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Statement of Compliance

The Medium Term Fiscal Plan 2020-24 is tabled before the Legislature in
compliance with Section 3 of the Karnataka Fiscal Responsibility Act
(2002).

Section 3 of the Act requires the MTFP to include the following elements,
all of which can be found in the document as shown below:

. The medium-term fiscal objectives of the Government (Chapters 1, 3, 4,
5,6, 7and 8).

. An evaluation of the performance of the prescribed fiscal indicators in the
previous year (Chapter 3)

. A Statement of recent economic trends and prospects for growth and
development (Chapter 1 & 2).

. The strategic priorities and key fiscal policies of the Government and an
evaluation of their consistency and broad conformity to fiscal management
principles set out in Section 4 (Chapters 4 to 8).

. Four - year rolling targets (Chapter 8 & Table B).

. An assessment of sustainability relating to the balance between revenue
receipts and revenue expenditures and the use of capital receipts including
borrowings for generating productive assets. (Chapter 8)

Disclosures as per amended Section 5 (2) of KFRA (Annexed Statements)

Table A — Fiscal Performance in the previous three financial years and
BE 2019-20.

Table B — Medium Term Fiscal Projections for four years including
2020-21 Budget Estimates






Foreword to Medium Term Fiscal Plan 2020-24

MTFP 20-24 is being presented to the Legislature as
required under the Karnataka Fiscal Responsibility Act
(KFRA), 2002 and Karnataka Fiscal Responsibility Rules,
2003. The statement of compliance at the beginning of this
document lists out the key elements covered. MTFP 20-24
continues taking into cognizance the key challenges on

revenue flows and expenditure outlays.

The Karnataka Fiscal Responsibility (Amendment)
Act, 2011 by amending Section 5 of KFRA now requires the
State to make certain additional disclosures as a fiscal
transparency measure that are to be reflected as

separate statements annexed to the MTFP document.






Chapter 1
Introduction

Economic Outlook 1,2,3

1.1) National Economic Scenario

1.

2.

Union Budget 2019-20 was formulated with a vision to make India a Five
Trillion-dollar economy. However, to materialize this vision was challenging
due to general slowdown in the national economy and also a decline in the
global economy output. Liquidity shortage, business confidence effected by
weak consumer demand and natural disasters hampering the agriculture and
manufacturing sectors have slowed down the national economy. Weaker than
the expected tax revenue has tied the hands of the government. However,
Government has stepped in to boost the economy with several fiscal measures
including the Corporate tax cuts, further liberalization of Foreign Direct
Investment etc. Government has also laid emphasis on rural development by
providing financial support to farmers. Rate cuts by the central bank is also one

such move to restore growth in the economy.

As per First Advanced Estimates of National Income released by CSO, MoSPI,
GDP growth rate at constant prices (2011-12) for financial year 2019-20 is likely
to attain Rs.147.79 lakh crore. GDP for 2019-20 is estimated to grow at 5.0 per
cent as compared to 6.8 per cent growth rate achieved in 2018-19. Anticipated
growth of real GVA at basic prices in 2019-20 is 4.9 per cent as against 6.6 per
cent in 2018-19. The growth rate in Per Capita Income is estimated at 4.3 per
cent during 2019-20, as against 5.6 per cent in the previous year. The Per Capita

Income of Rs.96,563 is estimated for 2019-20.

115t Advance Estimates, CSO, MoSPI.
2 IMF’s World Economic Outlook(Update), January-2020.
3 World Bank’s Global Economic Prospects, January-2020.



Electricity, gas, water supply & other

First Advance Estimates of GVA at Basic Price by Economic Activity
(At 2011-12 constant prices)

Percentage change over previous year

Industry 2018-19 (PE) 2019-20 (15t AE)
Agriculture, forestry & fishing 2.9% 2.8%
Mining & quarrying 1.3% 1.5%
Manufacturing 6.9% 2.0%

0, 0,
utility services D 5-4%
Construction 8.7% 3.2%

Trade, hotels, transport, communication o o
and services related to broadcasting D 5-9%
Financial, real estate & professional ~.4% 6.4%

services

Public admlmstrgl‘t;r(zlrilé élsefence and Other 8.6% 9.1%
GVA at Basic Price 6.6% 4.9%

PE : Provisional Estimates, AE : Advance Estimates

3. With the rate of recovery in growth restrained by weak global demand and

insufficient credit availability the growth in Indian economy estimated by the
World Bank for 2019-20 is 5.0 per cent and IMF’s estimates stands even
conservative with 4.8 per cent growth. However, for 2020-21 recovery in
growth is anticipated with 5.8 per cent growth projected by both International

institutions.

1.2) State Economy

4. The GSDP growth rate (at constant prices) in 2019-20 as per the Advanced

Estimates is 6.8 % as against 7.8 % in 2018-19. Agriculture Sector has picked
up slightly as compared to previous year. However, because of demand
slowdown the Industries and Services sector contribution to the overall growth

is less compared to the previous year.

Government of India had communicated a figure of Rs. 16,98,685 Crores as
State’s GSDP for FY 2019-20 and it has also directed that the same amount be
used for evaluation of states fiscal parameters. For 2020-21 a growth 6.3% is

assumed.



GSDP at current market Prices Rs. In crore

As conveyed by Ministry of

Year Finance, Government of India As adopted in BE
AR D) 16798)685 15,88,303
2020-21 - 18,05,742

1.3) Global Economic Scenario

6. Growth is sluggish in global economy with predominating downside risks,
including the possible impact of Covid-19 on Chinese economy, downturn in
major economies and financial disruptions in emerging market and developing
economies. Policy challenges are compounded by high debt levels and subdued
productivity growth. The global trade in goods has shown a sharp contraction
in this Financial year followed by the slowdown in manufacturing activity.
Covid-19 in China may also have an adverse impact on global oil demand. World
Bank has estimated global growth of 2.4 percent for 2019 and with the
anticipation of recovery in trade and investment, growth for 2020 is projected
to 2.5 percent. While IMF has estimated 2.9 percent growth for 2019 and
projected 3.3 percent growth for 2020.

1.4) Trends in GDP growth rates

7. Table 3 shows trends in annual growth rate of India’s GDP and that of
Karnataka’s GSDP. It is seen that GSDP growth of the State is well ahead of that
of the country.

Trends on Annual Growth Rates of India’s GDP and Karnataka’s GSDP
(Constant Prices)

2016-17 2017-18 2018-19 2019-20
(TRE) (SRE) (FRE) (AE)
India's GDP 8.3 7.0 6.1 5.7
Karnataka's GSDP 13.3 10.8 7.8 6.8

AE — Advance Estimates, FRE — First Revised Estimates, SRE — Second Revised Estimates,
TRE-Third Revised Estimates.



1.5) Fiscal Performance of the State

8. Performance of the State on fiscal parameters for revenue surplus and fiscal

deficit are within KFRA limits as seen from the revised estimates.

Item 2013-14
GSDP 6,01,633
Fiscal Deficit
(FD) 17,092
FD as % of
GSDP 2.84%
Revenue
Surplus 353

Fiscal Performance of State

2014-15 2015-16
6,85,207  7,35,975
19,577 19,169

2.86% 2.60%
528 1,789

Rs. In crore
2016-17 2017-18 2018-19 20;3;20
11,17,334 13,10,879 14,08,112 16,908,685

28,665 31,101 38,442 38,752

2.57% 2.37% 2.73% 2.28%
1,293 4,517 679 285

1.6) Fiscal Management Review Committee

9. As stipulated by the Karnataka Fiscal Responsibility Act 2002, the Fiscal

Management Review Committee has been constituted under the Chief

Secretary to review the fiscal and debt position of the State and suggest to the

Finance Minister about the corrective steps that may be required to ensure

compliance with the parameters stipulated in KFR Act. The FMRC has

accordingly met on 27th February, 2020 and reviewed the current as well as

projected fiscal situation.

10. The Committee deliberated in detail on the fiscal position of the FY-2019-20

and estimates for FY 2020-21. The FMRC resolved on the following issues.

a) The Committee reviewed Tax collections achieved so far in respect of

FY-2019-20, and observed as follows.

i. Commercial tax and Excise revenue collections are expected to

achieve the target.

ii.  Motor Vehicle tax collections may see a marginal shortfall due

to reduction in sale of vehicles.

iii.  Stamps and Registration fee collection may also see a marginal

shortfall on account of slowdown in real estate sector.

4



b)

c)

d)

e)

The Committee noted the probable reduction in GST compensation to the
State. Committee advised the Finance department to take up the issue in
GST council by demanding increase in rate of cess or increase in GST rates
so that cess collections will be adequate to fund shortfall in GST collections
of State. The Committee also advised Finance department to follow up with
Gol to get the GST compensation due for the month of December and

January released at the earliest.

Asregards the non-tax revenue collections the committee noted the shortfall
on account of non-realisation of interest receipts due to lower cash balances
throughout the year. The Chief Secretary directed that the estimates for next

year on interest receipts should be realistically budgeted.

The committee observed the lower tax devolution to State from Gol as per
the recommendation of 15t Finance Commission award for 2020-21 and
non-acceptance of special grants to Karnataka of Rs.5,495 crore by the Gol.
The Chief Secretary advised Finance Department to take up the issue with
15t Finance Commission and Government of India and try to get the special

grants included in supplementary budget of Gol.

The Committee also observed that if the Finance Commissions award for the
period 2021-22 to 2025-26 which will be recommended in the main report
to be submitted to the Gol is on the same lines as the award for 2020-21
then Karnataka’s interests will be adversely affected. The Chief Secretary
instructed the Finance Department to submit an additional memorandum
to Finance Commission to reconsider the weightage awarded to the State in

their main report.

The committee noted that Finance Department has initiated measures to
recover loans disbursed by the State Government to PSU’s and other
parastatal agencies as directed by the FMRC last year. The Chief Secretary
further advised Finance Department to have regular meetings with the
administrative departments at Secretary level to ensure timely recovery of

loans.



g) On the FMRC’s advice last year to bring all Grant in Aid institutions under
HRMS framework, the committee noted Finance departments instructions
to concerned administrative departments to register in HRMS before new
financial year. The Committee further instructed Finance department that
salaries to the Grant in Aid institutions shall only be disbursed on HRMS

starting 1st April 2020.

h) The Committee observed that the recent Cabinet decision to form a Cabinet
sub-committee to look into administrative reforms as per recommendations
of 6th Pay Commission would go a long way in streamlining and rationalising
various functions of Governmental departments and also help in reducing
committed expenditure of Government. The Chief Secretary advised
Finance department and Planning department to provide necessary inputs

to the Cabinet sub-committee.

i) The Committee noted that on FMRC’s earlier instructions Finance
department has collected information on bank accounts of various
Governmental departments and Boards and Corporations. The Committee
decided that PFMS shall be adopted for all the State sector schemes to

monitor expenditure of funds in bank accounts.

j) The committee noted that the crop loan waiver schemes announced in the

previous budgets have almost attained closure.

11. Since FMRC’s recommendations are aimed at improving the fiscal stability, the
Committee instructed Administrative Departments to come up with strategies

to improve expenditure effectiveness.

12. The Committee advised Finance Department to examine various revenue
generating options on Taxes, Cess, Fee revision for Non-Tax revenues under
various Departments, Local bodies, Boards, Corporations and other parastatal
bodies so as to augment their resources and at the same time increasing the Tax
to GSDP ratio of State.



13. Some of the challenges including those identified earlier have continued to

remain in focus during the current year. These are as follows.

a. Shortfall in revenues on account of reduced devolution to the State on
account of 15t Finance Commission award.

b. Committed expenditure reaching 9o per cent of revenue receipts on
account of increase in salaries, pensions and interest payments.

c. Meeting large capital expenditure in Irrigation, Public Works

department, RDPR and Urban development sectors.



Chapter 2
Macro Economic Qutlook

2.1) Karnataka’s Gross State Domestic Product (GSDP)

14. Table—5 shows trends in sector wise contribution to GSDP and sector wise

composition of GSDP along with growth rates at current prices.

Trends in Sector wise composition of GSDP (current prices )

Sectors 2015-16 2016-17 2(%11'{7]2'1)8 2&%1)9
Primary 118506 127345 158590 162856
Secondary 220464 261708 287889 319292
Tertiary 603698 695871 775684 901430
£:;§;SGSVA at Basic 942669 1084923 1222163 1383578
Product Taxes 126376 146461 161034 189193
Product Subsidies 23877 22248 25618 28372
GSDP at Market Prices 1045168 1200136 1357579 1544399

(GSVA+PT-PS)
Percentage share of different sectors to GSVA

Primary 12.57 11.74 12.98 11.77
Secondary 23.39 24.12 23.56 23.08
Tertiary 64.04 64.14 63.47 65.15
Total 100.00 100.00 100.00 100.00
GSVA Annual Growth of different sectors
I. Agriculture 3.2 7.3 23.8 3.7
I1. Industry 10.8 18.5 10.7 10.1
III. Services 16.6 15.3 11.5 16.2
GSDP Growth Rate at 14.4 15.7 12.3 13.8

Current prices

Rs.in crore
2019-20
(AE)

174920
338443
1005191
1518554
211064
30502

1699115

11.52
22.29
66.19

100.00

77
5.9
11.5

10.0

AE : Advance Estimates, FRE : First Revised Estimates, SRE : Second Revised Estimates



15. Table-6 shows sector wise trends in GSDP at Constant Prices.

Trends in Sector wise composition of GSDP (constant prices)

Sectors
Primary
Secondary

Tertiary

Total GSVA at Basic
Prices

Product Taxes (PT)

Product Subsidies
(PS)

GSDP at Market Prices
(GSVA+PT-PS)

2015-16
81326
199252
474737
755314
95147

19131

831330

2016-17
83846
233971
527830
845647
113916
17341

942221

2017-18
(SRE)

98810

247347

572336

918493

144293

19252

1043533

2018-19
(FRE)

95993
262970
628359
987321
157348

20247

1124423

Percentage share of different sectors to GSVA

Primary
Secondary
Tertiary

Total

10.77
26.38
62.85

100.00

9.92
27.67
62.42

100.00

10.76
26.93
62.31

100.00

9.72
26.63
63.64

100.00

GSVA Annual Growth of different sectors

Agriculture
Industry

Services

GSDP Growth Rate at
Constant prices

-9.9

15.0

12.3

11.1

4.2
16.4

11.2

13.3

19.5
5.6
8.4

10.8

-1.6
5.6
9.8

7.8

Rs.in crore

2019-20
(AE)

99518
275948
678181

1053647
168548

21164

1201031

9-45

26.19

64.37

100.00

3.9
4.8
7-9

6.8

AE : Advance Estimates, FRE : First Revised Estimates, SRE : Second Revised Estimates



Chapter 3
Evaluation of Fiscal Performance

3.1) Fiscal Consolidation Roadmap and Status

16. Particulars of key fiscal and debt norms to be followed and compliance by the

State are shown below in Table 7

Particulars Statutory norm Compliance by State
Revenue Deficit Reduce RD to Nil by 315t March, Achieved in 2004-05 itself. Maintained
(RD) 2006 adequate revenue surplus thereafter.

Reduce FD to not more than 3
Fiscal Deficit (FD)  per cent of estimated GSDP by

31stMarch, 2006.

Maintained FD below 3%  since
2004-05%

Total Liabilitiesto  To ensure that TL/GSDP does Already achieved this in 2010-11 and
GSDP (TL/GSDP) not exceed 25% of GSDP. maintained thereafter.

Outstanding

Guarantees (0OG) .
preceding year.

OG should not exceed 80% of Since enactment of Karnataka Ceiling on
Revenue Receipts of second Government Guarantees Act, 1999 this

limit has never been breached.

*Except in the FY 2009-10 when it was exceeded based on the advice of the Central Government to give a fillip to
the public spending to tide over the then prevailing economic slowdown.

3.2) Other Institutional Reforms under KFRA

Disclosure under Section 5(2)(c)

Constitution of FMRC

Reporting of OBB’s as part of State’s own
liabilities

Transparency

Provided as Annexure towards the end of MTFP.

FMRC has been constituted. The resolution has
been provided in para 10 above.

OBBs are being considered as part of State’s own
liabilities for calculating total liabilities

State’s financial position is being hosted on the
Finance Department’s website at
https://www.finance.karnataka.gov.in

3.3) Fiscal performance of the State in 2019-20 vis-a-vis 2018-19

17. Table 8 shows the State’s fiscal performance for Financial Year 2018-19 vis-a-

vis the targets set and the likely performance of the 2019-20 (R.E) vis-a-vis the

budget estimates.
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Fiscal performance of the State Rs.in crore

2018-19 2019-20
Particulars B.E Accounts B.E R.E
Revenue Surplus 106 679 258 285
pel:.lci(;iltlaz:%?(t}gi)l, 2.89% 2.73% 2.48% 2.28%
Total Iégll))l},ltles to 20.75% 20.26% 19.26% 19.19%

3.4) Performance of receipts, expenditures and fiscal indicators
(2016-17 to 2019-20)

18. Table-A of this chapter analyse the fiscal performance between the years
2016-17 and 2019-20 (BE) and Table-B of Chapter 8 will analyse Budget
Estimates 2019-20 and the projections for the following three years as per Rule
4(e) of KFR Rules.

Revenue Receipts :

19. Revenue Receipts of the State are categorised under four major components viz.
own tax revenues, own non tax revenues, share in Central Taxes and Grant-in-

aid & Contributions from Government of India.

State Own Tax Revenues (SOTR) :

20. SOTR comprises four major taxes of the State and all other minor taxes. SOTR
was estimated at Rs.1,18,993 crore in the budget estimate for 2019-20 which
was 10.6 per cent more than the actual in 2018-19. The tax revenue is expected

to achieve the target.

11



Crore

Own Tax Revenue
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Commercial Tax Excise ~ Stamps & Regn. < Motor Vehicle Tax # Other Taxes

State Own Non Tax Revenue (SONTR) :

21. Royalty on Major and Minor Minerals, interest receipts and dividends form
major components of SONTR. Overall, RE of non-tax revenues in 2019-20 is
likely to be around Rs.548 Crore less than 8,055 Crore of budget estimate. The
shortfall was mainly on account of interest receipts, low opening cash balance
which created a cash crunch. This inturn led to non-realisation of interest

earnings in full.

Non-Tax Revenue

2
4100 m 0 %
o
3 ~ s L m
3100 2 P A
7 - < ~
oN (=) o
o
o
2100 & s =
5 = 2
a 3
1100 o
100
2016-17 2017-18 2018-19 2019-20 RE
Interest and Dividends Mines and Geology Others
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Non Debt Capital Receipts (NDCR) :

22. Non Debt Capital Receipts are primarily receipts from recovery of loans and
advances and also receipts from sale of assets. The budget estimate for 2019-20

is Rs.275 crore and target is expected to be met.

Capital Expenditure :

23. State’s capital expenditure is mainly funded by the borrowings as revenue
surplus of the State is negligible. Inspite of decrease in tax devolution from the
centre, State Government has made efforts to ensure adherence to fiscal ceiling
prescribed in KFRA. Even though the Capital expenditure has shown a
decreasing trend with 2.3% of GSDP for 2019-20 in absolute numbers the
Capital expenditure has increased from Rs. 39,147 crore in 2018-19 to

Rs.39,380 crore in 2019-20 RE.

Capital Expenditure as a percentage of GSDP

4.0%
0,

3.0% 2.7% i —

& & g - .27/

% 2.7% N“%
2.0%
1.0%
0.0%
2016-17 2017-18 2018-19 2019-20 RE

Revenue Surplus :

24. State has continuously maintained Revenue Surplus since the year 2004-05. In
2019-20 State has estimated a revenue surplus of Rs.285 crores in its revised

estimates.
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Fiscal Deficit :

25. As seen from Table-9 and the following graph, Fiscal Deficit as a percentage of
GSDP has not exceeded the level of 3 per cent during the last three years. Fiscal

deficit is expected to be around 2.28 per cent of GSDP in 2019-20 RE.

Fiscal Deficit Trends (% to GSDP)
2016-17 2017-18 2018-19 2019-20 RE
Achievement 2.57% 2.37% 2.73% 2.28%

Movement of Fiscal Deficit

3.50%
3.00% 3.00% 3.00% 3.00%
3.00% .
@
5 50% @ 2.73%
2.57% *
2.37% *.28%

2.00%

2016-17 2017-18 2018-19 2019-20 RE

=t==KFRA Ceiling 4—Achievement

Interest Payments to Revenue Receipts (IP/RR) :

26. Karnataka has availed borrowing as per the necessity of cash to meet its Capital
Expenditure, because of which the interest payments have maintained constant
ratio of 9 per cent over the revenue collection. However, in 2019-20 States
Revenue receipts have been severely impacted by the decrease in tax devolution
from Gol. The Share of net proceeds from Gol has decreased by Rs.8,887 crore
compared to the budgeted estimates. This huge decrease has increased the

Interest Payments to Revenue Receipts ratio to 10.5 per cent in RE 2019-20.
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Interest Payments to Revenue Receipts

16%
13%
10.5%
10% 9.0% 9.5% 9.3% P o
0 == -
7%
4%
1%
2016-17 2017-18 2018-19 2019-20
RE

Total Liabilities to GSDP :

27. State has been ensuring that Total Liabilities including off-budget borrowings

are kept within the statutory ceiling as seen from the following graph.

Total Liabilities to GSDP

30%
25% e - - °
20.26%
19.81% 19.19%
18.75%
15%
2016-17 2017-18 2018-19 2019-20RE
=== 0OD/GSDP (%) as required under KFRA ==¢=Total Liabilities to GSDP

3.5) Fiscal Performance 2016-17 to 2019—20

28. As required under the KFRA, fiscal performance in the previous four financial
years including 2019-20 Budget Estimates (in absolute terms and as a

percentage of GSDP) is presented in Table A.
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()
(i)
(iii)

(i)
(ii)
(iii)
(iv)
v)
(vi)
(vii)
(viii)

O© 0o NOo o W

Fiscal Performance 2016-17 to 2019-20

Particulars

Revenue Receipts

State Own Tax Revenues *
Non Tax Revenues
Resources from the centre
- Devolution

- Grants

Revenue Expenditure
Interest

Salaries

Pensions

Subsidies #

Devolution to ULBs
O&M

Administrative Expenditure
Other Revenue Expenditure
Revenue Surplus

Capital Receipt (Non Debt)
Capital Expenditure

Fiscal Deficit

Outstanding Debt

Total Liabilities

GSDP at current prices
GSDP Growth Rate

AS PERCENTAGE OF GSDP (%)

()
(i)
(i)

(i)
(i)
(iii)
(iv)
V)
(vi)
(vii)
(viii)

N O ~NO U~ W

Revenue Receipts

State Own Tax Revenues
Non Tax Revenues
Resources from the centre

- Devolution

- Grants

Revenue Expenditure
Interest

Salaries

Pensions

Subsidies

Devolution to ULBs
O&M

Administrative Expenditure
Other Revenue Expenditure
Revenue Surplus

Capital Receipt (Non Debt)
Capital Expenditure

Fiscal Deficit

Outstanding Debt

Total Liabilities

2016-17
AC

133214
82956
5795

28760
15703
131921
12033
21489
11295
15254
5686
35009
2112
29043
1293
127
30085
28665
211071
221320
1117334

11.92
7.42
0.52

2.57
1.41
11.81
1.08
1.92
1.01
1.37
0.51
3.13
0.19
2.60
0.12
0.01
2.69
2.57
18.89
19.81

2017-18
AC

147000
93376
6477

31752
15395
142482
13930
22818
11684
18289
6490
34992
2547
31733
4517
141
35759
31101
233058
246232
1310879
17.3%

11.21
7.12
0.49

242
1.17
10.87
1.06
1.74
0.89
1.40
0.50
2.67
0.19
242
0.34
0.01
2.73
2.37
17.78
18.78

tate Own Tax Revenue is inclusive of GST compensation, # excludes Implicit subsidy.

2018-19
AC

164979
107584
6773

35895
14727
164300
15423
28967
15109
19415
5425
37593
2297
40072
679
26
39147
38442
270377
285238
1408112
7.4%

11.72
7.64
0.48

2.55
1.05
11.67
1.10
2.06
1.07
1.38
0.39
2.67
0.16
2.85
0.05
0.00
2.78
2.73
19.20
20.26

Rs.In crore

2019-20
BE

181863
118993
8055

39806
15008
181605
19060
32988
19236
21118
6856
41900
2657
37789
258
275
42584
42051
308820
327209
1698685
20.6%

10.71
7.01
0.47

2.34
0.88
10.69
1.12
1.94
1.13
1.24
0.40
2.47
0.16
2.22
0.02
0.02
2.51
2.48
18.18
19.26



Chapter 4
Revenue Performance & Reforms

4.1) Tax Policy and Strategy

29. From the MTFP 2012-16 onwards State has been disclosing the compliance
costs associated with different types of taxes it imposes. Lower compliance cost
is an indication of tax simplification. MTFP 2020-24 continues to disclose the
compliance cost for the four major taxes of State Government in statement-2 of

Annexure.

4.2) Tax Effort

30. Change in the GSDP base year and methodology has affected own tax revenue

to GSDP ratio.
Tax Effort (Tax/GSDP)
9.0%
7.64%
7.42% ~ =
. 7.12%
A O 7.00%
7.0%
5.0%
2016-17 2017-18 2018-19 2019-20 RE

==g==GSDP (2011-12 base year)

31. Composition of major taxes as a percentage of GSDP since 2016-17 is shown in

the graphs below.
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=== GSDP (2011-12 base year)

Commercial Tax Excise Tax
as percentage of GSDP as percentage of GSDP
6.0% 2.0%
4'59%*,____1%«5—‘%48% (e - 1.23%
4.0% 4.82% : Lov  148% 137%  1.42%
2.0% 0.0%
2016-17  2017-18  2018-19  2019-20 2016-17 201718  2018-19  2019-20
RE
o= GSDP (2011-12 base year) o= GSDP (2011-12 base year)
Motor Vehicle Tax Stamps & Registration
as percentage of GSDP as percentage of GSDP
0.7% 1.6%
. 0
0.47%
04% | 0.50% 0.8% - - —
3 A7%
0 2 0.42% 0.70% 0.69% 0.77% 0.70%
01% 0.0%
' 2016-17  2017-18  2018-19  2019-20 2016-17  2017-18  2018-19  2019-20
B RE
==g==GSDP (2011-12 base year)

32. The annual growth rates and buoyancy of these taxes, individually for a 7-year

period have been shown in Table 10.

Buoyancy of State’s Own Taxes

Major Taxes 2013-14 2014-15 2015-16 2016-17 2017-18
Actuals 37781 42923 45225 51233 58100
Commercial Tax *  Growth Rate 18.6% 13.6% 5.4% 13.3% 13.4%
Buoyancy 1.2 1.0 0.7 0.3 0.8
Actuals 12828 13801 15333 16484 17949
Excise Duty Growth Rate 15.9% 7.6% 11.1% 7.5% 8.9%
Buoyancy 1.0 0.5 1.5 0.1 0.5
Actuals 3912 4542 5002 5594 6209
Motor Vehicle Tax  Growth Rate 2.1% 16.1% 10.1% 11.8% 11.0%
Buoyancy 0.1 1.2 1.4 0.2 0.6
Actuals 6189 7026 8215 7806 9024
Stamps &
Registration Duty ~ Growth Rate 18.4% 13.5% 16.9% -5.0% 15.6%
Buoyancy 1.2 1.0 2.3 -0.1 0.9
Actuals 1894 1888 1776 1839 2096
Other Taxes Growth Rate 7.4% -0.3% -6.0% 3.6% 14.0%
Buoyancy 0.5 0.0 -0.8 0.1 0.8
Actuals 62604 70180 75550 82956 93376
StatesOownTaX  GrowthRate  16.5%  121%  7.7%  9.8%  12.6%
Buoyancy 1.1 0.9 1.0 0.2 0.7

*Includes GST compensation
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Rs. In crore
2018-19 20119];20
67804 76046
16.7% 12.2%
2.3 0.6
19944 20950
11.1% 5.0%
1.5 0.2
6568 7100
5.8% 8.1%
0.8 0.4
10775 11828
19.4% 9.8%
2.6 0.5
2494 3065
19.0% 22.9%
2.6 1.1
107584 118989
15.2% 10.6%
2.1 0.5



4.3) Performance of Major Own Taxes

i. Commercial Taxes :

33. Budget Estimates for Commercial Taxes for 2019-20 is Rs.76,046 crore.

Because of the reduction in GST cess collections of Gol, there is a possibility of

short release in GST compensation to the State from Gol. The quarterly

collections and quarterly growth over corresponding periods in the previous

year for Commercial Taxes are as shown in Table 11.

Commercial Tax trend during 2019-20 Rs. in crore
. Overall
Antl((:llpate growth
Taxes Q1 Growth Q2 Growth Q3 Growth collections 201920 over
in Q4 previous
year
C",‘rnag‘:sr?al 17707 27% 20796  10.5% 17752 7% 19791 76046 12%

*Includes GST compensation

ii. State Excise :

34. Budget estimate for 2019-20 for State Excise is Rs.20,950 crore. Quarterly

collections are showing good trend and the target in revenue collections will be

achieved.

State Excise trend during 2019-20

Anticipated
Taxes Q1 Growth Q2  Growth Q3 Growth collectionsin
Q4
State 60 16.9% 121 % 1% o
Excise ©7 -970 3 4.370 5337  3.1% 473

19

2019-
20

20950

Rs. in crore

Overall
growth
over
previous
year

5%



iii. Stamps and Registration :

35. Revenue from Stamps and Registration has been budgeted at Rs. 11,828 crore
in 2019-20. In spite of general slowdown in real estate sector tax collections

have seen a quarterly growing trend and budgeted targets may be achieved.

Stamps and Registration Fees trend during 2019-20 Rs. in crore
Overall
Anticipated RE growth
Taxes Q1 Growth Q2 Growth Q3 Growth collections 2019- over
in Q4 20 previous
year
Stamps &
Registration 2688 15% 2794 5% 2013 4% 3433 11828 10%
Fees

iv. Motor Vehicle Taxes :

36. For 2019-20 Motor Vehicle Taxes are estimated at Rs.7,100 crore. Because of
the decrease in automobile sales, quarterly tax collection is low as compared to
the previous year. There is a possibility of marginal shortfall in collections to

the budgetary target estimated.

Motor Vehicles Taxes trend during 2019-20 Rs. in crore

Overall

Anticipated RE growth

Taxes Q1  Growth Q2 Growth Q3 Growth -collections 2010-20 over
in Qg 9 previous

year

Motor

Vehicles 1476 1% 1520 -23% 1972  85% 2132 7100 8%

4.4) Cess Receipts

37. The two large cesses on taxes that the State imposes are:
a. Infrastructure Cess

b. State Urban Transport Cess

38. Infrastructure Cess is 15% on Excise License Fee, 10% on Motor Vehicles Tax

and 10% on Stamp Duty on certain documents, for augmenting the

20



Infrastructure Initiative Fund (IIFs), Bangalore Metro Rail Corporation Fund
(BMRCL Fund) and Chief Minister’s Rural Road Fund (CMRR Fund).

39. There is 1 per cent cess imposed on Motor Vehicle Tax for contribution to the
State Urban Transport Fund (SUTF) to fund Urban Public Transport Schemes.

40. Cess collections in BE 2019-20 were estimated at Rs.1,410 crore for transfer to
ITIFs and Rs.79 crore for transfer to SUTF and will change as per RE of

corresponding taxes.

4.5) Non Tax Revenues

i. Royalty on Major and Minor Minerals :

41. The budget for 2019-20 is estimated at Rs.3,550 crore and the collections are

likely to achieve the target.

ii. Interest Receipts :

42. The interest receipts for the loans advanced and interest earned out of
investment of surplus cash balance of the State in Government of India’s T-bills
was estimated at Rs.1,237 crore in budget. Investment in T-bills could not be
accomplished as budgeted because of low opening cash balance which led to

shortfall in Interest receipts to the tune of Rs.472 crore.
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Chapter 5
Expenditure Management

5.1) Trends in Government Expenditure

43. The expenditure outlays on general, social and economic services for the
current year and past two years are shown in Table 15. Expenditure is further

broken down into revenue, capital and loan to give a better understanding of
the nature of expenditure.

Expenditure on Services

Rs. In crore
Services 2017-18 2018-19 20%20
Revenue 34484 42655 50937
General Capital 977 827 906
Services Loan 5 11 15
Total 35466 43494 51858
Revenue 58652 67934 68296
Social Capital 8677 9794 9518
Services Loan 1178 2441 1966
Total 68507 80169 79781
Revenue 42856 48285 51003
Feonomic Capital 21013 24038 26505
Services Loan 3910 2035 469
Total 67778 74359 77978
Grand Total

171752 198021 209617
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Trend in Government Expenditure

0k 40%
40% 6 )
40% i — —— b
39% . *
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44. Government expenditure on various services has been shown in the graph
above. Share of General Services has shown a increase over the previous year

but still remains very less as compared to the other two services.

5.2) Revenue and Capital Expenditure:

Expenditure pattern

45. The chart below indicates the trend in revenue and capital expenditure.

Expenditure
200000
175000
(=)
150000 S 5
o 3 o
T 125000 g - —
© 100000 -
&
75000
50000
™~
W & < 8
25000 - ~ = 0
3 " o o
0 )
2016-17 2017-18 2018-19 2019-20
® Revenue Expenditure Capital Expenditure RE

23



46. The growth of developmental and non-developmental expenditure is as given

below.
Development and Non-Development Exp
240000
210000
5 2
180000 & g @
- o wn
150000 @ & =
o N [
8 [12]
S 120000
- =]
90000 - i
2 >
60000 @ -
o~
L |
30000
0
2016-17 2017-18 2018-19 2019-20 RE
® Development Expenditure Non Development Expenditure

5.3) Sector wise Outlays:

47. The outlays of some of the major developmental sectors for the last three years

and RE 2019-20 and corresponding growth over previous year are detailed in

Table-16.
Table 16
Outlay under major development sectors
Rs. In crore
Years IHkg“ & Growth el Growth Health Growth Education Growth
orti Dev
20;}5&17 5580 21% 13719 31% 6593 11% 21492 11%
20;7(-:18 6064 9% 12359 -10% 7795 18% 22710 6%
2"3:9 5943 2% 13559 10% = 9161  18% 24973 10%
2Rne? 6908 16% 15013 1% 9274 1% 33029 32%

* Expenditure on Agriculutre and Horticulture universities is included in both Agriculture and Education
sector outlay.
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5.4) Beneficiary oriented schemes & subsidies:

48. The subsidy budget has consistently shown an increase. In 2019-20, the three
largest subsidy outgoes are for the sectors of power, food and agriculture &
horticulture. Efforts are being made to modify some of the subsidy schemes as
direct benefit transfer schemes so that the benefits accrue to the end

beneficiaries. Table-17 details the total year wise quantum of subsidies.

Subsidies
Rs. In crore
Year 2016-17 2017-18 2018-19 20;{9];20
Total Subsidy 19034 22189 23330 25688

5.5) Resource Transfer to Local Bodies:

49. The State transfers resources to the local bodies as per the recommendations of

Panchayat Raj institutions is shown in the below graph.

the State Finance Commission. Devolution to Urban Local bodies and
Transfers to ULBs & PRIs
42000

36000
30000
24000
18000
12000
6000
0

16-17 2017-18 2018-19 2019-20
RE

Transfers to ULBs * ® Transfers to PRIs
* Only Major Head 3604 is considered

Crore

5686
6734

5425

O
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5.6) Committed Expenditure

50. Though the size of budget has gone up over the years, it is characterised by a

expenditure needs.

substantial portion being in the nature of committed expenditure. This reduces
manoeuvrability around expenditure decisions. Table-18 shows the limitation

in the revenue space available with the State after accounting for its committed

Committed Expenditure as a ratio of Revenue Receipts

Sl. .
No Particulars
1a Salary (State & District Sector)
ib  Daily Wages
1c Contract/ Outsource
2 Interest
3 Pension
4 Social Security Pension
5 Subsidy
6 GIA & Other Financial Assistance
7 Administrative Expenses
8 Devolution to Local Bodies
a ULBs *
b PRIs (Non Salary)
Committed Expenditure
o (Total 1to 8)
10 Revenue Receipts
Committed Expenditure as a
11 .
percentage of Revenue Receipts
* Major Head 3604 only
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2018-19
Alc

28983
138
571
15423
15109
5273

23330

23323

2297

25647

5425
20221

140093
164979

85

2019-20
BE

32999
190
805

19060

19236

7174
25175
23619

2861

28284

6856
21428

159403
181863

88

Rs.In crore
2019-20
RE

33611
189
845

18641

19555

7174
25688
18004

2890

28594

6734
21860

155191
177255

88



Committed Expenditure as a percentage of
Revenue Receipts

100
88 88
& 85 K . o
©
S 70
1
40
2018-19 2019-20 2019-20
BE RE

5.7) Delegation of Fund release powers to Administrative Departments

51. In 2019-20 too like in 2018-19, powers to release funds up to 4th quarter as per

the revised estimates have been delegated to reduce procedural delays.

52. With persistent review of expenditure in the monthly Karnataka Development
meetings, skewed expenditure profile observed in last quarter of every year to
some extent has been avoided with the first three quarters expenditure

improving to 63 per cent.

Quarter Wise Expenditure

Quarter 2015-16 2016-17 2017-18 2018-19 2019-20*%
Quarter-1 16% 15% 15% 14% 17%
Quarter-2 24% 22% 27% 24% 23%
Quarter-3 20% 21% 21% 21% 23%
Quarter-4 39% 42% 37% 41% -

Total 100% 100% 100% 100% 63%

* Expenditure upto third quarter only.
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Quarterly Percentage achievement of Expenditure

%IV -

%LE

%Iy |-

50%

%6E |

40%

%ET Y/ ST
%ET W
%1

[ R 7777/7777.
e LU

BT VATIIITT,
WLT D777
%ST

DA 777777777,

%0T [ZZLA77A7,

X X
o o
=

30%
20%

2016-17 2017-18 2018-19  2019-20*

2015-16

" Quarter-4

~ Quarter-3

& Quarter-2

# Quarter-1

* Expenditure upto to third quarter only

28



Chapter 6
Management of Liabilities

53. With passing of the KFRA 2002 and subsequent amendments, State has also
committed itself to follow the fiscal consolidation roadmap with clear timelines

for achieving fiscal and debt indicators.

6.1) Overall Debt Scenario

54. The Public Debt of State includes the Internal Debt comprising Market
Borrowings, Loans from Financial Institutions and Special securities issued to
National Small Savings Fund (NSSF) of Central Government and Loans and
Advances from Government of India. On key debt indicators, the State has

consistently met its targets as per KFRA.

6.2) Composition of Debt

55. The composition of Public Debt for the year ending 2016-17 to 2019-20 in
Table-20 shows an increasing trend towards more reliance on Open Market
Borrowings (OMB). The State has opted out of the NSSF scheme in 2016-17 as

it was a relatively costlier debt.

Composition of Public Debt Rs. In crore
% of % of % of 2010-20 % of
Type of Borrowing 2016-17 Total 2017-18 Total 2018-19 Total R9E Total
debt debt debt debt
Market Borrowings 108360 74% 125708  77% 157890 81% 198017 85%
L from Fi ial
O nstitions 3973 3% 4289 3% 4430 2% 4612 2%
Special Securities issued
to National Small 20157 14% 18584 11% 16989 9% 15361 7%
SavingsFund(NSSF)
Goverm;;ent of India 13794 9% 14555 9% 14657 8% 14192 6%
oans
Total 146283 100% 163135 100% 193967 100% 232182 100%

¥ Source: Finance Accounts 2016-17, 2017-18.
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6.3) Management of borrowings

56. All borrowings of the State Government are with the permission of Government
of India under Article 293(3) of the Constitution of India. The onus to keep total
liabilities to GSDP ratio within KFRA ceiling is on the State. Apart from that,

sector specificity of loans (EAP, RIDF) is considered before deciding to borrow.

6.4) Off budget borrowings

57. Off budget borrowings (OBB) are borrowings availed by State agencies where
the specific liability for principal and interest repayment on such borrowings is
on the State Government. They are included while working out the Total

Liabilities to be kept within the target of 25 per cent of GSDP.
6.5) Maturity Profile of State Government Securities

58. The chart below shows maturity profile of the outstanding stock of SDL’s as at
the end of March 2019 considering that borrowings are used mainly for projects

with long term economic benefits.

Maturity Profile of Outstanding Securities
of Government of Karnataka

Sto 7 yrs,
24%

Above 7 years,
47%

(As at the end of March 2019)
(Percentage of Total Amount Outstanding)
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59. The level and rate of growth in the debt should be sustainable to avoid the risk
emanating from the interest cost burden and maturing of the debt. High debt
levels shows the increased borrowings availed by the State to meet the
expenditure needs. Expecting a big leap in revenue growth in the short term
may not be possible. With the committed expenditure consuming a major share
in the State revenue expenditure, the rising debt levels will eventually result in
large share of revenue expenditure being spent on interest servicing. The
objective of the debt management is to ensure that Government’s financing
needs and its repayment obligations are met at the lowest possible cost over the
medium to long run. Efforts should also be made towards restricting
borrowings in future and building sufficient revenue surpluses to fund capital

expenditure.

6.6) Contingent Liabilities

Government Guarantees

60. The outstanding guarantees at the end of all financial years between 2015-16 &
2018-19 have always been within the prescribed limit as per The Karnataka

Ceiling of Government Guarantee Act (KCGGA), 1999 as seen at Table-21.

Government Guarantees

Rs in crore
Parameter 2015-16 2016-17 2017-18 2018-19
Maximum amount guaranteed 18,358 21,115 24,025 30,719
e TR T
Percentage of outstanding amount
guaranteed to total revenue receipts 14.9% 14.8% 15.5% 18.1%

of the second preceding year
(ceiling = 80%)

6.7) SWMA and NWMA

61. State has managed the Cash balance efficiently over the years to meet its
expenditure requirements. However, in 2019-20 due to delay in GST
settlements from Gol, State had to resort to avail Special Drawing facility for a

few days to meet its expenditure commitments.
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6.8) Timing of Borrowing

62. State has opted for open market borrowing based on the expenditure
requirements and cash availability. State has also considered the debt
repayment profile while opting for the borrowing, so that accumulation of debt
should not burden the State’s developmental activities. By considering all these

scenarios State has availed open market borrowings in this Financial year.
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Chapter 7
Systemic Reforms

~7.1) Commercial Tax

e Launching of GST Prime: An online tool called GST Prime
(https://gst.kar.nic.in/gstprime/) has been developed by National
Informatics Centre (NIC), Karnataka. This system helps the tax
administrators to analyse and monitor the tax collection and compliance
within their jurisdiction. This system caters to the requirements of the field-
level officers and enforcement/intelligence officers for effective discharge of
their statutory functions. The system also acts as an interface between GST

Common Portal, E-Way Bill System and Tax Administrators.

e Online Refund System: To bring transparency in tax administration,
online refund system has been brought in wherein all the refunds both under
VAT and GST are processed online wherein the refund amount is being

credited to the tax payer’s account after processing the requests online.

¢ Online verification of e-way Bill: Karnataka being a pioneer State in
bringing systemic reforms in tax administration had introduced online
delivery note system called e-SUGAM during VAT regime which is forerunner
to e-Way Bill system in the country. The Department has been vigorously
monitoring this system to check evasion of GST. Karnataka stands first in the
country in e-way bill verification. Till December 2019, Karnataka has verified
86,68,010 eway bills which has acted as deterrence in tax evasion to bring

more tax compliance.

7.2) Stamps and Registration

e KAVERI portal introduced by Stamps and Registration department has made
the registration process easy for the citizens. Further reforms have been
initiated by integrating with other Government portals like BBMP, BDA and

RDPR department to make the registration process much easier.
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7.3) Mines and Geology

Sand Mitra Application: This application has been introduced to integrate
and to bring uniformity in sand mining across the State. The application is
helpful for systematic delivery of sand for Government constructions as well as
for public works, providing customer registration, mineral transport vehicle
tracking and sand online booking. The development of the application is still

in progress and once fully developed will serve its purpose.
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Chapter 8
Medium Term Fiscal Plan Projections 2020-24

8.1) Brief assessment of sustainability of certain fiscal parameters

63.

Section 3(3) of KFRA, 2002 mandates that the MTFP shall include an

assessment of sustainability relating to —

» The balance between revenue receipts and revenue expenditures

» The use of capital receipts including borrowings for generating productive
assets

These two aspects are discussed below.

8.2) Balance between Revenue Receipts and Revenue Expenditures

64.

65.

66.

State has always maintained fiscal prudence as one of its policy goals. The huge
cut in tax devolution to State from Government of India by Rs.8,887 crore for
2019-20 had a severe impact on revenue collection, which has made the State
to cut its expenditure in order to adhere to the mandates specified in the Fiscal

responsibility Act.

Fifteenth Finance Commission has submitted its interim report on sharing of
resources between Centre and States for the Financial year 2020-21. The award
given by the Commission has decreased the Karnataka’s share from 4.71 per
cent allotted by 14th Finance Commission to 3.64 per cent, a decrease of 23 per
cent. Being a fiscally prudent State and one of the major contributor to the
country’s GDP, the award given by the 15th Finance Commission has been a
setback for the State.

State is entitled to GST compensation for the loss of revenue shortfall in SGST
collection. Due to the shortfall in GST compensation cess collected by
Government of India the State may not receive the full amount. Shortfall in GST
compensation will have impact on the States developmental needs. Even
though States GST collections are stabilizing, it will take some more time to

bridge the gap.

35



67. Expenditure rationalisation is the need of the hour as the share of the
committed expenditure has increased to nearly 9o per cent of the revenue
receipts leaving a limited scope for the new schemes. The growth in revenue
receipts in the immediate future may not deviate much from the existing trend,
it is important that timely measures are taken by the State, to contain the
revenue expenditure. These measures are imperative as there is a statutory
requirement for the State to maintain revenue surplus. Targeting the subsidies,
are essential to manage the limited resources effectively so that resources can

be diverted to the developmental needs of the State.

Balance between Revenue Receipts

& Revenue Expenditure
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8.3) Use of Capital Receipts including borrowings for generating

productive assets

68. Capital receipts on the one hand includes non-debt capital receipts like revenue
earned from sale of government assets, recoveries of loans and advances etc.
and includes borrowings under Public Debt on the other. Since revenue surplus
is expected to be under strain in the immediate future because of the shortfall
in revenue receipts mainly due to the decrease in the tax devolution from the

centre and GST compensation which ends from 2021-22, the -capital
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expenditure would more or less have to be financed from 