; the law does not set the criteria and goals of founding state-owned enterprises; there 

is no unified system for ensuring transparency and accountability of state-owned enterprises; etc.  

As a result, if we include the debts of state-owned enterprises in the public debt, the indicators of 

the public debt will increase considerably, which might, to some extent, decrease the amounts of 

loans allocated to the country by creditors. And this can be regarded as the main reason why the 

Government of Georgia is unwilling to include the debts of state-owned enterprises in the public 

debt.    

 

 

 

http://www.transparency.ge/en/post/report/state-owned-enterprises-georgia-transparency-accountability-and-prevention-corruption
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1. The public debt 

According to the Law of Georgia on Public Debt
1
, the public debt consists of domestic public 

debt and external public debt, which are classified according to currencies. Debt that was taken 

in the national currency is classified as domestic public debt,
2
 while debt expressed in a foreign 

convertible currency is classified as external public debt.
3
  

When we talk about the essence of the public debt, we must take into account both its pros and 

cons. If the debt is managed sensibly and used rationally and if the fiscal sustainability is ensured 

and the limits observed, it might become a significant incentive for the economy. The debt can 

be used to finance investments, to avoid increasing of taxes, etc., which might exert a 

considerable positive influence on the growth of the economy, but if the debt is managed and 

used ineffectively, it might even bring the country to a dire financial situation.  

It is less useful to analyze the absolute figures of the public debt to ascertain the volume of the 

debt. Various indicators and critical limits are used for this purpose, for example, the ratio of the 

public debt to GDP. According to the Organic Law of Georgia on Economic Freedom, this ratio 

should not exceed 60%. According to Georgia 2020, a strategic document on the country’s 

socio-economic development, the public debt/GDP ratio in the average term should not exceed 

40%. And according to the International Monetary Fund, the said limit for developing countries 

is 50%. The IMF also singles out the following indicators: the present value of the public debt in 

percent of the budget revenues and exports, which should not exceed 300% and 200%, 

respectively, for low-income countries.  

The ratio of the public debt to GDP tended to decrease in the years 2011-2013 and increased in 

2014-2016, reaching 41.8% in 2016. This figure is within the limits set by the Law on Economic 

Freedom and the IMF, although it is above the 40% limit set by Georgia 2020, the strategic 

document on the country’s socio-economic development (see Figure 1).       

                                                            
1 Public debt of Georgia – the total amount of domestic and external debts, expressed in the national currency, taken 

through agreements entered into by the Ministry of Finance of Georgia on behalf of Georgia and, with guarantees 

provided by the Ministry of Finance, by other bodies/institutions, also in amounts received from the placement of 

government securities denominated in the national and foreign convertible currency by the Ministry of Finance of 

Georgia on behalf of Georgia and received from the financial resources approved by the International Monetary 

Fund for Georgia.   
2 Domestic public debt of Georgia – a constituent part of the public debt of Georgia expressed in the national 

currency; aggregation of those principle amounts that have been formed by the outstanding direct liabilities provided 

for by agreements entered into by the Ministry of Finance acting on behalf of Georgia, as well as by amounts 

received from the placement of government securities denominated in the national currency by the Ministry of 

Finance of Georgia on behalf of Georgia.   
3 External public debt of Georgia – a constituent part of the public debt of Georgia expressed in foreign convertible 

currency; aggregation of those principle amounts that have been formed by outstanding direct liabilities provided for 

by agreements entered into by the Ministry of Finance on behalf of Georgia, and, guaranteed by the Ministry of 

Finance, by other bodies/institutions, also amounts received from the placement of government securities 

denominated in foreign convertible currency by the Ministry of Finance of Georgia on behalf of Georgia and 

amounts received from the financial resources approved by the International Monterey Fund for Georgia.   
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The ratio of the public debt to budget revenues also tendedა to decrease in 2011-2012 and 

increased in 2013-2016, while in 2016 it amounted to 165.1%, which is within the critical limit 

(300%) set by the IMF (see Figure 1).      

As for the ratio of the public debt to exports, similarly to the previous two figures discussed 

above, this figure also tended to decrease in 2011-2013 and increased in 2014-2016. In 2016, the 

figure amounted to 95.9%, which is also within the critical limit (200%) set by the IMF (see 

Figure 1).     

These data show that the volume of the public debt is not alarming at this stage, as it is within 

almost all critical limits. However, we should mention the growth rate of the debt figures 

which has been observed since the years 2013-2014.       

 

Source: budgetmonitor.ge; National Bank of Georgia; National Statistics Office of Georgia; Ministry of Finance of Georgia.  

 

2. State-owned enterprises 

State-owned enterprises are regulated by the Law on Entrepreneurs and, in certain cases, by the 

Law on State Property. State-owned enterprises in Georgia are founded both in the form of joint 
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stock companies and limited liability companies. According to Analysis of the Macroeconomic 

Risks of the Fiscal Sector, a document enclosed with the Law on the State Budget of 2017, the 

Ministry of Finance prepared a database of enterprises that are important for the analysis of fiscal 

risks. These include all the enterprises owned by the central government and the municipal 

enterprises whose turnover exceeds GEL 200,000 or which issue salaries of more than GEL 

15,000 per year. According to the data of 2015, the number of these enterprises amount to 266, 

of which 175 belong to the central government and 91 are owned by local government bodies. In 

106 out of the 175 enterprises, the stake of the State amounts to 100%, in 33 – from 50% to 

100%, and in 36 – less than 50%. Sixty-one of the 266 enterprises operate in the sector of 

healthcare and social services, 52 are providers of utilities and social and personal services, 22 

operate in the construction sector, etc. (see Figure 2).  

 
Source: Ministry of Finance of Georgia – Analysis of Macroeconomic Risks of the Fiscal Sector.    
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According to the same data, 137 of the 175 enterprises owned by the central government are 

under the supervision of the Ministry of Economy (which means they are supervised by the 

National Agency of State Property; as of April 4, 2017, the number of the said enterprises is 

138), 19 are supervised by the Partnership Fund, 4 – by the Ministry of Energy, 4 – by legal 

persons, 3 – by the Ministry of Regional Development and Infrastructure, etc. (see Figure 3).     

 

Source: Ministry of Finance of Georgia – Analysis of Macroeconomic Risks of the Fiscal Sector.   

When broken down by municipalities, 9 enterprises are supervised by the Tbilisi Municipality, 4 

– by Rustavi, 5 – by Kutaisi, 16 – by Batumi, 4 – by Zugdidi, 3 – by Poti, and 50 – by other 

municipalities (see Figure 4). The enterprises owned by the Tbilisi and Batumi municipalities 

account for 85% of the turnover of all the 91 enterprises owned by local government bodies.      
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Source: Ministry of Finance of Georgia – Analysis of Macroeconomic Risks of the Fiscal Sector.    

  

The debts of state-owned enterprises
4
 tended to increase steadily from 2012 up to 2016. In 2013, 

the external debts of state-owned enterprises increased by GEL 97 million compared with the 

previous year, in 2014 – they rose by GEL 328 million, in 2015 – by GEL 808 million, and in 

2016 – by GEL 686 million. In 2016, this debt equaled 12% of the GDP. As the data make it 

clear, in 2013-2016, the growth rate of external debts of state-owned enterprises mainly tended to 

increase, with the exception of 2016 when the growth rate compared with the analogous figure of 

the previous year decreased by GEL 122 million (see Figure 5). The high figure in 2015 was 

mainly caused by the depreciation of the national currency. This factor caused particularly large 

losses to Georgian Oil and Gas Corporation and Georgian State Electrosystem which had to 

reevaluate their debts.          

 

                                                            
4 The data only include external debts of 4 state-owned enterprises: JSC Georgian Oil and Gas Corporation, JSC 

Partnership Fund, JSC Georgian Railway, and Marabda-Kartsakhi Railway.   
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Source: budgetmonitor.ge; National Bank of Georgia.    

It is also interesting to look at the debts of all the 65 state-owned enterprises that provided 

information.
5
 In 2014, the debts of the 65 state-owned enterprises amounted to 14% of the GDP, 

while in 2015 this figure rose to 17%. This makes it clear that the debts of the 4 enterprises 

discussed above take up a considerable share of the debts of the enterprises whose financial 

information is available.   

As a result of an inquiry conducted by the Ministry of Finance in 2016, the companies from the 

aforementioned 65 state-owned enterprises which had already received fiscal assistance or whose 

share capital had decreased by more than 10% were assessed as high-risk enterprises, as were 

those that failed to meet the criteria of (1) net value,
 6

 (2) profitability,
 7

 and (3) liquidity.
8
 The 

Ministry of Finance assessed 38% of these enterprises – whose entire loan liabilities amount to 

9% of the GDP – as risky. Two companies – Marabda-Kartsakhi Railway and United Water 

Supply Company – account for more than 90% of the risk. 

                                                            
5 In 2016, the Ministry of Finance requested audited financial statements compiled in compliance with international 

standards from the enterprises owned by the central government. The information was provided by 65 enterprises. 

The total turnover of these 65 enterprises in 2015 amounted to 86% of all the enterprises under the central 

government.   
6 Net value is determined according to the share capital of a company. The high-risk category includes enterprises 

with a negative capital (only 1 company with a negative capital failed to meet this criterion).   
7 Profitability is determined by the capital return coefficient, which means it assesses the extent to which an 

enterprise is profitable. The critical limit of the criterion is 13% (23 companies with coefficients below the critical 

limit failed to meet this criterion).    
8 Liquidity is determined by the current coefficient, which assesses the ratio of short-term assets to short-term 

liabilities. The critical limit of the criterion is 2 (8 companies with coefficients lower than 2 failed to meet this 

criterion).     
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3. Shortcomings in the accounting of the public debt with regard to debts of 

state-owned enterprises  

To determine the real amount of the public debt, it is crucial to agree on the definition of the 

public debt. The definition should be formulated clearly, its components should be defined 

precisely, and, also, it should be comparable with definitions used in other countries.       

The International Monetary Fund (IMF) defines the public debt as the sum of the debts of the 

public sector (1) and public corporations (2).
9 The debt of the public sector includes the debts of 

local government bodies, the central government, and autonomous republics, while the debt of 

public corporations includes the debts of public non-financial corporations and public financial 

corporations – the National Bank and other financial agencies. Public non-financial corporations 

are resident organizations controlled by government agencies. Accordingly, the debts of state-

owned enterprises are included in this category.   

According to the Government Finance Statistics Manual (GFSM),
10

 the public debt includes 

liabilities taken by the State (including contingent liabilities) and originating on behalf of 

private corporations or other agencies, the debts of the central and local governments, the debts 

of public corporations and enterprises, and the debts of other public or quasi-public institutions. 

This means that the GFSM, like the IMF, includes the debts of state-owned enterprises in the 

public debt.     

According to the definition of the World Bank,
11

 the public debt consists of two components: 

direct public debt, which is the sum of direct liabilities taken by the central government, its 

political branches (including those subordinated to them) and autonomous state entities (through 

enterprises in which the State owns shares or their subsidiaries in which the State is the main 

shareholder), and debt guaranteed by the State, which is the sum of those liabilities taken by 

the private sector that are guaranteed by the State. Thus, the World Bank also includes the debts 

of state-owned enterprises in the public debt portfolio.  

As for Georgia, the Law on Public Debt defines the public debt of Georgia as follows: “The total 

amount of domestic and external debts, expressed in the national currency, taken through 

agreements entered into by the Ministry of Finance of Georgia on behalf of Georgia and, with 

guarantees provided by the Ministry of Finance, by other bodies/institutions, also in amounts 

received from the placement of government securities denominated in the national and foreign 

convertible currency by the Ministry of Finance of Georgia on behalf of Georgia and received 

from the financial resources approved by the International Monetary Fund for Georgia.” This 

definition makes it clear that in order for a liability to be regarded as part of the public debt, the 

                                                            
9 IMF (2011): Public Sector Debt Statistics – Guide for Compilers and Users, p. 6. 
10 IMF (2001): Government Finance Statistics Manual, (Washington, D.C., IMF).  
11 World Bank, Guidelines for Public Debt Management.  
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Ministry of Finance must participate in the process of formation of the liability, although the 

definition does not specify the institutions whose liabilities are considered as public debt. 

According to the definition, the public debt includes the debts of the central government and the 

National Bank, as well as those of the private sector that are guaranteed by the State. Therefore, 

the existing definition of the public debt does not correspond with international standards and, in 

fact, excludes the debts of state-owned enterprises, whereas the international financial 

institutions include these debts in the public debt. The State Audit Office has also written about 

this issue.    

If we take into account the international standards and include the debts of state-owned 

enterprises in the public debt, the figures of the public debt will clearly increase substantially. 

Specifically, whereas the public debt/GDP ratio excluding the debts of state-owned enterprises 

amounted to 41.8% in 2016 (see Figure 1), now it will already reach 53.9% (see Figure 6); also, 

whereas the public debt/budget revenues ratio amounted to 165.1% (see Figure 1), the new figure 

that includes the debts of state-owned enterprises will reach 213.1% (see Figure 6). And whereas 

the public debt/exports ratio amounted to 95.9%, the new figure that includes the debts of state-

owned enterprises will equal 123.7% (see Figure 6).  

The analysis of the data shows that if the public debt is defined to include the debts of state-

owned enterprises, the indicators of the public debt will increase substantially and come closer 

to the critical limits, which might to some extent decrease the amount of loans allocated to the 

country by creditors. This can be considered as the main reason why the government is 

unwilling to include the debts of state-owned enterprises in the public debt.             
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Source: budgetmonitor.ge; National Bank of Georgia; National Statistics Office of Georgia; Ministry of Finance of Georgia.  

The analysis presented above clearly shows that the definition of the public debt in Georgia does 

not correspond with the definition of this term adopted by international financial institutions. 

According to their definition, the debts of state-owned enterprises are included in the 

public debt as implicit contingent liabilities. These liabilities are not contractual liabilities of 

the government, but if an enterprise becomes insolvent or defaults on its liabilities, the State 

might provide it with financial assistance. This poses a risk of increasing the State’s liabilities, 

which will place a heavy burden on the country’s economy.  

This issue becomes even more important when there are many problems related to the 

transparency of state-owned enterprises, specifically: the legislation does not establish the 

criteria and legitimate goals of founding state-owned enterprises; there is no unified system for 

ensuring transparency and accountability of state-owned enterprises; the applicable legislation on 

conflict of interest and corruption does not extend to state-owned enterprises (apart from several 

exceptions); there is no clear methodology and effective system of distribution of profits of state-

owned enterprises; etc. It is also noteworthy that it is difficult to obtain financial information on 

all state-owned enterprises. As noted above, in 2016 the Ministry of Finance requested financial 

statements from 175 state-owned enterprises owned by the central government, though only 65 

of the enterprises (37%) provided this information. TI Georgia also requested information on 

the liabilities of the state-owned enterprises, but only 20 out of 128 enterprises provided us 

with the data. Therefore, collection of information about the enterprises is also problematic. And 
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all this further increases the risks of increasing the liabilities of state-owned enterprises, the 

enterprises’ defaulting on their liabilities, and the State’s providing financial assistance. 

 

 4. Conclusion and recommendations  

The study has shown that, according to various indicators, Georgia’s public debt is now mostly 

within the norm, although we should also mention a negative trend of increasing these figures in 

the recent years. One of the problems is the methodology of calculating the public debt, which is 

not in conformity with international standards. Specifically, it is unjustifiable that the debts of 

state-owned enterprises are not included in the public debt.   

Considering that there are a lot of problems related to the activity of state-owned enterprises in 

Georgia – the Ministry of Finance assessed 38% of 65 enterprises, whose total loan liabilities 

amount to 9% of the GDP, as risky; it is impossible to obtain financial information on more than 

half of the state-owned enterprises; the State is covering the loan and leasing liabilities of 

Mekanizatori LLC, which are not included in the state loan portfolio, with state budget funds; the 

public debt indicators have tended to increase since 2013-2014; the existing institutional 

composition of the public debt does not correspond with the institutional division of the public 

debt recognized by international financial institutions, according to which the public debt should 

include the liabilities of the entire public sector – TI Georgia believes that:   

 The Government should study the goals and activity of state-owned enterprises in detail, 

after which it should privatize the enterprises whose ownership by the State is 

undesirable  and ineffective;    

 It is necessary to create a unified database of all state-owned enterprises and to update its 

financial data in every quarter;  

 It is necessary to amend the Law on Public Debt and to bring the definition of public debt 

in conformity with international standards;      

 The information on the contingent liabilities of all state-owned enterprises should be 

updated in every quarter, indicating information about their creditors;  

 The State Budget should clearly present information on the coverage of liabilities of 

state-owned enterprises from the budget;  

 Considering that the Law on Economic Freedom, the strategic document for the country’s 

socio-economic development – Georgia 2020, and the International Monetary Fund set 

different indicators/critical limits of the public debt/GDP ratio, it is necessary to explain 

specifically which indicator/critical limit the State is guided by.  
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