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An Introduction to CNAO's Audits of Government Debts 

Government debts are a common phenomenon in modern market economies. 
Moderate indebtedness plays a positive role in boosting economic and social 
development, however, over-indebtedness has adverse impacts on society and 
economy and poses financial risks. As economic security is fundamental to national 
security, the National Audit Office of China (CNAO) has always regarded the 
maintenance of economic security as one of its key responsibilities, by disclosing 
risks in economic operations and monitoring economic growth. I want to take this 
opportunity to introduce to you the practices and features of CNAO's audits of 
government debts.  

I. Continued follow-up audits of government debts 

Since 2010, CNAO has carried out government debts audits of various scopes every 
year. It is especially worth mentioning that in 2011, CNAO organized 41,300 auditors 
from audit offices at various levels around China and audited all government debts at 
the provincial, city and county levels. Also, in 2013, CNAO organized 54,400 
auditors to audit government debts at the central government, 31 provincial 
governments, 5 cities with independent budgetary status, 391 cities, 2,778 counties 
and 33,091 townships. Through continued follow-up audits of government debts, 
CNAO has revealed the reality of debts and changes in debt scope, exposed problems 
and risks in debt management, and put forward audit recommendations, to strengthen 
management, make systemic improvements and accelerate reform.  

II. Definitions of the scope and types of government debts 

CNAO broken down government debts into three categories according to the different 
payment and legal obligations held by governments and with reference to 
international practices: first, debts with a direct government obligation to pay back, 
namely, debts to be paid back with public funds, which is government debts in a strict 
sense; second, debts with a government guarantee, namely debts guaranteed by 
governments so that if the debtor defaults, governments shall bear the joint liability; 
third, debts that government may offer bailout aids, i.e. governments are not held for 
any contractual obligations, however, if the debt default might occur to the debtor, 
local governments might need to provide financial assistance. The latter two kinds of 
debts should be paid back by debtors with their own revenues, and normally do not 
require government repayment, and thus are contingent government debts.  
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In line with the principle of prudence, classification of government debts covers not 
only government debts but also contingent government debts, which are potential 
liabilities with much uncertainty. We also noted that the sovereign debts of some 
countries merely contain, in our definitions, "debts with a direct government 
obligation to pay back", while excluding contingent liabilities. Therefore, when 
people analyze China's government debts, they should not use the simple sum of the 
three types of debts.  

III. Selection of indicators to assess debt risks 

At present, there are no uniform criteria for the assessment of government debt 
burdens. Taking into consideration China's public finance, economy and society and 
making reference to the common practices of certain countries and international 
organizations, CNAO has developed a set of criteria and standards for evaluating debt 
risks, which fits China's national conditions.  

i. Debt to GDP ration, which refers to year-end debt balance to GDP ratio, measures 
the dependency of economic growth to government borrowing. Internationally, debt 
ratio of 60% as specified by the Maastricht Treaty is usually considered the standard 
reference value for debt risk control.  

ii. Foreign debt to GDP ratio, which means the year-end government external debt 
to GDP ratio, evaluates the dependency of economic growth to government overseas 
debt. Its standard reference value is 20%.  

iii. Debt ratio, which is the year-end debt balance to national financial resources of 
the same year, assesses the debt scale. Its standard reference value as determined by 
the International Monetary Fund (IMF) is between 90% and 150%.  

iv. Overdue debt ratio refers to the percentage of year-end overdue debt balance to 
year-end debt balance, which reflects the proportion of debt repayable that cannot be 
repaid.  

One thing worth mentioning is that when government debt risks of a certain country 
is evaluated, multiple factors should be taken into account, including its economic 
development, growth prospects, debt characteristics, debt management and risk 
control, despite the aforementioned risk indicators, so as to make an overall and 
objective assessment of government debt risks.   
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IV. Carefully designed organization and implementation 

CNAO adopts a series of measures to enhance audit organization, communication, 
coordination and process control, to ensure audit quality. During the 2013 nationwide 
government debt audit, we took the following measures.  

First, the audit had one leadership, one audit plan, one set of standards and principles 
and one audit report, as prescribed by the State Council. The CNAO set up a task 
force for the audit, with Mr. LIU Jiayi, Auditor General of China as the team leader 
and competent auditors from various departments and offices as members, to take 
responsibility of audit management, coordination and data review and consolidation.  

Second, the audit made sure that the accounts, people and materials were examined, 
and each debt and each item were inspected. During the audit, verification of the 2.45 
million debts were made with the creditors, debtor and other relevant people and 
agencies, the corresponding accounts, certificates, tables, documents, agreements and 
contracts were also examined, together with relevant projects, constructions and funds, 
so as to confirm the authenticity, completeness and compliance of debts.   

Third, during the audit, auditors at higher levels inspected debts of governments at 
lower levels, and cross inspections were conducted. Departmental at CNAO 
headquarters and its offices located at the ministries audited central government debts, 
CNAO regional offices were in charge of auditing debts of the provinces, provincial 
capital cities and some districts and counties, whereas local audit offices, under the 
leadership of CNAO, audited other cities and counties following the principle of 
hierarchical and cross auditing. That way, CNAO not only consolidated the resources 
of audit offices across China effectively, but also guaranteed the independence of 
auditing.  

Fourth, advanced information technologies were applied during the audit. A 
nationwide audit command and project management platform was established, to give 
instructions, answer questions, share experiences and exchange information and 
documents. Moreover, CNAO developed a data verification tool with automatic 
checks and alarms, to assure the quality of data input at various audit sites. A national 
debt database was also set up to summarize the audit results of all audit teams, which 
contained data analysis systems and analytical models. It not only enhanced the IT 
application to data consolidation and analysis during the nationwide debt audit, but 
also boosted the relevant efficiency greatly.  
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V. Announcement of audit findings 

CNAO has always adhered to the principle of openness and transparency, and 
announced the results of each audit fully, authentically and objectively. In such audit 
announcements, we publicize not only measures of debt management and their effects, 
debt amount and structure and debt conditions, but also the outstanding issues in 
government debt management and audit recommendations. The following 
conclusions can be drawn from the audit findings of CNAO's nationwide 
government debt audit in 2013.  

First, debts have played a positive role in promoting development. Nowadays, China's 
economy and society are developing rapidly, and lack funds in projects including 
infrastructure and those relating to people's livelihood. Public funds cannot meet such 
demands. The audit discovered that 87% of local government debts flew to 
infrastructure and non-profit sectors such as urban construction, land purchase, 
transportation, government-subsidized housing, education, science, culture and health, 
agriculture, forestry and water resources, as well as ecological development, while 
other debts went to industry, resources and etc. The inflow of debt capital has played 
a significant role in boosting social and economic development, accelerating 
infrastructure construction, improving people's livelihood and protecting the 
environment, and turned into enormous quality assets, generating benefits in economy, 
society and ecology.  

Second, the overall risks of China's government debts are under control. Judging from 
risk control indicators, as of the end of 2012, debt (with a direct government 
obligation to pay back) to GDP ratio was 36.74%. Furthermore, if we convert debts 
with a government guarantee and debts that government may offer bailout aids at 
19.13% and 14.64% respectively, which were the highest percentages of actual 
repayment by public funds since 2007, the total debt to GDP ratio was at 39.43%, 
lower than the 60% standard reference value for debt risk control that are generally 
accepted worldwide. Also, the foreign debt to GP ratio was 0.91%, much lower than 
the 20% standard reference value. The debt (with a direct government obligation to 
pay back) ratio was 105.66%, and the two categories of contingent debts were at 
113.41% (calculated at 19.13% and 14.64% respectively), which are within the IMF 
standard reference value of 90 to 150%. Hence, the three types of debts were all at 
relatively low levels. From the perspective of China's economic development, our 
government debts have been formed over the years and debt balance will be repaid 
gradually in a long period of time. Although China's economic growth has somewhat 
slowed down at present, it will still maintain a relatively high speed, thus providing 
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essential safeguard to debt repayment with smooth and relatively fast growth. In the 
light of the relationship between government debts and government assets, 
China's government debts have mainly been used for infrastructure and non-profit 
areas such as urban construction, land purchase, transportation, 
government-subsidized housing, education, science, culture and health, agriculture, 
forestry and water resources, as well as ecological development, which has generated 
quality assets as guarantee for repayment. Therefore, China's government debt risks 
are controllable overall.  

Third, the audit has revealed certain problems in government debt management. For 
instance, debts with a direct local government obligation to pay back were growing 
rapidly, some localities and industries were heavily burdened with debts, local 
government debts had high reliance on land revenue, and some localities and 
institutions had irregularities in financing and the use of government debt capital. To 
address those problems, we put forward audit recommendations to competent 
departments and local governments, including setting up proper mechanisms for local 
government borrowings and financing, and improving the management system of 
government debts; establishing the accountability system of local government debt 
management; further shifting government functions, and steadily accelerating 
systemic reforms of investment, financing, public finance and taxation; and, 
strengthening mechanisms of early warning and emergency management of debt risks, 
to resolve existing debts properly and guard against debt risks.  

VI. Outcomes of CNAO audits 

Government of various levels have attached great importance to the audit findings, 
and taken measures to step up management and improve systems. After the 2013 
nationwide government debt audit, competent departments and local governments 
adopted measures to correct the problems identified through auditing. For example, 
China's Central Economic Work Conference listed "the prevention and control of debt 
risks" as one of the six major tasks for China's economy in 2014; CPC's Organization 
Department also issued a circular to make government debts a key indicator in the 
performance evaluation of local government officials, to strengthen the examination, 
auditing and accountability of government borrowings in their tenures; the 2014 
revisions made to the Budget Law stipulated explicitly on local government lending; 
the State Council issued Opinions on Strengthening the Management of Local 
Government Debts and Decisions on Advancing the Reform of Budget Management 
System, to regulate local government debt management and prevent and eliminating 
financial risks.  
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CNAO's audits of government debts have exerted a profound impact on public debt 
management, and played its role in promoting national government through auditing. 
CNAO will stay committed to the establishment of a standard, transparent and 
effective public debt management system. We highly value the platform the 
INTOSAI Working Group on Public Debt has established, learn from the experiences 
of various countries in public debt management, and share our practices with our 
counterparts.  

Thank you for your attention.  

 


