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Preface
The project “Managing Public Investments at Municipal Level in Georgia” was jointly implemented 
in 2011–2012 by NISPAcee (The Network of Institutes and Schools of Public Administration in Cen-
tral and Eastern Europe) and NALAG (The National Association of Local Authorities of Georgia) 
with the support of Slovak Aid – the Slovak Agency for International Development Cooperation. 
The aim of the project was to support effective management of public finances at the municipal level.

Legislation is permanently amended in this field and different innovations are being introdu-
ced. Therefore, the training of local officials is of significant importance. More than 120 local officials 
were trained within the framework of this project on the following topics: Public Procurement, 
Programme Budgeting and Public investment.

It is hoped that this manual will serve as a guide for local public servants and financial officers 
to share successful European experiences, practices and modern approaches.

I would like to express my gratitude to the Slovak Experts, Georgian colleagues and Slovak 
People whose support made the successful implementation of this project possible. And finally, I 
would like to emphasise the contribution made by Ms. Mzia Mikeladze whose invaluable efforts 
resulted in the successful implementation of the project. Unfortunately, she passed away and was 
unable to take part in the completion of this guide. Her untimely death grieved not only us, but the 
whole of Georgia.

David Melua
Executive Director

National Association of Local Authorities of Georgia
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Preface

This manual is the final product of the project “Managing Public Investments at the Municipal Level 
in Georgia” implemented in 2010–2012 and financially supported by SlovakAid – the Slovak Agency 
for International Development Cooperation. It is available in Georgian and English. The manual is 
part of the project dissemination strategy, fostering project sustainability. It aims to become a useful 
tool, transferring the knowledge and experience accumulated during its implementation in local 
governments of Georgia.

The manual was prepared through the joint efforts of both the Slovak and Georgian experts 
involved in the project. On the Slovak side, NISPAcee (Ludmila Gajdosova – Executive Director 
and Elena Zakova – Project Manager), decided to use experts from Matej Bel University in Banska 
Bystrica to draft its basic structure – Peter Kristofik, Hussam Musa and Peter Pisar. On the Georgian 
side, experts from NALAG (David Melua and Akaki Dzagania), experts from ISET (Mzia Mikela-
dze, Irakli Khmaladze, Lasha Labadze, Grigol Modebadze, Maya Grigolia and Maka Chitanava) and 
representatives of local governments (Levan Urushadze, Ivane Jorjoliani, Ekaterine Berishvili and 
Kakha Gurgenidze) helped to finalise the contents of the manual by adapting it to local legislation 
and local conditions. Thanks to all for their effective contributions.

We would like to dedicate this manual to the memory of Ms. Mzia Mikeladze whose invaluable 
efforts helped us in its development. We are all deeply grieved as she passed away in the final phase 
of the project and we really miss her.

The manual is based on general theoretical knowledge, European practice and on the current 
Georgian legislation and situation in three core areas of training – public procurement, programme 
budgeting and investing.

The manual can be used as part of their professional development strategy by all local govern-
ments in Georgia, as the principal beneficiaries of the Project, but also public officials representing 
all other public authorities in Georgia, and by any other person interested in the topics included.

It is very important to understand that the manual does not replace any official legal and in-
formative documents of the Republic of Georgia. The manual is merely a tool, explaining different 
provisions of the law, and facilitating access to examples of good practice and key practical issues 
associated with the implementation of three complicated tasks of local governments – procurement, 
budget preparation and investing.

The manual is structured in chapters and sub-chapters, beginning with general remarks and 
ending with concrete tools and practical navigations. It focuses on three selected core areas of local 
public financial management – public investments project appraisal (including elements from pro-
ject management), programme performance budgeting and public procurement. This selection of 
core themes is based on the current needs in Georgia, selected by the project team on the training 
needs assessment performed at the beginning of the project. The appendices of the manual include 
more detailed guiding principles for leading the training courses developed within the project. We 
believe it will be a useful tool for Georgian trainers in their future implementation of training cour-
ses throughout the different regions and municipalities in Georgia.

Please do not forget that public financial management is not only about applying the official 
regulations; it is mainly a way of thinking. Hence, if you wish to become a good specialist, you not 
only have to know the legal provisions, but also understand them.

Last but not least, please do not forget that laws are changing, both in Georgia and in the Eu-
ropean Union ! If you want to be a good specialist you must stay connected to this changing reality.

Keep learning !
Juraj Nemec 

NISPAcee Leading Project Expert 
Matej Bel University Banska Bystrica, Slovakia
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Chapter I. – Public Investment Project Appraisal

1.1 Introduction

Project appraisal is typically performed by financial institutions, government departments and 
others, prior to making loans, equity finance or grants to project-implementing entities. There are 
many well-known approaches to project appraisal. For example, central government may, from time 
to time, establish procedures for the examination of potential projects for the purpose of making 
federal grants for investment projects to be implemented by local governments.

Currently, there is no legal provision to carry out a project appraisal at any level of the public 
sector in Georgia. The municipalities lack the human resources to provide investment appraisal 
themselves to utilise the municipality-owned resources. In the regional development strategy re-
commendations for the years 2011–2017, it was underlined that the regional administration and 
local governments have a minor role in developing investment projects and attracting foreign in-
vestments, which makes it impossible to stimulate economic processes. Currently, they have neither 
the adequate resources to carry out these activities, nor a well formulated and unambiguous legal 
authority.

All investment projects in Georgia are mostly coordinated / conducted either by the Georgia Re-
gional Development Fund or by the Municipal Development Fund.

The Regional Development Fund focuses on long-term growth-oriented investments in growing 
and dynamic small and medium-size enterprises (SMEs) operating principally in the regions bey-
ond Tbilisi. Within the framework of the Regional Development Fund, investment projects can be 
initiated and submitted by the executive authorities of the Central Government, the State Attorney 
– Governor and local authorities, as well as foreign investors and local enterprises, who are willing to 
co-finance projects and are ready to make some commitments. The Fund has developed a Regional 
Development Plan where the target sectors are prioritised. Local authorities determine the priority 
tasks of regional development and the role of investment in resolving these problems, but this is 
not based on some comprehensive analysis. Additionally, some local governments are not actively 
engaged in this process and they are not the initiators of the investment projects. Decisions on most 
public investments are centralised.

The main objectives of the Municipal Development Fund are to support the strengthening of 
the institutional and financial capacity of local government units, invest financial resources in local 
infrastructure and services and improve, on a sustainable basis, the primary economic and social 
services for local communities. The decision-making process of project implementation is based on 
the municipality type. Today, MDF classifies municipalities into two groups, those who are able to 
co-finance projects and the others. In both cases, MDF conducts the investment appraisal itself and 
local government is not involved in this process.

A principal role of project appraisal is to protect the interests of investors. In an integrated 
system of governance, it is also concerned with the overall economy, efficiency and effectiveness of 
projects, in serving the common good.

Although project appraisal might be carried out by investors, lenders and grantors, the institu-
tion bearing the major risk is usually the implementing entity itself. If a project is inadequately or in-
competently designed, implemented or operated, the entity risks financial loss, a waste of economic 
resources, failure to provide the intended services and potential political embarrassment.

Thus, although project appraisal can be seen as an independent assessment by outside obser-
vers, it must also be regarded as an activity to be performed by internal specialists, to protect the 
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interests of the entity. Internal project appraisal is also implicit in the preparation of applications 
for grants, loans or other capital funding, because the questions posed by project financiers are also 
those which the project entity should be asking itself.

Project appraisal may appear to be a rigid and specific process, whereby feasibility studies are 
performed and then designs are prepared, before an appraisal takes place. Indeed, this is often part 
of the formal process, because one cannot efficiently appraise something that is not prepared to a 
reasonably advanced stage.

There is, however, something of a dilemma here. Project preparation, analysis and appraisals 
consume time, money, and resources, before anything begins to be built. Sometimes, for this reason, 
as well as because of political and other pressures, appraisal is seen as a delaying or limiting function, 
possibly leading to the curtailment or abandonment of popular schemes. At the same time, failu-
re to appreciate the full financial, economic and other factors involved is not very sensible, useful 
or economically efficient. There is at least one other dilemma. Accountants and financial analysts, 
however professionally competent, do not usually build projects. These are usually derived from a 
political, administrative or commercial vision, coupled with the leadership and dedication of a few 
key people. Furthermore, however well a project is appraised, no-one really knows for certain how it 
will eventually turn out. Indeed, even if a project bankrupts the initial investors, it might sometimes 
be a contribution to posterity, useful and successful over the very long term.

There is a consequence of all this for project designers and implementers. First, although they 
will not necessarily understand the detailed techniques of project appraisal, they must learn to open 
and to sustain meaningful conversations with those who do. Second, their design work must be 
carried out within a mental background of concern as to potential costs and financing. They should 
bear in mind that the higher the cost, or the more uncertain the financing, the less likely it is that 
the project will ever be implemented. Their designs will, therefore, be largely wasted, except for the 
learning process that can be assumed to be implicit in all meaningful work. With these concerns 
understood, the project appraisal process will be described as if performed by an independent team 
of professionals, either within the project implementing entity or from outside.

1.2 Economic aspects of investment projects’ appraisal

Implementation of an investment project demands a good deal of prior planning and investigation, 
before any physical or contractual commitments can be undertaken. This is because projects, once 
started, are difficult to curtail. Furthermore, because projects tend to be large and long-lasting, bad 
choices can have serious financial and economic consequences. In particular, resources will be used 
up (or tied up) which might have been put to better use.

Most public sector investment projects will not have the primary purpose of earning revenue. 
Indeed, there is sometimes misplaced prioritisation of projects that may be capable of earning reve-
nue, over those of more social or indirect economic benefit. This can result in the implementation 
of otherwise low-priority projects, just to generate revenues. However, these revenues often prove 
inadequate to cover the capital and recurrent costs1, let alone provide a surplus for other services.

The problems of choice are often exacerbated by inadequate accounting systems. Since pub-
lic sector accounting systems are often cash-based, they will typically provide only crude financial 
information on which to base decisions. Furthermore, the complex nature of inter-governmental 
financial relationships will often focus attention on where the financing will be coming from, rather 
than how it will be used. Fundamental to public sector investment is the question of whether a 
project will provide or enhance a needed service. Revenue- earning potential is usually secondary, 

1 Under many accounting systems currently in use, some costs may not appear, especially those pertaining to the use or cost of capital.
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although this must be taken into account in the financial and economic analysis. Put very simply, key 
factors in judging the viability of a proposed public sector project are:

(a) Sensibility - does it make sense ? and
(b) Feasibility - will it work ?

Judgments must be made with reference to (a) political, (b) legal, (c) economic, (d) financial, (e) 
social, (f) commercial, (g) technical, (h) environmental and (i) institutional consequences.

a) Political Feasibility
However appropriate a project may be from other points of view, it needs to be consistent with na-
tional and / or local government policy. A project that is essentially out of tune with political reality 
is virtually doomed from the start. For example, for public bodies to propose investment in com-
mercial ventures when the prevailing political climate favours privatisation is not very sensible. If 
government policy is towards upgrading less-developed areas, better-off locations should not expect 
much priority.

A project that does not meet sound economic, financial, technical or other criteria may some-
times be carried out for purely political reasons. Suppose a proposed road construction project is 
much less economically and financially attractive, or much more technically difficult, than another 
by an alternative route, nonetheless, if the proposal is strongly supported by a key group of political 
supporters, or perhaps offers significant military advantages, it may well be chosen instead of the 
otherwise more attractive alternative.

b) Legal Feasibility
Clearly, a project cannot be considered if it is against the law. Where governments, local authorities 
and other bodies operate under legislation, this must require or allow the project activity. It could also 
be that whilst the proposed project itself is legal, intended funding sources or revenue- generation 
may not be. For example, the borrowing of money, the levy of a tax or even budgetary appropriation 
may all be constrained by statutory or administrative law. The law must also be considered (and, 
more importantly, adhered to) relative to contracting, employment, land acquisition, easements, 
industrial safety, and many other aspects of project implementation and subsequent management.

c) Economic Feasibility
A basic premise of project analysis, one that is especially emphasised by experienced institutions, is 
economic viability. Will the economic benefits of the project, overall, outweigh the economic costs 
of its implementation and operation ? Easy to assert, but often difficult to determine, these concepts 
have been subject to discussion and argument among economists and other professionals. The prin-
cipal concerns are how to accurately assess the financial costs and benefits and how to evaluate those 
of a non-financial nature.

However, the value of economic analysis rests not only upon the accuracy of conclusions (which 
are often dubious), but also in the rigour of the analysis leading up to them. The mere process of 
carrying out such an analysis will often force attention on important matters which might otherwise 
be overlooked – or perhaps, by some, deliberately ignored ! Furthermore, problems of inaccuracy 
of data are often mitigated if economic analysis is used for comparison among choices. A common 
example would be a search for a least-cost feasible solution, where the data for each of the choices, 
though different, might well be all biased in the same direction.

The fact that complete accuracy is not possible is not an excuse for ignoring economic reality. 
Conversely, there is a serious danger of being carried away by the attraction of numbers and formu-
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lae, to the exclusion of common sense. A most important factor in such analysis is that it focuses 
attention upon the economic effect on society as a whole, not merely on the implementing entity.

Economic analysis is usually carried out in constant prices (i.e. inflation is ignored) because 
it is concerned not with money, but with the real value of goods and services that money will buy. 
There is, however, a danger in this. Such a procedure is only truly credible if all inflationary costs are 
estimated to increase at the same rate. This might well not be so, especially in some economically 
depressed areas, where there may be shortages of construction inputs engendering high prices for 
these, coupled with high unemployment, resulting in low wages.

Take, for example, a capital construction project for (say) housing, public utility (e.g. water 
and transport) services or urban development, where costs are to be recovered from future service 
charges, property sales, rents or taxes. A relative shortage of capital inputs and their growing real 
costs, especially if imported from elsewhere in the economy, may well bring about price increases 
which are significantly in excess of increases in personal incomes – held down by unemployment. 
Yet it will be these personal incomes – falling in relative terms – from which costs must, eventually, 
be recovered.

Economic analysis also makes the very bold assumption that all other things remain unchan-
ged – which, of course, is rarely true. Furthermore, it does not begin to address the administrative 
and political problems of adjusting tax-bases, tax rates and utility charges, which, though economic 
in origin will affect the financial analysis (see below). This, in turn, will often have serious political 
consequences.

To illustrate the principles of economic analysis, consider a greatly simplified, but obvious 
example, of a road improvement project2. To highlight the principles, without becoming bogged 
down in computational problems, the numbers, money values and time periods used will not be 
particularly realistic. The purpose is to illustrate an overall financial and economic strategy.

Consideration will be given to a simple but typical project to be executed by a local government 
entity. This will be the upgrading of a road, perhaps by widening it or improving the surface or load-
-bearing capacity. It will be assumed that the road is used, almost exclusively, for the transport of 
commodities to the market for sale. Assuming an average unit of local production and transport is 
represented by a “widget,” the commerce relating to the road could be simulated as follows:

Cost and profit to producer of one widget = €100
Cost of vehicle for one return journey to market, carrying 100 widgets = €20,000
Transport cost per widget = (€20,000 / 100) = €200
The minimum sale price in the retail market = €(100 + 200) = €300

Assume the road is in poor condition and carries 500 vehicles per day. A proposed project 
to reconstruct the road is estimated to cost €500 million and will last for about 5 years. After that, 
another major reconstruction will be necessary. During the five-year period, €18 million per year 
will be required for maintenance.

However, the improvement in driving conditions is estimated to cut vehicle-operating costs 
by 5 %. Thus, each widget would cost only €190 for transport and thus sell for a minimum of €290. 
This would be a saving of €10 per widget, €1,000 per truckload per day. This totals a daily saving of 
€500,000 per day for the 500 trucks. If there were 300 working days per year, the total saving would 
be €150 million.

2 One should not be deterred by, or disdainful of, the simplicity of the illustration. Many lessons may be learned from it.
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The net annual economic benefit would be (€ m):
Savings in marketing costs 150
Less annual road maintenance costs 18
 –––
 132

Assuming the original capital cost (€500 million) was borrowed at a real cost of 10 %3 (i.e. with 
inflation ignored) the annual debt service, over 5 years would be almost exactly €132 million. Thus, at a 
10 % interest (or discount) rate, economic costs would be covered by economic benefits. As economists 
say, the project would have an “economic rate of return” of 10 %. This is a very simple example of the 
discounted cash-flow technique (DCF), commonly used in economic analysis. The more usual and 
formal way of setting out the discounted cash-flow statement in this case would be (millions of Euros):

 Year Gross Gross Discount Discounted Discounted
 Cost Benefit Factor Cost Benefit
  € €  € €

0 500 – 1.00000 500 –
1 18 150 .90909 16 136
2 18 150 .82645 15 124
3 18 150 .75131 14 113
4 18 150 .68301 12 102
5 18 150 .62092 11 93
 ––– –––  ––– –––
 590 750  568 568

Clearly, to the government, local authority or public utility, there will have been an initial fi-
nancial outlay of €500 million, followed by an outlay of €18 million per year (ignoring inflation) 
with no direct revenue, unless tolls are levied. It is, indeed, a financial loss, which must be covered 
by taxation. However, there would be a real net economic benefit. This could be greater than first 
indicated, because the lower price might well result in more widgets being sold. Moreover, the lower 
costs of travel would likely attract more road users, thus increasing their economic benefits4.

Market forces would probably operate so that every party - manufacturer, transporter, retailer 
and final consumer - would all share the benefits. Additional economic benefits would probably 
accrue to other road users, in both the public and private sectors. In principle, there would also be 
an opportunity for a local government to increase property taxes or business taxes, if levied. More 
likely, and somewhat perversely from the viewpoint of a local government entity, a property tax or 
business tax increase would, almost certainly, not occur. Increases in income or business profits wo-
uld likely result in larger tax revenue to the national (or state) government through higher income or 
corporation taxes. This serves to illustrate two main points. First, local tax revenues are not particu-
larly buoyant with respect to improved economic activity – even where a local government authority 

3 When compared with the nominal rates of interest for project financing, shown later in the text, this might not necessarily be a 
realistic assumption. In principle, the market rate of interest is the real rate, adjusted upwards for inflation. There are many factors, 
however, which influence both real and nominal interest rates, not reflected here. Therefore, 10 % is used for simplicity, following 
oft-used practices of international entities. It also avoids complicating the calculations.

4 Unfortunately, additional road users will also add to the operation and maintenance costs of the road. Thus, as new users cannot be 
excluded, other than by tolls or deteriorating user costs for their own vehicles, there may yet be a net economic loss from the “new 
user” component. This is partly because the costs which users impose on other users (such as pollution, congestion or physical and 
personal hazard) do not influence their own behaviour (except to the extent that they rebound onto themselves !). They are, thus, 
referred to as “externalities.” To impose these costs with impunity makes one a “free-rider !”.
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(as in this example) has played the major role (and incurred almost the total cost) in stimulating it. 
Second, economic analysis, as already indicated, is indifferent as to where the benefits fall within the 
economy as a whole.

Economics, though claiming to seek aggregate and overall economic efficiency of resource use, 
do not particularly care who is helped and who is hurt ! It is also indifferent as to where, in the public 
sector, the necessary tax revenues may best be realised. Indeed, taxes are not a measure of benefits at 
all. They arise from political decisions by governments, to appropriate money for public use.

All of the above analysis, therefore, assumes that the road reconstruction is carried out at the 
least economic cost for the nation or community as a whole. It thus assumes an economically opti-
mal use of local labour, materials, services and equipment, relative to that which could come from 
other areas of the country or abroad5.

d) Financial Feasibility
Economic analysis, whilst necessary, is not, by itself, sufficient. Because the economic costs and 
benefits do not necessarily accrue to a single entity, such as a local government authority, an econo-
mically sound project may still subject the public sector to severe financial stress. Furthermore, in-
flation affects money values much more than economic values. So, a financial analysis must also be 
undertaken. First, there must be an assurance that funds will be available for the investment. Second, 
the financial outcome of the investment must be manageable, by the authorities concerned, taking 
account of administrative constraints.

Continue the example of the road improvement, estimated to cost €500 million. Assume there 
to be a federal government grant for 20 % of the total (€100 million) and that the remainder will be 
financed as follows:

 €(m)
State Government (Subsidised) Loan (6 %) 50
Local Government’s own Capital Fund (currently invested at 5 %) 50
Bond Issue (8 %) 300
 –––
 €400

Arbitrary assumptions will be made about the breakdown of various project expenditure cate-
gories. Annual inflation will be assumed at 4 %, applied to the maintenance costs.

The 6 % loan from the state government is assumed to be repaid by the annuity (level payment) 
method, over 5 years6. A €50 million loan, repaid by this method, would require an annual level 
payment of €11.87 million. The amortisation schedule would be as follows:

YEAR ANNUITY INTEREST PRINCIPAL AMORTISATION BALANCE OUTSTANDING

0
1
2
3
4
5

€m
0

11.87
11.87
11.87
11.87
11.87

€m
0

3.00
2.47
1.90
1.31
0.67

€m
0

8.87
9.40
9.97
10.56
11.20

€m
50.00
41.13
31.73
21.76
11.20

0

5 It is not always the case that local (or even national domestic) inputs are the least economic cost. Foreign goods and services may some-
times be more economically priced or more efficiently operated. That is one reason for the efficacy of international competitive bidding.

6 This method of amortisation is similar to a house mortgage.
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The withdrawal of €50m from the capital fund, depriving it of interest earnings, is analogous to 
a loan. It is assumed that the withdrawal is replenished annually, by a €10 million contribution for 
each of the five years. The 5 % loss of interest is analogous to interest on a loan. It reduces annually as 
the fund is replenished7. The capital fund replenishment Table would be as follows:

YEAR CAPITAL FUND
REPLENISHMENT

INTEREST
FOREGONE

OUTSTANDING
WITHDRAWAL

0
1
2
3
4
5

€m
0

10.00
10.00
10.00
10.00
10.00

€m
0

2.50
2.00
1.50
1.00
0.50

€m
50.00
40.00
30.00
20.00
10.00

0

The bonds are assumed to be issued at par and redeemed at maturity from an accumulating 
sinking fund, invested in trustee securities8 at a (conservatively estimated) interest rate of 5 %. Inte-
rest on the bonds is assumed to be paid annually9, at the “coupon” rate of 8 %. Each annual interest 
payment would thus be 8 % of €300 million, equalling €24 million. The sinking fund Table would be 
as follows:

YEAR SINKING FUND
CONTRIBUTION

INVESTMENT
INTEREST

ACCUMULATED
BALANCE

0
1
2
3
4
5

€m
0

54.29
54.29
54.29
54.29
54.29

€m
0
0

2.71
5.57
8.56
11.70

€m
0

54.29
111.30
171.16
234.01
300.00

Clearly, the additional tax burden would be significant. Also, at the time of the next reconstruc-
tion, in year 6, project costs might have increased by 4 % per annum, compounded, to over €544 mil-
lion. It would require new grant and loan finance. However, the local government would have paid 
off all of its debt, with interest, on the earlier construction project. It would also have replaced its 
capital fund, reimbursing the interest lost by the withdrawal. Thus, its new debt-incurring capacity 
would be very credible. It would likely get a good credit rating for new loans.

This illustrates another aspect of project planning. Once a commitment is made to invest in an 
asset, there is an implicit commitment to continue to operate, maintain and renew it. Assets cannot 
be viewed in isolation, but as part of an expanded service.

Project financial analysis should, as illustrated, lead to forecasts of the incremental cash flows 
necessary to sustain operations. However, the cash flows resulting from the project will be mer-
ged with the overall general cash flows of the government or project entity. Thus, an overall funds 
shortage could mean a cutback of maintenance or default on debt-service. Either of these would 

7 A project may not always be required to repay (or to pay interest on) capital fund withdrawals. This depends on financial policies. 
Nonetheless, in economic terms, there will be such a cost somewhere in the system. It is just a question of which account (or who in 
the economy) will bear it !

8 Laws in many countries require that public funds required for special purposes be invested in safe funds, such as national government 
bonds. These are sometimes known as “trustee” securities, to emphasise the nature of the public trust assumed by the investors.

9 This is for simplicity of understanding. Bond interest is more usually paid half-yearly. Repayment methods are usually also more 
complex, sometimes exceedingly so, but these do not affect the basic principles.
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have serious consequences. For example, staff might get paid only at the expense of deteriorating 
infrastructure and loss of creditworthiness.

A simplified financial analysis of cash flows (in €millions) might show:

Yr.1 Yr.2 Yr.3 Yr.4 Yr.5 Yr.6
FUNDS 
REQUIREMENTS:
Capital costs

Land
Civil Works
Equipment
Materials
Administration

Maintenance:
Contractors
Direct Service
Supervision

Debt‑service:
State Government:

Interest (6 %)
Amortisation

Bonds:
Interest (8 %)
Sinking Fund (5 %)

Capital fund:
Interest loss (5 %)
Replenishment

TOTALS

€m

50
200
75
150
25

–––
500

€m

11
6
1

3
9

24
54

3
10
–––
121

€m

11
6
1

3
9

24
54

2
10
–––
120

€m

12
6
1

2
10

24
54

2
10
–––
121

€m

12
7
1

1
11

24
54

1
10
–––
121

€m

13
7
1

1
11

24
54

1
10
–––
122

FUNDS SOURCES:
Federal Grant
State Loan
Capital Fund
Bond Issue
Local taxes, other local 
re‑venues or government 
grants

TOTALS

100
50
50
300

 
 

–––
500

 
 

121
–––
121

 
 

120
–––
120

 
 

121
–––
121

 
 

121
–––
121

 
 

122
–––
122

The annual tax burdens might be reduced or eliminated by the use of up-front user contribu-
tions or other financing techniques. For example, it is quite common, when roads are first upgraded, 
to levy frontage charges on the properties abutting the road, in recognition of the benefit deemed 
to be derived from improved access. However, in the case illustrated, the main beneficiaries would 
likely be the manufacturers of (and customers for) widgets. The manufacturing or marketing faci-
lities might not adjoin the road at all. Furthermore, the frontagers might not derive much benefit, 
at least in the short run. Thus, unless the beneficiaries can be readily identified — perhaps easier in 
this simplistic example than in real situations — local or national taxes, coupled with appropriate 
revenue-sharing, may represent the only feasible way of sharing the cost burden among the local, 
regional or national communities.

Provision in the financial analysis is made for some of the annual expenditures to be covered 
by grants, from higher (state or federal) levels of government. The details are not addressed, as these 
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would be derived from state or national government policy decisions, as well as from political ne-
gotiations.

e) Social Feasibility
Many projects, especially those for health and education, are intended to promote social benefits. 
There will also be social costs. The likely social costs and benefits, intended or otherwise, must be 
taken into account and quantified as far as possible, before a project is started.

Consideration of social benefits can well influence policy decisions on whether, or how, to 
carry out a project. Take, for example, a situation where the road construction project produced 
benefits for only four years. Its rate of return would then be lower than the cost of capital and thus 
would be rejected on economic grounds. However, it might be that the road, in addition to carrying 
commercial traffic, provided access to a hospital, school or national park. These, largely un-quanti-
fiable benefits might be judged adequate to still justify the project.

Sometimes roads (and other transport systems) are redesigned, diverted or prioritised in the 
investment programme to serve projects that are basically private but which are claimed to provide 
local social or economic benefits. This has been especially true for such items as convention centres, 
theme parks and sports stadiums. The issues of who “benefits” and who “bears the costs” of (margi-
nal) public expenditures are often complex and contentious. Moreover, they are political, sometimes 
constituting significant parts of election platforms. Economic, social and financial issues are then 
sometimes downplayed, distorted or ignored.

f) Commercial Feasibility
For every project, including the one in the example, there will be a variety of commercial activities 
to be considered. Principal among these will be:
a) procurement of goods and services within the country and (sometimes) abroad;
b) civil works contracting;
c) cash management and other banking transactions;
d) recruitment and employment of labour forces; and
e) availability of utility services such as electricity, water, and telephones.

g) Technical Feasibility
Clearly, every project must be technically feasible. This normally involves feasibility studies and 
appraisal by engineers and specialists in the type of project being implemented. It is essential that 
technical feasibility be directed towards determining the least (economic) cost feasible solution to 
the problem addressed. This requires that the project be examined with respect to its complete life 
cycle, including construction, acquisition, operation, maintenance and even final disposal10. This 
will attempt to ensure the use of materials, standards, and technologies which are the most appro-
priate for local circumstances.

There is obviously a direct relationship between technical feasibility on the one hand and eco-
nomic and financial feasibility on the other. If a project is over-designed, from a technical perspecti-
ve, it is very likely to cost more to construct and to maintain, without adding significantly to the eco-
nomic (or other) benefits. An otherwise economically sound project may thus become uneconomic 
and also load unnecessary financial burdens on the taxpaying or fee-paying public. Additionally, if 
usage is intended to be encouraged, perhaps for economic or social reasons, higher prices will pre-
vent this from happening.

10 For example, mechanical plant may need to be dismantled and scrapped; waste disposal sites made safe for future use.
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h) Institutional Feasibility
Whenever a project is implemented, its purpose is to give a service. This cannot be done if the insti-
tution responsible for that service is inadequate or incompetent. It must have the necessary staff, of 
adequate quality, with materials and equipment complementary to those provided under the project.

Institutional proficiency therefore, demands sound policies, adequate resources, sensible orga-
nisation, proper motivation, and all necessary skills. These are required within the entity itself and 
also in the public and administrative environment within which it operates.

i) Environmental Feasibility
Increasing attention is paid to the environmental impact of projects. This is especially true with res-
pect to any perceived potential for a project to pollute the environment, either physically or aesthe-
tically. Sometimes the impacts are clear, demanding remedies which can be built into the project 
construction and operation. Often, however, environmental concerns are complex and contentious, 
typically becoming political issues. For example, it might be easy to reach agreement that a poten-
tially polluting factory should be built only on condition that it includes specific safeguards. It is 
much more difficult to substantiate a claim that (say) an area of natural beauty or part of the national 
heritage, will be significantly damaged, desecrated, lost or destroyed by a development project. This 
is especially true if the project can only be made “profitable” – or generates positive economic “be-
nefits” – if environmental costs or remedies are ignored.

Environmental concerns create a significant linkage to project financing. For example, where 
external costs are deemed created, as in the case of the polluting factory, planning approvals may 
include conditionality for environmental safeguards. They may also require the construction by a 
project owner, at his own expense, of mitigating facilities. Alternatively, they may limit the otherwise 
fuller use of the property for its intended purpose. Finally, planning conditionality might impose 
development charges upon the owners, intended to compensate for environmental (and other) costs 
that might otherwise have to be borne as a public cost.

These matters are especially contentious, as they affect the issue of private property rights, as 
against concerns for the public good. Cases before the courts have produced several fine distinctions 
as to what degrees of interference will be permitted to public regulating authorities.

1.3 Cost Estimates

Before a project can be considered, cost estimates must be prepared. In the example of the road im-
provement, two simplifying assumptions were used. First, the project was considered to have been 
provided all at once. Second, no provision was included for cost overruns. Both assumptions are 
unrealistic.

Assume, instead, that another project – for (say) roads, housing or water supply – is initially 
intended to be implemented over two years. Preparation of cost estimates would include:
a) basic costs;
b) provision for time delay;
c) provision for unforeseen work (physical contingency);
d) provision for price changes (price or financial contingency); and,
e) provision for financing the project until it is disposed of or brought into use.

Provision for a time delay will be made by assuming a longer implementation period. Assume 
this to be three years, instead of two. The remaining adjustments will be numerical, incorporated 
into the cost table which follows (all in millions of Euros):
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ITEM
TOTAL 

ESTIMATED 
COST

YEAR 1 YEAR 2 YEAR 3

Land
Civil Works
Equipment & Materials

Sub‑total
Engineering & Supervision
Administration

Net Base Cost
Physical Contingency

Gross Base Cost
Price Contingency

Gross Cost
Interest During Construction

Total Financing

25
225
200
–––
450
75
25
–––
550
55
–––
605
34
–––
639
82
–––
721

======

25
75
80
–––
180
25
10
–––
215
21
–––
236
5

–––
241
10
–––
231

=====

–
100
60
–––
160
25
10
–––
195
20
–––
215
13
–––
228
28
–––
256

=====

–
50
60
–––
110
25
5

–––
140
14
–––
154
16
–––
170
44
–––
214

=====

Land costs have been included in the first year, although these may have been incurred before 
the project’s physical works begin. The purchase, appropriation or other acquisition of land (or of 
easements or rights through, over or under land) will be a factor in almost every project for public 
infrastructure development. Even where land is already in the possession of the public sector, its 
appropriation away from another purpose represents a real economic cost, which should be allowed 
and accounted for. It should be included, for example, in the economic analysis, as well as the cost 
estimates and financing plan11.

In addition to the basic costs of civil works and equipment, the project will incur costs of engi-
neering services, typically for feasibility studies, design, preparation of contract documents, super-
vision of procurement, construction and handover, together with regular measurements of progress 
for interim payments.

Provision will also be required for the administrative overheads – such as legal, financial and 
general administration. In the example, the costs of the latter have been skewed somewhat towards 
the earlier phases, as would usually be the case in practice.

Provision for unforeseen work has been set, year by year, at 10 % of net base costs. When these 
are added in, the result is a total estimated cost, in constant prices – ignoring inflation and financing 
costs. It is this cost which would normally form the basis of the economic analysis. This is because 
it represents the project cost in constant prices and also because the financing aspects are imputed 
from the discounted cash flow methodology.

Added to the base costs would then be a provision for inflation. The example assumes inflation 
to be 4 % p.a. In the absence of specific information, a common simplifying assumption is that ex-
penditures will occur regularly throughout each year, so that, on average, all expenditure is deemed 
to occur on the middle day of each year – July 2. By this date, one-half of the expected inflation is 
assumed to have occurred, so provision is made in each of the successive years for 1 / 2, 1–1 / 2 and 

11 If best practices of public sector accounting are followed, it is also appropriate for land transfers between funds and / or uses to be 
accounted for, usually at current market values.
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2–1 / 2 years of inflation, respectively. After adding the provision for inflation – the price contingen-
cies – the result is an estimated gross project cost.

In this example, as with all development projects, there is a time period between the first in-
currence of expenditure and the time that the assets come into operation, or are disposed of, by sale 
or otherwise. They may, as in the case of a water supply or urban transit system, be brought into 
operation to earn revenue. Alternatively, as with roads, for example, they may perform non-revenue-
-earning public services. Disposal of the assets may be by sales, as with sites or houses, or they may 
be handed over to the entity responsible for their public use. In all of these circumstances, interest 
will be payable, during the construction period, on any loans raised to finance construction.

The financial, economic and pricing implications of interest during construction are important 
and complex. For example, all the costs of the above project are assumed to have been financed by 
an 8 % bank loan, with an open line of credit. This is quite typical for construction finance, which 
would later be repaid either from sale proceeds or from the raising of longer-term finance, such as a 
bond issue for public works.

As with the adjustments for inflation, expenditure is assumed to have taken place on the mid-
dle day of each year, with the loan to finance it raised on the same day. This then compensates for the 
earlier and later payments during the year, which are assumed to balance each other out.

1.4 The Management Cycle and the Project Cycle

The cycle’s methodology may be used in managing programmes both of a national horizontal natu-
re (e.g. environmental protection) and of a local sectoral nature (e.g. providing a water supply and 
sewage services).

A management cycle is applied in the policy creation and in the operational programmes ma-
nagement at the national, regional and local level.

From the inception of a project, until its completion, there is a series of steps that will be fol-
lowed. This is often referred to as the “project cycle”. The project cycle may be applied in all types of 
projects.

What is crucial for the project’s success is carrying out an integral analysis at the stage of its 
identification (on the basis of the draft feasibility study) and at the stage of project formulation (on 
the basis of the feasibility study).

The background for dividing responsibilities and project competence is European, national 
(general provisions) and internal legislation.

The main difference between the management cycle and the project cycle is the level of the 
methodology application. The management cycle defines institutional rules for the implementation 
of processes and procedures at the system level, whilst the project cycle is at the level of particular 
projects.

However, it should be emphasised that the above mentioned methodologies penetrate and 
complement each other, resulting in a quality of processes and projects’ management.

The following figure presents a synthesis of institutional and quantitative evaluation of project 
implementation.
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1.5 Introduction to investment evaluation

Investment decisions are at the core of any development strategy. Economic growth and welfare 
depends on productive capital, infrastructure, human capital, knowledge, total factor productivity 
and the quality of institutions. All of these development ingredients imply – to some extent – taking 
the hard decision to sink economic resources now, in the hope of future benefits, betting on a dis-
tant and uncertain future horizon. The economic returns from investing in telecoms or in roads will 
be enjoyed by society after a relatively short time span following project completion. Investing in 
primary education means betting on future generations and involves a period of over twenty years 
before obtaining a result in terms of increased human capital.

Every time an investment decision has to be taken, one form or another of weighting costs 
against benefits is involved, and some form of calculation over time is needed to compare the former 
with the latter when they accrue in different years.

What are financial and economic analyses ?
A financial analysis of a project is undertaken to assess whether it will be commercially profitable 
for the enterprise implementing it. An economic analysis, also called a cost benefit analysis (CBA), 
is an extension of a financial analysis. An economic analysis is employed mainly by governments 
and international agencies to determine whether or not particular projects or policies will improve 
a community’s welfare and should therefore be supported. When CBA analysis is undertaken, the 
microeconomic, macroeconomic and international trade theory is applied to real world situations 
in order to answer questions such as:
•	 Should	a	new	bridge	be	built,	or	should	the	existing	ferry	service	be	upgraded	?
•	 Should	an	export-oriented	aluminium	refinery	be	established,	or	should	the	unprocessed	bauxite	

and coal be exported ?
•	 What	fuel	should	be	used	to	generate	electricity	?
•	 Should	the	land	be	privatised	or	rented	?

For the government to answer these questions, it has to carry out beyond a financial appraisal, 
which determines how commercially profitable these alternative policies and potential investments 
would be. This is essential for a number of reasons. The first is that governments typically have 
broader and more complex objectives, which they wish to achieve from public goods and social 
services provision and policy-making generally, than mere profit maximisation. If the government 
only wishes to maximise profits from the operation of state enterprises, they would be well advised 
to privatise them, as the private sector is likely to be more efficient at pursuing this goal. The other 
major reason for the use of cost benefit analysis lies in the many distortions and imperfections that 
affect prices quoted in domestic markets, reflect a range of distortions, including taxes, subsidies, 
controlled prices, tariffs, and monopoly or monopsony rents. These factors distort market prices so 
that they no longer reflect the true economic value that people place on consuming such goods and 
services (their demand price), or the true cost to the economy to produce them (their supply price). 
If a government wished to determine which projects would make a positive contribution to com-
munity welfare, it would not necessarily be able to use the market prices of the projects’ inputs and 
outputs to calculate their true costs and benefits to society. When undertaking a cost benefit analysis, 
the project analyst will try to correct such distortions by calculating economic or shadow prices.

The financial appraisal of projects
The financial analysis of a project should be undertaken by a firm in the private sector which wishes 
to maximise profit. In the financial appraisal, the market prices of inputs and outputs are used to 
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calculate the project’s net benefit to the investor (benefit minus costs). No attempt is made to correct 
these prices for any distortions in the market for these goods and services because market prices are 
actually paid by the firm and it will only be concerned with choosing the project with the largest 
excess of revenue over receipts, after taxes, and loan and interest payments. Similarly, no attempt is 
made to include the costs and benefits of the project felt by other people in the community if these 
do not show up on the firm’s balance sheet.

Some government agencies may also pursue a financial objective in limited situations. For 
example, an electricity generating authority may be instructed by the government to operate on a 
commercial basis. For any given tariff, it may be expected to maximise its operating surplus by mi-
nimising its generation and distribution projects on the basis of their generation cost per kilowatt 
hour. In the simple example in Table 1, a government-owned electricity authority is considering two 
alternative generation projects – one coal-fired and one hydroelectric powered.

Table 1
Financial appraisal of alternative electricity projects

Project A (coal fired) Project B 
(hydroelectric)

Financial costs 500 550

Financial benefits 600 600

Net benefits 100 50

Since the net benefits or benefits minus costs, of the coal fired project A are higher, on the basis 
of a financial analysis alone, the electricity authority would select project A.

The economic appraisal of projects
Frequently, governments want their agencies to pursue a broader set of objectives than purely fi-
nancial ones. The government and the people may well expect such agencies to promote ‘the public 
good’ (price=0), or optimise social welfare, rather than merely minimise operating costs or maximi-
sing profits. When assessing a project, an agency may be expected to determine the project’s impact 
on the welfare of all the people in a community or country, whether or not this impact on welfare is 
reflected in the project’s financial balance sheet. In this situation, a cost benefit analysis or economic 
analysis should be undertaken.

In contrast to financial analysis, in an economic analysis all costs incurred and benefits gene-
rated by a project in the country where it is located, are entered into the economic cash flow of the 
project. A cash flow is merely all expenditures made and receipts incurred by the project over its life, 
set out in a spreadsheet format. In essence, undertaking an economic analysis involves measuring all 
project input costs and output benefits in such a way that they reflect the true cost to the economy 
of using inputs required and the true benefits to the country of the output produced by the project. 
Then, once costs and benefits are measured in this way, a project that is estimated to have positive 
net benefits (benefits minus costs) is also a project that will make a positive net contribution to the 
welfare of a country.

In the case of the electricity generating authority discussed above, the government may well 
decide that it does not necessarily want the authority to merely select the plant with the lowest gene-
ration costs to measure its market prices. Rather, it may want it to employ the generation technique 
that will result in the greater net improvement in the community’s welfare. The coal-fired plant may 
be expected to produce considerable amounts of air pollution, which may reduce the value of agri-
cultural production in the surrounding countryside. Because the coal-fired generation of electricity 
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produces these negative external effects, the coal-fired power station project’s direct operation and 
capital costs will underestimate the total costs to the community of generating electricity.

Let us assume that the coal burning power station being considered is expected to deposit acid 
on the field of surrounding wheat growers, which will reduce their income by $75 over the life of the 
project. In this situation, the government would select the hydroelectric power project, project B.

Table 212

Economic appraisal of alternative electricity projects – pollution costs

Project A (coal fired) Project B (hydroelectric)
Economic costs12 500 550

Economic benefits 600 600

Pollution costs 75 0

Net economic benefits 25 50

Shadow prices
In the economy to which the above analysis refers, there may be distortions in the local labour mar-
ket, such as wage legislation, which keeps wages above the market clearing level and creates high 
local unemployment. In addition, interest rates in the local capital market may be held abnormally 
low, making capital and capital intensive technologies, such as hydroelectric power, appear cheaper. 
The community’s welfare may therefore be improved if less capital and more labour intensive tech-
nologies, such as coal-fired generation were used to raise local employment and save scarce capital. 
In assessing alternative power station projects, some of which use local and others imported energy 
sources, and some employing more labour intensive technologies than others, it is necessary for the 
distortions in the local labour and capital markets to be considered. This is done by determining the 
true economic cost of labour and capital by correcting distortions in local wage rates and interest 
rates prior to valuing labour and capital (for the estimation of shadow prices, the Simplified General 
Equilibrium Model is used).

Shadow pricing indicates that the true economic cost of hydroelectric power is higher than its 
financial cost (increased from $550 to $590).

Table 3
Economic appraisal of alternative electricity projects – shadow pricing  

of inputs and pollution costs

Project A (coal-fired) Project B 
(hydroelectric)

Economic costs 500 590

Economic benefits 600 600

Pollution costs 75 0

Net economic benefits 25 10

As a result, the government would now select the coal-fired station, despite its high pollution 
costs, because it can increase net social welfare.

12 Economic costs equal financial costs in this example.
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Social Welfare
Traditional economic analysis is based on the assumption that the community’s welfare will be in-
creased by any net increase in consumption, measured in terms of willingness to pay. However, the 
government may not merely wish to promote income growth but also income redistribution via its 
public investment programme. A project analysis that pursues objectives, such as improved welfare 
for a target group of people, is called a social cost benefit analysis, or social analysis. Looking at the 
electricity example again, it may be that the wheat growers whose incomes will be reduced by pollu-
tion are a particularly disadvantaged group. Maybe many are in debt and may be evicted from their 
farms if they lose income due to the power station’s pollution. This may have the effect of further 
increasing income inequalities between this region and others. Hence, the government may decide 
that the consumers of electricity are assumed to be better off. Hence, the social cost benefit analysis 
would value the $75 that the wheat growers are expected to lose, at $150.

Table 4
Social appraisal of alternative electricity projects

Project A (coal fired) Project B 
(hydroelectric)

Economic costs 500 590

Economic benefits 600 600

Pollution costs 150 0

Net economic benefits –50 10

On the basis of social analysis, the government would, in this case, decide to select the hydro-
electric power project (project B).

If there are no distortions on markets such as taxes, subsidies, burdens for trade, ex-
ternalities, public goods etc., then a financially beneficial project will also be socially 
justified without carrying out an economic analysis.

1.6 Cost benefit analysis

A basic tool for major investment projects’ evaluation is the cost-benefit analysis (CBA). According 
to the simplest definition, CBA is a method enabling an assessment and an estimation of the social 
cost and social benefits of an investment project.

The “social” cost and benefits concepts were used in the CBA definition presented above. The 
term “social cost” however, may suggest that inputs incurred inside the company are not of a social 
nature. From the given investment project analytical point of view, externalities seem to be more 
adequate. External costs are defined as all costs not incurred by the person that produced them.

A process of fixing and assessing costs and benefits takes place during the whole investment 
project life cycle, which includes:
•	 Pre-investment	phase	(programming	and	projecting	works),
•	 Investment	phase	(implementation	of	investment),
•	 Operational	phase.

CBA may be a tool used in both of the following: the decision-making process relating to star-
ting a new investment and in the assessment of an existing object’s efficiency. We will be interested 
mainly in an analysis and assessment of new investment projects, in the pre-investment phase. Ac-
cording to the UNIDO methodology, the pre-investment phase includes a few stages:
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•	 Investment	possibilities	identifying	(possibilities	study),
•	 Variant	analysis	and	their	initial	selection,
•	 Pre-feasibility	study,
•	 Feasibility	study,
•	 Project	assessment	and	making	investment	decisions.

Additionally, supplementary and auxiliary studies are part of project planning. They are deve-
loped separately and then included in pre-feasibility or feasibility studies.

CBA for the project should be carried out at each of the above-mentioned stages; it should be 
a continuous process. Only such an approach enables an early elimination of ineffective projects. 
With this in mind, we will focus on the cost and benefit analysis of an investment project being an 
element of the feasibility study.

The scope of analysis related to the feasibility study, as well as a final form of a study, depends 
on a range of different factors. However, independent from the standard used, a financial analysis 
and an assessment of a project are inseparable elements. An economic analysis and an assessment 
are also required in case of major investment projects financed from European resources.

A financial assessment of a project includes an estimation, an analysis and a valuation of in-
dispensable expenditure of the project and future net benefits expressed in financial categories. This 
assessment is aimed at estimating the project’s financial legitimacy from the project investors’ and 
funders’ point of view.

An economic (macroeconomic) assessment is defined as an estimation of a project’s potential 
input into the achievement of development objectives, set up by the government for the whole eco-
nomy, i.e. the estimation of costs and benefits of the project from an economic point of view. The 
impact of the project on regional and local development can also be considered as well as a macroe-
conomic analysis and assessment.

An economic analysis and assessment of an investment project may be carried out with the use 
of CBA. Such an analysis has particular importance in the case of infrastructure investment, but is 
not without its problems. Whilst fixing costs related to the infrastructure projects is not a problem, 
identifying benefits is often troublesome. Those benefits frequently cannot be directly identified, and 
approximations used are hard to measure and not verified by the market.

Despite problems with identifying the full benefits, making an effort to assess at least some 
figures seems to be purposeful. This enables the elimination of some financial analysis limits that 
result from interferences in market processes, related to external cost. For the sake of this cost, part 
of the investment decisions is not fully rational from a social point of view, as a person who benefits 
from a given activity does not incur some of the costs. The external cost is made more internal, if it 
finally charges the person who produced it.

Whilst undertaking different investment projects, we act in conditions of limited resources. 
More often than not, the needs related to different activities that have to be undertaken, exceed the 
available resources. In such a situation it is indispensable to provide information on how to use, in 
the most effective way, the available resources. CBA is one of the tools enabling the comparison of 
different, alternative activities, thus supporting the decision-making process.

In CBA, benefits are defined as all positive results of activities planned, and costs are the op-
posite of benefits, i.e. all negative aftermaths. This method is used in situations in which economic 
valuating of both costs and benefits that occur as a result of the activities undertaken is possible.

When beginning a cost and benefit analysis, first we have to answer the following questions:
•	 What	is	the	objective	to	be	achieved	?
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•	 What	are	the	tools	at	our	disposal	?
•	 What	will	be	the	result	of	our	activities	?
•	 What	are	the	connections	to	other	problems	?

Sometimes at this stage it is possible to define the issue in such a way that work input is limited 
to a great extent. We may decide that all benefits that are dealt with belong to one category. In this 
case, a cost-effectiveness analysis should be applied. This analysis enables estimating a given result 
with the lowest possible expenditure. However, when we wish to compare planned activities with 
non-comparable effects, we have a dilemma about how to attribute operational priorities to activities 
with different results and then CBA is indispensable.

CBA stages:
1. Defining objectives;
2. Project identification;
3. Feasibility study and variants analysis;
4. Financial analysis;
5. Economic analysis;
6. Multi-criteria analysis;
7. Sensitivity and risk analysis.

A decision-making process chart based on cost-benefit analysis is presented below.

ECONOMIC EFFICIENCY
YES NO

FI
N

A
N

C
IA

L 
FE

A
S

IB
IL

-
IT

Y

YES Project is self-sufficient and profitable for 
society.

Project is profitable, but should not be 
implemented.

NO
Project should be implemented and needs 
support, as without support it will not be 
implemented.

Project is not profitable and ineffective – it 
will not be implemented.

A crucial limitation of the CBA in the evaluation of major projects in many countries is a con-
flict between outputs of the cost-benefit analysis and priorities of different programmes focused on 
the implementation of accession obligations. CBA may be a tool used in both the decision-making 
process relating to starting a new investment and in an assessment of an existing object’s efficiency. 
It helps to answer the following questions:
•	 Should	a	municipality	rent	its	land	or	sell	it	?
•	 Should	we	change	the	old	printer	for	a	new	one	or	should	we	upgrade	our	computers	first	?
•	 Should	government	build	a	new	bridge	in	a	village	or	not	?
•	 Should	we	import	some	goods	or	produce	them	locally	?

Description of the technique
Cost-benefit analysis (CBA) is a method of evaluating the net economic impact of a public project. 
Projects typically involve public investments, but in principle, the same methodology is applicable 
to a variety of interventions, for example, subsidies for private projects, reforms in regulation, new 
tax rates. The aim of CBA is to determine whether a project is desirable from the point of view of 
social welfare, by means of the algebraic sum of the time-discounted economic costs and benefits of 
the project.

The technique used is based on:
1. Forecasting the economic effects of a project.
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2. Quantifying them by means of appropriate measuring procedures.
3. Monetising them, wherever possible, using conventional techniques for monetising the econo-

mic effects.
4. Calculating the economic return, using a concise indicator that allows an opinion to be formula-

ted regarding the performance of the project.

The purpose of the technique
The justification for an investment project tallies with the feasibility and economic performance.

Cost-benefit analysis usually accompanies a feasibility study (technical, financial, legislative, 
and organisational) of the project itself and it constitutes the final synthesis. The main advantage 
of CBA, compared to other traditional accounting evaluation techniques, is that externalities and 
observed price distortions are also considered. In this way, market imperfections are explicitly con-
sidered, which are reflected neither in corporate accounting nor, as a rule, in national accounting 
systems.

Circumstances in which it is applied
The first ideas and applications of CBA can be traced back to nineteenth century France, and later 
they spread to the UK and USA, especially in the transport and hydraulic works sectors. The syste-
matic use of cost-benefit analysis was developed by international organisations, especially the World 
Bank (although with alternating fortunes). Today, cost-benefit analysis plays an important role in 
evaluating major infrastructure projects, especially those that are co-financed by the ERDF, the Co-
hesion Fund and the ISPA, and it constitutes a requisite for European Community co-financing 
endorsed by EU regulations.

Generally speaking, cost-benefit analysis is used in the ex-ante evaluation for the selection 
of an investment project. It can also be used ex-post to measure the economic impact of an inter-
vention. It is used when the effects of an intervention go beyond the simple financial effects for the 
private investor. It is normally used for major infrastructure projects, especially in the transport and 
environment sectors, where it is easier to quantify and monetise the non-market effects. CBA is also 
used to evaluate projects in the health, education and cultural heritage sectors.

CBA is not normally used to evaluate programmes and policies, even though in principle it 
could be used to study the effect of changes in specific political parameters (for example customs’ 
tariffs, pollution thresholds, etc.).

The main steps involved
Basically, cost-benefit analysis is made up of three parts:
•	 a	technical-engineering	part	in	which	the	context	and	technical	characteristics	of	the	project	are	

identified;
•	 a	financial	analysis	that	represents	the	starting	point	for	the	CBA	and	that	leads	the	analysis	from	

the point of view of the private investor;
•	 an	economic	analysis,	the	true	core	of	CBA,	which,	starting	with	the	financial	analysis	that	serves	

to identify all the income and expenditure items and the relative market prices, applies a series of 
corrections that allow us to pass from the point of view of the private investor to that of the public 
operator.
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Table 1

Step 1 – Identification of the project, technical and demand analyses.
The first step serves to place the project in its implemental context.

Obviously, it is necessary to identify the object of the evaluation, the unit of analysis to which 
the cost-benefit analysis is applied. This is particularly important for groups of projects or for parts 
or phases of a larger project that have their own planning autonomy.

Identifying a project also means clearly defining the socio-economic objectives that the project 
intends to achieve.

The technical analysis is carried out to ensure the feasibility of the projected work from a tech-
nical point of view. This involves aspects of an engineering, management, localisation, marketing 
and organisational nature. The proposed project must show that it is the best of the possible alter-
natives.

Step 2 – Financial analysis
The financial analysis is the starting point for the subsequent economic analysis. It provides all the 
necessary data regarding input, output, their relative prices and how they are distributed over time. 
It serves to:
•	 Formulate	the	tables	for	the	analysis	of	the	cash-flows	(selection	of	the	important	cost	and	reve-

nue items).
•	 Evaluate	the	financial	feasibility	(verification	of	sustainability).
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•	 Evaluate	the	financial	benefit	by	calculating	the	return	from	the	private	investor‘s	(financial	re-
turn of the project and the capital) point of view.

Financial feasibility is an essential condition for the viability of the project, but financial con-
venience is not necessary. On the contrary, if a project is extremely convenient for a private investor 
then there is less need to decide on the convenience of public financing. The financial analysis is 
carried out using the discounted cash flow method. The choice of the discount rate is crucial to the 
assessment of the costs weighted against the benefits over a longer period of time. The discount rate 
is the rate by which benefits which accrue in some future time period must be adjusted so that they 
can be compared with values in the present. This method considers only the real monetary income 
and expenditure of the project and does not include accounting conventions such as depreciation, 
reserves and so on.

The monetary income and expenditure are recorded at the time they effectively occur. Thus 
it is necessary to define a time horizon that is coherent with the project’s life cycle, and to estimate 
not only the income and expenditure, but how they are expected to break down over the entire time 
horizon.

In the last year of the time horizon an appropriate residual value is calculated as a percentage of 
the investment costs. This represents the potential income flows that the project will still be capable 
of generating even after the time horizon considered. It can be assimilated into the liquidation value 
of the project.

The financial analysis is made up of three Tables which summarise the basic data and three 
Tables for the calculation of important indicators. The initial three Tables are:
•	 investment	costs	and	residual	value;	this	includes	the	value	of	the	fixed	assets,	(land,	buildings,	

extraordinary maintenance), pre-production expenses (licences, patents, etc.), variations in wor-
king capital (cash, clients, stocks, current liabilities) and residual value, which appears as a single 
positive item in the last year of the time horizon.

•	 operating	costs	and	revenue;	this	includes	all	the	operating	costs	(raw	materials,	labour,	electrici-
ty, maintenance) and any possible revenue items (tariff and non-tariff income);

•	 sources	of	financing;	this	includes	private	equity,	all	public	contributions	(local,	national,	com-
munity level), loans and other sources of financing.

The three summary Tables of the financial analysis used for the calculation of the indicators are:
•	 The	financial	sustainability	Table;	this	includes	all	the	items	of	the	initial	three	tables.	By	calcu-

lating the balance between revenue and expenditure, we obtain a calculation of the accumulated 
generated cash. Financial sustainability is ensured if the accumulated generated cash is positive 
or, at most, equal to zero for all the years considered. On the contrary, if the accumulated genera-
ted cash is negative even for just one year, the project is not feasible from a financial point of view 
and it will be necessary to modify the structure of the project in order to evaluate it.

•	 The	Table	for	calculating	the	return	of	the	project	is	the	composition	of	the	first	and	second	of	the	
initial Tables. Expenditure includes all investment and operating costs and revenues include any 
possible income plus the residual value. By calculating the balances, discounted at an appropriate 
rate, it is possible to define a financial net present value and a financial internal rate of return (see 
Tables 3 and 4).
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Table 2

The description below highlights, in simple terms, how the costs of an intervention are set against 
the revenue over a period of years. It should be noted that this focuses purely on the monetary aspect 
of an intervention.

In order to calculate the accumulated generated cash, we begin with the stream of the balance betwe-
en revenues and expenditure:

Years 1 2 3 4 5 6 7 8 9 10

Revenue 10 12 12 12 12 15 12 12 12 20

Expenditure 9 11 12 10 10 18 11 11 11 15

Balance 1 1 0 2 2 3 1 1 1 5

The accumulated generated cash is obtained by algebraically adding the balance of the current year to the cash of the previous year. 
Accumulated generated cash:

Years 1 2 3 4 5 6 7 8 9 10
Acc. Generated cash 1 2 2 4 6 3 4 5 6 11

Conclusion: the project is financially sustainable.

Table 3

This box shows the application of the cost benefit analysis based on what are deemed to be appro-
priate discounted balances between revenues and expenditure. Again, this assessment looks purely 
at	monetary	benefits	and	costs.	The	net	present	value	(NPV)	is	the	discounted	balance	between	mo-
netary revenues and expenditure.

In order to calculate it, it is necessary to have the stream of balances and an appropriate financial 
discount rate (which measures the inter-temporal preference of the individual and allows for the 
balances of different periods to be added together). The discount coefficient must be calculated from 
the financial discount coefficient

Year 1 2 3 4 5 6 7 8 9 10
Revenue 0 5 12 12 12 15 12 12 12 20

Expenditure 9 11 12 10 10 18 11 11 11 15

Balance –9 –6 0 2 2 –3 1 1 1 5

Discount rate 5 %

Discount 
coefficient 0.952 0.907 0.864 0.823 0.784 0.746 0.711 0.677 0.645 0.614

NPV=	(–9)*0.952+(–6)*0.907+(0)*0.864+(2)*0.823+(2)*0.784+(–3)*0.746
+(1)*0.711+(1)*0.677+	+(1)*0.645+(1)*0.645+(5)*0.614=–7.94

Note:	In	order	to	calculate	the	NPV	in	Excel,	simply	apply	the	relative	function,	i.e.	=npv(i,	balance)
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Conclusion: The net present value of the project is –7.94. This means that the discounted value of 
the income from the project is lower than the discount value of the expenditure (highlighting that 
the project will operate at a loss).

Table 4

The internal rate of return (IRR) is the value of i for which the net present value is equal to zero. In 
other words, the value of the IRR is obtained by solving the following equation:

Graphically:

The internal rate of return can also be calculated directly in Excel with the automatic function =irr(-
balance). In this case, the rate of return is –7 %. The project is not financially profitable.

Step 3 – Correction of the fiscal effects.
In the financial analysis carried out from the point of view of the private investor, some items are 
included, such as, for example, taxes on profits that represent neither a social benefit nor a cost, but 
rather a transfer from one social group to another. Other examples of fiscal effects can be found in 
subsidies, in welfare contributions considered in the cost of labour and the effects of duties on the 
prices of inputs and outputs. In this step, two types of corrections are carried out:
•	 all	fiscal	items	(taxes,	subsidies)	are	eliminated;
•	 market	prices	are	modified	whenever	they	reflect	effects	of	a	fiscal	nature,	such	as	duty,	VAT	and	

other indirect taxes (this type of correction is easily assimilated to the one carried out in Step 5).

Step 4 – Calculation of the positive and negative externalities.
In evaluating convenience, the public operator also considers the externalities generated by the pro-
ject. The externalities are social costs or benefits that manifest themselves beyond the realms of the 
project and influence the welfare of third parties without any monetary compensation. As such, they 
are not captured by market mechanisms and are not monetised, since their effects are transmitted 
through real variables that influence the welfare of individuals and not through price mechanisms. 
Such effects, which influence the welfare of the social group involved, must be quantified and then 
monetised in order to be included in the analysis as a true item of input or output.

The external effects generated by a project may be easy to identify, but are often difficult to 
quantify. After quantifying in physical terms, a monetary value must be attributed to the quantified 
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benefit; this operation requires many approximations and recourse to some standard practices that 
have been consolidated at an international level. This, for example, is the case of any calculation of 
the value of time or of human lives. In these cases, one tries to artificially reconstruct the market me-
chanism to measure the preferences of individuals via the declared preferences method (the willing-
ness-to-pay method) or the revealed preferences method (the value is approximated by calculating 
the savings in spending, such as in the health field, or the price of equivalent goods and services). 
Importantly, to provide a broader understanding of the implications of a project or programme, 
social, environmental and gender impacts must also be evaluated. To assist in determining these 
impacts, tools such as environmental impact assessments and gender impact assessments can be 
conducted.

Step 5 – From market prices to shadow prices.
The last correction is made through the calculation of opportune conversion factors which, multi-
plied by the market price, give the value of the shadow prices. This correction is necessary because 
the markets are imperfect and market prices do not always reflect the opportunity cost of a good. If 
prices are distorted, they are not a suitable indicator of welfare.

In order to correct the market prices of inputs and outputs, the following are used:
•	 the	marginal	cost	for	non-marketed	goods	such	as	land,	local	transport	services,	etc.;
•	 the	border	price	for	marketed	goods;
•	 the	standard	conversion	factor	for	minor	non-marketed	goods.

As far as salaries are concerned, the two alternative methods of calculating the conversion factor are:
•	 using	a	conversion	factor	lower	than	one	if	faced	with	high	unemployment	(by	reducing	the	labo-

ur costs, the net economic value of the project increases compared to the financial analysis);
•	 calculating	an	income	multiplier	that	captures	the	positive	external	value	of	creating	jobs.

Since the reference price in the economic analysis is the opportunity cost (that is the best al-
ternative use of a specific resource) it is obvious that if faced with high unemployment (as is mainly 
the case with development projects) the conversion factor will be less than one (the alternative use 
of the labour resource would be unemployment). If the contrary is true, the conversion factor is gre-
ater than one, which means that probably the project diverts labour resources from more productive 
occupations.

The standard conversion factor is an approximation that is used to convert the prices of minor 
non-tradable goods into border prices (for larger goods, specific conversion factors are used). The 
standard conversion factor is defined as: SCF= (M+X) / (M+Tm)+(X-Tx), where M is total imports, 
X is total exports, Tm is taxes on imports and Tx is taxes on exports.

Step 6 – Calculation of the economic return of the project
Having made the three corrections, we have built a Table of the economic analysis that combines 
the items contained in the first and second initial Tables, duly corrected with the elimination of the 
fiscal effects, and the addition of the external effects and the correction of the prices using discount 
coefficients. In order to measure the economic convenience, after having time-discounted with a so-
cial discount rate (generally different from the financial one), it is now necessary to calculate the net 
present value and the economic internal rate of return, following the methodology already adopted 
for the financial analysis.
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The economic internal rate of return is expected to be higher than the rate of financial return. If 
this is not the case, then the project would be more convenient for a private investor than for a public 
operator (unless there are considerable social benefits that are not monetisable).

The calculation of the economic indicators allows for the creation of a ranking of projects and 
helps in the selection of more than one alternative intervention.

Table 6
Basic data for carrying out the financial and economic analysis
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Strengths and limitations of the approach

Strengths
Cost-benefit analysis:
•	 enables	us	to	express	an	opinion	on	the	economic-social	convenience	of	a	project;
•	 enables	us	to	create	rankings	among	projects;
•	 encourages	the	practice	of	identifying	the	economic	benefits	and	costs,	even	if	they	are	not	imme-

diately monetisable.

Limitations
Cost-benefit analysis:
•	 does	not	take	redistributive	effects	into	consideration	(for	these	one	can	use	a	multi-criteria	ana-

lysis);
•	 does	not	consider	the	effect	on	the	economic	return	of	non-monetisable	benefits	or	costs;
•	 sometimes	uses	discretional	criteria	for	the	monetisation	of	the	costs	and	benefits	for	which	no	

market exists.
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For all these reasons, cost-benefit analysis is a useful tool for evaluating and selecting projects, 
but it requires strictness and methodological coherence in its application.

1.7 Practical example – evaluating the construction of bicycle 
paths

In the next section, we will show the practical procedure for calculating the cost-benefit analysis, for 
example, construction of cycle routes between two cities. In practice, the above analysis, carried out 
on a more detailed basis, shows the scope of the curriculum will concentrate mainly on the example 
of the calculation of basic financial and economic analysis of the project. The numbers used in the 
analysis are fictitious in order to better demonstrate the various aspects of the calculation.

Defining objectives and identifying the project
The aim of the analysis was to analyse the profitability of the project construction cycle route betwe-
en two cities. The project will be assessed in terms of benefit to the local governments which will 
implement the project. The intermediate target is to increase tourism development, which will be 
achieved by a cycling route which allows cyclists to go directly to the city recreation area, thus con-
tributing to increasing tourism in the region and increasing the number of tourists staying in the 
town. Many people also use bikes for commuting to a neighbouring town. Given that the path must 
be used for cars, there are frequent accidents. The aim of the project is therefore to also eliminate 
these negative effects.

The project will consist of the construction and maintenance of a 20 km-long cycling route 
linking the cities. In the analysis, we will assess our needs for a period of 10 years, at which time the 
community wants to achieve an economic return on investment.

Calculation of financial and economic analysis
In the next two Tables we can see the calculation of financial and economic analyses for the cycling 
project construction. For the project we chose a discount rate of 4 per cent, which corresponds to the 
expected rate of recovery potential for an alternative use of public resources. We see that in terms of 
financial returns this is a loss-producing community project (net present value is less than 0), even 
in the event that this project should receive a grant from the European Union. This is a public sector 
project common phenomenon. Otherwise, such a project could be implemented by the private sec-
tor because this would constitute a return on investor funds.

In another part of the calculations we can already see that in addition to the financial aspects of 
the project, it is necessary to take into account other costs and benefits that the project will bring to 
the village. In the economic analysis, therefore, will also be included emission reductions (more pe-
ople will use the cycle path for going to work because they need not fear that they will be threatened 
by cars), save resources by reducing the accident rate (deviation from the main road), a negative loss 
of revenue for service stations (less use of private cars) but also improving recreation opportunities 
for citizens. To calculate these indicators, surveys among citizens can be used to establish their hy-
pothetical preferences and the number and cost of road accidents etc.

Note that the calculation of economic analysis for the community and the overall economic 
analysis is different. This is because the community, as an investor, has its stated objective and prefe-
rences, and what it considers to be the benefits, when calculating the economic return. This means 
benefits for themselves and their citizens. The overall societal benefit, however, includes all the be-
nefits that the project will bring. The list of benefits that the community is not interested in is much 
higher (for example, taxes paid to the State, the avoided costs of insurance companies or citizens 
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of other cities and the benefits of tourism for the surrounding community or region). From the 
calculations we can see that the community does not realise the importance of the project in terms 
of economic analysis (Table shows that the net present value is negative). The project is, from the 
perspective of society as a whole, a benefit (net added value is a positive value; internal rate of return 
is above the discount rate). This phenomenon in public sector projects occurs fairly often and the 
problem is solved by forming partnerships or State grants which benefit most of the projects imple-
mented. In our case, we see that if the State or the European Union gives cities 50 %, this becomes a 
project for the city in terms of economic benefit analysis. Such grant support is therefore often used 
in activities where there is a division of benefits between the various parties.
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Chapter II. – Programme Performance Budgeting

2.1 Introduction

A traditional budget shows where the money was spent, but does not show the results of this action. 
It normally takes the form of a line item budget – classified by expenditure types (e.g. salaries, alloca-
tions, and purchased goods and services). It is also normally prepared on an incremental / historical 
basis – the previous year’s allocation is simply adjusted for the planned year.

Traditional budgeting might be effective in situations where there are no, or only marginal 
changes, in the expenditure area. It is simple to prepare and operate, but does not support necessary 
changes (for example the need to decide which expenditure programmes to limit and which to ex-
tend / enlarge).

The OECD defines programme performance budgeting as budgeting that links the funds allo-
cated to measurable results. Other definitions might be: budgets that contain information on actual 
or estimated results or presentation, clearly explaining the relationship between performance goals 
and the cost of achieving those goals.

Programme performance budgeting is about being clear about what you are trying to achieve. 
It relates expenditures and revenues to explicitly stated public goals and asks the question: What is to 
be achieved from allocated resources ? The programme budget answers the following question: what 
are citizens receiving in exchange for their money ? This way of budgeting shifts focus from inputs 
to outputs or outcomes, thus from:

How much money will I get ?
to
What can I achieve with this money ?

Programme performance budgeting is a really important tool of modern public financial ma-
nagement (if properly implemented). Its main advantages can be as follows:
a) It improves the planning of a service supply.
b) It helps to combat corruption via increased transparency.
c) It serves as a “bridge” between a municipality and citizens.
d) It supports increasing management efficiency and improved control.
e) It helps to reorganise expenditure programmes.

In programme performance, budget expenditures are classified by activity. The budget identi-
fies specific outputs / outcomes to be produced by activities. Example – the budget of the Slovak city 
Prievidza 2011.
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The Programme Budget of Prievidza City
2011 2012 2013

€ € €
REVENUES: 32 154 440 24 113 235 24 040 171

Current
Capital
Financial operations

22 207 674
3 418 468
6 528 298

23 537 782
575 453

0

23 987 282
52 889

0

EXPENDITURES: 32 154 440 24 113 235 24 040 171
Current
Capital
Financial operations

21 041 417
9 408 357
1 704 666

21 770 016
575 453

1 767 766

22 338 145
52 889

1 649 137

DIFFERENCE 0 0 0

Programme 1:  
Planning, management and control 246 243 165 102 177 302

Current
Capital
Financial operations

246 243
0
0

155 102
10 000

0

167 302
10 000

0
Programme 2: Marketing 91 723 103 394 106 023
Current
Capital
Financial operations

91 723
0
0

103 394
0
0

106 023
0
0

Programme 3: Internal services 190 575 162 050 177 780
Current
Capital
Financial operations

190 575
0
0

162 050
0
0

177 780
0
0

Programme 4: Citizen services 195 056 199 041 202 541
Current
Capital
Financial operations

195 056
0
0

199 041
0
0

202 541
0
0

Programme 5: Public safety 995 630 1 062 270 1 098 490
Current
Capital
Financial operations

995 630
0
0

1 062 270
0
0

1 098 490
0
0

Programme 6: Waste management 1 911 300 2 059 945 2 059 945
Current
Capital
Financial operations

1 877 300
34 000

0

2 025 945
34 000

0

2 025 945
34 000

0
Programme 7: Communications 969 494 460 610 486 971
Current
Capital
Financial operations

350 728
618 766

0

431 000
29 610

0

481 000
5 971

0
Programme 8: Transport 1 066 498 1 136 621 1 136 621
Current
Capital
Financial operations

1 066 498
0
0

1 136 621
0
0

1 136 621
0
0

Programme 9: Education 11 829 239 9 119 819 9 266 972
Current
Capital
Financial operations

9 271 671
2 557 568

0

9 119 819
0
0

9 266 972
0
0

Programme 10: Sport 1 091 620 888 446 948 441
Current
Capital
Financial operations

659 918
272 371
159 331

729 115
0

159 331

789 110
0

159 331
Programme 11: Culture 331 873 536 052 563 852
Current
Capital
Financial operations

331 873
0
0

536 052
0
0

563 852
0
0

Programme 12: Environment 2 150 524 2 060 955 1 697 480
Current
Capital
Financial operations

1 122 149
835 475
192 900

1 307 030
498 925
255 000

1 442 480
0

255 000



37

Programme Performance Budgeting

2011 2012 2013
€ € €

Programme 13: Social services 2 075 113 2 178 251 2 128 832
Current
Capital
Financial operations

1 909 170
0

165 943

2 012 308
0

165 943

2 073 518
0

55 314
Programme 14: Housing 5 790 119 711 432 711 782
Current
Capital
Financial operations

27 928
5 090 177

672 014

25 500
2 918

683 014

25 850
2 918

683 014
Programme 15: Supporting business 565 478 555 478 547 478
Current
Capital
Financial operations

51 000
0

514 478

51 000
0

504 478

51 000
0

496 478
Programme 16:  
Administrative expenditures 2 653 955 2 713 769 2 729 661

Current
Capital
Financial operations

2 653 955
0
0

2 713 769
0
0

2 729 661
0
0

Programme 6: Waste management

Mission: Effective and fiscally balanced system of waste management, focusing on the environment.

2010 2011 2012 2013

Budget  (EUR) 1883 625 1 911 300 2 059 945 2 059 945

Comments:
The programme includes all activities connected with waste management in the city – collection, 
transport, disposal and separation. It also finances a small part of sewage management (cleaning of 
rainwater collecting places).

Sub-programme 6.1: Collection, transport and disposal of waste

Mission: Regular and ecological processing of waste in the city

2010 2011 2012 2013

Budget  (EUR) 1 842 068 1 911 300 1 975 300 1 975 300

Responsibility Department of building and regional development

Goal To guarantee the cost-effective collection and transport  
of waste respecting citizens’ needs

Indicator Output: tons of collected waste per year
Year 2007 2008 2009 2010 2011 2012 2013 2014 2015

Planned
Target 25 000 25 000 25 000 25 000 25 000 25 000

Achieved level
31.12. 21 438 20 008.3

Indicator output: percentage of separated waste
Year 2007 2008 2009 2010 2011 2012 2013 2014 2015

Planned
Target 20 % 25 % 30 % 35 % 37 % 38 %

Achieved level
31.12. 22.75 % 21.2 %
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Georgian situation
Georgia is currently moving to Programme Budgeting:
•	 The	State	budget	must	be	prepared	according	to	programme	format	by	2012.
•	 Budgets	 of	 autonomous	 republics	 and	 local	 municipalities	 must	 be	 prepared	 according	 to	

programme format by 2013.

Pilot programmes are running and evaluated according to the Government of Georgia Decree 
# 284 10th of March 2010.

According to Georgian law: Programme budgeting is a unity of indicators of projected results 
and assessment of programmes, projects, measures and their budgets, to be carried out by the office 
of payment institution for the achievement of set priorities (Budgetary Code of Georgia, 2009-12-
18).

Example: The priorities determined by the National Budget and the programme for realisation 
in 2012.

Priority – Regional development, Infrastructure and tourism

Pro-
gramme 

code

Name of  
the Project 2012 Financing from 

the budget
Own 

finance 2013 2014 2015

25 04
Infrastructural 

rehabilitation of Water 
supply

161 225,4 161 225,4 0,0 64 400,0 33 350,0 223 
750,0

(Thousand Lari)

Infrastructural rehabilitation of Water supply (25 04)

Programme 
executor

MRDI – Ministry of Regional Development and Infrastructure of Georgia;
SSIP – The Fund of Municipal Development of Georgia;
Ltd. ‑ “United Water Supply Company of Georgia”.

Description 
and the 
purpose

Provision of ecologically clean and filtered water supply for the population and 
organisations in Georgian regions.

Rehabilitation and recovery of water supply and sewerage systems in the big cities and 
villages of Georgia; establishment of source constructions of water‑line and building‑
rehabilitation of water cleaning constructions in the municipalities; realisation of 
infrastructural water supply projects in the tourist‑oriented sectors, which will help to 
develop the tourism sectors of Georgia.

Possible 
outcomes

Improvement of water supply for the regional population.
Regularised sewerage‑systems.

Indicators of estimation of outcomes

1. Amount of rehabilitated sewerage systems.

2. Duration of water‑supply during 24 hours.
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The template for the programme performance budget:

How to prepare programme performance budgets in Georgia
As in most transitional countries, in Georgia, during the implementation of programme budgeting, 
not all budget expenses are written off in the programme form. In spite of the implementation of 
programme budgeting, there is a possibility of financing organisations (ex: State protection servi-
ce, intelligence agencies, patriarchate, Chancellery of Government, expenses from the funds of the 
President and government etc.), that will not be presented as programmes in the budget, but these 
organisations must report on what the finances are spent.

The following core skills are necessary to prepare and operate programme performance budgets:
a)  Understanding relations between inputs, outputs and outcomes.
b )  Skills to define and structure municipal expenditure programmes.
c)  Skills to measure performance – to set proper goals, target and indicators (most difficult).

2.2 Inputs, outputs, outcomes

1. Inputs are resources used to produce an output (in financial or non-financial figures). Examples 
are: salaries, labour hours, material costs, depreciation, etc). Most inputs are simply to measure.

2. Outputs can be measured via the quantity of units produced. Examples are: Miles of pipe visually 
inspected; clients served and students admitted, etc. Outputs can also be simply measured. From a 
Georgian perspective we can say that outputs are quantitative programme indicators.

3. Outcomes are qualitative consequences associated with a programme / service. They focus on the 
ultimate “why” of providing a service. Examples are: Reduction in fire deaths / injuries; increase in 
job trainees who hold a job for more than six months and decrease in low birth-weight babies, etc. 
From a Georgian perspective we can say that outputs are qualitative programme indicators. Out-
comes can be measured, but in many cases the link between inputs and outcomes might be very 
weak (was really a given change achieved thanks to given inputs ?).



40

Managing Public Investments at Municipal Level – Manual for Local Officials

Efficiency indicators can also be used in programme performance budgeting – ratio of inputs 
used per unit of output (or outputs per input). Examples: Cost per unit: cost per ton of refuse collec-
ted, cost per prisoner boarded; cost per transaction, etc; productivity: hours per consumer compla-
int and plans reviewed per reviewer, etc.

Exercise:
Outcome or Output ?
Reduce the percentage of citizens who do not feel safe in public areas.
Reduce unemployment.
Reduce the number of illegal immigrants.
Increase the number of unemployed who have participated in public training programmes

2.3 Structuring the budget – main programmes

The formal structure of the programme performance budget (PPB) can be characterised as follows:

Priority #1 

Programme #1 

Sub-
programme 

#1 

Sub-
programme 

#2 

Sub-
programme 

#X 

Programme#2 

Sub-
programme 

#1 

Sub-
programme 

#2 

Sub-
programme 

#X 

Programme #X 

Sub-
programme 

#1 

Sub-
programme 

#2 

Sub-
programme 

#X 

Priority #2 

Programme#1 

Sub-
programme 

#1 

Sub-
programme 

#2 

Sub-
programme 

#X 

Programme #2 

Sub-
programme 

#1 

Sub-
programme 

#2 

Sub-
programme 

#X 

Programme #X 

Sub-
programme 

#1 

Sub-
programme 

#2 

Sub-
programme 

#X 

In the real life of Georgian municipalities we can propose a simplified approach – to structure 
the PPB according to main expenditure areas (similar to the Slovak example).

Examples for main municipal expenditure areas are:
I. General expenditures

II. Defence

III. Public safety

IV. Economic activity

V. Environment protection

VI. Communal services

VII. Healthcare

VIII. Recreation, culture and religion

IX. Education

X. Social protection
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With such an approach, the main principles of PPB can be respected:
•	 Programme	represents	a	unity	of	activities	to	achieve	priority	goals	identified	in	the	budget.
•	 Programme	should	have	a	title	which	is	short	and	informative	(e.g.	Nature	conservation,	waste	

management etc);
•	 Programmes	 should	be	developed	 in	accordance	with	 the	competencies	of	one	organisational	

unit;
•	 One	organisational	unit	must	be	responsible	for	a	certain	programme;
•	 Programme	should	focus	on	society	goals;
•	 Programme	should	be	clear	and	result-oriented;
•	 Programme	should	cover	its	costs;
•	 Programme	should	serve	as	a	coordinative	 tool	 for	 the	 local	municipality’s	activities	and	 thus	

reduce cases of duplication and improve planning;
•	 Programme	should	improve	the	accountability	of	local	municipalities	towards	their	citizens.

Autonomous republics and local self-governmental units must prepare their budgets under the 
programme budgeting scheme until 2013. In this regard, the programme budgeting format for the 
creation and structure of the methodology has not yet happened. By Order #385 of the Minister of 
Finance on July 8, 2011 this methodology should be adopted until March 1, 2012.

Despite the above mentioned, currently, part of the Local Authorities in Georgia will work out local 
target programmes, whose structure is presented below:
1. The name of the programme and the code.
2. Starting and completion dates of the programme (sub) (if the duration of the programme 

(sub-programme) is more than 1 year, then the first-year programme and its framework should 
be approved and in the following year’s, only the sub-programme of the concrete year).

3. Total budget of the programme (sub) (by showing the financial sources and concrete written-
-off quartiles).

4. Authorities responsible for the implementation of the programme (sub) (administrative 
authority and / or service).

5. The objectives of the programme (sub) and the evaluating indicators of achievement (A de-
tailed description of the achievement of the objective and its evaluating process).

6. The goals of the (sub) programme and their success indicators (description of the ways each 
goal was achieved and giving priorities to each of them).

7. Category and amount of users of the (sub) programme (amount of users and their criteria, 
total amount of users in the accounting period, amount of aid received and / or a service descrip-
tion and amount in GEL).

8. The Action Plan of the (sub) programme according to the goals and objectives defined by a cer-
tain period of time.

9. Detailed description of the money spent on the arrangements (both as current expenditures 
as capital).

10. Administrative staff foreseen by the (sub) programme (number of given posts as well as their 
functions and salaries, which is necessary for concrete (sub) programmes).
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2.4 Goals, indicators and targets

The defining of goals and measurement of output and outcome is not without its many risks, and 
mistakes can undermine the positive impacts from PPB. The core risks are as follows:
•	 Distorting	behaviour	(perverse	incentives)	–	performance	indicators	motivate	public	servants	to	

focus on their fulfilment. If traffic police are evaluated according to the sum of fines collected, it 
will not focus on traffic safety (the main goal and outcome), but will place radars in areas where 
the chances of finding drivers speeding is the highest. Financing universities by number of stu-
dents ends up with increased numbers enrolled but a decreased quality of university education.

•	 The	link	between	inputs	and	outputs	/	outcomes	is,	 in	many	cases,	ambiguous	and	will	be	very	
carefully evaluated.

•	 Resistance	to	change	–	examples	from	other	transitional	countries	(Armenia,	Slovakia)	indicate	
that PPB can switch to a bureaucratic exercise and may not deliver results, and simply increase 
costs.

•	 Quality	of	data	can	be	limited.

Main principles:
•	 Measure	what	you	want	to	measure	and	not	what	is	easy	to	measure.
•	 Development	of	performance	information	requires	a	deep	understanding	of	policy	matters	and	

therefore needs the involvement of policy staff.
•	 See	target-setting	as	a	positive	process	that	prompts	learning.
•	 Be	patient;	sustainable	improvements	take	time.
•	 Do	not	set	a	target	when	the	outcome	/	output	cannot	be	influenced	by	intervention.
•	 Do	not	set	an	indicator	/	target	when	the	cost	of	measurement	outweighs	the	benefits.
•	 Do	not	set	too	many	indicators	and	targets.
•	 Do	not	set	an	indicator	/	target	when	it	is	not	a	priority	for	the	public	or	an	organisation.

Goals
Programme goals / objectives are a specific result, which is achieved during a certain period of time. 
Objectives should show: what should be done, for whom and by when. Typical wording of the ob-
jectives is the following: increase, decrease, finalise, prevent, maintain etc.

Examples for main municipal expenditure areas to be extended and organised are:
•	 Increasing	number	of	residential	units	during	the	next	financial	year	by	2	%;
•	 Decrease	leakage	in	water	supply	by	25	%;
•	 Increase	number	of	commercial	units	in	the	city	by	10	%.

Useful hints for formulating objectives:
i. Process: Engage local “Parliament” and Heads of Branches so that the outcome reflects the poli-

tical priorities.
ii. Attribution dilemma: Focus on the result that the municipality wants to achieve.
iii. Outcome pyramid: Focus on the outcome objective most closely related to the mandate of the 

municipality.
iv. Formulation: be concise and use ‘action verbs’.
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Indicators
According to Georgian legislation we have the following 5 types of indicators: Qualitative, Quantita-
tive, Efficiency, Effectiveness and Cost-related indicator. The last three can be merged into one group 
of relative indicators, thus we may propose to work with three types of indicators:
a)  quantitative – output
b)  qualitative – outcomes
c)  relative

Indicators can be numeric (tons of waste) or verbal (contact office established: yes or no, mu-
nicipal transparency system accepted by external evaluator: yes or no…).

Indicators should be FABRIC !
•	 Focused	–	To	prevent	information	overload,	there	should	be	no	more	indicators	than	necessary	

to capture the key objectives. Accordingly, the performance indicator should be focused on the 
organisation’s aims and objectives.

•	 Appropriate	–	The	information	being	collected	should	be	appropriate	to	and	useful	for,	the	stake-
holders who are likely to use it.

•	 Balanced	–	The	performance	indicators	should	give	a	balanced	overall	picture	covering	all	rele-
vant aspects of the objective. It is necessary to prevent perverse effects (focusing on only part of 
the organisation’s objective is likely to lead to unmeasured activities being neglected) and to in-
clude both quantity and quality indicators (in Georgia all three groups of indicators – see above).

•	 Robust	–	The	indicators	should	be	set	up	in	such	a	way	that	they	can	survive	changes	in	political	
interests and organisational changes.

•	 Integrated	–	The	performance	indicators	should	not	be	an	‘add-on’,	but	integrated	into	the	orga-
nisation, being part of the business planning and management processes.

•	 Cost	 effective	–	The	resources	put	 into	collecting	 the	 information	 for	 the	 indicator	 should	be	
proportionate to the benefit which the information brings. Not only monetary costs, but also ad-
ministrative burdens for the office and citizens should be considered. Using existing data sources 
may minimise costs.

Targets
Target-setting should be SMART !
•	 Specific	–	Be	specific	on	what	you	are	aiming	to	achieve.	Options:

•	 set	a	binary	measure:	yes	/	no
•	 set	an	absolute	number:	100
•	 set	a	percentage:	%
•	 set	an	interval:	minimum	–	maximum
•	 set	a	direction:	decrease	/	increase	versus	a	base	year
•	 set	a	benchmark:	top	3	Georgian	municipalities

•	 Measurable	–	The	target	should	be	measurable	which	means	that	data	are	available.	Data	can	be	
derived from:
•	 Information	systems
•	 Surveys
•	 Evaluation	studies
•	 Peer	reviews
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•	 Achievable	–	The	targets	should	be	stretching	and	reflect	ambitions.	However,	they	must	be	achie-
vable or realistic.
•	 Too	low	=	not	effective
•	 Too	high	=	de-motivating

•	 Responsible	–	Setting	the	target	should	involve	the	expertise	and	commitment	of	those	who	are	
responsible for delivering the target. Targets should be ‘owned’ by those who will manage the 
action.

•	 Time-bound	–	It	should	be	clear	when	the	target	should	be	delivered	i.e.	 the	target	should	be	
bound by time.

2.5 Parks and Recreation
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Chapter III. – Public Procurement

3.1 Introduction

Public procurement is the process of acquiring and managing external resources by the respective 
public body, generally commercial suppliers. The “public procurement” expenditures in modern 
economies are estimated at a rate of 10–20 % of GDP. The official EU figure is 16 % of its budget. Data 
indicate that transitional economies spent, via public procurement, more than more developed sta-
tes. Taking this into account, there is no doubt that the Georgian figure should also be close to 15 % 
of GDP. With such a high amount of resources used it is obvious that the quality / efficiency of public 
procurement in Georgia is one of the crucial public finance health determinants.

Expressly, or by implication, the legal and administrative framework for public procurement 
according to general EU legislation, as well as the national regulations in Georgia, embodies these 
principles which should always guide procurement decisions:
•	 The	principle of efficiency and proportionality, comprising the specific aims of obtaining the 

best value for limited public funds, controlling the costs of the procurement process for the ad-
ministration, suppliers, designing qualification and contract awarding requirements in the way it 
is determined by its natural relation to supplies, services or works and should not be dispropor-
tionate.

•	 The	 principle of non-discrimination, prohibiting all discrimination based on nationality or 
other criteria. No contracting entity may, for example, give preference to a local company simply 
because it is located in the municipality and should include competition to obtain the best results 
available from the market.

•	 The	principle of equal treatment, which is very closely related to the above stated non-discrimi-
nation, more specifically determines that all suppliers must be treated equally, by ensuring that all 
suppliers involved in a procurement procedure be given the same information at the same time 
and deal fairly, honestly and impartially, avoiding conflicts of interest and corruption.

•	 According	to	the	principle of transparency, predictability and openness must characterise the 
procurement process, namely through practising transparency (or visibility) of rules, opportuni-
ties, processes, records and outcomes and ensuring the development of a contract document in 
such a way that it is clear and unambiguous and contains all the requirements of the items to be 
procured.

•	 The	principle of mutual recognition means, amongst other things, that documents and certifi-
cates issued by the appropriate authorities in a Member State must be accepted in other Member 
States.

•	 Other	 important	principles are guaranteeing the impartiality of public procurement officers, 
seeking accountability, so that officials are answerable for their decisions and actions, keeping 
strict confidentiality about the contents of tenders and other procurement actions as well as any 
other additional information required from the tenderer, whose disclosure would impede the 
right of the tenderer to protect its intellectual property rights or its commercial secrets, ensuring 
that tender participants have in no way been involved in the procurement preparation or have 
other exclusive access to information related to the tender e.g. via the procurement commission, 
aiming at a performance that is characterised through a service-minded, correct, courteous and 
accessible manner in its relations with the public. The procurement officer will also be consistent 
in his own administrative behaviour and respect the legitimate and reasonable expectations that 
members of the public have towards his performance.
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The public procurement process might be characterised by the following scheme:

For the first three we use the common term – planning phase – in the later text.

3.2 EU rules

Because it is highly probable that Georgia will further harmonise its public procurement legislation 
with EU rules, we will briefly introduce the main portion of EU legislation – Directive 2004 / 18 / EC.

The Directive includes the following choice of procurement procedures:
Open procedure: All interested parties can submit a tender in response to the OJEU notice (albeit 

only those meeting the contracting authority’s selection criteria, if there are any, will be entitled 
to have their tender assessed). No negotiation with the bidders is permitted. There are no restric-
tions under the Directives as to when the procedure can be used.

Restricted procedure: All interested parties may express an interest in tendering for the contract 
but only those meeting the contracting authority’s selection criteria will actually be invited to 
submit a tender. No negotiation with the bidders is permitted. There are no restrictions under the 
Directives as to when the procedure can be used.

Negotiated procedure with publication: Under the negotiated procedure with prior publication, an 
OJEU notice must be published. Tenderers are invited to negotiate the terms of the contract with 
the contracting authority. This procedure can only be used in limited circumstances described in 
the Directive (e.g., contract specification cannot sufficiently be established).

Negotiated procedure without prior publication: Under the negotiated procedure, without prior 
publication, the contracting authority is not required to issue an OJEU notice and may negotiate 
directly with the supplier of its choice. This procedure can only be used in the limited circum-
stances described in the Directive:
•	 Extreme	urgency	due	to	unforeseeable	events.	Applies	to,	for	example,	natural	disasters	rather	

than tight schedules.
•	 For	technical	or	artistic	reasons	or	reasons	connected	to	the	protection	of	exclusive	rights:	a	

contract	can	only	be	executed	by	one	particular	economic	operator.	Very	limited.	There	is	nor-
mally more than one potential supplier.

•	 For	additional	works	or	services	not	included	in	the	original	contract	(may	not	exceed	50	%	of	
the amount of the original contract), when such work cannot be technically or economically 
separated from the original contract, or it is strictly necessary for its completion.

Competitive Dialogue (for very complex contracts only).

The Directive describes all main aspects of procurement procedures from starting the procurement 
to signing the contract.
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3.3 Georgian rules for public procurement

The core legislative source is the Law on Public Procurement 18 05 2008, based on the UNCITRAL 
model (United Nations Commission on International Trade Law).

The purpose of this law is as follows:
a) to ensure rational expenditure of funds designated for state procurement;
b) promotion of healthy competition in the area of the supply of goods, rendering of services and the 

performance of construction works necessary for the state;
c) to ensure a fair and non-discriminatory approach towards the participants of procurements du-

ring the performance of state procurement;
d) to ensure the publicity of state procurement;
e) formation of the Unified Electronic System of State Procurement and building public confidence 

thereof.

From 1. 12. 2010 E-Procurement is compulsory:
•	 Electronic	tender	–	above	200000	–	minimum	time	for	submitting	offers	–	20	days
•	 Simplified	electronic	tender	–	from	5000	to	200	000	GEL.	Minimum	time	for	submitting	of-

fers – 3 days
•	 Direct	award–	below	5000	Gel
• Framework Contracts
• Selection Criteria are not defined by the law. Procuring entities are entitled to define themselves
• Award Criterion – Minimum Price

Pros and cons of e-auctions
+ Minimisation of costs for the tender bidders;
+ Transparent and efficient use of public funds;
+ Restricting subjective (unjustified) decisions by the procuring entities;
+ Increasing access to procurement information;
+ Simplifying procurement procedures;
+ Increasing competition.
– E-Auctions are effective in competitive markets. Efficiency is minimal in monopolistic markets;
– E-tendering may decrease competition;
– Without having national standards it is difficult to control the quality;
– Hidden costs are not taken into account;
– Suppliers are less interested in small size tenders (in remote areas).

The State Procurement Agency and its role
The main functions of the Agency shall be as follows:
a) develop and pass sub-legal acts and standard tender documents required for the operation of this 

Law, harmonisation thereof with international standards;
b) on the basis of reports received from the procuring entity performance study, analysis of the 

situation in the field of procurement within the country on a regular basis and submission of 
suggestions to the Government of Georgia to make informed relevant decisions;
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c) develop special training programmes, training-methodological materials and standard forms of 
documentation, holding workshops and trainings for central authorities and local self-govern-
ment bodies, mass media representatives and other interested entities;

d) develop, refine and exercise an overview of the unified procurement information base;
e) provide advisory-counselling services to procuring entities;
f) provide support in the introduction of modern information and communication technologies 

within the procurement system;
g) ensure the availability of the relevant sub-legal acts and special bulletin manual to ensure the 

publicity of procurement;
h) consideration of disputes arising during procurement;
i) conduct overview of the legitimacy of procurement procedures and establish a policy for the regu-

lation of the procurement process;
j) Maintenance of the Black List.

3.4 How to manage public procurement operations in Georgia

Two core aspects determine the specific character of management of public procurement in Georgia:
• Georgia is a transitional economy with several non-competitive markets.
• The only available criterion for selecting the supplier is lowest price.

Under such conditions, the planning phase of procurement is crucial and we will focus on it in the 
text more than on other elements.

3.4.1 Planning procurement / procurement strategy
The main steps prior to anything being announced publicly (afterwards almost nothing can be done 
to cope with mistakes from the planning phase) are as follows:
• Determining the need for procurement (type, quantity)
• Forming a Tender Committee
• Estimating the value of the procurement
• Providing funds for procurement performance
• Selecting the most appropriate procedure
• Decision how and when to publish the announcement
• Preparing documentation to be provided to bidders (instruction to bidders, technical specifica-

tions, draft contract)

3.4.1.1 Procurement need
The procuring entity must first determine the goods, services and works it needs to purchase. The 
Law stipulates: “A procuring entity shall conduct procurement in accordance with a pre-established 
and approved annual plan, whose format and rule of development shall be stipulated in a sub-legal 
act. A notice must be sent to the Agency about the case of implementing long-term procurement 
using the funds stipulated under Article 3(1) (a.a) – (a.d) of this Law, as well as using these funds 
by an LEPL (other than a membership-based LEPL) after the consent of the Ministry of Finance of 
Georgia and / or a financial office of a relevant local self-government body has been obtained. Long-
-term procurement shall be reflected annually in the procurement plan for the relevant year”.
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“Annual procurement plan shall be approved by the Head of a procuring entity and submitted 
to the Agency within no later than 20 calendar days from the relevant normative act on the budget 
of a local self-government body”.

“If a procuring entity is established (founded) or receives an additional funding source from 
the funds stipulated in Article 3(1) (a.e.) and (a.f.) of this Law, the Head of the procuring entity 
shall approve the annual procurement plan and submit to the Agency by no later than the 20th of 
the month following the month of establishment (founding) or following receipt of this additional 
funding”.

Example: Procurement plan

Appendix N1

State procurement annual plan form

1. Draw up date
__________________________________________

2. Identification code of purchasing organisation  
__________________________________________

3. Name of purchasing organisation  
__________________________________________

4. Financing source  
__________________________________________

5. The total amount of funding provided by the source in accordance with the state procurement plan  
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Procurement 
coordinator _____________________

(Signature)

Authority / manager 
of purchasing 
organisation

____________________

(Signature)
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Two sources may help to estimate procurement needs – previous budgets and investment plans. It is 
important to distinguish between:
a) repeatable supplies (such as office paper)
b) ad hoc procurement (such as purchasing equipment for a new building)

Repeatable supplies
When planning the procurement strategy, one should consider previous experience with similar 
procurements realised by the procuring entity (one might consider possible strategies for such con-
tracts, identify the outcome, review the realisation of the procurement, talk to the people in charge 
of such previous procedures, review possible audit reports etc). The following issues should be con-
sidered at this stage:
•	 Take	possible	strategies	for	past	contracts;
•	 Identify	the	outcome	of	the	procedure;
•	 Talk	to	those	involved	in	the	realisation	of	past	procedures;
•	 Review	reports	from	possible	controls	and	audits.

The Law is really strict and prohibits artificially splitting state procurement (“implies the re-
duction and / or splitting of the quantity or volume of homogeneous procurement objects when a 
procuring entity knows in advance that during the same budget year, it will become necessary to 
procure additionally the same or homogenous procurement object and the funds for additional pro-
curement have been projected in advance in the state procurement plan for the same budget year”).

Opposite to this is the international standard – under normal conditions, repeatable supplies 
are realised via medium-term framework contracts, where suppliers are selected by competitive 
procedures and also in cases of smaller yearly purchasing volumes (3–5 years). The other option is 
pre-qualifying more suppliers for a given good or service and organising e-auctions for each supply.

Compared to repeatable supplies, where the municipality knows almost exactly the required 
quality and volumes, any ad hoc purchasing decisions shall be ex-ante evaluated. This step is crucial 
under Georgian conditions, where the selection criterion is the lowest price. The municipality must 
know exactly what it needs and why it needs the respective goods, services or works.

Typical questions:
•		 What	are	the	required	parameters	for	a	car,	copy	machine,	computers…?
•		 Who	are	the	expected	possible	suppliers	–	market	research	?
•		 What	are	the	risks	of	a	wrong	specification	of	the	need	?
•		 What	are	the	financial	and	other	consequences	for	the	municipality	–	especially	future	operation	

costs (low purchasing costs may cause high operation costs)?

CPV
The classifier groups procurement units according to their similarity. It is divided into 4 logically 
connected purchasing levels; amongst them, the largest-scale level is the one that consists of groups; 
groups themselves consist of classes, and classes – of categories. In some cases, categories consist of 
sub-categories.

The classifier consists of core codes that define the procurement unit. The core code of the clas-
sifier consists of 8 numbers, where:
a) The first three numbers define the unit (object’s uniformity) (e.g. XXX00000- where XXX are 

unit’s (of uniformity) defining numbers);
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b) The first four numbers define the group  (e.g. XXXX0000- where XXXX are the group’s defining 
numbers);

c) The first five numbers define the class (e.g. XXXXX000- where XXXXX are class defining num-
bers);

d) The first six numbers define the category (e.g. XXXXXX00 – where XXXXXX are category defi-
ning numbers);

e) The last two numbers are used in order to identify the procurement unit.
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3.4.1.2 Possible questions for market research
•	 Who	is	likely	to	be	interested	in	the	respective	procurement	?	(One	should	consider	the	value	and	

item of procurement and technical complexity of the item of procurement etc).
•	 Are	these	potential	bidders	capable	of	carrying	out	the	procurement	?	(One	should	consider	the	

latest market developments, change in prices, change in technologies, new innovations, number, 
scale and specialisation of the key players on the market, previous performance of potential bid-
ders etc.)

•	 Is	this	number	of	bidders	sufficient	to	provide	genuine	competition	?	(One	should	consider	the	
minimum required by Law, possible withdrawal of bidders during the procedure etc).

•	 What	do	potential	bidders	think	about	this	opportunity	?	(One	should	consider	the	profitability	
of this procurement for the bidders, given the available funds).

•	 What	is	the	reputation	of	the	procuring	entity	with	the	potential	bidders	?	(Outcome	from	previo-
us completed procurement procedures, possible influence by past annulled procedures etc).

•	 Are	there	any	other	alternatives	available	for	completing	the	procurement	?
•	 How	will	the	procuring	entity	find	out	about	these	possibilities	(through	meetings	with	potential	

bidders, consultant services etc)?
•	 What	would	 encourage	/	discourage	 interest	?	 (One	 should	 consider	 the	 contracting	 terms	 and	

conditions, time schedule for the realisation of the procurement, contract length, delivery dead-
line, procurement procedure to be used, political operational and other risks etc).

•	 What	aspects	of	the	contract	or	procedure	could	act	as	a	barrier	for	bid	submission	or	could	lead	
the bidder to calculate high risks in its bid price ?

•	 Can	the	market	offer	what	the	procuring	entity	needs	in	a	form	identified	by	the	procuring	entity	
during the needs assessment stage ?

•	 What	is	the	level	of	interest	for	the	respective	procurement	and	issues	that	could	influence	the	
level of interest ?

•	 How	much	does	your	organisation	know	about	the	business	and	technical	issues	of	the	market	?
•	 How	will	the	procuring	entity	react	to	the	perception	of	the	potential	bidders	about	the	attracti-

veness of the respective contract ?
•	 What	are	the	risks	of	selecting	the	supplier	on	the	basis	of	the	lowest	price	in	a	given	environ-

ment ?
•	 What	is	the	best	contract	length	–	balance	between	the	competitive	value	of	short-term	contracts	

and stability and continuity of long-term contracts ?
•	 Is	it	necessary	or	effective	to	divide	the	item	of	procurement	into	lots	?

3.4.1.3 Typical mistakes / problems in the planning phase in Georgia:
With the law it is determined that the procuring organisation, during the procurement planning, 
should research the market and, based on the research, develop a market price for the procurement 
unit. Unfortunately today, purchasing organisations do not have any instructions (methodology) for 
market research. As a result, in some cases on tenders, the market price of the purchased unit’s price 
does not correspond to its estimated price.

3.4.1.4 Forming a Tender Committee
The Law sets clear rules:
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“An electronic tender is conducted by a Tender Committee of at least 3 members which is for-
med by the Head of a procuring entity.

The Head of a procuring entity and / or deputies thereof, and Heads of structural sub-units of 
this entity shall be designated as members of the Tender Committee. In the case where the number 
of relevant candidates is insufficient, other employees of the procuring entity may also be designated 
as members of the committee.

The Tender Committee shall be chaired by the Head of a procuring entity or a person designa-
ted thereof.

Under the Tender Committee, decision-relevant subject matter experts may be invited to the 
committee as experts and consultants and they will hold a consultative vote.

To provide technical and organisational support to the operation of the Tender Committee 
under the decision of the Head of the procuring entity, a secretariat of the Tender Committee shall 
be set up from amongst employees of this organisation, which shall be headed by the Chairman of 
the Tender Committee”.

3.4.1.5 Estimating the value of the procurement
When estimating the procurement value, the procuring entity should consider the total value of the 
procurement to be realised in the fiscal or business year, or in several fiscal or business years, inclu-
ding the value of goods, services, and works, other fees including premiums, royalties, commissions, 
interest and other costs expected to incur during the realisation of the procurement.

The Law does not define processes for estimating the value of procurement, but this does not 
mean that this step is not important. According to legislation, the estimated value of procurement 
determines the procedure.

3.4.1.6 Providing funds for procurement performance
Procurement financial resources come especially from the following resources:
•	 Georgian	State	budget	funds;
•	 Abkhazia	and	Adjara	Autonomous	Republic	budget	resources	(funds);
•	 Local	self-government	unit	budget	resources	(funds);
•	 Funds	of	Public	Law	Legal	Entities,	enterprises	created	with	a	state	share,	non-commercial	legal	

entities;
•	 Credits	and	investments	received	with	a	State	guaranty;
•	 Grants;
•	 Other	private	incomes.

3.4.1.7 Selecting the procedure
The procurement procedure should be selected during the planning phase. The selection depends 
mainly on the value of the procurement (specific other factors are described by the law).

The following are the options:
1. Electronic tender – method of state procurement of homogeneous procurement objects with a 

value of GEL 200,000 and over.
2. Simplified electronic tender – method of state procurement for homogeneous procurement ob-

jects with a value of up to GEL 200,000.
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3. Simplified procurement – method of state procurement to be conducted in the cases stipulated 
in Article 101(3) of the present Law, or state procurement of homogeneous procurement objects 
with a value of up to GEL 5,000.

A simplified electronic tender can also be used in the following cases relevant to municipalities:
a) supply of goods, performance of works, or the rendering of services are an exclusive right of only 

one entity and there is no reasonable alternative to substitute a procurement object. The following 
shall not be treated as an exclusive right:
a. If the estimated value of the goods or services subject to procurement is over GEL 2,000,000 

and then is over GEL 4,000,000, in the case of the works and within reasonable territorial bo-
undaries outside the country, another entity is able to perform the supply of the same goods, 
rendering the same services and performance of the same works;

b. If the estimated value of the goods or services subject to procurement is not higher than GEL 
2,000,000 in the case of the works and within the country, another entity can undertake the 
supply of the same goods, the provision of the same services and performance of the same 
works.

b) in case of urgent necessity; in such a case the quantity of goods, volume of works or services to 
be procured should not go beyond the timeframes necessary for resolving the problems caused 
by an urgent necessity;

c) with the decision of a procuring entity, in order to prevent the deterioration of the quality of an 
object procured from a supplier and / or to ensure the further operation thereof, it is necessary 
to carry out procurement from the same supplier or from a sub-contractor stipulated under 
a Contract awarded with the same supplier with the exception of the case where the estimated 
value of the procurement object of the scheduled procurement is higher than the value an object 
procured originally;

d) conducting of procurement is prescribed under the President of Georgia and / or the Government 
of Georgia legal act in order to implement an event of state and public importance without hin-
drance within the restricted timeframes;

e) one or more motor vehicle, computer equipment, as well as an electrical installation set forth 
under a relevant normative Act is replaced with one or more motor vehicle, computer equipment 
and / or electrical installation that is new, has the same or improved features; in such a case, part 
of the value of a new motor vehicle, computer equipment and / or electrical installation shall be 
reimbursed by returning the motor vehicle, computer equipment and / or electrical installation 
subject to replacement to the provider or by way of a handover to another natural or legal entity 
that performs the sale of similar products (goods);

f) state procurement of maintenance services and / or spare and / or grease and lubricants necessary 
for the maintenance of a motor vehicle that has a guarantee for the period and / or conditions set 
forth under the Decree of the government of Georgia.

In case of any doubt, it is recommended to use a “higher procedure” to avoid any risk (“At the 
decision of a procuring entity, simplified procurement may be conducted by using procedures estab-
lished for simplified electronic tender or electronic tender, and the simplified electronic tender may 
be conducted by using procedures established for e-tender”).

The Law includes the option for “two stage” tendering. This is a new mechanism, which is en-
visaged by the law, but as yet there has been little practical experience with this.
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Black list: in case the supplier is dishonest, the law foresees the disqualification of the supplier. 
In case of significant gaps, the supplier is listed on the unfair registry (so called black list) for one 
year and also will be deprived of the guaranty amount in the agreement.

3.4.1.8 Decision on how and when to publish the announcement
The rules are clearly defined by the Law.

“When conducting an electronic tender, a Tender Committee, on behalf of the procurement 
entity, places a tender notice and tender documentation in the Georgian language onto the Unified 
Electronic System of State Procurement. Upon the decision of the procurement entity, a tender noti-
ce may also be posted in the Unified Electronic System of State Procurement in the English language. 
In case the estimated value of the goods or services to be procured exceeds GEL 2 000 000 and the 
work – GEL 4 000 000, the placement of an electronic tender notice in the Unified Electronic System 
of State Procurement in the English language is obligatory.

In cases of electronic tender and simplified electronic tender, the tender notice and tender do-
cumentation must be posted in the Unified Electronic System of State Procurement, following which 
the tender notice is granted a unique number and the tender notice and the tender documentation 
are regarded as being officially published. A procurement entity pays a publication fee for publishing 
the tender notice and tender documentation through the Unified Electronic System of State Pro-
curement. The tender notice must, in addition, be published in the newspaper ‘24 saati’ as stated by 
the rule prescribed under a sub-legal Act. The publication of the tender notice in the newspaper ‘24 
saati’ is ensured by the Agency. If necessary, a procurement entity is eligible to use other additional 
methods for disseminating a tender notice and tender documentation. (This will become effective 
from August 1, 2012).

When conducting state procurement through the Unified Electronic System of State Procure-
ment, an electronic guarantee must be submitted to the Agency through the Unified Electronic 
System of State Procurement. The rules and conditions of submission of the electronic guarantee to 
the Agency, types and amount of electronic guarantee shall be prescribed under the sub-legal act.”

Deadlines are also defined by the Law:
1. Electronic tender: The Tender Committee will post a tender notice and tender documents in the 

Unified Electronic System of State Procurement at least 20 days prior to the expiration of the 
deadline for submission of tender bids.

2. Simplified electronic tender: The Tender Committee will post a notice about conducting a sim-
plified electronic tender and tender documentation in the Unified Electronic System of State 
Procurement no later than 3 days before the deadline for the acceptance of bids. The timeframe 
for accepting tender bids under a simplified electronic tender must be at least 2 days.

The call for tenders should include the following information:
•	 Tender	type;
•	 Number	of	tender	application;
•	 Name	of	purchasing	organisation;
•	 Date	of	tender	showing	the	exact	time;
•	 Start	and	end	date	of	proposal	showing	the	exact	time;
•	 Estimated	cost	of	the	procurement	unit;
•	 The	proposal	should	be	presented	with	Value	added	Tax	(VAT)	and	without	it;
•	 Classification	unit	and	its	relevant	CPV	code;
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•	 The	possible	purchase	of	a	specific	object	of	the	most	detailed	and	relevant	CPV	code;
•	 Number	or	volume	of	procurement	items;
•	 Term	of	delivery	or	purchase	of	the	unit;
•	 Amount	of	presented	price	decreasing	step;
•	 Amount	of	electronic	guarantee;
•	 Name	and	Surname	of	the	purchasing	organisation’s	authority	which	placed	the	tender	proposal	

in the system, date of placement and exact time;
•	 Minimal	term	of	electronic	guaranty	validation;
•	 Indication	of	price-list’s	possible	cost	(if	this	exists).

Example of the announcement / call for tenders

Tender Type Simplified Electronic Tender

Number of Tender Applications SPA110032251

Tender Status Contract is signed

Buyer Tbilisi Mayor’s Office

Tender Announcement Date 21. 12. 2011 17:58

Offer Receipt Starts 22. 12. 2011 00:03

Offer Receipt Ends 26. 12. 2011 12:30

Presumable Cost of Purchase 18,500 GEL

Tender Proposal should be Submitted Including VAT

Purchase Category 39200000‑furniture

Classifier (CPV) Codes

39298910 – Christmas tree

Additional Information

a) Purchase of Christmas tree 
b) The minimum term of electronic warranty – not less than 30 days from the start stage of the Tender 
application announcement.

Quantity of Purchases 5 pieces.

Delivery Period Not less than 2 days after date of contract signature.

Margin of reduction of the offer price 74 GEL

Warranty amount 185 GEL

Warranty period 30 Days

3.4.1.9 Preparing documentation to be provided to bidders (instructions to bidders, 
technical specifications, draft contract)
Tender documentation (TD) is the basis for informing potential participants about the terms and 
conditions of the procurement procedure. The procuring entity prepares the tender documentation 
in a manner enabling the bidder to submit a responsive bid. This is the basis for informing potential 
participants in the procedure about the conditions for the respective procurement of goods, work or 
services, by supplying the bidders with all the necessary information needed to prepare appropriate 
bids. The tender documentation should be composed in such a way as to encourage competition, 
i.e. it should not contain elements that limit competitive behaviour or impose an unfair advantage 
on some participants. Tender documentation should be standardised and applied uniformly by all 
participants in the procedure. The tender documentation should be prepared in accordance with 
the procuring entity’s needs, harmonised with the prescribed standards and rules for the respective 
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types of procurement of goods, services and works. It should be made available to all interested 
parties.

The procuring entity must not specify the given technical features of the item of procurement 
by indicating a determined brand, model or type, or origin of production in the tender documen-
tation. When the procuring entity cannot describe the item of procurement in the tender docu-
mentation in a manner to make the specifications understandable for the bidders, the reference to 
the elements such as trademark, patent, type or producer must be accompanied by the words “or 
equivalent”.

The main elements of the TD are defined by Law:
a) the qualification requirements a bidder has to meet;
b) quantity of goods, volume of works or services, timeframe, place and type of the supply of goods, 

performance of works or rendering of services subject to procurement;
c) full description of technical and qualitative characteristics of the procurement object including 

the relevant technical specifications, plans, drawings and sketches;
d) the necessary terms and conditions of a Contract that the procuring entity is aware of in advance 

as well a reference to the Contract type and the Contract performance guarantee (if applicable);
e) the methods that must be used to estimate the value of a bid, by indicating whether it must also 

comprise the costs (transportation, insurance, taxes, etc) other than the value of goods, works or 
services;

f) methods and procedures for requesting additional information and clarification about tender 
documentation;

g) the name and contact details of a member of the Tender Committee secretariat who is authorised 
to give out information and provide clarification about procurement procedures;

h) indication of alternative procurement of communication services (if applicable).

3.4.1.10 Qualification requirements
A procuring entity shall set out the qualification details the bidders will be required to meet in order 
to be eligible to participate in the procurement of each specific procurement. Requirements for qu-
alification data must be fair and non-discriminatory and be conducive to the promotion of healthy 
competition.

The Tender Committee decides on the competence of candidates based on the criteria pub-
lished in the announcement. When deciding on the candidates’ competence, the Committee must 
not impose discriminatory or additional financial, technical and administrative requirements not 
previously mentioned in the announcement. Here are a few examples of qualification criteria: pri-
mary activity of the candidate, positive financial result at an annual level in the past three years, 
minimum experience in performing similar items of procurement in the past three years, experience 
and conditions to be met by the proposed staff, minimum capacity of the required equipment, facili-
ties, means of transport, warehouse capacity, production facilities, references and quality certificates 
showing the bidder’s capability, criteria for group of bidders, and individually for each member of 
the group, other requirements that the procuring entity considers necessary to determine the bid-
der’s capability to carry out the respective procurement. Thereby, the procuring entity sets minimum 
parameters for each of the qualification criteria determined in the tender documentation. Each bi-
dder (candidate in the first stage restricted invitation) must meet all these minimum parameters in 
order to compete for the respective contract.
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3.4.1.11 Technical and qualitative characteristics of a procurement object
A procurement entity, when describing the technical and quality characteristics of a procurement 
object, is obligated to ensure the conformity of the narrative materials used, technical specifications, 
designs, drawings, sketches and other materials with the standards, technical indicators, terminolo-
gy and symbols recognised in Georgia and internationally. A procurement entity is obliged to make 
a reference to a relevant applied standard, if applicable. In the description of a procurement object, it 
is not admissible to indicate trademark, patent, model, source of origin or producer. In these cases, 
whilst describing a procurement object, terms such as “similar”, “equivalent” and others must be 
used.

For ad hoc procurement we recommend using consultation services to define the procurement 
object in a fair and effective way. The risk of wrong formulations in electronic tendering is too high.

For the technical features (specifications) of the goods that the procuring entity intends to 
procure, the TD should contain the following elements and description of terms and conditions to 
the extent to which it is applicable in a given public procurement procedure:
a) list of goods to be procured, including the necessary features and performances, manuals, instal-

lations, contractor’s necessary field personnel, post-sale services, etc;
b) the necessary availability of spare parts and services during the life span of the goods;
c) description of literature or samples to be submitted with the bid;
d) technical configuration;
e) impact on the environment and security standards to be met by the goods;
f) type and scope of training of personnel at the procuring entity and surveillance to be provided by 

the bidder;

For the technical features (specifications) of the services the procuring entity intends to procure, the 
TD should contain the following elements and description of the terms and conditions to the extent 
to which it is applicable in a given public procurement procedure:
a) general description of the scope and purpose of the service;
b) description of the service to be provided and the tasks to be performed by the supplier;
c) terms and conditions under which the service is to be provided;
d) description of literature or samples to be provided with the bid;
e) type and scope of training of personnel at the procuring entity and surveillance to be provided by 

the bidder;

Regarding the procurement of consulting services, it shall be indicated that the technical specifica-
tions shall contain certain specificities:
a) project tasks;
b) possibility for the bidders to propose their own methodology and staffing, and to comment on 

the project tasks in their bids;
c) proposals for key personnel (in the monthly engagement of personnel) requested by the consul-

tants;
d) indications of past experience, academic achievements, etc. expected from the key personnel.

For the technical features (specifications) of works the procuring entity intends to procure, the TD 
should contain the following elements and description of the terms and conditions to the extent to 
which it is applicable in a given public procurement procedure:
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a) general description of the scope and purpose of the works;
b) detailed description of the scope of works to be performed, including construction, reconstruc-

tion, rehabilitation, adaptation, revitalisation, maintenance, etc;
c) detailed preliminary calculation and description of all components (positions) to be procured;
d) description of the works in terms of details about the design and / or features, including concrete 

technical terms and conditions and descriptions, applicable standards and regulations on works, 
etc.;

e) impact on the environment and security standards to be met;
f) technical documentation, drawings, operational manuals to be provided by the contractors.

3.4.2 Necessary terms and conditions of a Contract
The common international practice that can be and is recommended to be followed in Georgia is to 
enclose in the tender documentation a model of the public procurement contract to be concluded 
with the winning bidder. Such a contract may include the following elements:

The public procurement contract, depending on the particular subject of procurement, con-
tains the following elements:
•	 contracting	parties;
•	 subject	of	the	contract;
•	 language	of	the	contract;
•	 total	value	of	the	contract;
•	 duration	of	the	contract;
•	 performance	guaranty,	terms	and	conditions	and	validity;
•	 dynamics	of	delivery	of	goods,	services	or	works;
•	 penalties	for	delay	or	non-execution	of	the	contract;
•	 bonuses	for	early	execution	of	the	contract;
•	 terms	and	conditions	for	the	preparation	and	submission	of	the	invoice;
•	 manner	and	terms	and	conditions	of	payment;
•	 terms	and	conditions	for	advance	payment	(amount,	guaranty,	type	of	justification,	etc.);
•	 terms	and	conditions	for	quantitative	and	qualitative	control;
•	 surveillance	over	the	execution	of	works;
•	 manner	of	delivery	of	goods,	services,	works;
•	 terms	and	conditions	for	the	execution	of	additional	non-contracted	works;
•	 terms	and	conditions	for	annexes	to	the	contract;
•	 sub-contracts	and	sub-contractors;
•	 applicable	law	(laws	of	the	Republic	of	Macedonia);
•	 force	majeure;
•	 insurance;
•	 guarantees	and	terms	and	conditions	of	guaranty	execution;
•	 guaranty	period;
•	 servicing;
•	 training;
•	 indemnification;
•	 resolution	of	disputes;
•	 terms	and	conditions	for	termination	or	cancellation	of	the	contract.
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3.4.3 Amendments to the tender documentation and additional 
information to bidders
In the case where the time for receiving bids is fixed, and amendments and modifications have been 
made to the tender documentation, the procuring entity is obliged to instantly deliver such amendments 
and modifications to all bidders who obtained the tender documentation free of charge.

According to the Law: “The Tender Committee shall be authorised to modify the information 
indicated in the tender notice and tender documentation, with the exception of homogeneous pro-
curement objects and electronic means of state procurement. These modifications must be posted in 
the Unified Electronic System of State Procurement, no later than 5 days before the expiration of the 
deadline for the submission of tender bids”.

3.4.4 Submitting bids
Tender bids and supporting documentation, (a sample – if applicable) and supplier qualification 
documents shall be submitted to the Tender Committee as defined in the TD.

The Tender Committee meets only in the case of electronic tender, simplified electronic tender 
and contest (competition). As regards simplified procurement, during this type of procurement a 
meeting of the Tender Committee is not necessary and obligatory (so in this case it does not meet).

3.4.5 Selecting the winner
Within 5 days from the expiration of the deadline for submitting bids, a qualified bidder shall be 
authorised to submit a tender bid through the Unified Electronic System of State Procurement and 
alter the price of the submitted tender bid through electronic reverse auction.

On the basis of the results of the e-auction, the Tender Committee shall make a decision as to 
the winning bidder of a tender.

The Tender Committee shall publish, through the Unified Electronic System of State Procure-
ment, a Contract awarded with the winning bidder and the documentation related to electronic 
tender determined under the sub-legal Act within the timeframe set forth under a sub-legal act and 
according to the prescribed rule.

3.4.6 Signing the contract
A Contract on state procurement shall be signed between the winning bidder and a procuring entity.

On the decision of a procuring entity, a Contract may be awarded in Georgian as well as foreign 
languages. In case a Contract is awarded in a foreign language it shall be translated into Georgian 
according to a rule prescribed by Georgian legislation.

In case a winning bidder is disqualified or refuses to fulfil a Contract, the procuring entity shall 
hold negotiations with the bidder next in line to negotiate Contract terms and conditions, tender or 
cancel the procurement procedure.
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Annex 1. The methodology of drawing up the state budget in 
programme budget format

Order №385

Of the Minister of Finance of Georgia

8th July, 2011

Tbilisi

On the approval of the methodology of drawing up the programme budget

Based on part 3 of Article 9 of the Budgetary Code of Georgia,

I hereby Order:
1. To approve the methodology of drawing up the state budget in the form of a programme budget, 

in line with Annex.
2. To assign the appropriate structural sub-units of the Ministry of Finance of Georgia:

a) to prepare the draft law of Georgia on the amendments to the “Budgetary Code of Georgia” 
until 31st August, 2011, for the purpose of the implementation of the programme budget;

b) to elaborate the methodology of drawing up the budgets of republican and local self-governing 
units of autonomous republics, in the programme budget format, until 1st March, 2012.

3. The present Order shall come into force from 11th July, 2011.
Minister D. Gvindadze

The methodology of drawing up the state budget in programme budget 
format

1. Introduction
A further step for important reforms, implemented during previous years in the budgetary pro-
cess of Georgia, is the transition to budget programme planning. In line with the Budgetary Code 
of Georgia, adopted in 2009, acknowledgement of the mentioned liabilities had taken place at the 
legislative level; in particular, the state budget should be prepared in programme budget format for 
2012, and the autonomous republics and local self-governing units have to prepare their budgets in 
programme budget format for 2013.

Elaboration of the methodology for drawing up the programme budget aims that all parties 
involved in the budgetary process have, as far as possible, a clear idea about issues related to drawing 
up the programme budget and accountability process. Accordingly, first, it is necessary to explain 
the sense of the programme budget and the expedience of its introduction.

In comparison with the budget, having a traditional organisational structure, the main pre-
ference of the programme budget is that it gives a result-oriented budget possibility from the very 
planning process. In programme format, the cause and effect is clear between the financial resour-
ces put into specific measures and the given results, which is the most important precondition for 
effective utilisation of state finances. In addition, the programme budget gives the possibility to see 
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the total budget, not only with its programmes financed and the results, but also in organisational 
aspects.

During the assessment of the programme budget performance, the results gained should be 
clearly given, not only the assignments acquired. Accordingly, during the assessment of programme 
budget performance, emphasis has to be placed on the difference between the planned and achieved 
result, and not only the difference between prospected assignments and cash performance, approved 
and precise for the spending institution and budgetary organisations.

The preference of the programme budget is linked to the most important problem of its intro-
duction. The planning of a programme budget is result-oriented; its result is the outcome and out-
put, but not only the resources distributed to programme implementers. Accordingly, the result and 
those indicators, through which the measuring of results will become possible, have to be planned, 
then the necessary expenses for achieving the result are calculated and, during budget planning, the 
resources necessary and existing for achieving the goal set, are in compliance with each other.

During previous years, as a result of international experience and works carried out for the 
elaboration of the transition concept with pilot ministries, the direction of the transition stage was 
distinguished and also which possible difficulties should be overcome following the spreading of the 
programme budget to total budget and which methods have to be used for maximum flexibility of 
the transition stage for the state sector.

Based on the experience gained from works carried out and the recommendations of various 
international organisations, the elaboration of the present methodology aims to present detailed 
explanations concerning transition to the programme budget, programme budget law format and 
methodological instructions for spending institutions, which will facilitate the process of transition 
from the traditional budget structure to a programme budget format.

First, it should be mentioned that the transition stage will be a difficult and labour-consuming 
process. In the initial stage, which looks at a three-year period, transforming the budget into a new 
format will be exceptionally difficult and this methodology will become the subject of revision for the 
purpose of further improvement. At the initial stage of the introduction of the programme budget, 
the performance assessment indicators will be of an informative nature. The assessment indicators 
will not be approved by the annual Budgetary Law and they will be submitted in the Annexes of the 
budget. During the initial stage, submission of performance assessment indicators in a similar form 
will give the possibility to facilitate the methods of their elaboration and the information submitted 
by indicators will become as actual and precise as possible and the possibility of effective measuring 
of performance will take place.

The present methodology includes the following issues:
•	 The	document	of	country	main	data	and	directions	(BDD),	discussion	of	 the	document	 in	 its	

initial stage of the budget planning process, its components and loading of given information 
towards the general budgetary process.

•	 The	structure	of	the	programme	budget	–	how	the	programme	format	of	the	annual	Budgetary	
Law will be formatted, which chapters are included and what each chapter involves.

The programme – as the main category of the programme budget – a major part of the metho-
dology includes the definition of the programme, as the main category of programme classification, 
its types and characteristics of the programme elements (sub-programmes / measures). A description 
of the indicators for the programme outcome and programme performance assessment is as follows:



Managing Public Investments at Municipal Level – Manual for Local Officials

68

•	 Programme	budget	annex	and	instructions	for	its	completion	–	information	about	the	program-
me, its sub-programmes, implementers, programme outcome, indicators of assessment of results 
achieved, sources of financing and volume (size) should be submitted in the Annex.

•	 Capital	budget	Annex	and	instructions	for	its	completion	–	which	information	should	be	submit-
ted on capital projects.

•	 Programme	budget	performance	report	–	how	the	programme	budget	performance	report	sho-
uld be formatted, which will be based on an analysis of results achieved via indicators and not 
only on acquiring of assignments; also, the format for the capital budget performance assessment 
report is submitted.

•	 Transition	stage	–	methodical	instructions	for	spending	institutions;	how	the	transformation	of	
the budget into the programme format, having an organisational structure, should be implemen-
ted.

2. The document of country main data and directions (BDD)
The first stage of the preparation of the state budget of Georgia begins on 1st March each year, when 
the government of Georgia defines the list of those spending institutions which have to be invol-
ved in the preparation of the document for country main data and directions for those years to be 
planned. The government of Georgia also defines a list of those other spending institutions, which, 
together with the ministries, will be liable to submit their draft budget in programme format.

Together with the definition of spending institutions, the list of information and terms for its 
preparation should be defined; the Ministry of Finance has to use this in the process of the prepara-
tion of the document for country main data and directions.

In line with the resolution of the Georgian government, the information has to be submitted to 
the Ministry of Finance as follows:
•	 Funds	 directed	 to	 planned	 programmes	 and	measures	within	 priorities,	 and	 results	 achieved	

through their implementation, during the previous two years;
•	 Funds	directed	to	planned	programmes	and	measures	within	the	current	year’s	priorities,	and	

results expected through their implementation;
•	 The	list	of	priorities,	a	short	description,	expected	results	and	assessment	indicators	of	results	of	

spending institutions for the years to be planned;
•	 Mid-term	budget	of	priorities	for	the	years	to	be	planned,	which	have	to	be	set	up	in	line	with	the	

programmes;
•	 Approximate	maximum	volumes	of	spending	institution	employees	for	the	year	to	be	planned;
•	 Approximate	maximum	volumes	of	allocating	assignments	for	the	years	to	be	planned.

Following receipt of this information, the Ministry of Finance, based on consultations with 
the ministries of Georgia, prepares information on the main directions and main macro-economic 
prognosis of the ministries of Georgia, which has to later be submitted to the government of Georgia.

Following discussions at the meeting of the government of Georgia, the above mentioned in-
formation is forwarded to the parliament of Georgia. Taking into consideration the conclusions of 
the appropriate committees of the parliament of Georgia, the ministries of Georgia approve their 
mid-term action plans and send them to the Ministry of Finance of Georgia.

Based on the mid-term action plans of the ministries of Georgia, information submitted by the 
spending institutions, macro-economic forecasts and forecasted financial resources, the Ministry of 
Finance prepares a primary version of the document for country main data and directions.
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The information, considered under the Budget Law of Georgia, has to be submitted in the do-
cument for country main data and directions in line with the following structure:
•	 In	the	first	part	of	the	document,	the	goals	set	by	the	government	of	Georgia	have	to	be	submitted:	

what is to be achieved in the mid-term period and what main action plans are set out for achie-
ving those goals;

•	 In	the	second	part,	a	short	analysis	of	the	macro-economic	situation	existing	in	the	country	and	
actual and forecasted data for the main macro-economic indicators have to be described.

•	 Following	a	description	of	the	macro-economic	situation,	the	outcome	of	budget	performance,	
indicators of actual receivables and important measures financed from the budget during the 
previous two years should be submitted;

•	 In	the	next	part,	the	integrated	data	for	the	current	budget	year	to	be	planned	has	to	be	demon-
strated; moreover, the section should cover aggregated indicators of the state budget and give a 
brief description of the projections for financial resources;

•	 In	the	fifth	part	of	the	document,	approximate	maximum	volumes	of	assignments	and	budget-
-financed organisations for the years to be planned, have to be submitted;

•	 The	donor-financed	programmes	and	assignments	required	for	state	co-financing	and	co-parti-
cipation are not to be considered in the approximate maximum volume of assignments. During 
the calculation of maximum volumes, the Ministry of Finance has to take into consideration the 
following conditions:
•	 The	assignments	considered	by	the	appropriate	resolution	of	the	Parliament	of	Georgia,	in	the	

maximum volumes of the Parliament of Georgia and the Chamber of Control of Georgia;
•	 During	the	determination	of	the	Constitutional	Law	of	Georgia	and	general	court	assignments,	

in line with Article 42 of the Budgetary Code of Georgia, the volume of costs of the organisa-
tions mentioned are not to be reduced, compared with the volume of current year;

•	 In	the	case	of	the	Ministry	of	Justice	of	Georgia,	it	has	to	be	taken	into	consideration	that	volu-
mes of costs allocated to the Prosecutor’s Office of Georgia should not be less than the previous 
year’s appropriate volume;

•	 During	 the	definition	of	maximum	volumes	of	 assignments	of	 the	Ministry	of	Culture	and	
Monuments Protection of Georgia and the Ministry of Sport and Youth Affairs of Georgia, the 
requirements of Article 44 of the Budgetary Code of Georgia are adhered to;

•	 Number	of	personnel	considered,	in	line	with	personnel	arrangements	and	the	annual	volume	
of their official (positional) timetable has to be taken into account in line with the staff time-
table active for the current year;

•	 The	salary	schedule	of	out-of-staff	personnel	has	to	be	defined	and	the	amount	should	be	no	
more than that of the current year’s volume;

•	 Other	current	costs	related	to	the	functioning	of	the	budgetary	organisation	and	maintenance	
and operation of arms, business trips, office, transport and technical equipment have to be de-
termined, taking into consideration previous and current year’s statistical data. In addition, the 
costs mentioned should not exceed the current year’s planned indicator; the amounts necessary 
for programmes and sub-programmes and measures to be implemented under the programme 
have to be determined, taking into account the previous and current statistical information 
performance and financial resource forecast. In addition, during the process of the determina-
tion of the programme budget, the planned and actual results achieved under the appropriate 
programme during the previous year have to be analysed;



Managing Public Investments at Municipal Level – Manual for Local Officials

70

•	 In	line	with	verbal	assignments	from	the	Prime	Minister,	the	Ministry	of	Finance	is	authorised	
to reduce or increase the maximum volumes calculated under the above principles.

•	 In	the	sixth	part	of	the	document	the	priority	directions	planned	for	achieving	the	goals	set	by	the	
government, a short description of each of them, programmes planned by the spending institu-
tions, and their descriptions and expected results, have to be submitted.

•	 The	volume	of	financing	of	each	programme	for	the	budgetary	years,	planned	by	the	spending	
institutions under the priority directions defined by the government, has to be given in the final 
part of the document. Total funds allocated for programme implementation have to be submit-
ted, and the volume of the amount considered by the budget has to be allocated between them.

•	 Appropriate	Annexes	have	to	be	attached	to	the	document,	where	updated	macro-economic	fo-
recasts will be submitted.

3. Budget structure
Following the transfer to the programme budget, the main emphasis in the Budget Law will be given 
to the anticipated results of planned programmes, but not to assignments allocated to the budgetary 
organisations. Taking into consideration all of the above mentioned, the draft Budget Law has to be 
elaborated in line with the following structure:

3.1 Main indicators of state budget (chapter 1)
The state budget balance, in line with budgetary classification, will be submitted in the mentioned 
chapter. The data have to be submitted for previous and current years and data for the year to be 
planned have to be divided into budgetary and donor financing. In addition, the mentioned chapter 
should include information about total indicators of receivables and payables of the state budget and 
information about change of balance.

3.2 State budget revenues (chapter 2)
The breakdown of receivables has to be submitted in the mentioned chapter in line with budgetary 
classification, and the data have to be given as planned, as well as for previous and current years.

3.3 State budget costs, non-monetary assets and their functional classification (chapter 3)
The total volume of costs, total volume of increase of non-monetary assets, in line with spending 
institutions, total volume of reduction of non-monetary assets, in line with the main categories of 
budgetary classification and functional classification of increase of expenses and non-monetary as-
sets, have to be submitted in the mentioned chapter.

3.4 Total state budget balance, changes in financial assets and liabilities (chapter 4)
In the present chapter, the following issues should be included:
•	 Total	balance	volume	of	state	budget;
•	 Volumes	of	 increase	and	reduction	of	financial	assets,	 in	 line	with	budgetary	classification	for	

previous and current years and years to be planned;
•	 Volume	of	increase	of	state	indebtedness,	including	long-term	investments	and	concessional	cre-

dits to be allocated to the government of Georgia by the governments of foreign countries, in 
accordance with the projects for previous and current years and years to be planned;

•	 Liability	reduction	indicator	for	previous	and	current	years	and	years	to	be	planned;
•	 The	forecasted	maximum	volume	of	state	indebtedness	by	the	end	of	the	appropriate	year,	in	line	

with creditors (except state securities).
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3.5 State budget preferences and programmes (chapter 5)

The priorities of state budget, the programmes (sub-programmes / measures) to be implemented by 
the spending institutions by assignments allocated by the state budget during the appropriate year, 
their description and goals will be submitted in this chapter.

In the main, all programmes have to be connected to country priorities and have to be imple-
mented to achieve the goals of these priorities. Although the budget may include several program-
mes not serving a specific preferential (priority) direction, and the sub-programmes and measures 
planned under the priority direction which have a significant role in the implementation of state 
functions and implementation of those functions, this is necessary for each priority.

3.5.1 – Programme
The programme represents the unity of measures to be implemented for achieving the priority goals, 
defined by the budget, and which are grouped in line with similar content and implemented in the 
long-term, in order to achieve one final result.

It is necessary for the programme determined under the budget to distinguish the assignments, 
under the Budget Law, of the appropriate year and have the proper programme code.

The programmes have to be established, proceeding from the competencies of spending insti-
tutions. The implementer of a programme has to be a spending institution.

In most cases, the programmes should be long-term and permanent, although proceeding 
from specificity, it is possible that there are some programmes which will be implemented during a 
specific year.

The description and goal of each programme has to be submitted in chapter 5 of the budget, i.e. 
it should be scheduled, cover the measures which are planned under the programme and what has 
to be achieved through the programme implementation.

The programme can be of several variations, but each of them should represent the unity of 
those measures, which serve the general outcome – the priority target. The programme should have 
its target and a budget.

The main content of a programme can be:
•	 Management	and	regulation
The programme belongs to this type if it includes such measures as carrying the administrative 
character and facilitating the proper functioning of the system and / or relates to the elaboration of 
state policy and regulation of various issues in the appropriate field. Such programmes can be of an 
administrative or management type, if they include such measures as maintenance costs; but if the 
programme, with the exception of measures concerning administrative issues, also includes mea-
sures to be carried out by policy planning structural units, then this type of programme gains a more 
regulatory character.

Departments working on policy elaboration and technical issues in the relevant field exist in 
the majority of ministries. In case the apparatus of the ministries does not represent an integral 
part of any specific programme, it is advantageous to establish a programme for the elaboration of 
the appropriate field policy and programme management, which, with its content, belongs to the 
“management and regulation” programme; if the apparatus includes only administrative costs and 
costs necessary for functioning, it has to be formulated as “programmes administration and mana-
gement”, which belongs to the “management and regulation” type programme.
•	 Service	providing
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This programme is oriented towards specific long-term results and / or serves a permanent target. The 
measures, which directly serve the beneficiary and do not subsidise it, are united in such program-
mes. The short-term results for sub-programmes are defined by specific quantitative and qualitative 
indicators. In such cases, the measures, the beneficiary of which is directly the population or their 
serving non-benefit institutions, are implemented by state financing.
•	 Subsidiary
Similar type sub-programmes and measures are aimed at subsidising the various social strata or 
objects, in the form of assistance and co-participation from the state side. Assessment indicators of 
sub-programmes of the subsidisation programme are also reflected in quantitative indicators; the 
programme outcome will often be an expression of a significant improvement in the condition of 
specific strata of the population or condition of a specific field, which will also be assessed by proper 
indicators.
•	 Infrastructural
Sub-programmes, implemented under the programme, mainly serve the development of various 
infrastructures, construction, rehabilitation or equipment. Mostly, the programme output will be 
the properly functioning infrastructure of a large object or a group of objects, and the outcome will 
be the effect, which the aforementioned infrastructure serves. Reflection on the majority of indica-
tors for assessment of similar programmes is possible in the quantitative indicators. The majority of 
programmes of this type will be inserted in the capital budget Annex.

The duration of the programme may be:
•	 Current	(permanent) – including various issues, which is the main function determined by law 

and is permanently implemented for spending institutions;
•	 Multi-years	– including the solution of any problem, elaboration of new policy, and introduction 

of a new system or service, etc. The majority of programmes have to be multi-year because they 
should serve to achieve a global outcome; such measures, the outcome of which is achieved in the 
short-term, has to be established in the form of sub-programmes, which represents an integral 
part of the programme.

•	 Annual	(short-term)	– in specific rare cases, when achieving a programme outcome during one 
reporting year, the programme may be short-term. The programme may be short-term if the re-
sult, which is achieved through completion of the programme, is final and does not represent an 
integral part of other processes.

Apart from the programmes, it is possible to finance the spending institutions from the state 
budget. In line with the list identified by the government of Georgia, such spending institutions are 
not assigned to submit the draft project in programme format but they are given significant impor-
tance for the functioning of the country. If the spending institution is not submitted in the budget in 
line with the programme structure, it must include in the fifth chapter what the functioning serves.

In the process of revealing the programmes, the spending institution has to take into conside-
ration the following factors:
•	 The	programme	should	be	in	compliance	with	any	of	the	country’s	priorities	determined	by	the	

government of Georgia;
•	 If	it	is	impossible	to	distinguish	the	main	functions	and	administrative	costs	of	the	spending	in-

stitution, the administrative expenses are united with the main programme, which the spending 
institution serves;

•	 Only	one	spending	institution	is	an	implementer	of	the	programme	and	responsible	for	achie-
ving the outcomes; the implementers of a sub-programme under the programme can be several 
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budgetary organisations subordinated to the control of the same spending institution. The sub-
-programmes to be implemented under the programme will mostly have one implementer.

•	 It	has	to	be	taken	into	consideration	that	the	main	category	of	the	programme	budget	will	be	a	
programme, which will have the plan approved under the annual budgetary law.

3.5.2 Sub-programmes / measures
After distinguishing the programmes, it is necessary to divide them into main directions, i.e. into 
sub-programmes, which will mostly have one implementing budgetary organisation, subordinated 
to the control of the appropriate spending institution, and it will be the unity of measures necessary 
for achieving a specific result. Sub-programmes, with their content, are divided into the same types 
as the programmes.

The sub-programme is connected to the output and following its implementation, a specific 
condition has to be achieved which, in itself, facilitates achieving the programme’s outcome. The 
sub-programme, with its content, has to be planned in the timescale of a year and it must have a 
specific result, whose achievement is impossible during one reporting year.

A description of each sub-programme and the goal and volume of financing must be submit-
ted in the budget law. It is not necessary to submit the volume of financing for sub-programmes of 
programmes, which, with their content, belong to the “management and regulation” type.

Proceeding from the content and volume, the sub-programme may include the relevant mea-
sures. The measures and their financing will not be included in the main chapters of the programme 
budget law. However, during the preparation of the programme budget, it is necessary to define the 
exact list and description of measures to be implemented under each programme and sub-program-
me because the quality of total programme performance is actually dependent on the short-term 
results of each successfully implemented measure.

It is expedient that ministries and other spending institutions formulate the sub-programmes 
in such a form that one budgetary organisation (or its structural unit) should be responsible for the 
implementation of each programme. In addition, it is possible for several sub-programmes to be 
implemented by one budgetary organisation.

The programmes, mainly related to the implementation of infrastructural projects, cannot be 
divided into sub-programmes, but into various capital projects. However, these projects with their 
contents represent sub-programmes.

3.6 Budget assignments and financing of programmes (chapter 6)
Assignments allocated by the state budget for programmes to be implemented during the budget 
year and the volume of financing of those spending institutions, which are not submitted in the 
budget in programme structure, have to be submitted in the relevant chapter. In addition, the as-
signments allocated for payables, which have various categories with nationwide significance deter-
mined by legislation, will be submitted in the present chapter.

The programmes and their financing have to be grouped in line with the spending institutions. 
The total volume of financing of each spending institution, each programme, sub-programme and 
measure considered under the relevant chapter, have to be given in line with the first category of 
“economic classification of expenses” of budgetary classification and “non-monetary assets and their 
transactions” and “monetary assets and liabilities and classification of their transactions” – in line 
with the second category. In addition, it is necessary to distinguish the assignments considered un-
der the Article “labour compensation” in the budgetary classification of the category “expenses”. The 
staff list of the spending institution should be submitted in the chapter.
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The programme financing has to be submitted as planned, as well as for previous and current 
years in the annual budgetary law. In addition, the assignments for the year to be planned have to be 
divided into budgetary funds and donor financing.

Taking into consideration that during the first stage, the budget will be elaborated in program-
me format by the year 2012, the budget of 2012 will only be submitted in programme format in 2012 
(year to be planned), and the budget for 2013 – by 2012–2013 (current year and years to be planned).

3.7 Autonomous republics and local self-governing units (chapter 7)
The detailed information about transfers considered under the annual budgetary law for autonomo-
us republics and local self-governing units, has to be submitted in the present chapter.

The total volume of transfer and breakdown, in line with autonomous republics and each self-
-governing unit, has to be submitted; in particular, the amount of equalisation, target and special 
transfer.

In case of the allocation of a target transfer, it is necessary to indicate for which delegated me-
asures the financing is allocated in the said transfer.

3.8 Regulatory standards (chapter 8)
The main Articles, which, during the budget year, have to regulate the issues concerning budget 
execution, have to be submitted in the present chapter.

4. Attached budget materials
In line with the Budgetary Code of Georgia, the attached materials of the draft state budget will be 
presented to the parliament of Georgia, including:
•	 The	draft	law	of	the	explanatory	card,	where	the	forecast	of	main	macro-economic	indicators	and	

their description are to be submitted; also, the main programmes, measures, and volumes of their 
financing considered under the draft budget law, have to be included.

•	 Short	description	of	the	current	year’s	budget	performance;
•	 The	package	of	legislative	changes	necessary	for	the	functioning	of	the	annual	budgetary	law.

Parallel to the introduction of the programme budget, two packages of informational annexes 
will also be added to the attached materials of the draft state budget law:
1. Annex of the programme budget, where the detailed information on each programme considered 

under the budget will be submitted;
2. Annex of the capital budget, where the information on each capital project financed by the budget 

will be submitted.

4.1 Programme budget annex
The main information on the programmes has to be submitted in chapter 5 of the budget law, in par-
ticular, full information on the programme will be given in the main part of the law and in addition, 
which main sub-programmes and measures are included and which goal has to be achieved through 
their implementation.

The information relating to the programme will be submitted in the annex of the programme 
budget and this, at the initial stage of the introduction of the programme budget, will not be ap-
proved by the parliament of Georgia and will not be given any legal validity. The main reason for 
this is that it will be sufficiently difficult to correctly define the anticipated results and assessment 
indicators, especially at the initial stage of the introduction of the programme budget. In the case 
of approval under the law in the initial stages, it is possible to raise the issue of responsibility of 
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some programme and / or sub-programme implementers, which is not the best practice related to 
the programme budget, because imposing responsibility at the initial stage of the introduction of the 
programme budget will hinder any further development of the programme budget system. Antici-
pated results and assessment indicators have to move to the legislative level step-by-step, under the 
conditions that the implementers of the programmes and sub-programmes will have the appropriate 
experience and practice of programme management.

Notwithstanding that the information given in the annex of the programme budget will not be 
approved and will not have any legal validity during the initial stage, it is still given great importance 
because the information contained therein will be emphasised in the budget performance reports.

The information has to be submitted in the annex of the programme budget in line with prio-
rities, and each programme financing and total sum of funds directed to proper priorities should be 
included. In addition, the programme outcome, through the implementation of each programme, 
result assessment indicators, output, through the implementation of the sub-programmes / program-
mes to be implemented under the programmes and their assessment indicators have to be included.

The annex of the programme budget has to be submitted in line with following structure:
•	 The	information	on	funds	directed	to	priorities,	in	line	with	the	included	programmes,	has	to	be	

submitted in the first part and, in particular:
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The following should be submitted for each programme:
•	 Programme	classification	code
•	 Programme	title
•	 Programme	description
•	 Programme	outcome
•	 Outcome	indicators
•	 Information	on	included	sub-programmes	/	measures,	in	particular:

•	 Programme	classification	code	(in	line	with	chapter	5	of	the	law)
•	 Title	of	sub-programme	/	measure
•	 Implementing	organisation	(or	its	structural	unit)
•	 Description	of	sub-programme	/	measure
•	 The	sub-programme	/	measure	output
•	 The	output	indicators.
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4.2 Programme output and outcome
The main goal of the programme budget, as a result-oriented budget, is how well the result is pre-
sented, for which the programmes are implemented. The output and outcome are included in the 
programme budget.

The outcome, with its content, is global and mainly represents the result of programmes. This 
is the condition which has to result in the implementation of previously planned and analysed po-
licy. The outcome considers the full eradication of the specific problem, creation of new conditions 
in essence, introduction of new rules and a significant improvement in the appropriate field, which 
have an influence on the country priorities. Mostly, the outcome is achieved only through many 
years’ experience, and often it means the termination of the programme in total or in its existing 
form. However, for such programmes, which, with their content, are permanent and serve the main 
activities to be implemented by the state, the outcome is of a general character; in this case, achie-
ving a result, oriented on maintaining a stable condition or improvement, cannot be an indication of 
completion of the programme.

The output, unlike the outcome, with its content, represents the product received because of 
the implementation of specific sub-programmes / measures under the programme. This is more spe-
cific than the outcome and is mostly shown by specific figures or in quantitative expression and does 
not represent the indicator for programme completion, but the steps made for achieving the final 
result and measures the progress achieved.

Accordingly, the outcome is defined for the programme and outputs – for its sub-programmes 
(measures). The performance assessment indicators are also different.

The term for achieving an outcome is the programme-operating period, and for output per-
formance the term is mostly one year (attached to the budget year). Output itself can be used as an 
indicator of progress towards achieving the outcome.

A description of programmes (sub-programmes) and goals to be implemented under the pri-
orities has to be written in the annual budget law and the output and outcome will be described in 
the materials attached to the budget.

During the design of the programme budget, spending institutions have to pay attention to 
the correct formation of final outcomes and outputs. The result should reflect the future conditions, 
under which the programme and its sub-programme are implemented. The results are to be clearly 
and specifically formulated, and the methods for achieving the results have to be submitted in the 
programme (sub-programme / measure) description.

The spending institution and its management are entirely responsible for the programme out-
come, because they plan and manage programmes. The implementing budgetary organisation (or 
any of its structural units, directly assigned to implement the sub-programme (measure)) should 
be responsible for achieving the results of the sub-programmes and measures planned under the 
programmes.

4.3 Performance assessment indicators
The description of the programmes, sub-programmes and measures to be implemented under the 
above programmes, forms the basis for the elaboration of performance assessment indicators. The 
performance indicator is a means of assessing the achieved results and to what extent the program-
me achieves the set goals. During the definition of assessment indicators, it is necessary to clearly 
comprehend what the difference is between the programme outcome and output to be achieved un-
der the programme. The programme outcome is the condition which will be used by society, and the 
output under the sub-programmes represents information given in specific and measurable units 
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such as: quantity of received products, the quality of service provided and number of beneficiaries, 
etc. The outcome indicator measures the implementation of the first mission of the programme 
and often, measuring for a one-year period is impossible. Accordingly, the programme outcome 
indicator covers a period of many years or includes the entire term of the programme’s implemen-
tation, and for annual assessment, it is possible to use the progress indicators, i.e. which part of the 
measures are to be implemented is carried out by the end of reporting period, for the purpose of 
achieving the final result. Outcome indicators cannot be one-shot and short-term; the performance 
assessment process is a permanent process and must have permanent quality control. An excess use 
of performance assessment indicators gives an inefficient result; accordingly, no more than five indi-
cators are to be submitted for one anticipated result.

It must be taken into consideration that the submission of performance assessment indicators 
for management and regulation type programmes and sub-programmes, clearly having an adminis-
trative character, is not required.

The results indicator should measure a target which is realistic and achievable. During elabora-
tion of the assessment indicators, it must be taken into account that they should be:
•	 Useful	–	the	policy	implementers	are	to	be	provided	with	contextual	and	valuable	information;
•	 Result-oriented	–	the	relation	to	the	goal	set	has	to	be	expressed;
•	 Clear	and	measurable	–	easily	perceivable	and	described	in	understandable	(clear)	language,	in	or-

der that all parties concerned can understand and use it and assess the results achieved through it.
•	 Appropriate	and	achievable	–	an	indicator	has	to	be	selected	in	accordance	with	the	anticipated	

result; it has to adequately measure it and be realistic, to prevent a more optimistic or, vice-versa, 
a more pessimistic assessment of the anticipated result;

•	 Comparative	–	the	possibility	of	an	assessment	of	the	achieved	results	during	various	periods	has	
to be given.

Performance assessment indicators can be quantitative, attached to the expense, and qualitative; 
effectiveness should satisfy the double-checking principle.

The quantitative indicators describe the results to be achieved under the sub-programme in the ca-
tegory “how much ?”

The qualitative indicators assess the quality of the service provided or achieved result.

Indicators attached to the expense assess the results of the sub-programme regarding expenses.

Effectiveness indicators – indicators of this type provide information about the expediency of the 
result achieved vis à vis the resources used.

Effectiveness indicators assess the influence of the achieved result on the recent situation.

4.4 Capital budget Annex
The Budgetary Code of Georgia considers the preparation of the capital budget, together with the 
programme budget from 2012, which, with its content, is a programme budget of an investment cha-
racter and accordingly, it represents an integral part of the programme budget and will be submitted 
as one of the attachments of the budget law.

All projects in the capital budget represent any programme or an integral part of the annual 
budgetary law; however, all capital projects and measures to be implemented under the project fi-
nanced by the state budget will be included in the capital annex. The projects, submitted in the an-
nex, will be grouped in line with the contents, but not in line with spending institutions.
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During the formation of the capital budget, it has to be taken into account that each amount 
submitted in the annual budgetary law under the Article “increase of non-monetary assets”, does 
not represent the capital project and, vice-versa, it is possible that assignments considered under the 
expenses Article is an integral part of capital project.

The assignments, represented by the Article “increase of financial assets” in the annual budget 
law, can also be a capital project, taking into account that assignments in the Articles mentioned are 
often directed to the crediting of enterprises, established under state co-participation, and / or incre-
ase of capital and the state enterprises implement large capital projects.

In addition, the implementation of various capital projects, with joint financing from the state 
and private sectors, is possible. In such cases, the financing allocated by the budget will be submitted 
in the budget and its annexes. However, it must be indicated in the project description, what the 
amount of financing from the private sector is and the liabilities of state and private sectors must be 
described.

Such capital projects, to which the financing is not allocated in line with the annual budgetary 
law, should not be represented in the budget annexes.

In the capital budget, the large projects of an investment nature are mainly considered, i.e. the 
final product created under the project should become an integral part of economic activity, or it 
should significantly facilitate economic development. The capital projects tend towards the crea-
tion of large infrastructures or significant and essential increases in the existing infrastructure. In 
addition, it is possible to reveal those capital projects which are not directly related to the economic 
development of the country, but represent an integral part of any of the priorities of the government 
(for example, rehabilitation of schools, renovation of agricultural technology, etc.). It is required 
that each capital project, for which the financing is allocated by the state budget, is connected to the 
priorities determined by the government of Georgia.

The capital project should meet the following conditions:
•	 In	case	of	construction-rehabilitation,	the	value	should	not	be	less	than	GEL	50,000	and	expira-

tion date of product – less than 5 years;
•	 In	the	case	of	the	purchase	of	machinery	and	equipment	(with	the	exception	of	military	equip-

ment, weapons etc.), the programme, the value of one unit or the total project must not be less 
than 150,0 K, and the expiration date – no less than three years;

•	 The	project	value	should	include	all	costs	related	to	the	project,	including	projecting,	preparatory	
work, transportation and costs considered under the legislation.

It is possible that the spending institution has several small size capital projects and none of 
them satisfy the above-mentioned conditions. In such a case, these projects have to be united (con-
tents-wise) and established in the form of one project; comparatively small-sized projects will be 
submitted in the budget annex in the form of sub-projects.

The existence of projects which do not meet the above mentioned conditions is possible, but 
according to their significance, they can be submitted in the form of a capital project.

The capital annex to the annual budgetary law will be divided into two parts. The volume of 
financing of each project will be submitted in the first part. This has to include the cost covered and 
planned by the state budget for the total project value, and has to be submitted in line with the fol-
lowing Table:
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Project N1

Sub‑project N1

Sub‑project N2

Sub‑project N…

Project N2

Sub‑project N1

Sub‑project N2

Sub‑project N…

Project N…

Sub‑project N1

Sub‑project N2

Sub‑project N…

Total capital 
budget

The capital projects planned by the various spending institutions can be united under the pro-
ject in the Table. The spending institutions’ capital projects can be submitted in the form of sub-pro-
jects under the relevant project.

The description of each project and the following information has to be submitted in the se-
cond part of the annex:
•	 Under	which	government	priority	is	the	project	implemented	?
•	 Project	implementer;
•	 What	results	are	expected	following	project	completion	?
•	 Project	total	value;
•	 Sources	of	project	financing,	including	the	sources	allocated	from	the	budget	in	line	with	donors,	

grants and credits;
•	 Main	measures	considered	under	the	project	to	be	planned	during	the	year.

The large infrastructural project, for the formation of which the project has been implemen-
ted, can be described as the capital project output; the outcome is more global and represents the 
condition or effect on the development of the country’s economy or any of its fields, for which the 
project has been implemented. For example, the electric power station network in its complete form 
can be described as the project output for the construction of a large electric station network and the 
outcome can be the increase in energy security or increase of export of electric power that results.

So that capital projects represent an integral part of the programme budget and, accordingly, 
their performance assessment indicators are submitted in the description of the programmes, the 
capital budget annex no longer considers the performance assessment indicators.

5. Budget implementation annual report and quarterly review
In line with the Budgetary Code of Georgia, the Ministry of Finance of Georgia prepares a state 
budget performance review and submits to the Parliament of Georgia one month after the end of 
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each quarter; the annual report for the recent year’s budget performance will be submitted to the 
parliament of Georgia three months after the end of the year.

It will actually be impossible to analyse the results achieved in the reporting period during the qu-
arterly reviews because the majority of programmes and sub-programmes planned under the budget 
continues for a year and the implementation of some of them, depending on the specifics, can be star-
ted several months after the beginning of the budgetary year. In addition, it will be impossible to assess 
the results achieved during a certain period of year, via those indicators, which are mainly intended for 
programmes over the long-term and for sub-programmes, for one budgetary year.

Notwithstanding, the main focus will be on the results achieved via the implementation of the 
various programmes and sub-programmes, following the introduction of the programme budget, 
the information on planned and actual fiscal data will be submitted in the quarterly performance 
review. For the purpose of introducing an internal control mechanism in the budgetary process, an 
internal audit service of spending institutions has to provide quarterly monitoring and an audit of 
programme performance, in accordance with selected methods, in order to assess the outcome and 
output progress.

Information on the operation of planned programmes, with the exception of financial data, 
also has to be submitted in the budget six months’ performance review.

In addition, the actual indicators for the six months’ performance of the budgets of Public 
Law Legal Persons, determined by the government of Georgia, have to be attached to the budget six 
months’ performance review report.

Information about programmes and the results achieved, implemented during the previous 
budget year, has to be submitted in the budget performance report, together with the fiscal indica-
tors, unlike the quarterly reviews of budget performance.

The budget performance annual report has to be prepared in line with following structure:

1. Chapter one
•	 The	state	budget	balance,	in	line	with	the	budgetary	classification,	has	to	be	submitted	in	the	first	

chapter, and information on planned, as well as actual fiscal indicators, has to be reflected. In ad-
dition, this chapter should include information on changes in total indicators and the balance of 
state budget receivables and payables.

2. Chapter two
•	 Information	on	the	previous	year’s	macro-economic	analysis,	actual	increase	and	nominal	indi-

cators of general domestic product (GDP), inflation, implemented investments and other macro-
-economic indicators, has to be given in the first part;

•	 A	review	of	the	integral	budget	receivables	(with	the	exception	of	the	increase	in	liabilities)	and	
planned and actual performance indicators in line with the main categories has to be given in part 
two;

•	 The	review	of	the	state	budget	receivables	(apart	from	the	increase	in	liabilities)	and	planned	and	
actual performance indicators has to be submitted in part three. These indicators have to be given 
minimum at the same level, as they will be submitted in the annual budgetary law. In addition, 
information on grants, apart from those grants received by the budgetary organisations during 
the year and target financing, has to be submitted in line with donors and projects.

3. Chapter three
•	 Chapter	three	should	include	the	following	information:
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•	 Aggregated	indicator	of	payables	covered	by	the	state	budget;
•	 Important	measures	financed	by	the	budget;
•	 Payables	in	line	with	the	main	categories	of	functional	classification;
•	 The	condition	of	assignments	considered	under	the	general	state	payables;
•	 Information	about	transfers	to	the	autonomous	republics	and	local	self-governing	units,	in	line	

with each administration unit.

4. Chapter four
•	 Chapter	four	should	include	the	following	information:

•	 Total	balance	actual	indicator;
•	 Financial	assets’	increase	and	reduction	indicators;
•	 The	volume	of	free	residue	of	the	state	budget	for	the	beginning	and	end	of	the	year;
•	 State	liabilities	increase	indicator;
•	 The	volume	of	securities	issued	during	a	year;
•	 Credits	received	via	a	foreign	source	in	line	with	donors	and	projects;
•	 Liabilities	reduction	indicator;
•	 The	funds	directed	for	service	and	covering	internal	state	indebtedness	and	the	volume	of	in-

ternal state indebtedness;
•	 The	funds	directed	for	service	and	covering	foreign	state	indebtedness	and	the	volume	of	fo-

reign state indebtedness, in line with creditors.

5. Chapter five
•	 The	 information	 about	programmes,	 sub-programmes	 and	measures,	 implemented	under	 the	

priorities set by the state budget, and information on results achieved, has to be submitted in the 
fifth chapter.

6. Chapter six
•	 The	information	about	assignments	allocated	for	programmes,	sub-programmes	and	measures,	

in line with spending institutions, and information on actual performance has to be submitted in 
this chapter.
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Information about actual indicators of budget annual performance of Public Law Legal Persons, 
determined by the government of Georgia, has to be attached to the budget annual performance 
report in the Annexes.

1. Information on programme implementation
The information on planned and actual fiscal indicators, in line with programmes, has to be submit-
ted in the first part:

Programme 
code Priority title

Plan Cash performance

Total financing

Including 
the amount 
allocated by 
the budget

Total financing

Including 
the amount 
allocated by 
the budget

Programme N1 title

Programme N2 title

Programme N3 title

Programme N4 title

Programme N5 title

Programme N… title

Total funds directed 
for priorities

•	 In	the	second	part,	the	following	information	on	all	programme,	sub-programme	and	measure	
considered under the annual budgetary law, has to be submitted:
•	 Programme	classification	code
•	 Title
•	 Implementer
•	 Anticipated	result	considered	under	the	Annex	of	annual	budgetary	law;
•	 The	result	achieved	by	the	end	of	year
•	 Result	assessment	indicators
•	 Explanation,	in	case	of	a	difference	in	result	between	the	planned	and	actual

2. Information on implementation of the capital project
•	 The	information	on	planned	and	actual	fiscal	indicators,	in	line	with	programmes,	has	to	be	sub-

mitted in the first part:
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Project 
code Title

Total project 
financing 

from budget

Expenses, 
including 
previous 

year 
(Except 

accounting 
period)

Amount 
planned in 
accounting 

period

Accounting 
period cash 

perf.

Residual 
amount for 
following 

years

Project N1

Sub‑project N1

Sub‑project N2

Sub‑project N…

Project N2

Sub‑project N1

Sub‑project N2

Sub‑project N…

Project N…

Sub‑project N1

Sub‑project N2

Sub‑project N…

Total capital budget

•	 The	information	on	the	works	implemented	under	each	project	and	sub-project	should	be	sub-
mitted in the second part of the Annex.

6. Transition stage from organisational structure to programme budget
For transition to the programme budget, it is necessary to pass through several stages, so that the 
spending institution can emphasise the main measures and their re-grouping by programmes, within 
the approved organisational structure. During programme planning, the spending institution has to 
pass through several stages:
•	 to	set	up	its	main	goals	and	tasks,	according	to	the	provisions	and	competence;
•	 to	discuss	its	goals	and	tasks	regarding	the	country’s	priorities	and,	vice-versa,	to	reveal	the	po-

ssible tasks to be implemented, with regard to the country’s priorities;
•	 to	highlight	the	main	measures	in	the	organisational	structure,	which	are	implemented	by	the	

budgetary organisations subordinated to its control;
•	 to	correspond	with	each	other	on	the	measures	to	be	implemented	and	the	main	functions	and	

tasks of the institution;
•	 to	group	the	measures	in	line	with	similar	functions	or	targets,	regardless	of	their	implementer;
•	 as	a	result	of	grouping	it	will	be	evident	how	many	programmes	the	specific	spending	institution	

should have;
•	 to	clearly	identify	the	programme’s	attitude	towards	the	country’s	priorities;
•	 to	define	the	programme	outcome,	through	which	the	programme	will	serve	the	implementation	

of goals set, in line with priorities;
•	 following	disclosure	of	the	programme,	the	spending	institution	begins	the	inverse	process	–	its	

partition by sub-programmes and measures;
•	 outputs	to	be	achieved	by	each	sub-programme	and	the	way	they	are	achieved,	have	to	be	defined,	

taking into consideration the approximate maximum volume of financing;
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•	 to	distinguish	the	data	base	reflecting	the	existing	situation	and	to	define	those	indicators,	based	
on which the performance assessment results will take place;

•	 the	volume	(approximate	cost	accounting)	of	the	financial	resources	necessary	for	achieving	the	
results has to be counted for each sub-programme / measure;

•	 to	implement	the	distribution	of	assignments	to	the	programmes,	within	the	maximum	volume	
of assignments allocated to the spending institutions.
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Annex 2. Model training module

Model training module
In this part we provide the model training module for four days, as planned by the project. As reali-
sed in practice, because of the specific conditions, this module can be adapted to different concrete 
modules for specific target groups and of different length.

DAY 1
9:30–10:00 Registration of participants

10:00–10:30 Opening, introduction of the project, goals of the course

10:15–11:30

Decentralisation and local governments from the point of view of EU rules, EU 
accession process and Slovak conditions
• EU Charter for Local Self-Government and its contents
• Decentralisation experience in Slovakia
• Other elements of the public administration reform relevant to Georgia

11:30–11:45 Break

11:45–13:15

Project Management
• What is the project ?
• Why project management is important, where to use it.
• Main phases of project management

13:15–14:00 Lunch

14:00–15:30

Project Management
• Planning the project
• Executing the project
• Evaluating the project
• Cases and examples

15:30–15:45 Break

15:45–17:15

Municipal Investments Management
• Municipal Investments Management
• Role of investments in development of municipalities
• Investment policy today, public and private investments in municipalities
• What are the financial and economic analyses ?
• Introductory example of investment evaluation

DAY 2

10:00–11:30

Municipal Investments Management
• Investment appraisal
• Feasibility
• Sensibility
• Time value of money

11:30–11:45 Break

11:45–13:15

Municipal Investments Management
• Capital Budgeting
• Costs of the project
• Revenues from the project
• IRR and other methods for investment appraisal

13:15–14:00 Lunch

14:00–15:30

Municipal Investments Management
• Cost Benefit Analysis – main principles
• Direct and indirect costs
• Direct and indirect benefits
• Social benefits and social costs

15:30–15:45 Break

15:45–17:15

Public financial management
• Principles and rules of fiscal decentralisation
• Own revenues and transfers
• Lump sum and targeted transfers
• Equalisation
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DAY 3

10:00–11:30

Public financial management
• Principles and importance of programme budgeting
• Pros and cons of programme budgeting
• Examples of programme performance budgets in developed and transitional countries, 
experience with programme performance budgeting

11:30–11:45 Break

11:45–13:15

Public financial management
• Preparing programme performance budgets – techniques
• Goals
• Targets
• Indicators

13:15–14:00 Lunch

14:00–15:30

Public financial management
• Preparing programme performance budgets – Georgian practice
• Guidelines and how to apply them
• Examples and cases
• Drafting targets and indicators

15:30–15:45 Break

15:45–17:15

Public financial management
• Public control and audit
• Control versus audit
• Probity versus performance
• Georgian situation

DAY 4

10:00–11:30

Public financial management
• Public procurement – introduction
• Principles of public procurement
• Transparency and efficiency
• EU and world practice

11:30–11:45 Break

11:45–13:15

Public financial management
• Public procurement in Georgia
• Legislation and main rules
• Problems connected with e-auctions
• Future trends

13:15–14:00 Lunch

14:00–15:30

Public financial management
• Public procurement in Georgia – practice
• Planning procurement
• Market research
• Tendering process
• Evaluation of results
• Cases and exercises

15:30–15:45 Break

15:45–17:00

Public financial management
• Cost centres in public organisations
• Devolved financial management – main principles
• Direct costs and overheads
• Allocation of overheads
• Examples

17:00–17:30

Evaluation of the training – filling in questionnaires, verbal discussion with participants about 
their experience and suggestions (independent from questionnaires)
Awarding the certificates
Closing of the training
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INVESTMENT 
 

Outline 
1. Role of investments in development of 

municipalities 
2. Investment policy today, public and private 

investments in municipalities 
3. Introductory example of investment evaluation 
4. Percentage and Time value of money 
5. Capital Budgeting 

– Payback period 
– Discounted payback 
– NPV 
– IRR 

6. Cost Benefit Analysis 

Annex 3. Investment 
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The role of investment in the 
development of cities and municipalities 

• What is investment? 
Investment is considered to be all types of property and intellectual 
valuables or rights invested and used for the purpose of profit-
making of the activity carried out. 
 

• What may be considered to be  an investment: 
• Cash, shares, stocks and other securities; 
• Movable and immovable property - land, buildings, equipment and 

other material valuables; 
• Land or other natural resources, the right to use, patents, licences, 

"know- how", experience and other intellectual valuables; 
• Other property or intellectual valuables. 

Georgian Legislation regarding 
Investments 

• Who can be the initiator of the activity (the investor) and 
what is the object? 

 An investor is a natural or legal person, or international organisation that 
invests in Georgia. 

• A foreign investor is: 
Foreign nationals; 
Persons  without citizenship who permanently reside in the territory of 
Georgia; 
A citizen of Georgia who permanently resides abroad. 
A legal entity that is registered abroad. 
Enterprise in which a foreign investor's share amounts to less than 25% 
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Goal of Training 

 The training is aimed at introducing 
investment appraisal techniques that will 

enable municipalities to provide completed 
investment projects and be the initiators of 

investment projects! 

The regional development strategy 
2011–2017 

 “The insignificant  role of Regional 
Administration and Local Governments in 
developing investment projects and attracting 
foreign investment, makes it impossible to 
stimulate the economic processes in the 
region. They do not have the necessary 
resources to carry out these activities and 
there is no well-formulated legal authority 
granted. The legal system is still ambiguous.” 
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Who can be the initiators of local 
investment projects? 

• Within the framework of the Regional 
Development Fund, investment projects can 
be initiated and submitted by the executive 
authorities of the Central Government, the 
State Attorney - Governor and local 
authorities, as well as foreign investors and 
local enterprises, who are willing to co-
finance projects and are ready to make some 
commitments 

Local Government Rights 
• The Law on Local Self-Government. Chapter III, Article 16 c) 2009-12-28 

 

• Directions to invest their own, as well as joint 
programmes to implement the necessary funds for 
investment promotion and self-governing units in the 
manner provided by law; to approve the contract to 
implement joint projects with other self-governing units 
with the budgetary funds of the union. 
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Regional Development Priorities 
• The central government's executive bodies, state representatives - 

governors, and local authorities - should determine the priority tasks 
of regional development and the role of investment in resolving 
these problems. 
 

• There should be sectors of priority in each municipality and areas 
that are attractive to foreign investors for investment and the 
creation of joint enterprises. 
 

• Therefore, our overall goal of this meeting is to encourage and 
stimulate representatives of  municipalities to be more active and to 
be initiators of investment projects, to enable them to write good 
quality investment projects. 

Public Investments 
• Public investment - is invested by the State / Local self-government 

units which is aimed to improve public welfare and is not focused on 
financial gain. 
 
Examples of public investment projects implemented by the 
Municipal Development Fund. 
 
The project implementation stages of MDF until 1999: 

– Adoption of the proposals 
– A screening of the proposals 
– The project to prepare 
– Projects to receive 
– The screening 
– Tender 
– The company identified 



Managing Public Investments at Municipal Level – Manual for Local Officials

92

Public Investments 
(MDF) 

• Today there exists a “Regional Development Plan” prepared with the 
participation of the population 
 

• The decision-making process of project implementation is based on 
the municipality type. Today, MDF classifies municipalities into two 
groups, those who are able to co-finance projects and others 
 
 
 
 
 

 note: credit is 10-year load with  interest rate equal to 12%  

 

Window 1 Window 2 

85% Grant 30% Grant  

15% co-financing 20 % co-financing 

50% credit 

Private Investments 
• Apart from public investments,  the main goal of private investments 

is the financial profit. 
 

• To attract private investment it is essential to deliver the relevant 
information to the investor.  This means writing good quality projects 
including the most important part - investment appraisal. In addition 
it is required to produce some statistics at the local level, which 
actually describe the investment environment. 
 

• At this point, in contrast with international experience,  the 
evaluation of public investments is the function of the Municipal 
Development Fund (MDF). 
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    The primary objective of the training is to introduce 
the investment appraisal techniques which will 
enable municipalities to develop investment projects 
to attract private investments itself or to convince 
MDF to invest.  Other goals: the identification of the 
project beneficiaries; identification and monetising of 
direct and indirect, tangible and intangible benefits; 
assessment of direct and indirect, primary and 
secondary costs; the study of assessment 
methodologies:  cost- benefit analysis, time value of 
money calculations, etc. 

What are financial and economic 
analyses?  

• A financial analysis of a project is undertaken 
to assess whether it will be commercially 
profitable for the enterprise implementing it. 

• An economic analysis, also called cost 
benefit analysis, is an extension of a financial 
analysis. It is employed to determine whether 
or not a particular project will improve a 
community’s welfare and should therefore be 
supported. 
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What are financial and economic 
analyses?  

Financial analysis – shows us if the project 
is acceptable for the profit maximising firm. 

Example: government-owned electricity authority is considering 
two alternative generation projects, one coal-fired and one hydroelectric 
powered. 

Financial appraisal of alternative electricity projects ($ million) 
 Project A (coal fired) Project B (hydroelectric) 

Financial Costs 500 550 

Financial Benefits 600 600 

Net Benefits 100 50 

What are financial and economic 
analyses?  

Economic analysis – includes costs of all resources 
involved and all the generated benefits so that they 
reflect real economic costs and real economic benefits. 

 
Assume government wants the electricity generating authority to 

employ the generation technique that will result in the greater net 
improvement in the community’s welfare. 

 
Financial appraisal of alternative electricity projects ($ million) 
 Project A (coal fired) Project B (hydroelectric) 

Financial Costs 500 550 

Financial Benefits 600 600 

Pollution cost 75 0 

Net Benefits 100 50 
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What are financial and economic 
analyses?  

Shadow Prices– In assessing alternative power station projects, some of 
which use local and others imported energy resources, and some employing 
more labour intensive technologies than others, it is necessary to correct the 
distortions in local labour, capital and foreign exchange markets. This is done 
by determining the true economic cost of labour and capital to the country, by 
correcting the distortion in local wage rates, interest rates … ; the process of 
correcting distortions in local market prices is called economic, or shadow 
pricing and is used in all economic analyses. 

 
Financial appraisal of alternative electricity projects ($ million) 
 Project A (coal-fired) Project B (hydroelectric) 

Financial Costs 500 590 

Financial Benefits 600 600 

Pollution cost 75 0 

Net Benefits 100 10 

What are financial and economic 
analyses?  

Social welfare – government may not merely wish to promote income growth 
but also income redistribution via its public investment programme. A project 
analysis that pursue objectives, such as improved welfare for a target group of 
people is called a social cost benefit analysis, or social analysis. 

In our example: It may be that the wheat growers whose incomes will be 
reduced by pollution are a particularly disadvantaged group. Hence 
government may decide that a dollar’s worth of lost income to the growers is 
worth two dollars worth of income gained by the consumers of electricity, who 
are assumed to be better off. 

Financial appraisal of alternative electricity projects ($ million) 
 Project A (coal fired) Project B (hydroelectric) 

Financial Costs 500 590 

Financial Benefits 600 600 

Pollution cost 150 0 

Net Benefits -50 10 
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Time Value of Money 

• Business investments extend over long periods of 
time, so we must recognise the time value of 
money. 

• Investments that promise returns earlier in time are 
preferable to those that promise returns later in 
time. 

• A euro today is worth more than a euro a year from 
now since a euro received today can be invested, 
yielding more than a euro a year from now. 

Interest and the Time Value of Money 

 If €100 is invested today at 8% interest, 
how much will you have in two years?  

At the end of one year:  
€100 + 0.08 × €100 = (1.08) × €100 = €108 

At the end of two years:  
(1.08)×€108 = €116.64 

or 

(1.08)2 × €100 = €116.64 
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Interest and the Time Value of Money 

• In the example it means interest accrued, not only using the 
principal amount, but also using the interest accumulated . 
At the same time we meant that they were being charged at the end 
of the year. So we used the formula: 
 
 
 
 
 

• Example: If you create a deposit of 100 GEL, for 2 years,  with an 
annual interest rate of 8%, compounding quarterly. To calculate the 
deposit amount upon maturity. 
 

(1 + r)n Fn=P 

Interest and the Time Value of Money 

• Example: If you create a deposit of 100 GEL, for 2 years,  with an 
annual interest rate of 8%, compounding quarterly. To calculate the 
deposit amount upon maturity. 
 
 
 
 
 

• The formula shows that if the bank, without changing the other terms 
of the deposit, increases the frequency of compounding (the number 
of periods in a given year), interest on the deposit amount will be 
increased. 
 

2.117)
4
08.01(100)1( 2*4 =+=+= mn

n m
iPF
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Interest and the Time Value of Money 

 The present value of any sum to be 
received in the future can be computed by 
turning the interest formula around and 
solving for P: 

(1 + r)n P = Fn 
1 

Interest and the Time Value of Money 

 A bond will pay €100 in two years.  What is 
the present value of the €100 if an investor 
can earn a return of 12% on investments? 

 

(1 + .12)2 P = 100 
1 

P = $100 (0.797) 
P = $79.70  
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What does this mean? 
If €79.70 is put in the bank today,  
it will be worth €100 in two years. 

In that sense, €79.70 today is 
equivalent to €100 in two years. 

Interest and the Time Value of Money 

 A bond will pay €100 in two years.  What is 
the present value of the €100 if an investor 
can earn a return of 12% on investments? 

 
Present Value = €79.70 

Rate
Periods 10% 12% 14%

1 0,909       0,893       0,877       
2 0,826       0,797       0,769       
3 0,751       0,712       0,675       

Time Value of Money 

€100 × 0.797  =  €79.70 present value 

0,893      

0,712

0,893
0,797
0,712

0,826       
0,751 0,712      

0,797      
0,712

      
0,712

Present value factor of €1 for 2 periods at 12%. 
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Example to solve 

• Let's say your great-grandmother left you money on in a 
trust fund - a fund that you cannot touch during the next 
5 years. 5 years later, the amount will be $ 100,000. 
Right now you need money to pay college tuition fees. 
Your attorney has offered you a solution: if you agree, 
you can take $ 75,000 now in exchange for $ 100,000  
five years later. Is the proposal acceptable to you, if you 
can pay tuition fees using the student loan at 10%? 
 

Time Value of Money 

90,1 165,28 225,39 

               100    200    300 

Cash Flows 

Discounted cash flows 
480.77 GEL 
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Decision-making Criteria in 
Capital Budgeting 

The Ideal Evaluation Method should: 
Include all cash flows that occur during the life of 
the project 

Consider the time value of money 

Incorporate the required rate of return on the 
project 

Capital Budgeting  
Decision-making Criteria 

• Capital Budgeting 
• Payback Period 
• Discounted Payback 
• Net Present Value (NPV) 
• Internal Rate of Return (IRR) 
• Modified Internal Rate of Return (MIRR) 
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Capital Budgeting:  the process of planning 
for purchases of long-term assets 

• Example:   
 Suppose our firm must decide whether to 

purchase a new plastic moulding machine 
for $500 and it will increase the rate of 
return by $150 during the next 8 years.  

• How do we decide? 
• Will the machine be profitable? 
• Will our firm earn a high rate of return on 

the investment? 

Payback Period 

• How long will it take for the project to 
generate enough cash to pay for itself? 
 

0 1 2 3 4 5 8 6 7 

(500)    150   150   150   150   150   150   150     150  
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Payback Period (PB) 
Cumulative 

Years Cash Flow   Cash Flow 

0 -500 
1 150 150 

2 150 300 

3 150 450 

4 150 600 

5 150 750 

6 150 900 

7 150 1050 

8 150 1200 

 It takes more than 3, but less than 4 years 

Payback Period (Continued) 

• To find the fraction of the 4th year, we first 
assume that cash flows are evenly 
distributed throughout the year 

• Payback = Number of Full Years + [(Initial 
Investment – Cumulative Cash Flow at the 
end of Last Full Year) / The Next Year’s 
Cash Flow] 

• Payback = 3 + (500 – 450) / 150 = 3.33 
years 
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Drawbacks of Payback Period 

• Firm cutoffs are subjective 
• Does not consider time value of money 
• Does not consider any required rate of 

return 
• Does not consider all of the project’s cash 

flows 
 

Drawbacks of Payback Period 
(Continued) 

• Does not consider all of the project’s cash 
flows. 
 
 
 
 

• This project is clearly unprofitable, but we 
would accept it based on a 4-year payback 
criterion! 
 

0 1 2 3 4 5 8 6 7 

(500)    150   150   150   150   150    (300)    0         0  
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Discounted Payback – Example 

0 1 2 3 4 5 

(500)      250     250    250    250    250   

Discounted Payback – Example 

              Cumulative 
Year       Cash Flow   PVCIF (14%)     PVCIF  
  0  -500  -500.00             0.00 
  1   250   219.30         219.30     
  2   250   192.37             411.67     
  3   250   168.74             580.41    
 
• Payback = 2 + [(500 – 411.67) / 168.74] = 2.52 years 
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Other Methods 

1. Net Present Value (NPV) 
2. Profitability Index (PI) 
3. Internal Rate of Return (IRR) 
• Each of these decision-making criteria: 

– Examines all net cash flows 
– Considers the time value of money 
– Considers the required rate of return 
 

Net Present Value (NPV) 

• NPV = the total PV of the annual net cash 
flows – the initial outlay. 
 
 
 

• Where FCF is the Free Cash Flow 
 k is the required return 
 t is the time subscript 

• Decision Rule: 
– If NPV is positive, accept 
– If NPV is negative, reject 

IO
k

FCFNPV
n

t
t
t −

+
=∑

=1 )1(
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Year 0 1 2 3 4 5 

Cash flows -500 250 250 250 250 250 

Net Present Value (NPV)  
Example 

Assume that discount rate is 10% 

Present Value -500 250 
(1+0.1)1 

250 
(1+0.1)2 

250 
(1+0.1)3 

250 
(1+0.1)4 

250 
(1+0.1)5 

Sum of discounted cash flows Initial investment 

Net Present Value (NPV)  
Example 

Imagine a device that you intend to purchase will 
increase your yearly income by 16 000 GEL. Machine 
will operate for 3 years and then you will be able to sell 
for 20 000 GEL.  

Question: 
1. What is the maximum amount you would pay for this 

equipment?  
2. What would be your profit if you are offered it for 35 

000 GEL? (Discount rate 10%) 
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Net Present Value (NPV)  
Example 

  

If we pay 38,000 GEL to purchase this equipment, it 
means that Net Present Value of this investment is : 

58,315-38,000=23,315 GEL 

16000 16000 16000 

1 2 3 0 

20000 Cash flows 

Profitability Index (PI) 

 
 
 
 
 

• Decision Rule: 
– If PI is greater than or equal to 1, accept 
– If PI is less than 1, reject 

IO
)k(

FCF

PI

IO
)k(

FCFNPV

n

t
t

t

n

t
t
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Internal Rate of Return (IRR) 

• IRR:  the return on the firm’s invested 
capital.  IRR is simply the rate of return 
that the firm earns on its capital budgeting 
projects 

• IRR is the rate of return that makes the PV 
of the cash flows equal to the initial outlay 
or NPV = 0 

• This looks very similar to our Yield to 
Maturity formula for bonds.  In fact, YTM is 
the IRR of a bond 

Internal Rate of Return (IRR) 
(Continued) 

 
 
 
 
 

• Decision Rule: 
– If IRR is greater than or equal to the required 

rate of return, accept 
– If IRR is less than the required rate of return, 

reject 

IO
IRR

FCFIRR
n

t
t

t∑
=

=
+1 )1(
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Internal Rate of Return (IRR) 
(Continued) 

 IRR is a good decision-making tool as long as cash 
flows are conventional. (- + + + + +) 

 Problem:  If there are multiple sign changes in the cash 
flow stream, we could get multiple IRRs. (- + + - + +) 

0             1            2             3            4              5 

(500)       200         100       (200)       400         300 

1                           2            3 

Internal Rate of Return 

• Alta Company can purchase a new machine 
at a cost of €104,320 that will save €20,000 
per year in cash operating costs.   

• The machine has a 10-year life. 
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Internal Rate of Return Method 

Future cash flows are the same every year in 
this example, so we can calculate the internal 

rate of return as follows: 

     Investment required      
   Net annual cash flows 

PV factor for the 
internal rate of return = 

     $104, 320 
       $20,000 =  5.216 

Internal Rate of Return Method 

Find the 10-period row, move across until 
you find the factor 5.216.  Look at the top 
of the column and you find a rate of 14%. 

Periods 10% 12% 14%
1 0,909  0,893  0,877  
2 1,736  1,690  1,647  

. . . . . . . . . . . .
9 5,759  5,328  4,946  
10 6,145  5,650  5,216  

Using the present value of an annuity of €1 table . . . 
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Internal Rate of Return 
• Alta Company can purchase a new machine 

at a cost of €104,320 that will save €20,000 
per year in cash operating costs.   

• The machine has a 10-year life. 

The internal rate of return on this 
project is 14%. 

If the internal rate of return is equal to 
or greater than the company’s required 
rate of return, the project is acceptable. 

Internal Rate of Return 
Year Cash Flows 

0 -90 

1 60 

2 70 

Discount rate NPV 

5% 30.63  
10% 22.40  
20% 8.61  
30% (2.43) 
40% (11.43) 

We can use the trivial method to calculate : we need to 
choose discount rate for which NPV=0  (in the table above 
it is something between 20-30%, more precisely IRR=28%) 
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CBA 
 Cost-benefit analysis (CBA) is a method of evaluating 

the net economic impact of a public project. Projects 
typically involve public investments, but in principle the 
same methodology is applicable to a variety of 
interventions, for example, subsidies for private projects, 
reforms in regulation, new tax rates.  

 
 On the basis of comparison of discounted economic costs 

and benefits, this method is to determine whether the 
project is acceptable in terms of social welfare. 

 
 CBA helps in the prioritisation of a variety of economic 

goals, in order to optimally use our resources. 

CBA 
CBA may be a tool used in both the decision-making process 
relating to starting a new investment and in an assessment of 
an existing object’s efficiency. We will be interested mainly in an 
analysis and an assessment of new investment projects, 
therefore in the pre-investment phase.  
 
The technique used is based on: 

– forecasting the economic effects of a project.  
– quantifying them by means of appropriate measuring procedures.  
– monetising them, wherever possible, using conventional 

techniques for monetising the economic effects.  
– calculating the economic return, using a concise indicator that 

allows an opinion to be formulated regarding the performance of 
the project.  
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CBA 
• The first ideas and applications of CBA can be traced back to 

nineteenth century France, and later they spread to the UK 
and USA, especially in the transport and hydraulic works 
sectors. 
 

• The systematic use of cost-benefit analysis was developed by 
international organisations, especially the World Bank. 
 

• It is normally used for major infrastructure projects, especially 
in the transport and environment sectors 
 

• CBA is also used to evaluate projects in the health, education 
and cultural heritage sectors. 
 

Cost benefit analysis 
 

Basically cost-benefit analysis is made up of three parts: 
 

– a technical-engineering part 
 
– a financial analysis 
 
– an economic analysis 
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Steps in a cost-benefit analysis 
Step 1 identification of the project, technical and demand 
analyses 

Step 2 Financial analysis according to the discounted cash-
flow method 

Step 3 Correction for the fiscal effects 

Step 4 Calculation of the positive and negative 
externalities.  

Step 5 From market prices to shadow prices 

Step 6 Calculation of the economic return of the project 

What are the technical characteristics of the project? What 
potential demand is the project intended to satisfy? 

Calculation of the financial sustainability and the financial 
return of the project and capital. 

In the economics analysis rates, taxes, duty and other fiscal 
effects are not considered. From the point of view of society 

these constitute a transfer and not a cash-flow. 

Quantification and monetisation of the external effects of 
the project. 

Use of shadow prices to calculate the opportunity cost of 
the input and output. 

 
Use of the social discount rate to discount the stream of 

costs and benefits. Calculation of the economic net present 
value and the economic internal rate of return. 

Step 1. Identification of the project, 
technical and demand analyses. 

 • Obviously it is necessary to identify the object of the 
evaluation, the unit of analysis to which the cost-benefit 
analysis is applied. 
 

• Identifying a project also means clearly defining the socio-
economic objectives that the project intends to achieve 
 

• The technical analysis is carried out to ensure the feasibility 
of the projected work from a technical point of view. This 
involves aspects of an engineering, management, 
localisation, marketing and organisational nature. The 
proposed project must show that it is the best of the 
possible alternatives. 
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Step 2. Financial analysis 
 

• This step consists of three parts: 
 

• Creation of charts for analysing money flow  
• Evaluation of financial visibility 
• Evaluation of financial benefit 

 
 

Step 2. Financial analysis 
 The financial analysis is the starting point for the 

subsequent economic analysis. It provides all the 
necessary data regarding input, output, their relative prices 
and how they are distributed over time. It serves to: 

– formulate the tables for analysis of the cash-flows (selection of 
the important cost and revenue items)  

– evaluate the financial feasibility (verification of sustainability)  
– evaluate the financial benefit by calculating the return from the 

private investor's (financial return of the project and the capital) 
point of view.  

 The initial three tables are: 
– investment costs and residual value 
– operating costs and revenue 
– sources of financing 
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Step 2. Financial analysis 
Financial sustainability is ensured if the accumulated generated cash is positive 
or, at most, equal to zero for all the years considered. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Year 1 2 3 4 5 6 7 8 9 10 

Revenue 10 12 12 12 12 15 12 12 12 20 

Expenditure 9 11 12 10 10 18 11 11 11 15 

Balance 1 1 0 2 2 -3 1 1 1 5 

Acc. Generated cash 1 2 2 4 6 3 4 5 6 11 

Step 2. Financial analysis 
Calculation of Financial Return of the Project. 
- First of all we need to calculate net present value which is 
the discounted balance between monetary revenues and 
expenditures: 
 
 
 
 
Where: 
• Si   _is balance of i year 
• i _ discount rate 
• 1/(1+i)n  _discount coefficient 
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Step 2. Financial analysis 
Year 1 2 3 4 5 6 7 8 9 10 

Revenue 0 5 12 12 12 15 12 12 12 20 

Expenditure 9 11 12 10 10 18 11 11 11 15 

Balance -9 -6 0 2 2 -3 1 1 1 5 

Discount rate 5% 

Discount 
Coefficient 

0.952 0.907 0.864 0.823 0.784 0.746 0.711 0.677 0.645 0.614 

NPV= (-9)*0.952+(-6)*0.907+(0)*0.864+(2)*0.823+(2)*0.784+ 
(-3)*0.746+(1)*0.711+(1)*0.677+(1)*0.645+  +(1)*0.645+(5)*0.614=-7.94 

Conclusion: this means that the discounted value of the income 
from the project is lower than the discounted value of the 
expenditure, highlighting that the project will operate at a loss. 

3)*0.746+(1)*0.711+(1)*0.677+(1)*0.645+  +(1)*0.645+(5)*0.614=-7.94

Step 2. Financial analysis 
  Internal Rate of Return (IRR) 

 Internal rate of return is the value of i (discount rate) for 
which the net present value is equal to zero. In other 
words the value of the IRR is obtained by solving the 
following equation: 
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Step 3. Correction for the fiscal effects 
 In the financial analysis carried out from the point of view of the private investor 

some items are included, such as, for example, taxes on profits, which 
represent neither a social benefit nor a cost, but rather a transfer from one 
social group to another. In this step two types or corrections are carried out: 1. 
all fiscal items (taxes, subsidies) are eliminated; 2. market prices are modified. 

Step 4. Calculation of the positive and 
negative externalities 

In evaluating the convenience, the public operator also considers the 
externalities generated by the project. The externalities are social costs or 
benefits that manifest themselves beyond the realms of the project and influence 
the welfare of third parties without any monetary compensation. As such, they 
are not captured by market mechanisms and are not monetised, since their 
effects are transmitted through real variables that influence the welfare of 
individuals and not through price mechanisms. Such effects, which influence the 
welfare of the social group involved, must be quantified and then monetised in 
order to be included in the analysis as a true item of input or output. 

Step 5. From market prices  
to shadow prices. 

  The last correction is made through the calculation of opportune 
conversion factors which, multiplied by the market price, give the value of 
the shadow prices. This correction is necessary because the markets are 
imperfect and market prices do not always reflect the opportunity cost of 
a good. If prices are distorted, they are not a suitable indicator of welfare. 

 In order to correct the market prices of inputs and outputs, the following are used: 
– the marginal cost, for non-marketed goods such as land, local transport services…  
– the border price for marketed goods;  
– the standard conversion factor for minor non-marketed goods 

 As far as salaries are concerned, the two alternative methods of calculating the 
conversion factor are: 

– using a conversion factor lower than one if faced with high unemployment 
– calculating an income multiplier that captures the positive external value of creating 

jobs 
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Step 6. Calculation of the economic 
return of the project. 

 
 Having made the three corrections, we have built a table of the 

economic analysis that combines the items contained in the first and 

second initial tables duly corrected with the elimination of the fiscal 

effects, and the addition of the external effects and the correction of 

the prices using discount coefficients. In order to measure the 

economic convenience, after having time-discounted with a social 

discount rate (generally different from the financial one), it is now 

necessary to calculate the net present value and the economic 

internal rate of return, 

Strengths and limitations of the approach 
Strengths 
• enables us to express an opinion on the economic-social convenience of a project;  
• enables us to create rankings among projects;  
• encourages the practice of identifying the economic benefits and costs, even if they 

are not immediately monetisable.  
 

Limitations 
 
• does not take redistributive effects into consideration (for these one can use a multi-

criteria analysis);  
• does not consider the effect on the economic return of non-monetisable benefits or 

costs;  
• sometimes uses discretional criteria for the monetisation of the costs and benefits for 

which no market exists.  
 
For all of these reasons, cost-benefit analysis is a useful tool for evaluating and selecting 
projects, but it requires strictness and methodological coherence in its application. 
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Programme 
Budgeting  

Why Programme Budgeting?  
   
 Georgia is moving to Programme Budgeting: 

• State  budget must be prepared according to programme format 
by 2012; 

• Budgets of autonomous republics and local municipalities must be 
prepared according to programme format by 2013; 

 
 Currently there are pilot programmes according to Government of 

Georgia Decree # 284 10th of March 2010.  

Annex 4. Programme Budgeting 
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Course goals 
Course goal is to introduce participants to the following topics: 
 
 What is programme budgeting? 

 
 How it differs from a traditional budget; 

 
 Advantages and problems associated with successful 

implementation; 
 

 Its structure and  design.  

 

Budget – definition  

 Budget – unity of the changes in revenues received, expenditures covered, 
and the remaining balance with the purpose of fulfilment of the functions and 
responsibilities of the central agencies, Autonomous Republics of Georgia 
and local self-government bodies of Georgia, which is approved by the 
relevant central agencies, Autonomous Republics and local self-government 
bodies of Georgia; (Budgetary Code of Georgia, 2009-12-18) 
 

 Budget – is a plan of how recourses must be used for the current fiscal year. 
It is the basis for decision-making and, at the same time, is an accountability 
tool showing how those decisions were fulfilled.   
 

 Traditionally, budgets of local self- government bodies of Georgia are 
grouped according to organisational and spending categories. See example 
- an abstract from one self-government  city budget.  
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Self-governing city  2008 year budget, expenditures classified by functional  
and economic types (in thousands GEL)  

Expenditure types 
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I. General expenditures 701 4313,1  1590,6  46,7  1007,3  218,3  0,0  0,0  

II. Defence  702 0,0             

III. Public safety 703 1237,0  445,2  1,0  260,8  4,0  0,0  0,0  

IV. Economic activity 704 540,0     130,0       

V. Environmental protection 705 1950,0      0,0       

VI. Communal services  706 6020,7      775,0 0,0  0,0  0,0  

VII. Healthcare 707 346,0      0,0       

VIII. Recreation, culture and 
religion 708 5312,1  0,0  84,8  569,6  0,0  35,0  0,0  

IX. Education 709 3570,4  0,0  0,0  35,8  0,0  0,0  0,0  

X. Social protection 710 1148,6     0,0        

  
 
 
Such a budget shows where the money was spent, but 
gives no idea as to what the results of this action were. 
 
 Traditional budget: line item budget - classified by 

expenditure types (e.g. salaries, allocations, and 
purchased goods and services): Control oriented 
 

 Programme budget – expenditures classified by 
activity. Budget identifies specific outputs/outcomes to 
be produced by activities: Output/outcome oriented 
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What is programme budgeting? 

   Programme budgeting relates expenditures and revenues to 
achieving explicitly stated public goals and asks the question: 
What is to be achieved? 

Programme budget: 
_ answers the following question: what are citizens receiving  in 

exchange for their money? 
 
_ is not only interested in what goods and services the local 

governing body has planned to purchase but what the results will be 
of those purchases; 

 
_ focused from inputs towards outputs or outcomes 

Definition 
   
Programme budget is a unity of indicators of projected results and assessment 
of programmes, projects, measures and their budgets, to be carried out by the 
office of the payment institution for the achievement of set priorities (Budgetary 
Code of Georgia, 2009-12-18).  
 

OECD defines programme budgeting as 

 budgeting that links the funds allocated to measurable results 

 

 Budgets that contain information on actual or estimated results 

 

 Presentation clearly explaining relationship between performance goals and 
the cost of achieving those goals 
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Why do municipalities need  
programme budgets?  

• To improve planning of a service supply; 
 

• Combat corruption, increase transparency; 
 

• Serve as a “bridge”  between municipality and citizens;  
 

• Increase management efficiency and improve control. 

Advantages 

 Identification of citizens’ demands and needs; 
 

 Increased transparency of the budgeting process; 
 

 Fulfilling community goals; 
 Ensuring coordinated and efficient management; 
 Providing sustainable financial programme; 

 
 Emphasising final results. 
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Problems with implementation: 
 
 
 Measurement of output and outcome (measuring what can be 

measured);  

 
 The link between inputs and outputs/ outcomes is ambiguous; 

 

 Quality of data; 

 
 Benefits of programme budgeting show up in three or four years.  

 
Main categories of the programme budget:  

 
 Programmes and sub-programmes, which are directly linked to 

budget priorities;  
 

 Programme goals / expected results; 
 

 All necessary activities to reach the goals; 
 

 Performance indicators; 
 

 Programme finances.  
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Priority #1 

Programme #1 

Sub-
programme 

#1 

Sub-
programme 

#2 

Sub-
programme 

#X 

Programme#2 

Sub-
programme 

#1 

Sub-
programme 

#2 

Sub-
programme 

#X 

Programme #X 

Sub-
programme 

#1 

Sub-
programme 

#2 

Sub-
programme 

#X 

Priority #2 

Programme#1 

Sub-
programme 

#1 

Sub-
programme 

#2 

Sub-
programme 

#X 

Programme #2 

Sub-
programme 

#1 

Sub-
programme 

#2 

Sub-
programme 

#X 

Programme #X 

Sub-
programme 

#1 

Sub-
programme 

#2 

Sub-
programme 

#X 

Priorities 
Priorities must refer to the fundamental function of 
the organisation. For what reason does this 
organisation exist?    
 
 

 Example: 
1. To improve social conditions of a socially vulnerable population;  
2. To develop city infrastructure and public services; 
3. To rehabilitate residential buildings. 
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Programme 
 

 Programme represents unity of activities to achieve priority goals 
identified in the budget. 
 

 Programme should have a title which is short and informative (e.g. 
Nature conservation, waste management etc); 
 

 Programmes should be developed in accordance with the 
competencies of one organisational unit; 
 

 One organisational unit must be responsible for a certain 
programme; 
 

 Budget should contain a description of each programme and its 
goals. 
 
 
 

Programme budget sample  
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Types of programmes 
 Administrative programmes 

 These programmes serve the proper functioning of the systems; 
 As well as activities, which provide the elaboration of state policy in the specific 

field. 
 

 Service provision programmes  
 Such programmes include activities which provide services directly to the 

beneficiaries, without subsidising them; 
 

 Subsidy programmes 
 State or shared subsidies aimed at various social groups or units. 

 

 Infrastructural programmes 
 Programmes which aim to develop infrastructure, to construct, rehabilitate and 

equip. 
 

 

Basic principles of programme selection  

 Should focus on society goals; 
 Should be clear and result-oriented;  
 Should cover its costs; 
 Should serve as a coordinative tool for local municipality’s 

activities and thus reduce cases of duplication and improve 
planning; 

 Should improve accountability of local municipalities towards 
their citizens. 
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Programme Elements: 
 

 Goal; 
 Manager; 
 Main financial information; 
 Description of a problem/current situation; 
 Activity plan; 
 Performance measures. 

Programme goal 
 The programme goal should reflect the final outcome of which 

programmes the organisation wants to achieve 
 

Example:  

 City transport: coordinated traffic, minimal difficulties for vehicles and 
pedestrians, accident prevention; 

 City lights: lights on and thus ensuring civilian safety.              
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Programme objective 
Programme objective is a specific result, which is achieved during a 
certain period of time. Objective should show: what should be done, 
for whom and by when. 
 
Wording of the objectives is the following: increase, decrease, finalise, 
prevention, maintain etc. 
 

Example:  
 Increasing number of residential units during the next financial year 

by 2%;  

 Decrease leakage in water supply by 25%;  

  Increase number of commercial units in the city by 10%.  

Outputs and outcomes of the programme 
 The main aim of programme budgeting, as a result-oriented budget, is how 

well the results of the programme are stated.  Two types of results are used 
in programme budgeting are: mid-term and final results (Output and 
Outcome). 
 

 The final result is global by its very nature and represents the result of the 
programme. This is the condition achieved by planned and well-analysed 
policy.   
 

 The aim of the final result is to eliminate certain problems; establish 
essentially new conditions, new rules and significant improvements in certain 
fields;  
 

 The final result is achieved after several years, and its achievement means 
that the programme ceases to function or continues to function in a new form.  
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 Mid-term result  represents outcome of a sub-programme/activity 
 Mid-term result is more concrete compared to final result.  
 Mid-term result is linked to the fiscal year and in most cases it must be 

achieved during one year.  
 
 

 Result should reflect future conditions which are expected from the 
programme  and sub-programme. 

Sub-programmes/activities 

 It is necessary to group activities into major directions, so called sub-
programmes after programmes are identified.   

 
 Sub-programme is a unity of activities which is necessary to 

achieve a specific result. According to the contents, it can be divided 
into the same types as programmes; 
 

 Sub-programmes are linked to mid-term results. 
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Examples of Programmes  
and their Sub-programmes 

Programme: Infrastructure Development 
 
 
 
Sub-programmes: 1.1. Exploitation of street lights 
    1.2. Design and budgeting works of street lights 
    1.3. Street cleaning 
    1.4. Exploitation of waste disposal 
    1.5. Parks and yards rehabilitation 

 

Performance Measurement should:  
 
 Be based on programme goals and objectives which link 

 to a statement of the programme mission or purpose; 
 

 Measure programme outcomes; 
 

 Provide for resource allocation comparisons over time; 
 

 Measure efficiency and effectiveness for continuous  
 improvement; 
 

 Be verifiable, comprehensible and timely 
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Types of Performance Indicators: 
1. Input 
Resources used to produce an output.   
Examples : costs (direct costs plus fringe benefits); labour hours.  

2. Output 
Quantity of units produced, typically under managerial control  
Examples : Miles of pipe visually inspected; clients served  
3. Outcome 
Are qualitative consequences associated with a programme/service, 
focusing on the ultimate “why” of providing the service  
Examples: Reduction in fire deaths/injuries; increase in job trainees who 
hold a job for more than six months; decrease in low birth-weight babies 

4. Efficiency 
Ratio of inputs used per unit of output (or outputs per input) 
Examples:  Cost per unit:  cost per ton of refuse collected, cost per 
prisoner boarded, cost per transaction, etc; productivity:  hours per 
consumer complaints, plans reviewed per reviewer, etc 

Programme budget enclosure  

 
 Expected results and their performance indicators must be included in the 

enclosure of the budget, thus it has no power of law.  
 

 Expected results and performance indicators are very important information, 
even though they are part of the enclosure during the transitional period. 
Much emphasis is given to them while reporting on the budget;  
 

 According to Georgian legislation, we have the following 5 types of 
indicators: Qualitative , Quantitative , Efficiency, Effectiveness and Cost-
related. 
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Indicator 
types 

Definition Example 
 

1.Qualitative 
indicators 

Answers to the question how many, 
how much is related to sub-
programme results   

- Number of citizens served with the  
  service; 
- Volume of reconstructed road;  
- Collected waste: 
- Number of buses; 
- Number of street lights 

2.Quantitative 
indicators 

Evaluates results’ quality 
 
 

- Recipients’ satisfaction rate at the  
  end of the year ; 
- Frequency of the roads’  
  reconstructions; 
- average waiting time;  

Indicator types Definition Example 
 

3. Cost-related 
indicator 

Links programme/sub-programme 
results to the costs 
 

- 1 square km road's maintenance 
costs ;  
-Garbage  collection costs per HH; 
- Cost of increasing consumers’ 
satisfaction rate by 1 %;  
- Cost of decreasing mortality rate by 1 
%.  
 

4. Efficiency 
indicators 
 

Give us information on how 
expedient the achieved results 
are with regard to used 
resources.  
 
 

-Number of plans reviewed per 
reviewer;  
-Hours spent per complaint. 

5. Effectiveness 
indicator 

Define achieved results with 
regard to the  situation before 

-Reduction in unemployment rate; 
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Public Procurement 

Irakli Khmaladze 

• Public Procurement is one of the most important economic 
factors in European Member States:   

 An estimated 16% of the European GDP 
 

• Public Procurement law is highly dynamic and 
increasingly determined by European Directives  

 
•  Lack of tendering: Among the 3 most frequent errors 

in previous SF period!  
 

Public Procurement Basics –  
General Considerations  
Why does Public Procurement matter? 

Annex 5. Public Procurement 
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Public Procurement - Fundamental principles: 

• Non-discrimination on grounds of 
nationality and equal treatment 

• Free movement of goods and prohibition 
of quantitative restrictions on imports 
and exports and measures having 
equivalent effect   

• Right of establishment also including 
activities as self-employed persons 

• Freedom to provide services  
• Transparency, proportionality and mutual 

recognition 

Open 

 

• All interested parties can submit a tender in response to the OJEU 
notice (albeit only those meeting the contracting authority's 
selection criteria, if there are any, will be entitled to have their tender 
assessed).  

• No negotiation with the bidders is permitted.  

• There are no restrictions under the Directives as to when the 
procedure can be used. 

Choice of procurement procedures (1)  

Public Procurement Basics –  
Directive 2004/18/EC 
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Restricted 

 

• All interested parties may express an interest in tendering for 
the contract but only those meeting the contracting authority's 
selection criteria will actually be invited to submit a tender. 

• No negotiation with the bidders is permitted.  

• There are no restrictions under the Directives as to when the 
procedure can be used. 

 

Choice of procurement procedures (2)  

Public Procurement Basics –  
Directive 2004/18/EC 

Negotiated 
WITH  
prior  
publication 

• Under the negotiated procedure with prior publication, an OJEU 
notice must be published. 

• Tenderers are invited to negotiate the terms of the contract 
with the contracting authority.  

• This procedure can only be used in the limited circumstances 
described in the Directive (e.g., contract specification cannot 
sufficiently be established). 
 

Public Procurement Basics –  
Directive 2004/18/EC 
Choice of procurement procedures (3-1)  
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Negotiated 
WITHOUT  
prior  
publication 

• Under the negotiated procedure without prior publication, the 
contracting authority is not required to issue an OJEU notice 
and may negotiate directly with the supplier of its choice.  

• This procedure can only be used in the limited circumstances 
described in the Directive (e.g., extreme urgency, for technical 
or artistic reasons or for reasons connected with the 
protection of exclusive rights) 

Public Procurement Basics –  
Directive 2004/18/EC 
Choice of procurement procedures (3-2)  

Competitive Dialogue (for very complex contracts only) 

Choice of procurement procedures (4)  

• Extreme urgency due to unforeseeable events. Applies to 
e.g. natural disasters rather than tight schedules 

• For technical or artistic reasons or reasons connected to 
the protection of exclusive rights: contract can only be 
executed by one particular ecomonic operator. Very 
limited. There is normally more than one potential 
supplier  

i.e. normally not applicable 

Public Procurement Basics –  
Directive 2004/18/EC 
Cases justifying the use of negotiated procedure 
without publication of a contract notice (1):  
Urgency or only one operator available   
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• For additional works or services not included in the original contract, when such work: 

• Cannot be technically or economically separated from the original 
contract OR 

• Is strictly necessary for its completion 
• May not exceed 50% of the amount of the original contract. 

Public Procurement Basics –  
Directive 2004/18/EC 
Cases justifying the use of negotiated procedure 
without publication of a contract notice (2):  
Additional work or services not included in the 
original contract 

Selection (1):  
• Verification of the suitability of tenderers (open procedure)  
• Selection of candidates (restricted and negotiated procedure): 
• EXCLUSION: A contracting authority must exclude a bidder from 

the procurement process, in cases where a bidder has been 
convicted of involvement in organised crime, corruption, fraud 
or money laundering. 
 

• SELECTION (1): A contracting authority may exclude a bidder 
from the process, in cases where certain grounds concerning the 
supplier's personal position are met (e.g. bankruptcy, 
professional misconduct, non-payment of social security or taxes). 

 

Contracting Authorities can ask bidders and competent 
authorities (also in other MS) to provide relevant documents / 
information!  

Public Procurement Basics –  
Directive 2004/18/EC 
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• SELECTION (2): Bidders may also be assessed and excluded 
on the basis of their economic and financial capacity (e.g. 
annual turnover for past three years) and technical capacity 
(e.g. experience of similar contracts over the past five years). 
 

The contracting authority must specify non-discriminatory 
selection criteria in the contract notice as well as any minimum 
standards (e.g. a minimum turnover requirement)! 

Public Procurement Basics –  
Directive 2004/18/EC 
Selection (2):  

• Verification of the suitability of tenderers (open procedure)  

• Selection of candidates (restricted and negotiated procedure): 

• Lowest price: The lowest priced tender wins. No other 
element of the tender may be taken into account 

 OR 
• The most economically advantageous tender 

(MEAT): Factors other than or in addition to price, such 
as quality, technical merit , running costs and delivery 
period can be taken into account 

Public Procurement Basics –  
Directive 2004/18/EC 
Award of Contract: 
 

The contracting authority must specify non-discriminatory 
award criteria and the relative weighting it gives to each of the 
criteria (e.g. in the contract notice). 

• Lowest price: The lowest priced tender wins. No other 
element of the tender may be taken into account 

 OR 
• The most economically advantageous tender 

(MEAT): Factors other than or in addition to price, such 
as quality, technical merit , running costs and delivery 
period can be taken into account 

Public Procurement Basics –  
Directive 2004/18/EC 
Award of Contract: 
 

The contracting authority must specify non-discriminatory 
award criteria and the relative weighting it gives to each of the 
criteria (e.g. in the contract notice). 
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On request the contracting authority must give any 
unsuccessful bidder: 
 

1) The reason why the tender/application was rejected 
 

2) The relative advantages of the tender selected as well 
as the name of the successful bidder 

 
Information must be provided within 15 days! 

Public Procurement Basics –  
Directive 2004/18/EC 
Information and Debriefing: 
 

52 days minimum 
Less with Prior Information Notice and/or 
electronic communication 

Not 
specified 

Public Procurement Basics –  
Directive 2004/18/EC 
Minimum Time Scales  
Open Procedure 

10 days 
min 

48 days  
max 
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37 days minimum 
Less with electronic   
com. and/or  
‘Accelerated procedure’ 

40 days min 
Less with PIN,  
electronic com. and/or  
‘Accelerated procedure 

Public Procurement Basics –  
Directive 2004/18/EC 
Minimum Time Scales  
Restricted Procedure 

10 days 
min 

48 days  
max 

Not 
specified 

Minimum number of selected candidates: 5    

Public Procurement Basics –  
Directive 2004/18/EC 

Not 
specified 

Minimum Time Scales  
Negotiated Procedure 

Minimum number of selected candidates: 3  

37 days minimum 
Less with electronic   
com. and/or  
‘Accelerated procedure’ 

10 days 
min 

48 days  
max 

Negotiation 
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Public Procurement system in 
Georgia 

 Law on Public Procurement 18 05 2008 

 Based on UNCITRAL model (United Nations 
Commission on International Trade Law ) 

 From 1.12.2010 E-Procurement 

Forms of Procurement 

 Electronic tender –above 200000. minimum 
time for submitting offers 20 days 

 Simplified electronic tender – from 5000– to 
200 000 GEL. Minimum days for submitting 
offers 3 days 

 Direct award– below 5000 Gel 

 Framework Contracts 
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Selection and Award Criteria 

 Selection Criteria are not defined by the law. 
Procuring entities are entitled to define 
themselves 

 Award Criterion- Minimum Price 

Main objectives of E-procurement 
 

  Minimisation of costs for the tender bidders; 
 

  Transparent and efficient use of public funds; 
 

  Restricting subjective (unjustified) decisions by the procuring entities 
 

  Increasing access to procurement information; 
 

  Simplifying procurement procedures; 
 

  Increasing competition. 
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Data (January – May) 

Tenders announced  13 420 
 
Procuring entities     1 947 
 
Suppliers     5 073 

                                         6 594 tenders 

Projected amount       579 809 448 

Actual amount       493 889 699 

Economy, GEL         85 919 749 

Economy, %           14.81% 

Most active procuring entities 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 

Tbilisi City Hall 127  20584080  18633460  1950620  

Revenue Service  95  7136017  6920272  215745  

Police  84  5578670  5320920  257750  

Kutaisi City Hall 80  8900984  8470810  430174  

Ilya State University  77  1511859  1408893  102966  

Department for Roads  75  27179254  25060595  2118659  

Ministry of Finance  70  1651858  1602044  49814  

Batumi City Hall  70  29220075  28581107  638968  

Ministry for Internal Affairs 67  8173468  7991407  182061  
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Top ten Suppliers 

1 LTD “Caucasus Online" 79 40 645 181 
2 Centre house 83 29 948 501 
3 Aldagi BCI 86 47 976 624 
4 JPI Holding 88 27 8 39 818 
5 ESAB 95 28 703 944 
6 NEW Moon 112 47 834 653 
7 “FORMAT 129 41 593 814 
8 Tegeta Motors 196 117 3 725 702 
9 Silknet 201 118 2 025 738 
10 VISOL Petroleum 213 171 22 852 616 

Categories Amount Price 

Petrol 2437     398 040 487 

Office Equipment, 1159        27 929 719 

Food and beverages 942        41 088 842 

Construction works 879      229 424 419 

Services 748        29 620 988 
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Findings & Challenges 

 E-Auctions are effective in competitive 
markets.  Efficiency is minimal in monopolistic 
markets 

 E-tendering may decrease competition 

 Without having national standards it is difficult 
to control the quality 

 Hidden costs are not taken into account 

 Suppliers are less interested about small size 
tenders (in remote areas) 






