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PREFACE

A Finance Commission constituted by the President of India vide
order dated 2nd January, 2013 has engaged the undersigned for
taking up a study on "Evaluation of State Finances with respect to the
State of Madhya Pradesh”. A copy of the letter dated 7™ March, 2013
of Shri A.N.Jha, Secretary, Fourteenth Finance Commission and the

enclosed TOR for the ‘study’ are given in annexure.

The study report covers a period of ten years ranging from the
fiscal 2001-02 to the year 2011-12. In the evaluation of finances over
a decade the data pertaining to second half is more Important for
meaningful projections. Moreover, the global slowdown in economic
activities in the year 2008 did have impact on state finances as well.
For this reason also a some what detailed analysis of fiscal
performance during 2007-08 and 2011-12 was considered desirable.

The evaluation of financial status and performance is essentially
based upon the annual financial statements and other related
documents presented before the state legislature. In addition,
publications of RBI, CAG, Planning Commission and Directorate of
Economis & Statistics of the State have been made use of, On certain
specific issues information from the departmental heads (HODs) was

also obtained.

In Madhya Pradesh the FRBM Act has been made effective w.e.f
May, 2005, As a result various statements required to be presented
before the legislature, along with the annual financial statement, were
also available for the fiscal 2006-07 onwards, The ratios of fiscal
indicators have been taken from such statements and in most of the
years the ratios are based upon the "quick estimates” of GSDP.
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However in Appendix 1.3 relating to Tax-GSDP ratio the information in
GSDP column reflects the final figures, As a result sometimes there
may be a mineor variation in the ratios of fiscal indicators, when worked
out taking figures of appendix 1.3 as the base. However, this will not
affect the trend of any time series.

I found the annual reports prepared by the CAG of India on state
finances of M.P. very useful for the analysis of fiscal performance over
a time series, Somehow the report of CAG for the year 2011-12 was
not made available since it could not be placed before the legislature
till the finalization of this report. I, therefore, have taken the data for
fiscal 2011-12, whenever required for updating the financial analysis,
from the state budget. The figures taken from the State budget are
the final figures of the finance accounts which are published after a
time-lag of two years. Thus the figures for 2011-12 have been taken
from the state budget of 2013-14. Whenever the figures of BE or RE
are used a specific mention, to that effect, has been made.

The study report has been divided into 12 chapters each
covering a specific term of reference. Following this pattern the
analysis of fiscal indicators and balance from current revenues has
been done in chapter IV carrying the heading as "Analysis of Deficits”

A.K.Agarwal ”'J":’Ii.
E4/4 Arera Colony
BHOPAL
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Annexure

Study on Evaluation of State Finances

The Fourteenth Finance Commission intends to engage your

Institution to write a paper on the above topic. The study should

provide an analysis of the State Finances over a period of 10 years
starting from 1* April, 2002.

Specifically, the study should include (and may not be restricted

to) the following:

iv.

Estimation of revenue capacities of State and Measures to
improve the tax-GSDP ratio during last five vyears.
suggestions for enhancing the revenue productivity of the tax
system in the State.

Analysis of the state's own non-tax revenues and suggestions
to enhance revenues from user charges and profits from
departmental enterprises and dividends from non-

departmental commercial enterprises.

Expenditure pattern and trends separately for Non-Plan and
Plan, Revenue and Capital, and major components of
expenditure thereunder, Measures to enhance allocative and
technical efficiency in expenditures during the last 5 years.
Suggestion for improving efficiency In public spending.

Analysis of Deficits — Fiscal and Revenue along with Balance

of Current Revenues for Plan financing.

The level of Debt GSDP ratio and the use of debt (lie whether
it has been used for capital expenditure or otherwise).
Composition of the state’s debt in terms of market borrowing,
Central government debt (including those  from

v



bilateral/multilateral lending agencies routed through the
Central government), liabilities in public account (small
savings, provident funds etc.) and borrowings from agencies
such as NABARD, LIC etc.,

vi.  Implementation of FRBM Act and commitment towards
targets. Analysis of MTFP of various departments and
aggregate.

vil. Analysis of the state's transfers to urban and rural local
bodies in the state. Major decentralization initiatives. Reforms
undertaken under JNNURM conditionalities.

viii. Impact of State Public Enterprises finances on the States’
financial health and measures taken fto improve their
performance and/or alternatives of closure disinvestment etc.

i, Public Expenditure and Financial Management (PEFM)

Reforms implemented in the State.

X, Impact of Power Sector Reforms on States’ fiscal health. In
case reforms have not been implemented, the likely outcome
on the States’ fiscal health.

xi.  Analysis of contingent liabilities of the state.

xii. Subsidies given by the States (other than Central subsidies),
its targeting and evaluation.

The evaluation study is expected to critically analyze the overall
States: finances over the ten-year period with reference to above and
the ToRs of the 14" Finance Commission. Suggestions for improved

financial performance may also be given.



Chapter-I - Tax Revenue.

TOR-Estimation of revenue capacities of State and Measures to
improve the tax-GSDP ratio during last five years. Suggestions for

enhancing the revenue productivity of the tax system in the State.

1.1 The revenue receipts of the State for a period of 10 years i.e.
from 2002-03 to 2011-12 may be seen in appendix 1.1, with a break
up into major components i.e. State’s own tax revenue (SOTR),
State’'s non tax revenue (SNOTR), share from central taxes and grant-
in-aid from the GOI. The growth of States Own Tax Revenue during
the fiscal consolidation period i.e. from 2004-05 to 2007-08 has been
fairly satisfactury ranging above 14% during each year, The growth of
SOTR during the first year of economic slowdown i.e.2008-09 dipped
to 13.27%. However during the subseguent year 2009-10 it made up
by achieving a growth rate of 26.87%. One reason for an apparently
high figure is the low base for working out the growth percentage.
Triennial growth rate presents a more balanced picture as may be
seen from the following table and graph containing data of seven
years; three years on each side of 2008-09.

Table 1.1
Growth rate of State's own tax revenue
Years Own tax Growth Rate
revenue (In percent)
(Rs. in Crore) Annual | Triennial
2005-06 9114.70 17.29 13.76
' 2006-07 10473.13 14.90 15.43
2007-08 12017.64 14,75 15.64
| 2008-09 v 13613.501, . 13.27 | 14,359
2009-10 v 1727277 b 26.87 18.14
2010-11 v 21419.33 1% 24.00 21.24
2011-12 v 26973.44 |v 25.53 25.60
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1.2 The average annual growth rates of four items namely, SOTR,

SNOTR, share in central taxes and total tax revenue are given in
Appendix 1.2. The annual growth rate of SOTR is less than 14% in two
years; 2003-04 and 2008-09. During these years it is less than the
AGR of GSDP reflecting poor bﬁyancy, However, it picked up In thé

following years. Another noticeable feature in this appendix is the
negative growth of SONTR in 2003-04 and thereafter more than 200%

in 2004-05. Further analysis r&ueg_lg__tr;ai: the receipts of SNOTR in
2004-05 include Rs 2749.36 crore of an earlier grant returned by

MPSEB. Giving allowance for this, the actual figure works out to only
1982.5-5 crore indicating a CAGR of 11% over the revenue of 2002-
03.The growth rate of share in central taxes was only 2.87% in 2009-
10 but recorded an all time high growth rate of 41.18% In the

following year 2010-11.There are two apparent reasons; one low base

e B

figure and second comparatively higher devolution in 2010-11 as per

recomimendations of the ThFrtééﬁEﬁmFE:TThe growth rates of these
three f.2, share in central taxes, SOTR and TITR during
preconsolidation, consclidation, critical and subsequent periods may be

seen in table 1.2.
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Table 1.2
Growth Rates (in per cent
Item 2002-04* | 2004-08* | 2009-10 | 2011-12
States Own Tax 9.95 15.64 26.87 24.00
Revenue _
Share in Central 14.23 26.17 2.87 16.50
Taxes — . = =
Total Tax Revenue 11.55 20.03 16.27 21.95
* CAGR for the period.
G1l.2
The lowest cunve depicts — =
tardy growth of the share P — =
in central taxes LLLE ,‘J
during2008-09 and 2009- | o 35000 — e
10. The gap with the SOTR E m . o o
line i 2009-10 is much ; 3000 | _#,-:'_"_"_ ._,.:“'_
more vis-3-vis the gap in 15000 | —Ja == —— "’
2005-07, The growth of ﬁ : '_"'L:--_-"'"'*'mu '
the share in central taxes o M
ploked wp from 2010-11 » A, R
owsmesoesve | FSLELETEES
gy oF- T ===TolN Ton Boyvinye = =y T Beenge ==cco Share in Cenbre Thses

1.3 The ratio of important revenue Indicators of the State vis-a-vis
GSDP is given in Appendix 1.3. A cursery glance at this appendix
indicates a substantial improvement in tax GDP ratio during the last
two years i.e, 2010-11 and 2011-12. Tax GDP ratio of the State during
the fiscal consolidation pericd i.e. 2004-05 to 2007-08 was 6.88% in
the first year and thereafter above 7% during the remaining three
years. This ratio dipped to 6.9% in 2008-09 but then reached at a
fairly satisfactorily level of 7.57%.in the following year 2009-10.The
improvement continued recording percentages of 8.23% in 2010-11
and B.70% in 2011-12. The ratio to GSDP of TTR and TRR was als_n_

[ — i = ——

best in the year 2011-12.
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1.4 The 10 years data pertaining to various taxes included in the
States Own Tax Revenue (SOTR) is given in Appendix 1.4, It is
observed that out of the ten different category of taxes seven account
for more than 96% of SOTR., Therefore a further detailed analysis of
these selected seven taxes has been done and the figures from the
2005-06 to 2011-12 may be seen in Appendix 1.5. The growth rates of
these selected taxes are given in Appendix 1.6, During 2008-09 the
total tax revenue increased by only 9.71% though the growth of SOTR
was 13.27%. This is because the amount received as share in central
taxes was only 5.52% more than the preceding year. In the following

year, despite a low base figure, the increase_in such share was only

2.87%. However it improved in subsequent years partly due to

e —

economic upswing and part{f because of higher devolution. Another

noticeable feature of the economic slow down period is the "nil" growth
of entry tax in 2009-10. An all time high growth rate of 45.40% in
2008-09 may be a contributory reason. In the subsequent year l.e.in
2010-11 also the growth rate of entry tax is 31%.
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1.5 One observes from table 1.3 that the revenue from stamps and
registration has recorded an annual growth rate of 7.9% between
2007-08 and 2009-10. However there is a remarkable improvement in
the revenue from Stamp Duty and Registration fees from the year
2010-11, In that year it recorded a growth rate of 41%. Moreover
even at such a high base, the growth rate in 2011-12 was 30.63%; a
figure never touched during any year from 2003-04 to 2009-10. Such
growth rates evoke curiosity for further analysis. The break up of
receipts from judicial/non-judicial stamps and registration fees are
glven in the following table:
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Table 1.3
Receipts from Stamp Duty & Registration Fee
B (Rs. in Crore)
Years | Total Receipts Receipts from

Judicial | Non-Judicial | Registration

. 36.88 821,82 150.75
2005-06 100947 | & 6x) (81.41) (14.93)
) T 32.01 1065,76 153,32
ns-07 1251097 2.55) (85.18) (12.25) |
85.37 1160.54 285.61
PSR kel B - -7 (75.77) (18.64) |
41.04 1542.01 200.08

AaR-1y 83 b3r 2.30) (86.47) (11.22)
88.52 646,89 1778.84

2010-11 £314.201 45 5o (25.72) (70.75)
- 129.62 1361,59 1793.18
2011-12 3284.40 | 5oy (41.45) (54.59)

Figuras in parenthesis indicate percentage share in tatal recedpes,

Figures for 200E-09 are not givan for want of reliable break-up into 3 categorias

1.6 The receipts under this head l.e. stamp duty and registration

zoomed in 2010-11 and the share of registration fees in such receipts
which used to be between 11%-18% jumped to 70.75%. The revenue

collected from

registration fees alone during 2010-11

Was

Rs.1778.84crore, while during any earlier year it had not crossed the

figure of Rs.300crore. The total revenue from stamp duty and
registration fee during 2011-12 showed a further improvement and

reached Rs.3284.40crore,

o warnd of refabie fguras of Hhreg
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chart af thal pear does aot depict the
sagregated information ef that year,
Moregver before 2008-09 the
compasition of total revenue from
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1.7 The annual growth rate of commercial tax has also registered a
cignificant improvemeant during the year 2010-11 giving an increase of
32.79% over the figures of the preceding year. The report of CAG for
the year 2010-11 contains analysis of commercial tax collection during
that year. It has appreciated the computerization of the tax collection
system and establishment of check posts at 23 places between April
2006 and October 2009. Out of these CAG selected randomly seven
check posts for performance audit. The report, however, draws
attention towards Inappropriate location of a number of check posts
and evasion of tax by unregistered dealers.

1.8 The Central Sales Tax Act, 1956 provides for payment of tax at
concessional rate for inter-state transactions between two registered
dealers. Earlier the ceiling of tax under the CST Act was 4% which was
reduced to 3% w.e.f, 01/04/2007 and further reduced to 2% w.e.f.
01/06/2008. The tax receipts to the state under CST Act are given in
table 1.4.

Table 1.4
Share of Central Sales Tax in Commercial Tax
(Rs. in Crore]
Years Commercial Tax CST | % Share of CST
2005-06 4508.42 416.64 9.24
2006-07 5261.40. 565.84 10.75
2007-08 6045.07 1 556.93 9,41
2008-09 6842.98 519.77 7.59
2009-10 7723.81 569.98 7.37
2010-11 10256.76 682.71 ~ B8.65]
2011-12 12516.73 871.98 6.96 |

1.9 It may be ocbserved from the above table that the share of EST_r
in the commercial tax revenue of the state has been declining from the

year 2007-08 presumably because of reduction in the tax rate w.e.f.
01/04/2007, On account of further reduction w.e.f. 01/06/2008 the
figures from 2008-09 have also gone down. During subsequent years

7



there is a nominal increase in revenue collected but the growth rate

has been much less then that of VAT resulting in declining percentage

share of CST in the total Commercial Tax. Since CST Is an important

source of revenue for the state governments, they could agree only for
gradual reduction of the rate of CST. Even at the reduced rate of 2%

the amount of revenue of CST is quite sizable since it contributed

nearly RsB72 crores to the revenue basket of the State in the year

2011-2012.
G1l.6
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not resch Rs 10007 crone Gl ol T e
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B71.98 crore is rather too big e
fo be fgnered, HAO-06 2006-07 2007-08 I00E-09 2009-10 2000-11 2011-33
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1.10 The expenditure incurred by the state government on the
collection of a few selected important taxes during the year 2011-12 |s

set out below,

Table 1.5
" All India |
Expenditure

? Expenditure Average

Item Collection | . ' llection | OM Collection (2010-

in % 11)

Commercial Tax 12516.73 111.36 0.89 0.75

State Excise 4316.49 973.88 22.56 3.05

Stamp Duty & 3284.41 63.71 1.94 1.60
Registration Fee

Motor Vehicles Tax 1357.12 40.40 2.98 3.71
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1.11 The figures in the above table indicate that the expenditure on
the collection as percentage of total collection in the case of State
Excise is abnormally high. It is more then seven times of the All India
Average. It has been pointed out in the report of CAG that in the
finance accounts there is no separate head showing "Collection

Charges” for state excise as is available in the case of other taxes.

1.12 For the year 2011-12 the Thirteenth Finance Commission had
fixed a normative target of Rs.1, 975.00 crore for the SOTR. The State
Government, under medium term fiscal policy (MPFP) had revised this
target upwards to Rs.23, 118.00crore. It is noteworthy that actual
collection of SOTR during 2011-12 was Rs.26, 973.00 crore which was
nearly 36% higher then the target fixed by FCXIIL.

1.13 The word productivity In common parlance means the ratio of
real value of output to the combined value of input. It is used both in
“average"” and "marginal” terms. In the field of public finance It broadly
signifies impact of tax rate on the revenue collected. However there
are a number of factors which affect the total amount of revenue
collected at a given tax rate, and therefore play an important role in
shaping productivity. These are i) conditions attached to the scheme
for working out tax liability §i) state of the economy i.e. whether it is
passing through a phase of economic slowdown or upswing iii}
infrastructure for economic activities, Iv)procedure for tax assessmeant
and collection, v)skill of manpower responsible for tax revenue vi)
general climate of investment and competition. Thus revenue
productivity is a function of a number of variables besides the tax rate.

1.14 The most widely used measure of tax-revenue productivity is the
Tax/GDP ratic. In the state of Madhya Pradesh the Tax/GDP ratio has
been above the all India average as well as the target fixed under
FREM Act since 2006. None the less the state has been making efforts

9
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for mobilizing more revenue. The thrust has been on the factors other
than the tax rate, since any increase in the tax rate attracts public ire.
However in some cases the increases in tax rate coupled with
tightening of conditions have yielded good results, A sharp increase in
the revenue from registration from 2009-10 onwards is an example.
There may be a few other cases also where the present tax rate is on
the left side of the peak of the revenue-tax rate curve. Even for price
inelastic goods there will be a tax revenue maximization point.

1.15 Marginal productivity is the real change in revenue caused by a
shift of a particular variable. The response, for a given tax rate, will
vary for each of the variables mentioned above and will also depend
upon the category of tax. With the objective of bringing efficiency in
the collection of state taxes the government has gone for total
computerization and such work in major tax raising departments Is
almost complete. This has made the tax collection more effective and
has also led to a speedy disposal of disputes.

1.16 There Is a need for imparting training to the personnel engaged
in the field of tax assessment and tax collection. This would not only
improve the guality of their output i.e. prompt disposal of matters and
a higher revenue but will also lead to reduction in disputes and the
number of pending cases, Thus the advantage of such steps would be
an increase In the marginal productivity resulting in a significant and

everlasting benefit.

1.17 The state gowvernment, for improving real collection of
commercial tax has established additional check posts and has also
relocated some of the old ones after carrying out a survey. This is
expected to reduce tax evasion and thereby Improve the tax
productivity. A few systemic improvements in the field of registration
have yielded good results from 2010-11 onwards.

10



@

1.18 Another measure to improve tax productivity is to reduce the
cost of collection so that the net value of revenue goes up, The cost of
collection in Commercial tax, transport is marginally _rﬁg_h_er tEan the all
India average indicating a scope for some improvement. But in the
case of state excise it is 22.56% against the all India average of
3.05%.It has been pointed out by the CAG also that the method of
apportioning the cost of collection needs rationalization. The overall
improvement in the tax productivity is reflected in the ascending

SOTR-GSDP ratio after the period of economic slow down.

11
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Chapter-II - Non Tax Revenue.

TOR-Analysis of the state’s own non-tax revenues and suggestions to
enhance revenues from user charges and profits from departmental
enterprises and dividends from non-departmental commercial
enterprises.

2.1 The contribution of non tax revenue to the State exchequer may
be seen in Appendix 2.1. The figures in this appendix make it apparent
that main sources of Non Tax Revenue in the State of MP are forest

and minerals. In addition there is an emphasis for increasing revenue

from irrigation charges.

2.2 The State has a forest area of 94.69 thousand sq.km and covers
a little more than 30% of its total geographical area. Out of the total
forest area 65% comes under reserve forest, 33% under protected
forest; and the balance 2% under unclassified forest, The state has
12.4% of the country’s forest area; the highest among the states. The
forest revenue essentially comes from the sale of timber; and the
contribution of fire wood and bamboo is quite nominal. The quantity of
timber produced during the period ranging from 2007-08 to 2011-12

and revenue for each year are given in the following table.

Table 2.1
Year Quantity of Timber Revenue
{(In Lakhs cmt.) (Rs. in crore)
2007-08 2.45 608.89
2008-09 £.15 685.60
2009-10 2.58 802.00
2010-11 2.78 B36.61
2011-12 2.43 B78.81 |

{Source: Economic Survey of M.P. 2012-13 published by Directorate of Economic & Statistics)
2.3 It may be observed from the abowve table that there is practically

no increase in the quantity of timber exploited in each of the five

12
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years. This is due to the restrictions imposed on the cutting of forest
trees in ecological interest, However there is nominal increase in the
revenue realized; obviously attributable to the growing market price of
timber because of supply falling short of demand. It may be
mentioned that the quality of teak wood produced in the State of M.P.,
known as CP teak, is only next to the teak wood produced in Burma.
In view of this the revenue foregone by the state on account of under
exploitation of forest is gquite substantial. The Thirteenth Finance
Commission appreciating this point had recommeanded some monetary
compensation. Since the revenue foregone has gone up many fold,
because of the increase in price of timber, the compensation to the
State for such a heavy financial loss needs a fresh look.,

2.4 The total revenue realised from Irrigation schemes has shown
some improvement from the year 2007--2008 onwards, The break-up
of revenue from major/ medium/ minor irrigation schemes during last
five years is set out below.

Table 2.2

Revenue from Irrigation Schemes
{Rs. in Crores)

Revenue from Irrigation
Years Major Hadiurr? Minor Total
2007-08 17.23 20.17 13.40 o0.82
2008-09 13.14 2392 8.06 45.15
2009-10 12,22 44,52 7.75 64.51
2010-11 67.73 127.15 46.71 241.60
2011-12 101.17 161.97 41.31 304.47

(Sewrce:Economic Survey of M.P. 2012-13)
From the information laid on the table of the legislature it is

observed that a substantial amount of revenue is outstanding against
the beneficiaries of irrigation schemes. Further, the total amount of
arrears falls under non disputed category. The figures of last five years

are set out below.

13
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Table 2.3

Outstanding Amount against Beneficiaries

~_(Rs. in Crore)

Major  Medium _ Minor |
Amt. Amt. Amt.
Years A Mot AIE, Not b Not Total ‘
Under Under Under | [
Dispute Under Dispute Under Dispute Under |
Dispute ,_Dispute | """ | Dispute | |
2007-08 b 357.93 Q| Bl.21 0 364.75 | 803.89 |
2008-09 | 0| 463.01 0 52,98 0| 376.84 | B92.83
_EE]CI'_B;ID 0 1115-??.“ EI____ . _Elllj - i . B52.15 i 1829.15
2010-11 ] 808,05 l:I___ 58.47 1} 705.13 1571.65
2011-12 0 8323.959 ] 56.14 I i absl.69 | 1554.81

{Source: Information laid an the table of Stale Legisfatire under FREM Act)
2.6 The cutstanding amount of .the arrears has gone down by
Rs257.50 cr at the end of 2010-2011. However the total revenue
realized during that year is given as Rs241.60 cr. These figures
cbviously reguire reconciliation. The amount recovered every year
when seen in juxtaposition of the over dues for that y=ar appears too
small in the case of major and minor schemes. Even in the case of
medium schemes the overdue amount s more thanm the recovery
during any of the first three years. The relevant figures may be seen
in Appendix2.2. The figures given in the table 2.3 indicate an obvious
need to improve collection of out standing dues from the beneficiaries

especially when the amount involved is totally undisputed.

2.7 The Thirteenth Finance Commission had recommended setting
up of a Water regulatory Authority in each state to periodically review
the water sector cost and revenues. [t was also expected to fix and
regulate the water tariff system for domestic, agriculture, industrial
and other purposes. An amount of Rs.5,000 crore was recommendead
as an incentive grant to the states. The share of Madhya Pradesh
worked out to Rs.148.00crcre, This grant was to be reieased in four

equal annual Installments of Rs.37.00crore each beginning from the

14



year 2011-12. The state of M.P. has issued an ordinance for
constituting a "Water Regulatory Commission™ and the said ordinance
has come into force on 1¥ day of July, 2013.

2.8 The figures of revenue from mineral resources, both major and
minor, over last seven years are given in the following table:-

Table 2.4
Revenue from Mineral Resources

(Rs. in Crores)

Revenue from Minerals
Years antal_“ Major Minor
_2005-06 815.30 786.10 26.13
| 2006-07 923,91 904.81 17.61
2007-08 1125.39 827.49 286.87
2008-09 1361.07 1095.11 267.55
- 2005-10 1590.46 1360.40 230.58
2010-11 *2121.49 1196.66 317.83
2011-12 A2038.30 1057.01 818.13

E Includes Be 8§07 54 crore of "R__uﬁll' Infrastruchvre and Road Developmant Tax®,
A% Inchides Bs 164.97 crore of "Rura! Infrastructure and Rosd Develaginent Tax™,

2.9 The revenue from minor mineral has shown a substantial
improvement from the year 2007-08. The jump in the revenue from
major minerals in the year of 2008-09 (an increase of 32.34% over
the preceding year) is primarily attributable to the revision of coal
royalty. The Govt of India increased the rate of cola royalty w.e.f. 1-8-
2007 and the level of increase depended upon the grade of coal. The
State produces non-coking coal and its different grades got an
increase between fifteen to thirty percent. It is further observed that
the total amount of revenue in the year 2010-11 and 2011-12 is much
mare than the sum total of revenue from major and minor minerals. In
the year 2010-11 there is revenue of Rs.607.54crore under the head
of "Rural Infrastructure and Road Development Tax". I was informed
that on account litigation, arrears of a few years under this head were
received in the year 2010-11. In the following year i.e. 2011-12 the
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receipt in this sub head were Rs.164.97crore. After taking Into
consideration the aferemantioned receipts the comparable figures for

the year 2010-11 and 2011-12 worked out to Rs.1513.95crore and
Rs.1873.33crore respectively.

2.10 The 5State government, along with the annual financial
statement, submits information in a number of formats under
FRBM,Act. In one of such statements F10 information regarding
amount due to the State but not yet realized is given. The figures of
such outstanding revenue over a period of five years are sat out in the
Appendix2.3.These figures indicate the total and include the figures
P relating to the irrigation schemes already mentioned above, A glance
- at the figures of last two years shows that while the amount of arrears
"under dispute” category has gone down substantially the figures
pertaining to “amount not under dispute” show practically no
improvement. Following two graphs portray the status of recovery.

_ G 2.1
= The amount due for recavary, 00 I
) undar gispute, has come down oo Y s~
from Rs 1893.67 cr to Rs 908.35 ] / 1-\\
T cr during the five years period. On u / \
3N — N
- b other hand the figures af the 3
amount not under dispute have E ; [ =
gone up from Rs 1047.21 cr to RS ;J:m'_ ——_-'l,'-‘"‘%. s
abwious 1500 | . *
— 180159 ¢r, It I8 quite 2 n‘\
that the recovery efforts for the 1oy |-t = . M.
g second category call for & g0 L
L hift,
~ shrategieal s D48 MO MO0 MU IEal
s Tofy| == wdmt Under Dispute = = = Aml. Not Under Disgute
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G2.2
The recovery curves of EUIE —
cormmercial tax and irmigation &00 ———
schemes show no improvement iﬂg - = f/‘&z\ =
during fast three years period. S 00— v \\H,
While in the case of commencial J 0 -
tax the amount due is less than £ .
5% of the coffection in 2011-12 * 1500 — _._.,..t-'-'l.l.‘;'_:_;u.u.uu_
the cutstanding imigation dues WO — e S
are almost six times of the S0 —=—

coflection in that year.
oT0E aE 2009-10 Z0ADF11 20012

—Terdl

— — —Loymmercil Tex

=== = HenFemousMining and ldbetalorg ca lndnries
bmpation ichemes

2.11 In appendix 2.3 the amount at the top of column 3 is Rs 1047.21
crore and at the bottom Rs 1801.59 crore. It is not clear whether the
figures in the first category i.e. column 2, have improved as a result of
actual recovery or there has been some sort of
recenciliation/sattlement. Because the amount outstanding against
non ferrous mining and metallurgical industries as at the end of 2010-
11 has come down from Rs1240.82 crore to Rs 353.21 crore in just
one year, In the amount outstanding as at the end of 2011-12
irrigation schemes have the largest share of 57.37% in the total.
Nonetheless the figures in this appendix call for a greater attention
towards recovery efforts especially for the dues pertaining to the

irrigation schemes.

2.12 The profit and dividend from State Enterprises has a very little

share in the nen tax revenue receipts. In a number of years their
_._.—'—'_'_ 1 oot Tt A T 5 .

contribution to the state exchequer can be considered as negligible.

17

-



The information on profit and dividend from State Enterprises is given
in Appendix 2.4. This appendix indicates that anly two i.e. MP State
Mineral Development Corporation and MP State Civil Supplies
Corporation have been making some mentionable contribution. The
income from Provident Investment Company (PIC), Mumbai had given
good income during the year 2006-07 and 2007-08. Thereafter in
2008-09 income from this company was nil. PIC company has a long
history and was in existence even before independence, when it was
owned by the Gwalior State. It has a good size farmland in Kerala and
a substantial urban land in Mumbai. I am informed that disposal of its
Immovable property is now under active consideration. In this chapter
only the enterprises making actual revenue contribution to the State
treasury and thus finding place in the receipt budget. of the State have
been mentioned. The number of State undertakings, as at the end of
2010-11, is 61 and their performance has been discussed in chapter
VIII. Some of them have also shown balance sheet profits, in a
number of years, which do not figure in the receipt budget of the
State.

18
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Chapter-III - Expenditure Pattern.

TOR-Expenditure pattern and trends separately for Non-Plan and Plan,
Revenue and Capital, and major components of expenditure
thereunder. Measures to enhance allocative and technical efficiency in
expenditures during the last 5 years. Suggestions are improving

efficiency in public spending.

3.1 The figures of total expenditure over the last 10 years i.e. from
2002-03 to 2011-12 along with the breakup into revenue/capital/loans
and advances have been given in Appendix 3.1. The percentages of
the total expenditure as well as of capital expenditure to GSDP during
each year may also be seen in the same appendix. The range of
expenditure during the said period vis-a-vis GSDP has been from
19.04% in 2002-03 to 25.06% in 2011-12, During the second half of
the ten years period expenditure has been above 20% of GSDP with
an exception of 2008-09 when it was 19.30% of GSDP.

3.2 The detalls of plan expenditure and non-plan expenditure during
similar 10 years period are in Appendix 3.2 and 3.3 respectively.
During the 12" plan period i.e. 2007-08 to 2011-12 the growth rates
of various components of plan expenditure are glven in the following

table,
Table 3.1
Plan Expenditure - Annual Growth Rate during 12" Plan
Years 2007-08 | 2008-09 | 2009-10 | 2010-11 | 2011-12
Total Plan 30.18 7.54 24.15 13.71 16,64
 Expenditure
Plan Revenus 24.83 11.897 29.07 31.23 24.05
Expenditure
Plan Capital 34.07 ] 20.91 10.08 4,22
Expendlture
Loan & Advances 69,20 51,70 il 40.79 28.97
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3.3 The figures for 2007-08 do appear high since they represent
expenditure growth in the first year of 12" plan over the figures of the
terminal year of the previous plan, The plan capital expenditure during
2008-09 was Rs 6503.45 crore as against Rs 6510.47 crore in
preceding year; but it made up in 2009-10 by achieving the figure of
Rs 7863.83 crore, As per expenditure figures given in appendix 3.2 the
compound annual growth rate of plan expenditure during the total 12
plan period has been 17.63%%. The compound rate of growth, during
the same period, of plan revenue expenditure and plan capital
expenditure works out to 19.96% and 13.19% respectively. As far as
non-plan revenue expenditure is concerned its annual growth rate
during the same 5 years period has been 17.53%.

3.4 Appendix 3.3 gives ten years’ figures of non plan expenditure;

containing a significant portion as non plan revenue expenditure

(NPRE). The information for the 12" plan period is set out below:-
Table 3.2

Trend of Non Plan Revenue Expenditure
(Rs. in crore)

_— Revenue Non Pr::: Percentage of NPRE to
Expenditure E . d" .“t Revenue GSDP
i Expenditure

2007-08 25601.11 18794.82 73.41 11.63
2008-09 29513.88 21892.29 74.17 11.09
2008-10 35856.90 26059.22 72,99 11.43
| 2010-11 45011.59 32100.87 71.31 12.33
2011-12 22693.71 36677.17 69.60 | 11.84

3.5 The data given in the above table indicates that the share of
MNPRE in the total revenue expenditure as well as percentage of NPRE
to GSDP both are rather high and need to be brought down. The CAG
report also mentions that 2010-11 a NPRE of
Rs.32100.87crores was much higher than the normatively assessed

in the year

-
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level of Rs 25074crore. Similarly the percentage of NPRE to GSDP |s
maore then 11% In each of the year mentioned above. In the year

2010-11 it was 12.33%. lIdeally speaking it should be managed within
10%.

G 3.1
The total expenditure has zoomed to Lo
R 77613.12 cr fram Rs 1 749340 cr i
over & period of nine years o il et
registaring & CAGR of 18%. The CAGR E L
of pian amnd ramplan expenditure in & 00 R~
the same period are 16.92% £ 00 s bisend bt
andl8.59% respectivaly. The slope of | £ 1y B A
expendifure ciives has becoms 0 Lo ﬂ1 ’,ﬁ L --—-H#mhm.r
rather steep between 2008-08 and e i '::_ ol Excend bot
2011-12.The CAGR of the "Totai and g L ) =« =PatEapEntian

"Monpian” expenditures are 26. F7%
and 30.15% respectively in this

L1

FEUIRA 413
& CHE-TF T
2O F -
2 i O
FEIra- 10
LA

LR E-E

period,

3.6 The expenditure on salaries & wages, pension and interest
payments being a sort of committed expenditure takes precedence
over other expenditures, The figures for six years ranging from 2006-
07 to 2011-12 are given in Appendix3.4.These figures indicate that the
total expenditure on the three mentioned items has declined from
47.16% of total revenue receipts in 2006-07 to 38.37% in 2011-12,
Though the percentage of expenditure on salary & wages to TRR has
shown only a minor decline but the burden of interest payment has
gone down from 15.68% to 8.47% of TRR.

;O From the year 2008-09 onwards there is a big increase In the
expenditure on salaries and wages of working employees as well as on
the pension payable to retired officials. This is on account of the
benefit given to them of Sixth Pay Commission recommendations. The
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expenditure on salaries and wages jumped to Rs 8546.87cr in 2008-09
from Rs 6983,08cr in 2007-08: an increase of Rs 1563.7%¢cr in real
terms and percentage growth of 22.39%. Further, despite a reduction
of more than one percentage peint in the share of interest payments
in2008-09 the total share of these three items in the revenue receipts
has gone up from 42.81% to 44.33%. Similarly in the year 2010-11
the benefit of reduction in interest payments was offset by increase in
the other two. From the year 2011-12 the growth rate of expenditure
on salary & wages and pension came down to its normal pattern
enabling the reduction in the share of expenditure on three
aforementioned items to 38.37% of TRR. The annual growth rates of
salary & wages and pension payments are set out below.

Table 3.2
Annual Growth Rate of Wages, Salary and Pension Payments
| Years 2007-08 | 2008-09 | 2009-10 | 2010-11 | 2011-12
| Salary & Wages | 10.19 22.39 19.08 30.58 7.83
| Pension 12.13 23.86 26.47 22.40 16.52
Q3.2

The increased level of
expendifire an salarias amnd |

a

wages as percentage to TRR 2 '*-.i___,'-"‘_"""'"'“'i.h
frown 2008-09 to 2010-11 I an |

refTecks M impact af the Sixth E

Pay Comm. Tha increase in E‘

| B Int et PFayment
expenditure an pansion Is alsa "

| e e — — — = = PFondin Paymant
for the same reasom. However, & p—

the burden of interest payment | "

has shown a welcome decling T
. ﬁp" W o _#p'"' A i

from15.66% to 6.47% during 4 @F& & 5

2008-07 and 2011-12,

3.8 Besides classification of the annual expenditure in plan and non-
plan heads, an additional category of classification for expenditure
analysis has come into use and it Is development/non-development
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expenditure. Broadly, the expenditure on social and economic services
constitutes development expenditure, while expenditure on general
services is treated as non-development expenditure. The figures

pertaining to development expenditure are set out in the table below.

Table 3.3
Development Expenditure
(Rs. in Crore)
Component of 2007- | 2008- | 2009- | 2010- | 2011-
| Development Expenditure o8 09 10 11 12

S

22339 | 25999 | 32910 | 39741 | 57908
(66) | (68) | (69) | (69) | (74)

Total Dev Expenditure

14683 (17577 | 21333 | 27430 | 33262

Revenue Dev Expenditure (44) (46) | (45) (48) (43)

6759 | 6588 | /805 | B621 | 8B88

Capital Dev Expenditure (20) (17) | (16) | (15) | (11)

897 | 1834 | 3772 | 3690 |15758
(3) | (5 | (8) | (6) | (20)

Loans and Advances

(The fgures in perenthests indicale percentage to total agogregate expenditure. )
3.9 The figures given above indicate that the share of development

expenditure has gone up from 66.00% to 74.00% of the total
expenditure during the period ranging from 2007-08 to 2011-12. The
percentage share of loans and advances during the year 2011-12
shows a very sharp increase to 20% in the total expenditure while
during earller years it was within single digit. This is primarily because
of payments made for the restructuring of State Electricity Board. This
is also the reason for a sudden drop in the percentage of capital
expenditure, Although in actual terms the capital expenditure for
development has gone up from Rs.6759.00crore in 2007-08 to
Rs.8B88.00crore in the year 2011-12 giving an annual growth rate of

over 7% during the said period.
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3.10 In the report of CAG expenditure incurred on the maintenance of
celected Social and Economic Services has also been analyzed. In such
analysis Capital Expenditure as well as component of Revenue
Expenditure have been included. There are three specific sectors in
Social Services and four in Economic Services. The shares of capital
expenditure to total expenditure as well as the component of revenue
expenditure utilized on Salary & Wages and Operations & Maintenance
have been given. The data for three years ending 2010-11 may be
seen in Appendix 3.5. It may be observed from this appendix that the
share of the Capital Expenditure in the Total Expenditure on these
selected services has been steadily going down and this may also be
apparent from the following table.

Fable 3.4
Share of Capital Expenditure in Selected Social and Economic
Services
Share of CE in TE on
Year Economic & Social Agsu;‘;r:a‘:; EE p|1: nll::lcif:ﬂ:-e
Services

2008-09 25.34 17.62 S

2009-10 23,72 16.63

2010-11 21.69 15.29

3.11 It would appear, at the first glance, that the selected Social and
Economic Services have been relegated to  background as far as
Capital Expenditure is concerned. However, we may see from the
figures in the next column that the percentage of Capital Expenditure
to total aggregate expenditure is also going down. Thus the declining
trend is for the entire capital expenditure and not for any group of
services in particular,

3.12 In the State of Madhya Pradesh a good part of Revenue
Expenditure is being utilized for developmental activities. Publications
of RBI on State finances for the years 2011-12 and 2012-13 contain
the analysis of revenue expenditure of various states for the year
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2009-10 and 2010-11. In addition average figures for the period 2004-

08 have also been mentioned. These figures are set out below:-

Table 3.4
Share of Development Expenditure in Revenue Expenditure

(Rs. in Crore)

2004-08 (Avg.) ~ 2005-10 2010-11
State RE/ | DRE/ | NDRE/ | RE/ | DRE/ | NDRE/ | RE/ | DRE/ | NDRE/
GDPF GDP GOP | GDP EP_F_' GDPF | GDP GDP GDP

Madhva | ,c 05| go| 6.1|165| 9.8| s
Baail |16 : : . . 51166 101 54
Man-

Special
Coegory| 137| 76| 58|138| 83| 52|137/825 54
States

All

ctates | 119| 66| 5.0/12.4| 74| a7[121| 73| 46

3.13 The data in the above table indicates that the DRE/GDP ratios of

the State of Madhya Pradesh are better than the ad'-;ra'age of NSC
states in all the three sets of figures,

3.14 It is noticed that the budget provisions for various plan schemes
have not been fully utilized in any year of the 12" plan period. In fact
during the fiscal 2010-11 utilization was less then 90% of the available
budget.

Table 3.6
UTILIZATION OF BUDGET PROVISION UNDER ANNUAL PLAN
(Rs. in Crore)

YEARS | BE RE ACCTS. UTILIZATION

- vis-a-vis RE (%)
2007-08 ] 13118.13 14216.60 13763.15 96.81
2008-09 15351.84| 15706.80| 14802.22 94.24
2009-10 19028.03| 20259.54| 18378.41 91.70
2010-11 21939.13 25111.64 22520.86 29.68
2011-12 2557B.79 27323.27 26268.66 96.13

(Source: FS memorandum of vanous pears)
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3.15 The figures in the above table indicate that the Jowest
percentage of utilization is in the year 2010-11 but this was essentially
due to a substantial increase in the RE over BE(14.46%) . It is highest
increase in any of the years. However in the year2008-09 the
expenditure recorded in the final accounts is even less than the BE,

3.16 Fifteen departments spend more than 80% of the plan budget.
An analysis of plan expenditure by these major departments, over a
period of five years, has been tabulated in Appendix 3.6, The actual
expenditure during a year has been analyzed vis-a-vis the revised
estimates for that particular year. This takes care of the developments
relating to, financial allocation and implementation status of related
programmes, after the finalization of main budget estimates. Generally
speaking there should not be any significant wvariation in the
expenditure figures of RE and accounts, However, it is observed from
appendix 3.6 that in the utilization of plan budget there has been a
considerable short fall during a number of years by important
departments like Rural Development, Agriculture, Women and Child
Development and School Education. In the case of the department of
rural development there has been a short fall in actual expenditure
vis-a-vis RE of nearly Rs.500crore in 2009-10, Rs.B00crore in 2010-11
and more then Rs,1000crore in the year 2011-12. It is further
observed that a large number of departments could not utilize their
budget provision during the year 2009-10.The utilization of plan
budget by these departments has been praiseworthy only during the
year 2011-12 when the expenditure reflected in the final accounts was
" it 97.41% of the revised estimates.

3.17 The expenditure, over the period of a financial year, should

ideally be distributed evenly. There may be some exception like
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purchase of an expensive item. It is being reported by CAG that in a
number of schemes more than 50% of annual expenditure is in the
month of March. Illustratively, information pertaining to fiscal 2010-11
and 2009-10 is set out in Appendix 3.7. We would observe that an
amount of Rs2874.36 crore was spent in the last month of the financial
year 2010-11 under 9 major heads amounting to 62.39% of the total
expenditure. This was not an unusual phenomenon for the year 2010-
11.A year earlier in 2009-2010 also under 10 major heads an amount
of Rs 4499.12 crore was spent in the month of March which was
71.37% of the annual expenditure. In some major heads more than
90% of the annual budget was spent in the month of March. This is a
very old phenomenon of expenditure pattern which simply refuses to
change. There may be some justification, for such expenditure pattern,
in the purchases of single heavy items. However there is a need to
have a quarterly monitoring system wherein the allocation earmarked
for a particular quarter, if not utilized fully the remaining balance
amount will lapse. Quarterly allocations should not be done
mechanically by dividing the annual allocation in four equal portions;
but should be worked out for each individual scheme on the basis of

pragmatic expenditure requirements and possibilities.

3.18 It is noticed that during the year ending March 2012, in more
then 50 schemes, the entire budget provision was surrenderad at the
end of the year, thereby meaning that no amount could be utilized.
The list given of such schemes is pretty long and does not make a

happy reading. Some of the schemes are set out below.
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Table 3.7
Grant | Department Schemaea Amount
" {Rs. in Crore)
40 Water Resources Development of 100.00
command areas of
major and medium
projects (CS5),
41 Planning, Economic | Assistance for TSP 51.26
and Statistics schemes,
61 ' Bundelkhand Central assistance for | 169.24
Package storage and
. marketing.
64 Planning, Economic | Assistance for SC sub | 84.95
and Statistics plan,

75 Urban Development | Grant for water supply | 50.00
in urban areas,

75 Urban Development | Scheme is 10.00
compensation for
electricity expenditure
on water supply

| schemes as per
recommendation of
SFC.

75 Urban Development | Special grant as 10.00
recommended by SFC.

3.18 It is quite apparent from the above table that there has been
100% surrender of the budget provision in a number of important
schemes. During the year 2010-11 also things were no better. The
report of CAG of that year highlights that in as many as 137 schemes
the amount surrendered was more then 50% of the budget provision.

3.19 RBI publications indicate that out of the combined expenditure of
the Central and State Governments the expenditure of the State
Governments account for around 60%. It is, therefore, essentlal to
ensure that the public expenditure of the state governments is
channelized in the right direction. Secondly, proper end use of funds is
also critical especially because the growth pattern is contingent not
only upon the nature of the schemes but also on the quality of fund
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utilisation, The State has been endeavoring to increase the flow of
capital expenditure and the share of capital outlay has been showing
an increasing trend. However, it is observed that many key

departments have not been able to do justice to their budgetary
allocation,

3.20 For expenditure on a few selected schemes/programmes, in the
social and economic sectors, the Central Government has been
transferring funds directly to the State implementing agencies outside
the State budget. The amount of such transfers during a period of
three years is Indicated in the following table:
Table 3.8
Funds Transferred outside the State Budget to State

Implementing Agencies/ Voluntary Organizations/ NGOs
{ Rs in croras)

Amount

exceeding

Years Total Transfer VOs/ NGOs Rs.25 lacs to
an individual

VO /NGO

2009-10 8153.52 74.75 5.64
2010-11 9002.13 43.21 11.63
2011-12 0497.,91 71.47 46.15

3.21 It is quite apparent that the practice of such transfers is on an
increase although repeatedly it has attracted adverse comments from
the CAG. The CAG in its report for 2010-11 has explicitly mentioned
that as these funds are not routed through the State Budget/ Treasury
System, finance account do not capture the flow of these funds and it
escapes audit. Moreover direct transfer from the Union to the State
implementing agencies runs the risk of poor monitoring of utilization of
funds by these agencies. The Thirteenth Finance Commission, on such
transfers out side the budget frame work, has also made adverse
observations calling it an undesirable trend. It may also be noticed
from the above table that the share of voluntary organizations and non
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government organization has been inecreasing. In the yvear 2011-12 a
good number of VO/NGO got an amount exceeding Rs.25.00lacs and
the sum total of such amount was Rs.46.15crores. During mid
nineties, when financial position of the States was rather tight, there
could be occasional delays in the release of central assistance to the
Implementing agencies. In the present scenaric when most of the
States are having positive treasury balance there can be no

apprehension for any delay in the release of such funds. In fitness of
things, such practice needs to be discontinued.
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Chapter-IV - Analysis of Deficits.

TOR-Fiscal and Revenue along with Balance of Current Revenues for
Flan financing.

4.1 The revenue expenditure in the State of MP has been less than
the revenue receipts giving a comfortable revenue surplus in each year
of the 12™ plan period. The annual growth rate of revenue receipts has
been between 11.65% to 25.26%% during these years. The lowest
growth rate was recorded in the year 2008-09 and the highest in
2010-11. The CAGR during this period works out to 19.51%. The
percentage share of revenue receipts vis-a-vis GSDP showed a decline
only in 2008-09.The details are set out below:-

Table 4.1
Revenue Receipt/ Expenditure/ Surplus
{As percentage of GSDP)

Items 2007-08 | 2008-09 | 2009-10 | 2010-11 | 2011-12
Revenue »
Receipts 30688.73 | 33577.217 41394.70 leSd.lE—‘i 62604.08
Revenue W j Ve L~
Expenditure 25601.11 | 29513.88+'35896,90 [ 45011.59752693.71
Revenue

: : ’ 37

Surplus 5087.62 | 4063 33. 5497.80 | 6842.60| 9910.3 A
RR as % of
GSDP 159.00 17.02 18.15 19.92 20.23
Revenue
Surplus as % 3.15 2.05 2.41 2.62 3.20
to GSDP
Revenue _
Receipt = 20.73
Annual 19.43 11.55_11_ 23.28 25.26 p
Growth Rate —

4.2 The actual values of fiscal indicators i.e. Fiscal Deficit, Revenue
Deficit and Primary Deficit of the State of Madhya Pradesh during last

five years have been as follows:-

31



v

e

Table 4.2
Fiscal Indicators
_ {Rs. in Crore)
Years | Fiscal Deficit | Revenue Surplus | Primary Deficit
2007-08 -2783.92 5087.62 1406.85
| 2008-09 -4433.604" 4063.33¢" (_ 241.61p =
2009-10 -6198.92 1~ 5497.80~ -1744,61
2010-11 -5272.03{~ 6842.59 4 -223.08
2011-12 -5861.18Y" 9910.37 -561.41

4.3 It may be seen from the above table that that in all the years
there has been a good amount of revenue surplus touching the figura
of Rs5.9910.37crores in the year 2011-12. The fiscal deficit during first
two years is less than the Interest payments meaning thereby that a
part of the interest burden has been met without the help of fresh
borrowings. During other three years the fiscal deficit in real terms Is
maore than the interest payments. This has been analysed in the report
of CAG for the year 2010-11 with the conclusion that the primary
deficit is on account of enhancement in capital expenditure., The

figures covering a span of S5yrs are set out below.

Table 4.3

Primary deficit/surplus — bifurcation of factors
Mon-debt Primary
P e ::E n'::::: Capital Loans and Primary ﬂ:fﬁ: :Ial'l;:!;
Recuipt | Exp. | TXP-(CE) | Advances® | Exp.(PE) | Primary | o,
axp. (+}
1 | 3 4 GB{3+4+5) Fiz-3] B{2-6}

£006-07 |_35.733 18,33 5170

4 24,958 P 1,274
| 30,807 21,410 6,833

29,500 5 397 1,407

2007-08
2008-09 | 33,636 25,338 6,713

EER R

1

1 33,897 8134 577!
| 200G-18 21,443 31,443 7835 3 43 108 10 Dl -1, 745
| 2010-11 52 257 J2963 B, 800 3717 52 481 12 oy -223

= fncluding Inter-Slate settlament
{Source: Report of CAG on State Finances for the year 2010-11})

4.4 The figures in the above table indicate that the non-debt receipts
were not only adequate to meet the primary revenue expenditure but
also met a part of the capital expenditure. However the surplus non-
debt receipts were not enough to meet the entire capital expenditure
and loans and advances resulting in primary deficit during last three
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years. Thus the primary deficit is on account of a substantial increase

in the capital expenditure over these years as may be apparent from
column 4 and column 5.

4.5 The percentages of fiscal indicators to the State GSDP, along
with the percentage of total outstanding liabilities, may be seen in the
following table.

\'_!I'.

Table 4.3
Fiscal Indicators as percentage of GSDP
Total
Revenue | Fiscal | Primary
Years Outstandin
Surplus | Deficit | Deficit Liah“itiug
2007-08 3.15 1.95 .98 42.73
2008-09 I 2,05 2,73y 15 39,47
| 2009-10 2.41 2.86w 91 32.99
2010-11 | 2.62 1,94-'-.-"’1 08 27,79
2011-12 ' 3.20 1.86%" 18 26,87

4.6 All the three main fiscal indicaturﬁ are well within the limit
prescribed under FRBM Act as well as the targets indicated by the
Government of India. Keeping in view the economic slow down the
target for fiscal deficit was revised to 4% for 2009-10 and 3.5% for
the year 2010-11. However the state could maintain fiscal deficit of
less than 3% in both the years: though it recorded an increase in
2008-09 and2009-10 before coming down to the earlier level in 2010-
11. The RBI report on State Finances for the year 2011-12, in the
chapter with title "Deficit Indicators of State Government”™ has
mentioned about the performance of the Madhya Pradesh in particular.
At one place it is stated that the State of Madhya Pradesh recorded an
increase in its RS-GSDP ratio In 2009-10. In para 5.4 of this report it is
mentioned that "Madhya Pradesh was the only NSC State in which the
GFD-GSDP ratio widened in 2009-10 on account of a higher CO- G5DP
ratio and a substantial increase in net landing”. Thus the State has

3



)

been able to maintain the level of capital outlay even in the peried of
economic slow down.

4.7 The details of balance from current revenue for the twelfth plan
period have been given in appendix 4.1, The share of BCR in total plan
expenditure has been guite substantial and reached the level of 66%
in 2011-12. The annual figures for the twelfth plan period are given in
the following table:

Table 4.4
Share of BCR in Total Plan Revenue
(Rs. in Cr)
Particular | 2007-08 | 2008-09 | 2009-10 | 2010-11 | 2011-12
Total Plan
Expenditure 13763.15 | 14802.22 | 1B378.41 | 22520.B6 | 26268.66
Balance
from 6799.03| 6081.50| 9508.98|11256.57|17342.45
Current * ' ; . !
Revenue
Share of
BCR in
Total Plan 49,40 41.08 51.73 45,98 66.01
Expenditure
(% )
G 4.1
The top graph indicates that the 30000 1
growth i plan expenditure after 25000
2008-09 has been fairy good. = = Tetal Fian
= 1000 Expenditre
The CAGR for the last four year's = .
period works ouf to around ‘-Etlm' ,.-n"f
21%.The BCR during the same 2 30000 - e = = Ralanes
period has recorded a CAGR of o | | RN from
41,80%. This even for 8 good ;r;::.
size plan the BCR contributes :
almast two third of expenditure. HOE IO 1D DB R
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4.8 The plan expenditure of various departments including their
performance in the utilization of plan allocation has been discussed in
the earlier chapter. On the basis of the figures given above the CAGR
of plan expenditure during the 12" plan period works out to 17.53%.
However, during the same pericd, the growth of BCR has registered a
CAGR of 26.32%. The ratios of annual plan expenditure to GSDP
during the 12" plan period have been set out below: -

) Table 4.6
Different Categories of Expenditure as Percentage of GSDP

Items 2007-08 | 2008-09 | 2009-10 | 2010-11 | 2011-12
Revenue Exp (%) 1585 14.96) 15.74]| 17.29| 17.01
"Capital Outlay*. (%) 494 434 5.15| 4.81| 8.04
Plan Exp. 8.52 7.50 8.06 B.6S 8.48
Mon Plan Exp. 1d.27 11.80 12.83 13.45 16.57
Non Plan Revenue Exp. | 11,63| 11.09] 11.43| 12.33| 11.84

*Inciudes foans and advances

4.9 The percentage of capital outlay to GSDP in the year 2011-12 is
high because of a loan component of Rs 10257 crore given for the
restructuring of power sector companies. For the same reason the
percentage of non-plan expenditure appears unusual., The plan
expenditure has been above eight percent of the GSDP with the

exception of 2008-09.
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Chapter-V - State Debt.

TOR-The level of the Debt GSDP ratio and the use of debt (i.e. whether
it has been used for capital expenditure or otherwise). Composition of
the state’s debt in terms of market borrowing, Central Government
debt (including those from bilateral/multilateral lending agencies
routed through the Central Government fiabilities in public account

(small saving, provident funds etc.) and borrowings from agencies
such as NABARD, LIC etc,)

2.1

government in terms of market borrowings, loan from the center etc is

The composition of the outstanding liabilities of the state

given in Appendix - 5.1. The ratios of various liabilities, as well as of
total liabilities, to GSDP of the state are set out below:-

Table 5.1
Percentage Share of State Government Liabilities to GSDP
{Rs. in Crore)
As at the end of March
Item
2008 | 2009 | 2010 | 2011 | 2012
‘1, Internal Debt 20.58 | 18.81 | 18.61 | 17.98 | 16.14
I. Market Borrowings. 783 | 841 | 948 | 9.56 | 5.05
il. NSSF Securities. 8.85 7.18 6.43 6.24 5.19
iii. Banks and Fls 3.90 3.22 2.70 2.18 1.90
2. Loans and Advance from |
543 | 4.81 | 4.55 | 4.21 | 3.66
Center.
3. Public Account 8.21 | 6.99 | 6.58 | 6.81 | 6.58
Total Liabilities 34.22 | 30.61 | 29.14 | 29.00 | 26.38
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public account continues at the same leval
for four years

5

Eg -

HE W Hib Hu  Ea

o

G 3.1

5.2 The share of various components of liabilities i.e. (i) internal
debt (ii) loans and advances from centre and (iii) public account over
a five years period s set out below, It is seen that the share of market
borrowings has steadily gone up to 34.29% from 22.86%:; an Increase
of nearly twelve percentage points. The share of loans and advances
from centre has gone dewn to 13.89% from 15.87%. The borrowings
from banks and FIs have also got their share reduced to 7.19% from

11.41%,
Table 5.7
Share of various components in the outstanding liabilities
{in percent
Item 2007-08 | 2008-09 | 2009-10 | 2010-11 | 2011-12
Il L:';f;gf' Bebt 60.12| 61.44| 6257 61.98| 61.14
Borrowings. 2286 27.47 31.86 32.94 34.29 |~
i G 25.85 23.45 21.61 21.51 19.66
ii. NSSF Securities. | 37| j952| 9.10| 7.53| 7.19
iii. Banks and FIs : g ; * ;
2. Loans and 15.70 |
Advance from 15.87 o 15.29 | 14.50 13.89
Center.
3. Public Account 23.95 22.83 22,121 23.48 24.93
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2007-08 200809 2005-10 201011 2011-12
B Market Borrowings. B M5SF Securities.

W Banks and Fls l Loans and Advance from Center.
B Public Account

This bar chart indicates that in interpal debt comprising of market E_ni'rﬂwings, NS5F EE-EI-.I'l".I”I:I'EE
and borrowings from banks and Fls the share of market borrowing has increased from 22.86%
to34.29%, The share of foans and advances has gore down by bwo percentage poifts with one
parceniage polnt increase in each of the ather two.

5.2 The figures in table 5.1 indicate a steady improvement over the
years. The ratio of total liabilities to GSDP has come down from
34.22% as at the end of March, 2008 to 26.38% at the end of March,
2012 and some improvements are also visible in each of the three
items.

5.3 The RBI, in its publications relating to state finances, has
classified the evolution of the debt of States into four phases and they
are (i) 1980-81 to 1997-1998, (i) 1998-99 to 2000-04, (iii) 2004-05
to 2007-08 and (iv) 2008-09 to 2012-13. The percentage of
outstanding liabilities to GSDP In case the Madhya Pradesh vis-a-vis.
all India average of all the states put together during these four

phases may be seen in the following table:-
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Item Phase I| Phase II Phase III | Phase IV
Madhya Pradesh 22.0 36.9 34.0 26.9
[ All States 21.0 31.8 26.6 21,9

2.4 The figures in the above table Indicate that the ratio of
outstanding liabilities to GSDP of Madhya Pradesh has alwavs been
higher than the all India average. There was a sharp increase in Phase
II, but it started declining from Phase III i.e. 2004-05 to 2007-08 also
known as fiscal consolidation phase., However the distance from all
India average further widened, presumably because of substantial
improvement in all India figure also of this fiscal indicator. This gap in
phase IV came back to five percentage points i.e. similar to phase II.

3.2 The state government of Madhya Pradesh has taken due
advantage of the debt swap scheme (D55) as well as of the debt
consolidation and rellef facility (DCRF) frem the Government of India.
The total debt swapped under DSS by the State is Rs3323cr. The
details are as follows:

Table 5.1
Amount of Debt Swapped Under DSS
(Rs. in Crore)

Amount Swapped of
Years ; Total
Market Borrowings | Small Savings
2002-03 411 177 SEE
2003-04 786 722 1508
2004-05 398 829 1227
Total 1595 1728 3323

Sewrce: RBI publication on State Fnanoes 2012-13

5.6 The RBI report mentions that out of the total debt swapped at
the all India level, 52.5% was through market borrowing at an interest
rate below 6.5%. The balance 47.5% through the issue of special
securities to the NSSF at a fix rate of 9.5% as compared to earlier rate
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of 13% per annum. In the case of Madhya Pradesh out of the tatal
debt swapped 48% was through market borrowings and 52% through

special securities to the NSSF, The state got an Interest relief of about
Rs 225 crores because of such debt swapping.

5.7 The market borrowing raised by the State of Madhya Pradesh

during last five years and their contribution in financing GFD of the
State are given below;-

Table 5.1
Market Borrowings

{Rs. in Crore)
Transaction GFD %% of
Yaars ﬂ"““::'::ﬂ During the year Net Net
beginning Amount | Amount | Amount Amount
raised | repaid to GFD
1 2 3 4 5 6 7
2007-08 11309.38 | 1875.00| 537.95) 1337.05| 2783.92 48.02
2008-09 12646.45 | 4495.25| 537.89| 3957.36 | 4433.60 89.23
2009-10 16603.81 | 5821.00| 804.50| 5016.50| 6198.92 80.92
2010-11 21620.30 | 3900.00( 642.54 325?.4EL52?1.D3 61.78

|

2011-12 24877.76 | 4000.00| 833.78 3156.22]5351.13 54.02

Soyree; Statements aid before legisiatune in complighce of FREBM Act

5.8 The above table indicates that during two years 2008-09 and
2009-10 i.e. the period of economic slowdown, the State resorted to
higher market borrowings and their share in financing GFD was over
BO%.
years to finance their fiscal deficit. The borrowings taken for bridging

Mearly all the states had to take larger borrowings during these
the gap between income and expenditure provides only a temporary

relief. For achieving fiscal sustainable level three important para-
meters are (i) growth rate, (ii) ratio of revenue receipts to GSDP and
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(iii) interest rate on borrowings. In the case of Madhya Pradesh RR-
GSDP ratio improved to 20.21 in 2011-12 from17.02 in the year 2008-
09.The GSDP recorded a CAGR of 17.67% during the same period. The
weighted average interest rate on the outstanding liabilities showed

only a marginal improvement but the interest payments Lo revenue
recelpts ratio came down to 8.47% In 2011-12 from 13.66% in 2007-
08. Thus over these years there was nmpmvement in the capacity to
service the debt leading to fiscal sustainability e

3.9 The weighted average interest rates on various categories of
state government liabilities are given in Appendix 5.2. A glance at this
appendix indicates that the over all interest rate was lowest in the year
2008-09. During this year, not only the market borrowings could be
raised at a comparatively lower interest rate (7.11% p.a.), but the
loan from the centre was also at an interest of 5.99% p.a. i.e. much
lower than the average interest rate of 9%p.a.during other years. The
over all average interest rate during the last two years has also been
at a reasonable level of B.28% and B.5 % respectively. However, the
special securities issued to NS5F have been most expensive at 9.5%
per annum for all the years. The Committee on Comprehensive
Review of National Small Saving Fund has recommended reduction in
the mandatory allocation to the States, of small savings collections to
50% from the existing level of B0%. This is with a view to equalize the
burden shared by the Centre and the State in the borrowings from
NSSF which are always at a rate higher than the market rates. [
understand that the State Govt has already made a mowve in this
regard.

5.10 In view of the increasing interest burden of State Governments,
various Finance Commissions have suggested corrective measures.
The 12" Finance Commission (FC-XII) linked relief to rule based
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legislative reforms and recommended that the states should enact a
fiscal responsibility act and a debt write off scheme linked to fiscal
performance. For this purpose it recommended DCRF having two
components of relief, viz, debt consclidation and debt write off. The
benefit under debt consolidation provided for consolidation of all
central loans contracted by the State until March 2004 and outstanding
as at the end of March 2005 into fresh loans for 20 years at an interest
rate of 7,.5%. DCRF however excluded two categories i) loans received
by the State for centrally sponsored schemes and ii) loans in the form
of special securities of NS5F. Benefit under DCRF was also subject to
the condition that the State Government concermed has a FRBM Act in
place. The State of Madhya Pradesh enacted FRBM Act in the year
2005 and it came into operation w.e.f 01.01.2006. Another condition
was to bring down revenue deficit to zero by the end of 2008-09,
Since Madhya Pradesh fulfilled both the above conditions, it was abla
to get benefit of debt consolidation as well as debt/ interest relief.
Under DCRF Madhya Pradesh got an interest relief of Rs 1320cr and
another Rs.1820 cr as debt relief. In the RBI report on state finances
Madhya Pradesh is mentioned as one of the states which benefitted
the most, among NSC states, from Interest relief and debt waiver
schemes. The benefit of such relief is also reflected in the lower
interest rate of 5.99 % p.a. on |lean from the centre during the year
2008-09.The annual growth rate of debt stock also came down to a
single digit figure; 6.69% at the end of March,2007 and 3.92% at the
end of March, 2008,

5.11 The capital expenditure has registered a CAGR of 7.29% during
2007-08 and 2011-12. When the capital expenditure of these years is
seen In juxtaposition with the borrowing of those years, it would be
quite evident that, except the year 2009-10, in other four years all
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fresh borrowings have totally gone for financing the capital
expenditure. Sometimes a miner difference gets camouflaged when
the expenditure as loans and advances is taken as a part of capital
expenditure or when the figures of net rather than fresh borrowings
are used. However, in the year 2009-10 after adding the figure of
expenditure in the form of loans and advances the amount comes

much more than that of fresh borrowings. Year wise figures from

2007-08 to 2011-12 are set out below: -

Particulars 2007-08 | 2008-09 | 2009-10 | 2010-11 | 2011-12
Market borrowings 1875.00 | 4495.25 | 5821.00| 3900.00| 4000.00
raised

Loans from the Centre | 539.02 | 1153.68 | 1344.54| 1094.33| 1032.60
Borrowings from

financial institutions

) NABARD 652.70| 752.21| 602.30| 369.57| 1250.00
i) Nee 30.89 | 36.91 0.67| 31.75| 26.52
i) Nil 1.29 0.17 - ;
iv] WaM Adv ] 19.01 L _ _
vl Spl it y

2] S e 246.05| 70.77| B10.00| 2038.41| 441.03
v) others 27.29| 23.85| 23.32| 2371 Nil
Total 3370.95 | 6552.97 | 8602.50 | 7457.77 | 6750.25
Capital expenditure 6832.70| 6713.15| 7924.88 | 8799.88| 9055.16

Source "account” figures from FS memorandwims

5.11 The figures of capital expenditure as percentage to GSDP, during
the years 2002-03 to 2011-12 are given in the last row of appendix
3.1.There is improvement from 2004-05 and it reached the peak of
5.32% in 2005-06.During the years from 2008-09 to 2010-11 it was
around 3.4%. However it dipped to 2.92% in 2011-12. That year the
revenue expenditure despite a growth of 17.06% got its share, in the
total expenditure, sliced down to 67.89% from the preceding year's
figure of 78.24%. The obvious reason s more than four times increase
in the category of loans and advances. In 2011-12 an amount of Rs
10257 crore was given for the financial restructuring of electricity

companies.,
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5.12 It is noticed that there is some discrepancy in the figures of
public debt mentioned in the FS memorandum and in the statement F-
> laid in compliance of FRBM, Act. Illustratively according to the FS
memaorandums outstanding public debt figures as at the end of March,
2010, March,2011 and March,2012 were Rs 61532crore, 67197.84
crores and Rs714/8.10crore respectively. On the other hand F-5
statements give the amount of outstanding liabilities, as on the same
dates, as Rs 67852.56 crore, Rs 75504.31 crores and
Rs81756.54crores. It is further noticed that while the figures for
various components of internal debt and loans and advances from
centre tally the difference is only in the figures of public account. In
response to a query I was informed that in the debt figures mentioned
in the F5 memarandum against public account some interest free
deposits have not been added as per the prevailing practice. However,
such deflated figures of debt give not only misleading debt-GDP ratios
but affect the total financial analysis. In my view to ensure that FS
memorandum reflects the correct picture of outstanding debt, it should
give the figure similar to the statement F-5.
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Chapter-VI - Implementation of FRBM Act.

TOR-Implementation of FRBM Act and commitment towards targets.
Analysis of MTFP of various departments and aggregate.

6.1 The State Government of Madhya Pradesh has enacted Fiscal
Responsibility and Budget Management Act which was published in
extra ordinary gazette dated 26.08.2005. The Act has come into force
from 01.01.2006 and provides for the responsibility of the State
Government to ensure prudence in fiscal management. As per
Section-9 sub section (2)of the Act, the fiscal targets prescribed for
the State Government are as follows :-

(a) Reduce revenue deficit in each financial year so as to
eliminate it by 31 March 2009 and generate revenue
surplus thereafter,

(b) Reduce fiscal deficit in each financlal year so as to bring it
down to not more than 3.0 per cent of GSDP by 31* March
2009,

(c) Ensure within a period of 10 years i.e as on the 317 day of
March 2015, that total liabilities do not exceed40 per cent
of the estimated GSDP for that year

(d) Limit the annual incremental guarantees so as to ensure
that the total guarantees do not exceed B0 per cent of the
total revenue receipts in the year preceding the current
year

6.2 Sub section (2) of Sec 9 was amended in the year 2012 by
issuing an ordinance published in the gazette dated 12 January,
2012. It was subsequently replaced by an amendment Act, notified in
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the state gazette dated 31st March, 2012, The amended clause (c) is
as follows:-
(c} ensure that the total outstanding debt do not exceed 37.6
per cent, 36.8 per cent, 35.0 per cent and 35.3 per cent for the
financial year, 2011-12, 2012-13, 2013-14and 2014-15 of the
estimated GSDP for that year respectively.

6.3 Thus the target of containing total liability to GSDP within 40 %
by the end of March 2015 has been revised as above. The revised
target is to ensure that debt to estimated GSDP ratio does not exceed
37.6% at the end of 2011-12 and 35.3 % as on the 31% day of March
2015. The figures in following table indicate that the State has
achieved targets laid down under the FRBM, Act. The revenue deficit
was to be eliminated by 31% March 2009. As against that the state has
a revenue surplus right from 2004-05. The fiscal deficit is also less
than 3% of GSDP in all the five years mentioned below. The
percentage of total liabilities to GSDP is also being maintained well
below 35.3% right from the year 2006-07, The actual values of these

deficit indicators are given in the following table:-

Table 6.1
5. |Item 2006- | 2007- | 2008- | 2009- | 2010- | z011-
 No o7 08 09 10 11 12
1 |Revenuesurplusas| 2.60( 3.57| 2.50| 253| 2.52| 3.14
percentage of
G5DP
2 | Fiscal deficit 2.20| 1.95| 2.73] 2.86| 1.54| 1.86
3 |Total outstanding |42.73( 39,47 | 32,99 | 27.79| 26.87 | 25.83
liabilities as (RE)
percentage of
GSDP

Sowrce: Statements laid in compliance of FREM A

6.4 The Government of Madhya Pradesh, every year, has been
laying on the of Table of the State Legislature a Medium Terms Fiscal
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Policy (MTFP) statement as required by Section-4 of the Act. The
statement contains a projection of important fiscal parameters e.g.,
revenue receipts, capital receipts, revenue expenditure, capital outlay,
growth in GSDP, etc. There is a separate assessment of sustainability
as well as new policy initiatives in fiscal sector.

6.5 The rules under FRBM Act were notified on 30" January 2006
and these rules contain the details of the statements, the State
Government Is obliged to lay before the legislature every year. These
rules also describe the formats under which the requisite information
has to be given. The macro economic frame work statement has to be
in Form F1, medium term policy statement in Form F2 and fiscal policy
strategy statement in form F3. In addition, at the time of presenting
the budget, the State Government has to make certain disclosures as
required under section 10 of the Act. The prescribed statements for
such disclosure are:-

Form F4- A statement of select indictors of fiscal situation.

b. Form F5- A statement of component of State Government
liabilities.
Form F&- A statement on a consolidated sinking fund.

d. Form F7- A statement on guarantees given by the
Government.

e. Form F8- A statement on Guarantee redemption fund.
Form F9- A statement of Financial assets '

g. Form F10- A statement on claims and commitments made
by the State Government.

h. Form Fli- A statement on the details of number of
employee in the State Government, State PSUs and State
Alded Institutions and related salaries.
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6.6 The State Government has to lay before the legislature a
medium term fiscal policy statement and the in the forms as
prescribed under the rules. Rule-4 mentions that such statement shall
be In Form F2. It has been observed that after the commencemeant of
the rules in January 2006 the State Government has been regularly
laying such information in the legislature. Sufficiently detailed
information relating to state finance is given in Form F2. These include
rolling targets of fiscal indicators, projection of fiscal indicators, growth
in GSDP, assessment of fiscal sustainability and projections of pension
liability. The performance of the State Government on fiscal indicators,
receipts both revenue and capital, various forms of expenditure,
borrowings etc. have been discussed in other chapter of this report. I,
therefore do not see any need to repeat that analysis here, However in
form F2 presented alongwith the budget of 2011-12 it has been
mentioned that the sudden spurt in expenditure on salaries and
pensions is on account of the benefit given to State employees and
pensioners of the Sixth Pay Commission. A new item mentioned in F2,
which has not been covered in other chapters of the report, is the long
term projection expenditure on pension liability. In the F2 statement
presented alongwith the budget for 2010-11 the estimated pension
liability for the year 2019-20 has been indicated as Rs.9165.11 crores.
In the form F2 presented alongwith the budget of next i.e. 2011-12
the projected pension liability for the vyear 2019-20 is
Rs.12771.14crores and that of 2020-21 is Rs,14303.68crores. The
increase for the projected liability for the year 2019-20 indicates that
the projections are being worked out every year, This Is a good sign
that the projections are being worked out independently every year on
the basis of the latest figures. Keeping in view the actual payment
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expenditure of Rs.4388.91crores in the year 2011-12 the CAGR works
out to nearly 14%.

6.7 In the scheme of MTFP there are no separate targets for other
departments. In fact the whole information required by wvarious
formats under the rules comes within the purview and responsibility of
the Finance Department. However the other department have to
cooperate to the extent so as to contain their expenditure and other
liabilities within the budget. Secondly, the other departments have
also to make sincere efforts for the recovery of dues they are
responsible for. Because all such actions of other department which
affects the income and expenditure of the State Government have 3
direct bearing on the fiscal indicators.
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Chapter-VII - State's Transfers to Rural and Urban
Local Bodies.

TOR-Analysis of the state’s transfers to urban and rural local bodies in
the state Major decentralization initfative. Reforms undertaken under
JNNURM conditionalities.

7.1 The urban population of Madhya Pradesh Is two crores having a
share of 27.63% in the total population of 7.25crores. The number of
Urban Local Bodies (ULBs) Is 377 comprising of fourteen Municipal
Corporations, one hundred Municipal Councils and 263 Nagar
Panchayats. The Municipal Corporations are governed by the Madhya
Pradesh Municipal Corporation Act, 1956 and the remaining two i.e.
Municipal Councils and Nagar Panchayats are governed by Madhya
Pradesh Municipalities Act, 1961. In the State four cities have a
population of more than a million and 32 cities have a population
exceeding one lac. The local bodies for rural areas are village
panchayats at village level and janpad panchayats at the development
block level. In every district there is a zila panchayat to coordinate and
supervise the activities of village/janpad panchayats. These rural local
bodies are governed by Madhya Pradesh Panchayat Act, 1993.

7.2  After 73™ and 74" amendments to the Constitution in 1993
there is a considerable emphasis on the empowerment of Panchayati
Raj Institutions (PRI) and Urban Local Bodies (ULB) in functional as
well as in financial terms. This Is important because these bodies
provide basic services at the grass root level and thus are primary
interface for the citizen interaction with the government. Article 243 (i)
provides for setting up of a State Finance Commission (SFC) in every
state for recommending devolution of resources to these bodies.
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7.3 In the state of Madhya Pradesh so far three SFCs have given
their recommendations. The report of third SFCs was received towards
the end of October, 2008, The main features of this report are as

fallows:

a.  The net tax revenue should be calculated after deducting
10% of the amount as expenditure on collection from the
state's own tax revenue. The amount given to PRIs and
LULBs as per provisions of various Acts and Rules should be
further deducted from the met tax revenue: the balance
such arrived at should be treated as the divisible pool.

b. 5% of the divisible pool should be given as share in state
taxes to PRls and ULBs in the ratio of 4:1.It means that
80% of the amount to PRIs and the remaining 20% to
ULBs

7.4 For computing the amount of divisible pool, the revenue
collected against taxes already assigned to ULBs/PRIs under earlier
ongoing Acts is to be deducted from the net tax revenue. There are as
many as eleven items for deduction. For better appreciation,
computation of the develution amount for the year 2011-12 is given In
Appendix 7.1. It may be observed from this appendix that the total
deduction of already assigned revenues is over Rs.4035crores. The
major transfer of revenue under the assigned taxes is to ULBs and the
share of PRIs is rather small. However, since the entire amount is
deducted for working out net divisible pool; this method becomes
unfair to PRIs. In fact if there is no such deduction and the
proportionate share of ULBs and PRIs are determined on the basis of

net tax revenue the PRIs will stand tc gain.

7.5  After working out the share of PRIs in the divisible pool, financial
devolution to different tiers of PRIs has been recommended as follows:

i 35% to 21527villages each having a population less then
500.
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26% to 16235villages each having a population between
501 and 1000.

21% to7102 villages each having a population between
1001 and 1500.

18% to 7235villages each having a population of more
then 1500.

7.6 The distribution among four aforementioned categories is further
subject to the condition that the amount per capita should not be less
than Rs100, Rs75, RsG60 and Rs50 respectively.

7.7 In addition to devolution from net tax revenue the SFC has
recommended grants to PRIs, from the consclidated fund of the state

as per the details given below:

i

.

23040 Village Panchayat be given grant @Rs.25/per
person per year. The amount in this category works out to
Rs.110.95crore.

An amount of Rs.20.00crore per year be given to Janpad
Panchayat and Rs.5.00crore per year to Zila Panchayat as
general purpose grant,

The practice of giving establishment grant to PRIs be
continued.

For the maintenance and upkeep of assets at Village
Panchayat level a grant of Rs.50.00crore be given and the
same should be distributed on the basis of population.

The Gram Panchayats, running piped drinking water supply
schemes should be fully compensated for the electricity
charges.

7.8 The recommendations for financial devolution to ULBs are as

follows:

The share of ULBs in the divisible pool should be
distributed on the basis of year 2001 population, as under:

a. 45% to Nagar Panchayat.
b. 40% to Municipalities.

c. 10% to those Municipal Corporations not receiving and
assistance under INNURM.
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d. 5% to Municipal Corporations receiving assistance
under INNURM.

i.  The practice of giving Entry Tax and Surcharge/Cess to
ULBs be continued.

lii.  The payment of 15% surcharge on commercial tax to ULBs
has been discontinued w.e.f. 31/03/2006. To compensate

this loss, the ULBs be given a grant amounting 5% of the
revenue collected under VAT,

iv. ~The ULBs recovering the full Water Charges be given
financial assistance, to meet the expenditure of electricity
bills for running schemes accerding to the following scale:

&, ULBs having population less than 10000-50%.

b. ULBs having population between 10000 to 20000-30%.

c. ULBs having Population between 20000 to 50000-25%.
7.9 The State Government has accepted practically all the major
recommendations of the SFC. The recommendation pertaining to
calculation of divisible pool and also the recommendation of devolving
5% of divisible pool to PRIs and ULBs in the ratio 4:1 have been
accepted. The recommendation for giving a grant of Rs.110.95crores
to 23040 village panchayat has been accepted with the condition that
only the village panchayat levying and collecting taxes would be
eligible for such grant. The recommendation for giving a grant of
Rs.20.00crores to Janpad Panchayat and Rs.5.00crores to lila
Panchayat as general purpose grant, to be distributed on the basis of
the population has also been accepted. Similarly all the major
recommendations having financial out go In favour of ULBs have been
accepted. The recommendation relating to compensation for electricity
bills to nagar panchayat for water supply schemes has been accepted
with a rider that the nagar panchayat would have to recover 90% of
water charges. Further, nagar panchayat having a population of less
then 10000 will be eligible for 50% of the electricity bill. Such
percentage for nagar panchayats having population between 10,000 to
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20,000 and 20,000 to 50,000 will be eligible for receiving 33% and
25% respectively of such expenditure on electricity bills.

7.10 The State Government has not accepted following two
recommendations of the SFC

I Reorganization of panchayats on the basis of area and
population.

ii. Creation of a pool of technically competent persons at
Janpad Panchayat level so that Village Panchayat can avail
their services on some reasonable payment,

7.11 A few other recommendations of FSC are under consideration of
the Government. The Important one, among these, is doing away with

the classification of taxes into compulsory and discretionary
categories.

7.12 The Thirteenth Finance Commission in Para 10.161 of its report
has laid down certain conditions for making a State eligible for general
performance grant. These conditions and the status of action taken, to

fulfill them, by the State Government are as follows;-

Sr. | Conditions Action Taken
No,

8 The State Government must put | A supplement to the budget
in place a supplement to the documents is being given
budget document for local bodies | from the fiscal 2009-10. The
furnishing the details indicated in | PRIs and ULBS have also
Para 10.110. They should require | been directed to maintain
the PRIs and ULBs to maintain accounts in modified format.
accounts as specified in this
chapter.

2. | The State Government must put | This has been complied with.

in place an audit system for all | 0 annual reports of the
local bedies as indicated In Para | qicactar of Local Fund Audit

10.121. The Annual report of the | _ . 1.5 being placed before
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Director of Local Fund Audit must
be placed before the State
legislature.

the State legislature.

The State Government must put
in place a system of independent
local body Ombudsmen who will
look in to complaints of
corruption and maladministration
against the functionaries of local
bodies, both elected members
and officials

The State Government has
authorized the Lok Ayukt of
the State to look in to the
matters of corruption and
maladministration against
the functionaries of local
bodies. This has become
functional and at present a
good number of such
complaints are under
consideration of the State
Lok Ayukt.

The State Government must put
in place a system to
electronically transfer local body
grants provided by this
Commission, to the respective
lacal bodies with in five days of
their receipt.

This is being done.

In fact practically all
assistance to local bodies is
being transmitted
electronically.

The State Government must
prescribe through an Act the
qualification of persons eligible
for appointment as member of
the SFC consistence with Article
2431 (2) of the Constitution.

In the State SFC Act, 1994 a
provision to this effect
already exists,

All local bodies should be fully
enabled to levy property tax and
any hindrances In this regard
must be removed.

Such provision already exists
and the State Government
has furnished compliance in
this regard to GOL.

| |

The State Government must put
in place a State level property

State Property Tax Board
has been constituted vide
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tax board which will assist all notification

ULBs to put in place and dated 25-03-2011.
independent and transparent
procedure for assessing property
tax.

8. The State Government must The State Government has
notify or cause all the Municipal | been notifying such
Corporation and Municipalities to | benchmark of service fram
notify by the end of a fiscal year | March 2012,

the service standards for four
service sectors- water supply,
sewerage, storm water drainage
and solid waste management to
post to be achieved by them by
the end of a succeeding fiscal
year.

9, | All Municipal Corporation with a | All the four cities, having a
population more then one million | population of more then one
(2001 censes) must put in place | million, have facility for fire
a fire hazard response and hazard response.

mitigation plane for thelr
respective jurisdiction.

7.13 The 13™ Finance Commission has laid a great emphasis on the
development of proper and credit worthy accounting system for
PRIs/ULBs. This assumes further significance in view of the quantum of
develution to these bodies. The 13" FC has recommended for laying of
the reports of the Director Local Fund Audit in the state assembly. The
CBAG had set up a task force way back in 2002 -_t_a:-_ recommend

appropriate accounting and budget formats for ULEs._ Fqllqwi@_lthis the

MNational Municipal Accounts Manual was prepared suggesting

accounting format and codification pattern.

7.14 The Acts pertaining to Municipal Corporation and Municipalities
were amended in the year 2012 empowering the  Director Local Fund
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Audit to prepare an annual report on the finances of local bodies which
should be placed on table of state assembly. I am informed that the
first annual report is in the final stage of preparation and would be

available for laying on the table of legislative assembly in the
farthcoming session.

/.15 The ULBs as well as Panchayati Raj Institutions get financial
assistance from the State Government in addition to their own
resources. In the State budget a separate part (volume 7) is being
devoted from fiscal 2005-10 wherein budget provisions pertaining to
local bodies are mentioned. The ULBs are expected to levy taxes of
compulsory as well as discretionary category. In the first category the
taxes are property tax, water charges, local body tax and general
sanitary, lighting & fire tax. In the category of the grant-in-aid the
major source from the State Government are compensation in lieu of
abaolishing octroi and passenger tax.

7.16 During the five years period ranging from 2008-09 to 2011-12
the financlal assistance to ULBs against the share in state taxes and
other assigned taxes has been set out below:

Table 7.1
Transfers from State to ULBs

{Rs in Crore)

Item 2007-08 | 2008-09 | 2009-10 2010-11 | 2011-12
Share in stabe taxes 100,85 115.73 131.09 122.74 141.91
Transfer of entry tax 729.70 §95.90 | 1305.39 1268.46 | 1475.38
Share from cess on stamp 66.00 64.68 | 140.15
duty and registration 29 94,00 |

gkt Ensiat 78.31 86.14 |  ©0.00 ag.00|  89.97
passenger tax L

Compensation for VAT 271.92 299.11 300,00 369.00 440,13
Grant for road 00 110.97
maintenance From MY tax 55.84 @6.24 55.95 80

Total 129581 1527.12 1962.43 1994 88 2398.01
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Transfer of entry bax and compensation for VAT put togethier contribobe more than bhrea-
fourth of the total transfer mentioned above. Entry tax alome fes g share of more thah &% in
the total during fast three years. Further, the CAGR of the transfer of entry [ax, during the
given period, has been 19.24% as against 16, 54% of the total transfers.

7.17 The ULBs get grants from the state for a number of schemes
besides the amcunt indicated above. A number of departments

implement schemes in urban areas out of their own budget.

7.18 The Panchayati Raj Institutions (PRls), in addition to share in
State taxes and performance grant based on the recommendations of
Thirteenth Finance Commission, also get royalty on Minor Minerals and
share from additional stamp duty. The performance grant on the
recommendations of 13th finance Commission has commenced from
the year 2011-12 and the amount received is Rs.220.72crores. The
actual flow of funds to PRIs under other schemes is set out below:
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Transfers from State to PRIs

Table 7.2

(Rs. in crore)

::-; Item 2008-09 | 2009-10 | 2010-11| 2011-12 |
1 Transfer af rovalty on 91.80 100,80 130.00 269,15
minor minerals in rural
areas
2 Grant-in-aid against 12.75 213.31 216.43 126.00
additional stamp duby
3 Grant for Infrastructure 00.00 00,00 110.94 B8.55
develapment
4 Share in state taxes 226.00 349.50 490.94 568.60
5 Total 330.55 663.61 948.32 a72.30
Source-Mhredtorate of Panchuryal Raj, Madhya Prossh,
G7.2

The adjalnirng bar chart indicates that
share Ir taxes and ropally from
rinor minerals are two steadily
growing and important salvees of
revenuve for PRIs. Transfers against
additional stamp dufy have shown an
wnusual growth aflfer 2005-09.
Infrastructure development grants
stantad from 2010-11 an the
recanymendations of 37 SFC
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7.19 The State Government has implemented a large number of

reforms in the urban sector. The action taken by the Government on

such reforms Is glven in Appendix 7.2. In addition to the acceptance,

in general, of the conditions mentioned above the State Government

has been submitting reports every year to the central government on

related issues for the release of performance grant. Regarding the

condition of elections of ULBs last election was held in November 2009

and the next is due In November 2014, The utilization certificates for
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instaliments drawn have been submitted in the year 2013. The last
instaliment of grant of Rs.94.26crores was drawn and disbursed to
ULBs within ten days of the receipt from the Central Government. The
fire hazard and mitigation plan for corporations with a population of
more then one million are in place and necessary notification for the
year 2012-13 have also been issued. Accrual based Double Entry
Accounting System (DEAS) is now under operation in all the four
JNNURM cities. In addition the new MP Municipal Accounts Manual
prepared in July 2007 in under implementation in the fourteen
Municipal Corporations and 96 Municipal Councils. As far as user
charges are concerned a separate provision has been introduced in the
Municipal Acts and such amendment has been notified in the official
gazette dated 19-04-2013.

7.20 A public disclosure law is being implemented from the year
2008-09 by making necessary provision in the Act and framing of the
rules. The reforms pertaining to rent control have also been published
in the official gazette on 23-04-2012. The procedure for sanctioning
building plans have been streamlined and a provision of deemed
permission is there In case of non-approval of plan within 30days. A
provision for rain water harvesting in all buildings is implemented and
now it is mandatory for the plots of the size 1405g.M. and above to
have rain water harvesting. For effective audit of all tiers of ULBs
Director Local Fund Audit has been authorized and its report Is being
placed before the State legislature. _

7.21 In the implementation of JINNURM 28 projects have been taken
under UIG sub- mission and 22 under BSUP sub- mission. The details
relating to the cost of projects and shares of Central Govt, State Govt
and the ULB are set out below:-
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Table 7.3
Projects under JNNURM

(Rs in crores)
Mo. af Sectioned Award ACA State ULB

Projects |  Cost Cost Share | Share | Share | EXPenditure
28 2669.55 | 317521 | 1365.00 | 359.74 | 581.31 | 1775.80
22 704.26 | 1306.73 | 347,33 | 106.04 | 245.00 |  635.53
Total

INNURM 3373.81 4571.94 1712.34 465.78 826.31 2411.42
Source: Infarmabion from the State departrment of Urban Development

7.22 After sectioning of the projects when tenders were invited for
actual implementation, it was noticed that an additional amount of

Rs.1121.00crores would be required for their completion. The State
Government is going to bear this entire additional cost amounting to
Rs.654.56¢rores for UIG and Rs.466.46crores for BSUP, A loan from
HUDCO has been negotiated for meeting this requirement. The works
in the majority of projects are still in progress, and out of 28 projects
under UIG 12 have been completed while under BSUP the number of
completed projects so far is only three.

7.23 In the budget documents presented in the state assembly a
separate volume containing details of the financial flow to ULBs and
PRIs is being placed from the year 2009-10. Further, in the state
budget there are distinct minor heads for each category; 191,192
and193 for municipal corporations, municipalities and nagar
panchayats respectively. On a similar pattern minor heads 196,197
and 198 pertain to zila panchayats, janpad panchayts and gram
panchayts respectively. This has helped the officials as well as the
elected representatives of ULBS and PRIs in understanding the budget
provisions. Now under any major head one can easily find the figure
for a particular category of PRIJULB,
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7.24 The conditions laid down by the Thirteenth Finance Commission
for receiving Central assistance have been met by PRIs also,
Information on all the nine points mentioned in the para 10.161 of the
13" FC report has already been given above. However compliance on
certain additional points specific to PRIs is given in Appendix 7.3.

7.25 The condition relating to putting a proper audit system in place
has been fulfilled. In addition the department has also started a

procedure for concurrent audit. It was noticed that most of the audit

reports of Gram Panchayat carry_a remark, that records are elther not

| —

kept properly or are not available. The procedure has now been

streamlined and as against 19 registers the Panchayat Secretary is
now required to maintain only 8 registers identified by the CAG.
Software, for conducting concurrent audit, has also been developed
and the scheme has become operational.
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Chapter-VIII - Impact of State PSUs on the Financial
Health of the State.

TOR-Impact of State Public Enterprises finances on the States’
financial health and measures taken to improve their performance
and/or alternatives of closure, disinvestment etc.

8.1 The State Public Sector Undertakings (PSUs) consist of State
Government Companies and Statuary Corporations. As on 31% March
2010 there were 61 PSUs out of which 51 were working and the
remaining 10 were non-working P5Us. Out of &1 PSUs 4 were
statutory corporations and all of them were in the category of working
PSUs. The turnover of State PSUs and their share in the State GDP
during a period of five years is set out below:-

o Table 8.1
Particulars 2006-07 2007-08 2008-09 2009-10 2010-11 |
Turnaver 14257.18 12800.73 20735.68 2a067.37 31637.50
GSDP b;;wsm.al \1}614?9.39 }_312-?5.11] 3;79&3.?5 l&ﬁomﬂﬂ?
Percentage of 10.14 12.61 9.51 B.74 8.22
Turnaover ta
GSOP

B.2 The accounts of the State Govt. Companies are audited by
statutory auditors appointed by CAGs. Out of 4 statutory corporations
CAG is the soul auditor for two i.e. MP State Electricity Board and MP
State Road Transport Corporation. In the case of remaining two i.e. MP
State Warehousing Corporation and MP Financial Corporation, the
audit is conducted by chartered accountant and supplementary audit
by CAG.

8.3 The figures of investments in Govt. companies as well as
statutory corporations during last 5 years are given in Appendix B.1. It
may be observed that the number of statutory corporations has
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remained four in all the five years and all are working undertakings.
There is no non working statutory corporation in the State. In the case
of government companies the number of working units has gone up
from 31 to 47 and that of non working from 9 to 10 during the same
period i.e. from 2007 to 2011.

Govt. non-working companies has remained more or less at the same

Secondly the capital investment in

level, The figures of outstanding long term loan are also static there
by meaning that even accrual of interest has not been taken into
consideration.

8.4 The investment of the State Government in PSUs, as at the end
of 2010-2011 was Rs24400.17crore consisting of 44.27% towards
capital and 55.73% in long term loans. The sector wise break-up of
investment is set out below

Table 8.2
Sector wise Investment in State PSUs
(Rs. in Crore)
Years Power Finance Services | Others Total
2004-05 3959.49 | 1012.77 184.33 | 481.00| 5637.59
2005-06 17302.82 | 1103.01 189.92 | 427.56119023.31
2006-07 18273.04 | 1143.39 501.96 | 136.81 | 20538.85
| 2007-08 13663.28 | 1421.16 B58.65 | 137.13|16474.86
2008-09 14629.98 | 1538.02 927.91 | 352.02 | 17447.93
2009-10  [18138.23 | 1527.71 923.64 | 390.07 | 20979.65
2010-11 21414.20 | 1598.32 923.64 | 464.01 | 24400.17 |
G 8.1
| OO
This bar chart depicts bhe
predaminance af invesirent in 2000
PSUs of power sectar, Thelr S
share In 2010-11 has exceeded e
the fevel of total investment in . —
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8.5 The figures given in the above table indicate that the investment
in PSUs by the State is essentially in the Power Sector. Further its

share in the total investments in PSUs increased from 70.23% in
2004-05 to 87.76%: in 2010-11.

8.6 The details regarding budgetary outge from the State
Government towards State PSUs are given in the Appendix 8.2, It may
be observed that in the total budgetary outgo the share of
grant/subsidy is quite substantial. In the year 2008-09 it was almost
7026. Even in the year 2010-2011 .fhe share of grant/subsidy was 51%
of the total budgetary outgo. Further in 2009-2010 three PSUs got
'-ftl_'aeIF loan amount of 1336.54 converted into equity. During this very
year government issued guarantees for Rs 2438.30 crore in favour of

8 PsUs,

8.7 The PSUs are liable to pay guarantee commission at rates
ranging from 0.5% to 1.0% per annum to the State Government on
the maximum amount on the given guarantee irrespective of the
amount availed or outstanding. As on 31* March 2010 a guarantee
commission of Rs.5.41crore was payable by six PSUs against which the
actual payment was only Rs.1.47crore by four PSUs.

8.8 It has been highlighted by the CAG, practically every year that
there is lot of difference in the figures appearing in the Finance
Account of the State and the record of State PSUs, The difference in
the figures of equity, loan and guarantees during the years 2009-10
and 2010-11has been indicated in the following table.
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Table 8.3

Difference in the Figures of State Finance Accounts and
Records of PSUs

(Rs. in crore)

Outstanding March 2010 March 2011
inrespect | Amount [ Amount | Difference | Amount | Amoeunt Difference
of a5 per as per as per as per
Finance records Finance records
Accounts | of PSUs Accounts |  of PSUs
Equity 6022.26 | 10819.57 | 4797.31 | 6323.86 | 10382.41 | 4065.55
| Loans 2027.18 | 10160.08 | B132.90 | 1617.34 | 555443 | 3937.10
Guarantees B9.00 | 1031.10 942.10 | 3604.00 | 3247.37 356.63
8.9 It has been highlighted by the CAG that such inordinate delay in

finalization of accounts, apart from violation of the provisions of the
Companies Act, 1956 is fraught with the risk of fraud and leakage. If
the existing staff is inadequate then the Government may consider
outsourcing the work relating to preparation of accounts,

B.10 Some key parameters pertaining to PSUs like i) return on capital
employed ii) turnover i) debt iv) accumulated profit/loss etc are given
in appendix8.3 A glance at this appendix indicates that though all PSUs
put together are giving loss every year but their turnover as
percentage to GSDP has gone up from5.92% in 2004-05 to 11.65% In
2010-11. This percentage is the key parameter to reflect the extent of
PSUs activities in the overall State economy. Appendix B.3 further
indicates that the percentage of turnover to GSDP has been
consistently improving from the year 2004-05 to year 2009-10 with an
exception of only 1 year i.e. 2007-08. Anyway in view of other key
parameters the performance of PSUs has been highly unsatisfactory.
The return on capital is either nil or negative from the year 2007-08
onwards. The accumulated loss figures have gone up nearly four times
between 2006-07 and 2010-11.

8.11 The information centained in the above para gives loss figures of
all PSUs put together. The performance of working PSUs |s equally a
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cause for concern since 99% of the investment is in the working PSUs.
The annual profit/loss figures given in the following table cshowe that
working PSUs earned an overall profit till 2006-07 but started incurring
huge losses thereafter. The major contributors to loss were the
companies in the power sector. During 2009-10 the final figures would
have been in positive but for four companies responsible for a loss of
aover rupees three thousand six hundred crore. All these four were in
the power sector; three for generation and one for distribution.

Table 8.4
Profit/Loss earned/incurred by Working PSUs
(Rs. in crore)
Year 2004-05 | 2005-06 | 2006-07 | 2007-08 ! 2008-09 | 2009-10 | 2010-11
rofit/Loss - - - -
] | 7448 | 124213 | 55578 | ;65565 | 3120.13 | 3486.00 | 1999.15

Source: Reports of CAG ending March, 2010 and March, 2011,

G 8.2

0

The working P5Us, as whols, '

have been incurring losses after itk 4 .
Z006-07. The oaly redesming [ ]
feature is that the aggregate loss l
in 2010-11 is less than the figure G —em -
of Previous yesr.

:uﬂﬂgﬁf fﬁ & - 8 PrafifLena 14

A3 in crore
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8.12 The return on capital employed in State PSUs has also been
showing a decreasing trend. It may be seen from appendix 8.3 that
the return on capital employed was 8.2% in 2004-05 and it went down
to 5.51% in 2006-07 and thereafter it turned negative. The State
Government had formulated a dividend policy in July 1998 for
payment of minimum 12% dividend on the equity contribution.
However this policy was revised to 20% on profit after tax in July
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not declare any dividend,
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2005. As per the accounts finalized up to 2003-10, 27 PSUs earnad an
aggregate profit of Rs.147.82crore while enly 7 PSUs declared a
dividend of Rs.13.64 crore. The remaining 20 profit making PSUs did

8.13 The companies are required to finalize accounts for every
financial year within 6 months i.e. September of the relevant year. [t
Is observed that most of the PSUs have been defaulting on this
statutory provision of the companies act. The details are set aut in the

table below.
_Er. | : -
No Particulars 2005-06 | 2006-07 | 2007-08
Number of working | ' '
' |psus a0
Mumber of accounts
& | finalized during the 26 31 a7
| year — R— —
Mumber of accounte
3 in arrears i 5_2 = _5'*_
Number of warking
4 | PSUs with arrears in 35 30 25
ACCOUNLS . S|
1ta? lta?d 1te 7
5 | Exrent of arrears years years | years |

8.14 As on 315‘ March 2011 there were 10 non-working FSUs Out of
these following seven PSUs have commenced the process of winding-

up. In the case of remaining three the closing instructions have bean

Issued but the liguidation process is yet to start.

6

_Table8.5
2008-09 | 2009-10 | 2010-11
0] a7 51
25 | 49 | &g
69 &7 | 58
29 1.43 26
1to8 | 1toB 1to7
¥ears | years | years

- : e e Tabie 8.6
5r. Mame of the PSU Paid up | .m:cumulal_ﬂd
No _Capital  Profit/Loss

L1 | MPLift Irr_g_tmn Corporation Ltd. - - (-6, 33 |

- [ MP Fllm Development Cnrpuratmrl LL|I Lo

3 | MP Panchayati Raj Vitt Avam Gramin Vikas Nigam 0.16 _'f.'_l._l_.'_li|
4 MP Rajya Setu Nirman Nigam Lid, | s.p0 o
5 Octal Tele Communication Lid, 23, 97 [ {=)131. ?E_I
6 | MP Vidyut Yantra Ltd. 1 150 ) 0.04
7 | MP State Dairy Development Corpn Lid. e '
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B.15 This chapter relating to the performance and the status of State
PSUs does not make a happy reading. Despite substantial financial
support from the State government most of the PSUs are in the area
of concern. The return on capital is ‘nil’ since 2007-08 though 27 PSUs
had earned an aggregate profit till the end of 2009-10. The point of
still greater concern is the fact that the figures in respect of Equity,
Loans and Guarantees outstanding as per records of PSUs do nat tally
with those appearing in the Finance Accounts of the State. The
difference between the two is pretty large as may be evident from the
figures given above in table 8.2. Allowing such a situation to continue
for a long period is fraught with the danger of fraud. Therefore this
difference in the figures needs to be reconciled on top priority.
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Chapter-IX - Public Expenditure and Financial
Management Reforms.

TOR- Public Expenditure and Financial Management (PEFM) Reforms
implemented in the State.

9.1 It is neediess to mention that due prudence has to be exercised
while incurring any expenditure from the public funds and the persons
given such responsibllity are also accountable for the same. There is
already a system of presenting annual budget in the legislature which
is passed after long deliberations. This ensures fiscal transparency as
well as the participation of public representatives in the budget
process. In fact no expenditure from the state exchequer can be
incurred without the approval of legislature. The department wise
allocation is proposed after a good deal of deliberations at the highest
level of the government machinery. This procedure when followed with
due diligence ensures fiscal transparency as well as accountability of
persons responsible for It. With the onset of twenty first century the
process of change has also paced up, primarily on account of a rapid
development in the field of communication technology. The
transparency has substantially improved and now all important
information relating to budget is available on the web-site, All this has
enabled to undertake major reforms in the field of public expenditure.

9.2 With the objective to improve management of public expenditure,
the government of MP started a state management financial system
from the year 2003-04. The starting point was to develop a proper and
transparent Information system. The computerization of district
treasuries started way back in 1993-94, got a real boost from the year
2003-04. Initial focus was on the offices responsible for the work

70

€D



relating to expenditure. Gradually @ number of sub system modules
were developed to cover other fields like cadre management, court
case monitoring etc. The system now maintains a database of around
5 lac employees of the state government wherein each employee has

been allocated a wunigue code which has

helped Iin various

administrative matters also, besides manitoring of payments made.

2.3 In the state of MP electronic payments have now come into use
In a big way. This is also a part of green initiative since in the transfer
of fund electronically, paper cheques are not required. In addition this
system has eliminated many manual activities leading to reduction in
manpower requirements. Another advantage is that a drawing and
disbursing officer can track the status of a particular bill from the
website and thus can monitor the expenditure in a more fruitful
manner,

9.4 Adoption of electronic fund transfer system has now replaced the
Issuing of physical cheques for government payments. Now-a-days e-
payments are being used not only for salary and pension payments
but also for works and vendor payments. Any payment over and
above Rs.1000/- has to be made using e-payment system and for this
purpose necessary amendments in the Madhya Pradesh Treasury Code
have been made. There has been a good progress in the field of
electronic payments during last four years. The number of bills paid
electronically and amount involved is set out below:-

Table 9.1

Progress in electronic payments
(Rs. in Crores)

Years No of Bills Amount | %e to Total payments
2009-10 9585 164,72 1.28
2010-11 444690 a6001.14 22.85
2011-12 13568801 | 25432.46 64.52 |
2012-13 1879704 51723.82 90.81
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9.5 Besides e-payment by the Government, there is also a system of
receiving Government dues electronically. The status of cyber receipts

during last four year period is set out below in table 9.2,

Status of Cyber Receipts

(Rs. in crores)

Table 9.2

No of Challan Amount
Sr.No.| Y — ——
M. YEAr T eyber | % to Total| Cyber | % to Total
1 |2009-10] 639.91 13.29| 651.12 0.76
2 2010-11| 859.80 15.74 | 3305.16 3.21
3 |2011-12 | 1012.03 16.68| 7614.97 7.89
4 2012-13 [ 1431.78 21.35111033.26 10.85
G 9.1
This is @ graphic depiction of the J‘: —
progress made in the field of e- % , /
paymemis and cyber receipts. %
Apparently the depositors of “ & |
gavernment revenue have yet to E - R

dppraciate t= advantages. A
systemic change is perhaps |
reguired

1=

i o L B 1 R I e

== o Tty Amepls

9.6 We may observe from the above tables that while the share of

cyber receipts during the four years period ranging from 2009-10 to
2012-13 has gone up from 0.76% to 10.85% the share of e-payments
during the same period has zoomed from1.28% to 90.81%. Reaching

up to such a level of e-payments that their share is more than 90% of

the total is really a big achievement of the public expenditure reform

initiative, Some systemic change may be necessary so that the

depositors are encouraged to adopt the electronic mode.
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9.7 A few departments of State Government have made a note
worthy achievement in the field of e-payments. Information relating to
ten top departments has been given in Appendix 9.1. One could
observe that the departments paying less then 1% of their bills
electronically in the year 2009-10 are now, in the year 2012-13,
paying more then 90% of bills electronically. The amount paid
electronically has also gone up substantially. For example the
departments of energy, local government and food and civil supplies
made e-payments of less then Rs.1.00crore in 2009-10. The e-
payments by these departments in the vyear 2012-13 are
Rs.6080.21cr, Rs.4139.04cr and Rs.2011.18cr respectively. In fact the
e-payments made by the department of food and civil supplies are
99.60% of the total expenditure of that department.

9.8 The benefit of such reforms in the field of public expenditure is
not only to the Finance Department of the State but other
departments have also gained a lot for the management of their funds.
The benefits have percolated down to the drawing disbursing officers
of various departments who can monitor the movement of their bills
on the web-site. Now a head of department can online supervise the
pattern of expenditure being incurred by the officers working under
him. He can also check the status of progress of any project and can
call for the reports from field officers using electronic mode.
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Chapter-X - Impact of Power Sector Reforms on State
Finances

TOR-Impact of Power Sector Reforms on States’ fiscal health. In case

reforms have not been implemented, the likely outcome on the States’
fiscal health.

10.1 A major step in the field of power sector reforms was the
reorganization of Madhya Pradesh State Electricity Board (MPEB). This
was done in the year 2002 when MPEB was unbundled and 6 new
companies, under Companies Act 1956 were set up. In the beginning
these companies were functioning as agent of MPEB and w.e.f.
01/06/2005 these companies are authorized to function independently.
At that point of time the total revenue receipts of these companies
were falling much short for meeting the essential expenditure
requirements and all of them, therefore, were facing the problem of
liquidity. The state government prepared a long term plan for reducing
the losses of these companies. This was also necessary to make these
companies viable units for raising institutional finance. As a result of
such efforts there was a noticeable improvement during subsequent
years in the performance of these companies as may be apparent from
the following table. The revenue collection figures went up by B8.66%
during a period of 5 years giving a compound annual growth rate of
13.53%.

Table 10.1
Performance of Discoms
Item 2005-06 (| 2010-11 Achievement
Transmission losses {in %] ] 3.87 | Reduction by 1.36%
AT & C losses [in ) 42.30 33.60 | Reduction by 8.08%
Annual Revenue 88.66% increase in the
Rs. in crore) e i revenue collection

Sourca: Infarmation from Department of Enengp.
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10.2 The improvements in the electricity sector essentially consist of
reduction in AT & C losces and increase in PLF. At present there are
three power distribution companies and all of them are unable to pay
the amount of electricity duty collected from consumer on behalf of
state government. This amount is of the tune of Rs.950.00crore per
annum. After examination of various strategies for improving the
financial status of power dis. coms the State Cabinet took following
decisions in June 2011:

i The amount of loan given to power dis. coms. by the state
government and outstanding as at the end of March 2011
be converted into a perpetual loan. There should be a
moratorium of three years and the Interest rate should be
equivalent to the base rate of SBIL.

ii. Leaving aside the districts having franchise for power
distribution, in remaining districts the electricity duty and
cess collected by power dis. coms. be converted into
perpetual loans. This facility will be available for the
financial year 2012, 2013 and 2014. The interest
chargeable could be same as base rate of SBI.

iil. In the financial years 2012, 2013 and 2014 the amount
pertaining to Sardar Sarovar Scheme is also converted into
a perpetual loan. This loan will also have a moratorium of
three years and interest chargeable at base rate of SBI.

iv. There should be a regular review of the loan made
available to dis. coms. for their working capital
requirements. Efforts should be made to bring down such
requirements to zero in next three years. This working
capital loan would have a moratorium of three years and
thereafter shall be repayable in guarterly installments over
next 12 years.

10.3 The financial restructuring plan approved by the Govt. of Madhya
Pradesh for Power Distribution Companies involved rescheduling of
existing liabilities into a perpetual loan at an interest rate eqguivalent to
the base rate of SBI. It was argued on behalf of the power distribution
companies that rescheduling of loans only defers the recovery of due
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amount and as such has no substantial financial benefit. However this
view is not sustainable. The conversion of outstanding working capital
lean into perpetual loan at the interest rate equivalent to base rate of
SBI has a substantial financial gain for the loanee and consequently a
pro rata loss for the lender. The imaginary loss of revenue on the
outstanding loan amount of Rs8144,65 crore was estimated at
Rs.2532.90crores by the Finance Department of the State. The total
amount of imaginary loss on various concessions worked out as
under:-
(Rs. in Crore)
i) Conversion of working capital loan intc a 2532.90
perpetual loan with a moratorium of 3 years
i) Conversion as above of outstanding capital loan 285.54
lii) Facility as above for the amount pertaining to 95.70
Sardar Sarovar Scheme

10.4 The estimated probable loss works out to Rs. 2914.14cr. The
restructuring plan with full knowledge of estimated loss of revenue was
approved by the State Cabinet. This package was approved In the
interest of smooth running of power distribution in the State. The
State Government was in a position to bear this financial burden with
out much difficulty with an expectation that effective and continuous
power supply would lead to economic prosperity as well as higher flow
of revenue to the State. After a well thought out and a substantial

&

financial assistance the power sector should now loock up. However

since the latest installment of assistance has been given only in 2011-

12 the improvement would be vién;e only in the coming years.

T

— . TE——
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Chapter-XI - Contingent Liabilities.

TOR-Analysis of contingent liabilities of the State.

11.1 The state undertakings borrow money from the financial
institutions both, for creating capital assets as well as for the working
capital. It is neither possible nor desirable for a state government to
meet their total financial requirements. In fact all state governments are
keen that its undertakings get adequate financial support from the
lending institutions. Howewver a financial institution, before lending
money has to be fully satisfied, not only about the viability of the
related project but also about the timely repayments as per the
schedule. For this purpose they insist for a sovereign guarantee, To
facilitate the flow of Institutional finance for its undertakings the state
government extends guarantee for the repayment i.e. in case of any
default by the borrowing undertaking the state government would fulfill
the repayment obligation. By extending such guarantee the state
government exposes itself to a contingent liability. However the
contingent liabilities are not a part of State debt obligations but in the
event of default, by the borrowing undertaking, the State has to bear
that financial burden.

11.2 A working group, set up by the Reserve Bank, to make an
assessment of the fiscal risk of state government guarantee had
recommended that the transparency in information discloser is
essential. Under the FRBM Act the state government is obliged to give
information on outstanding gquarantees along with the annual budget

documents.

11.3 The State legislature of Madhya Pradesh has not fixed any limit for
the total amount of government guarantees. However, the siate
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government has framed rules for regulating the manner of giving such
guarantees. According to these rules no state government guarantee
shall normally be given in favour of any person or private institution. In
order to safequard government's financial interest the administrative
department of the borrowing institution is required to enter into an
agreement with the principal debtor and is also responsible for the
maintenance of complete record. The borrowing institution has to
furnish pericdical reports to the administrative department. The
government has to observe due prudence while giving guarantees in
favor of a particular undertaking keeping in view the associated fiscal
risk. Apparently this Is being done. A guarantee redemption fund (GRF)
has also been set up to meet the requirement of contingent liability as
and when required.

11.4 The amount of guarantees jssued by the state government and
outstanding, over a period of five years, may be seen in the following
table.

Tabile 11.1
Amount of Outstanding Government Guarantees
(Rs. in Crore)
'5‘;‘_ Item 2007-08 | 2008-09 | 2009-10 | 2010-11 | 2011-12

Amodnt Qutstanding

at the end of year 6890.07 372385 | 4177.70| 4975.52 | 5073.61

% of (1) to Total
2. Ravenike Receipts af 26,81 1213 12.44 12,01 9. 78
the preceding year

Mai rum
3. | outstanding amount 9.250.97 913279 | 94B80.17 | 10576.18 | 12638.81
during the year

% of (3) to Tatal
4, | Revenue Receipts of 36.00 29,75 28.23 25.54 24.37
the preceding year

Spwrce; Information faid in the Nowse, daring vadous pears, i Campiiance of FREMs Ac (F-7) .
11.5 It may be observed from the above table that the percentage of

the guarantee amount to the total revenue receipts of the preceding
year is much less than the prescribed ceiling of B0% in FRBM, Act.
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Further, there has been no withdrawal from the guarantee redemption

fund. The details of GRF are set out below,
'y Table 11.2
1y Guarantee Redemption Fund Ly OF
[ Rs. in Crores) ("
cﬂ'utgta ncﬁng Addition | . L wal| (Outstanding
Yaars at the end of during the during the at the end of
previous current current year the current
year vear vear
2007-08 205,31} 100.00 Nil 305,31
2008-09 \_305.31| O 35 % :gu“n Nil C306.31] =95 %4
2009-10 v305.66 | &35 #d,00) Nil (306.66| <6123
2010-11 | 547-2:305.66- cler?__- v Nil 369.23
2011-12 L-369.23 1.50} - (370.731 37 8,
Source: Information laid v the Hause, duriag |.".-.'l.n'r.'|1'.|s pem m Complance af FREMs Act (F-5) . = o 1a i

11.6 It has been noticed fram I:he hudget documents for the year 2009-
10 that MP Cooperative Society of Dairy Federations had defaulted on
the repayment of loan taken from National Diary Development Board
(NDDB). The default amount was Rs.101.10crores. [ am given to
understand that the matter has been sorted out with NDDB after mutual
negotiations by paying the settled amount, and therefore there has
been no withdrawal from the GRF.

11.7 The budget documents of 2011-12 indicate that Madhya Pradesh
Land Development Bank is in default to the extent of Rs.130.80crores to
NABARD under a scheme of extending long term loan to farmers. The
budget documents of 2012-13 have also same entry of default. It is not
clear whether the matter is still pending or has been sorted out.

However there is no reported out go from the GRF. h
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Chapter-XII - State Subsidies.

TOR-Subsidies given by the States (Other then Central subsidies), its
targeting and evaluation,

12.1 The year wise information, for a period of five years, on the
amount of subsidy given under various schemes implemented by the
State Government is given in the following table:

Table 12.1
Subsidies and Grants in Aid
(Rs. in Crore)
Years Total Amount of | Grants in Aid from State
Subsidies GOI Subsidy
i 2 3 (2) -(3)
2007=-08 8468.27 5729.41 2738.86
2008-09 10479.85 5853.71 4626.14
2009-10 12391.63 666287 72876
2010-11 16709.14 9076.56 7632.58
2011-12 19483.59 9928.77 9554.77
Source: Budget docomants of gifferent years
G12.1
25000 -
The adjoining bar chart
indicates that while in 2007- s |

08 the size of state subsidy
was less than half of grants- —
in-aid from cantra, it is E 15004
aifmosl egual in 2011-12,

despite a F3.29% increase in E

the gravts-in-aid armount, i

Durirg the zame period the £

state subsidy has recorded S000 1
more than three foid
Increasea, -

007-08  200@-0%  2009-10 2010-11  2011-12
EGrants in Aid from GOI  Eitate 5ubsidy
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12.2 The above figures have been taken from the statements laid in the
legislature in compliance of the provisions of FRBM, Act. The figures in
column 2 include the subsidies received from the Govt. of India as well.
There is no separate budget head for the subsidy borne exclusively by
the state exchequer. However the amount of grant in aid received from
the Govt. of India includes the receipts under various central plan and
centrally sponsored schemes, Thus by deducting the figures of central
grants- in- aid from the total subsidy amount one can make a fair
assessment of the subsidy borne by the state on its own. The breakup
of grants in aid from the central government during last three yeas is
given below:

Table 12.2

Grants in Aid from Central Govt.
(Rs. in Crores)

Item 2009-10 | 2010-11| 2011-12
MNon-Plan Grants = 1532.87 | 1636.13| 2113.47
Grants for State Plan Schemes 3102.44 | 452091 | 4215.28
Grants for Central Plan Schemes 392.57 649.44 364.20
Grants for Centrally Sponsored Plan| 1634.99 2270.07 | 3235.82
Schemes

Total | 6662.87 | 9076.55| 9928.77

12.3 As mentioned above the present budgetary mechanism does not
capture the data for the subsidy given by the State out of its own
resources. Even in the report of CAG on State Finances, in the chapter
relating to subsidy payments, the figures pertaining to Central Sector
Schemes and Central Plan Schemes have been included, Even after such
inclusion the total amount of subsidy shown by the CAG in 2010-11 is
anly Rs.1810.2%crores against the figure of Rs16709.14cr mentioned in
the format laid on the table of legislature. After deducting the amount of
central grants-in-aid the amount of state subsidy works out fto
Rs, 7632.58 cr.

81



(9

12.4 The total number of subsidy schemes operated by wvarious
departments of the State exceeds ocne thousand. Seven departments
have more than 50 subsidy schemes each. In the department of rural
industries there are as many as /9 schemes with an annual expenditure
ranging between Rs26.77cr to Rs43.B6cr. On the other hand the
department of energy has spent more than rupees one thousand crores
during each year on just 15 schemes, The information pertaining to the
departments having more then 10 schemes has been compiled and is
given in Appendix 12.1. The total expenditure is also substantial. It
crossed the figure of Rs.10,000 crores in 2008-09 and reached Rs
19483.54crores in 2011-12, However, this amount includes the subsidy

received from the Central Government and passed through State
Budget.

Table 12.3
Expenditure on Subsidy Schemes in Selected Departments
(Rs. in crore
Sr. | Name of MNo. of | 2007-08 | 2008-09 | 2009-10 | 2010-11 | 2011-12
No. | Department | Scheme
1 | Energy 15 1045.67 1375.53 | 1623.34 | 1568.85 1935.46
Urhan
? | Admin. 65 1565.61 1882,37 | 2430.97 2651.50 3199.84
& Dev,
School
EAteatlan 66 880.73 1301.18 | 1919.74 | 2893.29 3591.07
4 | Panchayat 38 754928 557.59 1261.09 1450.84 2265.63
Tribal
ek fiét 2B1.19 425.49 510.56 649,24 778.12
Food & Civil
f ol 20 70.75 521,54 520.99 689.81 | 1004.86
Schaduled
il = ot Welfare 58 230.13 253.59 290.55 335.34 757.24
Rural
8 Davaln i - 171374 1736.79 1666.91 2379.50 172275
Total | 377 6548.10 | 8094.08 | 10254.15 | 12618.47 1484497
Total '“'msﬂ‘ug:iﬁ 846827 | 1047085 | 12301.63 | 16709.14 | 19483.54
% Share of Selected :
77.32 77.23 82.67 75.51 76.19
Deppt.
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25000
One may observe from the adioining
graph that the selectod § departments 20000
carlinue to have a lion’s share in the

subsidy amount. In 2009- 10 thay -I-.E‘ 15000
cornered more than B2% but later on 5
settied at the earlier level of little over £ 10600 |
three fourth. e
= SEH
“ |
- B = = =
s § E § &

—— Total A mount of 5 ubs idy
— = Exp on Subsidy 5cheme of B Departments.

12.5 It may be noticed from table 12.3 that eight departments share
more then three fourth of the subsidy. In one year 2009-10 these eight
departments gobbled up 82.67% of the subsidy amount. Four out of
these eight departments have more then 50 subsidy schemes. This
requires a thorough review of all subsidy run schemes. Firstly, from the
angle of utility of the ongoing schemes and secondly for the need to
continue a particular scheme further in view of subsequent new
schemes. Moreover the schemes having a large size outlay may require
redesigning based on the development in the technology. Such review
will also help in ensuring a proper end use of funds.

12.6 With a view to appreciate the burden of subsidies I have worked
out the percentage share of subsidies vis-a-vis the amount of revenue
receipts minus central grants-in-aid and the said data is tabulated below
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Share of State Subsidy

Table 12.4

{Rs. in Crore)
Revenue Receipts

Years State Subsidy Minus (2) as % ;'f
Central Grants in Aid (3)

1 2 3 )

2007 -08 2738.86 24959 .32 10.97
2008-09 4626.14 27723.50 16.68
2009-10 5728.76 34731.83 16.49
2010-11 7632.58 42777.63 17.84
2011-12 q554.77 52675.31 18.13

12.7 We may observe from the
share in the total revenue receipts ,after excluding the central grants,
has increased from 10.97% in the year 2007-08 to 18.13% in 2011-12.

figures given above that the subsidy

In absolute terms it has become three and a half times over a period of

five years.
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