Chapter I: Overview of the State Finances

1.1 Profile of the State

Nagaland is situated in the North-Eastern Region of India, bordering three States viz.,
Assam in the West, Arunachal Pradesh and part of Assam in the North and Manipur in
the South. It has an international border with Myanmar in the East (215 km). With a
geographical area of 16,579 sq. kms. i.e., about 0.50 per cent of the country’s total
geographical area, Nagaland’s population in 2023 is 22.33 lakh (Projected) which is
0.15 per cent of the population of the Country. Nagaland has a lower density of
population, population below poverty line, infant mortality rate and decadal population
growth (2013 to 2023) as compared to the All-India average figures. It has a higher
literacy rate as compared to the All-India Average figures.

General and financial data relating to the State are given in Appendix 1.1.

1.1.1 Gross State Domestic Product of the State

Gross State Domestic Product (GSDP) is the value of all the goods and services
produced within the boundaries of the State in each period of time. Growth of GSDP
is an important indicator of the State’s economy, as it denotes the extent of changes
in the level of economic development of the State over a period. These estimates of
the economy, over a period of time, reveal the extent and direction of the changes in
the levels of economic development. Gross Value Added (GVA) is being used for
economic analysis by Gol and international organization like IMF and World Bank
as GVA is considered a better indicator of economic growth compared to GDP, as it
ignores the impact of taxes and subsidies. GDP on the other hand is computed as the
sum total of the various expenditure incurred in the economy including private
consumption spending, government consumption spending and gross fixed capital
formation or investment spending, reflecting essentially on the demand conditions in
the economy. Both measures have difference in treatment of net taxes as a result of
which the inclusion of taxes in GDP may differ from the real output situation.

The Gross State Domestic Product is classified under three broad Sectors viz.,
Primary, Secondary and Tertiary and is compiled economic activity-wise as per the
methodology prescribed by the Central Statistics Office (CSO), Government of India
(Gol) and furnished to Ministry of Statistics and Programme Implementation
(MoSPI). GSDP is the sum total of value added by different economic sectors
(Agriculture, Industry and Services), within the boundaries of the State calculated
without duplication, during a year. It is one of the measures of economic growth for
a State economy.

The growth rate for the period from 2018-19 to 2022-23 compared with India’s GDP
is presented in Table 1.1.
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Table 1.1: Trends in GSDP compared to the GDP

(R in crore)

Year 2018-19 2019-20 2020-21 2021-22 2022-23
GDP 1,88,99,668 | 2,01,03,593 1,98,29,927 | 2,34,71,012 | 2,72,40,712
(2011-12 Series) (34 RE) (2" RE) (1** RE) (PE)
GVA 1,71,75,128 | 1,83,81,117 1,81,88,780 | 2,14,38,883 | 2,47,42,871
Growth rate of GDP
over previous year 10.59 6.37 -1.36 18.36 16.06
(in per cent)
Growth rate of GVA
over the previous 10.77 7.02 -1.05 17.87 15.41
year (in per cent)
f’i‘:gaplta GDP 142,424 | 1,49915 1,46301 | 171498 |  1,96,983
State’s GSDP 31,913 35,934
(2011-12 Series) 26,527 29,716 29,832 (PE) (AE)
GSVA 25,926 28,623 28,646 30,603 34,334
Growth rate of GSDP
over previous year 8.75 12.02 0.39 6.98 12.60
(in per cent)
Growth  rate  of
GSVA over previous 9.12 10.40 0.08 6.83 12.19
year (in per cent)
Z‘:}rg‘p‘ta GSDP 123729 | 1,37,510 1,36,093 | 144205 |  1,60,922

Sources: GDP- Central Statistical Office (CSO), MoSPI, GSDP and GSVA

Statistics, Government of Nagaland
RE: Revised Estimates, PE: Provisional Estimates; A.E: Advance Estimates

-Directorate of Economics and

The Gross State Domestic Product (GSDP) in 2022-23 at current prices was
%35,933.96 crore and the GDP of the country in 2022-23 at current prices was
%2,72,40,712 crore. Further, the per capita GSDP of the State for the year 2022-23
was X1,60,922 which is lower than that of the country which is ¥1,96,983. Moreover,
the Compound Annual Growth Rate (CAGR) of per capita GSDP of the State
(6.79 per cent) during the period 2018-19 to 2022-23 was less than the CAGR of per
capita GDP of the country (8.45 per cent) during the same period.

From a policymaker’s perspective, it is therefore vital to have a comparison of the
GVA and Gross State Value Added (GSVA) data for better analysis and making
policy interventions.

Chart 1.1 depicts the trends of GSVA and GVA for the period from 2018-19 to

2022-23.
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Chart 1.1: Growth rate of GSVA vs GVA (2018-19 to 2022-23)
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The GSDP fell short of the assessment made by the XV Finance Commission (FC)
during 2022-23. The actual GSDP during 2022-23 was 335,933.96 crore i.e.,
8.87 per cent (X3,499.04 crore) less than the assessment made by the XV FC
(X39,433.00 crore). The annual growth rate of GSDP stood at 12.60 per cent during
2022-23.

Charts 1.2 and 1.3 depict the details of shift in sectoral contribution to GSDP and
sectoral growth of the GSDP during the period 2018-23.

Chart 1.2: Sectoral composition of GSDP (2018-19 to 2022-23)
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Chart 1.3: Sectoral growth in GSDP
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The GSDP increased by 39,406.54 crore during the period 2018-19 (326,527.42 crore)
to 2022-23 (%35,933.96 crore) at a Compounded Annual Growth Rate (CAGR) of
7.88 per cent. During the current year, GSDP increased by 4,021.42 crore
(12.60 per cent) over the previous year mainly due to increase in contribution under
Service and Industry sectors.

During the five-year period from 2018-19 to 2022-23, Service sector was the major
contributor to the GSDP contributing over 50 per cent. During 2022-23, the Service
sector contributed 60.94 per cent followed by Agriculture sector with 23.54 per cent
and Industry sector with 11.07 per cent. Taxes on products - Subsidies on products
formed 4.45 per cent of GSDP.

The sector-wise trend is discussed below:

(1) Agriculture Sector increased by 618.44 crore during the period 2018-19
(X7,842.07 crore) to 2022-23 (%8,460.51 crore) at a CAGR of 1.92 per cent.
During 2022-23, the major contributor in this sector was Agriculture, Forestry
and Fishing (97.06 per cent). The increase of X533.89 crore (6.74 per cent) over
the previous year was primarily due to increase in activities under Agriculture,
Forestry and Fishing and Mining and Quarrying by 6,82 and 4.03 per cent
respectively, over the previous year.

(i) Industry Sector increased by 930.82 crore during the period 2018-19
(X3,045.46¢crore) to 2022-23 (X3,976.28 crore) at a CAGR of 6.89 per cent.
During 2022-23, major contributors in this sector were Construction
(74.05 per cent) and electricity, gas, water supply and other utility services
(17.62 per cent). The increase of 3527.34 crore (15.29 per cent) during 2022-23
over the previous year was primarily due to increase in contribution under
construction by 18.49 per cent.

(iii)) Service Sector increased by 6,858.91 crore during the period 2018-19
(X15,038.62 crore) to 2022-23 (321,897.53 crore) at a CAGR of 9.85 per cent.
During 2022-23, there was an increase of 32,669.80 crore (13.89 per cent) over
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the previous year and the major contributors in this sector were Public
Administration (33.10 per cent), Other services (26.68 per cent), trade, repair,
hotels and restaurants (13.15 per cent) and transport, storage, communication &
services related to broadcasting (7.29 per cent).

1.2 Basis and Approach to State Finances Audit Report

In terms of Article 151 (2) of the Constitution of India, Reports of the Comptroller
and Auditor General of India (CAG) relating to the accounts of a State are to be
submitted to the Governor of the State, who shall cause them to be laid before the
Legislature. The State Finances Audit Report (SFAR) is prepared and submitted under
Article 151 (2) of the Constitution of India.

The Principal Accountant General (Accounts and Entitlements) prepares the Finance
Accounts and Appropriation Accounts of the State annually, from the vouchers,
challans and initial and subsidiary accounts rendered by the treasuries, offices and
Departments responsible for keeping of such accounts functioning under the control
of the State Government, and the statements received from the Reserve Bank of
India. These accounts are audited independently by the Principal Accountant General
(Audit), and certified by the CAG.

The Finance Accounts and Appropriation Accounts of the State constitute the core
data for this Report. Other sources include the following:

. Budget of the State: for assessing the fiscal parameters and allocative priorities
vis-a-vis projections, as well as for evaluating the effectiveness of its
implementation and compliance with the relevant rules and prescribed

procedures;

. Results of audit carried out by the Office of the Principal Accountant General
(Audit);

. Other data with Departmental Authorities and Treasuries (accounting as well as
MIS);

U GSDP data and other State related statistics; and
° Various State Finance Audit Reports of the CAG of India.

The analysis is also carried out in the context of recommendations of the XV FC,
State Fiscal Responsibility and Budget Management Act, best practices and
guidelines of Gol.

The audit analysis/findings of Chapters I to V of the Report were discussed in a
meeting held (06 December 2023) with the Commissioner & Secretary, Finance
Department, Government of Nagaland (GoN). Replies furnished in the meeting have
been suitably incorporated in the Report.
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1.3  Overview of Government Accounts Structure and Budgetary
Processes

The Accounts of the State Government are kept in three parts:

Consolidated Fund of the State (Article 266 (1) of the Constitution of India)

This Fund comprises all revenues received by the State Government, all loans raised
(market loans, bonds, loans from the Central Government, loans from Financial
Institutions, Special Securities issued to National Small Savings Fund, etc.), Ways
and Means Advances extended by the Reserve Bank of India and all moneys received
by the State Government in repayment of loans. No moneys can be appropriated from
this Fund except in accordance with law and for the purposes and in the manner
provided by the Constitution of India. Certain categories of expenditure (e.g., salaries
of Constitutional authorities, loan repayments, efc.), constitute a charge on the
Consolidated Fund of the State (Charged expenditure) and are not subject to vote by
the Legislature. All other expenditure (Voted expenditure) is voted by the Legislature.

Contingency Fund of the State (Article 267 (2) of the Constitution of India)

This Fund is in the nature of an imprest which is established by the State Legislature
by law, and is placed at the disposal of the Governor to enable advances to be made
for meeting unforeseen expenditure pending authorisation of such expenditure by the
State Legislature. The fund is recouped by debiting the expenditure to the concerned
functional Major Head relating to the Consolidated Fund of State.

Public Account of the State (Article 266 (2) of the Constitution of India)

Apart from the above, all other public moneys received by or on behalf of the
Government, where the Government acts as a banker or trustee, are credited to the
Public Account. The Public Account includes repayable like Small Savings and
Provident Funds, Deposits (bearing interest and not bearing interest), Advances,
Reserve Funds (bearing interest and not bearing interest), Remittances and Suspense
heads (both of which are transitory heads, pending final booking). The net cash
balance available with the Government is also included under the Public Account.
The Public Account is not subject to the vote of the Legislature.

1.4  Budget Documents

There is a constitutional requirement in India (Article 202) to present before the
House or Houses of the Legislature of the State, a statement of estimated receipts and
expenditures of the Government in respect of every financial year. This ‘Annual
Financial Statement’ constitutes the main budget document. Further, the budget must
distinguish expenditure on the revenue account from other expenditures.

Revenue Receipts consist of Tax Revenue, Non-Tax Revenue, share of Union Taxes/
Duties, and Grants from Government of India.

Revenue Expenditure consists of all those expenditures of the Government which
do not result in creation of physical or financial assets. It relates to those expenses
incurred for the normal functioning of the government Departments and various

6 | State Finances Audit Report for the year ended 31 March 2023



Chapter I: Overview of the State Finances

services, interest payments on debt incurred by the government, and grants given to
various institutions (even though some of the Grants may be meant for creation of
assets).

The capital receipts consist of:

Debt Receipts include Market Loans, Bonds, Loans from financial institutions, Net
transaction under Ways and Means Advances, Loans and Advances from Central
Government, efc.;

Non-debt Receipts include proceeds from disinvestment, recoveries of loans and
advances; and

Capital Expenditure includes expenditure incurred with the objective of increasing
concrete assets of a material and permanent character viz., on the acquisition of land,
building, machinery and equipment, investment in shares, and loans and advances by
the government to PSUs and other parties.

At present, we have an accounting classification system in Government that is both
functional and economic as shown in Table 1.2.

Table 1.2: Accounting classification system in Government

Attribute of transaction Classification
. Function- Education, Health, etc./ . ..
-Stalljll\(jﬁé[dljlszd Dt Major Head under Grants (4-digits)
mn COA Y | Sub-Function Sub Major head (2-digits)
Programme Minor Head (3-digits)
Scheme Sub-Head (2 or 3 digits)
Flexibility left | Sub-scheme Detailed Head (2 or 3 digits)
for Stat ; N -
or States Economic nature/ Activity Object . Head salary, minor works,
etc.(2-digits)

The functional classification lets us know the Department, Function, Scheme or
Programme, and object of the expenditure. Economic classification helps organise
these payments as revenue, capital, debt, efc. Economic classification is achieved by
the numbering logic embedded in the first digit of 4-digit Major Heads. For instance,
0 and 1 is for revenue receipts, 2 and 3 for Revenue Expenditure, etc. Economic
classification is also achieved by an inherent definition and distribution of some
object heads. For instance, while ‘“salary” object head is Revenue Expenditure,
“construction” object head is Capital Expenditure. Object Head is the primary unit of
appropriation in the budget documents.

The pictorial depiction of the structure of Government Accounts is given in Chart 1.4.
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Chart 1.4: Pictorial depiction of the structure of Government Accounts

Government Accounts
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Public Debt and Public Liability: In this Report, “Public Debt” has been taken to
comprise market borrowing, Institutional loans, special Securities issued to National
Small Savings Fund (NSSF), loan given by Central Government efc. for this purpose,
the major heads 6003 and 6004- Public Debt have been taken into consideration.

Further, the transactions relating to ‘Small Savings, Provident Fund, etc.”, ‘Reserve
Funds’ and ‘Deposit and Advances’ under Public Account are such that the
Government incurs a liability to repay the moneys received or has a claim to recover
the amounts paid. The transactions relating to ‘Remittances’ and ‘Suspense’ under
Public Account, includes merely adjusting heads such as transactions as remittances
of cash between treasuries and currency chests and transfer between different
accounting circles.

In this Report, ‘Public Liability’ has been taken to include the transactions under
major heads 8001 to 8554 relating to ‘Small Savings, Provident Fund, efc.’, ‘Reserve
Funds’ and ‘Deposit and Advances’ along with the transactions under major heads
6003 to 6004.

Budgetary Processes

In terms of Article 202 of the Constitution of India, the Governor of a State causes to
be laid before the State Legislature, a statement of the estimated receipts and
expenditure of the State for the year, in the form of an Annual Financial Statement.
In terms of Article 203, the statement is submitted to the State Legislature in the form
of Demands for Grants/ Appropriations and after approval of these, the Appropriation
Bill is passed by the Legislature under Article 204 to provide for appropriation of the
required money out of the Consolidated Fund. Some States have more than one
consolidated Budget—there could be sub-budgets like Gender Budget, Agriculture
Budget, Weaker sections (SCs/ STs) Budget, Disability Budget, ezc.
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The Government of Nagaland (GoN) has not prepared its Budget manual so far. While
formulating its Budget for 2022-23, the State Government introduced several
significant and proactive policies to promote the overall development of the State and
its people. However, no separate sub-budgets were prepared during 2022-23. Results
of audit scrutiny of budget and implementation of other budgetary initiatives of the
State Government are detailed in Chapter 3 of this Report.

Summarised position of Finances

Details of actual financial results vis-a-vis Budget Estimates (BEs) for the year
2022-23 vis-a-vis actuals of 2021-22 are shown in Table 1.3.

Table 1.3: Financial results vis-a-vis BEs
(R in crore)

SL 2021-22 2022-23 Percentage | Percentage
No Components Actuals BEs Actuals of Actuals | of Actuals
) to BEs to GSDP
1. | Tax Revenue 6,176.35 | 6,064.24 | 6,862.07 113.16 19.10
i) Own Tax Revenue 1,301.08 1,417.49 | 1,461.88 103.13 4.07
(i) Share of —Union | ,g7557 | 464675 | 5.400.19 116.21 15.03
taxes/ duties
Gt efe af T g g5 19.94 11.10
Revenue
2. | Non-Tax Revenue 303.58 290.68 478.41 164.58 1.33
3. | Grants-in-aid and | 697121 | 972020 | 6.758.78 69.53 18.81
Contributions
4. | Revenue Receipts (1+2+3) | 13,451.14 | 16,075.12 | 14,099.26 87.71 39.24
Growfth rate of Revenue 1771 968 4182
Receipts
3. | Recovery of Loans and 1.88 1.51 3.04 201.32 0.01
Advances
6. | Other Receipts 0.00 0.00 450.00 NA 1.25
7. | Borrowings —and othen 45431 53949 | 243735 451.79 6.78
Liabilities (a)
8. | Capital Receipts (5+6+7) 1,047.01 541.00 | 2,890.39 534.27 8.04
9. | Total Receipts (4+8) 14,498.15 | 16,616.12 | 16,989.65 102.25 47.28
10. | Revenue Expenditure 11,817.08 | 14,398.93 | 13,410.36 93.13 37.32
11. | Interest payments 932.09 | 1,028.26 993.23 96.59 2.76
12. | Capital Expenditure (b) 1,893.85 | 3,029.63 | 2,704.22 89.26 7.53
13. | Loan and advances 2.61 0.57 0.35 61.40 0.00
14. | Total Expenditure
(10+12+13) 13,713.54 | 17,429.13 | 16,114.93 92.46 44.85
B gye Pefiett SuPlis 634,06 | 1,676.19 | 688.90 41.10 1.92
16. | Fiscal Deficit {14 56555 | 135250 | 1,562.63 115.59 4.35
(4+5+6)}
x f_ r)“(rf‘éryl f;”plus (H/Deficit | 67157 | (932424 | (9569.40 175.92 1.58
18. | Tax Revenue bu?yancy 220 206 230
w.r.t. Revenue Receipts

Source: Finance Accounts, 2022-23 and Annual Financial Statement, 2022-23

(a) Borrowings and other Liabilities: Net (Receipts-Disbursements) of Public Debt + Net of Contingency
Fund + Net (Receipts-Disbursements) of Public Account + Net of Opening and Closing Cash
Balance.

(b) Expenditure on Capital Account includes Capital Expenditure and Loans and Advances disbursed.
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During 2022-23, the State had a Revenue surplus of 3688.90 crore which was
1.92 per cent of GSDP. Fiscal deficit was X1,562.63 crore during 2022-23 which
was 4.35 per cent of GSDP and primary surplus was 3569.40 crore, 1.58 per cent of
GSDP.

Own Tax Revenue collections and Non-Tax Revenue exceeded the BEs while
Grants-in-Aid (GIA) from Gol fell short of BEs. Overall Revenue Receipts of the
State fell short of the BEs mainly due to overestimation of GIA from Gol.

During 2022-23, the actual Tax Revenue buoyancy w.r.t. Revenue Receipts of 2.30
was higher than the estimation of 2.06 in Budget Estimates.

During 2022-23, the State continued as a Revenue Surplus State due to significant
growth in Revenue Receipts. Revenue Receipts increased by 648.12 crore
(4.82 per cent) from X13,451.14 crore in 2021-22 to X14,099.26 crore in 2022-23.
However, Revenue Surplus decreased from %1,634.06 crore in 2021-22 to
X688.90 crore in 2022-23, mainly due to a significant increase in Revenue
Expenditure (13.48 per cent).

Fiscal Deficit increased over the previous year by X1,302.11 crore (499.81 per cent)
from 3260.52 crore in 2021-22 to %1,562.63 crore in 2022-23. The Government’s
Capital Expenditure increased by 810.37 crore (42.79 per cent) from
%1,893.85 crore in 2021-22 to X2,704.22 crore in 2022-23.

Summarised position of Assets and Liabilities of the Government

Government accounts capture the financial liabilities of the Government and assets
created out of the expenditure incurred. The liabilities consist mainly of internal
borrowings, loans and advances from Gol, receipts from public account and reserve
funds, and the assets comprise mainly the capital outlay and loans and advances given

by the State Government and cash balances.

Financial position of Government of Nagaland as on 31 March 2023 is given in
Appendix 1.2. Summarised position of Assets and Liabilities of the State for the year
2022-23 as compared to the previous year 2021-22 is shown in Table 1.4.

Table 1.4: Summarised position of Assets and Liabilities

(R in crore)

Liabilities Assets
202122 | 202223 | Mnerease 200122 | 202223 | Mnerease
(per cent) (per cent)
Consolidated Fund
A | Internal Debt 10,794.87 | 12,133.46 12 glessycapnal 22,867.84 | 25,572.06 12
Loans and L d
B | Advances from 612.54 | 1,108.35 81 oans an 42.17 39.48 -6
Gol Advances
Contingency Fund 0.35 0.35 0
Public Account
Small Savings,
A | Provident Funds, 1,606.81 1,463.08 -9 Advances 0.58 0.57 -2
etc.
B | Deposits 923.61 898 -3 Remittance
C | Reserve Fund 1,900.16 | 1,602.41 -16 Suspense and 75.29 80.55 7
Miscellaneous
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Liabilities Assets
202122 | 202223 | Mmerease 202122 | 202223 | Mnerease
(per cent) (per cent)
Remittances -831.48 -785.14 -6 | Cash balance (incl.
investment in 2,909.32 2,755.02 -5
Earmarked Fund)
Total 25,895.20 | 28,447.68 10
Deficit in 10,888.34 | 12,027.17 10
Revenue Account
Total 15,006.86 | 16,420.51 9 Total 15,006.86 | 16,420.51 9

Source: Finance Accounts, 2022-23

As can be seen from Table 1.4, Assets and Liabilities of the State during 2022-23
showed an increase of nine per cent over the previous year. The increase in Liabilities
was mainly due to increase in Internal Debt (12 per cent) and Loans & Advances from
Gol (81 per cent), as also a decrease in Small Savings, Provident funds, etc.
(nine per cent) over the previous year. Similarly, increase in Assets was mainly due
to increase in Gross Capital Outlay (12 per cent) and Suspense and Miscellaneous
(seven per cent).

1.5  Fiscal Balance: Achievement of deficit and total debt targets

The Central and individual State Governments have passed Fiscal Responsibility and
Budget Management (FRBM) Act with the objective of ensuring prudence in fiscal
management by eliminating revenue deficit, reducing fiscal deficit and overall/
outstanding debt to acceptable level, establishing improved debt management and
improving transparency in a medium-term framework. The Act provides quantitative
targets to be adhered by the State with regard to deficit measures and debt level.

The Government of Nagaland enacted the Nagaland Fiscal Responsibility and Budget
Management (NFRBM) Act, 2005 in line with the Union FRBM Act, 2003, to ensure
stability and sustainability, improve efficiency and transparency in management of
public finances, enhance the availability of resources by achieving sufficient revenue
surplus, reduce fiscal deficit and remove impediments to effective conduct of fiscal
policy and prudent debt management.

In line with the recommendations of Central Finance Commissions, the NFRBM Act
was subsequently amended i.e., July 2009, March 2011, March 2021, November 2021
and March 2022.

Status of achievement vis-a-vis projections made in the Act during the period 2018-19
to 2022-23 is given in Table 1.5:

Table 1.5: Compliance with the projections of FRBM/ MTFP

. .. Achievement
Fiscal Parameters Projections 2018-19 | 2019-20 | 2020-21 | 2021-22 | 2022-23
Revenue Deficit (-)/ . 517.43 | (-)213.73 | 375.37 | 1,634.06 | 688.90
Surplus +) Maintain Revenue
*
(% in crore) Surplus v X v v v
2018-19: 3.00* 1,082.32 | 1,428.22 | 1,300.94 | 260.52 | 1,562.63
Fiscal Deficit  as %g;gg(l) 288# (4.08) (4.81) (4.36) (0.82) (4.35)
per cent of GSDP 2021-22: 4.00 X v v v X
2022-23: 3.50

State Finances Audit Report for the year ended 31 March 2023 | 11




Chapter I: Overview of the State Finances

. L. Achievement
Fiscal Parameters Projections 2018-19 | 2019-20 | 2020-21 | 2021-22 | 2022-23
2018-19: 42.00* 39.75 40.99 45.16 43.63 43.38
Ratio of total | 2019-20: 40.00*
outstanding liability | 2020-21: 45.20
to GSDP (per cent) | 2021-22: 43.00 v X v X X
2022-23:42.10

Source: Finance Accounts, NFRBM Act and MTFP statements of respective years

*NFRBM Act amended by GoN did not include target of Revenue Surplus, Fiscal Deficit as per cent of
GSDP and debt as percentage to GSDP in these years, these figures are taken from the Fiscal Indicators-
Rolling targets MTFP Statement.

#NFRBM (Amendment) Act, 2021 relaxed a maximum of two per cent above the prescribed limit of
three per cent of GSDP

The State Government was successful in maintaining Revenue Surplus in four out of
five years during the period from 2018-19 to 2022-23. The State was also successful
in maintaining the Fiscal Deficit as per the prescribed per cent of GSDP from 2019-20
to 2021-22. However, the State succeeded in anchoring the ratio of total outstanding

debt to GSDP during 2018-19 and 2020-21.

As per the Nagaland FRBM Act, 2005, Medium-Term Fiscal Policy (MTFP)
Statement shall set forth a three-year rolling target for prescribed fiscal indicators
with specification of underlying assumptions. The position of projections made by
the State Government in its MTFPS vis-a-vis achievements during the year 2022-23
is depicted in Table 1.6.

Table 1.6: Actuals vis-a-vis projection in MTFPS for 2022-23
(R in crore)

SL. Projection Actuals Variation (Excess
No. Fiscal Variables as per (2022-23) (+)/ Short (-))
MTFPS (in per cent)
1. | Own Tax Revenue 1,447.99 1,461.88 0.96
2. | Non-Tax Revenue 886.57 478.41 -46.04
3. | Share of Central Taxes 5,400.19 5,400.19 0.00
4. | Grants-in-Aid from Gol 7,457.74 6,758.78 -9.37
5. | Revenue Receipts (1 +2+3+4) 15,192.49 | 14,099.26 -7.20
6. | Revenue Expenditure 14,125.49 | 13,410.36 -5.06
7. | Revenue Surplus (5 - 6) 1,067.00 688.90 -35.44
8. | Fiscal Deficit 2,037.87 | 1,562.63 -23.32
9. | Debt-GSDP ratio (per cent) 41.70 43.38 4.03
10. | Fiscal Deficit as per cent of GSDP 5.45 4.35 -20.18
1. GSDP growth rate at current prices 0.69 12.60 1.726.09
(per cent)

Source: MTFP Statement and Finance Accounts, 2022-23

As can be seen from Table 1.6, projection was made in the MTFPS for the year
2022-23 relating to two key fiscal parameters i.e., Revenue Surplus and Fiscal Deficit.
The State Government could achieve the targets relating to both Fiscal Deficit and
Fiscal Deficit as per cent of GSDP but failed in achieving the target related to
Revenue Surplus. Further, the projection relating to growth rate of GSDP was met,
however, the Debt-GSDP ratio projection was not met.

Charts 1.5 and 1.6 present the trends in deficit indicators and Chart 1.7 presents the
trends in Fiscal Liabilities and GSDP vis-a-vis target set by the State Government in
its MTFP statement over the period 2018-19 to 2022-23.
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Chart 1.5: Trends in deficit parameters
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Chart 1.6: Trends in Surplus/ Deficit relative to GSDP
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Chart 1.7: Trends in Fiscal Liabilities and GSDP
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As can be seen from Charts 1.5 to 1.7, there was Surplus on Revenue Account during
2022-23 mainly due to the fact that there was an increase in Revenue Receipts during
the year over the previous year. During 2022-23, Revenue Receipts increased by
4.82 per cent (X648.12 crore) over the previous year.

The total outstanding liabilities showed an increasing trend during the five-year
period 2018-23. The increasing trend was mainly due to increase in Loans &
Advances from Central Government and Internal Debt. During this period, the total
outstanding liabilities to GSDP ratio was below the norm set by the State Government
in its MTFPS in 2018-19.

1.6  Deficits and Total Debt after examination in audit

In order to present a better picture of State Finances, State Government tends to
classify Revenue Expenditure as Capital Expenditure and to conduct off-budget
financial activities.

As per the FRBM Act, the State Government must ensure compliance to the targets
fixed for the fiscal indicators such as deficits, ceiling on debt and on guarantees, etc.
The Revenue Deficit and the Fiscal Deficit as worked out for the State gets impacted
due to various circumstances such as misclassification of Revenue Expenditure as
Capital Expenditure and off-budget fiscal operations. Besides, deferment of clear-cut
liabilities, not depositing cess/royalty to Consolidated Fund, short contribution to
New Pension Scheme, Sinking Fund and Guarantee Redemption Fund, efc. also
impacts the revenue and fiscal deficit figures. In order to arrive at actual deficit
figures, the effect of misclassification needs to be included and the impact of such
irregularities needs to be reversed.

Post audit - Deficits

Audit noticed overstatement of Revenue Surplus by 395.86 crore and understatement
of Fiscal Deficit by X75.19 crore for 2022-23, as detailed in Table 1.7.

Table 1.7: Revenue and Fiscal Deficit, post examination by Audit

Impact on (X in crore) P h
Particulars {Understated (+)/ overstated (-)} Rae li‘i%:;llc)e
Revenue Surplus | Fiscal Deficit
Ell?lr(lj-COntrlbutlon to Consolidated Sinking () 66.55 (+) 66.55 | Para 2.5.2.1
Minor works budgeted/ booked under
Capital Section instead of Revenue S D |
Major works budgeted/ booked under
Revenue Section instead of Capital (+)3.29 - | Para3.3.2
Intergst adjustment on Defined Contribution () 3.88 (+)3.88 | Para2.4.2.3
Pension Scheme
State Disaster Mitigation Fund (SDMF) (-) 4.30 (+)4.30 | Para2.5.2.2
Short transfer of Labour Cess (-) 0.46 (+) 0.46 | Para2.5.2.5
Total (-) 95.86 (+) 75.19

Source: Finance Accounts, 2022-23
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Based on the result of examination of misclassification during post audit, the Revenue
Surplus would reduce from 2688.90 crore! to ¥593.04 crore and Fiscal Deficit would
increase from %1,562.63 crore? to 1,637.82 crore.

Post audit-Total outstanding Debt

As per the NFRBM Act, 2005 total liabilities mean the liabilities under the
Consolidated Fund and the Public Account of the State referred to in Article-266 of the
Constitution of India. The outstanding Debt/liabilities can be split into various
components as given in Table 1.8.

Table 1.8: Components of outstanding Debt/liabilities as on 31 March 2023
(R in crore)

Borrowings and other liabilities as per Finance Accounts Amount

Internal Debts (A) 12,133.46
Market Loans 11,414.03
Loans from other Institutions 430.02
Ways and Means Advance from the Reserve Bank of India 222.03
Special Securities Issued to National Small Savings fund of the central Government 67.38
Loans and Advances from central Government (B) 1,108.35
Non-Development Loans 9.47
Loans for State/Union Territory Schemes 16.97
Others 1,081.91
Liabilities upon Public Accounts (C) 2,345.63
Small Savings, Provident Funds, etc. 1,463.08
Reserve Funds -15.44
Deposits 897.99

Total (A+B+C) 15,587.44

Source: Finance Accounts 2022-23

The overall outstanding debt/liabilities of the State were overstated by 3865.71 crore
by not accounting for the Suspense, Miscellaneous and Remittance balances, thereby
overstating the same with respect to GSDP by 2.21 per cent at the end of the year
2022-23. Liabilities to GSDP were lesser at 1.61 per cent against the normative
assessment of 41.70 per cent under MTFP Statement during the current year.

1.7  Conclusion

Gross State Domestic Product (GSDP) (at current prices) grew at a Compounded
Annual Growth Rate (CAGR) of 7.88 per cent from 326,527.42 crore in 2018-19 to
%35,933.96 crore in 2022-23. During 2022-23, GSDP increased by 34,021.42 crore
(12.60 per cent) from X31,912.54 crore in 2021-22 to ¥35,933.96 crore in 2022-23.

The FRBM Act / Rules prescribes certain limits within which, revenue deficit, fiscal
deficit, debt as a percentage of the Gross State Domestic Product (GSDP) should be.
The State Government was successful in maintaining the Revenue Surplus in four out
of five years during the period from 2018-19 to 2022-23. The State could achieve
maintaining the Fiscal Deficit as per the prescribed per cent of GSDP in three out of

! Refer Para 1.4 Sub Para Summarised position of Finances

2 Refer Para 1.4 Sub Para Summarised position of Finances
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five years during the period from 2018-19 to 2022-23. The State also succeeded in
maintaining the ratio of total outstanding debt to GSDP during the years 2018-19 and
2020-21.

The gap between the Revenue Receipts and Revenue Expenditure results in Revenue
Deficit. The gap between the total expenditure and total non-debt receipt of the State
results in Fiscal Deficit. The State had a Revenue surplus of X688.90 crore which was
1.92 per cent of GSDP. Fiscal deficit was X1,562.63 crore during 2022-23 which was
4.35 per cent of GSDP and primary surplus was 3569.40 crore, 1.58 per cent of GSDP.

Revenue Surplus decreased from %1,634.06 crore in 2021-22 to ¥688.90 crore in
2022-23, mainly due to a significant increase in Revenue Expenditure (13.48 per cent).
Fiscal Deficit (R1,562.63 crore) increased by 1,302.11 crore (499.81 per cent) as
compared to previous year (3260.52 crore). Based on the result of examination of
misclassification during post audit, the Revenue Surplus will reduce from X688.90 crore

to 3593.04 crore and Fiscal Deficit will increase from <31,562.63 crore to
%1,637.82 crore.

1.8 Recommendations

» State Government needs continued efforts to achieve in the coming years, the
projections on deficit and debt parameters made in the Nagaland FRBM Act.

» The State Government should adhere to the proper accounting norms and steps
may be taken to transfer the amount to the appropriate head of accounts as per the
accounting norms.
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