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I. A Summary of Chinese Public Debt and the 
Role of the CNAO in Public Debt 
Managementummary of Chinese Public Debt and 
the Role of the CNAO in Public Debt Management 

 

 Before the reform and opening-up, the Chinese government adopted 
the fiscal policy featured “zero foreign and domestic debt”. 

       

 In 1981, the central government of China started to introduce the 
concept of government debt with the issuance of treasury bonds. 
Meanwhile, the Chinese government also started to make borrowing 
from international financial organizations like the World Bank. 

 

 China's public debts have played an important, positive role in 
promoting economic development. 
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Central government debts 

   1. mainly consists of national debt, loans from international financial 

institutions, foreign government loans and sovereign bonds issued 

overseas and denominated in foreign currencies;  

   2. are issued and managed by the Ministry of Finance, and governed 

by the strict budgetary control under comprehensive systems and 

regulations with higher transparency. 

   3. As of the end of 2011, the total outstanding central government 

debt was RMB 7.20 trillion, including outstanding foreign debt of 

RMB 63.371 billion (the 2012 year-end data will be available at the 

end of June 2013). 

1. A Summary of Chinese Public Debts 
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Local government debts 

 According to the present Budget Law of the People’s Republic of 

China and Guarantee Law of the People's Republic of China, the 

budgets of local governments shall not contain deficit, nor do they 

raise funds in form of direct borrowing or be guarantors for the 

debtors. 

 In recent years, China's local economy is undergoing rapid changes, 

and their demand for funds need to be met. 

 Many local governments circumvent the legal restrictions and turned 

to Local Government Financing Vehicles (LGFVs) or by other 

measures to take on debt in a disguised form, resulting in a sharp 

increase of other forms of local government debt. 

1. A Summary of Chinese Public Debts 
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2. The CNAO Continuously Paying Attention 
to Public Debt 

 

 (1) Audit the management and use of national and foreign debts. 

 

 (2) With great attention paid to local government debt, the CNAO is 

one of the authorities who make the earliest warning to the State 

Council and the National People’s Congress on the risk of local 

government debt. 

 

 (3) CNAO requires that other types of audits must take account of 

various forms of public debts. 
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II. An Introduction to the Audit of Local 

Government Debts Nationwide in 2011 

 

1. Clear Audit Objectives 

Five-fold objectives 

 First, classifying local government debt by differing liabilities;  

 Second, detailing the size, structure and development trend of local 

government debt for each government level and year;  

 Third, analyzing the ability to serve the debt and revealing the 

potential risks;  

 Fourth, disclosing and reporting the prominent problems in the debt 

management; and  

 Fifth, analyzing main causes of debt and making suggestions on 

strengthening the debt management, mitigating and preventing risks. 
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2. Rational Classification of local government debt by Differing 

Liabilities 

 

 First, debts with a direct government obligation to pay back; 

            

 Second, debts with a government guarantee; and   

 

 Third, other government-related debts (debts with a potential 

government obligation). 

 

II. An Introduction to the Audit of Local 

Government Debts Nationwide in 2011 
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2. Rational Classification of local 
government debt by Differing Liabilities 

 

 First, debts with a direct government obligation to pay back 

            

        Debts borrowed by local governments or government departments 

and to be paid back with government. 
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 Second, debts with government guarantee 

 

           Debts guaranteed or counter-guaranteed by local governments 

but not to be paid back with government revenues. For this type of 

debt, local governments, as the guarantors, were not liable for 

performing the debt directly, but if the debtor defaults, shall perform 

the debts or bear the joint liability according to the agreement, which 

constitutes ‘contingent liabilities’ of the government.  

           

 

2. Rational Classification of local 
government debt by Differing Liabilities 
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 Third, other government-related debts (debts with a potential 

government obligation) 

 

         Debts borrowed by enterprises or public institutions for the non-

profit projects and not guaranteed by local governments which were 

to be paid back by the revenues generated by the debtor or from the 

projects. For this type of debt, local governments were not liable for 

performing the debt directly, but if the debtor defaults, shall perform 

the debts or bear the joint liability according to the agreement. 

2. Rational Classification of local 
government debt by Differing Liabilities 
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 The staff of government audit 

offices nationwide at various 

levels totals 80,000, among 

which 41,300 worked for the 

audit in question. 

3. Huge Input of Audit Resources with 
Extensive Audit Scope 

41,300 auditors
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The audit covered: 

 

 31 provinces (autonomous regions and municipalities directly under 

the central government), 5 cities with independent budgetary status, 

392 cities and 2,779 counties, 

 25,000 strong government departments and institutions, 6,576 

LGFVs, 54,000 other institutions,  

 over 370,000 projects, and  

 1.87 million debts that were verified by each item 

 

 

3. Huge Input of Audit Resources with 
Extensive Audit Scope 
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 First, CNAO and local audit offices established a Task Force to lead 

the audit over local government debt nationwide.  

 

 Second, auditors at higher levels inspect debts of governments at 

lower levels, and cross inspection was also adopted, which 

guarantees the independence of auditing.  

 

 Third, training on the audit topic was highly emphasized. 

4. Elaborate Management and 
Implementation 
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 Fourth, CNAO implemented real-time management of the whole 

audit process, and clarified doubts and questions and correct 

deviations incurred in the audit process in a timely manner.  

 

 Fifth, guidance on field auditing was reinforced. Teams headed by 

leaders of audit institutions at various levels or experts were 

dispatched for investigation and supervision. 

 

4. Elaborate Management and 
Implementation 
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 First, a dynamic interacting information platform was established to 

realize real-time, interactive communication between the CNAO task 

force and the field audit sites to ensure the efficiency and 

effectiveness of unified management.  

 

 Second, a number of audit applications for data verification were 

developed, while debts databases, data analysis systems and 

analysis models were also established, to ensure that audit data 

were recorded, totaled and analyzed in an IT environment, resulting 

in a full set of complete, accurate and reliable audit data. 

5. Make Full Use of the Advanced 
Information Technology 
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1. Fully Identify the Status of Local Government Debts 

2. Reflect Objectively the Positive Role of Local Government Debt 

3. Disclose Objectively the Risks of Local Government Debt 

4. Make Constructive Proposals on Preventing Debt Default Risks 

and Strengthening Debt Management 

5. Provide Strong Support for Public Debt Management 

III. Results of the Audit of Local Government 

Debts Nationwide in 2011 
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 As of the end of 2010, the total outstanding local government debt 

stood at RMB 10.72 trillion. 

 

1. Fully Identify the Status of Local 
Government Debts 

Profile of local gov debt nationwide 

 Type B 

RMB 2.33 tr 
21.80% 

 Type A 
RMB 6.71 tr 

62.62% 

  Type C 
RMB 167 tr 

15.58% 
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 The bank loans were the main source of local government debts. 

By the end of 2010, among the total outstanding local government 

debts, 79% was in the form of bank loans. 

1. Fully Identify the Status of Local 
Government Debts 

Bank loan

RMB

8.47tr

79%

other

sources

21%
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           As of the end of 2010, RMB 9.61 trillion of the outstanding local 

government debts has been spent by local governments, among 

which  

 61.86% was used to finance transportation, municipal infrastructure 

and energy development, 

 10.62% for land purchase and reserve, 

 14.31% for people’s livelihood such as education, medical care, 

science and culture, low-income housing, agriculture, forestry and 

water conservation, 

 4.18% for energy conservation, emission reduction, ecological 

development and industrial development, and  

  9.03% for other areas. 

 

1. Fully Identify the Status of Local 
Government Debts 
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 First, the use of local government debt in financing and accelerating 

the construction of infrastructure and municipal facilities projects has 

produced a large number of high-quality assets, and laid a 

foundation for the sustainable economic and social development of 

China.  

 Second, it provides an important support for the improvement of 

people's livelihood and eco-environmental protection and promotes 

the eco-environmental development and transformation of the 

pattern of economic development. 

 Third, it provides financial support for coping with financial crisis and 

natural disasters. 

2. Objectively Reflect the Positive Role of 
Local Government Debt 
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 First, the overall debt burden was not heavy. 

 

 Second, the ratios of overdue debts in the contingent debts and 

other government-related debts were not high. 

 

 Third, the maturity profile of local government debts is relatively 

evenly distributed in years onward. 

3. Objectively Disclose the Risks of Local 
Government Debt 
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     Indeed some individual localities and institutions may be faced 

with crippling debt burdens and potential risk of debt default.  

 

 As of the end of 2010, for 78 cities and 99 counties, the ratio of debt 

with direct obligation to repay to financial resources of local 

governments is higher than 100%.  

 Some LGFVs are running with a loss.  

 Some localities have been relying mainly on land sale revenues to 

perform the debt repayment.  

3. Objectively Disclose the Risks of Local 
Government Debt 
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 First, the outstanding debt should be actively and prudently dealt 

with on the merits of each case.  

 Second, the LGFVs should be further straightened out and 

standardized and the act of providing guarantee in violation of laws 

or regulations by local governments should be strictly prohibited.  

 Third, a standardized financing mechanism through debts by local 

governments should be established and a dynamic supervision for 

all dimensions of local government debts should be realized. 

4. Make Constructive Proposals on Preventing 
Debt Default Risks and Strengthening Debt 
Management 
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 The State Council, the Standing Committee of the National People’s 

Congress and local governments attach great importance to the 

audit findings and adopted the audit recommendations.  

 The central departments and local governments have taken various 

measures to deal with existing debts and manage new debts 

rigorously; in the meantime, LGFVs were standardized and financial 

regulation strengthened. 

 The Ministry of Finance has launched systems and measures to 

further reinforce debt management.  

 Various local governments have issued systems on the 

management of local government debts, early warning on risks and 

sinking fund reserve, and clarified that debts are under the 

centralized management of the financial sector. 

 

5. Provide Strong Support for Public Debt 
Management 
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 CNAO has responded to the public concerns through auditing, and 

produced a significant and far-reaching impact on public debt 

management in China, which has given full play to the role of SAIs 

in improving national governance.  

 CNAO is fully aware of the fact that China‘s public debt 

management is confronted by numerous risks and challenges。 

Conclusion 
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 CNAO will continue its efforts to establish a standard, transparent 

and effective system of public debt  management.  

 

 CNAO will make full use of various INTOSAI platforms including the 

Working Group on Public Debt, learn from the extensive 

experiences of different countries in public debt auditing, explore 

new approaches and new territories, and strive for better results in 

auditing. 

Conclusion 
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Thank you! 


