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budget at the end of the second quarter of the financial year 2011-12
and

Remedial measures proposed to be taken to ensure adherence to the fiscal

parameters stipulated in the Karnataka Fiscal Responsibility Act, 2002

(Presented as per the Section 6(2) of the Karnataka Fiscal Responsibility Act, 2002)



A. Introduction

This report is presented as per Section 6(2) of the Karnataka Fiscal Responsibility Act, 2002, which
requires that a Mid-Year Review of the State’s Finances should be presented to the Legislature every
year. As per the provisions of this section, the Fiscal Management Review Committee headed by the
Chief Secretary to Government is required to review the fiscal and debt position of the State, its
progress on fiscal correction path and to advice about corrective measures as may be required. The
Finance Minister is thereafter required to review the trends in receipts and expenditure of the State
in relation to the budget on a half yearly basis and suggest remedial measures to be taken to achieve
budget targets as recommended by the Fiscal Management Review Committee. The outcome of this
review is to be placed before the Legislature along with measures proposed to ensure adherence to

the parameters stipulated in that Act.

B. Overview of the National Economy

The State budget 2011-12 had been presented at a time when the National Economy had
rebounded well to a high growth path and where private consumption expenditure and gross capital
formation were also showing strong acceleration, which reflected in high growth of tax collections.
However the growth in real GDP at 7.7 per cent has been slower in the first quarter of 2011-12. Key
industrial growth indicators like Index of Industrial Production (IIP) and growth in eight core
infrastructure industries have grown by just over 5.0 per cent and 4.9 per cent during April-

September 2011-12 as compared to corresponding period in the previous year.

The 2™ quarter review of Monetary Policy of RBI notes that the year on year headline WPI inflation
has remained stubbornly high during the financial year so far, averaging 9.6 per cent and driven by
all the three major groups, viz., primary articles; fuel and power; and manufactured products. RBI
has been maintaining an interest rate environment to contain inflation and anchor inflation
expectations and also at the same time to stimulate investment activity to support raising trend
growth. However it is seen that growth is clearly moderating on account of cumulative impact of
past monetary actions and other factors. The Gross tax revenue of the Centre during April-
September 2011 has increased by 14 per cent compared to the corresponding period last year. How
the growth picks up in the coming months would largely depend on the inflation trajectory as well as

concerted fiscal policy actions of Central Government.
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C. State Government Finances

a. Budget Estimates for the year 2011-12 at a Glance

The Budget Estimates of Government of Karnataka for the year 2011-12 were presented to the

Legislature on February 24, 2011 for a total outlay of ¥ 80,856.65 crore. The Budget estimates for

the financial year 2011-12 projected an estimated fiscal deficit of 2.87 percent of GSDP (3 12,481.66

crore) and a revenue surplus of 0.29 percent of GSDP (X 1,278.94 crore). The Receipts and

Expenditure at a Glance for 2011-12 at Table-l below shows a summary of the estimated fiscal

situation for the year as set out in the Budget vis-a-vis that of the previous two years.

Table I:
Receipts / Expenditures at a Glance
(X in Crores)
2009-10 2010-11 2010-11 2011-12
A/c BE RE BE

SI No Item
1 Revenue Receipts 49155.70 53638.78 | 57784.58 | 66313.27
la Own Tax Revenues 30578.60 36228.32 | 38048.67 | 43817.10
1b Own Non Tax Revenues 3333.80 2819.90 3519.48 3674.79
1c Devolution from GOI 7359.98 9060.09 9310.09 | 10418.99
1d GIA & Contributions 7883.32 5530.47 6906.34 8402.38
2 Capital Receipts (Non-debt) 625.15 2903.25 329.50 2061.72
2a Recovery of Loans and Advances 555.36 103.25 159.50 61.72
2b Other Non-debt Capital receipts 69.79 2800.00 170.00 2000.00
3 Total Receipts 49780.85 56542.03 | 58114.08 | 68374.99
4 Non -Plan Expenditure 36318.11 39152.62 | 41232.02 | 46212.17
4a Non-Plan Revenue Expenditure 35234.23 37997.88 | 40209.11 | 45437.85

4a(1) | Interest Payments out of 4(a) 5212.91 6316.00 5542.37 6950.00
4b Non-Plan Capital Expenditure 1083.87 1154.73 1022.90 774.32

Loans and Advances disbursed out
4b(1) | of 4(b) 65.16 49.07 19.07 90.82
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5 Plan Expenditure 24337.08 27097.88 | 28582.00 | 34644.48
5a Plan Revenue Expenditure 12302.68 15140.41 | 15980.12 | 19596.48
Sb Plan Capital Expenditure 12034.40 11957.47 | 12601.88 | 15048.00
Loans and Advances disbursed out
5b(1) | of 5(b) 916.42 1285.37 1618.29 1977.06
6 Total Expenditure (4+5) 60655.18 66250.49 | 69814.02 | 80856.65
7 Fiscal Deficit (6-3) 10874.33 9708.46 | 11699.93 | 12481.66
8 Revenue Deficit (4a+5a-1) -1618.78 -500.49 | -1595.35 | -1278.94
9 Primary Deficit (7-4a(1)) 5661.42 3392.46 6157.56 5531.66
GSDP at Current Prices 335747 328312 380871 434270
Fiscal Deficit 3.24% 2.96% 3.07% 2.87%
Revenue Deficit -0.48% -0.15% -0.42% -0.29%
Primary Deficit 1.69% 1.03% 1.62% 1.27%

b. Vote on Account and approval of the full budget for 2011-12

To meet the expenditure of the Government in the first four months of the financial year i.e 1° April

2011 to 31% July 2011, Vote on Account was passed by the Legislature in March 2011 for incurring

expenditure of ¥ 29,216.56 crore. In June 2011, State Legislature passed the Appropriation Bill for

the period 1* April 2011 to 31 March 2012 for incurring expenditure of T 87,737.44 crore.

C.

Major Policy Announcements in Budget 2011-12

Budget 2011-12 was unique as for the first time an exclusive agriculture budget was presented to

the Legislature along with the general budget. Agriculture and related Irrigation sectors were

allocated ¥ 17,857 crore.

Some of the major announcements in the agriculture budget were:

e T 1000 crore earmarked for improvement of lives of 10 lakh agricultural

families under the Suvarna Bhoomi Yojane.

e Agricultural loan made available for farmers at an interest of 1 percent through

cooperative societies.

25




e T 3,900 crore for supplying quality power to irrigation pumpsets,

e For taking up rejuvenation of tanks and for filling up of water to the dried tanks,
earmarking an amount of ¥ 1000 crore.

e T 100 crore provided for regularisation of one lakh illegal pump sets.

e Organising Global Agro Investment Meet for the first time in the country and
framing of Karnataka Agri-Business development policy.

e Providing ¥ 7,800 crore exclusively for irrigation sector.
The major policy announcements in the general budget were:

e Allocation to rural development increased to ¥ 4,385 crore with allocations of ¥
1000 crore for rural roads, ¥ 1,250 crore for drinking water and ¥ 400 crore for
Suvarna Gramodaya.

e Devolution of funds to local bodies increased to 42% of Non Loan Net Own
Revenue Receipts (NLNORR)

e T 500 crore as equity support to the ESCOMs for separation of the electricity
feeders under Niranthara Jyothi project.

e T 4770 crore from various sources for infrastructure development and over all
development of Bangalore.

e T 750 crore provided in 2011-12 for improving urban infrastructure in Urban
Areas under the three year Mukhya Mantri Nagarothana Yojane.

e T 400 crore for distribution of bonds to beneficiaries under Bhagyalakshmi
scheme.

e Pooled funds for Special Component Plan / Tribal Sub Plan increased to ¥ 1000
crore.

d. Information on Fiscal Situation:

As committed in budget speech 2011-12, information on fiscal position of the State has been

disclosed on the official website of the Finance Department www.kar.nic.in/finance on a quarterly

basis. Position of the receipts and expenditure at a glance up to September 2011 is available on the

website.
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e. Supplementary Estimates — |

In accordance with Article 205(1)(a) of the Constitution of India, Supplementary Estimates
aggregating to ¥ 1,965.28 crore were laid before the Houses of the State Legislature. The Legislature
approved Supplementary Estimates in June 2011 for an expenditure amounting to ¥ 1,965.28
crore, with net cash outflow of ¥ 1,068.04 crore to be funded from general buoyancy in tax and

non-tax revenues.

f. Review of trends in receipts and expenditure during April-September 2011

This Report analyses the financial position of the Government of Karnataka as at the end of
September 2011 i.e., 6 months after the commencement of the financial year. The broad picture of
the State’s finances along with important fiscal parameters as on September 30, 2011 is summarized
in Table 2 shown below. These figures are as per the accounts received from the Principal

Accountant General (A & E) for the period ending on September 30, 2011.

Table 2:
Mid year comparison with previous year and increase over previous year
(inT Crore)

Growth over

SINo Item BE2011-12 | UPOSP | UPIOSER | g08E P’i‘éia‘:“s
1 Revenue Receipts | 66313.27 | 30208.84 | 25326.79 | 45.55% 19.28%
la Own Tax Revenues 43817.10 21569.51 17873.97 49.23% 20.68%
1b | OwnNonTaxRevenues | 367479 | 133999 | 1365.18 | 36.46% -1.85%
lc | DevoutonfomGOI | 1041899 | 4894.26 | 388290 | 46.97% 26.05%
1d | GIA&Conwibuions | 840238 |  2405.09 | 220474 | 28.62% 9.09%
2 Capital Receipts (Non-debt) 2061.72 50.22 108.43 2.44% -53.69%
2a Recovery of Loans and Advances 61.72 35.88 52.95 58.13% -32.24%
2b Other Non-debt Capital receipts 2000.00 | 1434 5548 | 0.72% -74.16%
3 |ToalReceipts | 6837499 | 30250.06 | 2543522 | 44.25% 18.97%
PubicDebt | 1535380 |  619.62 | 144421 | 4.04% |  -57.10%
Total Receipts including Public Debt 83728.79 | 30878.68 | 26879.43 | 36.88% 14.88%
4 | Non-PlanBxpendiure | 46212.17 | 19747.78 | 17025.53 | 42.73% 15.99%
4a | Non-Plan Revenue Expenditure | 45437.85 | 19624.90 | 1670475 | 43.19% 17.48%
4a(1) | Interest Payments out of 4(a) 6950.00 2514.31 2364.91 36.18% 6.32%
4b Non-Plan Capital Expenditure 77432 |  122.88 320.78 |  15.87% -61.69%
4b(1) Z‘(’g)”s and Advances disbursed out of 90.82 43.99 255 |  48.44% 1624.11%
5 Plan Expenditure 34644.48 10243.46 9243.62 29.57% 10.82%
5a Plan Revenue Expenditure 19596.48 6114.92 5405.98 31.20% 13.11%
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5b Plan Capital Expenditure 15048.00 4128.55 3837.65 2744% |  7.58%
Loans and Advances disbursed out of 5 1977.06 256.59 405.69 |  12.98% -36.75%

sb(d) [ () o S .

6 Total Expenditure (4+5) | 80856.65| 29991.25| 26269.15| 37.09% |  14.17% |
. ....... Capital.expenditure. | 15822.32 | 425143 | 415842 | 26.87% |  2.24%
Public Debt 4462.11 1293.25 1254.40 28.98% |  3.10%
Total Expenditure including Public Debt | 85318.76 | 31284.50 | 2752355 | 36.67% |  13.66% |
Fiscal Deficit (6-3) 12481.66 -267.81 833.93 -2.15% | -132.11%
Revenue Deficit (4a+5a-1) -1278.94 | -4460.02 | -3216.06 | -349.43% |  -38.96%
Primary Deficit (7-4a(1)) . 5531.66 | -2782.12 | -1530.98 | -50.29% | -81.72%
GSDP at Current Prices | 434269.62 | 434269.62 | 328311.59 E— .
Fiscal Deficit 2.87% -0.06% 025%| !
Revenue Deficit . 0.29% | -1.03% -0.98% S
Primary Deficit 1.27% -0.64% -0.47%

g. The Resources Position:

1. Revenue Receipts

The total revenue receipts of the State as at the end of September 2011 or during the first half (H1)

of 2011-12 were ¥ 30,208.84 crore including State’s own tax revenue of ¥ 21,569.51 crore and share

of Central taxes of ¥ 4,894.26 crores.

This amounted to 46 per cent of the budgeted revenue

receipts for the year. The collection of tax and non-tax revenues during H1 is 48 per cent and

compares well with the moving average of 45.4 per cent during H1 of the previous five years.

Growth of revenue receipts in H1 of 2011-12 is almost 20 per cent over the same period in the

previous year.

Trends in Revenue Receipts - April to September

(T in Crores)

Item 2006-07 2007-08 2008-09 2009-10 2010-11 2011-12
Tax 11117 12450 13834 13540 17874 21570
Non tax 757 949 965 970 1365 1340
Total 11874 13399 14799 14510 19239 22910
BE 26622 28547 33807 34850 39048 47492
% to BE 45% 47% 44% 42% 49% 48%

1.1. State Own Tax Revenues (SOTR)

States own tax revenue (SOTR) consists of the four major State taxes viz. Commercial Taxes, Excise,

Motor Vehicles Taxes and Stamps & Registration. The SOTR was estimated at ¥ 43,817.10 crore in
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B.E. 2011-12. The collection under SOTR during April - September, 2011 is placed at ¥ 21569.51 crore
reflecting a growth of 21 per cent over the period April-September, 2010. Almost all the major
components of tax revenue have shown better than estimated growth during the first half of 2011-

12. 49 per cent of the budget estimate of SOTR has been achieved in H1 of 2011-12

(T in Crores)

Actual Actual Growth
Name BE 2011-12 collection | collection % to BE ovgr
up to Sep up to Sep Previous
2011 2010 Year
Commercial Taxes 26700 12992 10791 49% 20%
State Excise* 9115 4545 3841 50% 18%
Motor Vehicle 2630 1380 1208 |  52% 14%
Taxes
Stamps & 4030 2370 1754 |  59% 35%
Registration Fees*
Others 1342 282 280 21% 1%
Total 43817 21570 17874 49% 21%

*State Excise, Motor Vehicle Taxes and Stamps & Registration fees collection figures includes cess.

Since tax collections in 2009-10 were comparatively lower due to slowdown in economy, the tax
growth in 2010-11 has been on the higher side. As compared to this tax growth has shown moderate

but steady increase in the first two quarters of 2011-12.

1.1 a. Commercial Tax:

In the first half of 2010-11, a growth of 20 per cent over the collections during the same period in
2009-10 was evidenced in this tax component. The collection of ¥ 12,992 crore is 49 per cent of the
budget estimate. This is also over 60 per cent of the total collection of SOTR, highlighting the fact
that commercial tax continues to be the largest component of tax revenue. On projecting the
collections of Commercial Tax based on the receipts during the first six months of the year, there is
likely to be an excess realization of ¥ 500 crore for the full year as compared to the budget estimates

of 2011-12.

1.1b. State Excise:

Under State Excise, as against the budgeted estimate of ¥ 9115 crore, collection in H1 of 2011-12 is

50 per cent of B.E i.e ¥ 4545 crore with a healthy growth rate of 18 per cent over H1 of 2010-11. On
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projecting the collections of State excise based on the receipts during the first six months of the
year, there is likely to be an excess realization of ¥ 250 crore for the full year, as compared to the

budget estimates of 2011-12.

1.1c. Motor Vehicle Tax:

In H1 of 2011-12, Motor Vehicle Tax grew at a rate of 14 per cent over H1 of 2010-11. The
collections up to September 2011 were ¥ 1380 crore which is 52% of the budget estimate of ¥ 2630
crore. The growth in tax collections has been low in the second quarter of 2011-12. However for the

full year, collections are expected to reach the budget estimate.

1.1d. Stamps and Registration Fees:

This component of own tax revenue has shown the highest growth rate of 35 per cent in H1 of 2011-
12, over H1 of 2010-11 and collections were ¥ 2370 crore which is 59 per cent of the budget
estimate of ¥ 4030 crore. The guidance values of land and properties in all districts of the State
including Bangalore were revised in August-September 2011. There is a likelihood of an excess

realization of ¥ 200 crore as compared to the budget estimates of 2011-12.

1.2. Devolution from Government of India and GIA & Contributions

Devolution from Government of India has been on expected lines as the mid-year position indicates
an achievement ¥ 4894 crore which is 47 per cent of budget estimate of ¥ 10419 crore. Hence
the budget estimate under this head would be achieved in the full year. The mid-year position of
receipts of grants in aid and contributions from Government of India is ¥ 2,405 crore against the
Budget estimates of ¥ 8,402 crore for the year. The achievement to budget estimates up to
September 2011 is around 29 per cent as compared to 40 per cent in 2010-11, 38 per cent in 2009-10
and 41 per cent in 2008-09. Thus, a shortfall of around ¥ 1300 crore is expected as compared to the

budget estimates.

1.3. Non Tax Revenue:

In non-tax revenues, the realization at the end of September 2011 was ¥ 1,339.99 crore, which is 36.5
per cent of the budget estimates of ¥ 3,674.79 crore for the year. On account of the ban on mining of

iron ore in the State, a shortfall of ¥ 400 crore is expected in mineral royalty. Due to interest earned
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from investment of cash balance in Government of India 14 day and 91 day Treasury bills, excess

interest realization of ¥ 125 crore is expected for the full year.

2. Non Debt Capital Receipts:

Non-debt capital receipts are expected to be much lower than the budget estimates of ¥ 2,061.72
crore. Though the real estate market has improved significantly it has not yet reached the 2007-08
levels. Only T 100 crore is likely to be realized from the sale of land during the current year as against

the budgeted ¥ 2000 crore.

3. Total expected shortfall in receipts for the full year:

Overall, the expected shortfall in receipts is around ¥ 2500 crore.

4. Total Expenditure:

Total Expenditure during April-September 2011 stood at ¥ 31,284 crore is 37 per cent of total
budgeted expenditure in 2011-12. This is more or less around the same as compared to the
moving average expenditure of 36.6 per cent in the last five years. While revenue expenditure in
H1 of 2011-12 has grown by 16.4 per cent as compared to H1 of 2010-11, there has been slower

growth of capital expenditure of just 2.4 per cent.

Trends in Total Expenditure - April to September

(T in Crores)

Growth
ltem 2006- | 2007- | 2008- | 2009- | 2010- | 2011- over
07 08 09 10 11 12 previous
year
Revenue Expenditure 12192 | 15215 | 17230 | 18787 | 22111 | 25740 16.4%
Capital Expenditure* 2893 | 3859 3570 4409 5413 5545 2.4%
Total 15086 | 19074 | 20800 | 23196 | 27524 | 31284 13.7%
BE for full year 43435 | 50466 | 60497 | 62414 | 70063 | 85319 21.8%
% to BE 35% 38% 34% 37% 39% 37%

*Includes Public Debt

a) Plan Expenditure:

Plan expenditure of ¥ 10,243 crore during April-September 2011 accounts for 30 per cent of B.E

2011-12 and reflects a growth of 11 per cent over the expenditure during the same period in the
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previous year. The plan expenditure is expected to pick up in the last two quarters of the current

year as most new plan schemes implementation would gather pace.

Plan Expenditure

( in Crores)

Actual Actual Growth
BE 2011- up to up to o over
Item 12 Sep Sep % to BE Previous
2011 2010 Year
Revenue 19596 6115 5406 31% 13%
Capital 15048 4129 3838 27% 8%
Total 34644 10243 9244 30% 11%
b) Non Plan Expenditure

Non-Plan expenditure of ¥ 21,027 crore during April-September 2011 accounts for 42 per cent
of budget estimate and reflects a growth of 15 per cent over the expenditure during the same

period in the previous year.

Non Plan Expenditure
(% in Crores)

BE 2011~ | Actualup | Actualup Growth over
Name 12 to Sep to Sep % to BE Previous Year
2011 2010
Revenue 45438 19625 16705 43% 17%
Capital * 5236 1416 1575 27% -10%
Total 50674 21041 18280 42% 15%

*Includes Loan Repayment

h. Resources transferred to Local Bodies:

The State has accepted the recommendations of the Third State Finance Commission (TSFC) with
modifications, to be applicable from FY 2011-12 to FY 2015-16. Total funds to be devolved to local
bodies have been increased from the current 40 per cent to 42 per cent of the Non Loan Net Own
Revenue Receipts (NLNORR) of the State. Out of this, 32 per cent of NLNORR would be assigned to
Panchayat Raj Institutions, inclusive of their salary expenditure and 10 per cent to Urban Local
Bodies (ULBs) from the present 8% which would be achieved in a gradual fashion by the year

2014-15.
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The allocations in budget estimates for PRIs and ULBs have been made keeping in mind the
implementation of the TSFC recommendations. The expenditure during the period April to
September 2011 as against the budget estimate is shown below. The total expenditure under the

resources transferred to PRIs and ULBs is 45 per cent of budget estimate.

Resources transferred to Local Bodies

(In T Crore)
Local Actual up to o
Body BE 2011-12 Sep 2011 % to BE
PRIs 14953 7571 51%
ULBs 4343 1078 25%
Total 19296 8650 45%
i. Cash management:

The State has not availed of any Special Ways and Means Advances (SWMA) or Normal Ways
and Means Advances (NWMA) from RBI since 2007-08. Even in the current year, there may not
be a necessity to operate SWMA/NWMA due to reasonably comfortable cash position.
Additional cash balance available has been invested in 14 day and 91 day Government of India

Treasury Bills.

j. Borrowing Programme of the State and Net borrowing:

The State had sought Government of India’s permission to raise ¥ 10,827 crore as Open Market
Borrowings (OMB) as required under Article 293(3) of Constitution of India. But Government of
India has permitted only ¥ 2,500 crore to be raised as OMB till date. In the first two quarters of
2011-12, State has not gone in for market borrowings due to sufficient cash balance. However it
is expected that the State would have to go in for borrowings in the last two quarters of 2011-
12. Government of India would be requested to consider the State’s request to borrow the

remaining ¥ 8327 crore as OMB.

k. Deficit trends and Adherence to Karnataka Fiscal Responsibility Act targets:

The Karnataka Fiscal Responsibility Act (KFRA), 2002 lays out the road map for fiscal discipline in
the State. The State is bound by the commitments made under KFRA, 2002 to keep the fiscal
deficit within 3 per cent of GSDP and maintain a revenue surplus in 2011-12. The previous five

year trend of the fiscal indicators may be seen below:
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Trends in deficit - April to September

(X in Crores)

2006- 2007- 2008- 2009- 2010- 2011-

Item 07 08 09 10 11 12
Revenue Deficit -
April to September -3615.40 | -2476.51 | -3219.25 -1156 -3216 -4469
Revenue Deficit for
full year -1534.54 | -1626.66 | -1527.45 -1151 -500 -1279
% of B.E -235.6% | -152.2% | -210.8% | -100.4% | -642.6% | -349.4%
% of GSDP -1.6% -0.9% -1.1% -0.3% -1.0% -1.03%
Fiscal Deficit - April to
September -1117.27 | 594.34 | -608.22 1826 834 -268
Fiscal Deficit for full
year 5210.56 | 6304.98 | 7029.73 8493 9708 12482
% of B.E -21.4% 9.4% -8.6% 21.5% 8.6% -2.1%
% of GSDP -0.5% 0.2% -0.2% 0.5% 0.2% -0.1%
Primary Deficit - April
to September -2793.93 | -1317.32 | -2534.63 -129 -1531 -2782
Primary Deficit for full
year 84455 | 1486.98 | 1751.62 2915 3392 5532
% of B.E -330.8% -88.6% | -144.7% -4.4% -45.1% -50.3%
% of GSDP -1.2% -0.5% -0.8% -0.04% -0.5% -0.6%
GSDP (2004-05 Base) 227854 271246 302146 335747 328312 434270

As seen above, on key fiscal indicators, the State is well within the budget estimates at the end

of September 2011.

Revenue Surplus: KFRA mandates that the State maintain a revenue surplus. Karnataka
has been maintaining a revenue surplus since 2004-05. Up to September 2011, the

revenue surplus is Rs.4469 crore as compared to the budget estimate of ¥ 1279 crore.

Fiscal Deficit: As KFRA mandates that Fiscal Deficit should be kept within 3 per cent of
GSDP, the budget estimate for fiscal deficit was kept at 2.87 per cent i.e. ¥ 12,482 crore.
As compared to this, the State had a fiscal surplus of ¥ 268 crore at the end of
September 2011. With expenditure bound to pick up in the coming months the available
space of fiscal deficit would be used entirely but within the 3 per cent limit envisaged

under KFRA.

Debt to GSDP: KFRA mandates that the total outstanding liabilities (TOL) to GSDP at the

end of the financial year 2011-12 should not exceed 26 per cent. As against this goal, the
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TOL to GSDP budget estimate of 24.05 per cent is likely to be met. The off-budget
borrowings are being regulated so that there is no net addition to the stock as at the

end of 2009-10 as committed in the Medium Term Fiscal Plan (MTFP) 2011-15.

1) Public Account:

Net Receipts from public account amounted to ¥ 1,090 crore as at the end of September 2011 as
compared to the budget estimate of ¥ 1,885 crore for the full year. Taking into account the net
transactions under the consolidated fund, contingency fund and public account along with an
opening balance of ¥ — 657 crore, the financial year 2011-12 is expected to close with a balance of

around T 50 crores (BE).

(T in Crores)

BE 2011- Up to Se

Item 12 Yo
1 Internal Debt (Net) 9743.40 -897.45
2 Loans & Advances from GOI (Net) 1148.29 223.82
3 Contingency Fund (Net) -3.18
4 | - Provident Fund (Net) 1585.00 259.06
5 J - Reserve Funds (Net) -993.88 -81.90
6 K -Deposits (Net) 1946.56
7 L -Suspense Alc (net) 1293.63 -999.29
8 M -Remittances (Net) -34.65
Increase/Decrease in Cash Balance(OB- 294.78 -680.78

9 CB)
Total Deficit Financing 12481.66 -267.81
Net from Public Account 1884.75 1089.78

D. Additional Expenditure Commitments under Supplementary Estimates - first and

second installments and its financing:

As mentioned earlier in this report, the Legislature has approved supplementary estimates (first

instalment) of Rs. 1965.28 crore with a net cash outflow of Rs.1068.04 crore.

Other than this, approvals have also been given for Rs 3864 crore to be included in
Supplementary Estimates (Second Installment), with a net cash outflow of around Rs.3000 crore.
These Supplementary Estimates are additional expenditure commitments for the remaining part

of the current year.

Some of the major items of additional expenditure under Supplementary Estimates (second
instalment) are Rs 500 crore for social security pensions, Rs.400 crore support to Bangalore

Metro — phase | project, Rs.250 crore additional grant to BBMP for taking up new capital works,
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Rs 256 core for additional subsidy for free supply of electricity to irrigation pumpsets, Rs.150
crore for Suvarna Grama, and provision for the interim relief to employees with effect from 1*

November 2011.

For financing the total additional expenditure included in both the supplementary estimates and

to make up for the shortfall in receipts, savings have to be identified.

E. Review by Fiscal Management Review Committee

The Fiscal Management Review Committee (FMRC) headed by the Chief Secretary to Government
has reviewed the fiscal and debt position of the State and its progress on fiscal correction path as
required under the KFRA. The Committee has deliberated in detail on the mid year fiscal and debt
parameters and thereafter advised the Finance Minister on the remedial measures to be adopted to
ensure adherence to the parameters stipulated in KFRA. Some of these are moderating the
additional commitments in the current year, identifying additional savings in existing budget
provisions, prompting departments to maximize receipts of grants from Government of India and

stepping up recovery of overdue loans and interest from Boards, Corporations and Companies.

The FMRC has also looked into the medium term fiscal challenges of the State like large unfunded
commitments, low non-tax revenues, and low returns on investments. The Committee has also

recommended setting up of a mechanism for ex-ante appraisal of new schemes and projects.

F. Outlook for the full year & the way forward

In view of the observations of the FMRC and the mid year review of State finances, the strategy

for the remaining part of the current financial year and thereafter would include the following:

a) Complying with the fiscal and debt sustainability norms of Karnataka Fiscal

Responsibility Act, 2002, prescribed for the current year;

b) Concerted action to ensure reduction of non-essential expenditure and
improving the quality of expenditure by stepping up plan expenditure and
regulation of non plan expenditure based on prioritization of development

commitments.

c) Continuation of economy measures and regulating fresh recruitment except in

departments providing critical services.
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d)

e)

f)

g)

Minimizing new additional commitments.

Regulating revenue expenditure so that more funds can be provided for capital

expenditure.

Better enforcement and continuous review & monitoring of tax efforts.

Full utilization of the assistance available under the Centrally Sponsored

Schemes and the Central Plan Schemes.

* %k k% %
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