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This Report has been prepared for submission to the Governor under
Article 151 of the Constitution.

Chapters I and II of this Report respectively contain audit observations on
matters arising from examination of Finance Accounts and Appropriation
Accounts of the State Government for the year ended
31 March 2006.

Chapter III deals with the findings of performance audit while
Chapter IV deals with findings of audit of transactions in various
departments including the Public Works and Water Resources
Departments, Autonomous Bodies, etc. Chapter V deals with comments
on Internal Control System existing in a selected department in the State.

The Reports containing points arising from audit of the financial
transactions relating to Zilla Panchayats, Statutory Corporations &
Government Companies and Revenue Receipts are presented separately.

The cases mentioned in the Report are among those which came to notice
in the course of test-audit of accounts during the year 2005-06 as well as
those which had come to notice in earlier years but could not be dealt
with in previous Reports; matters relating to the periods subsequent to
2005-06 have also been included, wherever necessary.

BOBDD







- OVERVIEW

This report contains five chapters of which the first two contain the
observations on the accounts of the State Government for 2005-06 and the
other three contain audit comments in the form of seven reviews, one long
paragraph and 18 paragraphs on selected schemes, programmes and financial
transactions of the Government. A summary of main audit findings is
presented in this overview.

1.  Financial position of the State Government

The State ended the year 2005-06 with a revenue surplus of Rs.2,311 crore
against Rs.1,638 crore in the previous year. Taxes on sales, trade etc.,
contributed 53 per cent of tax revenue followed by state excise (18 per cent),
stamp duty and registration fees (12 per cent) and taxes on vehicles
(6 per cent). Arrears of revenue stood at Rs.3,620 crore at the end of 2005-06.

Fiscal deficit for the year was Rs.3,687 crore representing two per cent of the
GSDP.

Revenue expenditure (Rs.28,041 crore) as a percentage of GSDP increased
from 16 per cent to 17 per cent while capital expenditure increased from two
to three per cent during 2000-06. The committed expenditure on salaries,
interest payments and pension consumed 39 per cent of the revenue receipts.

Outstanding liabilities of the State increased from Rs.26,571 crore in 2000-01
to Rs.52,236 crore in 2005-06 and their ratio to GSDP increased from
25 per cent to 31 per cent during the period and would be 34 per cent taking
into account the off-budget borrowings (Rs.5,319 crore) of the State
Government in 2005-06.

The amount guaranteed by the State Government on behalf of statutory
corporations, Government companies, etc and outstanding as of March, 2006
was Rs.8,984 crore.

As at the end of 2005-06, the total investments in statutory corporations,
Government companies was Rs.14,053 crore but the return (Rs.17 crore) was
negligible.

(Paragraphs 1.1 to 1.10)

Against total budget provision of Rs.41,528.17 crore including (supplementary
grants), actual expenditure was Rs.36,208.66 crore. Overall unspent provision

~ of Rs.5,319.51 crore was the result of unspent provision of Rs.6,128.53 crore

in 29 grants/appropriation and excess of Rs.809.02 crore in five grants /
appropriation. The excess of Rs.809.02 crore required regularisation by the
Legislature under Article 205 of the Constitution of India.

(Paragraphs 2.2)
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LZ-' ~~~~~ Implementation of Project Tiber o

Project Tiger, a Centrally sponsored scheme is implemented in Bandipur
National Park, Bhadra Wildlife Sanctuary and Rajiv Gandhi (Nagarahole)
National Park for sustaining a viable tiger population in the State. The
conservation and protection measures initiated under the project were
unsatisfactory due to deficiencies in planning and inadequate release of funds.
Shortage of frontline protection staff, lack of training in use of sophisticated
fire arms and their supply and deficient communication network in the
Reserves rendered the protection measures largely ineffective.

(Paragraph: 3.1)

3 Implementatlon of VAMBAY and SUDP by Karnataka Slum :
Clearance Board 5

Valmiki Ambedkar Awas Yojana was implemented in the State from
August 2001 through the Kamataka Slum Clearance Board with the aim of
providing shelter or upgrading existing shelter in the slum areas. Though
construction of 25,841 houses was completed and 25,132 houses allotted to
the beneficiaries, transfer of title in their favour had been done only in respect
of 96 houses. The process was compounded by construction of 2,881 houses in
non-declared areas and on private land. A Slum Upgradation and
Development Programme for providing common infrastructure facilities in
these areas was also under execution by the Board. Infrastructure works
undertaken in four cities scheduled for completion in one year were
incomplete even 14 to 25 months after the due dates as all of them were
entrusted to a single contractor.

(Paragraph: 3.2)

4.  Development and maintenance of major district roads

The Karnataka State Public Works Department is responsible for the
development and maintenance of Major District Roads in the State.
Short-release of funds for execution of development works led to
accumulation of liabilities to Rs.203.98 crore at the end of March 2006. Non-
prioritisation of road widening works resulted in avoidable expenditure of
Rs.4.02 crore as the traffic intensity of these roads did not warrant such
widening. Adoption of incorrect design parameters for 26 roads costing
Rs.27.73 crore resulted in construction of their pavements with less thickness
and thus prone to premature failures. In 11 cases, the pavement thickness was
in excess resulting in avoidable extra expenditure of Rs.10.60 crore.
Execution of surface dressing works in contravention of Indian Road Congress
norms resulted in wasteful expenditure of Rs.2.22 crore on 42 road
improvement works. Execution of maintenance and repair works was
undertaken under piecework system which was irregular and also resulted in
non-enforcement of quality control checks. The quality control tests for
ensuring execution of works according to prescribed standards for different
stages of pavement works were also deficient.

(Paragraph: 3.3)

Xii



Overview

Urban Water Supply Schemes were implemented in the State through the
Karnataka Urban Water Supply and Drainage Board. Out of 40 schemes taken
up for execution during 2001-06, only 25 had been completed. Project
management and contract management were deficient resulting in avoidable
extra expenditure/liability, unfruitful expenditure and excess payments
aggregating Rs.5.20 crore. Water supply charges of Rs.145.04 crore due from
Urban Local Bodies and consumers had not been collected by the Board.
Non-release of full component of State Finance Commission grants by the
Government for debt servicing led to diversion of plan funds and avoidable

payment of penal interest of Rs.1.83 crore.
(Paragraph: 3.4)

Sarva Shiksha Abhiyan aims at providing universal elementary education in a
mission mode, by providing useful and relevant education for all children in
the age group of 6-14 years by 2010. Implementing agencies could not absorb
even the reduced level of funds released due to deficiencies in planning. The
aim of having all children in schools by 2005 was not accomplished and also
the trends in dropout rate indicated unlikely achievement of universal retention
by 2010. Only 1,541 schools were opened against the sanction of 2,087 new
schools and basic infrastructure needs were available in only 4/ per cent of
Government schools. While only 13 per cent of the children with special
needs received assistance during 2004-05, less than one per cent of the upper
primary schools had access to computer education. Neither the involvement of
non-governmental organisations was as envisaged nor was the monitoring of
the scheme adequate.

(Paragraph: 3.5)

Y

7. Computerisation of Treasuries in Karnataka (Khajane)

The project ‘Khajane’ was implemented with the aim of providing the details
of expenditure made by the Drawing and Disbursing Officers, Controlling
Officers and Chief Controlling Officers for the purpose of reconciliation,
restricting payments at the treasuries to budget allocations, ascertaining the
Ways and Means position of Government efc. Deficiencies in IT operations
and controls existed such as ensuring correctness of payments made to
Housing Development Finance Corporation; uploading of budget related data
from the Finance Department package, storage of back up data off-site. Codal
provisions for awarding the contracts for establishing network connectivity
were not followed.

(Paragraph: 3.6)
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8. Evaluation of Internal Control System

Internal control system is an integrated process by which an organisation
governs its activities to effectively achieve its objectives. It consists of
methods and policies designed to protect resources against loss due to waste,
abuse and mismanagement. The Cooperation Department was established
with the primary objective of organising and managing genuine cooperatives
on sound lines as per basic principles of cooperation for the promotion of
economic interests and welfare of the people and rendering guidance and
assistance for the development of cooperative movement in the State.
Evaluation of the internal control system in the Department disclosed that
budgetary controls were not effective as there were instances of defective
preparation of estimates and substantial funds were either not surrendered or
surrendered at the end of the year. The operational controls were also not
effective resulting in accumulation of arrears in audit, inspections remaining
incomplete and misappropriation of Rs.81.67 crore involving departmental
employees, staff and office bearers of societies. Inadequate monitoring led to
accumulation of outstanding loans and interests. This was compounded by the
absence of internal audit.

(Paragraph: 5.1)

|9  Working of Horticultural Farms

With the objective of demonstration of the cultivation of economically
important horticultural crops and development of centres of propagation of
planting material, the Government established 244 horticultural farms and
nurseries. However, no farm policy was adopted and there was no
prioritisation of potentially viable farms for development resulting in thin
spreading of resources across the farms. There was low yield of fruit crops
even from trees in the economic bearing period as measures for proper
irrigation and other practices were not in place.

(Paragraph: 3.7)

10.  Audit of Transactions

Infructuous/Wasteful expenditure and overpayments

* Though the road of Bangalore-Nilgiri State Highway (SH-17) was to be
converted into a four-lane carriageway, failure of Government to forestall
the execution of improvement works in selected stretches in Mandya
District resulted in wasteful expenditure of Rs.1.68 crore.

(Paragraph: 4.1.1)

Avoidable/Extra/Unfruitful expenditure

e Defective project formulation by the Government for restoration of a
polluted lake and implementation of the project by Lake Development
Authority without arresting the sewage entering into the lake resulted in
unfruitful expenditure of Rs.1.76 crore.

(Paragraph: 4.2.1)
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Incorrect computation of extra quantities without considering the tender
quantities by the Director of Ports and Inland Water Transport Department
while regulating payment to the contractor resulted in excess payment of
Rs.2.18 crore.

(Paragraph: 4.2.2)

The Divisional Officer, Minor Irrigation, Gulbarga made excess payment
of Rs.3.58 crore to the contractor without regulating payments in
accordance with the terms of agreement towards additional dewatering
charges, diversion of water course and transportation of excavated hard

rock.
(Paragraph: 4.2.3)

Idle investment/idle establishment/blockage of funds

Construction of a minor irrigation tank at Kamatnoor in Hukkeri Taluk of
Belgaum district without synchronising its execution with its canal works
which also breached due to non-supervision by the Minor Irrigation
Division, Belgaum during execution resulted in unproductive outlay of

Rs.5.51 crore.
(Paragraph: 4.3.4)

Execution of scarcity relief works by Public Works Department and Water
Resources Department through contractors and issue of food grains to
them on concessional rates resulted in undue benefit of Rs.2.53 crore
besides depriving direct employment to the drought affected farmers.

(Paragraph: 4.4.1)

Regularity issues and other points

While providing Grant-in-aid to the private management colleges, the
Government irregularly released grants of Rs.40.48 crore to ineligible
colleges and colleges without the Certificate of Accreditation. Release of
grants of Rs.4.90 crore was also made due to incorrect fixation of pay and
lecturers without prescribed workload.

(Paragraph: 4.5.1)
Excess payment of family pension of Rs.1.19 crore was made by Public

Sector Banks beyond the indicated period in 629 cases relating to 28
district treasuries.

(Paragraph: 4.5.2)
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_ CHAPTERI

' FINANCES OF THE STATE GOVERNMENT

Summary

The State Government formulated the first Medium Term Fiscal Plan (MTFP) for the
period 2000-01 to 2004-05 based on broad parameters of fiscal correction laid down
by the Eleventh Finance Commission. The statutory backing for MTFP was provided
by the Karnataka Fiscal Responsibility Act, 2002 (Act), which came into force from
1 April 2003. The Act, inter-alia, provided for elimination of revenue deficit and
reduction of fiscal deficit to not more than three per cent of the Gross State Domestic
Product (GSDP) by the end of 2005-06. The State achieved these fiscal goals one
year ahead, with the year 2004-05 ending in revenue surplus of Rs.1,638 crore. Fiscal
deficit increased marginally from Rs.3,600 crore in 2004-05 to Rs.3,687 crore in
2005-06. Its ratio to GSDP was less than three per cent during the years 2004-05 and
2005-06. Revenue surplus increased to Rs.2,311 crore in 2005-06.

Revenue of the State consisting of its tax and non-tax revenue, Central tax transfers
and grants-in-aid from Government of India (GOI) increased by 105 per cent from
Rs.14,823 crore in 2000-01 to Rs.30,352 crore in 2005-06. Taxes on sales, trade efc.,
was the major source of tax revenue which contributed 53 per cent followed by state
excise (18 per cent), stamps and registration fees (12 per cent) and taxes on vehicles
(6 per cent). Arrears of revenue increased by 91 per cent from Rs.1,894 crore in
2000-01 to Rs.3,620 crore to end of 2005-06.

Overall expenditure of the State increased by 78 per cent from Rs.19,143 crore in
2000-01 to Rs.34,163 crore in 2005-06. Revenue expenditure increased from
Rs.16,685 crore in 2000-01 to Rs.28,041 crore in 2005-06 (increase:68 per cent).
While plan expenditure increased from Rs.3,481 crore to Rs.5,069 crore (increase:
46 per cent) only, the non-plan expenditure increased from Rs.13,204 crore to
Rs.22,972 crore (increase: 74 per cent). Interest payments at 12 per cent of revenue
receipts were below the limit of 15 per cent prescribed by the Twelfth Finance
Commission for the year 2005-06. The expenditure on salaries increased from
Rs.4,630 crore in 2000-01 to Rs.5,932 crore in 2005-06. Pension payments
constituted seven per cent of total revenue receipts in 2005-06. Subsidies paid to
various corporations efc., increased from Rs.1,514 crore in 2000-01 to Rs.3,712 crore
in 2005-06. Capital expenditure increased by 149 per cent from Rs.2,458 crore in
2000-01 to Rs.6,122 crore in 2005-06.

The ratio of fiscal liabilities (Rs.52,236 crore) to GSDP was 31 per cent in 2005-06
and would be 34 per cent taking into account the off-budget borrowings
(Rs.5,319 crore) of the State in 2005-06.

Net Auvailability of borrowed funds increased during 2005-06 mainly due to
consolidation and rescheduling of Central loans.

The amount guaranteed by the State Government on behalf of Statutory Corporations,
Government Companies, etc and outstanding as of March, 2006 was Rs.8,984 crore.

The return from investments to Government companies continued to be meagre and
was at 0.1 per cent in 2005-06 as against the weighted interest rate of 9.2 per cent on
the borrowings of the State Government.
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The accounts of the State Government are kept in three parts (i) Consolidated
Fund, (ii) Contingency Fund and (iii) Public Account (Appendix 1.1-Part A).
The Finance Accounts of the Government of Karnataka are laid out in 19
statements, presenting receipts and expenditure, revenue as well as capital, in
the Consolidated Fund, the Contingency Fund and the Public Account of the
State. The layout of the Finance Accounts is depicted in Appendix 1.1-Part B.

1.1.1 Summary of Receipts and Disbursements

Table 1 below summarises the finances of the Government of Karnataka for
the year 2005-06 as compared to the previous year, covering revenue receipts
and expenditure, capital receipts and expenditure, contingency fund
transactions and public account receipts/disbursements as emerging from
statement-1 of Finance Accounts and other detailed statements.

Table 1: Summary of Receipts and Disbursements

(Rupees in crore)

~2004-05 | Receipts [ 200506 | 2004-05 | Disbursements 2005-06
Section-A: Revenue
Non-Plan Plan Total
26,569.66" Revenue receipts 30,352.05 | 24931.85* | Revenue expenditure 22,972.22 5068.67 28,040.89
16,072.32* | Tax revenue 18,631.55 9,900.24 | General Services 10,023.81 12.01 10,035.82
4.472.34* | Non-tax revenue 3,874.71 7,722.75 | Social Services 5,787.97 | 3,110.82 8,898.79
3.878.44 | State’s share of Union 4,213.42 6.510.52* | Economic Services 6,001.48 | 1,945.84 7,947.32
Taxes and Duties
2,146.56 | Grants from GOI 3,632.37 798.34 | Grants-in-aid/Contributions 1,158.96 ——- 1,158.96
Section-B: Others
-- | Misc. Capital Receipts — 4,673.68 | Capital Outlay 15.53 | 5,806.40 5,821.93
46.85* | Recoveries of Loans 123.55 611.43 | Loans and Advances 43.66 255.94 299.60
and Advances disbursements
8,509.43 | Public debt receipts 5,663.55 4,029.40 | Repayment of Public Debt 810.86 -— 810.86
40.52 | Contingency Fund 38.91 Contingency Fund - - -—
(recoupment) 38.91
36,325.19 | Public account 38,025.00 Public account -— -— | 36,702.25
Receipts 35,462.75 | disbursements
335.48 Opemng Cash Balance 2,079.11 2,079.11 Closmg Cash Ba]anoe 4,606.64
 71.827.13 | Total 76,282.17 71,8273 | Total 0 23,842.27 [ 11,131.01 | 76,282.17

+ Refer explanatory note no.5 below Statement-111 Sources and Appllcanons of Funds.

Following are the significant changes in receipts and disbursements during
2005-06 over the previous year:

Revenue receipts grew by Rs.3,782 crore due to rise in tax revenue
(Rs.2,560 crore), grants from GOI (Rs. 1,485 crore) and State’s share of
union taxes and duties (Rs.335 crore), partly off-set by fall in non-tax

revenue (Rs.598 crore).

e Revenue expenditure increased by Rs.3,109 crore. Increase was
mainly under social services (Rs.1,176 crore) and economic services
(Rs.1,436 crore).

e Capital outlay was more by Rs.1,148 crore. Enhanced outlay was
mainly under social services sector (Rs.619 crore) and economic
services sector (Rs.447 crore).
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e Public debt receipts decreased by Rs.2,845 crore due to reduction in
internal debt (Rs.1,958 crore) and loans from Government of India
(Rs.887 crore).

e Repayment of public debt was less by Rs.3,218 crore mainly due to
consolidation and rescheduling of repayment of Central loans under
Debt Consolidation Relief Facility recommended by the Twelfth
Finance Commission (TFC).

e Cash balance of the State Government increased by Rs.2,528 crore.
1.1.2  Fiscal Reforms Path in Karnataka

In Karnataka, fiscal reforms and consolidation were brought to the forefront
with the State Government formulating the first Medium Term Fiscal Plan
(MTEFP) for the period 2000-01 to 2004-05 based on broad parameters of fiscal
correction laid down by the Eleventh Finance Commission (EFC). MTFP
became a rolling annual document to report on the actual performance of the
State against fiscal targets of the previous year and to put in place a multi-year
medium term reform framework dovetailed to the budgetary exercise.

The statutory backing for MTFP was provided by the Karnataka Fiscal
Responsibility Act, 2002 (Act), which came into force from 1 April 2003. The
Act aims to ensure fiscal stability and sustainability, enhance the scope for
improving social and physical infrastructure and human development by
achieving revenue surplus, reducing fiscal deficit, removing impediments to
the effective conduct of fiscal policy and prudent debt management through
limits on borrowings, debt and deficits, greater transparency in fiscal
operations by the use of medium-term fiscal framework.

To give effect to the fiscal management principles, the Act prescribed the
following fiscal targets for the State Government.

s Elimination of revenue deficit by the end of the financial year
2005-06.
® Reduction of fiscal deficit to not more than three per cent of the

estimated Gross State Domestic Product (GSDP) by the end of the
financial year 2005-06.

. Limiting the total liabilities to not more than 25 per cent of the
estimated GSDP within a period of 13 financial years, i.e., by the end
of the financial year 2014-15.

. Maintaining outstanding guarantees within the limit stipulated under
the Karnataka Ceiling to Government Guarantees Act, 1999.

Revenue and fiscal deficits may exceed the specified limits due to unforeseen
demands on the State finances on account of natural calamities to the extent of
actual fiscal costs attributable to the situation.
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1.1.3  Fiscal Policy Statements 2005-06

The State Government has laid the Medium Term Fiscal Plan (MTFP) for the
period 2005-09 before the State Legislature along with the annual budget for
the year 2005-06, which inter alia contained:

e medium term fiscal objectives of the State Government.

e cvaluation of the performance of the prescribed fiscal indicators in the
previous year.

e recent economic trends and prospects for growth and development.

e strategic priorities and key fiscal policies of the Government and
evaluation of their consistency.

e four year rolling targets.

e assessment of sustainability relating to the revenue deficit and the use of
capital receipts for productive purposes.

1.1.4 Roadmap to achieve the fiscal targets as laid down in the Act

Keeping in view the fiscal targets laid down in the Act, the anticipated annual
rate of reduction of fiscal deficit of the States worked out by the Government
of India for the TFC award period, the State Government has developed its
own fiscal correction path indicating the milestones of outcome indicators
with target dates of implementation during the period from 2004-05 to 2009-
10 (Appendix 1.2).

The State achieved the fiscal targets laid down in the Act one year ahead, with
the year 2004-05 ending in revenue surplus of Rs.1,638 crore. Fiscal deficit of
Rs.3,600 crore was below three per cent of GSDP. Guarantees given by the
State Government were within the prescribed limit. The ratio of fiscal
liabilities to GSDP showed declining trend and was around 31 per cent in
2005-06 exclusive of off-budget borrowings. As a result, the State got the full
benefit of incentive grants of Rs.286 crore for the EFC award period. The
State also got interest relief of Rs.292 crore under Debt Consolidation and
Relief Facility (DCRF) and waiver of Central loans of Rs.358 crore under
Debt Write-off Scheme (DWS) for the year 2005-06.

1.1.5 Mid-term review of fiscal situation

According to the half-yearly review report placed before the State Legislature
in compliance to the provisions of the Act, realisation of revenues to end of
September 2005 was on target. Keeping in view additional expenditure
approved in supplementary estimates, the half-yearly review acknowledged
the need for expenditure restraints in the remaining period of the year.
Expenditure at the year end was within the targets projected in MTFP.
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1.2  Overview of Fiscal situation of the State

1.2.1 Trends in fiscal aggregates

The fiscal position of the State Government during the current year as
compared to the previous year is given in Table 2:

Table 2 : Trends in fiscal aggregates

(Rupees In crore)

2004-05 Serial Number Major Aggregates 2005-06
26,570 1. Revenue Receipts (2+3+4) 30,352
16,072* 2. Tax Revenue 18,632

4473 3. Non-Tax Revenue 3,875
6,025 4. Other Receipts 7.845
47 5 Non-Debt Capital Receipts 124
Loans and Advances recovered
26,617 6. Total Receipts (1+5) 30,476
20,023 7. Non-Plan Expenditure (8+10+11) 23,032
19,807 8. On Revenue Account 22,972
3,794 9. Interest Payments 3.765
88 10. On Capital Account 16
128 11, Loans and Advances disbursed 44
10,194 12. Plan Expenditure (13+14+15) 11,131
5,125 13, On Revenue Account 5,069
4,586 14. On Capital Account 5.806
483 15. Loans and Advances disbursed 256
30,217 16. Total Expenditure (7+12) 34,163
3,600 17. Fiscal Deficit (16-(1+5)) 3,687
1,638 18. Revenue Surplus (1-8-13) 2,311
| 194 19. Primary Surplus (9-17) 78

* refer explanatory note No.5 below Sources and Applications of Funds

E3 Audit Methodology

Audit observations on the statements of Finance accounts for the year 2005-06
bring out the trends in major fiscal aggregates of receipts and expenditure;
wherever necessary, analyse these in the light of time series data (Statement
V) and periodic comparisons. Major fiscal aggregates like tax and non-tax
revenue, revenue and capital expenditure, internal debt and revenue and fiscal
deficits have been presented as percentage to the GSDP at current market
prices. The new GSDP series with 1993-94 as base as published by the
Director of Economics and Statistics of the State Government have been used.
For tax revenue, non-tax revenue, revenue expenditure, efc., buoyancy
projections have also been provided for a further estimation of the range of
fluctuations with reference to the base represented by GSDP. The key
indicators adopted for the purpose are (i) resources by volumes and sources,
(ii) application of resources (iii) assets and liabilities and (iv) management of
deficits. Audit observations also take into account the cumulative impact of
resource mobilisation efforts, debt servicing and corrective fiscal measures.
The overall financial performance of the State Government as a body
corporate has been presented by the application of a set of ratios commonly
adopted for the relational interpretation of fiscal aggregates. In addition,
selected indicators of financial performance of the Government are listed in
this section; some of the terms used in this context are explained in
Appendix 1.1-Part C.
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1.4  State Finances by key indicators |

1.4.1 Resources by Volumes and Sources

Resources of the State Government consist of revenue receipts and capital
receipts. Revenue receipts consist of tax revenue, non-tax revenue, State’s
share of union taxes and duties and grants-in-aid from the Government of
India (GOI). Capital receipts comprise miscellaneous capital receipts such as
proceeds from disinvestments, recovery of loans and advances, debt receipts
from internal sources (market loans, borrowings from financial
institutions/commercial banks) and loans and advances from GOI as well as
accruals from public account.

Table 3 shows that the total receipts of the State Government for the year
2005-06 were Rs.74,203 crore. Of these, revenue receipts were Rs.30,352.05
crore (41 per cent). The balance came from borrowings, receipts from
contingency fund and public account.

Table 3 : Resources of Karnataka
(Rupees in crore)

Revenue Receipts 30,352.05
Capital Receipts 5,787.10
Recovery of Loans and Advances 123.55
Public Debt Receipts 5,663.55
Contingency Fund 38.91
Public Account Receipts 38.,025.00
Small Savings, Provident Fund, ezc., 1.650.55
Reserve Funds 1,288.36
Deposits and Advances 15,926.09
Suspense and Miscellaneous 16,393.36
Remittances ) 2,766.64
Total Receipts : 74,203.06

1.4.2  Revenue Receipts

Statement-11 of the Finance Accounts details the revenue receipts of the
Government. Revenue receipts are linked to economic activity and GSDP is
its natural base. Apart from the quantum and rate of growth of revenue
receipts, it is equally important to look at these receipts relative to this base
and its expansion over time. Overall revenue receipts, their annual rate of
growth, ratio of these receipts to GSDP and their buoyancy are indicated in
Table 4.
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Table 4 : Revenue Receipts — Basic Parameters

2000-01

i 2001-02 | 2002-03 | 2003-04 | 2004-05 | 2005-06
Revenue Receipts (RR) 14,823 15,321 16,169 20,760 26,570 30,352
(Rupees in crore)

State’s own taxes (per cent) 61.0 64.3 64.6 60.5 60.5 61.4
Non-Tax Revenue (per cent) 11.2 7.2 7.9 14.3 16.8 12.8
Central Tax Transfers (per cent) 17.4 17.1 1'7.2 15.6 14.6 13.9
Grants-in-aid (per cent) 10.4 11.4 10.3 9.6 8.1 11.9
Rate of Growth of RR (per cent) 14.8 34 5.5 28.4 27.9 14.2
RR-GSDP (per cent) 14.2 14.1 13.6 15.9 17.9 18.1
Revenue Buoyancy (ratio) 1.5 0.9 0.6 2.9 2.0 1.1
State’s own taxes Buoyancy 1.7 24 0.6 2.1 2.0 1.2
(ratio)

Revenue Buoyancy with respect 0.9 0.4 0.9 1.4 1.0 0.9
to State’s own taxes (ratio)

GSDP Growth (per cent) 10.1 3.7 9.3 9.7 14.1 12.7

Revenue receipts of the State increased from Rs.14,823 crore in 2000-01 to
Rs.30,352 crore in 2005-06 (105 per cent). The low growth rate of around
three and six per cent during the years 2001-02 and 2002-03 was due to
deficient monsoons and severe drought coupled with depressed buoyancy in
Central transfers. The growth increased to around 28 per cent during the years
2003-04 and 2004-05 due to increase in collections under various components
of tax revenue on account of tax reforms initiated by the State Government.

The decline in revenue receipts during 2005-06 in real terms was by six
percentage points only as revenue receipts for the year 2004-05 were
overstated by Rs.900 crore due to transfer of unspent balances to revenue
account from public account and loans and advances (mentioned in Audit
Report for the year 2004-05).

There was increase in tax revenue by Rs.2,841 crore and non-tax revenue by
Rs.1,526 crore over the normative assessment made by TFC in its report.

Tax revenue of the State increased from Rs.9,043 crore in 2000-01 to
Rs.18,632 crore in 2005-06. Its rate of growth, however, fell from 28 per cent
in 2004-05 to 16 per cent in 2005-06 mainly due to fall in rate of growth of
taxes on sales, trade etc., from 31 per cent to 13 per cent following
introduction of Value Added Tax (VAT). The State Government received
VAT loss compensation of Rs.1,039 crore from GOI for the period from
April 2005 to February 2006. The compensation was received as part of non-
plan grants from GOI.

Taxes on sales, trade efc., was the major source of State’s own tax revenue
which contributed 53 per cent followed by state excise (18 per cent), stamps
and registration fees (12 per cent) and taxes on vehicles (6 per cent).
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The main contributors of non-tax revenue (Rs.3,875 crore) during 2005-06
were State lotteries (Rs.1,767 crore), Non-ferrous Mining and Metallurgical
Industries (Rs.325 crore), interest receipts (Rs.283 crore) and Other General
Economic Services (Rs.295 crore). Non-tax revenue was however overstated
to the extent of Rs.443 crore due to transfer of unspent balance of Rs.426 crore
from Panchayat Raj Bodies Fund in public account to revenue account, and
accounting of food subsidy of Rs.10 crore and grant-in-aid of Rs.seven crore
for tourism development received from GOI as departmental receipts.

Central tax transfers for the State increased from Rs.3,878 crore in 2004-05 to
Rs.4,213 crore in 2005-06. The share of the Central tax transfers in the
revenue receipts, however, decreased from 15 per cent to 14 per cent. The
increase in Central tax transfers (Rs.335 crore) was mainly due to increase in
taxes on income other than corporation tax (Rs.109 crore), corporation tax
(Rs.59 crore), service tax (Rs.105 crore), customs (Rs.42 crore) and union
excise duties (Rs.17 crore).

Grants-in-aid from GOI increased from Rs.2,147 crore in 2004-05 to
Rs.3,632 crore. The steep rise in receipt of non-plan grants from Rs.263 crore
to Rs.1,736 crore was mainly on account of grants received towards VAT loss
compensation (Rs.1,039 crore) and increase in grants for calamity relief
(Rs.313 crore). Grants for State plan schemes decreased by Rs.167 crore
(15 per cent), while grants for Central and Centrally sponsored plan schemes
increased by Rs.185 crore (23 per cent) during 2005-06.

Arrears of revenue increased by 91 per cent from Rs.1,894 crore in 2000-01 to
Rs.3,620 crore to end of 2005-06. Arrears were mainly in respect of taxes on
sales, trade erc., (Rs.2,874 crore) and state excise (Rs.700 crore). State excise
arrears of Rs.507 crore were outstanding for more than five years.

Composition of revenue receipts during 2005-06 is indicated graphically
below:

Revenue Receipts for 2005-06
(in per cent)

O oOwn Taxes B Non-Tax Revenue
O Central Tax Transfers H Grants-in-aid
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1.4.3 Sources of Receipts -Trends

Sources of revenue under different heads and GSDP during 2000-2006 are
indicated in Table 5.

Table 5 : Sources of Receipts: Trends
(Rupees in crore)

- v... | Revenue |— S pltal Becplpiss = Contngoney Accrualsin | Total Gross State
X Receipts PonDebt| < iiehfis L Rand b Aceonnt Receipts | Domestic product
ot == Receipts | Receipts Receipts | ; il PEM
2000-01 14,823 101 3,371 15 24,797 43,107 1,04,541
2001-02 15,321 35 5,146 54 28,502 49,058 1,08.461
2002-03 16,169 928 5.433 8 27,879 50,417 1,18,604
2003-04 20,760 64 7,988 - 30,513 39,325 1.30,127
2004-05 26,570 47 8,509 41 36,325 71,492 1,48,521
2005-06 30,352 124 5,664 39 38.025 74,204 1,67,399

Total receipts of the State increased by 72 per cent from Rs.43,107 crore in
2000-01 to Rs.74,204 crore in 2005-06. Debt receipts which create future
repayment obligation increased by 152 per cent from Rs.3,371 crore to
Rs.8,509 crore during the period 2000-05. Fiscal reforms undertaken by State
Government resulted in reduction of public debt receipts to Rs.5,664 crore
(33 per cent) in 2005-06.

|1.5 ~ Application of Resources

1.5.1 Growth of Expenditure

Statement 12 of the Finance Accounts depicts the detailed revenue expenditure
by minor heads and capital expenditure by major heads. States raise resources
to perform their sovereign functions, maintain their existing nature of delivery
of social and economic services, extend the network of these services through
capital expenditure and investments and discharge their debt servicing
obligations.

Total expenditure, its annual growth rate and ratio of expenditure to GSDP
and to revenue receipts and its buoyancy in relation to GSDP and revenue
receipts are indicated in Table 6 below followed by its graphic representation.

Table 6 : Total Expenditure — Basic Parameters

| aER | 2000-01 | 2001-02 | 2002-03 | 2003-04 | 2004-05 | 2005-06
Total Expenditure (TE)* 19,143 | 21,225 | 22379 | 25325 30,217 34,163
(Rupees in crore)
Rate of Growth (Per cent) 10.5 10.9 54 13.2 19.3 13.1
TE/GSDP Ratio (Per cent) 18.3 19.6 18.9 19.5 203 204
Revenue Receipts/TE 77.4 72.2 72.2 82.0 87.9 88.8
Ratio(Per cent)
Buoyancy of Total
Expenditure with
GSDP(Ratio) 1.0 2.9 0.6 1.4 1.4 1.0
Revenue Receipts (Ratio) 0.7 3.2 1.0 0.5 0.7 0.9

* Total expenditure includes revenue expenditure, capital expenditure & loans and advances
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Growth of Total Expenditure
(Rupees in crore)

40,000
34,163
35,000 4 30,217
30,000 - 25,325
25,000 - 21,225
19,143 28,041
20,000 24,932
15,000 4 16,685 118,605 18,815
1l 6,122
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|-.-Total expenditure (TE) == Revenue expenditure =~ * Capital expenditure |

Capital expenditure includes disbursement of loans and advances

The total expenditure increased from Rs.19,143 crore in 2000-01 to
Rs.34,163 crore in 2005-06 (78 per cent). Revenue expenditure as percentage
of total expenditure declined from 87 per cent in 2000-01 to 82 per cent in
2005-06. There was significant increase in the ratio of revenue receipts to
total expenditure from 77 per cent in 2000-01 to 89 per cent in 2005-06,
indicating that nearly 89 per cent of the State’s total expenditure was met from
its revenue receipts, leaving the balance to be met from the borrowings. The
buoyancy of total expenditure with reference to GSDP stood at one in 2005-06
indicating that the total expenditure grew with the same pace as that of GSDP.

Capital expenditure including loans and advances increased by 149 per cent
from Rs.2,458 crore in 2000-01 to Rs.6,122 crore in 2005-06. It increased
from 13 per cent of total expenditure in 2000-01 to 18 per cent in 2005-06.
However, there was no visible increase in capital expenditure as a percentage
of total expenditure in 2005-06 over the previous year. Capital expenditure of
Rs.6,122 crore during 2005-06 included Rs.2,011 crore (33 per cent) on debt
servicing. Thus, only 67 per cent of the capital outlay was towards
developmental expenditure.

Trends in Total Expenditure by Activities:

In terms of activities, total expenditure could be considered as being composed
of expenditure on general services including interest payments, social and
economic services, grants-in-aid and loans and advances. Relative share of
these components in total expenditure (including disbursements of loans and
advances) is indicated in Table 7.

10
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Table 7 : Components of Expenditure — Relative Share

(in per cent)

; 2000-01 | 2001-02 | 2002-03 | 2003-04 | 2004-05 | 2005-06
General Services 29.7 29.5 32.1 36.2 33.2 30.0
Of which interest payments 42.0 42.8 45.8 40.5 37.8 36.7
Social Services 33.6 31.3 29.6 29.2 27.2 29.3
Economic Services 31.3 34.1 329 28.1 35.0 36.4
Grants-in-aid 28 2.7 2.6 2.5 2.6 34
Loans and advances 2.6 2.4 2.8 4.0 2.0 0.9

The components of expenditure during 2005-06 are indicated graphically
below:

]

Allocative Priorities - Trend of Expenditure 2005-06

3.4 O General Services
E Economic Services
O Loans & Advances

O Social services

O Grants-in-aid and
36.4 Contributions

The movement of relative share of these components indicates that while the
share of social services in total expenditure declined from 34 per cent in
2000-01 to 29 per cent in 2005-06, the relative share of general services,
considered as non-developmental, increased from 30 per cent in 2000-01 to
36 per cent in 2003-04, thereafter declined to 30 per cent in 2005-06. The
share of economic services expenditure increased from 31 per cent in 2000-01
to 36 per cent in 2005-06 with inter-year variations.

Interest payments, which constituted 46 per cent in 2002-03, highest during
the six-year period, declined to 37 per cent in 2005-06 on account of
replacement of high cost loans to the extent of Rs.5,642 crore with low cost
loans under debt-swap scheme in 2002-03 (Rs.831 crore), 2003-04
(Rs.2,017 crore) and 2004-05 (Rs.2,794 crore). Consolidation and
rescheduling of Central loans aggregating Rs.7,166 crore to be repaid in 20
years with the interest rate of 7.5 per cent was another factor for reduction of
interest payments in 2005-06.

1.5.2 Incidence of revenue expenditure

Revenue expenditure has the predominant share in the total expenditure.
Revenue expenditure is incurred to maintain the current level of services and
payment for the past obligations and as such does not result in any addition to
the State’s infrastructure and service network. The overall revenue
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expenditure, its rate of growth, ratio of revenue expenditure to GSDP and to
revenue receipts and its buoyancy are indicated in Table 8.

Table 8 : Revenue Expenditure — Basic Parameters
(Rupees in crore)

= ] 2000-01 | 2001-02 | 2002-03 | 2003-04 | 2004-05 | 2005-06
Revenue Expenditure (RE) 16,685 18,605 18,815 21,285 24,932 28,041
Non-Plan Revenue (NPRE) 13,204 14,662 15,570 17,732 19,807 | 22,972
Expenditure
Plan Revenue Expenditure (PRE) 3,481 3,943 3,245 3,553 5,125 5,069
Rate of Growth (Per cent)

NPRE 7.9 11.0 6.2 13.9 11.7 16.0
PRE 16.3 133 ] (-17.70 9.3 44.2 (-)1.1
NPRE/ GSDP (Per cent) 12.6 13.5 13.1 13.6 13.3 13.7
NPRE as per cent of TE 69.0 69.1 69.6 70.0 65.5 67.2
NPRE as per cent to Revenue Receipts 89.1 935.7 96.3 854 74.5 757
Buoyancy of Revenue Expenditure with

GSDP (Ratio) 0.9 3.1 0.1 1.3 1.2 1.0
Revenue Receipts (Ratio) 0.6 3.4 0.2 0.5 0.6 0.9

Revenue expenditure increased from Rs.16,685 crore in 2000-01 to
Rs.28,041 crore in 2005-06 (increase: 68 per cent). While plan expenditure
increased from Rs.3.481 crore to Rs.5,069 crore only (increase: 46 per cent),
the non-plan expenditure increased from Rs.13,204 crore to Rs.22,972 crore
(increase: 74 per cent) . The non plan revenue expenditure was at 67 per cent
of total expenditure and 76 per cent of revenue receipts during 2005-06. The
increase in non-plan expenditure by Rs.3,165 crore in 2005-06 over the
previous year was mainly due to increase in subsidy payments (Rs.980 crore),
salaries (Rs.540 crore) compensation and assignments to panchyat raj
institutions and local bodies (Rs.361 crore).

1.5.3 Committed Expenditure
Expenditure on Salaries

The expenditure on salaries increased from Rs.4,630 crore in 2000-01 to
Rs.5,932 crore in 2005-06 as indicated in Table 9:

Table 9 : Expenditure on Salaries
(Rupees in crore)

Heads 2000-01 2001-02 2002-03 2003-04 2004-05 2005-06°
Expenditure on Salaries™ 4.629.99 5,029.74 4,940.70 5,322.76 5,392.15 5,932.49
Non-plan Head 4,089.17 4,304.51 4.643.00 5,007.07 5,074.62 5,597.59
Plan Head" 540.82 725.23 297.70 315.69 317.53 334.90
As percentage of GSDP 44 4.6 4.2 4.1 3.6 3.5
As percentage of Revenue 31.2 32.8 30.6 25.6 20.3 19.5
Receipts

Expenditure on salaries as a percentage of GSDP declined from 5 per cent in
2001-02 to 3.5 per cent in 2005-06. As a percentage of revenue receipts, it
decreased from 33 to 20 per cent due to reform measure undertaken by the

* Based on figures furnished by the Finance Department
“ Figures for 2005-06 based on revised estimates.
¥ Includes salaries under Centrally Sponsored Schemes
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State Government, viz., freeze on creation of posts and recruitment except in
high priority departments like health, police and education. It was however
around 27 per cent of revenue expenditure net of pensions and interest
payments, within the limit of 35 per cent recommended by TFC.

Pension payments

Year-wise break-up of expenditure incurred on pension payments during the
years 2000-2001 to 2005-06 was as under:

Table 10 : Expenditure on Pensions
(Rupees in crore)

Head | 2000-01 | 2001-02 | 2002-03 | 2003-04 | 2004-05 | 2005-06
Expenditure on Pension 1,583 1,641 1,773 1,901 2,157 2,237
As per cent of GSDP 1.5 1.5 1.5 1.5 1.4 1.3
As per cent of Revenue Receipts 10.7 10.7 11.0 9.2 8.1 7.4

The State Government estimated the pension liabilities based on the historical
growth rate of pension and not on actuarial basis. Expenditure on pension
payments was Rs.2,237 crore which constituted eight per cent of the total
revenue receipts of the State in 2005-06. The State Government introduced
contributory pension scheme to cover employees recruited after 1 April 2006.
The Government, however, is yet to take action to appoint pension regulator as
recommended by TFC.

Interest payments

The details of interest payments of the State Governments for the period
2000-01 to 2005-06 and its percentage with reference to revenue receipts and
revenue expenditure are given in Table 11.

Table 11 : Interest Payments

~ Revenue Revenue Interest Percentage of interest payment
Receipts | Expenditure | Payment with reference to
Year - = - Gl '
(Rupees in crore) - Revenue - Revenue
: _Receipts | Expenditure
2000-2001 14,823 16,685 2,388 16.1 14.3
2001-2002 15,321 18,605 2,683 17.5 14.4
2002-2003 16,169 18,815 3,292 20.4 17.5
2003-2004 20,760 21,285 3,710 17.9 17.4
2004-2005 26,570 24,932 3,794 14.3 15.2
2005-2006 30,352 28,041 3,765 12.4 13.4

The ratio of interest payments to revenue receipts determines the sustainability
of debt of the State. As per the recommendation of TFC, the level of interest
payments relative to revenue receipts should fall to 15 per cent by 2009-10.
Interest payments as a percentage of revenue receipts were 16 to 20 per cent
during the years 2000-01 to 2003-04. Interest payments were below the limit
of 15 per cent prescribed by TFC for the years 2004-05 (14 per cent) and
2005-06 (12 per cent). This was partly due to gain of Rs.292 crore in the
nature of reduction of interest to be paid during 2005-06 under DCRF
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envisaged by TFC. Even taking into account the interest (Rs.721 crore) paid
on off-budget borrowings, the percentage of interest payments relative to
revenue receipts was 15 per cent in 2005-06. Despite this, interest payments
during the years 2003-04 to 2005-06 ranged between Rs.3,710 crore to
Rs.3,794 crore due to increase in quantum of loan from National Small
Savings Funds which carried a rate of interest of 9.5 per cent during the
period.

Interest liability for 2002-03, 2003-04 and 2004-05 towards retirement of high
cost debt under Debt Swap Scheme was Rs.10.96 crore. The Ministry of
Finance, GOI, however, worked it out at Rs.92.47 crore and advised
(March 2006) RBI to debit the State finances accordingly without consulting
the Accountant General (Accounts & Entitlement) who is responsible for
arranging repayment of loans along with interest to GOI. This resulted in
avoidable outgo of cash of Rs.53.62 crore during 2005-06 (excluding
Rs.27.89 crore paid in excess under DCRF and adjusted by the GOI).

Subsidies

Though the finances of the State are under strain, State Government has been
paying subsidies to various Corporations efc., the trends in the subsidies given
by the State Government are given in Table 12.

Table 12 : Subsidies

s Afnout::t : g‘};e;iig;s:f)rg:g Perceqtage of Suh.s_idy to
s (Rs.in Crore) | ' previous year : revenue expenditure
2000-01 1,514 24 9
2001-02 2,861 89 15
2002-03 2,230 (-) 22 12
2003-04 2,066 (-) 07 10
2004-05 2,732 32 11
2005-06 3,712 36 13

Increase of subsidy payment by Rs.980 crore in 2005-06 over the previous
years was mainly due to waiver of interest (Rs.850 crore) on crop loans
ordered by the State Government. Power Sector continued to be highly
subsidized with the subsidy of Rs.1,821 crore followed by co-operation
(Rs.924 crore), food (Rs.744 crore), transport (Rs.98 crore) and industries
(Rs.98 crore). Subsidy on housing and others accounted for Rs.25 crore.

As against subsidy of Rs.1,750 crore projected for power sector in MTFP for
the year 2005-06, actual subsidy extended was Rs.1,821 crore. Food subsidy
paid exceeded the allocation by Rs.229 crore, while transport subsidy paid was
Rs.98 crore as against the estimated provision of Rs.70 crore for the year
2005-06.
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Trends in expenditure on pension, interest payments and salaries are
graphically depicted below:

Trend of non-developmental expenditure
(Rupees in crore)
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1.6  Expenditure by Allocative Priorities

1.6.1 Quality of Expenditure

The availability of better social and physical infrastructure in the State reflects
its quality of expenditure. Therefore ratio of capital expenditure to total
expenditure as well as to GSDP and proportion of revenue expenditure being
spent on running cfficiently and effectively the existing social and economic
services would determine the quality of expenditure. Higher the ratio of these
components to total expenditure and GSDP better is the quality of expenditure.
Table 13 gives these ratios during 2000-06.

Table 13 : Indicators of Quality of Expenditure

(Rupees in crore)

2000-01 | 2001-02 | 2002-03 | 2003-04 | 2004-05 | 2005-06
Capital Expenditure 1047 2106 2936 3029 4674 5822
Revenue Expenditure of which 16685 18605 18815 21285 24932 28041
Social & Economic Services
(i) Salary Component 3409.01 | 3679.87 | 3589.84 | 3796.48 3887.09 | 4315.19
(ii) Non-Salary Component 7110.89 | 8146.72 | 7538.83 | 7820.26 | 10346.18 | 12530.92
As per cent of Total Expenditure
Capital Expenditure 10.45 10.17 13.50 12.46 15.79 17.19
Revenue Expenditure 89.55 89.83 86.50 87.54 84.21 82.81
As per cent of GSDP -
Capital Expenditure 1.86 1.94 2.48 233 3.15 348
Revenue Expenditure 15.96 17.15 15.86 16.36 16.79 16.75
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Revenue expenditure declined from 90 per cent of total expenditure in
2000-01 to 83 per cent in 2005-06, while Capital expenditure increased from
10 per cent to 17 per cent during the period. Revenue expenditure as a
percentage of GSDP increased from 16 per cent to 17 per cent while Capital
expenditure increased from two to three per cent.

Salary component under social and economic services sectors, as a share of
revenue expenditure, declined significantly from 20 per cent in 2000-01 to
15 per cent in 2005-06.

1.6.2 Expenditure on Social Services

Given the fact that human development indicators such as access to basic
education, health services and drinking water and sanitation facilities etc.,
have a strong linkage with eradication of poverty and economic progress, it
would be prudent to make an assessment with regard to the expansion and
efficient provision of these services in the State. Table 14 summarises the
expenditure incurred by the State Government in expanding and strengthening
social services in the State during 2000-06.

Table 14 : Expenditure on Social Services

(Rupees in crore)

deiiE e ' 2000-01 | 2001-02 | 2002-03 | 2003-04 | 2004-05 | 2005-06
Education, Sports, Art and Culture 3488.75 | 3505.88 | 3570.72 | 3771.33 | 4362.83 | 4890.07
Revenue Expenditure of which 3482.61 | 3501.41 | 3564.01 3766.02 | 4357.91 4837.40
a) Salary component 1916.66 | 2104.99 | 2017.82 | 214256 | 2292.74 | 2606.79
b) Non Salary component 1565.95 | 1396.42 | 1546.19 | 1623.46 | 2065.17 | 2230.61
Capital Expenditure 6.14 4.47 6.71 5.31 4.92 52.67
Health and Family Welfare 1005.32 | 1085.84 | 1004.12 995.70 | 1043.91 | 1146.19
Revenue Expenditure of which 903.56 986.32 | 953.65 958.93 | 1035.61 | 1138.50
a) Salary _component 535.55 559.71 570.10 581.78 573.95 616.03
b) Non Salary component 368.01 426.61 383.55 377.15 461.66 522.47
Capital Expenditure 101.76 99.52 50.47 36.77 8.30 7.69
Water Supply, Sanitation, 782.29 769.34 | 743.36 | 1083.03 | 1269.27 | 1881.55
Housing and Urban Development
Revenue Expenditure of which 642.10 713.41 576.04 794.22 857.89 911.77
a) Salary component 11.51 12.47 12.02 13.34 12.86 14.69
b) Non Salary component 630.59 700.94 | 564.02 780.88 845.03 897.08
Capital Expenditure 140.19 55.93 | 167.32 288.81 411.38 969.78
Other Social Services 1154.25 | 1280.05 | 1303.35 | 1542.19 | 1532.78 | 2086.28
Revenue Expenditure of which 1103.64 | 1227.67 | 1232.55 | 1445.87 | 1471.34 | 2011.12
a) Salary component 174.73 187.59 189.40 207.16 216.59 214.12
b) Non Salary component 928.91 1040.08 | 1043.15 1238.71 | 1254.75 1797.00
Capital Expenditure 50.61 52.38 70.80 96.32 61.44 75.16
Total (Social Services) 6430.61 | 6641.11 | 6621.55 | 7392.25 | 8208.79 | 10004.09
Revenue Expenditure of which 6131.91 | 6428.81 | 6326.25 | 6965.04 | 7722.75 | 8898.79
a) Salary component 263845 | 2864.76 | 278934 | 2944.84 | 3096.14 | 3451.63
b) Non Salary component 3493.46 | 3564.05 | 3536.91 | 4020.20 | 4626.61 | 5447.16
Capital Expenditure 298.70 21230 | 295.30 427.21 486.04 | 1105.30

In line with the Government’s commitment to increase allocation to priority
sectors like health, education, water supply and social welfare, expenditure on
social services increased from Rs.6,431 crore in 2000-01 to Rs.10.004 crore in
2005-06 (56 per cent).
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Out of the developmental expenditure (Rs.22,450 crore), Social Services
(Rs.10,004 crore) accounted for 45 per cent during the year. General
Education, Health and Family Welfare, Water Supply, Sanitation, Housing
and Urban Development consumed 79 per cent of the expenditure on Social
Services.

Capital expenditure on Social Services increased from Rs.299 crore in
2000-01 to Rs.1,105 crore in 2005-06 indicating improved quality of
expenditure on these services. However, capital expenditure of Rs.1,105 crore
in 2005-06 under Water Supply, Sanitation, Housing and Urban Development
included Rs.353 crore (32 per cent) towards debt servicing, leaving only 68
per cent for developmental activities.

1.6.3 Expenditure on Economic Services

The expenditure on Economic Services includes all such expenditures as to
promote directly or indirectly, productive capacity within the State’s economy.
The expenditure on Economic Services (Rs.12,446 crore) accounted for 37 per
cent of total expenditure of Rs.33,863 crore. Of this, Agriculture and Allied

Activities,

Irrigation

trends were as follows:

Table 15: Economic Services Sector Expenditure
{Rupees in crore)

and Flood Control,
(Rs.10,103 crore) consumed nearly 81 per cent of the expenditure.

Energy

and Transport

Major

' Bl - | 2000-01 | 2001-02 | 2002-03 | 2003-04 | 2004-05 2005-06
Agriculture, Allied Activities 1201.71 1115.75 | 1100.05 | 1356.37 | 2083.71 2883.82
Revenue Expenditure of which 1169.72 | 1088.11 | 1077.10 | 1348.92 | 2064.90 2866.65
a) Salary component 401.54 422.89 413.68 430.70 420.01 459.07
h) Non Salary component 768.18 665.22 663.42 918.22 1644.89 2407.58
Capital Expenditure 31.99 27.64 22.95 7.45 18.80 17.17
Irrigation and Flood Control 1986.10 | 1715.62 | 2235.19 | 2060.52 | 3223.64 3545.50
Revenue Expenditure of which 764.71 190.76 206.73 179.06 213.91 215.81
a) Salary component 126.01 133.33 128.48 140.36 9242 89.40
b) Non Salary component 638.70 5743 78.25 38.70 121.49 126.41
Capital Expenditure 1221.39 1524.86 | 2028.46 | 1881.46 | 3009.73 3329.69
Power & Energy 939.29 | 2336.69 | 1906.92 | 1733.05 | 1896.71 1886.93
Revenue Expenditure of which 939.29 | 2336.69 | 1906.92 | 1733.05 | 1896.71 1836.93
a) Salary component 0.10 0.08 0.09 0.09 0.13 0.25
b) Non Salary component 939.19 | 2336.61 | 1906.83 | 1732.96 | 1896.58 1836.68
Capital Expenditure - - - — — 50.00
Transport 694.57 778.28 818.87 821.64 | 1513.42 1786.55
Revenue Expenditure of which 404.38 513.62 395.79 311.43 617.60 756.10
a) Salary component 14.35 15.44 16.21 17.80 15.01 18.27
b) Non Salary component 390.03 498.18 379.58 293.63 602.59 737.83
Capital Expenditure 290.19 264.66 423.08 510.21 895.82 1,030.45
Other Economic Services 1166.87 | 1293.27 | 1306.24 | 1153.87 | 1844.47 2343.23
Revenue Expenditure of which 1109.89 1268.60 | 1215.88 | 1079.24 | 1717.39 2271.83
a) Salary component 228.57 243.37 242.04 262.68 263.37 296.58
b) Non Salary component 881.32 1025.23 973.84 816.56 1454.02 1975.25
Capital Expenditure 56.98 24.67 90.36 74.63 127.08 71.40
Total (Economic Services) 5088.54 | 7239.61 | 7367.27 | 7125.45 | 10561.95 | 12446.03
Revenue Expenditure of which 4387.99 | 5397.78 | 4802.42 | 4651.70 | 6510.52 7947.32
a) Salary component 770.57 815.11 800.51 851.63 790.95 863.57
h) Non Salary component 3617.42 | 4582.67 | 4001.91 | 3800.07 | 5719.57 7083.75
Capital Expenditure 1600.55 | 1841.83 | 2564.85 | 2473.75 | 4051.43 4498.71
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Out of developmental expenditure (Rs.22,450 crore), Economic Services
accounted for 55 per cent (Rs.12,446 crore) during the year 2005-06.
Agriculture and Allied Activities (Rs.2,884 crore), Irrigation and Flood
Control (Rs.3,546 crore), Power and Energy (Rs.1,887 crore) and Transport
(Rs.1,787 crore) accounted for 81 per cent.

Capital expenditure on Economic Services increased from Rs.1,601 crore in
2001-02 to Rs.4,499 crore in 2005-06 indicating improvement in quality of
expenditure. However, one half of capital expenditure of Rs.3,330 crore on
irrigation and flood control during 2005-06 only was available for
developmental activities as it included Rs.1,658 crore (50 per cent) towards
debt servicing.

Non-salary expenditure of Rs.2,575 crore on power and transport included
subsidy element of Rs.1,919 crore (75 per cent) paid to electricity supply
companies (Rs.1,821 crore) and transport corporation (Rs.98 crore), leaving
only 25 per cent of non-salary expenditure available for developmental
activities.

1.6.4 Financial assistance to local bodies and other institutions

The quantum of assistance provided by way of grants and loans to local bodies
and others during the six year period 2000-06 is presented in Table 16.

Table 16 : Financial assistance to local bodies and other institutions
(Rupees in crore)

Description

: 2000-01 2001-02 2002-03 2003-04 2004-05 | 2005-06*

Panchayat Raj Institutions 4,867.29 4.461.63 5,160.08 5,207.76 5,704.08 7,694.46

and Urban Local Bodies

Educational Institutions 586.31 499 .85 646.99 603.16 688.93 695.62

(including Universities)

Co-operative Societies and 5.25 3.34 5.00 57.62 167.65 955.45

Co-operative Institutions

Other Institutions and bodies 992.24 2,464.01 1,863.28 1.911.84 1,745.28 1,837.43

(including statutory bodies)

Total 6,451.09 7,428.83 7,675.35 7,780.38 | 8,305.94 | 11,182.96
Percentage growth over 10 15 3 1 7 35
previous year

Revenue receipts 14,822.72 | 15,321.25 | 16,168.76 | 20,759.88 | 26,569.66 | 30.352.05
Assistance as a percentage of 44 48 47 31 31 37
revenue receipts

Revenue expenditure 16,684.95 18,605.70 | 18.814.50 | 21,284.71 | 24,931.85 | 28.040.89
Percentage of assistance to 39 40 41 37 33 40

revenue expenditure

Percentage of assistance to 75 60 67 67 69 69

Panchayat Raj Institutions/
Municipalities, efc., to total

assistance

The assistance to Panchayat Raj Institutions (PRI) and Urban Local Bodies
(ULB) increased from Rs.4,867 crore in 2000-01 to Rs.7,694 crore in 2005-06.
Out of the total devolution of Rs.7,694 crore to PRIs & ULBs, Rs.3,176 crore

* Excludes assistance of Rs.517.70 crore given to NGOs and Rs.1.62 crore towards
miscellaneous compensations and assignments.
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(41 per cent) were towards salaries during 2005-06 as the State Government’s
functions viz., education, water supply and sanitation, housing, health and
family welfare etc., remained transferred to PRIs and ULBs. The increase of
Rs.788 crore in assistance to cooperative institutions during 2005-06 was on
account of waiver of interest on crop loans by the Government.

The Second State Finance Commission recommended (December 2002) that
40 per cent of the Non Loan Gross Own Revenue Receipts (NLGORR) of the
State comprising of all taxes, interest receipts, duties, fees and other non-loan,
non-tax receipts levied and collected by the State Government should devolve
to PRIs (32 per cent) and ULBs (8 per cent). However, of the total NLGOR
receipts of Rs.22,507 crore, devolution to PRIs and ULBs (Rs.7,694 crore)
constituted only 34 per cent during 2005-06.

1.6.5 Delay in furnishing Utilisation Certificates

Of the 690 utilization certificates (UC) due in respect of grants and loans
aggregating Rs.731.60 crore paid upto 2005-06, 671 UCs for an aggregate
amount of Rs.729.62 crore were in arrears. Department-wise break-up of
outstanding UCs is given in Appendix 1.3.

1.6.6 Non-Submission of accounts

In order to identify the institutions which attract audit under Sections 14 and
15 of the Comptroller and Auditor General’s (Duties, Powers and Conditions
of Service) Act, 1971, the Government/Heads of the Department are required
to furnish to Audit every year detailed information about the financial
assistance given to various institutions, the purpose of assistance granted and
the total expenditure of the institutions. As of March 2006, 16 departments of
the Government have not furnished details for the year 2004-05 as shown in
Appendix 1.4.

1.6.7 Audit of performance of the Autonomous Bodies

The audit of accounts of eight bodies in the State has been entrusted to the
Comptroller and Auditor General of India. The status of entrustment to audit,
rendering of accounts to audit, issuance of separate audit report and its
placement in the Legislature is indicated in Appendix 1.5.

1.6.8 Misappropriations, losses, defalcations, etc.

The State Government reported 220 cases of misappropriation, defalcation,
etc., involving Government money amounting to Rs.10.03 crore upto the
period 31 March 2006 on which final action was pending. The department
wise breakup of pending cases is given in Appendix 1.6.

1.6.9 Write-off of losses, etc.

As reported to audit, loss due to theft, fire and irrecoverable revenue, efc.,
amounting to Rs.1.45 lakh in eight cases relating to three departments were
written-off during 2005-06 by competent authorities. The details are given in
Appendix 1.7.
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1.7  Assets & Liabilities

In Government accounting system, comprehensive accounting of fixed assets
like land and buildings owned by the Government is not done. However,
Government accounts do capture the financial liabilities of the Government
and the assets created out of the expenditure incurred. Statement I gives an
abstract of such liabilities and assets as on 31 March 2006, compared with the
corresponding position on 31 March 2005. While liabilities shown in this
statement consist mainly of internal borrowings, loans and advances from
GOL, receipts from the public account and reserve funds; assets comprise
mainly of capital outlay and loans and advances given by the State
Government and the cash balances. The liabilities of the State depicted in the
Finance Accounts, however, do not include pension, other retirement benefits
payable to retired / retiring State employees, guarantees / letters of comfort
issued by State Government and borrowings through special purpose vehicles
termed off-budget borrowings. Statement I shows that liabilities grew by
13 per cent as against 12 per cent in the previous year, while the growth rate
of assets remained stagnant at 22 per cent. Low priority for capital outlay and
reduced spending on developmental activities had adverse effect on asset
formation. Statement IV depicts the time series data on State Government
finances for the period 2000-06.

1.7.1 Incomplete projects

Incomplete projects/works reflect failure on part of the State to prioritise
expenditure and to spread its resources adequately over these projects.
Additional Statement of Finance Accounts gives the details of these works.
As reported by the departments of the State Government, there were 120
incomplete projects/works on which expenditure of Rs.3,450 crore was
incurred as of 31 March 2006. Inadequate flow of funds was the reason for
the stoppage works in respect of 22 projects on which an expenditure of
Rs.2.23 crore had been incurred.

1.7.2 Investments and Returns

As on 31 March 2006, Government had invested Rs.14,052.53 crore in
statutory corporations, rural banks, Government companies, joint stock
companies and co-operatives. (Table 17).

Table 17 : Return on Investment
(Rupees in crore)

In ' aEat i W Weighted interest Difference
: Year : fh:isll dofthe Amount of | Percentage | rate on Government between

, return | ofreturn | borrowing - Market | interest rate

- A HEE : | Loans (per cent) and return
2000-2001 421527 8.9 0.2 12.1 11.9
2001-2002 4,840.34 10.6 0.2 11.1 10.9
2002-2003 6,150.37 21.3 0.4 99 9.5
2003-2004 7,984.19 18.0 0.2 8.6 8.4
2004-2005 10,741.40 16.7 0.2 8.5 8.3
2005-2006 14,052.53 16.9 0.12 9.2 9.1
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The return on this investment was 0.1 per cent to 0.4 per cent in the last five
years, while the Government paid interest on its borrowing at the average rate
of 09 - 12 per cent.

The investment of the State Government included Rs.43.94 crore in 16
Government companies which were either liquidated or under liquidation and
yielded no dividend to the State. In the case of 32 companies, the cumulative
loss of Rs.3,269 crore far exceeded the investment of Rs.1,887 crore made by
the Government.

1.7.3 Loans and Advances by State Government

In addition to investment in corporations, companies and cooperative
societies, Government has also been providing loans and advances to many of
these institutions/organizations. Total outstanding loans and advances as on
31 March 2006 was Rs.5,943.57 crore (Table 18).

Table 18 : Average Interest Received on Loans Advanced by the State

Government

(Rupees in crore)
- e 2000-01 | 2001-02 | 2002-03 | 2003-04 | 2004-05 | 2005-06
Opening Balance 3,666.62 | 4,076.69 | 4.556.46 | 4,256.04 5,202.95 5,767.53
Amount advanced during the year 511.30 514.47 627.58 | 1,011.20 611.43 299.60
Amount repaid during the year 101.23 34.70 928.00 64.29 46.85 123.55
Closing Balance 4,076.69 | 4,556.46 4,256.04 | 5,202.95 5,767.53 | 5,943.58*
Net Addition (+) / Reduction (-) 410.07 479.77 | (-) 300.42 946.91 564.58 176.04
Interest Received 129.42 112.11 19.98 96.27 88.18 94.95
( Rupees in crore)
Interest received as per cent to 3.3 2.6 0.4 2.0 1.6 1.6
outstanding loans and advances
Weighted interest 12.1 11.1 9.9 8.6 8.5 9.2
Difference between weighted 8.8 8.5 9.5 6.6 6.9 7.6
interest and interest received (%)

¢ Differs in closing balance by Rs.0.01 crore due to rounding as shown in Statement No.1.

Outstanding loans included Rs.374 crore given to two companies for
implementation of voluntary retirement scheme and Rs.799 crore given to nine
institutions for loan repayment. The interest earned during 2005-06 was about
two per cent of the outstanding loans.

As of March 2006, recovery of Rs.1,747 crore (principal: Rs.763 crore and
interest: Rs.984 crore) was over-due. In nine cases recovery of loans is remote
as these companies have either been liquidated or under liquidation.

1.7.4 Management of Cash Balances

It is generally desirable that State’s flow of resources should match its
expenditure obligations. However, to take care of any temporary mismatches
in the flow of resources and the expenditure obligations, a mechanism of
Ways and Means Advances (WMA) - ordinary and special - from Reserve
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Bank of India (RBI) has been put in place. The operative limit for normal
Ways and Means Advances is reckoned on the three-year average of revenue
receipts and the operative limit for special WMA are fixed by the RBI from
time to time depending on the holdings of Government Securities. During the
year, the limit of normal Ways and Means Advances was fixed at
Rs.570 crore. The operative limit of special Ways and Means Advances
varied between Rs.2.21 crore and Rs.2,810.63 crore during the year depending
on the securities held by the State. Ways and Means Advances and Overdraft
availed and interest paid by the State is detailed in the Table below.

Table 19 : Ways and Means Advances and Overdrafts of the State and
Interest paid thereon
(Rupees in crore)

E 2000-01 | 2001-02 | 2002-03 2003-04 | 2004-05 | 2005-06

Ways & Means Advances

Availed in the Year - 735.88 | 4,045.45 4,623.92 | 1,462.79 --
Interest Paid -- 091 5.22 7.94 1.20 -
No. of days availed -- 40 170 163 61 -
Overdraft

Availed in the Year - - 47.84 157.72 -- -
Interest Paid -- - 0.01 0.90 - -
Number of days -- - 1 33 - -

Fiscal discipline improved the liquidity position of the State. In 2004-05 the
utilisation of normal Ways and Means Advances declined and the State did not
avail special Ways and Means Advances and over draft. In continuation with
this trend, the State Government did not avail Ways and Means Advances or
over draft and maintained the minimum cash balance with RBI throughout the
year.

1.8  Un-discharged Liabilities

1.8.1 Fiscal Liabilities-Public Debt and Guarantees

There are two sets of liabilities namely, public debt and other liabilities.
Public debt consists of internal debt of the State and is reported in the annual
financial Statements under the consolidated fund — Capital account. It
includes market loans, special securities issued to RBI and loans and advances
from Central Government. The Constitution of India provides that State may
borrow within the territory of India upon the security of its consolidated fund,
within such limits, as may from time to time, be fixed by an Act of the
Legislature and give guarantees within such limits as may be fixed. Other
liabilities which are a part of public account include deposits under small
savings scheme, provident funds, and other deposits.

Table 20 and the graph below show the fiscal liabilities of the State, their rate
of growth, ratio of these liabilities to GSDP, to revenue receipts and to own
resources as also the buoyancy of fiscal liabilities with respect to these
parameters.
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Table 20 : Fiscal Liabilities —Basic Parameters

(Amount Rupees in crore and Ratios in per cent)

: 2000-01 | 2001-02 | 2002-03 | 2003-04 | 2004-05 | 2005-06
Fiscal Liabilities 26,571 32,566 37.234 | 41,967 | 46,940 | 52236
Rate of growth (per cent) 19.2 22.6 14.3 12.7 11.8 11.3
Ratio of Fiscal Liabilities to
GSDP (Per cent) 254 30.0 31.4 322 31.6 31.2
Revenue Receipts (Per cent) 179.3 212.6 2303 202.1 176.7 172.1
Own Resources (Per cent) 248.3 198.4 | 21341 270.3 229.6 232.1
Buoyancy of Fiscal Liabilities to
GSDP(ratio) 1.9 6.1 1.5 1.3 0.8 0.9
Revenue Receipts (ratio) 1.3 6.6 2.6 0.4 0.4 0.8
Own Resources(ratio) 1.3 9.9 2.0 0.4 0.4 1.2

Growth of Fiscal Liabilities vis-a-vis Revenue Receipts
(Rupees in crore)

52,236
46,940

2000-01 2001-02 2002-03 2003-04 2004-05 2005-06

I Fiscal Liabilities B Revenue Receipts

Fiscal liabilities (Rs.52,236 crore) of the State for the year 2005-06 comprised
of consolidated fund liabilities (Rs.40,049 crore) and public account liabilities
(Rs.12,187 crore). Consolidated fund liabilities comprising of loans from GOI
and other negotiated loans constituted 77 per cent of the total liabilities of the
State, while public account liabilities viz., small savings, reserve funds and
deposits constituted 23 per cent.

As per the recommendation of the TFC, all states were required to set-up a
Sinking Fund for amortisation of all loans including liabilities on account of
National Small Saving Fund, efc.,. The State Government had already
constituted a Sinking Fund for amortisation of open market loans. However,
there were no contributions to the Sinking Fund since 1999-2000 onwards.
The Sinking Fund was yet to be revived.
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1.8.2 Status of Guarantees — Contingent liabilities

Guarantees are liabilities contingent on the Consolidated Fund of the State in
case of default by the borrower for whom the guarantee has been extended.
The maximum amount for which guarantees were given by the State and
outstanding guarantees at the end of year since 2000-01 as per Statement 6 of
Finance Accounts are given in Table 21.

Table 21 : Guarantees given by the Government of Karnataka

(Rupees in crore)

& N Outstanding Percentage of maximum
- Year i : amount of amount guaranteed to total
guaranteed i ] = :

. iy . ( guarantees revenue receipt
2000-01 16,425 13,004 111

2001-02 20,823 12,279 136

2002-03 20,973 13,314 130

2003-04 21,225 14,179 102

2004-05 19,910 11,574 75

2005-06 20,107 8,984 66

The Karnataka Ceiling on Government Guarantees Act, 1999, provides for a
cap on outstanding guarantees at the end of any year at 80 per cent of the
State’s revenue receipts of the previous year. The outstanding guarantees to
the end of 2005-06 constituted 34 per cent of the revenue receipts of the year
2004-05. TFC recommended setting up of Guarantee Redemption Fund
through earmarked guarantee fees based on risk weighing of guarantees. The
State Government had already set-up a Guarantee Reserve Fund in 1999-2000
with a corpus of Rs.one crore. During the year Rs.7.47 crore collected as
guarantee fees were, however, not transferred to the Fund.

1.8.3 Off-budget Borrowings

The borrowings of a State are governed under Article 293 of the Constitution
of India. In addition to the liabilities shown in Table 20, the State guaranteed
loans taken by Government companies/corporations. These companies/
corporations borrowed funds from the market/financial institutions for
implementation of various State plan programmes projected outside the State
budget. Although the estimates of the plan programmes of the State
Government projected that funds for these programmes would be met out of
resources of the companies/corporations outside the State budget, in reality the
borrowings of many of these concerns were ultimately the committed
liabilities of the State Government termed ‘off-budget borrowings’. Though
off-budget borrowings are not permissible under Article 293 (3), the State
resorted to off-budget borrowings as evident by the data furnished by the
Finance Department. Table 22 captures the trends in the off-budget
borrowings of the State during 2000-06 while Table 23 gives the entity-wise
position of borrowings.
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Table 22 : Trend in Off-budget borrowings

(Rupees in crore)

Year 2000-01 | 2001-02 | 2002-03 | 2003-04 | 2004-05 '3‘2&5}3';'6
Amount as per MTFP* 1,648 1,533 1,388 1,104 838 997

* figures are yet to be reconciled with those of the financial institutions.

Table 23 : Entity-wise position of Off-budget borrowings

(Rupees in crore)

Off-budget borrowings g
Companleorpuratignanard _ up to i ~ during. Total ﬁ%ﬁ:{;r:;:ﬁ
. 2004-05 2005-06 g 2005-06

Krishna Bhagya Jala Nigam 3460.07 350.96 3811.03 1287.03

Karnataka Neeravari Nigam 1567.56 250.00 1817.56 245.65

Karnataka Road Development Corporation 553.76 1.75 555.51 104.84

Slum Clearance Board 186.05 0 186.05 33.80

Rajiv Gandhi Rural Housing Corporation 897.38 157.26 1054.64 91.67

Karnataka State Electronics Development Corporation 65.35 0 65.35 0
Limited (Mahithi Bonds)

Karnataka Police Housing Corporation 255.56 38.92 294.48 6.27

Karnataka Land Army Corporation 143.76 0 143.76 68.23

Karnataka Renewable Energy Development Limited 105.66 0 105.66 0

Cauvery Neeravari Nigam 423.87 264.67 688.54 0

Karnataka Residential Education Institution Society 0 0 0 15.88

Karnataka Small Industrial Investment Development 863.92 77.70 941.62 2279.45

Corporation

Karnataka Housing Board 0 0 0 212.63

- Total 8522.94 1141.26 9664.20 . 434545

As per MTFP, the State was required to phase out off-budget borrowings.

Accordingly, State Government extended budgetary support to the extent of
Rs.2,007 crore to seven entities during 2005-06. Taking into account the off-
budget borrowings of the State, the total liabilities at the end of March 2006
work out to Rs.57,555 crore as against Rs.52,236 crore reflected in Table 20.
In view of this the ratio of fiscal liabilities to GSDP would increase to
34 per cent at the end of the year.

1.8.4 Debt Sustainability

The debt sustainability is defined as the ability to maintain a constant debt —
GDP ratio over a period of time. In simple terms, public debt is considered
sustainable as the rate of growth of income exceeds the interest rate or cost of
public borrowings subject to the condition that the primary balance is either
positive or zero.

Table 24 : Debt Sfistainability — Interest Rate and GSDP Growth

(in per cent)

2000-01 2001-02 200203 | 2003-04 | 2004-05 | 2005-06
Weighted Interest Rate 12.1 B 9.9 8.6 8.5 9.2
GSDP Growth 10.0 3.7 9.3 9.7 14.1 12.7
Interest spread -2.0 -7.4 -0.6 1.1 5.6 3.8
Quantum Spread (Rs. in crore) -531 -2.410 -223 462 2,629 1,828
Primary deficit (Rs. crore) 1,831 3,186 1,990 791 --- ---
Primary surplus (Rs. crore) = == - o 194 78

GSDP growth rate exceeded the average interest rate from 2004-05 onwards.
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1.8.5 Net Availability of Borrowed Funds

Another important indicator of debt sustainability is the net availability of
funds after payment of the principal on account of earlier contracted liabilities
and interest. Table 25 below gives the position of the receipt and repayment

of internal debt and other fiscal liabilities of the State over the last five years.

Table 25 : Net Availability of Borrowed Funds

(Rupees in crore)

= kit 2000-01 2001-02 2002-03 2003-04 L 2004-05 | 2005-06
Internal Debt
Receipts 2,295.58 2,969.48 3,888.52 6,531.33 6,953.68 4,994.89
Repayment (Principal + interest) 859.35 1,193.45 1,618.53 2,523.27 2,666.13 2,910.82
Net Fund Available 1,436.23 1,776.03 2,269.99 4,008.06 4,287.55 2,084.07
Net Fund Available (Per cent) 63 60 58 61 62 42
Loans and Advances from GOI
Receipt 1,07,565 2,176.88 1,544.22 1,457.00 1,555.75 668.66
Repayment (Principal + Interest) 1,652.09 1,799.41 2,932.84 4,196.92 4,703.74 1,132.66
Net Fund Available (-)576.44 377.47 (-) 1,388.62 (-) 2,739.92 3,147.99 (-)464.00
Net Fund Available (Per cent) - 17 - - - -
Other obligations *
Receipt 13,265.64 15,531.58 15,077.11 16,426.71 19,227.98 18,806.35
Repayment (Principal + Interest) 12,228.96 14,373.54 14,582.31 16,671.81 19,188.30 18,895.15
Net Fund Available 1036.68 1,158.04 494.80 (-)245.10 39.68 (-)88.80
Net Fund Available (Per cent) 8 7 3 - 0.2 -
Total liabilities
Receipt 16,636.87 20,677.94 20,509.85 24.415.04 27,737.41 24.469.90
Repayment (Principal + Interest) 14,740.40 17,366.40 19,133.68 23,392.06 26,558.17 22,938.63
Net Fund Available 1,896.47 3.311.54 1,376.17 1,023.04 1,179.24 1,531.27
Net Fund Available (Per cent) 11 16 7 4 4 6

Net Availability of the borrowed funds increased during 2005-06 mainly due
to consolidation and rescheduling of Central loans.

1.9 Management of Deficits

The deficits in the Government accounts represent the gap between its receipts
and expenditure. The nature of deficit is an indicator of prudence in fiscal
management by the State. Further, the ways in which deficit is financed and
resources so raised are applied, are important pointers to fiscal health.

The revenue deficit of the State, which is the excess of its revenue expenditure
over revenue receipts declined from Rs.1,862 crore in 2000-01 to Rs.525 crore
in 2003-04. Revenue surplus of Rs.1,638 crore in 2004-05 increased to
Rs.2,311 crore in 2005-06. Fiscal deficit, which represents the total borrowing
of the State and its total resource gap was Rs.3,687 crore in 2005-06. It was,
however, overstated to the extent of Rs.358 crore being loans waived under
the Debt Write-off Scheme but not taken into account in 2005-06. Table 26

® Small savings, provident funds, reserve funds and deposits.
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and graphic representation below brings out the basic parameters of fiscal
imbalance.

Table 26 : Fiscal Imbalances — Basic Parameters
(Amount Rupees in crore and Ratios in per cent)

Parameters 2000-01 | 2001-02 | 2002-03 | 2003-04 | 2004-05 | 2005-06
Revenue deficit (RD) 1,862 3,284 2,646 525 - -
Revenue surplus (RS) — -—- s -—-- 1,638 2311
Fiscal deficit (FD) 4219 5,869 5,282 4,501 3,600 3,687
Primary Deficit (PD) 1,831 3,186 1,990 791 — -
Primary Surplus — - - --= 194 78
RD/ GSDP 1.78 3.02 2.23 0.40 - -—-
FD/ GSDP 4.03 541 4.45 3.45 2.42 2.20
PD/ GSDP 1.75 293 1.67 0.60 0.13 0.05
RD/FD 441 55.9 50.1 11.7 P -
Fiscal Imbalances (Rupees in crore)
4000
g
= 3 a
£ 000 1,638
o 2000 -
1000 - 194
0 1 T
1000 A
2000
3000 - _
= ]
& 4000 3,600 3,687
2 5000
6000 - ' S
5,869
7000
2000-01 2001-02 2002-03 2003-04 2004-05 2005-06

B Revenue Deficit / Surplus EFiscal Deficit O Primary Deficit/Surplus

The years 2004-05 and 2005-06 ended with revenue surplus of Rs.1,638 crore
and Rs.2,311 crore respectively and there was increase in cash balance of
Rs.2,528 crore at end of 2005-06 over the previous year. Despite this, fiscal
deficit did not show declining in trend during the 2005-06 due to increase in
capital expenditure including loans and advances from Rs.5,285 crore to
Rs.6,122 crore.

1.10 Fiscal Ratios

The finances of a State should be sustainable, flexible and non-vulnerable.
Table 27 below presents a summarised position of Government Finances
during the period 2000-2006, with reference to certain key indicators that help
assess the adequacy and effectiveness of available resources and their
application, highlight areas of concern and captures its important facts.

3]
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The ratios of revenue receipts and State’s own taxes to GSDP indicate the
adequacy of its resources. The buoyancy of the revenue receipts indicates the
nature of the tax regime and the State’s increasing access to resources with
increase in GSDP. Various ratios of expenditure management of the State
indicate the quality of expenditure and its sustainability in relation to resources

mobilisation.

Table 27 : Indicators of Fiscal Health (in per cent)

Fiscal Ratios 2000-01 | 2001-02 | 2002-03 | 2003-04 | 2004-05 | 2005-06
1. Resource Mobilisation

Revenue Receipts (RR)/GSDP 14.2 14.1 13.6 15.9 17.9 18.1
Revenue Buoyancy 1.5 0.9 0.6 2.9 2.0 1.1
Own Tax/GSDP 8.6 9.1 8.8 9.7 10.8 11.1
I1. Expenditure Management

Total Expenditure (TE)/GSDP 18.3 19.6 18.9 19.5 20.3 20.4
Revenue Receipts /Total Expenditure 77.4 72.2 72.2 82.0 87.9 88.8
RE/Total Expenditure 87.2 87.7 84.1 84.0 82.5 82.1
Salary Expenditure on Social & 20.4 19.8 19.1 17.8 15.6 154
Economic Services/RE

Non-salary expenditure on Social & 42.6 43.8 40.1 36.7 41.5 44.7
Economic Services/RE

Capital Expenditure (CE)/TE 10.45 10.1 13.5 12.4 15.8 172
CE on Social & Economic Services/TE 10.2 9.9 13.1 11.9 15.4 16.5
Buoyancy of TE with RR 0.7 32 0.9 0.5 0.7 0.9
Buoyancy of RE with RR 0.6 34 0.2 0.5 0.6 0.9
Management of Fiscal Imbalances

Revenue deficit (Rs. in crore) 1,862 3,284 2,646 525 --- ---
Revenue Surplus (Rs. in crore) o -—- o --- 1,638 2,311
Fiscal deficit (Rs. in crore) 4,219 5,869 5,282 4,501 3,600 3,687
Primary Deficit (Rs. in crore) 1,831 3,186 1,990 791 - -
Primary Surplus (Rs. in crore) — — — --- 194 78
Revenue Deficit/Fiscal Deficit 44.1 55.9 50.1 11.7 —- —
Management of Fiscal Liabilities

Fiscal Liabilities (FL)/GSDP 254 30.0 31.4 322 31.6 31.2
Fiscal Liabilities/RR 179.3 212.6 230.3 202.1 176.7 172.1
Buoyancy of FL with RR 1.3 6.6 2.6 0.4 0.4 0.8
Buoyancy of FL with Own Receipts 1.3 9.9 2.0 0.4 0.4 1.2
PD vis-a-vis quantum spread (-)3.4 (-) 1.3 (-) 8.9 1.7 0.07 0.04
Net Fund Available (%) 11 16 7 4 4 6
Other Fiscal Health Indicators

Return on Investment (Rs. in crore) 8.9 10.6 213 18.0 16.7 17
BCR (Rs. in crore) (-)1,140 (-) 879 (-) 645 1,571 4,879 5,483
Financial Assets/Liabilities 0.8 0.7 0.7 0.7 0.8 0.8

The ratio of revenue receipts to total expenditure increased to 89 per cent
indicating that the growth of expenditure was less than the growth of revenue
receipts.

Balance from Current Revenue (BCR) which became positive in 2004-05
continued to be so during 2005-06 indicating availability of resources from
current revenue for meeting plan expenditure. Revenue surplus increased
from Rs.1,638 crore in 2004-05 to Rs.2,311 crore. Fiscal deficit of the State
increased to Rs.3,687 crore in 2005-06. Return from investments remained
stagnant in 2005-06. The liabilities of the State reduced due to re-scheduling
of Central loans under DCRF.
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BCR which turned positive during the year 2003-04 had continued to be so in
2004-05 and 2005-06. The BCR was Rs.5,483 crore, indicating the availability
of money for programme spending atter meeting the non-plan expenditure on
revenue account. Ratio of Fiscal Deficit to GSDP was below three per cent.
Revenue surplus increased from Rs.1,638 crore in 2004-05 to Rs.2,311 crore
in 2005-06 and there was an increase of Rs.2,528 crore in cash balance over
the previous year. Despite this, fiscal deficit did not show declining trend
during 2005-06 due to increase in capital expenditure including loans and
advances. Committed expenditure on salaries, interest payments and pensions
consumed 39 per cent of revenue receipts. Recovery of outstanding loans and
advances was meagre as also the return on investment in Government
companies, corporations etc. The ratio of fiscal liability to GSDP stabilised
and stood at 31 per cent. However, taking into account the off-budget
borrowings of Rs.5,319 crore outstanding at the end of the year 2005-06, the
ratio would be 34 per cent. Measures like rationalisation of user charges,
targeting of subsidy to deserving section of the society, recovery of arrears of
revenue are the best means available to ensure fiscal stability and
sustainability.
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Statement 1

Summarised Financial Position of the Government of Karnataka

as on 31 March 2006

(Rupees in Crore)

As on ~ Ason
31.3.2005 L e ~ Liabilities 31.3.2006
26,165.18 Internal Debt 30,766.71

11,762.00 Market Loans bearing interest 11,933.46

7.49 Market Loans not bearing interest 1.54

747.67 Loans from Life Insurance Corporation of India 712.94

1,092.41 Loans from other Institutions 1,291.61

12,555.61 | Loans from RBI — Spl. Securities issued to National 16,827.16

Small Savings fund of the Central Government.
9,031.06 Loans and Advances from Central Government - 9,282.22

50.19 Pre 1984-85 Loans 0.07

482.62 Non-Plan Loans 118.41

8.,290.62 Loans for State Plan Schemes 8,960.12

43,94 Loans for Central Plan Schemes 40.23

163.69 Loans for Centrally Sponsored Plan Schemes 163.39
41.09 Contingency Fund 80.00
6,469.68 Small Savings, Provident Funds, efc. 7,125.55
2,468.54 Reserve Funds 2,941.83
2,826.94 Deposits 2,464.73
1,020.11 Suspense and Miscellaneous balances 1,468.46
- Remittances 4.15
0.69° Remittances in transit =
48,023.29 Total 54,133.65*

: Assets

30,137.91 Gross Capital Outlay on Fixed Assets - 35,959.83

10,740.04 | Investments in shares of Companies, Corporations, efe. | 14,051.17

19,397.87 Other Capital Outlay 21.908.66
5,767.52* Loans and Advances - 5,943.57

1,236.93* Loans for Power Projects 1,248.70

4,408.26 Other Development Loans 4,644.09

122.33 Loans to Government servants and Miscellaneous 50.78

Loans

14.25 Other Advances 20.43
35.51 Remittance balances -
2,079.79 Cash - 4,606.64

0.85 Cash in treasuries 1.18

5.28 Departmental Cash Balance including permanent 5.16

Advances

22.40 Deposits with Reserve Bank of India 50.90

- Remittances in Transit 0.08

2,029.83 Cash Balance Investments 4,204.34

21.43 Investment from earmarked funds 34498
9,988.31 Deficit on Government Accounts 7,603.18

11,700.30 Accumulated Deficit 9.988.31

1,637.81* Deduct Revenue Surplus 2311.16

74.18 Deduct Other adjustments 73.97
148,023.29 Total =T ' " 54,133.65

& This reflects an adjusting entry on account of remittances between Treasuries and Currency chest remaining

unadjusted as on 31 March 2005

*  The liabilities shown above do not include off budget borrowings.

*

Please refer explanatory note No.5 below Statement No.IlL
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Statement 11
Abstract of Receipts and Disbursements for the year 2005-06

(Rupees in crore)

2004-05 Recelpts 2005-06 | 2004-05 (DEbprsements = 0 L 200506
. L - [ NenPlan | Plan [ Total T
Section-A: Revenue
26569.66 | I. Revenue 30352.05 24931.85 | I. Revenue 22972.22 5068.67 28040.89
receipts expenditure-
16072.32 | Tax revenue 18631.55 9900.24 | General Services 10023.81 12.01 10035.82
4472.34 | Non-tax 3874.71 Social Services
revenue
3878.44 | State’s share of 4213.42 4357.91 | Education, Sports, 3783.74 1053.66 4837.40
Union Taxes & Art and Culture
Duties
262.73 | Non Plan grants 1735.74 1035.61 | Health and Family 749.08 389.42 1138.50
Welfare
1088.79 | Grants for State 915.28 857.89 | Water Supply, 87.73 824.04 911.77
Plan Schemes Sanitation,
Housing and
Urban
Development
795.04 | Grants for Central 981.35 26.45 | Information and 17.09 237 19.46
and Centrally Broadcasting
Sponsored
Schemes
534.92 | Welfare of 261.32 414.22 675.54
Scheduled Castes,
Scheduled Tribes
and Other
Backward Classes
68.24 | Labour and 43.77 2293 66.70
Labour Welfare
785.66 | Social Welfare 802.09 300.22 1102.31
and Nutrition
56.07 | Others 43.15 103.96 147.11
7722.75 | Total 5787.97 3110.82 8898.79
Economic
Services
2064.91 | Agriculture and 2208.79 657.86 2866.65
Allied Activities
696.86 | Rural 145.50 630.50 776.00
Development
46.73 | Special Areas 142.45 29.00 171.45
Programmes
213.91 | Imrigation and 151.20 64.61 215.81
Flood Control
1896.71 | Energy 1822.68 14.25 1836.93
315.26 | Industry and 222.58 135.11 357.69
Minerals
617.60 | Transport 441.22 314.88 756.10
8.86 | Science, 0.01 15.77 15.78
Technology and
Environment
649.68 | General Economic 867.05 83.86 950.91
Services
6510.52 | Total 6001.48 1945.84 7947.32
798.34 | Grants-in-aid and 1158.96 - 1158.96
" | Contributions
1637.81 | II Revenue 2311.16
surplus carried
over to Sec-B
T e, | samas 2aae] el | R
Section-B - Others
335.48 | IL. Opening Cash balance 2079.11 4673.68 | III. Capital 15.53 5806.40 5821.93
including Permanent Outlay
Advances & Cash Balance 136.21 | General Services -— 217.92 217.92
Investments & investments Social Services
from earmarked funds.
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| 200 4_05 _ Di_ﬁburse;.nent_'s: : Pl _2__0_(35—06
e o wille pel o e v NonPlan | Plan Total "
--- | 1II. Miscellaneous Capital 4.92 | Education, Sports, 2.09 50.58 52.67
receipts Art and Culture
8.30 | Health and Family = 7.69 7.69
Welfare
411.38 | Water Supply, - 969.78 969.78
Sanitation,
Housing and
Urban
Development
0.66 | Information and - 1.80 1.80
Broadcasting
55.29 | Welfare of - 66.37 66.37
Scheduled Castes,
Scheduled Tribes
and Other
Backward Classes
5.46 | Social Welfare -— 3.57 3.57
and Nutrition
0.03 | Other Social - 3.42 342
Services
486.04 | Total 2.09 1103.21 1105.30
Economic
Services
18.80 | Agriculture and -) 9.45% 26.62 17.17
Allied Activities
0.93 | Rural 0.96 -— 0.96
Development
3009.73 | Irrigation and 344 3326.25 3329.69
Flood Control
--- | Energy - 50.00 50.00
8.87 | Industry and - 12.10 12.10
Minerals
895.82 | Transport 19.04 1011.41 1030.45
117.28 | General Economic (_){)_55’:' 58.89 58.34
Services
4051.43 | Total 13.44 4485.27 4498.71
46.85 | IV. Recoveries of Loans 123.55 611.43 | IV. Loans and 43.66 255.94 299.60 299.60
and Advances Advances
2.25 | From Power 6.36 147.78 | For Power - 18.13 18.13
Projects Projects
(-)6.75 | From Government 6.22 6.75 | To Government 227 0.03 2.30
Servants Servants
37.85 | From others 110.97 456.90 | To Others 41.39 237.78 279.17
8509.43 | V. Public debt receipts 5663.55 4029.40 | V. Repayment 810.86 810.86 810.86
of Public Debt
6953.68 | Internal debt 4994.89 621.81 | Internal debt other 393.36 393.36
other than Ways than Ways and
and Means Means Advances
Advances and & Overdraft
Overdraft
1555.75 | Loans and 668.66 3407.59 | Repayment of 417.50 417.50
Advances from Loans and
the Central Advances to
Government Central
Government
40.52 | VI. Contingency Fund 38.91 3891 | VI. Contingency — -—
(recoupment) Fund
36325.19 | VII. Public Account 38025.00 35462.75 | VII. Public 36702.25
Receipts Account
Disbursements
1521.49 | Small Savings 1650.55 936.10 | Small Savings and 994.68
and Provident Provident Funds
funds, etc. elc.
569.97 | Reserve funds 1288.36 104.91 | Reserve Funds 815.07
17211.29 | Deposits and 15926.09 17773.09 | Deposits and 16294.49
Advances Advances

* Represents receipts and recoveries on capital account during 2005-06.
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14389.56 | Suspense and 14124.50 | Suspense and 15871.03
Miscellaneous Miscellaneous
2632.88 | Remittances 2766.64 2524.15 | Remittances 2726.98
1637.81 | VIIL. Revenue Surplus 2311.16 2079.11 | VIIL Cash 4606.64
carried over from Balance at end
Section—-A. 0.17 | Cash in Treasuries 1.26
and Local
Remittances
22.40 | Deposits with 50.90
Reserve Bank
5.28 | Departmental 5.16
Cash Balance
including
Permanent
Advances
2029.83 | Cash Balance 4204.34
Investment
21.43 | Investment from 34498
earmarked funds
_ Total [ 4824128 | 46895 ol -
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Statement ITT

Sources and Applications of Funds

(Rupees in crore)

L e __Sources &
2004-2005 2005-06

26569.66* 1. | Revenue receipts 30352.05
46.85*% 2. | Recoveries of Loans and Advances 123.55
4480.03 3. | Increase in Public debt 4852.69
862.44 4. | Net receipts from Public account 1322.75

585.39 Increase in Small Savings, PF, etc 655.87

(-)561.80 Net effect of Deposits and Advances (-)368.40

465.06 Increase in Reserve funds 473.29

265.06 Net effect of Suspense and Miscellaneous 522.33

transactions

108.73 Net effect of Remittance transaction 39.66
- | 5. | Closing Cash Balance (Decrease) —
1.61 6. | Net effect of Contingency Fund Transaction 38.91

_ 31960.59 Fotalo ool e 36689.95
g it T __Applications S

24931.85* 1. Revenue expenditure 28040.89
611.43 2. Lending for development and other purposes 299.60
4673.68 3. Capital expenditure (Net) 5821.93
1743.63 4. Increase in cash Balance 2527.53
31960589 | |  Total e 36689.95

* refer footnote 5 below.

Explanatory Notes for Statement I, II and I1I:

The abridged accounts in the foregoing statements have to be read with comments and
explanations in the Finance Accounts,

Government accounts being mainly on cash basis, the deficit on Government account, as
shown in Statement I, indicates the position on cash basis, as opposed to accrual basis in
commercial accounting. Consequently, items payable or receivable or items like
depreciation or variation in stock figures, efc., do not figure in the accounts.

Suspense and Miscellaneous balances include cheques issued but not paid, payments
made on behalf of the State and others pending settlement, etc.

There was a difference of Rs.23.55 crore (credit) between the figures reflected in the
accounts and that intimated by the RBI under “Deposit with Reserve Bank”. A net
difference of Rs.2.07 crore (debit) had since been reconciled and adjusted. The remaining
difference of Rs.25.62 crore (credit) is under reconciliation.

The figures of revenue receipts (Rs.26,162.91 crore), tax revenue (Rs.15,769.13 crore),
Non tax revenue (Rs.4,368.78 crore) and recoveries of loans and advances (Rs.44.60
crore), revenue expenditure (Rs.24,522.85 crore) as appearing in the Audit Report (Civil)
for the 2004-05 have been corrected proforma after closure of the accounts to revenue
receipts (Rs.26,569.66 crore), tax revenue (Rs.16,072.32 crore), Non tax revenue
(Rs.4,472.34 crore) and recoveries of loans and advances (Rs.46.85 crore), revenue
expenditure (Rs.24,931.85 crore) being the transactions relating to power subsidy not
carried out in the Annual Accounts of 2004-05 in the books of accounts of AG(A&E).
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Statement IV
Time Series Data on State Government Finances

(Rupees in crore)

i e _ 2000-01 | 2001-02 2002-03 | 2003-04 | 2004-05 | 2005-06
PART A. RECEIPTS
1. Revenue Receipts 14,823 15,321 16,169 20,760 26,570 30,352
(i) Tax Revenue 9,043 (61)| 9,853 (64)] 10.440(65)| 12,570 (61)| 16,072(60)| 18,632(61)
Taxes on Agricultural Income 24 (-) 3() 1(-) 1(-) 2 2
Taxes on Sales, Trade, erc. 5,386 (60)| 5,269 (53)] 5474(52)] 6,649(53) 8,700(54) 9,870(53)
State Excise 1,523 (17) 1,977 (20) 2,094 (20) 2,334 (19) 2.806(17) 3,397(18)
Taxes on vehicles 502 (6) 712(7) 676 (6) 800 (6) 983(6) 1,105(6)
Stamps and Registration fees 638(7) 855(9) LIIS(11) 1,356 (11) 1,760(11) 2,213(12)
Land Revenue 43 () 50 (1) 60 (1) 68 (-) 118(1) 117(1)
Other Taxes 927 (10) 987 (10) 1,020 (10) 1,362 (11) 1,703(11) 1,928(10)
(ii) Non Tax Revenue 1,660 (11) 1,094 (7) 1,278 (8) 2,958 (14) 4.473(17) 3,875(13)
(iii ) State's share in Union taxes and duties 2,574 (17) 2,623 (17) 2,786 (17) 3,245 (15) 3,878(15) 4,213(14)
(iv) Grants in aid from Government of India 1,546 (11) 1,751 (12) 1,665 (10) 1,987 (10) 2,147(8) 3,632(12)
2.  Miscellaneous Capital Receipts (non debt) Nil Nil Nil Nil Nil Nil
3.  Total revenue & Non debt capital receipts (1+2) 14,823 15,321 16,169 20,760 26,570 30,352
4.  Recoveries of Loans and Advances 101 35 928 64 47 124
5. Public Debt Receipts 3371 5,146 5,433 7,988 8.509 5,664
Internal Debt (excluding Ways & Means Advances and 2,295 (68) 2,969 (58)| 3.889 (72) 6,531 (82) 6,953(82) 4,995(88)
Overdrafts)
Loans & Advances from Government of India * 1.076 (32)| 2,177 (42) 1.544 (28) 1.457 (18) 1,556(18) 669(12)
6. Total receipts in the Consolidated Fund (3+4+5) 18,295 20,502 22,530 28,812 35,126 36,140
7. Contingency Fund Receipts 15 54 8 - 41 39
8. Public Account Receipts 24,797 28,502 27,879 30,513 36,325 38,025
9. Total receipts of the State (6+7+8) 43,107 49,058 50,417 59,325 71,492 74,204
PART B. EXPENDITURE/DISBURSEMENT
10. Revenue expenditure 16,685 18,605 18,815 21,285 24,932 28,041
Plan 3481(21)] 394321 3.245(17) 3,553(17) 5,125(21) 5,069(18)
Non Plan 13,204 (79)] 14,662 (79)| 15,570 (83)] 17,732 (83) 19,807(79)| 22,972(82)
General Services (incl. Interest Payments) 5,634 (34)|  6,215(33) 7,112 (38) 9,039 (42) 9,900(40)| 10,036(36)
Social Services 6,132 (37) 6,429 (35)] 6.326(34)] 6.965(33) 7,723(31) 8,899(32)
Economic Services 4,388 (26) 5397 (29) 4,803 (25) 4,652 (22) 6,511(26) 7,947(28)
Grants in aid and Contributions 531 (3) 564 (3) 574 (3) 629 (3) 798(3) 1,159(4)
11. Capital Expenditure 1,947 2,106 2,936 3.029 4,674 5,822
Plan 1,705 (88) 1,899 (90)| 2,734 (93)] 2,930 (97) 4,586(98)| 5,806(100)
Non Plan 242 (12) 207 (10) 202 (7) 99 (3) 88(2) 16
General Services 48 (3) 52(2) 76 (3) 128 (4) 136(3) 218(4)
Social Services 299 (15) 212 (10) 295 (10) 427 (14) 486(10) 1,105(19)
Economic Services 1,600 (82) 1,842 (88) 2,565 (87) 2,474 (82) 4,052(87) 4,499(77)
12. Disbursement of Loans and Advances 511 514 628 1,011 611 300
13. Total (10+11+12) 19,143 21,225 22,379 25,325 30,217 34,163
14. Repayments of Public Debt 521 712 1,696 3,441 4,029 811
Internal Debt (excluding Ways & Means Advances and 101 (19) 231 (32) 287 (17) 780 (23) 622(15) 393
Overdrafts)
Net transactions under Ways & Means Advances and - -- -- - -- -
Overdraft
Loans and Advances from Government of India * 420 (81) 481 (68) 1,409 (83) 2,661 (77) 3.407(85) 418
15. Appropriation to Contingency Fund = s - - e =
16. Total disbursement out of Consolidated Fund 19,664 21,937 24,075 28,766 34,246 34,974
(13+14+15)
17. Contingency Fund disbursements 53 8 -- 41 39 -
18. Public Account disbursements 23,260 27,107 26,825 30,665 35,463 36,702
19. Total disbursement by the State (16+17+18) 42,977 49,052 50,900 59,472 69,748 71,676
PART C. DEFICIT/SURPLUS -
20. Revenue Deficit 1-10) 1,862 3,284 2,646 525 - i
Revenue Surplus (10-1) . - - - 1,638 2,311
21. Fiscal Deficit (3+4-13) 4,219 5,869 5,282 4,501 3,600 3.687
22. Primary Deficit (21-23) 1,831 3,186 1,990 791 -— -
Primary Surplus (23-21) --- --- — - 194 78
PART D. OTHER DATA
23. Interest Payments (included in revenue expenditure) 2,388 2,683 3,292 3,710 3.7%4 3,765
24. Arrears of Revenue (Percentage of Tax & Non-Tax 1,894 2,634 3,390 3,104 3604 3620
Revenue Receipts) (18) (24) (29) (20) (18) (16)
25. Financial Assistance to local bodies, efe. 6,451 7,429 7,675 7,780 8306 11183
26. Ways and Means Advances/Overdraft availed (days) - 40 171 196 61 -
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TR _2000-01 | 2001-02 | 200203 | 2003-04 | 2004-05 | 2005-06
27. Interest on WMA/Overdraft - 0.91 523 8.85 1.20 -
28. Gross State Domestic Product (GSDP) 1,04,541 1,08,461 1,18,604] @1,30,127] o1,48,521 1,67399
29. Outstanding Debt (year end) 26,571 32,566 37,234 41,967 46,940 52,236
30. Outstanding Guarantees (year end) 13,004 12,279 13,314 14,179 11,574 8,984
31. Maximum amount Guaranteed (year end) 16,425 20,823 20,973 21,225 19,910 20,107
32. Number of incomplete projects (as per material in 97 103 35 70 238 120
Finance Accounts)

33. Capital blocked in incomplete projects 3,295 4,814 6,141 8813 9,496 3,450 ¢

Note: Figures in brackets represent percentages (rounded) to total of each sub heading
- Excludes Ways and Means Advances from Government of India

*

L)
L::]

+

- Provisional
- Quick estimates

GSDP figures for 2005-06 have been adopted as in overview of budget for 2006-07.

- This includes Rs.3,243 crore invested in Upper Krishna Project now executed by Krishna Bhagya

Jala Nigam Ltd, a Government Undertaking.

LSO
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CHAPTER - 11

ALLOCATIVE PRIORITIES AND APPROPRIATION

2.1 Introduction ‘

The Appropriation Accounts prepared annually indicate expenditure (capital
and revenue) on various specified services vis-a-vis those authorised by the
Appropriation Act in respect of both charged and voted items of budget.

Audit of appropriation by the Comptroller and Auditor General of India seeks
to ascertain whether the expenditure actually incurred under various grants is
within the authorisation given under the Appropriation Act and the
expenditure required to be charged under the provisions of the Constitution is

so charged.

It also ascertains whether the expenditure so incurred is in
conformity with the law, relevant rules, regulations and instructions.

2.2

Summary of Appropriation Accounts

The summarised position of actual expenditure

29 grants/appropriations was as follows:

during 2005-06 against

(Rupees in crore)

Unspent

Original Supplementary Actual Provision
Nature of expenditure grant/ grant/ Total s (-)/ Expenditure

appropriation | appropriation ekpenditre in Excess of
: Provision (+)
Voted Revenue 24,752.44 2,685.74 27438.18 24,987.23 (-) 2,450.95
Capital 5,710.54 1,294.39 7,004.93 6,192.64 (-)812.29
Loans & 343.63 321.70 665.33 391.80 (-)273.53
Advances

Total Voted 30,806.61 4,301.83 35,108.44 31,571.67 (-)3,536.77
Charged Revenue 4,110.35 642 4,116.77 3,826.13 (-)290.64
Capital 0.25 0 0.25 0 (-)0.25
Public Debt 2,246.17 56.54 2,302.71 810.86 (-)1491.85
Total Charged 6,356.77 62.96 6,419.73 4,636.99 (-)1,782.74
Grand Total 37,163.38 4,364.79 41,528.17 36,208.66 (-)5,319.51

The overall unspent provision of Rs.5,319.51 crore mentioned above was the
net result of wunspent provision of Rs.6,128.53 crore in 29
grants/appropriations partly offset by excess of Rs.809.02 crore in five
grants/appropriations (details vide appropriation accounts 2005-06). Detailed
Appropriation Accounts were communicated to the Controlling Officers to
explain the significant variations; explanations were not received
(November, 2006).
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2.3  Fulfilment of allocative priorities

2.3.1 Appropriation by allocative priorities

Out of unspent provision of Rs.6,128.53 crore, unspent provisions of more
than Rs.100 crore occurred in eight grants, during 2005-06. Large unspent
provisions were in areas like Finance, Agriculture and Horticulture, Debt

Servicing, Water Resources, Public works, etc as detailed in the table below:
(Rupees in crore)

Sl L e T".“f'.l e bs o A menent
Ky E:_ant_ ot | [Provision Expendxture Provision

1 1-Agriculture and Horticulture

Revenue Voted 1,063.96 653.87 410.09
2 3-Finance

Revenue Voted 5,620.61 4,128.28 1,492.33
3 7- Rural Development & Panchayat Raj

Revenue Voted 1,112.59 954.95 157.64

Capital Voted 786.87 684.34 102.53
4 19-Urban Development

Revenue Voted 1,603.69 1,344.94 258.75

Capital Voted 361.42 243.52 117.90
5 20-Public Works

Revenue Voted 1,256.46 981.73 274.73

Capital Voted 1,327.21 1,218.72 108.49
6 21- Water Resources

Capital Voted 3,645.34 3,353.40 291.94
7 22-Health & Family Welfare

Revenue Voted 1,295.36 1,094.32 201.04
8 29- Debt Servicing

Revenue Charged 4,029.34 3.764.82 264.52

Capital Charged 2,302.71 810.86 1,491.85

Total : . 24.405.56 19.233.75 5,171.81

Departments did not intimate reasons for unspent provisions. Heads of
Account under which major part of the provisions remained unspent in these
eight grants are detailed in Appendix 2.1.

2.3.2 There were unspent provisions (Rs. 8.54 crore) due to non-release of
funds and non/short release of letter of credit in three grants (Appendix 2.2).

2.3.3 Persistent unspent provision

In 33 cases involving seven grants there were persistent unspent provisions
exceeding Rs.0.25 crore and 10 per cent or more of the provision
(Appendix 2.3).

2.3.4 Surrender of unspent provisions

According to rules framed by Government, the departments are required to
surrender grants/appropriations or portions thereof to the Finance Department
as and when savings are anticipated. However, out of total unspent provision
of Rs.6,096.67 crore* in 27 grants/appropriations, Rs.753.63 crore
(12 per cent) were surrendered on the last day of the financial year. Unspent
provision of Rs.5,343.04 crore remained un-surrendered (Appendix 2.4).

* Excludes Rs.29.63 crore surrendered in excess in three grants and Rs.2.23 crore surrendered
in full in three grants.
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2.4 Excess requiring regularisation

2.4.1 As per Article 205 of the Constitution of India, it is mandatory for a
State Government to get the excess over a grant/appropriation regularised by
the State Legislature. However, the excess expenditure amounting to
Rs.7,210.72* crore for the years 1989-90 to 2004-05 was yet to be regularised
(November 2006) (Appendix 2.5).

2.4.2 The excess of Rs.809.02 crore under five grants/ appropriations during
2005-06 requires regularisation. Details are given below:

(Amount in Rupees)

SLNo. | F{";mtfappmpriat-ion iy agg:(:g{;‘;:; _éﬂi;t;;:m- - Excess
1 3 — Finance
Revenue Charged 22,00,000 2,34,10,771 2,12,10,771
2 14- Revenue
Revenue Voted 13,67,17,83,000 17.46,10,59,416 3,78,92,76,416
Capital Voted 11,21,00,000 27,64.,20,908 16,43,20,908
3 18- Commerce and
Industries
Revenue Voted 7.81,45,35,000 11.62,24,62,970 3,80.,79,27,970
4 24- Energy
Revenue Voted 21,27.82,51,000 21.57,90,51,055 30,08,00,055
5 25- Kannada and Culture
Capital Voted 2,25,00,000 2,92.39.817 67,39,817
| Total 42,90,13.69,000 50,99.16,44,937 |  8.09,02,75,937

Significant excesses occurred during the year under the following heads of
account;

» Grant 3 — ‘2071’-Pension and Other Retirement Benefits — Civil —
Superannuation and Retirement Allowances — Payment of Pensionary
charges to other Governments under the State Re-organisation Act,
1956 (Rs.1.92 crore).

Grant 14 — “2245° — Relief on account of Natural calamities — Calamity
Relief — Transfer to Reserve funds and Deposit Account — Calamity
Relief Fund — Centres’ share (Rs.444.85 crore)

Y

‘4059’- Capital Outlay on Public Works — General — Construction
(Rs.16.68 crore)

* The amount of excess required to be regularized for 2003-04 mentioned in Audit Report for
the year 2004-05 was Rs.2,817.86 crore. However, on account of rectification of
misclassification in Grant No.29, the excess requiring regularization decreased by
Rs.6.50 crore.

The amount of excess required to be regularized for 2004-05 was Rs.1,919.02 crore.
However, due to proforma correction of figures in Grant No.24 under 2801- Energy’ on
account of book adjustments relating to power subsidy for 2004-05 not shown in annual
accounts 2004-03, excess requiring regularization increased by Rs.285.66 crore.
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» Grant 18 — ‘3475 — Other General Economic Services — Transfer to
Reserve Funds/Deposit accounts- Transfer of cess to the Infrastructure
Initiative Fund (Rs.481.23 crore).

» Grant 24 — ‘2801° — Power — General — Assistance to Electricity
Boards- Karnataka Electricity Board (Rs.65.79 crore)

» Grant 25 — “4202’ — Capital outlay on Education, Sports, Art & Culture
— Art & Culture — Other Expenditure — Buildings (Rs.0.67 crore).

2.4.3 Persistent excesses

There were persistent excesses exceeding Rs.0.20 crore during last three years in
four cases involving two grants (Appendix 2.6).

2.5 Original and supplementary budget provisions

Supplementary provision (Rs.4,364.79 crore) made during the year constituted
12 per cent of the original provision (Rs.37,163.38 crore) as against
10 per cent in the previous year. The overall saving of Rs.5.319.51 crore
exceeded the supplementary provision by Rs.954.72 crore (22 per cent).

2.5.1 Unnecessary/insufficient/excessive supplementary provisions

Supplementary provision of Rs.328.56 crore made in 18 grants involving 55
detailed/object heads proved unnecessary in view of aggregate unutilised
provision of Rs.482.34 crore (Appendix 2.7).

In 10 grants involving 16 detailed heads, supplementary provision of
Rs.588.05 crore obtained proved insufficient leaving uncovered excess
expenditure of Rs.150.18 crore (Appendix 2.8).

In 16 grants involving 38 detailed heads, as against additional requirement of
Rs.444.35 crore, supplementary grant for Rs.575.78 crore was obtained
resulting in unutilised provision of Rs.131.43 crore (Appendix 2.9).

2.5.2 Excessive/unnecessary re-appropriation of funds

A grant or appropriation for disbursements is distributed by sub-head or
detailed head or object heads under which it is accounted for. The competent
executive authorities can approve re-appropriation of funds between the
primary units of appropriation within a grant or appropriation before the close
of the financial year to which such grant or appropriation relates.
Re-appropriation of funds should be made only when it is known or
anticipated that the appropriation for the unit from which funds are to be
transferred will not be utilised in full or will result in unspent provision in the
unit of appropriation.

40



Chapter II - Allocative priorities and Appropriation

In 68 cases, re-appropriation of funds was made injudiciously resulting in
provisions remaining un-utilised/excess over provision of more than
Rs.0.25 crore in each case (Appendix 2.10). Of these:

- in 13 cases, additional funds of Rs.7.14 crore provided through
re-appropriation proved insufficient as the final expenditure exceeded
the provision by Rs.14.62 crore.

- in 11 cases, the unutilised provisions were not properly assessed as even
after the withdrawal of Rs.62.55 crore through re-appropriation,
Rs.326.86 crore remained unutilised.

- in 36 cases, additional funds of Rs.57.88 crore provided by
re-appropriation resulted in unutilised provision of Rs.45.82 crore and
the re-appropriation proved excessive.

- in eight cases, the withdrawal of Rs.19.65 crore through re-appropriation
proved injudicious as the final expenditure exceeded the net provision by
Rs.18.02 crore.

2.5.3 Unreconciled expenditure

To enable departmental officers to exercise proper control over expenditure,
there are standing instructions of Government that expenditure recorded in
their books should be reconciled with those recorded in the books of the
Accountant General (Accounts and Entitlement).

During 2005-06, out of 224 Chief Controlling Officers, 46 officers had not
reconciled expenditure of Rs.14,508.36 crore (41 per cent of the expenditure
of Rs.35,600.31 crore incurred by them), while one officer had reconciled his
expenditure figures for a part of the year.

2.5.4 Errors in budgeting

Errors in budget such as obtaining supplementary provisions under the grants
other than to which the original provisions were made, including net amount
as gross amount in the ‘Appropriation Act’, etc involving an amount of
Rs.53.85 crore were noticed. Details are in Appendix 2.11.

2.6 Defective reappropriation

During 2005-06, 159 re-appropriation orders involving an amount of
Rs.420.19 crore were issued. Thirty one re-appropriation orders for
Rs.126.74 crore were not considered in accounts as these were found either
exceeding the power of sanction or involving items of new service or not
signed by competent authority or not having prior approval of Finance
Department. Illustrative cases are listed in (Appendix 2.12).

2.7  Rush of expenditure

The financial rules require that expenditure should be evenly distributed
throughout the year. The rush of expenditure particularly in the closing
months of the financial year is regarded as a breach of financial rules. The
position in respect of expenditure for the four quarters and also for the month
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of March 2006 as depicted in Appendix 2.13 shows that the expenditure
incurred in March 2006 in 25 cases ranged between 21 and 100 per cent of the
total expenditure during the year indicating tendency to utilise the budget at
the close of the financial year.

2.8  New service/New instrument of service

Article 205 of the Constitution provides that expenditure on a ‘New Service’
not contemplated in the Annual Financial Statement (Budget) can be incurred
only after its specific authorisation by the Legislature. The Government has
issued orders based on recommendations of Public Accounts Committee
laying down various criteria for determining items of ‘New Service/New
Instrument of Service’. These, inter alia, stipulate that the expenditure over
the grant/appropriation exceeding twice the provision or Rupees one crore,
whichever is more, should be treated as an item of ‘New Service’.

In 12 cases involving 04 grants, expenditure totalling Rs.71.26 crore which
should have been treated as ‘New Service/New Instrument of Service’ was
met without the approval of the Legislature (Appendix 2.14).

2.9 Expenditure without budget provision

As envisaged in the Budget Manual, expenditure should not be incurred on a
scheme/service without provision of funds therefor. It was, however, noticed
that expenditure of Rs.11.18 crore was incurred without provision either in
original or in supplementary demand in 31 cases involving 12 grants
test-checked in audit (Appendix 2.15).

2.10 Contingency Fund

The Contingency Fund of the State has been established under the
Contingency Fund Act, 1957 in terms of provisions of Article 267 (2) and
283 (2) of the Constitution of India. Advances from the fund are to be made
only for meeting expenditure of an unforeseen and emergent character,
postponement of which, till its authorization by the Legislature would be
undesirable. The fund is in the nature of an imprest and its corpus is
Rs.80 crore.

During the year 2005-06, 25 sanctions aggregating to Rs.54.56 crore were
issued. A review of the operation of the Contingency Fund disclosed the
following:

e  Three sanctions involving an amount of Rs.2.78 crore accorded between
July’ 2005 and March’ 2006 were not acted upon.

e In 10 cases, the actual amount drawn ranged between 13 and
81 per cent of the amount sanctioned.

e Anamount of Rs.13.33 crore pertaining to 12 sanctions was drawn from
Contingency fund after supplementary estimates for its recoupment to
the fund were passed by the Legislature.
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CHAPTER III

PERFORMANCE REVIEWS

This Chapter presents six performance reviews. The performance reviews are
on ‘Implementation of Project Tiger’, ‘Implementation of VAMBAY and
SUDP by Karnataka Slum Clearance Board’, ‘Development and Maintenance
of Major District Roads’, ‘Urban Water Supply Schemes’, ‘Sarva Shiksha
Abhiyan’ and ‘Computerisation of Treasuries in Karnataka (Khajane).
Besides, there is one long paragraph on ‘Working of Horticultural Farms’.

FOREST, ENVIRONMENT & ECOLOGY DEPARTMENT

3.1 Implementation of Project Tiger

Highlights

‘Project Tiger’ — a Centrally sponsored scheme is implemented in
Karnataka in three Tiger Reserves viz. Bandipur National Park, Bhadra
Wildlife Sanctuary and Rajiv Gandhi (Nagarahole) National Park for
maintaining a sustainable tiger population in these reserves. The
conservation and protection measures initiated by the Department in these
reserves, however, remained by and large ineffective due to deficiencies in
planning, inadequate release of funds, omissions to include potential tiger
habitats in the Tiger Reserves and non-observance of scheme guidelines.

The budget provision made by the State Government during 2001-06 was
short by Rs.2.77 crore compared to that approved in Annual Plans of
Operation. The funds were also short released (Rs.4.77 crore) during the
period.

(Paragraph: 3.1.6.1)

Conservation and protection measures in the Protected Areas of the three
Tiger Reserves were not implemented in full due to deficiencies in
formulating Management Plans and Annual Plan of Operations.

(Paragraph: 3.1.7)

Non-demarcation and consolidation of Bhadra Wild Life Sanctuary
declared as Tiger Reserve in March 1998, non-inclusion of potential tiger
habitats in the reserve and irregular diversion of wildlife areas for
non-forestry purposes adversely affected the conservation measures of the
reserve.

(Paragraphs: 3.1.8.1 to 3.1.8.3)
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The estimation of tiger population in the State was not carried out
regularly and on a scientific basis thereby not ensuring the reliability of
the data. '

(Paragraph: 3.1.10)

The tourism activities in the three Tiger Reserves were not carried out in
accordance with the laid down guidelines. -

(Paragraph: 3.1.14)

Shortage of frontline protection staff, lack of training in use of
sophisticated fire arms and their supply and deficient communication
network in the Protected Areas rendered the protection measures largely
ineffective.

(Paragraph: 3.1.15)

3.1.1 Introduction |

Tiger is one of the major predators in India which keeps the population of
herbivores under control which in turn allows growth of vegetation thereby
saving land from denudation. Its existence also helps in checking the
impairment of the ecological conditions of a given area and maintaining the
balance in nature. The animal has been on the brink of extinction since the
middle of twentieth century due to shrinkage of its habitat, destruction of its
prey animals and its poaching for skin and body parts.

Government of India (GOI) launched (April 1973) the scheme ‘Project Tiger’
to ensure the maintenance of a sustainable population of tiger in India and to
preserve for all times such areas as part of our national heritage for the benefit,
education and enjoyment of future generations. In Karnataka, the Project
Tiger is implemented by the Forest Department in Bandipur Tiger Reserve
(BTR) (1973), Bhadra Wildlife Sanctuary (BWLS) (1998) and Rajiv Gandhi
(Nagarahole) National Park, (RGNNP) (2002).

]3.1.2 Organisational set-up

The Principal Secretary, Forest, Environment and Ecology Department is the
administrative head at the Government level. The Principal Chief Conservator
of Forest (Wildlife), Bangalore {PCCF (WL)} who is also the designated
Chief Wildlife Warden under the Wildlife (Protection) Act, 1972 is
responsible for the implementation of the project. The PCCF (WL) is assisted
by two Field Directors, Project Tiger (FDPTs) at Mysore and Chikmagalur
and three Deputy Conservators of Forests (Wildlife) (DCFs), one for each of
the above three' Tiger Reserves (TRs). The DCFs are assisted by Assistant
Conservators at sub-divisional level and Range Forest Officers at Range level.

' DCF, Bhadra Wildlife Division-Chikmagalur, DCF, Project Tiger Division-Bandipur and
DCF, Wildlife Division, Hunsur
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3.1.3 Audit objectives

The main Audit Objectives were to assess whether:

» availability of funds was adequate and financial management efficient and
effective,

» project formulation was effective for achieving maintenance of sustainable
tiger population,

» programme management was efficient and the various conservation and
protection activities undertaken yielded the desired results,

» adequate and trained manpower was available and utilised efficiently,

» an efficient and adequate monitoring mechanism was in place.

3.1.4 Audit criteria

The performance of the project in the State was assessed with reference to:
» National Wildlife Action Plan (NWAP);

Guidelines issued by the Wildlife Institute of India;

Forest (Conservation) Act, 1980;

Wildlife (Protection) Act, 1972 and

Y V V V

Codes and Manuals of the Forest Department.

3.1.5 Scope and methodology of audit |

The implementation of the Project in all the three Tiger Reserves in the State
for the period 2001-06 was reviewed in audit between January 2006 and
July 2006 by test-checking the records of the three DCFs and the FDPTs
besides reviewing the records of PCCF (WL).

The audit objectives and criteria were discussed in an entry conference with
the Principal Secretary, Forest, Environment and Ecology Department and
PCCF (WL) in January 2006.

The audit findings relating to Project formulation and its implementation were
based on the examination of various documents, data/reports. The audit
findings were communicated to the Government in September 2006 for their
comments and were also discussed in the exit conference held on
13 November 2006.
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3.1.6 Audit findings

3.1.6.1 Financial management

‘Project Tiger’ is a Centrally sponsored scheme for which cent per cent
Central assistance is given by Government of India for non-recurring items of
work and 50 per cent for recurring items. The remaining 50 per cent funds for
recurring items are borne by the State Government. The funds for the Project
were to be released on the basis of the approved Annual Plan of Operations
(APOs) by Government of India.

Funds required for the project are provided in State Budget. On approval of
the budget, the departmental officers incur expenditure either by drawing bills
on treasuries to meet administrative expenditure or by drawing cheques
against Letter of Credit to meet scheme expenditure.

Funds required for the project as per the approved APOs, funds released by
Central and State Governments and the expenditure incurred during the period
2001-06 was as follows:

Table 1: Details of funds required, released and expenditure
(Rupees in crore)

Fund ired Funds to be
L R P Budget Funds released by Funds
per APO i ; § : Excess (+) /
| proyision allotted/ Govt of actually Shorttall ()in .| Expenditure
Year of the released Karnataka released by -p y

7 5 release of funds incurred

C ¢ State by Govt including Govt of (Col 6-7)

entral State Govt of India State Share Karnataka =
(Col3+5) i
(€0)] (2) (3) 4) (5) (6) (7 (8) )

2001-02 1.91 0.91 2.84 1.87 2.78 2.65 (-)0.13 2.55
2002-03 2.96 0.89 2.51 2.91 3.80 2.59 (-)1.21 2.50
2003-04 3.28 1.16 5.66 2.66 3.82 4.06 (+)0.24 3.91
2004-05 7.62 2.10 8.40 4.84 6.94 6.19 (-)0.75 5.32
2005-06 4.97 2.95 6.57 4.97 7.92 5.80 (-)2.12 5.69
Total 2074 | 8.01 25.98 17.25 25.26 21.29 (-)3.97 19.97

The budget provisions made by the State Government were short (Rs.2.77
crore) of the funds required to be provided as per approved APOs during the
period 2001-06. The funds released by the State Government were also short
of the budget provision (Rs.4.77 crore) during all the years 2001-06 except
during 2002-03. This resulted in shortfall in release of funds to the Project
Authorities to that extent. There was also delay (Appendix 3.1) in release of
funds by the State Government to the implementing officers by more than
6 weeks to 22 weeks despite assurance given (May-July 2000) by the State
Government in the meeting of Chief Secretaries that Central funds would be
made available to the implementing officers within six weeks of receipt.
The State Government also did not release its share to the extent of 50 per cent
due to the projects.

There was also shortfall in incurring of expenditure vis-a-vis release made to
the extent of Rs.1.32 crore during all the years from 2001-02 to 2005-06
reasons for which were not on record.

All the above mentioned factors adversely affected the implementation of the
programme of works as indicated in Appendix 3.2.
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3.1.6.2  Diversion of Protected Area Development Fund (PADF)

The National Wildlife Action Plan (NWAP) formulated by GOI provided for
creation of a Local Trust Fund for each Protected Area/Tiger Reserve (PA/TR)
to be funded from tourism receipts such as entry fees, safari fees, penalties,
etc., collected in each PA/TR. Seventy per cent of the fund is to be
appropriated for community benefit programmes and the remaining
30 per cent for the management and development of each PA. A separate
PADF was required to be set up and administered for each PA/TR. The
Government created (2002-03) only one consolidated PADF for the entire
State. The reasons for the deviations were not on record.

The revenues generated from the PAs after credit to the State Revenue
Account are transferred to the fund on quarterly basis. The Government
allocated the revenue so accumulated to different National Parks
(NPs)/Sanctuaries. It was, however, observed that against Rs.3.88 crore
collected from the three TRs, only Rs.0.70 crore was allocated to the two TRs
at BTR and RGNNP. No funds were allocated to BWLS. The balance
amount of Rs.3.18 crore was allotted to other NPs/Sanctuaries of the State
outside the project tiger areas. The allocated amount (Rs.0.70 crore) was
spent by these TRs on repairs to quarters and purchase of vehicles which was
not contemplated in the NWAP.

3.1.6.3 Diversion of Central assistance

Grant of Rs.7.75 lakh was provided to RGNNP during 2003-04 for the
construction of quarters, anti-poaching camps, formation of anti-poaching
patrolling tracks and census work under non-recurring items. In addition,
Rs.6.54 lakh was provided under the recurring head for maintenance of roads
and employment of tribal people for protection duties. The entire provision of
Rs.14.29 lakh under these heads were, however, diverted towards payment of
outstanding wages of anti-poaching watchers engaged on daily wage basis for
the reason that no separate allocation of funds was provided for the same.

Programme management

3.1.7 Preparation of Management Plans

The ‘Project Tiger’, envisages management of TRs on sound principles of
scientific conservation. This includes maintaining a ‘core area’ in each TR
where there would be no biotic interference like forestry operations, collection
of minor forest produce, bamboo extraction, grazing of domestic cattle and
any human activities including tourism so as to maintain the area in as near
natural conditions as possible. The area other than the ‘core area’ called the
‘buffer area’ is available for wildlife oriented forestry purposes.

The integrated development of a TR is achieved by undertaking all necessary
conservation, protection and promotional measures through long term
perspective plans called ‘management plans’ (MPs) which deal with all
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existing programmes and description of future programmes required to
achieve the area objectives over a period of 5 to 10 years. The management
plan of every TR is to be executed in annual phases after drawing up APOs.
The APOs are, therefore, an overall coordinated programme of the works
under the scheme and the other works to be executed under the State Sector.

In BTR and BWLS, the MPs were formulated without providing for training
requirements of the working staff, buffer zone development plan, degraded
habitat restoration plan and tourism management plan. Likewise, MP of
RGNNP did not contemplate the training plans and the tourism management
plan.

The APOs of BTR did not provide for measures to meet the demand for fuel
wood, grasslands for cattle, linkage of corridors and planting fruit bearing
species despite envisaged in its MP. The APOs of BTR and BWLS did not
contain any action plan to eradicate weeds despite the fact that depletion of
fodder due to weeds was recognised by the Department in their MPs.

The sustainable population that could be maintained in each reserve had also
not been spelt out by the Department. Wildlife Advisory Board under
Wildlife Protection Act, 1972 to formulate the policy of protection and
conservation of Wildlife was also not constituted as of March 2006.

3.1.8 Consolidation of Tiger Reserves

3.1.8.1 Survey and Demarcation

The Wildlife (Protection) Act, 1972 provides that as soon as the Government
notifies the area of a TR, the boundaries thereof shall be demarcated and
consolidated after conducting a proper survey.

The entire core and buffer zone area of 492.30 sq km of BWLS had not been
demarcated and consolidated as of March 2006 despite issue of final
notification declaring the areas as a reserve in March 1998. No proposal was
made in this regard in any of the APOs. In the absence of consolidation of the
boundaries, the TRs were exposed to encroachments and trespassing
detrimental to the wildlife conservation. As of March 2006, 0.39 sq km was
encroached upon by public in this TR during 1997-98 to 1998-99. In BTR
12.80 hectares of land had been encroached upon by 23 families. In RGNNP,
7.04 sq km was under occupation of the tribals, as assessed in 2000. The
extent to which the occupation had extended after the year 2000 had not been
assessed (March 2006).
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3.1.8.2 Inclusion of potential tiger habitats in protected areas

An area of 67.80 acres of private land situated within the core area of BWLS
was rich in wildlife. The fauna has to move across this area on their way to
and from the back waters of the Bhadra Reservoir. The Deputy Conservator of
Forests, Bhadravathi proposed (January 1990) to acquire the area for
development of Bhadra Reserve Forest. The Deputy Commissioner,
Chikmagalur District dropped (June 1991) the acquisition proceedings as the
department failed to remit the required land compensation to the Revenue
Department. No action was taken to acquire the land which was rich in
wildlife and even after its surrounding areas had been declared (1998) as
Wildlife Sanctuary.

3.1.8.3 Leasing/diversion of wildlife areas

Under the Wildlife (Protection) Act, 1972, any activity in a protected area
which damages and deprives wildlife of its habitat is strictly prohibited. The
core zone in a sanctuary is to remain undisturbed for providing uninterrupted
habitation to wildlife. Contrary to this, an area of 68.15 sq km in the core
zone of RGNNP was converted as Tourism Zone.

An area of 89.94 hectares in the Buffer Zone of BWLS had been leased out
(1979) for 20 years to set up Kuvempu University after issue of preliminary
notification (1974) under Wildlife Protection Act, 1972 for declaring the area
as a sanctuary. The area was included as part of the Sanctuary while issuing
final notification in March 1998. However, the lease was further extended
(August 2002) beyond February 1999 with the approval of Indian Board for
Wildlife on the condition that the leased area be excluded from the reserve and
another contiguous area of 339 hectares of degraded forest land added to it in
lieu thereof within 90 days. The leased area was, however, neither excluded
from the reserve nor was any other contiguous area added to it. This defeated
the spirit of approval of the Board.

3.1.8.4 Conservation of tigers outside the Tiger Reserves

As per 2001-02 census, 401 tigers were estimated to be living in the State, of
which 182 lived in TRs. Of the 219 tigers living outside the three TRs, 140
tigers lived in the territorial forest areas while 79 tigers lived in Wildlife
Sanctuaries and National Parks. The guidelines of the ‘Project Tiger’ Scheme
provide for undertaking of conservation measures in populated tiger areas
outside the TRs. These measures would include dedicating pockets of
undisturbed areas for these tigers, retention of fodder and fruit species,
allowing controlled grazing within the carrying capacity of the forests and
protecting the tigers from poachers.

No conservation measures had been taken by the Department despite the
vulnerability of these tigers to poaching and habitat degradation. In the
territorial forests of Chikmagalur Circle, three cases of tiger poaching were
reported (2002) indicating lack of protection measures by the Department.
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3.1.9 Habitat development and restoration of degraded habitat

3.1.9.1 Grassland management

In order to maintain availability of sufficient prey species such as deer,
sambar, wild boars, efc., for the tigers inside the Reserves, adequate
availability of fodder for these herbivores is essential. Therefore, grasslands
were to be developed within the reserve areas of TRs so as to ensure
availability of fodder to herbivores. The management plans of the TRs were
to include plans for raising grasslands in the Reserves.

Review of Divisional records revealed that MPs of BTR and BWLS (2001-06)
did not include comprehensive proposals for raising grasslands to avoid the
incidences of wild animals straying into human habitation and consequential
killing of cattle, humans, efc. In the three reserves, a compensation of -

Rs.88.25 lakh was paid towards crop damages, cattle and human deaths in
9,323 cases during 2001-06.

Weeds such as lantana and euphotorium suppress fodder growth which is
necessary for the existence of herbivores. These weeds were growing
abundantly in BTR and BWLS. Lack of action to remove the weeds was
attributed (January/February 2006) by the Divisional Officers to paucity of
funds. However, no proposals were made by the Department in their
respective APOs so that funds for the purpose could be obtained.

3.1.9.2 Desilting of water bodies

The water bodies in the Reserves are required to be desilted at regular
intervals so as to ensure adequate water availability to wildlife during summer.
It was observed that out of 300 water bodies available in BWLS and BTR,
only 94 were desilted during 2001-06 due to paucity of funds.

3.1.9.3 Wildlife corridors

Corridors in wildlife areas are not only vital for free movement of wild
animals but also for gene flow which facilitates genetic diversity and
population viability. BWLS has only one narrow corridor. The existing
corridors to the adjoining Kakanahosudi and Aldhara forests got blocked due
to execution of irrigation projects and other human activities. No proposals
had been mooted by the Department for widening the corridor or opening a
new corridor. Deputy Conservator of Forests (BWLS) in reply stated
(January 2006) that the matter of providing of corridor through the two forest
areas would be examined. Absence of proper corridors would adversely affect
conservation attempts made for the wild animals.
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3.1.10 Estimation of tiger population

GOI issued (1997-2002) several guidelines for carrying out tiger estimation on
an annual basis by involving, inter alia, retired Wildlife Wardens and experts
from reputed institutions like Wildlife Institute of India, Indian Institute of
Science, etc. Data was also to be compiled by the Forest Guard in his area on
a daily basis by recording observations of tiger sightings, pugmarks, animal
droppings, tiger-kills, efc. It would also include determining the sex ratio and
age of the tigers. The quarterly/half-yearly/yearly reports on the data so
generated were to be submitted to GOI.

Records revealed that no action was taken by the project authorities to compile
the data on regular basis as per the GOI guidelines. Since 1997, the estimation
was made on three’ occasions and the one in 2006 had partly been completed
as of July 2006. The estimation of tiger population was done by using only
pug mark method. The population of tigers as per these estimations conducted
at BWLS, BTR and RGNNP during 1997, 1999 and 2001 was as under:

Table 2: Population of tigers

Nameof | eyt . iNyage-— 10 LT T a0 i
the TR | wale | Female | Cubs | Total | Male | Female | Cubs | Total | Male | Female | Cubs | Total
BWLS 13 13 5 31 17 14 9 40 Not done

BTR 24 46 5 75 24 48 7 79 26 46 10 82
RGNNP Not done NA NA NA 55 NA NA NA 55 to 60

Anti-poaching
camps were not
set up according
to vulnerability
of areas to forest
offence cases

It would be seen that in RGNNP neither sex ratio of tigers nor number of cubs
was determined during any of the estimations. The estimation for 2001 was
not based on compiled data of direct tiger sightings, observation of animal
droppings, tiger-kills, efc. The estimation was also made without involving
experts from reputed institutions like Wildlife Institute of India, Indian
Institute of Science, efc. Thus, the estimation of the number of tigers by the
Department, by counting pug marks was not foolproof.

Estimation of herbivore population (prey species) in the TRs had also not been
done in BTR since 1996-97, in BWLS since 2000-01 and in RGNNP since
2002-03. Consequently, the adequacy of prey-predator ratio which had a
bearing on food chain in these TRs was not assessed.

3.1.11 Protection measures

To save the tigers from poaching, forest fires, communicable diseases and
accidents on highways passing through TRs, the ‘Project Tiger’ envisaged
setting up anti-poaching camps, undertaking of immunisation programmes,
training of frontline staff in anti-poaching and fire fighting techniques,
equipping the staff with arms and ammunitions, fire protection measures and
constructing speed barriers and displaying sign boards on highways besides
creating awareness about wildlife conservation.

*1n 1997, 1999, 2001
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3.1.11.1 Poaching of Tigers and Anti-poaching Camps

Tigers are often poached for their skin, bone and other body parts which fetch
lucrative prices in global markets. In RGNNP, a case of laying metal traps for
poaching tigers was booked (May 2002) by the Department on the basis of
incident reported by the tourists. In BTR, a tiger aged six to seven years was
poached (August 2004) in Gundre Range but the Department did not
investigate the case treating it as a case of natural death although the post
mortem report revealed evidence of inflicted injuries and absence of nails. In
another case, forest cell of Crimes Investigation Division of Police
Department, Bangalore seized (December 2005) four tiger skins in the vicinity
of BTR and RGNNP. Despite occurrences of such poaching, no case of tiger
poaching was recorded by the Department in these TRs indicating slackness in
protection measures.

To prevent poaching, the project envisaged setting up of anti-poaching camps
(APCs). Each camp was to cover a minimum area of 25 to 30 sq km. As
against 67 camps3 to be set up, 81 APCs existed (March 2006) in the three
reserves of BTR, BWLS and RGNNP.

Records revealed that APCs in many cases were not set up on the basis of
vulnerability of the area to forest offences. In BTR, only five camps were set
up in Maddur Range which registered 327 forest offence cases (FOCs) during
2001-06 while five camps were set up at AM Gudi Range, which registered
only six FOCs. In RGNNP, Antharasanthe range which registered 298 FOCs
during 2001-06 had only three APCs while Kallahalla Range which had 82
FOCs during 2001-06 had four APCs.

Similarly, there were wide discrepancies in deployment of frontline staff at
beats in the protected areas. In BTR, two Ranges with an area of 6,125
hectare and 6,100 hectare respectively had 11 beats each, while one Range
with an area of 12,050 hectares had only nine beats. In RGNNP, while one
Range with an area of 5,039 hectares had 12 beats, another Range with an area
of 13,647 hectares also had the same number of beats. In another Range of
BTR (Maddur) near the State border where 327 FOCs had been booked during
2000-06, only 13 beats had been set up while 12 beats had been set up for
AM Gudi Range which was less vulnerable with only six FOCs booked during
2002-06.

Setting up of APCs not in accordance with vulnerability of forest areas
adversely affected anti-poaching activities.

3.1.11.2 Immunisation programme

Regular immunisation of the village cattle around the Reserve is required to
prevent spread of communicable diseases from domestic cattle to wild
animals. The details of immunisation programme carried out around BTR and
BWLS during 2001-06 were not available except for 0.23 lakh out of three
lakh cattle in BTR and 0.06 lakh out of 0.40 lakh cattle in BWLS carried

* At the rate of one camp for every 30 sq km
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during 2005-06. The divisional officers stated that the shortfall was due to
funds constraint. Shortfall in immunisation of cattle around the tiger reserves
would render the wild animals vulnerable to communicable diseases.

3.1.11.3 Fire Protection measures

During the period 2001-06, forest area of 123.96 sq km was destroyed in fire
in the three reserves of BTR, BWLS and RGNNP. The Project authorities
tackle the forest fires by keeping and maintaining a network (4,624 kms) of
fire-lines. Besides, fire watchers are deployed for preventing/controlling fires.

The Ministry of Environment and Forest (MOEF) issued (June 2000)
guidelines for prevention and control of forest fires which, inter alia, would
include identification and mapping of fire prone forest areas for creating a data
base on forest fires and analysing their occurrence and assessing the fire
damages and submission of proposal to them for releasing grants. The MOEF
also suggested appointment of a ‘Fire Warden’ and constitution of a ‘Crisis
Group’ at Circle and Divisional level so as to closely monitor and coordinate
various preventive measures.

The Project authorities, however, had not taken action to comply with these
guidelines so as to equip themselves with preventive measures and prevent
forest fires. Consequently, effective fire protection measures were not in place.

3.1.12 Communication network

Communication is important for protecting forests from fire, poaching, timber
felling, grazing, encroachments and other illegal activities.

3.1.12.1 Roads, vehicles and wireless sets

There was a total road network of 1,970 kms in the three TRs of which only
497 kms (BTR), 444 kms (RGNNP) and 141 kms (BWLS) were maintained
annually by the Department during 2001-06. The roads were not all weather
roads and their condition was poor. Sixty vehicles were available for patrolling
the protected areas and for tourism. Out of 46 vehicles in BTR and RGNNP,
38 vehicles were 5 to 22 year old. In BTR, absence of roads for patrolling
along the sensitive border of Karnataka-Kerala States rendered tigers
vulnerable to poaching. In 2002-03, six cases of elephant poaching were
reported in that area. Also in BWLS, one Range was totally cut off from the
rest of the Reserve due to collapse of a bridge which had not been
reconstructed for want of funds. In this Range alone (2001-06) 197 FOCs
were registered which were more than 50 per cent of the total number of FOCs
(346) booked in the Reserve during that period.

Against the requirement of 34 static and 24 mobile wireless sets and 188
walky-talky sets at RGNNP, only 19, 18 and 108 respectively were available.
In BTR, against the requirement of 97 walky-talky sets, only 88 sets were
available. The poor maintenance of the roads together with the fleet of old
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vehicles and shortage in communication equipment affected effective
patrolling of the reserves.

As of March 2006, 1,208 FOCs in three TRs were pending finalisation of

which 213 cases were more than four year old.

The cases required

adjudication by courts (294 cases) and disposal by Department (914 cases).
National Wildlife Action Plan required the States to set up designated courts
for speedy trial of wildlife and forest related offences. However, the State had
not set up any designated court to try forest offences so far (October 2006).

3.1.14 Promotional activities in Tiger Reserve

|

Regulated, low impact tourism has the potential to act as a vital tool for
gaining support for wildlife conservation. The objective of wildlife tourism is
to inculcate the importance of wildlife amongst the v