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Summary

The Public Finance Act introduced the debt ratio of the local government units, 
applying from 2014. It is an indicator with many shortcomings, impeding signifi-
cantly the implementation of the external investments in local government units. 
Another restraint is the requirement of the operating surplus which in fact, prevents 
the constitutive organs of the local authorities from adopting of the budget in which 
the planned current expenditure is higher than the planned current revenue. In con-
sequence, it forces the local authorities to reduction in expenditure and in many 
cases, to introduction of the recovery programme. The research covered the district 
government units of the West Pomeranian Voivodeship and its aim was to compare 
the debt ratio and the possibility to influence the debt repayment capacity. 
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Introduction

The local government units’ indebtedness do not have to be considered as a difficult eco-
nomic situation. The public debt is governing by the civil and budgetary law regulations. The 
assumptions in multi- annual financing plan as the maximum debt and deficit level, the accept-
ed wage level, investment and other expenditure have to be accurate and uniform in all units. 

The public debt is usually defined as a financial liability from a returnable income. The 
Public Finance Act of 2005 introduced two debt ratios calculated of the total budget rev-
enues1. The rate of these ratios was limited in terms of the debt repayment level to the level 
of planned revenue declared for the current financial year. They could not exceed neither 
15% nor 60% of the executed revenue against the debt level at the end of the financial year.

Causes of local government units’ debt mainly include borrowing, loans and the issuance 
of securities classified as income to cover the budget deficit. The existing deficit is intended 
to be covered by income gathered from the sale of securities issued by the local authorities, 

1  The Public Finance Act of 30 June 2005 (Journal of Laws of 2005 No. 249, item 2104 with later amendments).
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credits and loans derived from the privatisation of local assets, the budgetary surplus cumu-
lated in previous years and the free budget’s appropriations. At the same time, neither the 
returnable income nor the revenue derived from the privatisation of local assets can be used 
for covering the current account deficit of the local government units.

The Public Finance Act of 27 August 2009 did not lay down the maximum debt level2. It 
was replaced by one debt ratio, based on the operating outturn of the local government unit, 
as a difference between current revenue and current expenditure. The aim of budget regula-
tions relating to the new category of current account surplus (operating surplus) plus revenue 
derived from the sale of local assets is to promote and support various forms of active public 
wealth management. 

The benefit of so defined the debt ratio is primarily the fact, that the local authorities 
within the framework of appropriate expenditure policy in current expenditure are in a posi-
tion to influence the debt repayment and boost investment through the returnable income. 
The aim of this article is to present some regulations introduced by the Public Finance Act of 
2009 concerning the current account surplus ratio plus revenue derived from the sale of local 
assets and to assess the public wealth managing forms and the evaluation of the operating 
surplus of the local government units. The research was carried out at district government 
units of the West Pomeranian Voivodeship comparing the evolution of public debt and budg-
etary deficit against the debt ratio. It should be noted that the important form of local authori-
ties’ activity is their financial independence, most often associated with revenue and return-
able funds collecting, planning and spending on the operational and development objectives, 
consequently affects the proper handling of the budgetary management (Wankiewicz 2009). 

The local government unit’s debt against the maximum debt ratio

The Public Finance Act in a new formula states that the local government unit’s debt 
includes liabilities related to the issuance of securities on the pecuniary claims, borrowing, 
loans, deposits taken and liabilities payable on demand proceeding from the assumption by 
the relevant public finance entity with the public liabilities. The limit of indebtedness in the 
new formula allows the local authorities leading the current expenditure policy to influence 
over the repayment of debt, what has a significant impact on the investment opportunities 
(Uryszek 2011).

The available analyses point out that that the majority of local government units struggle 
with problem of lower budgets, what significantly influence the investment implementation 
and opportunities of using of the European Union funds (Gonet 2011). To avoid the reduc-
tion of investments the local authorities increase the indebtedness thereby increasing the 
public debt. Consequently, the question which arises is therefore whether a debt ratio is an 
opportunity or a barrier to local government unit’s development? The answer is not read-
ily apparent due to a calculation method under which the borrowing allowance (the debt 

2  The Public Finance Act of 27 August 2009 (Journal of Laws of 2009 No. 157, item 1240 with later amendments).
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limit) is calculated as an average current account surplus of the three years what allows to 
determine more objectively the credit assessments of the local government units than the 
indicators applied previously (Dylewski 2011). The introduction of the exclusions from the 
algorithm defined in Article 243 of the Public Finance Act to the debt incurred to finance the 
contribution from the EU budget allows to avoid the liquidity risk due to delays in reimburs-
ing expenditure, however the arithmetical formula laid down in law regulations is not free 
from defects, as the borrowing allowance (the debt limit) can prevent the constitutive organs 
of the local authorities from adopting of the budget.

Particular attention should be given to the value of the total amount relating to the finan-
cial year and to each subsequent year after the financial year and: 
 - repayment of credits and loans, including the interest due,
 - repayment of credits and short- term loans,
 - redemption of the securities, including the interests and discount,
 - potential commitments of granted sureties and guarantees to the total planned revenue of 

the budget, which cannot exceed the last three- year arithmetic average of current income 
plus revenue from the sale of assets minus current expenditure against the total revenue 
of the budget calculated according to the following formula:

When analysing the above- mentioned formula, in particular, it should be noted that 
placement of debt servicing costs on both sides of it seems to be likely unfair and provides 
that the components of the current expenditure result in degrading effect on the result of the 
right side of the formula, and at the same time on the left side, are a sum of a numerator of the 
fraction defining the level of the contribution of the debt, including the cost of debt servicing 
related to the revenue (Drozdowski et al. 2009). In order to fulfil the conditions under Article 
243 of the Public Finance Act the operating surplus needs to be increased by the debt servic-
ing costs, despite the fact they are already contained therein (Mlynarczyk 2012). On the oth-
er hand, at relatively low costs, such a situation is not onerous and may even provide a safety 
margin, but with the increase of costs requires significant additional financial resources to be 
exchanged to property expenditure or left as a surplus for financing of expenditure in respect 
of the subsequent years, what results in stopping the current expenditure.

In conclusion, it can be stated that by introducing such restrictions as prohibition against 
the budget adoption by the constitutive organs of the local authorities, the legislature ruled 
out the possibility of execution of expenditure in which the current expenditure exceed the 
total planned revenue and in fact adjusted the level of current expenditure to the financial 
capacities. Restrictions on exceeding the limits of debt can result in failing to meet the cri-
terion of Article 243, in particular due to the lack or low level of revenue from the sale of 
assets. The additional restrictions introduced by the legislature influencing significantly the 
financial situation of the local government unit are the granted guarantees and sureties for 
common investment of the municipal association.
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Relation between the operating surplus ratio plus revenue derived 
from the sale of local assets and the permitted level of debt  
and deficit in the local government units

Statutory permitted level of debt in the local government units provided of the 1st January, 
2014 is more stringent than the ratios included in the Public Finance Act of 20053. The Public 
Finance Act of 27 August 20094 regulates the level of budgetary deficit and payment for 
servicing public debt of local government units based on level of general government deficit 
and a ratio of the government debt to GDP. This situation generates the unfavourable con-
sequences, following a deterioration of national public finances it reduces the opportunities 
to incurrence and debt-servicing of the local authorities. The strict legislation may seriously 
distort the investment process in local government units and have a negative impact on their 
development capacities.

In this context, the local debt can be defined as a total amount of financial resources pro-
vided at local government unit’s disposal for a fixed period and on specified terms and condi-
tions (Szewczuk 2009, p. 457). These measures aim at stimulating the acquisition of external 
funding, its servicing and the repayment of liabilities. Account should likewise be taken of the 
fact that the local government units have an independence guaranteed under the Constitution 
to perform their own tasks, in their own name and under their own responsibility. The available 
analyses point out that the majority of district governments struggle with problem of lower 
budget revenue what significantly influence the investment implementation and opportunities 
of using of the European Union funds. In order to avoid the investment reduction the local au-
thorities increase the indebtedness, thereby increasing the public debt (Adamiak 2012, p. 73).

An important factor in determining the operating conditions of local governments are 
financial resources and properly planned budget, which should play an important role as an 
essential tool in long - term planning process (Swianiewicz, 2011). The budget as a financial 
plan of revenue and expenditure must comply with the budgetary principles. The principle 
of budget equilibrium laid down in the Public Finance Act was modified on the point of 
European funds, both in national and local government budget at ongoing operation level. At 
the same time it should be recognised that the local government budget shall be in balance 
also during its in-year execution (Stolarz-Krzisz 2012, p. 65). The budget of local govern-
ment unit consists of two main parts: operating and capital ones, what enables to trace its 
structure, the interdependency of its components and the balance between the revenue-in-
come and expenditure- outgoings sides. For a few years, some new economic opportunities 
have emerged for public finances as a result of the operating surplus creation. It is a surplus 
between the current revenue and current expenditure. This new category, mandated by the 
Public Finance Act, primarily aims at reducing the local government’s need for additional 
funds increasing the public debt. This is apparent in the budgets of district government units 
of West Pomeranian Voivodeship, which shows the Table 1 below.

3  The Public Finance Act of 30 June 2005 (Journal of Laws of 2005 No. 249, item 2104 with later amendments). 
4  The Public Finance Act of 27 August 2009 (Journal of Laws of 2009 No. 157, item 1240 with later amendments).
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Table 1
The evaluation of district government budgets of West Pomeranian Voivodeship (in PLN)    

THE DELINEATION
YEAR

2012 2013 2014 2015

1. Revenue in total, 
of which:

1 192 787 022 1 223 343 656 1 213 093 501 12 137 67 117

a) current (Db) 1 105 525 450 1 151 872 267 1 151 558 555 1 129 342 381
b) capital (Dm)  87 261 572  71 471 389  61 534 947  61 534 947

2. Expenditure in total,
of which:

1 202 950 137 1 198 389 214 1 216 336 282 1 188 961 523

a) current (Wb) 1 056 255 235 1 096 348 553 1 083 482 711 1 060 909 206
b) property- related (Wm)  146 694 902  102 040 661  133 053 570  128 052 317

3. Income in total, 
of which:

 132 089 708  130 335 385  107 895 493  97 541 436

a) budget surplus + free resources  72 152 266  45 637 016  46 857 036  58 814 801
b) repayment of loans  4 043 042  1 705 708  1 899 085  2 527 712
c) credits and loans  54 504 400  34 172 660  40 106 539  36 198 922
d) securities  1 390 000  48 820 000  17 800 000

4. Outgoings in total,
of which:

 77 161 378  103 474 222  48 741 210  59 297 746

a) loans granted  2 630 000  2 661 988  1 643 385  1 945 000
5. Operating surplus 

(No) (I a – II a) 49 270 215 55 523 714 68 075 843 68 433 175
6. Suplement proceeds to property- 

related Expenditure through Income
(II b – I b) – V 10 163 115 - 3 442 780 -

7. Income share in property- related 
Expenditure in Income in total (%)
(VI / VII) 8 - 3 -

8. Returnable Income share in Income 
in total (%)
(III d + III e) / III 42 64 54 37

Source: Own elaboration based on the data of the Regional Chamber of Auditors in Szczecin. 

The analysis of data provided in table 1 leads to the conclusion that only three districts 
have not recorded any operating surplus. In 2013 the Walcz District has recorder a deficit 
of 6 834 329,50 PLN related to the one- off repayment of the liabilities mainly to ZUS 
(the Social Insurance Fund) taken over after the transformed district hospital. These li-
abilities, classified as current expenditure were repaid with the State- guaranteed loan 
(Dylewski 2011b). Two other cases occurred in 2014 in the Kamien Pomorski and the 
Pyrzyce Districts. Comparing the data at the beginning and at the end of the period con-
sidered, it must be stated that, overall, the operating surplus showed an increasing trend 
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at level of 39 %. The share of the operating surplus in current revenue in 2012 stood at 
0,04 %, but in 2015 marginally increased to 0,06 %. In 2012 and 2014 it was necessary 
to finance the investment through income (budget deficit). These were years with the 
largest share of property- related expenditure in total expenditure and accounted for 12, 
2 % and 10,9 % respectively. The total budgetary surplus were earned in 2013 and 2015 
and reached approximately 25 million PLN. In 2013 they have been assigned primarily to 
repayment of credits and loans contracted. The outgoings were 34, 1% higher than a year 
before and more than twice in the following year. Additionally in 2013 the debt restructur-
ing operations were reflected in the largest issuance of securities in the analysed period. 
The specificity of 2013 can be accounted for entering into force of the new method to 
determine the possibility of the incurrence of debt and its repayment by the local govern-
ment units based on the operating surplus. Such a construction of the indicator is logic 
and takes into account the cash flow of the local governments, whereas the debt level is 
adjusted individually (Kluka, Kluza 2011, p. 93), what can be considered as an unques-
tionable advantage. Anyhow, on the other hand, this approach has also some downsides as 
the introduced indicator calculates the cost of debt twice, what significantly impedes the 
functioning of the local governments. On one side it increases the debt- servicing cost and 
at the same time declines the budgetary surplus being accounted for current expenditure. 
This means that the land districts will be particularly affected.

The local government units’ determination in order to maintain the maximum possible 
operating outturn is especially apparent in 2015. It should be noted that with a decline in 
current income of over 22 million PLN in relation to the year 2014, the current expenditure 
have been reduced of a comparable amount. Also the incurrence of credits and loans as well 
as the issuance of securities have declined to 37 % of total income in 2015.

The analysis of the debt ratio and the possibility of the Walcz District 
to influence its own debt repayment capacity in comparison with other 
districts of the West Pomeranian Voivodeship

One of the serious threats to the Polish economy is an increase in public debt. Within 
the years 2012-2015 the number of indebted local governments rose up to 7715. However, 
the number of local government units, the debt of which at the end of the year exceeded 
the reference value of 60% of the annual budget revenue, in particular years is as follow: 
2012 – 95, 2013 – 98, 2014 – 107 (Swianiewicz, Lukomska 2015, p. 5). During the last four 
years the indebtedness of Polish local governments has risen by 4,3 billion zl and in 2015 
exceeded 72 billion zl in total. Over the period 2012-2015 the debt went up in 1237 of 2809 
local authority units in Poland in total (app. 44 %). In 465 Polish units the debt ratio was 
lower than 10 %, anyhow in 207 of them was higher than 50 %. At the same time, within 
the years 2012-2015, the number of debt- free local authorities declined from 60 to 55. The 

5  The Ministry of Finance, The report on the budgetary of the local governments units for 2012-2015.
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analysis of the local government data, conducted on the basis of their multiannual financial 
perspectives, indicates that the local authorities are planning to reduce their liabilities in 
subsequent years (Mlynarczyk 2012, p. 44-45). When analysing the financial results of the 
district governments of the West Pomeranian Voivodeship in the years 2012- 2015 it can be 
stated that, both the financial situation of the districts in the West Pomeranian Voivodeship 
and across the country remains at a similar level over the period considered (see Table 2).

Table 2
The debt ratio against the budgetary surplus- the degree of financial security  
of districts of the West Pomeranian Voivodeship over the period 2012-2015   

Specification 2012 2013 2014 2015

1 Revenue in total  1 192 787 022  1 223 343 656  1 213 093 501  1 213 767 117 
 a Current  1 105 525 450  1 151 872 267  1 151 558 555  1 129 342 381 
 b Capital  87 261 572  71 471 389  61 534 947  84 424 736 
  of which

from the sale of assets  11 120 206  7 482 060  5 164 359  16 080 528 

2 Expenditure in total  1 202 950 137  1 198 389 214  1 216 536 282  1 188 961 523 
 a Current  1 056 255 235  1 096 348 553  1 083 482 711  1 060 909 206 
 

 
of which
on debt servicing, sureties and guar-
antees  24 958 507  18 855 347  13 816 346  12 884 967 

 b Property- related  146 694 902  102 040 661  133 053 570  128 052 317 
3 One-year indicator 

(Db+Sm-Wb)/D  5,06  5,15  6,04  6,96 
4 Permissible repayment ratio for 2015 

in accordance with Article 243 (without 
exemptions) - - -  5,42 

5 Credit and loans repayment (without 
exemptions) - - -  52 782 871 

6 Executed repayment ratio in 2015 (with-
out exemptions) - - -  5,41 

7 Exemption amount - - -  5 657 419 
8 Executed repayment ratio in 2015 - - -  4,94 
9 Permissible value of repayment of the 

capital and of debt- servicing costs in 
2015 in accordance with Article 243 - - -  65 786 178 

10 Executed expenditure on repayment of 
the capital and debt- servicing costs in 
2015 - - -  65 667 838 

11 Operating outturn of 2015 - - -  68 433 175 
12 Total outturn of 2015 - - -  24 805 594 

Source: Own elaboration based on the data of the Ministry of Finance.
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Table 3
The debt ratio against the budgetary surplus- the degree of financial security  
of the Walcz District in 2015  

Specification 2012 2013 2014 2015

1 Revenue in total  50 654 944  52 555 566  48 262 613  49 704 886 
 a Current  48 034 580  48 037 776  48 143 218  45 108 927 
 b Capital  2 620 364  4 517 790  119 395  4 595 959 

  of which
from the sale of assets  2 123  279 017  -  700 000 

2 Expenditure in total  51 511 634  61 245 590  47 300 112  47 430 067 
 a Current  47 346 861  54 872 105  46 547 703  43 631 035 

  
of which
on debt servicing, sureties and 
guarantees  2 102 014  3 460 569  1 189 958  1 002 122 

 b Property- related  4 164 773  6 373 485  752 409  3 799 032 
3 One-year indicator  

(Db+Sm-Wb)/D  1,36 - 12,47  3,31  4,38 
4 Permissible repayment ratio for 

2015 in accordance with Article 243 
(without exemptions) - - - - 2,60 

5 Credit and loans repayment (without 
exemptions)  - -  -  1 771 837 

6 Executed repayment ratio in 2015 
(without exemptions) -  -  -  5,58 

7 Exemption amount - -  -  463 282 
8 Executed repayment ratio in 2015  -  - -  4,65 
9 Permissible value of repayment of 

the capital and of debt- servicing 
costs in 2015 in accordance with 
Article 243  - - - - 1 292 327 

10 Executed expenditure on repayment 
of the capital and debt- servicing 
costs in 2015  - - -  2 773 959 

11 Operating outturn  - - -  1 477 892 
12 Total outturn  -  -  -  2 274 819 

Source: as in Table 2.

Taking into account the sum of the budget outturns of districts of the West Pomeranian 
Voivodeship it has to be recognized a small margin between the permissible and executed 
repayment ratio without statutory exemptions in 2015. The difference reached 0,01 %, which 
equals to 121 376,71 zl. The statutory requirements have hardly been met, anyhow after ap-
plying the statutory exemptions the situation became more favourable and the safety margin 
increased nominally to 5 826 082,16 zl. The capital being repaid, in connection with an incur-
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rence of credits and loans to carry out tasks involving resources referred to in Article 5 (1) of 
the Public Finance Act accounted for 10,7 % of the debt repayments in total in 2015.

While analysing the values of budget executions of districts of the West Pomeranian 
Voivodeship and assuming that the executed operating surplus results in the capacity of 
units to the debt repayment, it can be stated that the districts possessed a higher repayment 
capacity than it is apparent from the statutory formula. Furthermore, it can be noticed that the 
operating outturn was higher than the capital being repaid by 15 650 304 zl, which indicates 
that the indebtedness of district government units maintains at the safe level.

The figures in Table 3 show that the debt repayment ratio of the Walcz District in 2015, 
determining the possible maximum amount of principal and interest, which could be de-
livered to creditors displays negative value, thereby identifying the lack of possibilities to 
face any amount of liabilities. The reason for this situation is a high budget deficit of the 
district government unit which occurred in 2013. The shortfall of the budget appropriations 
in its operational part was related to the one- off repayment of the titles of public debt taken 
over after the transformed district hospital. These liabilities, mainly due to ZUS (the Social 
Insurance Fund) were classified as current expenditure. They were repaid with the State- 
guaranteed loan. The values of surpluses generated in 2012 and 2014 were not as high to 
determine the positive value on the right side of the formula identifying the potential pos-
sibilities of debt repayment. In fact, only the State- guaranteed loan allowed the district to 
avoid a breach of the applicable rules of the Public Finance Act and to repay the principal 
and interest of the district’s debt in 2015. The above description presents the formal aspect 
of the debt repayment issue. In fact, the Walcz District closed its annual budget of 2015 
with a surplus of 2 274 819 zl, repaying the credit and loan principal in the total amount of 
1 771 837 zl, with a reserve of over 500 000 zl.

Conclusions

The Public Finance Act defined precisely the debt limit and clearly specified the require-
ment of not financing of the current expenditure by revenue from property or by public debt 
incurred. Additionally, the above mentioned Act determined the debt ratio as an element of 
the multiannual financial perspective, drawn up on the basis of the last three- year arithmetic 
average of current income plus revenue from the sale of assets minus current expenditure 
against the total revenue of the budget.

The considerations undertaken in this article are an attempt to present the opportunities 
of the local government units to reduce both a debt and a deficit in the aspect of the binding 
debt ratio. The figures presented in the tables indicate the determination of the district units 
to maintain the operating outturn at the highest possible level. The district governments im-
plemented a prudent policy of the debt management and the financing of the planned deficit, 
first of all, under the credits and loans incurred. With falling current revenue, the district 
units declined their current expenditure. Moreover, the significant decrease in the number of 
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credit and loans contracted as well as in the issuance of securities of all current income has 
been observed.

The analysis of the local government data, conducted on the basis of their multiannual 
financial perspectives, indicates that the local authorities are planning to reduce their liabili-
ties in subsequent years. When analysing the financial results of the district governments 
of the West Pomeranian Voivodeship in the years 2012- 2015, including the case of the 
Walcz District, it can be stated that, both the financial situation of the districts in the West 
Pomeranian Voivodeship and across the country remains at a similar level over the period 
considered. The comparison of the debt repayment projections contained in Article 243 of 
the Public Finance Act to the actual financial results of local governments, in situation of 
extraordinary events (e.g. the debt being repaid with expenditure), points out that the results 
may significantly differ from forecasts. This means that the high level of debt does not have 
to result in problem for district government units. 
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Ewolucja powiatowego długu publicznego i deficytu budżetowego 
w świetle ustawy o stopie zadłużenia jednostek samorządu terytorialnego, 
obowiązującej od roku 2014

Streszczenie

Ustawa o finansach publicznych, stosowana od roku 2014, wprowadziła stopę 
zadłużenia jednostek samorządu terytorialnego. Jest to wskaźnik obarczony wie-
lu wadami, w znacznym stopniu utrudniający realizację inwestycji zewnętrznych 
w jednostkach samorządu terytorialnego. Innym ograniczeniem jest wymóg nad-
wyżki operacyjnej, która de facto uniemożliwia konstytucyjnym organom lokal-
nych władz przyjęcie budżetu, w którym planowane bieżące wydatki są wyższe od 
planowanych bieżących przychodów. W konsekwencji zmusza to w wielu wypad-
kach władze lokalne do obniżania wydatków, do wprowadzania programu postę-
powania naprawczego. Badaniem objęto powiatowe jednostki samorządowe woje-
wództwa zachodniopomorskiego, zaś jego celem było porównanie stopy zadłużenia 
i możliwości wpływania na zdolność do spłaty zadłużenia. 

Słowa kluczowe: samorząd lokalny, deficyt, dług publiczny, stopa zadłużenia, nad-
wyżka operacyjna.

Kody JEL: H72, H63, H62

Эволюция государственного долга и бюджетного дефицита  
на уровне повята в свете Закона о долговой нагрузке единиц 
местного самоуправления, действующего с 2014 г.

Резюме

Закон о государственных финансах, вступивший в силу в 2014 г., ввел дол-
говую нагрузку на единицы местного самоуправления. Это индикатор со мно-
гими недостатками, в значительной степени затрудняющий внедрение внеш-
них инвестиций в единицах местного самоуправления. Иным ограничением 
является требование наличие операционного излишка, который по существу 
препятствует конституционным органам властей на местах в принятии бюд-
жета, в котором планируемые текущие расходы превышают планируемые те-
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кущие доходы. В результате это заставляет органы местной власти уменьшать 
расходы и во многих случаях вводить исправительную программу. Изучение 
охватило единицы местного управления на уровне повята Западнопоморского 
воеводства, а его целью было сопоставление долговой нагрузки и возможно-
сти оказывать воздействие на способность погашать задолженность. 

Ключевые слова: местное самоуправление, дефицит, государственный долг, 
долговая нагрузка, операционный излишек.
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