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CHAPTER 1
INTRODUCTION

1.1 TERMS OF REFERENCE OF THE STUDY

The following are the terms of reference given by the Twelfth Finance

Commission:
“The Terms of Reference (TOR) for the proposed study would be to
estimate the impact of state road transport undertakings (SRTUs) as well
as other Public Sector Undertakings (PSUs) on the budget of each of the
28 State governments during the period 2004-05 to 2009-10. This will
include an assessment of the reasonable expenditure that a state would be
required to incur legitimatelyv on this sector and the hikely return thereon.
As assessment of their commercial viability may be made and the
possibility of privatization, wherever required for making an undertaking
commercially viable may also be examined, The study would be based
largely on the premise that the viability would be ensured through increase
in user charges as well as disinvestment/ privatization™

1.2 COVERAGE

The study covers all state level public enterprises (SPSUs), which include (state)

government companies and statutory corporations. Government Companies are
those companies which were established under the Companies Act 1956 with
more than 50 percent of the equitv held by the state government. Statuton
corporations are corporate bodies established under a statute/ Act of legistature
with majority shares being held by the state government. This is the definition
followed bv C&AG and other past studies on state PSUs.

The study excludes companies registered or deemed to have been registered as a
Co-operative society under the state co-operative acts and companies with
minority shareholding by the state governments. It also excludes departmental
enterprises. The assessment of {iscal impact of SPSUs is therefore onlv a part of

total fiscal impact of states” commercial activities



1.3 STUDY DESIGN
In order to meet the requirements of the TOR, the study and the report are in the

following steps/parts:

PART I: State Public Sector Undertakings
SECTION I: State —wise estimation of the fiscal impact of SPSUs based
on data from 1995-96.
SECTION II: State — wise projections of fiscal impact for the period

2004-05 to 2009-10, based on the presumption of continuance of past
trends. (Do nothing scenario).
SECTION III: Broad estimates of the likely costs and benefits (in terms

of fiscal impact) of privatization/downsizing etc of SPSUs.

PART II: State Road Transport Undertakings




CHAPTER 2
METHODOLOGY AND DATA SOURCES

The detailed methodology and description of variables used is given separately for
each section.

2.1 SECTION —I Estimation of Fiscal Impact

The study report of this section is presented in three tables for each state.

Table 1 is a summary depiction of the overall performance of SPSUs in the state.
The data relate to number of SPSUs. their share capital and outstanding debt,
capital emploved, subsidies received during the vear and accumulated
profits/losses. Detailed description, sources etc is given in Table 2.1.1

Table 2 depicts the state’s commitment to SPSUs as a stock at the end of the
financial years. Whereas Table 1 presents the total equity and debt of SPSUs, this
table presents only the equitv owned by and outstanding debt to the state
government . This has been done in order to estimate state investment and total
exposure of the state in SPSUs. Details in Table 2.1.2.

Table 3 Presents flows during the year and estimates the annual fiscal impact
based on the interaction between the state government and SPSUs. Fiscal impact
is sought 1o be captured by four variables:

(1) Fiscal Impact Due to Annual Outflows (FIDAQO) which is the sum of

outflows resulting from change in state equity and debt, state subsidy &
grants and waiver of dues to SPSUs.

(2) Total Impact on State Finances (TISF) which is the sum of Fiscal

Impact Due to Annual Outflows plus the opportunity cost of invesiments
n SPSUs. The presumption here is that state investment (equity + debt) in
SPSUs is out of borrowings by the state govemment. The difference
between the effective rate of interest that the state government pavs on its
borrowings and the effective rate of return on investments in SPSUs is the
per Rupee opportunity cost of investments. It is possible that the SPSUs
mayv not be paving the interest that 1s accrued every vear to the state
government.  Strictly therefore “interest accrued and due” should be
capitalized But this requires ad hoc assumptions and in this study interest

accrued and due has not been capitalized.,
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(3) Gross Fiscal Impact on State Finances (GFISF 1 & 2) GFISF 1 adds the

value of guarantees given by the state to SPSUs during the year (obtained
as the difference of outstanding guarantees of consecutive years) to the
value of Total Impact on State Finances obtained earlier. This figure
therefore combines total outflows due to increase in state investments in
SPSUs, state subsidies and loan waivers given during the vear, imputed
opportunity cost of state investments and additional guarantees made to
SPSUs during the vear. Gross fiscal impact (GFISF 1) is therefore a
measure of actual outflows, imputed outflow resulting from opportunity
lost and accretion of potential commitments. It is entirely composed of
flows. However, it is also necessary to note that the potential impact arises
from the outstanding total of guarantees rather than from only accretions to
it during the year. Hence we have given two values of Gross Fiscal Impact
on State Finances. the second one (GFISF 2) with stock of outstanding
guarantees at the end of the year. In order to put the figures in
perspective, the four indicators are also shown as proportions of the state’s
own tax revenues obtained from RBI data on state Finances. Details of

variables of Table 3 are given in Table 2.1.3.

2.2 SECTION II : Fiscal Impact Projections

The estimates of the past years (since 1995-96) of the four fiscal impact
indicators obtained in Part I have been used to forecast fiscal impact in the
reference period (2004-05 to 2009-10). For each indicator the annual compound
growth rate was computed using (semi-log) regression. The disadvantage of this
method is that it automatically excludes non-positive numbers. Exponential
smoothing methods have the advantage that numbers. irrespective of their signs.
are used in calculating the parameters used for forecast: thev give greater
weightage to recent data and the (double) exponential smoothing is more
parsimonious. However. trial runs with exponential smoothing showed that if
recent vears exhibit negative or sudden low magnitudes of fiscal impact then the
forecasts for the reference period (2005-10) can become strongly negative. which
is counter-intuitive. Hence. despite limitations, the annual compound growth rate
has been used as it allows an exponential decline and maintains non-negative

forecast values in the reference period



2.3 SECTION — 111 : Costs and Likely Returns from Restructuring
This section addresses the following portion of the TOR:

‘.. an assessment of the reasonable expenditure that a state would be required to
incur legitimately on this sector and the likely return thereon... The study would
be based largely on the premise that the viability would be ensured through
increase in user charges as well as disinvestment/ privatization. "

The methodology devised to assess the “reasonable expenditure that a state
would be required to incur legitimately on this sector and the likely return
thereon™ has been based on the following premises:

(a) A number of states have already begun a process of restructuring /
privatization of SPSUs and the initial trends of this process will
continue;

(b) This process so far has shown that downsizing of the labour force
through a voluntary retirement scheme has emerged as central to the
process and the most important element of the cost of restructuring is
payment of VRS and other dues of workers.

(c) The VRS packages given so far have shown tremendous variation (see
Table 2.3.1) with the best package being that proposed by Punjab for
its SPSU workers. The average per emplovee package in Punjab.
including VRS amount and terminal benefits has been put at
approximately Rs.6 lakh. We have used this ﬁgﬁre and also a figure
of Rs.9 lakh as the per emplovee cost associated with restructuring/
privatization.

(d) We also assume that other dues — i.e. secured debts and suppliers’
dues etc. — can be met out of the proceeds of sale of assets in cases of
closure or from the proceeds obtained [rom privatization/
disinvestment. An indication of this can be obtained {rom the fact that
in 2000-01 the book value of net worth is positive in all states except
Assam. Bihar. Himachal Pradesh. Nagaland and West Bengal. The
negative amounts are small in Assam. Himachal Pradesh and
Nagaland. But even in the cases of Bihar and West Bengal the debt
owed by SPSUs to the state government is greater than the negative

value of the net worth. The total cost of restructuring in terms of



(e)
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actual cash outflows from the state budget to meet restructuring costs
can therefore be taken as the employee compensation package of VRS
plus terminal benefits.

The total costs will depend upon the extent of downsizing. We have
assumed that ten percent of the work force in SPSUs may be required
to be given the VRS + terminal benefits package every year during our
reference period so as to obtain a fifty percent reduction by the
terminal year. This is a rough and crude magnitude based on the fact
that at least half of the SPSUs are either non-functioning or are
making losses and need to be closed down. In fact, 75 percent of the
SPSUs are either non-working or loss-making (details in Table 2.3.2
and Table 2.3.3). Even if we assume that some of them can be turned
around, still the assumption of 50 percent downsizing by the terminal
year (2009-10) is not too high, even if we ignore the fact that some
downsizing may be necessary even in profit making SPSUs. In the
absence of availability of enterprise- wise employment figures, we
have (rather crudelv) assumed a fifty percent (phased) reduction in
workforce may be necessarv. The employment figure for the base
year 2004-05 are the latest available figures for employment in ‘quasi-
state” establishments reported by the Directorate General of
Employment &Training (DGET). Since the DGET data comes with
considerable lag, it is likely that the base vear’s employment estimates
are high because a number of states have begun the process of active
downsizing (passive in some states) in SPSUs. The total cost of
restructuring of SPSUs in a state has been obtained by multiplving the
average employee separation package with the number of employees
being given the package, which is ten percent of base vear
emplovment, on an annual basis.

The exercise is also based on an assumed norm that as a result of
restructuring/ privatization. the remaining SPSUs should be able 1o
achieve self-reliance with zero [fiscal support from the state
governments in 2009-10. Fiscal support, as measured by TISF and
GFISF2. have therefore been projected to decline linearly every vear

afler 2004-05 so as to reach the zero {igure in 2009-10. The outflows



in the intervening years have been added to the cost of restructuring to
obtain the total costs during 2005-06 to 2009-10.

Based on the premises, the “likely retun” on these costs have been
obtained by subtracting the costs under the restructuring/ privatization scenario
from the costs (fiscal impact measures) obtained from the ‘do nothing scenario’.
The “likely returns” are therefore the savings in costs/ outflows likely to result

from restructuring / privatization of SPSUs.
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CHAPTER 3
FINDINGS AND RESULTS

3.1 SECTION I: Estimation of Fiscal Impact

The state-wise data and results of ‘Combined Financial Position of
SPSUs’ (Table 1), ‘Total Committed Resources of State Governments to
SPSUs’ (Table 2) and Outfolw of Funds and Total Cost to the State Govt.
of Sustaining the SPSUs. (Table 3) showing the fiscal impact of SPSUs on
state-government budgets are shown in the state-wise tables placed at the end
of this chapter.

The aggregate picture shows that there were 1053 SPSUs in the 25
states by the end of 2000-01, with a total investment of Rs.209227.35 crore
(11 percent of GDP at curmrent prices) and Rs.188579.52 crore of capital
employed. All states, except Tamil Nadu and Arunachal Pradesh, reported
accumulated losses (state aggregate from SPSUs) with the outstanding losses
amounting to Rs.33,845 crore, showing a three-fold increase in 6 years, and
accounting for more than half of all states’ total share capital. Net worth
reported was positive in all but 5 states (Assam, Bihar, Himachal Pradesh,
Nagaland and West Bengal) with the aggregate being Rs.39629 crore in 2000-
01.

Table: 3.1.1 Combined Financial Position of the SPSUs

Sl.No. |Particulars 1995-96 1996-97 1997-98 1998-99 1999-00 2000-01 2001-02*
1 No. of PSUs 985 987 1025 1041 1053 1053 948
2  |Total Share
Capital 28835.80| 34033.41| 38568.47| 42776.08] 49952.54| 60277.16 63799.13
3 Total Loans 90609.76 93471.60] 109905.69 130345.71| 139258.02| 148950.19] 144406.66
Capital
*  |Employed 101189.99 136576.24| 146977.37| 161003.08| 168440.17| 188579.52| 198154.90
5 Net Worth
(4-3) 10580.23 43104.63 37071.68 30657.37 29182.15 39629.33 53748.24
6 Accumulated
Profit/Loss -10888.19] -10390.83) -1128127| -1194639] -1823661| -30249.36| -33845.00
Note: * Figures for 2001-02 were not available for Bihar, Madhya Pradesh and
Tripura

25




Nearly 90 percent of the SPSUs share capital was held by the state
governments with fresh infusions leading to a 57 percent increase in states’
share holdings in six years. State debt to SPSUs however declined slightly in
recent years, which was more than offset by a steep increase in state
guarantees to SPSUs. Outstanding guarantees increased three-fold in 5 years
reaching the figure of Rs.101342.98 crore in 2000-01 (nearly a third of the
combined tax revenues of the centre and states). Subsidies and grants to

SPSUs exceeded Rs.16,000 crore in 2001-02.

Table:3.1.2 Total Committed Resources of State Govt. to SPSUs

Sl.No. | Particulars | 1995-96 1996-97 1997-98 1998-99 1999-00 2000-01 2001-02 |

1 State Govt
Equity 2467817 | 29546.75 | 34800.26 | 39167.95 | 45560.26 53921.35 56870.10

2 State Debt
QOutstanding | 35357.75 | 37212.97  42721.91 | 51218.90 | 41354.26 | 42228.33 | 33351.87

State
3 Investment |
in PSUs
(1+2) 60052.29 6677642 : 77540.68 90408.79 86937.91 96168.5§ 90221.97

Outstanding

4 Guarantees

| (FA) 33514.74 | 4811323  51868.87 | 5742224 | 79477.93 | 101342.98 | 102666.70
Total

5 Exposure of

the State
(3+4) 93567.03 | 114889.65 | 129409.55 | 147831.03 | 166415.83 | 197511.56 | 192888 67

6 Subsidies ‘
andGrants | NA 102345 | 8268.28 6746.60 7762.56 | 13068.86 | 1643203

7 Waiver of
Dues 127.71 91.27 92.7 22712 301.85 115.97 738.37

The fiscal impact of SPSUs on the state budgets was substantial. The
Total Impact on State Finances (TISF) averaged over 31 percent of states’
own tax revenues, whereas the figure was nearly 120 percent in the case of
Gross Fiscal Impact on State Finances (GFISF 2) with outstanding guarantees
included. There were considerable inter-state variations in these ratios as
shown in graphs 3.1.1 and 3.1.2. The growth rate of TISF was negative in
Gujarat, Kerala, Madhya Pradesh, Orissa, Punjab, Rajasthan and Tamil Nadu
However. this may not reflect an improvement in the operation of SPSUs as
the reduction in TISI" was accompanied by sharp increases in accumitlated
losses (in Gujarar. Kerala. M.P.. Orissa. Punjab) or a reduction in
accumulated  profits  (Tamil Nadu) in later years.  When outstanding

guarantees are included, the fiscal impact worsens as the growth rate of
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GFISF 2 was significantly negative only in the case of Madhya Pradesh
(possibly a statistical error).

Graph: 3.1.1 Ratio of TISF to States’ Own Tax Revenues.

TISF

Gujarat

West Bengal ]

Orissa

Mani

Bihar |

Assam

—

Jammu and Kashmir

Punjab |

Andhra Pradesh |

Tripura

Kamatska |

—
—

J
==

1
|
|
1
I
I
|
|
I
1
I
1
_I_I

Himachal Pradesh |

Utter Pradesh |

SN O S S ) S S S 2 ) S

Nacaland

Sikkim |
Haryana

Tamil Nadu |
Kerala I
Maharastra
Madhya Pradesh

Arunachal Pradesh |
Gm R

0.00

Graph: 3.1.2 Ratio of GFISF to States’ Own Tax Revenues.

10.00

20.00 30.00

GFISF:2

50.00

West Bengal

Punjab

Jammu and Kashmir

Gujarat

Raiacth

Andhra Pradesh

Kamataka |

Haryana

Assam

Keraln
Bihar

Mi

Mah a

Tamil Nadu

Utrar Pradesh |

Tripura
Manipur

Sikkim |

Nagaland |

Goa

Arunachal Pradesh

1]

=——f
Madhya Pradesh [————1
=u==
=
=T
00

100 00 150.00 200 00

25000

300 00

(]

400.00



3.2 SECTION-II: Fiscal Impact Projections

The estimates of FIDAO, TISF, GIFSF1 and GIFSF 2 for the period
2004-05 to 2009-10 for each state have been worked out by using the growth
rates obtained from the exercise in Part-I are given in the Table: 3.2.1 t0 3.2. 4.
The combined effect is a 19 percent annual increase of TISF in the forecast

period.
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3.3 SECTION-III: Costs and Likely Returns from Restructuring

Results of the exercise done in part Il shows that there may be
substantial fiscal benefits from SPSUs restructuring to state governments.
These benefits will accrue even if the substantial cost of downsizing is
financed through budgetary support while the total impact on state finances
(TISF) is eliminated by the terminal year. The exercise shows that even if the
separation package is liberal by current standards (Rs.9 lakh per employce
instead of Rs.6 lakh), benefits in the aggregate do not reduce significantly.

Another aspect that comes out is that the pace of downsizing need not
be the same for all states. States with large initial public sector employment
(like Tamil Nadu, Madhya Pradesh, Kerala) or states which have shown a
negative growth rate of TISF (Kerala, Madhya Pradesh, Orissa, Punjab,
Rajasthan and Tamil Nadu) show negative “net benefits”. Since the ‘benefits’
are being measured only in terms of fiscal impact, states that have small (or
declining) magnitudes of TISF and relatively high levels of downsizing costs
will throw-up negative ‘net benefits’. The same strategy therefore will not suit
all though, in the aggregate, net benefits will be substantial, particularly if we
take an extended time horizon. In these states the rate of downsizing can be
less.

When outstanding guarantees are factored in, ‘net benefits’ become
even more pronounced. With a separation package of Rs.6 lakh per employee,
only Madhya Pradesh shows significant negative net benefits. This is because
Madhya Pradesh had reduced TISF as well as outstanding guarantees in the
period 1998-99 to 2001-02. The costs to the state exchequer have been very
small in the last two years. Hence large downsizing involving budgetary
support yields negative ‘net benefits’. Finally, as in the case of TISF, a liberal
separation package will not reduce the all-India net benefits significantly. The

states, therefore should be encouraged to go in for a “humane’ VRS package.



Table: 3.3.1 Estimated cost of VRS at Rs 6 lakh per employee, if 10
percent workers given VRS per year.

SPSU
Employment

States ("000) 200506 | 2006-07 | 2007-08 | 200809 | 2009-10 | total
Andhra Pradesh 361.7 21702 | 21702 | 21702 21702 | 21702 | 10851
Arunachal Pradesh 0 0 0 0 0 0 0
Assam 56.1 3366| 3366| 3366| 3366| 3366 | 1683
Bihar R 1232 | 7392 739.2 739.2 739.2 7392 | 3696
Goa 6.7 40.2 40.2 40.2 40.2 40.2 201
Gujarat 1615 969 969 | 969 | 969 | 969 | 4845
Haryana 742 4452 4452 4452 4452 4452 | 2226
Himachal Pradesh 48.1 288.6 288.6 288.6 288.6 2886 | 1443
Jammu & Kashmir 9.4 56.4 56.4 56.4 56.4 56.4 282
Karnataka 173.8 1042.8 | 1042.8| 10428 1042.8 | 1042.8 | 5214
Kerala 134 804 804 804 804 804 | 4020
Madhya Pradesh 111.5 669 669 669 669 669 | 3345
Maharashtra 262.1 15726 | 15726 | 15726 15726 | 15726 | 7863
Manipur 3.3 19.8 19.8 19.8 19.8 19.8 99
Meghalaya 77 46.2 46.2 46.2 46.2 46.2 231
Mizoram 1.5 9 9 9 9 9 45
| Nagaland 2.9 17.4 17.4 17.4 17.4 17.4 87
Orissa e 109.1 654.6 654.6 654.6 6546 | 6546 | 3273
Punjab ) 106.5 639 | 639 | 639 | 639 | 639 | 3195
Rajasthan 107.9 647.4 647.4 647.4 647.4 647.4 | 3237
Sikkim 0 0 0 0 0 0 0
Tamil Nadu 3723 22338 | 22338| 223338 22338 | 2233.8| 11169
Tripura 238 16.8 16.8 16.8 16.8 16.8 84
Uttar Pradesh 469.6 28176 | 28176| 28176 2817.6 | 2817.6 | 14088
West Bengal 159.2 955.2 955.2 955.2 955.2 9552 | 4776
All States 2865.1 | 171906 | 17190.6 | 17190.6 | 17190.6 | 17190.6 | 85953




Table: 3.3.2 Normative reduction in TISF towards self sufficiency of the

SPSUs
States | 2004-05 | 2005-06 | 2006-07 | 2007-08 | 200809 | 2009-10 | total a
Andhra Pradesh | 8949.85 | 7159.88 | 5369.91 | 3579.94 | 1789.97 0 26849.54
Arunachal Pradesh | 1.34 1.07 0.80 0.54 0.27 0 4.02 |
Assam 667.95 | 53436 | 400.77 | 267.18 | 133.59 0|  2003.86
Bihar 4531.01 | 3624.81 | 2718.61 | 1812.40 | 906.20 0| 13593.03
Goa 37.75 30.20 22.65 15.10 7.55 0 113.26
_Gujarat | 3464.09 | 2771.27 | 207845 | 138564 | 692.82 0| 10392.27
_Haryana | 219147 | 175317 | 1314.88 | 87659 | 438.29 0 6574.40 |
Himachal Pradesh | 242.24 193.80 145.35 96.90 48.45 0 726.73 |
Jammu & Kashmir | 279.98 | 22398 | 167.99| 11199 56.00 0 839.94
Karnataka | 8164.73 | 6531.78 | 4898.84 | 3265.89 | 1632.95 0 24494.18
| Kerala | 58756 | 47005 | 35254 | 23502 117.51 0 1762.68
| Madhya Pradesh | 10.03 8.02 6.02 4.01 201 | 0 30.09 |
| Maharastra | 6514.63 | 5211.70 | 3908.78 | 2605.85 | 1302.93 0 19543.89
| Manipur i 32.57 26.06 19.54 13.03 6.51 0 97.72 |
| Meghalaya 161.84 | 129.47 97.10 64.74 32.37 0 485.52 |
' Mizoram 1147 9.18 6.88 459 2.29 0 34.41
Nagaland 23.06 18.44 13.83 9.22 4.61 0 69.17 |
Orissa 117.70 94.16 70.62 47.08 23.54 0 353.11
Punjab 43276 | 34621 | 25966 | 173.11 8655 0 1298.29
Rajasthan | 30991 | 24792 18594 | 123.96 61.98 0| 92072
Sikkim . 19.54 15.63 11.72 7.81 3.91 0|  586t1|
TamilNadu | 89278 | 71423 | 53567 | 357.11| 178.56 0 2678.35
Tripura | 86.27 69.02 51.76 34.51 17.25 0 258.81
Uttar Pradesh | 6113.43 | 4890.74 | 3668.06 | 2445.37 | 1222.69 0 18340.29
West Bengal | 7709.96 | 6167.96 | 4625.97 | 3083.98 | 1541.99 0 23129.87
All States | 51553.92 | 41243.13 | 30932.35 | 20621.57 | 10310.78 0| 154661.75

(VS

N



Table: 3.3.3 Net Benefits to the States (Difference between projected TISF
and the sum of normative TISF and VRS costs at 6 lakh per employee).

States 200405 | 200506 | 2006-07 | 2007-08 | 2008-09 2009-10
Andhra Pradesh 1682.04 | 6009.48 | 10921.61 | 16553.17 | 23069.93 | 58236.23
Arunachal Pradesh | 0.35 0.70 1.06 1.42 1.79 5.31
Assam -178.37 -19.24 140.84 | 301.89 463.96 709.07
Bihar 1357.43 | 376683 | 657116 | 9874.19 | 13806.94 | 35376.56
_Goa -25.14 -8.60 9.74 30.22 53.28 59.50
Gujarat -381.73 208.75 802.35 | 1398.97 | 199852 | 4026.85
Haryana 38398 | 1282.89 2263.96 | 3341.83 4533.80 | 11806.46
Himachal Pradesh -234.07 -179.38 12454 | -69.54 14.37 | -621.90
Jammu & Kashmir 25.37 109.52 196.26 |  285.83 378.49 995.47
Karnataka 252940 |  6562.20 | 11165.00 | 16473.20 | 22654.31 | 59384.10
Kerala -709.53 -614.16 -517.92 | -420.85 -322.98 | -2585.45
Madhya Pradesh -671.48 -671.96 -671.32 | -670.07 -668.48 | -3353.32
Maharastra 2016.68 |  6408.37 | 11884.10 | 18824.29 | 27742.92 | 66876.37
Manipur -8.71 3.03 15.49 28.80 43.06 81.67
Meghalaya 15.03 81.41 153.86 |  233.46 321.48 805.25
Mizoram -5.05 -0.87 ~3.59 8.37 13.50 19.54
| Nagaland -7.85 2.76 14.66 28.11 43.46 81.14
Orissa -663.26 -663.12 -656.57 | -645.37 -630.80 | -3259.12
Punjab 62468 | -598.30 | -561.88 | -517.09|  -465.33 | -2767.27
Rajasthan | 62518 -597.87 -566.10 | -530.46 -491.44 | -2811.04 |
Sikkim 810 17.10 27.19 38.62 51.65 142,66 |
Tamil Nadu 212923 | 201854 | -1902.22 | -1780.74 | -1654.53 | -9485.25
Tripura 16.84 53.59 94.05 |  138.91 189.01 492.39
Uttar Pradesh -1045.62 775.71 2650.83 | 4584.57 | 658220 | 13547.68
West Bengal 2241.85 5794.19 9778.07 | 14286.14 | 19430.93 | 51531.17
All States 2967.15 | 25704.50 | 51693.26 | 81797.86 | 117131.29 | 279294.07




Table: 3.3.4 Normative reduction in GFISF2 towards self sufficiency of

the SPSUs
States 200405 200506 2006-07 200708 | 200809 | 2009-10 | Total |
 Andhra Pradesh 25357.12 | 20285.70 | 15214.27 | 10142.85 | 5071.42| 0| 76071.36
Arunachal Pradesh 9.79 7.83 5.88 3.92 1.96 0 29.38 |
Assam 677.39 | 541.91 406.43 270.96 135.48 | 0 2032.17
Bihar 208538 | 1668.31 | 125123 | 834.15| 417.08 | 0| 6256.15 |
Goa 4699.70 3759.76 2819.82 | 1879.88 939.94 0| 14098.11
Gujarat 27333.05 | 21866.44 | 16399.83 | 10933.22 | 5466.61 0| 81999.15
Haryana 18923.02 15138.42 | 11353.81 | 7569.21 | 3784.60 0| 56769.06
Himachal Pradesh 793460 | 6347.68 4760.76 | 3173.84 | 1586.92 0| 23803.80
Jammu & Kashmir 1785.90 | 1428.72 1071.54 714.36 357.18 | 0 5357.71
Karnataka | 32720.51 | 26176.41 | 19632.31 | 13088.21 | 6544.10 | 0| 98161.54
Kerala 23465.08 18772.06 | 14079.05 | 9386.03 | 4693.02 | 0| 70395.23
Madhya Pradesh 35548.08 | 28438.46 | 21328.85 | 14219.23 | 7109.62 | 0 | 106644.24 |
Maharashtra 32.57 | 26.06 19.54 13.03 6.51 0 97.72
Manipur . 29237| 23390 | 17542 | 116.95 58.47 | 0 877.12.
Meghalaya 34.35 27.48 20.61 13.74 6.87 | 0 103.06 |
Mizoram 5.33 4.26 3.20 2.13 1.07 | 0 15.98 |
Nagaland 32.18 25.74 19.31 12.87 | 6.44 | 0 96.53
Orissa 4023.79 |  3219.03 2414.27 | 1609.51 804.76 | 0| 12071.36
Punjab | 10263.85; 8211.08 | 6158.31 | 4105.54 | 2052.77 | 0| 30791.56
Rajasthan 11516.50 9213.20 6909.90 | 4606.60 | 2303.30 0 | 34549.50 |
Sikkim 133.93 | 107.14 80.36 53.57 26.79 0 401.78
Tamil Nadu 9629.95 |  7703.96 5777.97 | 3851.98 | 1925.99 0| 28889.86
Tripura 61.11 | 48.89 36.67 24.45 12.22 | 0 183.34
Uttar Pradesh 764764 |  6118.11 4588.58 | 3059.05 | 152953 0| 22942.91
West Bengal 22951.49 18361.19 | 13770.90 | 9180.60 | 4590.30 i 0| 68854.48
All States 247164.70 | 197731.76 | 148298.82 | 98865.88 | 49432.94 | 0| 741494.10




Table: 3.3.5 Net Benefits to the States (Difference between projected
GFISF2 and the sum of normative GFISF2 and VRS costs at 6 lakh per

employee).
200506 | 2006-07 200708 | 200809 2009-10 | Total
Andhra Pradesh 7505.10 | 18085.77 | 29679.47 | 42472.51 | 5668539 | 154428.24 |
Arunachal Pradesh 520  11.72 19.67 29.65 42,37 108.70
Assam 23999 | -136.38 _31.18 75.53 183.68 |  -148.34 |
Bihar =7 A 386| 36558 | 73616 | 1107.86 |  1833.61
Goa " | 828234 | 28201.96| 77936.09 | 204319.36 | 527757.20 | 846496.95
Gujarat 0298.07 | 2040825 | 32509.59 | 45776.18 | 60412.67 | 168404.76
| Haryana 10799.00 | 24982.44 | 43264.62 | 67261.09 | 99224.16 | 245531.31
Himachal Pradesh | 3574.42 | 809034 | 1344648 | 19883.84 | 2771259 | 72707.67
Jammu & Kashmir 60121 | 1309.35 207654 | 2912.69 3829.42 | 10729.20
Karnataka 14702.48 | 32952.66 | 54471.62 | 80172.11| 111221.80 | 293520.67
Kerala 11558.56 | 27163.69 | 46593.35 | 71187.92 | 102757.60 | 259261.13
Madhya Pradesh 29105.19 | -21996.88 | -14887.82 | -7778.44 668.92 | -74437.24
Maharastra 41272.43 | 5011052 | 60767.93 | 73619.46 | 89117.10 | 314887.43
Manipur 21655 | -152.85 -88.43 23.16 43.06 437,93
Meghalaya 238.23 265.96 295.07 32567 357.86 1482.80
Mizoram 31.51 46.15 64.91 89.03 120.14 351.73
Nagaland 4.25 10.30 26.54 44.82 65.58 |  142.98
Orissa 282.32 | 1230.29 218320 | 3141.22 410452 | 10941.56
Punjab 2657.11 | 6033.64 9562.44 | 13261.05| 17148.98 | 48663.22
Rajasthan 327330 | 742115 | 11828.05 | 16530.38 | 21569.64 | 60622.52
Sikkim 109.99 271.68 517.18 898.57 1500.26 13297.68
Tamil Nadu 560.89 | 3448.39 6423.94 | 949562 | 1267222 | 32601.05
Tripura 0.92 15.19 31.53 - 48.11 64.95 158.86
Uttar Pradesh ~-908.80 834.80 | 258412 | 433929 | 610049 | 12949.89
West Bengal 899119 | 18628.22 | 29165.01 | 40761.95 | 53608.05 | 151154.42
All States 92895.60 | 227232.49 | 408805.50 | 689580.61 | 1196738.66 | 2615252.87




Table: 3.3.6 Estimated cost of VRS at Rs 9 lakh per employee, if 10
percent workers given VRS per year.

SPSU
Employ |
ment [
States {'000) 2005-06 | 2006-07 | 2007-08 | 2008-09 | 2009-10 | total
Andhra Pradesh 361.7 3255.3 3255.3 3255.3 3255.3 3256.3 | 16276.5
Arunachal Pradesh 0 0] 0 0 s __0y 0
Assam 561| 5049 | 5049 | 5049 | 5049 504.9 | 25245 |
Bihar 123.2 1108.8 1108.8 1108.8 1108.8 1108.8 5544 |
Goa 6.7 60.3 60.3 60.3 603|  60.3| 3015
‘Gujarat 1615 | 14535 | 14535 | 14535| 14535 | 1453.5| 72675
Haryana 74.2 667.8 667.8 667.8 667.8 667.8 3339 |
Himachal Pradesh 48.1 432.9 432.9 432.9 432.9 432.9 2164.5
Jammu & Kashmir 94 84.6 84.6 84.6 846 | 846 423 |
Karnataka 173.8 1564.2 1564.2 1564.2 1564.2 1564.2 7821 |
Kerala 134 1206 1206 1206 1206 1206 6030 |
Madhya Pradesh 111.5 1003.5 1003.5 1003.5 1003.5 1003.5 5017.5
Maharashtra 262.1| 23589 | 23589 | 23589 | 23589 | 2358.9| 117945
Manipur 3.3 29.7 29.7 29.7 29.7 29.7 148.5
Meghalaya 7.7 69.3 69.3 69.3 69.3 69.3 346.5 |
Mizoram 1.5 13.5 13.5 13.5 13.5 {15 67.5 |
Nagaland 29 26.1 26.1 26.1 26.1 | 26.1 1305 |
Orissa g 1091 | 9819 | 9819 9819 | 9819 981.9 | 4909.5
Punjab 106.5 958.5 958.5 958.5 958.5 958.5 4792.5
Rajasthan ~107.9 9711 971.1 971.1 9711 971.1 4855.5
Sikkim ] o] 0 0 Y o] 0|
Tamil Nadu 3723 3350.7 3350.7 3350.7 3350.7 3350.7 | 16753.5 |
Tripura 2.8 25.2 25.2 25.2 25.2 25.2 126
Uttar Pradesh 469.6 | 42264 | 42264 | 4226.4| 42264 | 42264 | 21132
West Bengal 159.2 1432.8 1432.8 1432.8 1432.8 1432.8 7164
All States 2865.1 | 25785.9 | 25785.9 | 25785.9 | 25785.9 | 25785.9 | 128929.5 |




Table: 3.3.7 Net Benefits to the States (Difference between projected TISF
and the sum of normative TISF and VRS costs at 9 lakh per employee).

2005-06 200607 200708 2008-09 | 2009-10 | Total
Andhra Pradesh 596.94 4924.38 9836.51 15468.07 21984.83 52810.73
Arunachal Pradesh 0.35 0.70 1.06 142 1.79 5.31
Assam -346.67 -187.54 -27.46 133.59 |  295.66 -132.43
Bihar " 087.83| 3397.23 6201.56 9504.59 | 13437.34 | 33528.56
Goa -45.24 -28.70 -10.36 10.12 | 33.18 -41,00
Guijarat -866.23 27575 |  317.85 914.47 1514.02 1604.35
Haryana | 16138| 106029 | 204136 | 311923 | 4311.20 | 10693.46
Himachal Pradesh -378.37 -323.68 268.84 -213.84 15867 | -1343.40
Jammu & Kashmir 283 81.32 168.06 257.63 350.29 854.47
Karnataka 2008.00 6040.80 | 1064360 | 15951.80 | 22132.91 | 56777.10
Kerala | 111153 | -1016.16 -919.92 -822.85 72498 | -4595.45
Madhya Pradesh 100598 | -1006.46 | -1005.82 | -1004.57 | -1002.98 | -5025.82
Maharastra 1230.38 5622.07 | 11097.80 | 18037.99 | 26956.62 | 62944.87
Manipur -18.61 -6.87 5.59 18.90 33.16 32.17
Meghalaya -8.07 58.31 130.76 210.36 298.38 689.75
Mizoram 955 5.37 0.91 3.87 9.00 | 2.96
Nagaland -16.55 5.94 5.96 19.41 34.76 37.64
Orissa -990.56 -990.42 -983.87 -972.67 95810 | -4895.62
Punjab 94418 -917.80 | -881.38 | -836.59 | -784.83 | -4364.77
Rajasthan -948.88 92157 -889.80 85416 | -815.14 | -4429.54
Sikkim ) 8.10 17.10 27.19 38.62 | 51.65 142,66
Tamil Nadu | 324613 | -3135.44 | -3019.12 | -2897.64 | -2771.43 | -15069.75
Tripura 8.44 4519 85.65 130.51 180.61 450.39
Uttar Pradesh 2454.42 -633.09 1242.03 3175.77 5173.40 6503.68
West Bengal 1764.25 5316.59 9300.47 | 13808.54 | 18953.33 | 49143.17 |
Al States 5628.15 | 17109.20 | 43097.96 | 73202.56 | 10853599 | 236317.57
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Table: 3.3.8 Net Benefits to the States (Difference between projected

GFISF2 and the sum of normative GFISF2 and VRS costs at 9 lakh per

employee).

States 200506 2006-07 200708 2008-09 2009-10 | Totat ]
Andhra Pradesh 6459.74 | 17030.47 28614.24 | 41397.34 55600.29 149102.08
Arunachal Pradesh 5.29 11.72 19.67 29.65 42 .37 108.70 |
Assam -404.03 -301.48 -197.35 -91.70 15.38 -979.18 .
Bihar -741.73 -373.46 -4.02 366.56 738.26 -14.40 |

"Goa 8262.24 | 28181.86 77915.99 | 204299.26 | 527737 .10 846396.45 |
| Gujarat 8813.57 | 19923.75 32025.09 | 45291.68 59928.17 165982.26 |

Haryana 10575.83 | 24759.41 43041.73 | 67038.34 99001.56 | 244416.87 |
Himachal Pradesh |  3430.12 7946.04 13302.18 | 19739.54 27568.29 | 71986.17 |
Jammu & Kashmir 573.01| 1281.15 2048.34 | 2884.49 3801.22 | 10588.21 |
Karnataka 14140.80 | 32401.05 53930.09 | 79640.64 | 110700.40 | 290812.98 |

| Kerala 1148507 | 27008.08 | 4635560 | 70868.05 | 102355.60 | 258072.40

Madhya Pradesh -1005.47 -1005.71 -1005.21 -1004.38 -1003.42 -5024.20 |
Maharastra 12073.73 | 28014.91 45775.43 | 65730.05 88330.80 239924.92 |
Manipur -18.61 -6.87 5.59 18.90 | 33.16 3217
Meghalaya 8.72 88.04 168.76 250.97 334.76 851.26
Mizoram 3.79 24.23 48.80 78.72 115.64 271.18
Nagaland -12.95 1.60 17.84 36.12 56.88 99.48 |
Orissa _ -39.95 906.77 1858.42 | 281518 |  3777.22 9317.62
Punjab 229268 | 5680.44 | 922048 | 12930.32 | 16829.48 | 46953.40
Rajasthan 2949.60 7097.45 11504.35 | 16206.68 21245.94 59004.02
Sikkim B 109.99 271.68 517.18 898.57 1500.26 3297.68
Tamil Nadu ~-546.30 2338.77 5311.89 8381.15 11555.32 27040.82
Tripura -9.32 6.79 23.13 39.71 56.55 116.86 .
Uttar Pradesh 245421 |  -676.45 1107.01 | 2896.34 | 469169 |  5564.39 |
West Bengal 765522 | 17506.85 28258.23 | 40069.76 53130.45 146620.51 |
All States 83606.82 | 218117.08 | 399863.46 | 680811.94 | 1188143.36 2570542.66
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CHAPTER 4
CONCLUDING OBSERVATIONS & RECOMMENDATIONS

The earlier chapters have defined and estimated the fiscal impact of the operation
of SPSUs on the state budgets for the period 1995-96 to 2001-02 and projected the results
upto the end of the reference period (i.e. 2009-10). The results reveal that the impact,
however measured, is significantly negative and increasing in magnitude. The results are
in broad agreement with the major studies on SPSUs undertaken in recent years — viz. by
the Planning Commission and the INDSEARCH. Whereas the Planning Commission
study obtained data based primarily on a questionnaire responded to by 747 SPSUs, the
present study, like the INDSEARCH report, is based on data from the C&AG reports and
covers over a thousand SPSUs. Further, the focus of the present study, unlike the other
two studies, is the assessment of fiscal impact of SPSUs operations and not the financial
indicators of SPSUs per se. The picture that emerges from this study is, however, much

more dismal than the results of the other two studies.

The results show that though there are over a thousand SPSUs in the states, about
a quarter of them are non-working and nearly half were incurring losses, - i.e. nearly
three-fourths of the SPSUs are either loss making or non-working. In the aggregate, the
reported accumulated losses exceeded Rs.30,000 crores in 2000-01 with net losses of the
year exceeding Rs.12,000 crore. The fiscal impact on the states” budget as measured by
the TISF was negative with an absolute value exceeding Rs.30,000 crore against the
states’ investment (states’ equity+states” debt outstanding to SPSUs) of about Rs.96,000
crore, roughly a negative net rate of return to the states of over 30 percent (2000-01
figures). As a proportion of states own revenue, the fiscal impact (TISF) averaged over
30 percent indicating that if SPSUs become financially self-sufficient, substantial
resources would become available to the states for developmental expenditures. The
states had also provided guarantees 1o SPSUs of over Rs.1,00,000 crore (outstanding,
2001-02) thereby increasing the vulnerability of the states’ finances. Further, the time
trends show a disturbing increase in the aggregate with TISF having increased by 50
percent and outstanding guarantees by nearly 100 percent in five years despite positive

reform results from a few states. The figures show that fundamental reforms are needed



urgently to minimize the huge negative fiscal impact of SPSUs’ operations on the states’

budgets.

Earlier committees and Finance Commissions have approached the problem by
suggesting normative rates of return for various categories of SPSUs. The Tenth Finance
Commission, for example, classified SPSUs as commercial, commercial-cum-
promotional and promotional and suggested the normative rates of return on equity as 6
percent, 4 percent and 1 percent respectively. To take another example, the Planning
Commission study divided SPSUs into six categories — manufacturing, trading &
services, financial, promotional, welfare and utilities — and discussed the “optimal” and
actual rates of return of each category of SPSUs. The presumption of all these past
studies/ reports has been that the SPSUs taken together can be profitable and make
positive contribution to the states budgets in terms of dividend (notwithstanding the
promotional and welfare role of some SPSUs). To illustrate the point, the Planning
Commission’s study concludes: ... “that there is every possibility of their (SPSUs)
turning the corner.” The study also states that its “... findings contradict the general
perception that all state PSUs are in losses”. Although it is true that all SPSUs are not
loss making, the overwhelming evidence is that a very large number of SPSUs are either
loss-making or non-working and need regular financial support from the state. The earlier
studies/ reports while concentrating on profits and possible dividends to the states
neglected to quantify the fiscal support that states provide the SPSUs both explicitly and
implicitly. Once this support is estimated, there is little room for optimism that the
problem can be solved by suggesting normative rates of return for various categories of
SPSUs with the pious hope that, in the aggregate, they will be net contributors to the state
exchequer and a graded normative rate of return structure will also ensure that the states
continue to fulfill their welfare/ promotional roles through SPSUs without the rate of

return requirement becoming an impediment to the performance of this role.

The results of this study indicate that the past approach towards SPSUs has been
too optimistic. Despite prescribed normative returns the actual returns have been, in the
aggregate, strongly negative. The continuance of SPSUs, irrespective of their

performance and results, does not ipso facto constitute welfare. Closure, disinvestment &
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privatization are options that need to be considered seriously together with other options
like restructuring, mergers, modernization, downsizing etc. All these options however
will involve some costs and it is appropriate that the analysis of the costs and benefits of
options should be enterprise and state specific. For this purpose the creation of state
disinvestment commissions or similar special purpose bodies have been suggested in the
past. Though it is appropriate that each state decides on its options, it is also necessary
that the states are helped in ways that widen their options and influence the net benefits in
a way that is in broad consonance with a national policy. This study illustrates, though in
a rudimentary fashion, that a liberal separation package could lower the political costs of
some options without appreciably lowering the economic and financial net benefits of

SPSUs reforms.

However, such policy packages must be a part of a national policy towards
SPSUs. Such a policy should clearly delineate the areas in which the state should operate
as an entrepreneur and the areas it should vacate. The SPSUs which fulfill social
objectives (developmental/ welfare) or which are necessary given the degree of economic
and market development in the state have a good reason for continuance. However, the
option of achieving the same objectives through other means (like explicit subsidy to
private enterprises or target groups) need to be examined. Further, subsidies to any party,
including SPSUs, should be explicit and cannot be open-ended. Given the state of fiscal
health at the states’ level, the limiting of fiscal impact of SPSUs to either zero or a small
positive level by the terminal year may not be avoidable. In fact, as the study shows,
SPSUs reform is perhaps quantitatively the most important aspect of fiscal reforms at the
state level as it can free over thirty percent of the states own tax revenues for fiscal

adjustments and/or development.
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