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PREFACE
-
The Fiscal Respongibility and Budget Management (FREM) Act 2006 came into force with
effect irom 30" March, 2006 and 1he Fiscal Responsibility and Budget Management (FREM) Rulas, 2007
cama into foroe with effect frerm 127 Fabruary, 2007,

In complianca with the relevant provisions of The sald Act and Rules, the State Govemmant i riquinsd
Ty ke Dl thi Howso of Legislature (1) Macro-Economic Framework Statemant [2) Medium Tern Fiscal Plan
Statemant and (3) Fiscal Plan Strategy Statement along with the Annual Financal Statement and Demands far
Grants,

Thits docurnant containing the thres Statemants ralermbd bo abawve is, thenalone, |aid befone th Housa of
Legislature in compliance with the above statutory requirements



1. MACRO-ECOMOMIC FRAMEWORK STATEMENT
OVERVIEW OF THE ECONOMY

Sustained, high, and braad-based growsh is essential for economic devalopemant and poverty alleviation.
What is needed for such growth is an incriase in investment in the economy, Thare are encouraging signs on
both the growth and Investmant fronts in recant years. The record in the necent past points fo & pick up in
irvestment and Boaly upward shift in the trajectony of growth,

GSDP GROWTH

The perfarmance of the State econarry in 2006-07 a0 tar has excesded expoctations formed at the
eginning of the year, The sconormy had registerad a growih rate of anly 7.14 per cant in 2005-06.

STATE GOVERNMENT FINANCES

I 2005-06, the State was in revenus surplus of Rs.181.75 crore which wias 8.08 parcant ol GSDP. The
fiscal dedicit was Rs.256.72 crore which was 8,59 por cent ol GSDP. The Actual figunes for 2008-07T ndicales
that Revenus Suipies i Fs, 554,94 (20,68 per cent of GSDP) and Fiscal Deficit during tha year is estimated a
positive nate. Thenalore, maintenance of revenus surplus and reduction of fiscal deficit mandated under the
Fiscal Responsitility and Budget Management Act, 2006 have been achieved in 2008-07.
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2. MEDIUM TERM FISCAL PLAN STATEMENT
A FISCALINDICATORS - ROLLING TARGETS

(P incrom)

Acwass | LE Targets for

] _2 3 4 5
200507 | 2007-08 | 200809 2008-10
1.| Bevenus surplus &s parcentage of GS0P (%) 2068 an 10,84 82T
2.| Fiscal Deficit as parcentage of GS0OP [3) - 318 2,00 298
.| Grosa Tax revenue as percentaga of GS0P (%) 233 210 245 234
4,| Total sutsianding kabilities a1 the end of th year. 233840 | 275756 | 3107 566,65
.| Liabilities as parcartage of GSOP for tha yaar (%) 954 7298 TaTa Td62

Theaea ara two sigrilicant changes in the budgelary practice with eflect from Budget 2005-06. No
prowision has boan rads in Budgit 2005-06 for lnans from the Cantre, Thia Stats will be raising requined loans
directly from th marke! without budgatary intenmediation from the Central Gevernment. This has been done in

line with the accepted recommendations of the TFC.

B, Assumpiions underlying the Fiscal Indicators
1. Revenue receipls

) Tax revenue

The Gross Tax Revenue and Saie’s share of Ceniral taxes in BE 2008-09 are placed at RS, 9540
crore and Re.515.59 crore respactively as against the estimate of Rs. 79.40 crore and Rs. 410,85 crore
respectively during 2007-08 (BE). In line with the progress already made, gross lax revenue is expected
to grow by an average 3,17 per cont during 2008-09.

(b Mon - tax revenus

The Mon-Tax Revenue in BE 2008-09 is placed a1 Rs, 521,64 cronp as against the Estmates of Rs.
176,18 crore during 2007-08{BE), showing slap up by 196% over the Budget Estimates of previous year. This
is mainly because of anticipaied receipls under power head of an order of R, 352,80 crores | which includes
upiront receipts of Rs. 250.00 crore irom private power developers).

Ulndier B assard of the TRC, Central leans 10 State contracted till March 2004 and the same oulstang-
ing &8 on 319 March, 2005 armaurnting to As. 400,18 crore have boen consolidated and reschedubed lor frash
tarm of 20 voars & an inborast rate of 7.5 par cent, which |8 subject bo the enaciment of Fistal Responsibility
Legislation by the State. The State Govt. has achieved the eligiiiity norms for debt walver during the year
2005-08 & 2006-07 and received the dabt wakser lor Rs. 20.21 crove each in both the years,

(g} Stale’s Economy

Whils Gross State Domastic Product (GSDP) at current prices was As.1628.79 crone in 1589-2000, it
increased to Rs, 2121.87 cror in 2002-03. 1 has Deen estimated at Re. 242405 crore for 2003-04, for 2004-05
at2556.37 crore, for 2005-08 at R, 2997, 14 crors and &5 per provisional estimates, i would be As. J350.64
crone for 2006-07. The annual averagpe growth rate of GSOP from the financial year 1968-2000 te 2008-07 is
10.54% wheneas the Twelfth Finance Commission has estimadted that ihe growih of GEDF would be 12.807% for
Arunachal Pradesh al curand prices.



1. Capital receipts

"Loans from the Centre” was the most significant componant in the bormowing profie of the Siale
Govarmmant up 1o 2004-08, Undar the Stafs Debl Swap Schema, the Stales wers baing allowad bo swap thiir
high costloans from the Central Gowernement with fresh securnities boaring lower intorest rabos, Up io 2004-05,
As, 118,00 crore high cost Central loans have been swapped by the Stabe of Arunachal Pradesh with lower
inserost securitios, Contral loans of Ministry of Finance to Stabe confracted Gl March, 2004 amounting to Ra.
419,92 crore and same cutslanding as on 31 March, 2005 amounting to Rs. 200,18 crons hane Besn consoli-
dated and rescheduled for fresh term of 20 years, under the award of the TFC. The aceptancs of e recam-
miendation by the Central Governmant implies an annual reduction in the loan recovery from the State.
Motwithstanding this reduction, the reduction of loans during 2006-07 and 2007-08 has baen of the order
of As. 20.21 crore each on account of Debt Waiver Scheme under Fiscal Responsibility and Budget

Managemani{FREM), Act, 2006,
3. Total expanditura
(&) Revanies aocounl

Priaar ngrisniung gocpanditung

Total Plan Revenus expenditune was increased rom Rs. 828.83 crore in BE
2006-07 10 Rz, 1044,35 crore in BE 2007-08. The step-up was due fo increase in budgetary provisions for
wmﬂl‘lﬂﬂh.
Bon-Flan revenue expandites

(  Inbinid payTments

One of the positve leatures of the fiscal policy punued by the Govemment and the interesd rale regimae
s that the share of inferest payments in thi total expanditure has declined and the interest burden as parcent-
age of GSOF and inenest burden as percentage of rovenue recHpts has also coma down. The TFC emisaped
that State’s interast payments should be brought down 1o 15% of revenue receipts whareas, this percentage
has gone down from 9,03 per cant in BE 2006-07 10 891 par cenl in BE 2007-08.

i) MNon-Flangrant (o Siale
As par the TFC's recommandation, non-plan grants to the State in 2007-08 are placed at Re. 378.94
cror,

in subsequent years (.o 2008-09 and 2000-10), thase grants will be aboed Rs. 360.47 crore and Rs.
343,37 crong radpactivaly,

(@) Othors

Cithar magor iems of revenus expandiure ang silanes, pensions, and sdministrative expendiure. How-
avar, the growth of other lems of non-plan eaxpanditurs has been containgd.

() Capital account
) Loans and scvances
As par recommandation of the TFC, only grant portion of the Central assistance i baing released by
thie Caniiral Government bo the State with afect thom e yaar 2005-06. The State has been ralsing tha loans
directhy frorm the market through the bormowing programemsa,
(ly Capital catiay
Capital Qutlay which is mainly for residentialiofice buiklings is a very small part of total

Hon-plan
axpanditure. This ia projected to remadn static in real terms, Plan capital oullay is projected 1o grow in line with
GEDP growth as Increasingly higher shang is alocabed for thase,



2. GSDP Growth

GS0P al curment prices s assumad 1o grow anmeally by 12,47 par cent.
Assessment of sustalnability relating to
i e balance betwean revenue receipts and revenue expenditung

This tax revenue as percentage of GSDP is tangeted 1o imgrove from 8.85 per cant in RE 200506 1o
11.17 parcent in 2008-07, Tax GSDP ratio needs to Improve well beyond the targated reducion in Tiscal defici
10 GSDP rato becauss Increasa in tax revenus has o make up bor shortiall in non-tas revanui. The plannad
introduction of State kevel Vahee Added TaxVAT) we.l 1 April, 2006 marks ona of the biggest tax rafonms
unclartakan s0 far. Govemman! inbends to expand the scopa of taxation of sericas nod only by bringing newer
sErvices within fhe iax net but also boincrease the rabtos of 1ax and Ron-18x revenues, [n the long run this wil b
benaficial 1o tha Stabe finances,

Uineder the atatubory Aules made urder the Fiscal Responsibiity and Budget Managomant Act, 2006,
revenus surplus has tobe at least mainiaingd ai the base year 2003-04 lovel (average of the years 2001-
02, 200203 and 2003-04) Fom 2005-08 upto 20089-10, Aler carehul consideration of the rigidities in the profile
and trends of expondiure on this evenus Bocount, both plan and non-pian, this bulk of tha fiscal comrection is
requined to be camied out for maintaining the nevenue surples by improving the Tax: GSDP ralio. Principal
constituents of B nivenus sxpenditune portfolis ano interest payrments, sakarios and pensions, which togothar
acoourt for nearty 38% of the total revenus expanditure during 2008-07,

In thia normal coursa, Government bormowings ane adviszable only for maating the needs ol financing
productive imestrments. However, cwing to continuing rigicities, and a namow kax base, the revenuds of Govemiment
have not been abky o ki pace with its needs of recuring sxpendiurs Bading to borrowings 1o finance such
axpandiures, This i rellected in the trends in non-plan revenue deficl,

il The use of capital receipts inchuding market bormowings for generating productive assats.

Cona ol th rmajor cbjectives of the Fiscal Respanssbilty and Budget Managament Act, 2008, is to effect
& shitt in this composition of total expenditune, by increasing this share of capital expenditure that would help
achigve a highar growth trajecicry. The practice of capital receipts for funding revenue expendiure needs io be
reversad. The Fiscal Responsibility and Budget Managamant Act, 2008, has st an imponant target maintain-
ifsg PeverLe Surplus at least 81 tha base year level up 10 2008-10 which would provide Governmant the desired
feeibility in incurring capital axpenditune,

3. FISCAL PLAN STRATEGY STATEMENT

A Fiscal Plan Owverview

Tha liscal strass, which had paaked in the atiemath of the recommendation of the 5* Central Pay
Commission has since eased, malnly dus 10 improvamant in ax collections and sofening of interest rabes. in
AN At 4o remove The scal drag on the sconomy, the Government has been aflempling 1o inCrodse thi
tax base and increass in the 120 and non- tax rates.

B. Fiscal Plan for the ensuing financial year({3008-08):

Through the Budget 2008-08, the Gowemmant commits tsed 1o pursuing fiscal policies designed o
promote savings into productive investment, and 1o devise ways and means to channel these savings into
productive investment, and to fund necessary social expendiures. The central themas that runs through the
vaious schirmes and programmes i3 creation of jobs, strengthening of social infrastructurd and providing
Buoor 10 the wodkor sections of sockaty, The sectors targeted for special amention ane agriculiung, horticuliung,
tourism, rural amployment, slementary education and rural healthcare.

Tax policy

Wia must increase our rivenue. [t s Govemment's infention 1o improve the tax o GSDP atio, axpand
thie 180 s, Incroase tax complancs and make tax administration mons efficent.



]
Gowernment Borrowings, Lending and Investments

Thie Garesmnent coetinuess 1o nady an markst bomowing for financing fiscal deficit; o have & sof inanast
rabe regime: and bo develop a deep and wide market for govemmeant securnities.

Inktiatives In Public Expenditure Administration

Ousthanys oo not necassarily msan HUAComies, 'Wis nedd i reanent expandiung (0 axdract Detber value for
money. Thane |8 imparathve need o improve the quality of impleamantation and enhance the efficiendy and
accpuntabdity of the delivery mechanism, During the course of tha year, a mechanism is Sought 1o b put in
placa to measune the developmant cutcome for all major prograsmimes,

Ir & gradusal move iowands six monthly Budgeding, b monkhiy cailings and tangeds will be prescribad
for expanditune and rivenue collection. Expenditure in excess of callings will requine claarance from the Fi-
narde departrment, A rview of user changes will ba undertaken with & view o increase nomn e,

Policy Evaluation

Linder ths FREM Act, 2008, the Govemment is comrnitied o maintain revenue surplus upbs 2008-09
and thersafer, and re-affinm this commitrant. Prudent fiscal policy, thenalors, reguires ratsing non-cebt re-
sourcas commansurale with tho aspirations lor higher kvols of public expenditure on stcial and physical
infrastructung; rural developrant; and education and haalih.

Toconcheda, | would like o assure this August House that the Govemments commitmient 1o miainiin
the rivanus surpius af least al the Base yoar 2003-04 e upbd 2008-09 and thanaftar i maintain ihis remaing
intict and 1o reduce the fiscal deficit by 2008-09 at the minimum 10 3% of GSDP and o maintsin that thensatier,
Tha Govammeant needs soma tima to revamp i and expendiune mankgamant,

A statement showing detads of number of employess as on 3122007 inthe Gowemment and nelaled
salarios is enclosed at Anmex- | In compliance with the Act,
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