
Audit on the Financial Management
of Local Governments of Korea

Board of Audit and Inspection of Korea
Nanjing, China, 

July. 2016

Annual Meeting of WGPD



1 Financial Management of 
Local Governments

2 Abstract of the Audit

Contents

3 Results of the Audit



Financial Management
Of Local Governments



Current Status of Gov’t Debt(2014)
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Class. Size (trillion won) As a % of GDP

 Public Sector Debt (A+B+C) 957.3 64.5

A. General Government Debt(a+b+c) 620.6 41.8

a. Central Government 569.3 38.3

b. Local Government 58.6 4.0

c. Inter-governmental Transaction -7.3 -0.5

B. Non-financial Public Corporation (a+b+c) 408.5 27.5

a. Public Corporation (Central) 366.3 24.7

b. Public Corporation (Local) 49.4 3.3

c. Internal Transaction -7.2 -0.5

C. Internal Transaction 
(btw. general gov’t and non-financial public corporations)

-71.7 -4.8

The consolidated public sector debt-to-GDP ratio

stood at 64.5%



[Table 1] Conceptual Division
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Debt statistics compiled as “D1, D2, and D3” 
by concept and managed separately

National Debt

(D1)

Central and local 

gov’ts
accounts & funds

National Finance Act

Cash basis

National  
expenditure mgmt. 

framework

General Gov’t

Debt(D2)

D1 
+ non-profit public 

organization

Int’l  Guidelines(IMF)

Accrual basis

Inter-country 
comparison

for fiscal soundness

Public Sector 

Debt(D3)

D2 
+ non-financial 

public corporation

Int’l  Guidelines(IMF)

Accrual basis

fiscal health check 
for  the public 

sector 



Current Status of Gov’t Debt(2014)

6

Class. 2013(As a % 
of GDP)

2014 (As 
a % of GDP)

Rate of 
change

 Public Sector Debt (A+B+C) 898.7(62.9%) 957.3(64.5%) 1.6%p

A. General Government Debt(a+b+c) 565.6(39.6%) 620.6(41.8%) 2.2%p

a. Central Government 522.5(36.6%) 569.3(38.3%) 1.7%p

b. Local Government 54.6(3.8%) 58.6(3.9%) 0.1%p

c. Inter-governmental Transaction -11.5(-0.8%) -7.3(-0.4%) -

B. Non-financial Public Corporation (a+b+c) 406.5(28.5%) 408.5(27.5%) -1.0%p

a. Public Corporation (Central) 362.0(25.3%) 366.3(24.7%) -0.6%p

b. Public Corporation (Local) 50.9(3.6%) 49.4(3.3%) -0.3%p

c. Internal Transaction -6.4(-0.4%) -7.2(-0.5%) -

C. Internal Transaction 
(btw. general gov’t and non-financial public corporations)

-73.4(-5.2%) -71.7(-4.8%) -

The debt to GDP ratio increased by 1.6%p from the year before, 

while its rate of change decreased. (3.3%p → 1.6%p)

(Unit : trillion won, %)



Government Debt Control System

Central 

Government

• Ministry of 

Strategy and 

Finance 

(MoSF)                 

Local 

Government

• Ministry of 

the Interior 

(MOI)

Local 

education 

• Ministry of 

Education 

(MOE)



Current Status of Local Government Finance 

 243 general offices(17 metropolitan units and 226 basic units),

17 educational offices

 Revenue sources : Local government bonds, 

Independent sources(local taxes, non-tax revenues),

Dependent sources(local subsidies, subsidies from the national treasury) 

Classification 2012 Ratio(%) 2013 Ratio(%)

Local Taxes 53.8 35.6 53.7 34.3

Non-tax Revenue 32.1 21.3 33.4 21.3

Bond 3.9 2.6 4.1 2.6

Local Subsidy 29.2 19.3 31.4 20.0

Subsidy from Nat’l Treasury 32.0 21.2 34.2 21.8

Total 151.0 100.0 156.8 100.0

(Unit : trillion won)

< Budget of local governments by Revenue sources>



Process of Local Finance Management

Formulation of medium-term local 
government finance plan

Investment appraisal

Budget formulation

Budget decision

Settlement approval

Financial analysis, financial 
examination and early warning 

system for fiscal crisis

- Establishment of a 5-year financial plan before 

budget planning

-Reviews on the feasibility of the projects with a 

certain amount of budget or more  

- Local subsidy, Subsidy from national Treasury, 

Approval of issue of local government bond

- Reports to the Ministry of the Interior (by the 

municipal and provincial authorities)

- Reports to the Ministry of the Interior 

- Used for analyzing and diagnosing the state of 

local finances

- Analysis of the soundness and efficiency of the 

local finances, and seeking measures to make the 

state of local finances healthy

Guidelines for Budgeting and 
Spending Ceilings

- Establishment of the standard for local government 

budget management and a plan for fund management 



Abstract of the Audit



Abstract of the Audit

Background

 For 20 years since the introduction of local autonomy selected by popular 

votes, the budgets of local authorities had increased from 47 trillion KRW in 

1995 to 173 trillion KRW in 2015. 

 However, there are concerns about the deterioration of the soundness of 

local finances due to too many populist projects. In addition, there have 

been changes to the environments of public finance with an increased 

demand for welfare and insufficient tax income. 

- Continuing increases of the local government debt 

(53.7 trillion KRW in 2012 → 58.6 trillion KRW in 2014)

<Causes of the Deterioration of Local Financial Soundness>

- Financial dependency on the central government’s budgetary support: 

the dependence of local authorities on their own tax income was estimated at 54.9% in 

2015.  

- Unreasonable populist projects based on public pledges 



Abstract of the Audit

Viewpoint

 Legitimacy of the major projects conducted by the local authorities including  

publicly pledged policies

 Appropriateness of their management of accounting such as budget 

planning and balance settlement 

 Appropriateness of the related schemes including those for the 

management of local government bonds

Objective

 To enhance the accountability of the chiefs of local authorities and the 

soundness of local finances



Results of the Audit



(1) Concealment of the Fiscal Deficit with 
Accounting Fraud

Audit Findings

Recommendation

 City A was requested to impose a disciplinary action on the related officials and disclose 

the accounting fraud to the public. 

 The Ministry of the Interior(MOI) was notified to prepare proper counter measures 

against the local governments’ accounting frauds. 

 City A formulated a revised supplementary budget for FY 2011 with 35 billion KRW 

of an estimated tax income. However, that amount was not actually collected.

- Instead, the City rigged the balance for FY 2011 with 50 billion KRW of the tax income 

for FY 2012

- From FY 2011 to FY 2013, a total amount of 112.6 billion KRW had been manipulated.

 In addition, the funds on 5 special accounts had been transferred to the general 

accounts from FY 2011 to FY 2014 and executed as general expenses. After all, the 

total amount that was not reimbursed amounted to 61.2 billion KRW. 

As a result, they evaded of taking the measure for improving the financial soundness.



(2) Negligence of Legal Procedures for Local 
Investment Appraisal 

Audit Findings

Recommendation

 When City B carried out a pilot project for ecological traffic system including “no-traffic 

days,”

- The project budget was increased enormously from 3.2 billion KRW → 16.2 billion KRW 

after an investment  appraisal of its superior authority (Gyeonggi Provincial Government).

 It is provided that when the budget of a project increases by more than 50%, a 

reappraisal of the Ministry of the Interior is required. However, the project was executed 

without any further reappraisal procedure.

 The Minister of the Interior was notified on the matter to take proper measures 

including the reduction of local subsidies to City B. 

* Other than that, there were cases where a local government stood security for debt 

without any decision of the concerned local council.



(3) Insufficient Management on Debt Guarantee 
of Local government(1/2)

Audit Findings

 It is necessary to manage the state of debt guarantee of the local 

governments in consideration of their financial status and the scale of debt.

- However, the Ministry of the Interior (MOI) did not set an upper limit for local 

authorities on the scale of debt guarantee and could not even figure out the current 

state of the local authorities’ guaranteed debt. 

* According to the BAI’s audit result, the debt guarantee of the local authorities  

amounted to 4.4 trillion KRW as of April 2013. 

- Moreover, unlike for other public projects, there were not  any proper procedures of 

appraisal for the investments based on the local governments’ debt guarantee.

 As a result, there was a growing concern on possible fiscal crises for the local 

governments when the guaranteed debt become realized, 

- while some local authorities stood security for the debt of more than 20% of their 

annual budget.



(3) Insufficient Management on Debt Guarantee 
of Local government(2/2)

Recommendation

 The Ministry of the Interior was recommended to set a maximum amount of guaranteed 

debt for local governments on an annual basis considering their financial status  and to 

prepare a standard for the management of guaranteed investment projects.  



(4) Strengthening the Accountability of the Local 
Governments’ Heads

Audit Findings

Recommendation

 A chief of local government and a CEO of a local non-profit public government were 

found out to have unfairly granted favors to certain individuals (by giving groundless 

directions to purchase certain products, or allowing the exemption to pay the interest 

rates on outstanding balances for the sale of land without any decision of the 

concerned local councils).  

 The BAI sent a report on the local government chiefs to the Prosecutors’ Office for 

the breach of trust and made a notification for compensation according to Articles 

382 para.3 and 399 of the “Commercial Act.”

For the purpose of strengthening the accountability of the local governments, it is 

meaningful to hold the accused local government chief and a CEO of a local non-

profit public corporation civilly and criminally responsible for the financial damage to 

their institutions. 



Thank You


