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No. 40(1)/PF-5/2023-24
Govemment of India
Ministry of Finance
Department of Expenditure
(Public Finance - Siate Division)
North Block, New Delhi,
Dated: the 27° March, 2023
To,
The Additional Chief Secretary (Finance),
Govemment of Kerala, Finance & Siores Purchase Department,
Room No-396 1st Floor, Main Block,
Government Secrctariat,
Thiruvananthapuram, Kerala-695001

Subject: Annual Borrowing Criling for the financial year 2023-24.

Madam/ Sir,

Department of Expenditure, Ministry of Finance determines the Net Bomowing
Ceiling (NBC) of States for each financial year on the basis of projected Gross State
Domestic Product (GSDP) of the States and taking into consideration the recommendation of
the Finance Commission. In line with the recommendations of the Fifieenth Finance
Commission (FC-XV), it has been decided to fix the normal NBC for the States for the
financial year 2023-24 at 3 percent of the projected GSDP.

2. For determining the NBC of the States for the year 2023-24, the projected GSDP of
the States has been estimated as per the methodology prescribed by the FC-XV. For the State
of Kerala, the projected GSDP for the ycar 2023-24 is Rs. 10,81,412 ¢rore. Accordingly,
NBC @3 percent of projected GSDP for the year 2023-24 for your State is Rs. 32,442 crore.

3. Additional borrowing ceiling of 0.50 percent of GSDP over and above the aforestated
ceiling of 3 percent of GSDP will also be allowed to the State based on certain performance
criteria in the power sector. The guidelines for the same have already been issucd by this
department vide letter no. 40(2)/PF-5/2020-21 dated 09™ June 2021 rcad with amendmient
therein vide letter no, 40(2)/PF-8/2020-21 dated 18™ August 2022,

4, If a State is not able to fully utilisc its sanclioned borrowing limit (including
additional borrowing for power sector reforms), in any particular year during the first four
years of FC-XV award period (2021-22 10 2024-25), it will have the option of availing this
unutilised borrowing amount (calculated in rupees) in any of the subsequent financial years
but within the FC-XV award period.

5. The aforesaid NBC covers all sources of borrowings. including Open Market
Borrowings, Negotiated Loans from financial institutions, National Small Saving Fund loans,
Central Government loans including EAP loans, other liabilities arising out of public account
transfers under small savings, Provident funds, Reserve Funds, Deposits, etc as reflected in
Statement 6 of the State’s Finance Accounts. The State Governiment is requested to ensure




that the State’s incremental borrowings remain within the aloresaid ceiling during the year
2023.-24,

6. It has come to notice that there is an increasing divergence of practices between
different State Governments in regard to method of handling pension obligations for the
Government staff recruited after 2004. Some of the States have followed/have indicated a
decision to Jollow a system of pay-as-you-go with defined benefits; others have issued orders
adopting the National Pension System (NPS) but have not made due contributions; the
majority of States are making the due contributions under the NPS. In case of the first two
categories of States, namely, those who have been on pay-as-you-go system or have now
indicated a shift to such system and those who have not made the contributions, the fiscal
deficit of the States does not reflect the contributions 1owards future liabilities for payment of
pension.  On the other hand, those States who have made the necessary contributions may
give the impression of a higher fiscal deficit. With a view to ensuring a proper common and
complete yardstick for all the States, it has been decided that the net borrowing ceiling of
cach State will be augmented by the amount of pension contributions actually paid to the
NPS by the Stale Government and its employees. This amount represents an approximate
proxy for the unfunded liabilities being carried by other States without reflection in the fiscal
deficit, though the true unfunded liabilities of those States are likely o be higher in view of
the residual liability of the State for payment of pension under the old system.

7. Accordingly, States shall be allowed extra borrowing ceiling (hereinafier referred as
‘Pension funding adjustment’) equivalent to the employer’s and employee’s share of
contribution of its employces pertaining to the financial year 2023-24 actually deposited with
the designated authority i.e. ‘National Securities Depository limited (NSDL)Y trustee bank as
per the guidelines of National Pension System (NPS), over and above, the normal pet
borrowing cciling of 3% of GSDP for the year 2023-24, Voluntary contributions and
contributions relating to State Antonomous bodies/PSUs shall be excluded for computing this
extra borrowing. The initial borrowing permission will be based on the estimate given by the
State Government of the total amount expected 10 be paid to the NPS during the year 2023-
24, Any excess or shortfall between actual and estimate will be adjusted in the subsequent
year based on actual data from Pension Fund Regulatory and Development Authority
(PFRDA) or during the year itself in case of large variation, In case, after availing this extra
borrowing ceiling, any State makes a shift to the system of ‘pay-as-you-go’ with defined
benefits, then an amount equal 1o additional borrowing allowed as ‘pension funding
adjustment’ since the FY 2022-23, will be deducted from the borrowing ceiling of the State in
the year, in which such shifi takes place, or such shift comes to the notice of the Government
of India, whichever is earlier,

8. Off-Budget Borrowings like borrowings by State Public Sector companies, Special
Purpese Vehicles (SPVs) and other equivalent instruments, where principal and/or interest
are 10 be serviced out of the State Budgets, have the effect of bypassing the Net Borrowing
Ceiling (NBC) of the State by routing loans outside State budget through Government owned
companies/statutory bodies despite being responsible for repayment of such loans. Such
borrowings have impact on the Revenue Deficit and Fiscal deficit and thus have the effect of
surpassing the targets set for fiscal indicators under State FRBM Act. Therefore, borrowings
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by State Public Sector companies/corporations. SPVs and other equivalent instruments
(hereinafier referred as *State owned entities’). where principal and/or interest are to be
serviced out of the State Budgets and/or by assignment of taxes/cess or any other State’s
revenue, shall be considered as Borrowings made by the Statc itself for the purpose of issuing
the consent under Article 293(3) of the Constitution of India.

9. Instances of Borrowings by some State owned entities to implement welfare schemces
have come to notice. Such borrowings have also been aided by cohancement of profit
margins of such entities by the State Governments. As the profit margins in such cases are
determined by the Siate Government from time to time, such revenue stream may not be
sustainable and the liability may ultimately fall upon the State Government. )t has also comc
to notice that some of the State Governments have raised the profit margins of such entilics in
tandem with reduction in relevant State's taxes/duties. Such cases, not only erode the future
revenue generation capacity of State, but also bypass the Net borrowing ceiling of the State.
Therefore, the borrowings raiscd by Statc owned entitics on the strength of their Government
determined profit margin for the purpose of implementing welfarc schemes unrelated to the
normal commercial purview of the entity will be treated as borrowing of the State for the
purposc of granting borrowing permission to States under Article 293(3) of the Constitution
of india.

J0.  Pending liabilities on account of Inter-Statc power dues, which States are required 1o
pay under statutory provisions or Government of India’s direction should be clcared in time
bounded manner, failing which the same will be deducted from the net borrowing ceiling of
the State.

11.  As per the provisions of the guidclincs on UDAY and the guidelines on the conditions
and performance criteria for availing additional borrowing spacc of 0.5% of GSDP linked to
performance in Power sector, the participating States have to take over the losses of
DISCOM:s during the financial year in a pre-determined percentage. In case, the State fails to
1ake over the losses, the same will be adjusted against the available borrowing ceiling of the
State.

12.  State Governments are required to ensure timely payment of electricity subsidies in*
line with scction 65 of Electricity Act, 2003. Any unpaid subsidy pertaining to FY 2022.23

onwards, reccivable by Public scctor DISCOM from the State Government outstanding as al

the end of the financial year shall be treated as liability of State Government, for the purpose

of issuing the consent under Article 293(3) of the constitution of India.

13.  Any additional borrowings availed beyond the State’s entitlements/FRBM cligibility
during 2022-23 and carlicr years shall be adjusted from Net Borrowing Ceiling of 2023-24,

14.  1In view of the above and in order 1o compute the Gross Borrowing Limit for the State
for the year 2023-24, the State should fumnish the following:




a)

b)
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d)

£)

h)

)

k)

Request letter for seeking permission for borrowings under Article 293(3) of the
Constitution of India, Component wise breakup for permission may be furnished in
Annexure-I.

Details of liabilities arising out of alf sources of borrowings and repayments thereof
during 2019-20 (Actuals) to 2023-24 (estimated) in the format enclosed as Annexure-
11 duly tallied and reconciled with State Finance Accounts, If the liabilities arising
from Public Account declared by the State for the years for which State Finance
Account is not available, is less than the simple average of past three years for which
Stale Finance Accounts are available, then the average would be considered for
calculation of the borrowing space available for Open Market borrowing, unless lower
public account liabilities declared by the State is supported by the documentary
evidence, and certified by the Accountant General of the State,

Estimate of the total amount {combined share of State and its employees’

contribution) expected to ‘be paid to the NPS during the year 2023-24 as per
Annexure-I11.

Total amount (combined share of State and its employees” contribution) actually paid
to the NPS during the year 2022-23 as per Annexure-111(A).

Borrowing calendar for the year 2023-24.

Information on the Josses of Public Sector DISCOMs of the State to be furnished by
Participating States availing additional borrowing of upto 0.5% of GSDP linked to
performance in Power sector in terms of guidelines issued vide letter no. 40(02)/PF-
§/2020-21 dated 09.06.2021 as per Annexure-IV along with supporting documents
referred therein. States not availing the additional borrowing of upto 0.5% of GSDP
linked to performance in Power Seclor, but are participating States under UDAY
scheme are required to furnish the information on losses of Public Sector DISCOMS;
as per Annexure-IV(A) along with supporting documenis referred therein.

Details of guarantee issued by State Government and escrowing of future revenues as
per Annexure-V,

Detail of borrowings by State Public Sector companies/corporations, Special purpose
vehicles (SPVs) and other equivalent instruments. where principal and/or interest are
to be serviced out of the State Budgets and/or assignment of taxes/cess or any other -
State’s revenue as per Annexure-VI

Detail of borrowings raised by State owned entities on the strength of their
Govemnment determined profit margin for the purpose of implementing welfare

schemes unrelated to the normal commercial purview of the entity as per Annexure-
VI(A)

Information regarding unpaid subsidies payable by Staie Government to Public Sector
DISCOMs as per Annexure-VII

Information on Inter-State Power Dues arising under statutory provisions or
Government of India’s direction.




15.  The annexures containing the aforesaid information should be signd by the head of
the Financé Depertment of the State in accordance with this Department letter dated
04.05.2022 (copy enclosed). The borrowing permission of the State for the first nine months
of FY 2023-24 will be processed only on receipt of complete information.

16.  Since the primary responsibility of remaining within the borrowing ceiling shall
remain with-the State, it is advisable to continually track the liabilitics so that the State docs
not inadveriently breach its net snnual borrowing ceiling. Statc may also calibrate its
borrowings with expenditure reguirements and approach the market after assessment of its
treasury holdings.

Yours faithfully
Encl: as above e ;
. = Q\ 03\\9\.‘5
(Sumit Agrawal}
Deputy Ditcctor (PF-S)
Tel: 011-2309570C

Copy to

1. Secretary, Ministry of Power, Shram Shakti Bhawan, Rafi Marg, New Delhi- 110001
with reference to para 10, Para 11 and Para 12 of the letter.

2. Chairman, Pension Fund Regulatory and Devclopment Authority, B-14/A, Chatrapati
Shivaji Bhawan, Qutab Institutional Arca, Katwaria Sarai, New Delhi-110016- with
reference to para 6 and para 7 of the letter. :

Yours faithfully

/
(Sumit Agrawai)
Deputy Director (PF-3)
Tel: 011-23095700 .
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Ne. 40(2) PF-8/2022-23
Government of india
Ministry of Finance
Department of Expenditure
{Public Fiharce - Stale Division)
North Block, New Dethi,
the 4"May, 2022
Fo,
The Additional Chief Secretary/Principal Secretary/Secretary,
Finance Department,
All State Governmeanis

Subject: Annual Borrowing Ceiling for the financial year 2022-23.
Madam/ Sir,

This is with reference to this depariment’s letter no. 40(2) PF-5/2022-23 dated
31.03.2022 vide which Net borrowing ceiling: of the States for the year 2022-23 was
communicated and information was sought from the States to assess the Grass Bommowing
space availabie to the States.

2. in this regard, it is requested thal annexures containing the aforessid information
should be signed by the head of the Finance department of the State (i.e. Additional Chief
Secretary/Principal Secretary/ Secrelary, as the case may be). Where,; the head of State's
Finance department signing the information h‘as; less than flive years of service remaining till
superannuation, the information should also be counter signed by an officer of All lndia
Service or Central Civil Service having at least 5 years of service lefi, indicating his iame and
Service/cadre,

Yours faithfully.
_,/;/‘._‘ o
0‘\‘93
(G'S Anand)
Disector {PF-S)
Tel: 011-23095631 .
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