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Opinion on the Draft Budget Law “On the State Budget of Georgia for 2014”  

The SAO Opinion on the Draft Budget Law “On the State Budget of Georgia for 2014” aims at 

assessing the reasonableness and legality of the state budget revenues and expenses as  outlined by the 

Budgetary Code of Georgia(Article 39) and Law of Georgia “On the State Audit Office”(Article 31.2).  

Budgetary Code of Georgia (Article 39) sets out the minimum requirements for the information to be 

included into the draft law on the state budget presented by the Government of Georgia. Draft law on 

the State Budget is supplemented by the Basic Data and Directions document1 of the country. 

Furthermore, enclosed materials include: 

 Explanatory Note to the Draft Law on the State Budget including the following information: 

economic projections (nominal and real gross domestic product, economic growth, inflation, 

investments, etc.) and their descriptions; fiscal projections and their descriptions; information 

on major programs and events to be funded state budget.  

 Brief review of the state budget execution process for the current year;  

 Package of legislative changes required for the enactment of the proposed Draft Law on State 

Budget.   

 

Responsibility of the Government of Georgia 

As stipulated in the Budgetary Code of Georgia, Government of Georgia is responsible for the 

preparation of the Draft Budget Law “On the State Budget of Georgia for 2014” including enclosed 

materials and BDD for the Country and presentation in accordance with the relevant requirements 

set out in the Budgetary Code of Georgia, as well as for outlining and adequate disclosure of the 

assumptions on which the presented prospective financial information is based. 

Responsibility of the State Audit Office of Georgia 

State Audit Office of Georgia is responsible for the preparation of the SAO opinion on the 

reasonableness and legality of the state budget revenues and expenses set out in the Draft Law on the 

State Budget. The preparation of the opinion is based on the examination procedures that are 

conducted in accordance with the International Standard on Assurance Engagements applicable to 

the examination of prospective financial information. The purpose of this International Standard on 

Assurance Engagements (ISAE) is to establish standards and provide guidance on engagements to 

examine and report on prospective financial information including examination procedures for the 

assumptions used. Namely, in an engagement to examine prospective financial information, the 

auditor should obtain sufficient appropriate evidence as to whether: 

                                                           

1 Medium Term Expenditure Framework(MTEF)  
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 Macroeconomic and other relevant material assumptions provide the reasonable basis for the 

prospective financial information presented by the Draft Law on the State Budget; 

 The prospective financial information presented by the Draft Law on the State Budget is 

properly prepared on the basis of the assumptions and can be assessed as reasonable and legal 

based on the relevant legislative requirements; 

 The prospective financial information presented by the Draft Law on the State Budget is 

properly presented in accordance with the existing financial reporting framework and all 

material assumptions are adequately disclosed within the relevant enclosed materials.  

The examination procedures are chosen based on auditor’s professional judgment. Mention should be 

made that the opinion does not aim at assessing the policy-based resource allocation decisions 

envisaged by the draft law that fall under the discretion of the Government of Georgia. 

Opinion of the State Audit Office of Georgia 

Based on the examination of the evidence supporting the assumptions on which the Draft Law “On 

the State Budget of Georgia for 2014” is based, except the significant matters emphasized in the report 

below, nothing has come to the SAO’s attention causing to believe that these assumptions do not 

provide a reasonable basis for the budgetary aggregates envisaged by the draft law. In the SAO’s 

opinion, except the significant matters emphasized in the report below, the Draft Law “On the State 

Budget of Georgia for 2014” is properly prepared on the basis of these assumptions, can be assessed as 

reasonable and legal in accordance with the existing legislation and is presented in accordance with 

the relevant requirements of the Budgetary Code of Georgia (article 38). However, taking into 

account the peculiarities of the prospective financial information, actual results are likely to be 

different from those envisaged by the draft law and the variation may be material.  
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Macroeconomic Assumptions and Interactions with the Budget 

Audit Opinion of the State Audit Office on the Draft Law of State Budget for 2014 aims at assessing 

the reasonability and legality of revenues and expenses earmarked in the Draft Law. Examination of 

the perspective (future) financial information is linked to the assessment of reliability of the 

assumptions used as a basis for the referred information. Regarding the budgetary aggregates, the 

abovementioned assumptions primarily refer to the macroeconomic projections, as well as structural 

policy-related assumptions (proposed by the Government of Georgia) used in the preparation of the 

Draft Budget Law. Overlooking the risks associated with the assumptions may lead to unrealistic 

planning of budgetary parameters for the upcoming fiscal year that may alter budget execution 

process as well as medium term fiscal sustainability of the country. Therefore, analysis of the 

reliability of the macroeconomic projections/assumptions underlying the medium-term fiscal plan 

and respectively, 2014 budget estimates constitutes an essential part for the examination of the 

prospective financial information envisaged by the Draft Budget Law. 

Based on the information provided by the Ministry of Finance of Georgia (MoF hereinafter), 

projections outlined in the Basic Data and Directions (BDD hereinafter) document are based on the 

macroeconomic and fiscal forecasting model of the MoF which on its behalf is based on the IS-LM 

type model. At this stage, the model comprises 93 equations organized into 5 independent blocks of 

equations2. Model includes 52 independent and 93 dependent variables as well as 12 additional 

factors. Per the assessment of independent experts (as of 20083), the macroeconomic model used by 

MoF “is suitable for the functions for which it was developed, in some cases has features that move 

beyond the other models with which it was compared, and can be used for MTEF subject to the need 

to further develop the model as set out in Sections 11 and 12 below.” 

However, considering recent economic performance and forecasts of alternative sources, the 

macroeconomic projections for 2013, as outlined in the BDD for 2014-2017 enclosed to the Draft Law 

on the State Budget for 2014, cannot be assessed as realistic. Furthermore, some aspects of presented 

medium term macroeconomic outlook need further justification. It should also be considered that 

according to the Explanatory Note of the Draft Budget Law, “at this stage, macroeconomic forecasts, 

enclosed to the Draft Budget Law, do not consider updated projections of annual economic growth, 

since working process with IMF still has not completed and the updated forecasts will be presented 

together with the amended Draft Budget law.” 

Namely, as per BDD for 2014-2017 enclosed to the Draft Budget Law, economy is expected to grow at 

a pace of about 6% for 2013 and of 5% over the medium term, while according to the National 

                                                           
2 Among them, three recursive blocks 

3 Overview of the Macroeconomic and Fiscal Forecasting Model of the Ministry of Finance; Athos Consulting; Public 

Finance Management Reform Project, 2008; Overview was shared by the Ministry of Finance.  
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Statistics Office of Georgia (GEOSTAT hereinafter) y/y real GDP growth rate amounted to 2.4% for 

Q1,2013 and 1.5% for Q2,2013. Furthermore, based on the same source, real y/y GDP growth in May 

was only 0.2%, while the rate fell further for June (-0.8%). By the assessment of International 

Monetary Fund (IMF), recent trends may be attributed, on one hand, to weaker private investments, 

including weaker foreign direct investment (FDI) inflows, on the other hand, slight economic 

slowdown in major partner countries. BDD projects nominal GDP to amount to 28,677 million GEL 

for 2013 and to 31,164.7 million GEL for 2014 (8.7% increase for 2013-2014 years). 

As for inflation projections, presented BDD assumes that the rate of change in the Consumer Price 

Index (CPI) will average 3% for 2013 and 3.5% - for 2014 and the index will increase at a 3% annual 

rate in the medium-term. However, according to GEOSTAT, the CPI inflation has fallen to -0.9% in 

2012 and y-o-y inflation rate (period average) amounted to -1.9% and -0.5% for Q1 and Q2 of 2013, 

respectively. Mentioned deflation trends may reflect lower food and energy prices from supply side 

and lagged effects of the exchange rate appreciation, as well as subdued aggregate demand due to the 

expectations of further decline in prices, along with other factors. Medium-term inflation target set 

by the National Bank of Georgia (NBG) is 6%. As for the monetary policy rate, in light of recent 

developments and current inflation projections, National Bank of Georgia cut its policy rate by 2 

percent – from 5.25% to 3.75%4 in the first three quarters of 2013. 

As for the outlook for external sector, BDD projects sharp improvement for Current Account deficit, 

namely to +2.9% (of GDP) for 2017(by 12.4%). Abovementioned projections require further 

clarification despite recent decrease in trade deficit. Namely, external trade turnover amounted to 

6640.0 million USD dollars from January till August of 2013. Exports rose by 14% compared to the 

previous year and accounted to 1761.0 million USD dollars, while imports decreased by 4% 

amounting to 4879.0 million USD dollars.  

Mention should be made, that BDD for 2014-2017 enclosed to the Draft Budget Law presents more 

conservative view of medium term economic outlook than those presented in the initial version of 

this document and BDD for 2013-2016. However, the abovementioned changes did not apply to 

projections for 2013 that is noteworthy in light of recent economic performance.  

Namely, first version of BDD for 2014-2017 projected annual y-o-y real GDP growth at 6% level for 

2014 as well as over the medium term period, while later BDD presents more conservative forecasts 

at 5% level, however, GDP growth projection for 2013 is still maintained at 6%. Similarly, BDD 

enclosed to budget draft projects lower Nominal GDP for 2014 than the initial forecast, while 

projection for 2013 is still kept at 28,677 million GEL.   

                                                           
4 Resolution of the Committee of the Monetary Policy of the National Bank of Georgia; 14-08-2013 

Projections for 2011- 2014 2012- 2015 2013- 2016 2013- 2016 2014- 2017 2014- 2017 
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In addition, considering past year experience, further attention should be paid on differences 

between economic assumptions underlying budget for 2014 and projections by alternative sources 

that are summarized in Table . Official forecasts are consistent with other projections for 2014, but 

essentially differ for 2013. For example, IMF projections for nominal GDP projections for 2013 and 

2014  are lower than those presented in BDD by about 1,477 million GEL and 1,000 million GEL, 

respectively. 

  Real GDP growth rate 

y/y 

CPI growth rate  

(y-o-y period average) 

Current Account 

deficit (% of GDP)  

  2013 2014 2013 2014 2013 2014 

Official Forecast (BDD) 6.00% 5.00% 3.00% 3.50% -9.50% -7.10% 

IMF (10/13) 2.50% 5.00% -0.30% 4.00% -6.50% -7.80% 

IMF (08/13) 4.00% 6.60% -0.80% 4.50% -9.10% -7.70% 

EBRD (05/13) 3.00% 5.00% 0.00%       

Furthermore, there are some conceptual differences between the baseline medium term 

macroeconomic scenario underlying budget draft and alternative forecasts, such as those by the IMF 

and World Bank. Using simple neoclassical production function5 that decomposes economic growth 

into the contributions of capital accumulation, labor force growth and Total Factor Productivity 

(TFP) growth, under the baseline projections for the national savings and total TFP growth rates(that 

conceptually differ from the BDD scenario), World Bank6 analysis projects medium term annual GDP 

growth rate to amount to 4.1%. Furthermore, as per the same source, sustaining 5% GDP growth in 

                                                           
5  Cobb-Douglas production function 

6 Rising Georgia: Sustaining Rapid Economic Growth, July 2013, World Bank; Country Economic 
Memorandum; Source: World Bank official web-page 

 http://documents.worldbank.org/curated/en/2013/07/18042630/georgia-rising-sustaining-rapid-economic-
growth 

2014 (BDD) Final 

Version 

(01/2011) 

Final 

Version 

(01/2012) 

First 

Submission 

(09/2012) 

Final 

Version 

(01/2013) 

First 

Version 

Presented 

Version  

(09/2013) 

Real GDP 

Growth Rate  

7.0% 7.0% 7.0% 6.0% 6.0% 5.0% 

Nominal GDP 

(MLN GEL)  

33059.3 34254.8 33222.6 32430.6 32221.5 31,164.7 

Consumer Price 

Index (period-

average) 

6.0 6.0 6.0 5.0 5.0 3.5 

Current 

Account  

(% of GDP) 

-9.6 -8.5 -9.0 -8.8 -9.0 -7.1 

Field Code Changed

http://documents.worldbank.org/curated/en/2013/07/18042630/georgia-rising-sustaining-rapid-economic-growth
http://documents.worldbank.org/curated/en/2013/07/18042630/georgia-rising-sustaining-rapid-economic-growth
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Georgia over the medium term will require rapid TFP growth coupled with the considerable increase 

in the national saving rate (nearly doubling or higher)7.  As already mentioned under the official 

forecasts presented in BDD, economy is expected to grow at 5% annual average rate. Baseline 

scenario underlying the forecast assumes that the savings rate will increase from 35.9% to 36.9% over 

the medium term. Out of this, national savings are expected to increase from 26.4% to 39.8% of GDP 

(driven by the increase in private savings rate by 14%), consequently leading to marked improvement 

of CA balance from -9.5% to +2.9% of GDP (by 12.4%). However, IMF projects (that is close to WB 

baseline scenario) decline in CA deficit by only 2.8% over the same period.  

Taking into account abovementioned distinctions and recent economic performance, further 

attention should be paid on the economic assumptions used at the budget planning stage to ensure 

they depict fair picture for the current as well as medium term period. Reasonable economic outlook 

is a cornerstone to the realistic fiscal framework and accurate budgetary estimates for the upcoming 

year.   

Furthermore, considering that adequate disclosure of all material assumptions is of particular 

importance for the fair presentation of the perspective (future) financial information, emphasis 

should be placed on bringing existing practices of preparation of the enclosed materials close to 

international best practice. Mentioned documents currently reflect only baseline economic scenario 

underlying the medium term fiscal framework. However, enclosed materials should give precise 

explanation of key baseline macroeconomic assumptions as well as risks associated with those 

assumptions and their budgetary implications for the year ahead and medium-term period.  This will 

aid the Parliament and the public in assessing the reasonability of the economic assumptions used as a 

basis of proposed budget as well as gauging potential effects of developments alternative to the 

presented baseline scenario. 

State Budget Revenues  

Regarding revenue projections, enclosed materials indicate that “Under existing projections, funds 

mobilized into the budget will increase over 2014-2017”. Furthermore, Explanatory Note to the 

Budget Draft outlines projections for individual components of consolidated budget revenues.  

Namely, it states that “consolidated budget revenues to GDP will reach 25.6% for 2014, while tax 

revenues to GDP will amount to 23.7%”.  

Draft Law on State Budget for 2014 envisages increase in state budget receipts by 2.8% over 2013-

2014 years period (based on the approved budget law for 2013), namely total budgetary receipts for 

                                                           
7 As per the same source, national savings (respectively, investments) and TFP growth are key driving factors 
for the economic growth of Georgia. Namely, TFP growth was key determinant of real GDP growth over 2010-
2012 years with the contribution of 3.7%, while the contribution of capital accumulation amounted to 1.6%.   
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2014 are projected at a level of 8,661 million GEL.  Increase in receipts are projected to be driven by 

the disposal of financial assets(by 100%) and incurrence of liabilities(by 30.4%) components.   

     Growth Rate 

(%) 

  Execution in 
2012  

Execution in 
2013 (8 
months) 

Budget Law for 
2013  

Draft Budget 
Law for 2014  

2012-
2013 

2013-
2014 

Revenues  7 115 329,3 4 288 438,3 7 422 500,0 7 379 800,0 4.3% -0.6% 

Disposal of Non-

Financial Assets  

80 223,8 16 675,7 100 000,0 80 000,0 24.7% -20.0% 

Disposal of Financial 

Assets  

60 243,7 26 483,5 35 000,0 70 000,0 -41.9% 100.0% 

Incurrence of 

Liabilities  

748 209,3 326 879,1 868 000,0 1 132 000,0 16.0% 30.4% 

Receipts Total 8 004 006,1 4 658 476,6 8 425 500,0 8 661 800,0 5.3% 2.8% 

 

Regarding with tax revenues of State Budget, based by MoF information existing forecasting model 

relies on actual mobilization trends (by applying the extrapolation method), and macroeconomic 

projections for the upcoming year. Elasticity coefficients of tax revenues to macroeconomic indicators 

are mainly assumed to equal 1. Taking into account the lack of long-term time series necessary to 

conduct research to identify more precise estimates of elasticities as well as available experience and 

international practice, the abovementioned assumptions can be assessed as acceptable. However, as 

elasticity coefficients of individual types of tax revenues to relevant macroeconomic indicators may 

differ8, it is worthwhile to pay further attention to this area and work on a study/analysis jointly with 

relevant agencies to ensure sound justification for the assumptions used in the model.    

As for the tax revenue estimates envisaged by the draft budget law, total amount for 2014 is projected 

at a level of 6,950 million GEL implying increase in tax revenues by only 0.4% over 2013-2014 years 

period(based on the approved budget law for 2013). However, to properly examine presented 

projections, analysis should not focus on approved plan for 2013 but rather recent mobilization 

trends. The Table summarizes comparison of tax revenue projections for 2014 to the approved budget 

law for 2013  as well as SAO estimates for current year tax revenues based on existing execution 

trends and data for the last three fiscal years(through extrapolation). Namely, if taking the approved 

budget law for 2013 as a benchmark for comparison, budget draft projects to maintain tax revenues at 

the level of 2013 in nominal terms. Revenues from VAT and import duties are expected to decline, 

while the projections of profit and excise taxes exceed the plans for the current year. In addition, 

                                                           
8 MEASURING CYCLICALLY-ADJUSTED BUDGET BALANCES FOR OECD COUNTRIES. Jul 2005. Nathalie Girouard and 

Christophe André. ECONOMICS DEPARTMENT, OECD, PAPER No. 434 
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Explanation Note of the Draft Budget Law points to the amendments to the tax legislation and their 

implications for tax revenues for the following year: “macroeconomic projections and amendments to 

the Tax Code have been taken into consideration while projecting the tax revenues. Namely, in 2013 

a tax-free threshold was introduced for personal income tax. Respectively, the mentioned 

amendment leads to the reduction of personal income tax revenues in the Budget of 2014 in the 

volume of 180.0-200.0 million GEL. Also, increase of an excise tax on tobacco is envisaged in the 

Budget of 2014 from 0.60 GEL to 0.75 GEL. As a result, it is anticipated to have the increase of 

revenues from the excise tax of tobacco by 50.0 million GEL”. Taking into account recent and past 

tendencies and underlying structural reforms, tax revenue projections for the abovementioned types 

can be assessed as realistic.     

 

   2013  2014 

 Average Share 

in 8 Months 

from the 

Annual 

Revenues  

(For Past 3 

Years) 

Execution for 8 

Months of  

2013  

Annual Plan of 

the Budget Law 

for 2013 

 Annual Plan  of 

Draft Budget Law 

for 2014  

Personal Income 

Tax  

63% 1,116,241 1,802,000 61.9% 1,807,000 

Profit Tax  69% 547,707 924,000 59.3% 998,000 

VAT  63% 1,809,259 3,402,000 53.2% 3,268,000 

Excise  62% 465,043 663,000 70.1% 751,000 

Import Duty  65% 56,808 104,000 54.6% 101,000 

Other Taxes  70% 15,504
9
 25,000 62.0% 25,000 

Total 64% 4,010,562 6,920,000 58.0% 6,950,000 

 

                                                           
9 Referred indicator is based on the data obtained from the State Treasury and differs from those indicated in 

the short overview of the budget execution in the current year. Referred difference is indicated in the Report of 

the State Audit Office on the Government Report on the topic. 

 Growth Rate (%) 

  2009-
2010 

2010-
2011 

2011-
2012 

2012-

2013* 

2012-

2013** 

2013-

2014* 

2013-

2014** 

Tax Revenues  10.3% 26.30% 8.80% 9.6% -0.2% 0.4% 10.4% 

 Personal Income Tax  6.2% 28.60% 13.70% 10.1% 8.3% 0.3% 2.0% 

 Profit Tax  11.3% 44.50% 2.30% 8.6% -6.7% 8.0% 25.7% 

 VAT  7.4% 26.40% 9.20% 11.9% -5.5% -3.9% 13.8% 

 Excise  26.5% 9.70% 7.20% 0.5% 13.7% 13.3% 0.1% 
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* Mentioned growth rates use annual plans for the tax revenues for 2013 as envisaged State Budget Law for 

2013. 

** Mentioned growth rates use the SAO preliminary estimates for the tax revenues mobilization for 2013( 

extrapolating the 8 months trend for the past three years. 

However, considering the SAO estimates for tax revenues for 2013, projections for other types of tax 

revenues for 2014 need further justification. Namely:  

Profit Tax execution within 8 months of 2013 as presented within the materials enclosed to the Draft 

Law, amount to 59.3% of the plan envisaged in the annual budget law and taking into account 

average share for the same period over the last three years (based on the extrapolation method), by 

the SAO, the planned indicator envisaged in the current year budget law for the referred tax type 

may be hard to execute. Even if the execution of profit tax revenues in the current year equals that of 

the volumes collected in 2012, by 2014 the referred tax type revenues may be increased by about 

17%. If we take into account, that in line with the current tax legislation, the profit tax projections 

are based on the macroeconomic aggregates of the past year and, also, volume tax collections in the 

referred tax type in 2011-2012 was increased only by 2.3%, indicators envisaged in the Draft Law 

require additional justification. 

Similar trends are observed with respect to VAT and import duty projections. 

VAT mobilization for the 8 months of 2013, under the materials enclosed to the Draft Law, amounted 

to 53.2% of the annual plan. Taking into account the past year trends (average shares of 8 month 

mobilization to the yearly plan), the SAO estimates that it’s hard to achieve the execution of the 

envisaged plans for the referred tax revenues for current year. By taking into account the current 

revenue collection trends and expected nominal GDP growth rates for 2013 and 2014 are respectively 

9.7% and 8.7% projections envisaged by the draft budget law require further justification. 

Import Duties mobilization within 8 months of 2013 amount to 54.6% of the plan envisaged in the 

annual budget law. Taking into account the past year trends (average shares of 8 month mobilization 

to the yearly plan), the SAO estimates that it’s hard to achieve the execution of the envisaged plans 

for the referred tax revenues for current year. Even if the mobilization of import duties for current 

year equals that for 2012 in nominal terms, growth rate for the referred tax revenues envisaged by the 

Draft Budget Law for 2014 amounts to 12%. According to the document of major economic and 

 Import Duty  96.0% 32.40% -3.40% 15.5% -3.0% -2.9% 15.6% 

 Other Taxes  5.2% -40.40% -10.30% -25.8% -33.3% 0.0% 11.3% 

Macroeconomic Indicators         

 Nominal GDP  15.30 17.4% 7.4% 9.70%   8.7%   

 Real GDP  6.3% 7.2% 6.1% 6.0%   5.0%   

 CPI 7.1% 8.5% -0.9% 3.0%   3.5%   

 Imports  16.60% 28.80% 15.70% 8.0%   10.4%   
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financial indicators, increase of revenues from the import duty in 2013 and 2014 is projected at 8.0% 

and 10.4% respectively. If we also consider that in 2012 the import growth rate amounted 15.7%, 

though volume of import duties collected in 2011-2012 not only did not increase, but in nominal 

terms reduced by 3.4%, it is worth noting that the projected revenues of the referred tax type require 

additional justification. 

With the assessment made by the State Audit Office, by considering the current trends of revenue 

collections and submitted assumptions, projected tax revenues should be based on a conservative 

view of the upcoming period that would guarantee reasonable planning of the expenditures and 

balanced spending by the spending agencies during the year. The last issue is worth noting after 

taking into consideration the current spending trends by agencies (this issue is discussed in details in 

the Report of the State Audit Office on the Report of the Government for the Execution of the State 

Budget in 2013). It is also noteworthy that in the context of the projected tax revenues the 

Explanatory  Note enclosed to the Draft Law presents the projected tax type revenues as a share to 

GDP, though nothing is said on the current tendencies of revenue collections, potential indicators of 

the current year, their reference to 2013 projections envisaged in the annual budget law and growth 

rate indicated in the Draft Budget Law for 2014. The latter is a significant component for the 

assessment of the justification of the presented projections.  

“Other Revenues” Component of the State Budget  

As for the projected trend of other revenues, similar to the Budget Law for 2013, projected amount of 

other revenues in 2014 amount 300 million GEL, though planned indicators of the components differ 

from the current year. Namely, revenues from „property“and „sale of goods and services“are increased 

by 10.5 million GEL and 9.5 million GEL respectively. At the same time, volume of mixed and other 

non-classified revenues is reduced by 20 million GEL.  

   2012 2013 2014 

  8 Months Annual Share 8 Months Annual 

Plan 

Share Annual Plan 

Revenues from 

Property  

254,369 261,665 97.2% 42,504 72,000 59.0% 82,500 

Interest 10,606 16,117 65.8% 7,440 11,000 67.6% 21,000 

Dividend 125,839 126,283 99.6% 28,947 51,000 56.8% 55,000 

Rent 117,925 119,264 98.9% 6,118 10,000 61.2% 6,500 

Sale of Goods and 

Services  

35,610 74,472 47.8% 35,863 61,350 58.5% 70,800 

Administrative Fees 

and Charges  

31,420 68,587 45.8% 34,479 55,350 62.3% 68,800 
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Goods and Services 

Sold without 

Market Rules  

4,190 5,885 71.2% 1,384 6,000 23.1% 2,000 

Sanctions (Penalties 

and Fines) 

70,954 136,982 51.8% 83,751 100,000 83.8% 100,000 

Voluntary Transfers    1,760     1,650  1700 

Mixed and Other 

Non-Classified  

40,015 59,738 67.0% 31,707 65,000 48.8% 45,000 

Total, Other 

Revenues  

400,948 534,616 75.0% 193,825 300,000 64.6% 300,000 

 

By taking into account that unequal execution trends in revenues from property in 2012 are mainly 

associated with one off transfers (dividend, rent), SAO estimates that the referred projections in 2014 

may be deemed realistic. Nevertheless, taking into account the current tendencies, further  

clarification should be provided on envisaged essential increase of interest revenues.  

State Budget Expenses 

Expenditures earmarked in the Draft Budget Law for 2014 amount 9,009 million GEL, which exceeds 

the similar indicator of the 2013 budget by 3%. Increase of the expenditures is mainly projected in 

financial assets and increased expenses, while acquisition of non-financial assets is characterized with 

a reduction (-7.4%). It is worth noting that on the basis of the indicators envisaged in the Budget Law 

for 2013-2014 the rate of increase in expenditures lags behind the growth rate in 2012-2013. Namely, 

growth rate of expenses is projected at the level of 3.2%. Rate of increase in the Disposal of financial 

assets picked up from -38.4% (2012-2013) to reach 19.6% (2013-2014).  

    Growth Rate (%) 

  Execution in 
2012  

Execution (8 

months of 2013) 

Budget Law 
Adopted for 2013  

Draft Budget 
Law for 2014  

2012-
2013  

2013-
2014  

Expenditores 6,566,316,000 3,826,282,057 7,248,474,400 7,482,304,400 10.4% 3.2% 

Acquisition of 

Non-Financial 

Assets  

728,465,600 306,986,599 720,918,300 667,654,300 -1.0% -7.4% 

Acquisition of 

Financial Assets  
372,654,200 145,513,381 229,725,000 274,760,000 -38.4% 19.6% 

Repayment of 

Liabilities  
139,366,100 324,910,047 549,382,300 584,281,300 294.2% 6.4% 

Total Expenses 7,806,801,900 4,603,692,084 8,748,500,000 9,009,000,000 12.1% 3.0% 
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In relation with the aforesaid, position of the expenditures execution is noteworthy within 8 months 

of the current year both on the aggregate level and within individual spending institutions. Namely, 

wide-scale underperformance in allotments spending by spending agencies during the current year, 

as noted in the Report of the State Audit Office on the Report of the Government for the Execution 

of the State Budget in 2013, should be taken into consideration while projecting the values in the 

state budget law of 2014.  

To be more precise, specific subprograms, nevertheless of wide-scale underperformance in spending, 

are assigned the same or increased amounts of allotments for the upcoming 2014 year. Some 

programs/subprograms that in 8 months spent only 30% of their allotments assigned for 9 months 

(slow tendency in spending) are indicated in the tables given below. These programs/subprograms are 

assigned either more funds or insignificant decrease (30% of the plan) for the upcoming 2014 year.   

  Annual Plan of 

the Budget Law 

for 2013 

Spending in 8 months 

(% of 9 months plan) 

Annual Plan  

of Draft 

Budget Law 

for 2014 

06 04 03 Expenses on TV advertisement for participants of 

the election  

1,192,000 0.0% 1,200,000 

32 02 11 Introduction and Monitoring of national study 

plans  

696,000 9.9% 530,000 

32 04 03 

05 

Recovery and development of science 5,000,000 0.0% 17,000,000 

33 03 13 Support to the art education  200,000 0.6% 200,000 

33 05 02 Investment fund for culture sustainability  2,999,900 0.0% 2,170,000 

33 05 02 

01 

Implementing the policy and management  the 

investment fund for  culture sustainability  

553,700 0.0% 470,000 

33 05 02 

02 

Stimulation of usage of  “creative industry” 610,000 0.0% 500,000 

37 01 06 Popularization of Georgian agriculture products, 

wine and cuisine  

800,000 5.7% 800,000 

38 03 02 Program “Reserved areas fire and pest protection 

activities” 

50,000 0.0% 100,000 

38 05 02 Forestry-related activities 500,000 0.0% 500,000 
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  Annual Plan of 

the Budget Law 

for 2013 

Spending in 8 

months (% of 9 

months plan) 

Annual Plan  of 

Draft Budget 

Law for 2014 

06 04 04 Funding of the election members’ representatives  3,314,600 26.3% 5,473,300 

24 05 03 Support to the development of domestic tourism 1,500,000 26.3% 1,500,000 

24 06 service expenses needed for taking-off-landing  of 

aircrafts(among them, ) as envisaged by the cross-

country international agreements  

2,000,000 16.3% 3,500,000 

32 02 12 Support to General Education   2,600,000 27.0% 11,213,000 

32 05 02 Rehabilitation of  infrastructure of educational 

institurions  

83,548,00

0 

22.4% 61,748,000 

33 02 01 

30 

Development of fine art program  150,000 25.0% 150,000 

33 04 02 

02 

Preservation of cultural heritage  4,400,000 16.4% 5,000,000 

34 00 Ministry of Internally Displaced Persons from the 

Occupied Territories, Accommodation and Refugees of 

Georgia 

48,000,00

0 

27.6% 48,000,000 

34 01 07 Internally Displaced Persons and Migrants Migration 

Management 

850,000 22.6% 1,355,000 

34 02 maintenance of refugees living in resettlement areas 

and improving their live conditions  

42,150,00

0 

21.8% 41,066,000 

34 02 02 Creating appropriate living and social conditions for 

internally displaced persons  

29,163,60

0 

20.9% 32,066,000 

35 01 02 

02 

Medical/social expertise and control  200,000 12.2% 200,000 

35 01 02 

03 

State control over the quality of parmatheutical 

products 

70,000 16.2% 100,000 

35 03 02 

03 

Surveillance program  1,587,000 22.8% 1,500,000 

38 02 Environmental Oversight  6,899,200 25.3% 5,840,000 

38 03 03 Development of ecotourism 150,000 11.3% 150,000 

49 02 Support to attracting investments 1,217,500 20.1% 1,208,000 
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The budget of Ministry of Labour, Health and Social Affairs of Georgia is planned to increase by 410 

million GEL in comparison with 2013 year and by 961 million GEL comparing to the actual 

execution in 2012 year. In comparison with 2013, the most significantly increased funding year is 

assigned to the social security and pensions program (35 02).  

Organizatio

nal code 
Name 

Actual execution in 

2012 

Annual Plan 

of the 

Budget Law 

for 2013 

Annual Plan  

of Draft 

Budget Law for 

2014 

35 01 
Labour, Health and Social Affairs program 

management 
49,391,510 43,802,000 48,900,000 

35 02 Social security And pensions provision 1,398,583,790 1,652,452,000 1,951,245,000 

35 03 
Health security program/ჯანმრთელობის 

დაცვის პროგრამა 
332,782,030. 633,746,000 736,024,000 

35 04 
Rehabilitation and equipement for medical 

institutions 
13,105,430.00 15,000,000.00 18,831,000.00 

35 00 
Total: Ministry of Labour, Health and Social 

Affairs of Georgia 
1,793,862,760.00 2,345,000,000 2,755,000,000 

However, funding levels assigned to some subprograms are not based on sound calculations; also, 

activities planned for 2014 are not indicated in program objectives descriptions. Presumebly these 

shortcomings rise the question about the reasonability of increase in allotments.  

For instance, the budget of ministry and organisations (Labour, health and social affairs 35 01) under 

its system is projected to increase by 5,098,000 GEL in comparison with 2013 year. Funding of one 

subprogram (35 01 03) is increased by 4,435,000 GEL, while objectives, employees and their salaries 

are the same in comparison with the current year.  

Regarding to social security and pension provision(35 02), alloments to social assistance subprogram 

(35 02 02)  is increased by 117,340,000 GEL in comparison with the current year. Besides, allotments 

are still significantly increased to some subprograms that are characterized by low spending in 2013. 

For instance, social rehabilitation and taking care of a child subprogram (35 02 03) is assigned 

2,088,000 GEL more then in the current year. Among them: 

 The budget of homeless children provision with shelters subprogram(35 02 03 04) is 

increased by 94,000 GEL in comparison with 2013 year while its execution in the last 8 

months is 0%.  

 The budget of children early development sub-program (35 02 03 08) is increased by 

66,000 GEL in comparison with 2013 year, while its execution in the last 8 months is 39%.   



 
16 

 

 The budget of supporting the hearing disable people communication subprogram(35 

02 03 09) is increased by 11,000 GEL  in comparison with 2013 year while its execution in the 

last 8 months is 0%.  

 The budget of supplementary provision subprogram (35 02 03 10) )is increased by 

750,500  GEL, while its execution in the last 8 months is 22%.  

Program 

code 
Name 

Actual 

execution in 

2012 

Annual Plan 

of the 

Budget Law 

for 2013 

Annual Plan  

of Draft 

Budget Law 

for 2014 

Execution for 8 

month(% of 

amended plan) 

Growth 

rate of 

financing 

35 02 03 10 
Supplementary provision 

subprogram 
3,761,560.00 2,715,500.00 3,466,000.00 22% 750,500.00 

35 02 03 05 
Community organization 

subprogram 
343,780.00 481,800.00 1,051,000.00 43% 569,200.00 

35 02 03 03 Day center subprogram 2,154,790.00 3,796,000.00 4,240,000.00 43% 444,000.00 

35 02 03 02 
Feading of children at risk of 

abandonment subprogram  
258,420.00 288,000.00 672,000.00 55% 384,000.00 

35 02 03 11 Foster care subprogram  - 4,978,900.00 5,181,000.00 54% 202,100.00 

35 02 03 06 
Children rehabilitation 

subprogram  
760,650.00 1,123,300.00 1,241,000.00 45% 117,700.00 

35 02 03 04 
Homeless children provision 

with shelters program  
46,860.00 599,000.00 693,000.00 0% 94,000.00 

35 02 03 08 
Early stage developemnt of 

children program 
88,310.00 324,000.00 390,000.00 39% 66,000.00 

35 02 03 13 
Shelter provision for mothers 

and children 
- 328,500.00 372,000.00 30% 43,500.00 

35 02 03 09 

Supporting communication of 

people with hearing 

disabilities 

19,200.00 20,000.00 31,000.00 0% 11,000.00 

35 02 03 07 
War veterans rehabilitation 

program 
30,180.00 40,000.00 40,000.00 27% - 

Allotments to Health security program (35 03) is increased by 102,278,000 GEL and funding 

allocation across its subprograms is changed. This modification could be due to structural changes or 

diversification in program functions; however, these alterations should be discussed in details in 

program descriptions. Also, it should be based on reasonable calculations. 
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Program 

code 
Name 

Actual 

execution in 

2012 

Annual Plan of 

the Budget Law 

for 2013 

Annual Plan  

of Draft 

Budget Law 

for 2014 

35 03 01 Health insurance 153,304,790 505,760,000 278,146,000 

35 03 02 The universal health care of the population - - 325,230,000 

35 03 03 Public health care 33,619,740 35,090,000 53,162,000 

35 03 04 Public health service delivery in priority areas 145,843,310 91,896,000 78,866,000 

35 03 05 Postrgraduate medical education 14,200 1,000,000 620,000 

The budget of health insurance (35 03 01) is decreased by 227,614,000 GEL in 2014 along with 

another decrease by amendments in the Budget Law for 2013(76,485,500 GEL). However, the 

targeted group of the program is the same, besides, according to 8 months execution in the current 

year spending amounts to 38% of the adjusted plan.  

Allotments to public health care program (35 03  03) is increased by 18,072,000 GEL in comparison 

with the current year. These increase in mainly due to escalation in funding of infectious deseases 

management subprogram (35 03 03 06)  ( by  15,647,000 GEL). According to the ministry, this 

amendments is because of increased attention towards population deseased with c-hepatitis, however, 

the volume of increase is not based on reasonable calculations. Program objectives are not clearly 

specified in the programme descriptions provided by the ministry.  

Allotments to the public health service delivery in priority areas  (35 03 04) is decareased by 

13,030,000 GEL in comparison with 2013 year. 

Program code Name Actual execution in 

2012  

Annual Plan of the 

Budget Law for 2013 

Annual Plan  of 

Draft Budget 

Law for 2014 

35 03 04 08 The village doctor   15,242,000.00      7,400,000.00    

(7,842,000.00) 

35 03 04 09 Referral services   11,000,000.00      7,000,000.00    

(4,000,000.00) 

35 03 04 07 Emergency medical service and 

trasnportation 

  13,737,000.00      9,900,000.00    

(3,837,000.00) 

35 03 04 10 Medical examiantion for 

recruiters of military sources  

    1,500,000.00      1,000,000.00       

(500,000.00) 
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35 03 04 02 Diabetes management     5,117,000.00      4,940,000.00       

(177,000.00) 

35 03 04 03 Children’s oncohematic service      1,274,000.00      1,274,000.00                       -    

35 03 04 01 Mental health   13,725,000.00    14,200,000.00        475,000.00  

35 03 04 05 Palliative care of patients with 

incurable deseases  

    2,375,000.00      3,100,000.00        725,000.00  

35 03 04 04 Dialysis and kidney 

transplantation 

  23,547,000.00    24,590,000.00     1,043,000.00  

35 03 04 06 Permanent replacement 

treatment for patients with rare 

diseases  

    4,379,000.00      5,462,000.00     1,083,000.00  

Medical institutions rehabilitation and equipment provision program (35 04) is characterized by low 

spending during the previous 8 months. This issue is discussed in the report of the State Audit Office. 

However, allotemnts to this program is still increased by 3,831,000 GEL in comparison with 2013 

year.  

In specific cases this discrepancy between the current spending and next years allotments could be 

due to amendments in Government’s priorities, structural changes and discretionalry decisions. 

However, taking into account the current year execution tendencies, projection of the expenditures 

should be based on a conservaitive view of the revenues for 2014 year. So that, amendments in 

quarters will be avoided and spending align with a plan will be guaranteed. Besides, while significant 

increase the allotments, projected indicators should be absed on reasonable calculations. 

Allotments to the first four prioritized sectors coincide with each other in 2103 and 2014 years. They 

are: accessible health care and social security (36%); Defense, public order and safety (20%); 

education, Science and Training Programs (14%); Regional development, infrastructure and tourism 

(13%). According to the draft of state budget law 2014, funding in nominal terms, of all priorities but 

three are increased.  

As for the division of priorities of the State Budget expenditures, the top four priorities identified in 

the Draft Law on State Budget for 2014 match those of 2013: accessible quality healthcare and social 

security (30.3%); defense, public order and security (17.05%); education, science and professional 

training (11.48%); regional development, infrastructure and tourism (10.72%).  Funding will be 

increased to all the priorities in the Draft Law of the State Budget for 2014, except the three priorities 

– Regional Development, Infrastructure and Tourism; State Support to Internally Displaced People 

(IDP) and Migrants, Support of Reintegration; and International Relations and Euroatlantic 

Integration. 
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36% 

20% 

14% 

13% 

17% 

Priorities, 2014 

ხელმისაწვდომი 
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მომზადება 
რეგიონალური 
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Priorities, 2013 
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განვითარება, 

ინფრასტრუქტურა და 
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განათლება, მეცნიერება 

და პროფესიული 

მომზადება 

სხვა დანარჩენი 

 

General Purpose State Expenses 

In line with the Draft Law on State Budget for 2014, general expenditures of national importance 

(Program Code: 52 00) amounts 2,066 million GEL, which lags behind its similar indicator adopted in 

the State Budget of 2013 (2,209 million GEL) by 143 million GEL, through the reduced allocations for 

the Implementation Fund of Regional Projects. Namely, under the Budget Law of the current year 

the earmarked allocations to the Fund amount 449.3 million GEL, while under the Draft Law on State 

Budget for 2014, the referred allocation is reduced with 199.3 million GEL (44%) and amounted 250 

million GEL, which may be related to the current year execution trend. Namely, within 8 months of 

the current year only 56.5 million GEL has been drawn down from the Fund allocations (12.5% of 

the annual plan). Nevertheless, reduction of the budget funding is noteworthy by taking into account 

the maintained amount of transfers to the autonomous republics and local authorities (Program Code: 

52 04) at the level of the current year and bulk of the fund in the previous years was divided in 

regions in the form of special transfers. 

General Expenditures of National Importance 

Name of the Program  Annual 

Execution in 

2012  

8 Months of 

2013 

 

Annual Plan 

for 2013  

Draft Budget 

Law for 2014  

Transfers to the Autonomous Republics and Local 

Authorities  

1,227,156,10
0 

568,170,427 769,739,100 795,900,000 
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Reserve Fund of the President of Georgia  48,780,702 7,028,385 10,000,000 5,000,000 

Reserve Fund of the Government of Georgia  65,268,424 17,324,676 50,000,000 50,000,000 

Fund for the Payment of Liabilities Arising in Previous 

Years and Execution of Court Rulings  

1,939,410 7,007,165 20,000,000 30,000,000 

Fund of Projects Implemented in Regions of 

Georgia/Rural Support Program  

378,950,197 69,587,205 499,300,000 300,000,000 

General State Expenditures Financed by Donors  37,160,000 8,940,461 38,415,000 40,963,300 

Total 1,766,730,35
7 

681,685,461 1,392,854,10
0 

1,227,963,300 

Under the Draft Budget Law for 2014 bulk (41%) of general expenditures of national importance will 

be spent on the service and repayment of external and domestic liabilities, which in nominal terms 

amounts 838 million GEL. In contrast with the planned indicator of State Budget Law of the current 

year there is no essential change in the transfers to the autonomous republics and local authorities or 

allocations for the Government’s Reserve Fund, though, in comparison with the current year, in 

2014, President’s Reserve Fund is decreased by 50% and amounts to 5 million GEL.  

Public Debt  

Draft law on State Budget 2014 envisages receipts from “Incurrence of Liabilities” for 2014 at the 

level of 1,132 million GEL, exceeding the current year plan by about 30%. The growth of this 

component of revenues is mainly attributed to the envisaged substantial increase of Incurrence of 

Domestic Liabilities component (securities, except for the stocks) from 150 million GEL up to 400 

million GEL. Draft law on state budget 2014 envisages the Incurrence of Foreign Liabilities at the 

level of 732 million GEL, and thus growth of the current year plan by 14 million GEL (2%). Also, it is 

noteworthy that for 8 months of 2013, the increase of the foreign liabilities comprises only 35.6% of 

the annual plan. As for the expense part, presented draft budget sets the Repayment of the Foreign 

Liabilities, for 2014 at the level of 508 million GEL, exceeding the current year plan by 36 million 

GEL (7.7%). However, it is exceeds the repayment expenses for 2012 substantially(96 million GEL), 

that, on one hand, is attributed to the due date for repayment of the remaining part of the Euro 

obligations issued in 2008 and on the other hand, to the repayment of the principal of existing 

liabilities to the International Monetary Fund(SBA/SCF).   

Dynamics of the Foreign Liabilities (thousand GEL)   

 Actual  Projection  
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 2012   2013,  

8 months 
Annual 

plan, 

2013 

Growth rate 
(% to 
previous 
year) 

Annual 

plan, 

2014 

Growth rate 
(% to 
previous 
year) 

Incurrence of foreign 

liabilities   

689,894 255,705 718,000 4.1% 732,000 1.95% 

Repayment of foreign 

liabilities     

96,114 282,156 471,800 390.9% 508,200 7.72% 

As already mentioned, per draft budget law for 2014, the receipts from the Incurrence of Domestic 

Liabilities (securities, other than stock) are expected to increase substantially to 400 million GEL 

while current year plan amounts to only 150 million GEL. Specifics of accounting and reporting of 

this component of liabilities should also be underlined. Namely, as in previous years, in accordance 

with the requirements set out in the draft law, the referred component sets the plan for the net, 

rather than gross, incurrence of domestic liabilities after the deduction of the repayment expenses of 

T-bills and Bonds (chapter 8, article 21).  Namely, envisaged net incurrence of domestic liabilities at 

the level of 400 million GEL liabilities implies the issuance and repayment of the treasury securities 

in amount of 710 million GEL and repayment for 310 million GEL. Per the information provided by 

the MOF,  total repayment expenses for the previously issued treasury securities(principal) is 

expected to comprise 302.5 million GEL, while discount and coupon payments are envisaged to 

amount to 7.5 million GEL and 59.4 million GEL, respectively.  

Repayments/Servicing of Treasury securities for 2014  
  

  Principal  Discount  Coupon   

12-month treasury bills   132,574,926 7,425,074    

2-year treasury bonds  169,928,409 71,591 22,425,000  

5-year treasury bonds     26,521,600  

10-year treasury bonds     10,450,000  

Total:  302,503,335 7,496,665 59,396,600  

 

As for Repayment of liabilities (securities, other than shares), it refers to only  repayments of the 

principal of the government bonds for open market operations in amount of 35 million GEL annually 

as set out by the agreement between the Government of Georgia and the National Bank of Georgia on 

the securitization of the government debt to NBG. The abovementioned practice of accounting and 

reporting was also emphasized in the SAO report on the Government Report on state Budget 

Execution for 2012 and presented disclosures in the Draft Budget law as well as supplemental 

materials should be assessed positively. In particular, an explanatory note to the chapter IV of the 

state budget draft law as well as Supplementary Note on Public Debt enclosed to the Draft Law 
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79% 

21% 

External Public Debt Domestic Public Debt

disclose the existing reporting practice and envisaged amounts for treasury securities issuance and 

repayments. However, taking into account the deficiencies in classification of mentioned 

disbursements already underlined in the SAO report, to enhance transparency of the flows of 

budgetary resources, gross issuance and repayments of T-bills and bonds should be classified and 

reported as Incurrence and Repayment of Liabilities, respectively(thus, properly disclosed in the 

Balance of the State Budget).  

     Under the draft law, public debt limit is set out at the level of 9,977 million GEL by 2014, thus  

increasing from the current year level by 400 million GEL mainly attributed to the envisaged growth 

if the Incurrence of the domestic liabilities. However, with respect to Nominal GDP forecasts, the 

debt to GDP ratio is envisaged to fall from 33.4% to 32%. External public debt limit is defined at the 

level of 7,592.9 GEL, increasing from the current year level by 41 million GEL. But external debt to 

GDP ratio is expected to decrease from 26.3% to 24.1% (however, as debt ratios are calculated with 

respect to nominal GDP forecasts, the importance of the reasonability of the underlying 

macroeconomic assumptions should once again been emphasized).   

 

Due to the trends of the domestic liabilities as envisaged by the Draft Budget law for 2014, the 

composition of the Public Debt portfolio is also expected to change, in particular, the share of the 

public external debt is expected to decrease from 79% to 76% by 2014.  

  

   

 

 

 

2013.                                                                     

2014. 

28.8% 27.6% 26.3% 24.1% 

7.7% 7.3% 7.0% 7.6% 

2011 2012 2013p 2014p

Public Debt to GDP(%) 

External Public Debt Domestic Public Debt

76% 

24% 

External Public Debt Domestic Public Debt
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Furthermore, the draft law on state budget has been supplemented by the additional information on 

public debt. Namely, the supplemental information includes information on external public debt 

portfolio, including the portfolio structure by the interest rate type and denomination currency.  

Furthermore, it describes the sensitivity of public external debt service and payment expenses for 

2014 with respect to interest rate shocks (interest rate variations with ½ standard deviation interval is 

deemed as shock).The analysis is based on IMF framework for debt sustainability analysis. In case of 

the negative shock of the interest rate, impact on debt service and repayment expenses for 2014 is 

expected to amount to 34.3 million GEL.  

As indicated in the present information, “70% of the public external debt portfolio is comprised of 

loans with fixed interest rates thus enforcing sustainability of Georgia’s public external debt servicing 

parameters with respect to the exogenous fluctuations of interest rates and ensures maintenance of 

the debt servicing expenses at low and easily accessible levels”. However, it is advisable that the 

presented information included estimation of the other risks associated with the state debt, in 

particular, exchange rate risk estimation, the impact of which is especially significant taking into 

account that the bulk of the state debt (due to 2014 forecast indicators – 76%) is denominated in the 

foreign currency. Thereby, it is recommended to provide the impact of the above indicated risks over 

the state debt burden in the medium term period.  

In particular, according to the debt sustainability analysis by the International Monetary Fund10, 

taking into account the existing portfolio, the impact of the possible change of the interest rate over 

the state debt burden dynamics is relatively small (impact of the negative shock of the interest rate 

over the state debt burden for 2018 comprises approximately 4% of GDP).  

However, in the medium term period, changes in the discretional fiscal policy, in particular, the 

unexpected reduction of the initial balance of the budget, also, slow-down of the economic activity 

and change of the exchange rate are considered as the substantial risks. Particular negative shocks 

associated with the indicated factors may initiate the increase of the debt GDP ratio in by 8-13%.     

Thus, in order to provide the entire picture, on the one hand, the impact of the above indicated risks 

on the budget aggregates of the pending fiscal year should be taken into consideration, and on the 

other hand, the impact of all risk factors over the debt portfolio medium term sustainability should be 

analyzed.   

Fiscal Discipline  

As indicated in the BDD for 2014-2017, tasks of the fiscal policy over the referred period include 

diverting funds to the priority directions as determined by the government, also preserving the 

                                                           
10 „Georgia, 2013, article IV. Overview”. IMF mission report, August 26, 2013. Source: Official webpage of IMF    

http://www.imf.org/external/pubs/ft/scr/2013/cr13264.pdf Field Code Changed

http://www.imf.org/external/pubs/ft/scr/2013/cr13264.pdf
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budget deficit at the benchmark which facilitates the economic stability of the state. In the light of 

the fiscal discipline, “The Economic Freedom Act” approved by the Parliament in July 2011 is also 

noteworthy, which sets the targets for the key fiscal indicators for 2014 and afterwards11. In 

particular, budget deficit target for the consolidated budget of the general government12 is established 

below 3% of GDP.  Furthermore, total amount of budget expenses and acquisition of non-financial 

assets and public debt to GDP should not exceed 30% and 60%, respectively, for 2014 and afterwards. 

However, restriction on the public debt is not mandatory.  

According to the 2014 budget draft, reduction of the operational as well as the overall balance of the 

state budget is envisaged, that cannot be deemed as a desirable trend. Namely, as compared with the 

state budget law of the current year, it is projected to reduce the operational balance by 276.5 million 

GEL and its planned indicator is determined at -102.5 million GEL level. This bias is associated with 

the reduction of revenues of the state budget reflected in the nominal values (mainly attributed to the 

reduction of the grants proceeds) by about 43.7 million GEL, and to the parallel increase of the 

expenditures by 234 million GEL. Similarly, the indicator of the overall balance of the state budget is 

reduced at -690.2 million GEL level (as compared to the planned indicator of the current year the 

reduction amounts to 243.3 million GEL). In relation to the GDP, the anticipated dynamics of the 

operational and overall balance is presented on the diagram.  

 

 

Similarly, according to the Main Economic and Financial Indicators document enclosed to the budget 

draft, reduction of the operational/overall balance of consolidated budget by 2014 is anticipated in 

nominal value as well as in relation to GDP. In particular, the operational balance in relation with the 

GDP will be reduced from anticipated 3.9% in 2013 to 2.6% in 2014.  

                                                           
11 It is notable that the fiscal limits determined by the economic freedom act correspond to the EU integration 

criteria - so called Maastricht criteria.   
12

 General government includes both central government and local government 
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The overall balance of the consolidated budget of the general government is also expected to decrease 

from -1.9% of GDP to -2.8%, however projected balance complies with the 3% limit requirements 

outlined in the Economic Freedom Act. The budget expenses and acquisition of non-financial assets 

with respect to GDP amounts to 28.8% by 2014 and does not exceed 30%. However, it should also be 

underlined that the abovementioned coefficients are based on GDP forecasts that further emphasizes 

the significance of reasonable macroeconomic assumptions.  

In addition, further emphasis should be placed on peculiarities of budget deficit calculation. In 

particular, according to the IMF Government Finance Statistics Manual (GFSM) 1986, consolidated 

budget deficit of general government operations amounted to 3.6% and 2.9%, in 2011 and 2012 

respectively. Meanwhile, Budgetary Code of Georgia defines budget deficit as the overall balance of 

the budget while the budget law as well as the overall balance of the budget is calculated based on 

GFSM 2001. Considering the existing peculiarities, assessment of the medium term fiscal 

sustainability and compliance of the parameters envisaged by the budget draft with the established 

legislative requirements requires analysis of the dynamics of budget deficit measures calculated under 

the both classifications.  Therefore, especially taking into account that measures calculated under 

different classifications depict different pictures, explanatory note enclosed to the budget draft should 

provide complete information with this respect, thus  enabling the users of the information to 

properly analyze the envisaged budgetary aggregates in light of the fiscal limits and medium term 

fiscal sustainability of public finances.   
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Source: Official web page of the Ministry of Finance  

Besides, the need of improvement in fiscal statistics is noteworthy.  For example, while analyzing the 

budget deficit,   the impact of economic cycle is not taken into account at this stage; in particular, the 

deficit is not differentiated as cyclical and structural components. Structural deficit of the budget 

reflects the trends of the government’s discretionary fiscal policy excluding the economic activity 

cycle i.e. automatic fiscal stabilizers’ effect13 and attributes the formation of the negative overall 

balance of the budget to the economic activity cycle as well as to the fiscal policy of the government. 

Thus it represents one of the most important indicators to assess fiscal processes. According to the 

SAO’s estimation, it is necessary to pay attention to fiscal statistics step by step. For this reason, 

indicators given in the IMF manual and guide of Government Finance Statistics can be envisaged14. 

Program Format of the State budget     

Background  

           Reporting information about service delivery activities, achievements and/or outcomes during 

the reporting period together with the financial information is one of key prerequisite to the 

accountability of the government and economical, efficient and effectiveness use of budgetary 

resources. As outlined by the Conceptual Framework of the International Public Sector Accounting 

Standards (Service Delivery Achievements)15 , reporting such information is necessary for a public 

sector entity “to fully discharge its obligation to be accountable―that is, to account for, and justify 

the use of, the resources raised from, or on behalf of, constituents”. Furthermore, it facilitates better 

decision-making for the optimal allocation of budgetary resources to particular entities and programs 

as abovementioned decisions are made, at least in part, in response to information about service 

delivery achievements during the reporting period, and future service delivery objectives (The 

Conceptual Framework. IPSASB. 2.22-2.24).  

           The performance(program) budgeting and thus reporting on program outcomes and outputs by 

the spending agencies has recently been introduced in Georgia. Namely, the program format of the state 

budget was first prepared in 2012. Since 2012, the materials enclosed to the draft law on state budget 

include additional information on budget programs/sub-programs, planned outcomes/outputs and 

                                                           
13 Measurement of Structural balance requires calculation of the output gap and subsequently, estimation of the 

cyclical component of the budget balance by applying the elasticity of the budget balance to the output gap. The 
structural balance is the difference between the overall budget balance and the cyclical component of the budget 
balance.    

14 Using GFS for fiscal analysis. International Monetary Fund. Source: Official IMF webpage: 

http://www.imf.org/external/np/sta/gfsm/pdf/chapter4a.pdf 

15 The Conceptual Framework for General Purpose Financial Reporting by Public Sector Entities. The International 

Public Sector Accounting Standards Board (IPSASB). January 2013.  
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relevant peformance indicators (Budgetary Code of Georgia, Article 38). Preparation of the program 

annex  of the state budget is regulated by the Order of the Minister of Finance (N 385, July 8, 2011, 

Tbilisi) “On Approval of the Methodology of the Program Budget Preparation”. Taking into account the 

ongoing reform process and significance of the reform to the PFM system, analysis provided below 

aims, within the scope of the SAO mandate, at the assessment of the programme annex against the 

requirements set out in the methodology as well as compared to the programme format of the current 

year budget law. The review further includes analysis of the key aspects of the methodology in light of 

the international best practice, relevant aspects of which are provided as an annex.  

  

Program Annex of the Draft Budget  Law 

Program Annex of the proposed budget draft shows marked improvement compared to that of 

the current year budget law. However, apparent deficiencies can still be identified:  

 In a number of cases, outcome and output indicators are ranked inappropriately and the 

outcome indicators specified for the programmes replicate the output indicators for its sub-

programmes.  

For instance, the outcome indicators for Healthcare Program (program code 35 03) are specified as 

particular  output indicators (7 indicators) for its sub-programs which mainly deal with the quantity 

and quality of goods produced or services delivered, the number of programme beneficiaries etc.  The 

conceptual framework underpinning the existing program budget format implies specification of the 

sub-programmes aimed at the achievement of the outcomes of the umbrella program, thus, there is no 

need for such replication. The output indicators of the programme should include one or several 

effectiveness measures aimed at assessing the extent toward achievement of program outcomes(the 

results or impacts on the target group, community or the environment that the Government intends to 

achieve), which on its behalf, rely on the output measures for relevant sub-programs. Besides, proper 

ranking of the indicators will ensure that the number of indicators for a particular program-sub-

program will comply with the limit specified by the methodology (5). 

 Similarly, in a number of cases, output indicators does not allow for clear and straightforward 

interpretation of the program success/effectiveness.  

For instance, outcome of the healthcare and social security program for the employees of the 

Ministry of Defense of Georgia (29 03) is specified as “the effective system of military-medical and 

social protection, reduction of the instances of employees’ illness and length of the disability period”, 

while the outcome indicator is proposed as “the number of program service beneficiaries”. Decrease 

in the number of program beneficiaries can be attributed to the ineffectiveness of the program as well 

as to the fall in the illness cases as a result of the effective healthcare/social protection system. 

Accordingly, the abovementioned indicator alone cannot depict the complete picture of the 
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programme effectiveness. Similar deficiencies are identified for the program “Healthcare services to 

the employees of the Ministry of Internal Affairs (30 04)”.  

At the same time, the outputs presented for the number of subprograms and the respective indicators 

which should be specified ‘in concrete and measurable units, such as: the quantity of goods produced, 

the quality of service delivered, the number of beneficiaries and etc.” are general and rather respond 

to the definition of the program outcomes i.e. reflect “the desired impact/benefits for the society in 

general”.  

To depict the general picture of the indicators presented in the program annex, the State Audit Office 

has prepared the statistics summarizing the compliance of the indicators with the criteria outlined by 

the existing methodology. Despite the improvement of program annex of 2014 state budget draft 

compared to that of the current year, mentioned analysis does not detect marked progress. However, 

taking into account that methodology does not provide detailed explanations or examples, the 

mentioned assessment largely relies on the auditors’ subjective judgment. This, once again, points to 

the need to further elaborate on the requirements envisaged by the methodology.  

 

Summary statistics of the Outcome indicators in light with the criteria (year 2013-2014)  

 
Useful Result Oriented  

Clear and 

Measurable  

Relevant  and 

Achievable   
Comparable 

Meets 74.80% 96.60% 65.70% 88.70% 89.60% 

Does not meet 25.20% 3.40% 34.30% 11.30% 10.40% 

2013 

 

Useful Result Oriented  
Clear and 

Measurable  

Relevant  and 

Achievable   
Comparable 

 
Meets 62.00% 98.00% 56.00% 93.00% 80.00% 

Does not meet 38.00% 2.00% 44.00% 7.00% 20.00% 

2014 
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Summary statistics of the Outcome indicators in light with the criteria (year 2013 – 2014)   

 
Useful 

Result 

Oriented  

Clear and 

Measurable  

Relevant  and 

Achievable   
Comparable 

Meets 72.00% 93.90% 69.60% 87.60% 90.10% 

Does not meet 28.00% 6.10% 30.40% 12.40% 9.90% 

2013 

 Useful Result Oriented  
Clear and 

Measurable  

Relevant  and 

Achievable   
Comparable 

 
Meets 70.00% 99.00% 68.00% 98.00% 87.00% 

Does not meet 30.00% 1.00% 32.00% 2.00% 13.00% 

2014 

 

Legislative Background  

As mentioned earlier, preparation of the program format of the state budget is regulated by the Order of 

the Minister of Finance (N 385, dated July 8, 2011, Tbilisi) “On Approval of the Methodology of the 

Program Budget Preparation”. The proposed framework distinguishes between the indicators of 

program effectiveness (measuring the desired impact/benefits of the program on the society in 

general) and indicators measuring the deliverables – goods produced/services delivered by the specific 

activities whithin the scope of subprograms aimed at acheivement of the overall outcome of the 

program. Existing framework outlines the main components of the system:  

- Government medium-term priorities;  

- Programs/sub-programs of the spending agencies;  

- Objectives of the programs/subprograms and their respective outcomes/outputs; 

- Outcome/output indicators 

At the first level of the system, all programs within the scope of the government priorities are listed 

specifying respective sub-programs.  

At the second level of the system, outcomes of the programs are specified together with the information 

of the key activities to acheve the mentioned outcomes(within the “program descriptionm” field), as 

well as the respective outcome indicators (or Key performance Indicators).  
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At the third level of the system, the specific activities of the sub-programs, outputs (deliverables) and 

relevant output indicators are specified. Outputs, in contrast from the outcomes, represent the 

products gained as a result of exercising the particular sub-programs/measures in the framework of the 

program. Thereby, the outputs can be used to estimate the progress of achievement of overall outcomes.  

The existing methodology provides guidance on the components of the system. However, considering 

the fact that the introduction of the result-oriented budgeting is at the initial stages, methodology 

requires further refinement and include detailed and clear explanations, the necessity of which is also 

supported by the above-mentioned facts. In particular: it is recommended to provide the basic 

principles and relevant samples taking into account the international practice in order to properly 

formulate the program goals, outcomes and outputs; also already existing criteria of indicators should be 

revised and better explained,  thus enabling the spending establishments to develop the reasonable 

indicators for the outcomes as well as for the outputs of programs/subprograms and ensure timely and 

fair measurement of the results commensurate with these indicators.  

At first, it is recommended that the methodology provided more detailed description of the process 

for each step of formulating outcome, description of the program and indicators, which is not clearly 

stated yet. Namely, despite that the program outcomes, objectives and description are formulated 

simultaneously, it would be expedient to provide the sequence of respective steps in the guidelines, 

what on the other hand will ensure compatibility of the indicated process with the strategic planning 

of the establishments.   

Considering that the result oriented budgeting process is focused on the end results, at the initial 

stage the outcomes of the programs should be determined, which, according to the existing 

methodology represents the impact of the program implementation on welfare of the public or the 

target group.  At the subsequent level the measures to be implemented in the framework of the 

respective program of the spending establishment should be described and referenced in the 

appropriate field.  At the subsequent stage, for achievement of the outcomes of the program, the 

needed outputs in the scope of respective sub programs and the measures for achievement of the 

indicated outputs should be defined. For the detailed definition of the above mentioned process, the 

principles for development of each indicated component can be used, consistent with the 

international practice.   

As for the indicators, the methodology outlines the possible types of indicators. However, it is 

recommended, on one hand, to explain in detail what will be evaluated under each type of indicator 

with respective examples and on the other hand, taking into consideration the deficiencies detected 

in the practice, it is recommended to indicate which type of indicators will be relevant for evaluation 

of the outcomes and outputs separately. Namely, the methodology points out:   

- cost-bound indicators that assess the results of the program/sub-program in light of the 

associated costs;  
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- efficiency indicators provide information on expediency of the achieved result in relation 

with the expended resources;  

- effectiveness indicators evaluate the impact of the achieved result in relation with the pre-

existing situation.   

First, the difference between the cost-bound and efficiency indicators is not clear and the distinction 

should further be clarified.  

According to the methodology, cost-bound indicator estimates the achieved result in relation with 

expenses, while efficiency indicators estimate expediency of “expended resources” in relation with 

achieved outcomes/outputs. The ministry of finance should uniquely define, on one hand, what 

“expense” and “expended resources” mean and on the other hand, which indicator is related to the 

outcomes (that is more general) and which one to the outputs (concrete measurable product). This 

fact will imply to avoid ambiguities related to the terminology and the role of indicators will become 

unique and clear. To provide more clearance, it would be reasonable if the methodology included 

specific examples about the application of the above-mentioned indicators. Besides, while analyzing 

the above-mentioned three types of indicators one could make a parallel to estimation of the three 

principles (3E) of performance audit: effectiveness, efficiency and economy; thus, compatibility in 

terminology should be secured. In particular, based on the explanations that is given in the 

methodology, effectiveness indicators estimate at what extend the predefined objectives were 

fulfilled after the programs/subprograms were conducted considering quantitative and qualitative 

aspects. On the other hand, cost-bound indicators estimate the causality relation between 

outcomes/outputs and expended resources, expediency of expenses and they are less focused on 

predefined results.  The description of efficiency and cost-bounded indicators coincides with 

“efficiency” (that estimates whether expended resources could have been used in a way to achieve 

better results) and “economy” principles that are defined in the performance manual of the SAO. 

According to this manual, in order to estimate whether “efficiency” principle was secured, two 

indicators are suggested as examples. The first one measures average value of a product (the total 

value of outcomes/outputs that were produced within the scope of the program/subprogram divided 

by the total volume of outcome/output) and the other indicator estimates average quantity of 

products that were produced by each person that participated in the program.  

In addition, it is advisable to indicate which above described indicators is recommended to estimate 

the outcomes or outputs of the program. Depending on the specifics of the end results (their global 

and continuous nature) their performance indicators should be focused on program effectiveness 

(relation with outcome) rather than on efficiency or economy. The latter two aspects should be 

evaluated while estimating the outputs in the scope of the sub-program.  Also, it is advisable to 

indicate that in case the program does not include separate sub-program components, it is 

recommended that its performance indicators included the effectiveness (end result) indicator as well 
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as the efficiency and economy indicators, which will provide the overall picture of the program 

development.   

In addition,   those basic criteria provided in the methodology and, which should be met by the 

performance indicators, require aditional definition. In particlar, according to the methodology while 

developing the performance indicator, it should be envisaged that they should be: useful, result 

oriented; explicit and measurable; consistent and achievable; and comparative.   

With regard to definition and explanation of the criteria, it is recommended to specify certain 

aspects:   

First of all, it is recommended that one criterion evaluated one respective measurement of the 

indicator and two conceptually different criteria should not be merged and transformed into one 

criterion.  In particular, the criterion determined by the program budget methodology – explicit and 

measurable - easily comprehensible language to allow all stakeholders  understand, use it  and estimate 

the achieved results -  depending on its description and contents, should be developed as two 

independent criteria separately. Explicit means the indicator, which is understandable for the 

stakeholder and which allows for unambiguous interpretation. Measurable implies the indicator, 

which allows measuring results and comparing them in a different time frame. These criteria are 

separately addressed by the SMART criteria system commonly used by the international best 

practice.   

Similar rationale can be replicated for the criterion “consistent and achievable”. According to the 

methodology, this indicator is construed as follows: “the indicator should be selected commensurate 

with the anticipated outcome, should be measuring it adequately and should be realistic in order to 

prevent extremely optimistic or extremely pessimistic evaluation of the anticipated result”. 

Meanwhile, there is a separate independent criterion – the result oriented criterion, according to 

which the indicator “should be expressing the relation with the predefined result” and is actually 

replicating the consistency criterion according to which the indicator should be consistent with the 

outcome that is to be evaluated (“indicator should be selected commensurate with the anticipated 

result”). Thus, on one hand, it is advisable to merge consistent and result-oriented criteria into one 

criterion, and on the other hand, develop the criterion of achievability as a separate criterion.   

Thereby, while forming the system of criteria it is advisable to properly rank the criteria, since in a 

number of cases the prerequisite of meeting one criterion is the satisfaction of several other 

independent criteria, which complicates the development process of indicators. Namely, the criterion 

of usefulness as described in the methodology to certain extent includes the consistency/result 

oriented criteria, as long as it is impossible that an indicator “should be providing the policy makers 

with the rational and valuable information” unless it is estimating the significant outcome of the 

program. Also, for the purpose to meet the usefulness criterion, it is necessary that the indicator is 

understandable to the stakeholders, which per se implies the clarity. Similarly, measurability 
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criterion of the indicator, per international practice implies expression of the results in the 

quantitative indicators and also the possibility of comparing the results in different time frame; 

hence, to certain extent it includes comparability criterion (“should allow evaluation of the achieved 

results in different time frame”).   

In addition, while forming the criteria, it is noteworthy that compatibility with different criteria is 

specific based on the types of results. In particular, considering the fact that outcomes carry more 

general attribute according to the methodology and they reflect the impact on the society or on the 

targeted group, the indicators estimating outcomes may be difficult to measure. The fact that the 

same criteria for indicators refers to both (output and outcome) indicators, in a number of cases, 

implies the outcome indicators  that should be measuring outputs (product, the quantity of 

beneficiaries) in their sense. Similarly, considering the fact that outcomes are assigned to be achieved 

in the long run period and outputs should be achieved in specific time frame (budgetary year), it is 

difficult to refer target value to outcomes; however, it would be reasonable if output indicators 

contained target values.  

Taking the above stated into the consideration, it is recommended to revise the system of those 

criteria which will be used to evaluate the indicators. In addition, for all criteria it is important to 

develop the detailed guidelines to clarify what will be evaluated by each of them and which 

requirements should be satisfied by the indicator to meet the defined criteria. Various systems of the 

criteria for performance indicators adopted under the international practice are provided in the 

annex.   

 


