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Preface

The Public Debt Procedures Manual is a comprehensive document
which captures the concept of public debt as well as the procedures
and activities connected with the Debt Management in the State. The
guidelines in the Manual have been presented in a logical sequence
for ease of understanding. Annexures have been added wherever
required for providing a more holistic perspective on debt related
matters.

The debt related instructions and guidelines are currently available in
various documents in the form of Rule of Business, Delegation of
Powers and Government Orders of the State or in the form of
Circulars/ instructions issued by the Reserve Bank of India. These,
however, did not cover all facets of the debt management process.
Therefore, a need was felt for a comprehensive Manual to bring
together all the aspects related to debt management in the State.
This Manual documents the detailed processes involved in the entire
gamut of debt management. It is also expected to bring about greater
transparency on the subject.

This Manual would provide deeper understanding to the officials of
the Finance Department and relevant Line Departments of their
responsibilities with respect to debt management. It is expected to
serve as a guidebook for uniform administration of contracting,
recording and servicing of various loans, management of other
liabilities and issuance of guarantees to eligible entities.

I would like to place on record the excellent work done by the
Technical Review Committee (TRC) headed by Sh. L. N. Pant
(Advisor, Finance Department and Deputy Project Director, UKPFMS
Project). The TRC has been established for the purpose of preparing
this Manual, as part of Uttarakhand Public Financial Management
Strengthening (UKPFMS) Project. The Manual has evolved through
extensive consultations among members of the TRC comprising Sh.
Manish Upreti (Budget Officer), Sh. Manmohan Mainali (Finance
Controller) and Sh. Amit Verma (Senior Research Officer). The
comments and suggestions provided by the World Bank Task Team
under the leadership of Sh. S. Krishnamurthy have been pivotal in
improving the quality of this Manual. It has been further enriched with
valuable suggestions and inputs provided by Sh. Rajat Mehra
(Project Coordinator, UKPFMS Project) and officers from Finance



Section i 1, Budget Directorate and relevant Line Departments. The
roles of the Regional Offices (in Dehradun) of the Reserve Bank of
India and National Bank for Agriculture & Rural Development
( NABARD) ; Account ant Ge n eanaNafional
Cooperative Development Corporation, New Delhi, in providing
necessary guidance and inputs have also been crucial for drafting of
this Manual.

Finally, this Public Debt Procedures Manual, being the first of its kind
for the State, | would be open to suggestions to bring about further
improvements, if any, and also for bringing to our notice any error,
inaccuracy or omission for correction in the next edition.

Amit Negi, IAS
Dehradun Secretary (Finance)
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Chapterl

Introduction

1.1 The Public Debt Procedures Manual ( her ei nafter referred

is a compendium of provisions and procedures relating to Debt Management for the
Government of Uttarakhand (GoUK) ( her ei naf t er theeStaéed.rThigl
Manual is aimed at addressing the need for a comprehensive guideline on the
subject matter of Debt Management in the State. An attempt has been made to
document all the procedures in a structured manner regarding public debt
management in the State. This document will serve as a comprehensive one-stop
guidance material.

Objective

1.2 The objective of this Manual is to provide guidance material on debt
management for the concerned staff in the Finance Department, Government of

Uttarakhand (hereinafter r ef e and eetbvant bine a s

Departments of the State. It provides detailed procedures, for contracting, recording
and servicing of various loans, management of other liabilities and issuance of
guarantees to eligible entities.

1.3 A conscious approach has been adopted in drafting this Manual, to shape it
into a lucid and usable document as far as possible. The intent is to provide the legal
provisions and the institutional structure along with the prevalent procedures and
practices involved with debt management. The Manual attempts to present in a step-
by-step manner, debt instrument-wise, the process of contracting, recording and
servicing, for ensuring that borrowings are sourced at optimum cost with minimum
risk.

Overview

1.4  The topics covered in each of the chapters are summarized below:

1 Chapter 2 covers the concept of public debt including its definition and
components (internal and external debt and their sub-components). The concept
of other liabilities (Public Account) has also been explained in this chapter.

1 Legal framework of the debt management is discussed in Chapter 3. Relevant
acts, rules and policies have been discussed and the current authorization
processes while issuing and servicing of loans have been outlined here.

1 In Chapter 4, the institutional structure of all the stakeholders relevant to the debt
management in the State has been discussed. Responsibilities of Ministry of
Finance (MoF), Government of India (Gol); Finance Department and relevant
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Line Departments of GoUk; Reserve Bank of India; and Accountant General (AG
T A&E), Uttarakhand have been captured here.

1 Chapter 5 includes preparation of borrowing plan (for all sources of debt).

1 Chapter 6 details out the process of public debt cycle which include contracting,
recording and servicing of loan from each source (market borrowings, loans from
Government of India (EAPs), NABARD, NSSF and NCDC). It also provides
schematic representation of the key steps.

1 Chapter 7 deals with the procedure for issuance of guarantees by the
Government on behalf of its Public Sector Undertakings.

1 Chapter 8 covers the methods of carrying out various debt portfolio and risk
analyses, assess debt sustainability, formulate debt management strategy and
the concept of debt restructuring.

1 Chapter 9 focuses on the mechanism of short-term liquidity management
through SDF, WMA, overdraft facilities, etc.

1 Chapter 10 covers the procedure for recording data on various borrowing
instruments and enumerates MIS reports required by the State.

1 Matters relating to code of conduct and conflict of interest have been addressed
in Chapter 11.

1 Miscellaneous Chapter in the end cover Other Liabilities (Public Account).

1 GoUk aims to streamline its debt management operations. Annexure at the end
of the Manual provides some reform initiatives which the State shall undertake to
enhance efficiency in debt management.

1.5 In addition to the above topics, necessary Annexures have been provided in
Volume Il of the Manual. These cover specimens of communication documents
(letters/ Government Orders/ Circulars/ Notifications etc.) relating to approvals,
sanctions, disbursements, etc., and formats for debt servicing schedules and various
MIS reports.



Chapter 2

Public Debt Components

Public Debt

2.1. Public debt refers to total borrowings of the Government contracted against
the Consolidated Fund of the State. This debt is a part of Government liability.

2.2. Government liabilities have been broadly classified as debt contracted against
the Consolidated Fund of the State (defined as Public Debt) and liabilities in the
Public Account, called Other Liabilities. For the purposes of recording public debt of
the State, debt and liabilities are considered synonymous. Public debt, therefore, is
described as a stock of all liabilities of the Government with different time dimensions
accumulated by Government operations in the past and scheduled to be
extinguished by Government operations in future.

2.3. Public debt is broadly classified into the following two categories:

Internal Debt

2.4. Debt, which is raised from residents and institutions, within the country and
repayable in local currency is described as internal debt. The State is authorised by
the Constitution to raise money only from internal resources.

External Debt

2.5. Money raised from individuals and institutions, abroad, including multilateral
institutions such as the International Monetary Fund (IMF), the World Bank (WB),
Asian Development Bank (ADB), International Development Agency (IDA) etc. and
repayable in foreign currency is described as external debt.

2.6. The State does receive loans/grants from external funding agencies through
Government of India (Gol). The Gol enters into an agreement with external funding
agencies and transfers these loans/grants to the State as loans from Gol. Hence,
external debt does not appear among the components of public debt of the State;
instead, they appear as part of loans from Gol.

Components of Public Debt

2.7. The components of public debt and other liabilities of the State Government
are presented in the following table:



Table 1: Components of Public Debt and Other Liabilities of the State

Components of public debt and other liabilities of the State

A. Public Debt (a+b)

a) Internal debt of the State Government
i. Market loans
ii. Compensation and other Bonds
iii. Loans from NSSF
iv. Loans from NABARD
v. Loans from NCDC
vi. WMA facility from RBI

b) Loans and advances from the Government of India

B. Other liabilities - Public Account
a. Small Savings, Provident Funds, etc.
b. Reserve funds
i. Interest bearing
ii. Non-interest bearing
c. Deposits and Advances
i. Interest bearing
ii. Non-interest bearing

C. Total liabilities (A+B)

2.8. The State follows the above classification while disseminating information on
public debt in Finance Accounts prepared by Accountant General (Accounts &
Entitlements) (AG T A&E).

2.9. The Manual has, therefore, adopted the above approach for determining the
Public debt of the State.

2.10. A brief description of the various components of public debt is provided here
under for better understanding of officers and staff of the State Government.

Market Loans

2.11. These loans are raised by the State through auction by the Reserve Bank of
India (RBI) at competitive market rates of interest. These are untied loans and the
money so raised is used by the Government for various developmental activities of
the State. They are generally subscribed by banks, insurance companies, financial
institutions, Provident Funds, mutual funds, Pension Funds, etc. Individuals are also
allowed to subscribe to these loans.

Bonds



2.12. Bonds are issued by the State, through the RBI for a particular sector of the
economy to meet its special needs. The interest rates on such bonds may vary from
one class to another class of bonds depending on the circumstances of each case.
The interest rates on the bonds are determined by the market forces in consultation
with Government. Power sector bonds fall in this category.

Loans from National Small Savings Fund (NSSF)

2.13. These loans are provided by the Gol out of collections received from the
residents of each State under the various small savings schemes formulated by the
Gol. The collections so received are credited to the NSSF, which is managed by the
Gol. The Gol then allocates to the respective State, the amount entitled to be
received by way of loans from the Fund. These loans are long term loans. The
interest rates on such loans are determined by the Gol from time to time. The State
issues Special State Government Securities to the NSSF against the loans received
from the Fund.

Loans from National Bank for Agriculture and Rural Development
(NABARD)

2.14. These loans are received by the State from NABARD from the Rural
Infrastructure Development Fund (RIDF) which was set up by the Gol in 1995-96 for
financing ongoing rural Infrastructure projects. These are tied loans, meant for
specific activities such as rural drinking water schemes, soil conservation, rural
market yards, primary schools, mini hydel plants, shishu shiksha kendras,
anganwadis, and 5/10 MW Solar Photovoltaic Power Plant. The scope of activities
which can be financed under these loans is reviewed and revised from time to time.
The quantum of sanction and disbursement is determined annually. The interest
rates on these loans are based on Bank Rate and are fixed by NABARD.

Loans from National Cooperative Development Corporation (NCDC)

2.15. These loans are raised by the State from NCDC for financing programmes in
specific areas. These are tied loans, meant for financing programmes for production,
processing, marketing, storage, export and import of agricultural produce, certain
other notified commodities, e.g., fertilisers, insecticides, agricultural machinery, lac,
soap, kerosene oll, textile, rubber, etc., supply of consumer goods and collection,
processing, marketing, storage and export of minor forest produce through
cooperatives, besides income generating stream of activities such as poultry, dairy,
fishery, sericulture, handloom, etc. in the cooperative sector. These loans are
available at fixed rates of interest as determined by NCDC from time to time.

Ways and Means Advances (WMA) from RBI



2.16. The RBI provide financial accommodation to the State to tide over temporary
mismatches in the cash flow within specified limits under its Ways and Means
Advances (WMA) Scheme. In addition to WMA, RBI provides Special Drawing
Facility (SDF). The interest rate on such advances is linked to the Repo rate. Under
this Scheme, the RBI also provides Overdraft facilities (OD) for a certain period after
the limits of WMA and SDF is exhausted. If the overdraft exceeds a period of 14
consecutive working days, RBI stops all the payments on behalf of the State.

Loans and Advances from the Gol

2.17. The Gol extends loans and advances to State which are called Block Loans.
These are majorly used for financing Externally Added Projects (EAPs). These are
long term loans and carry a fixed rate of interest.

Other Liabilities

2.18. All other public money received by or on behalf of the State (other than the
funds in Consolidated Fund), where the Government acts as a banker or trustee, are
credited to the Public Account. Net balance in the Account is used by the
Government for meeting its expenditure. The net balances in the Public Account at
the end of the year under various heads such as Provident Funds, Reserve Funds,
Sinking Funds, Development Funds, Deposits of Local Bodies and other
miscellaneous deposits, thus become the liabilities of the State and are included in
Other Liabilities of the State.

Classification of Public Debt for Accounting Purpose

2.19. The accounting of public debt is classified under Sector, Sub-Sector Major
Head, Minor Head Sub-Head and Detailed Head.

Public Debt

2.20. Public Debt is divided into two major head under ASector E. Pul
comprising:
1 600371 Internal Debt of the State Government
o 10171 Market Loan

o0 10371 Loans from Life Insurance Corporation of India

0 1047 Loans from General Insurance Corporation of India

0o 105 i Loans from the National Bank for Agriculture and Rural
Development

o0 1061 Compensation and other Bonds

o 10771 Loans from the State Bank of India and other Banks

0o 10817 Loans from National Co-operative Development Corporation

0 10971 Loans from other Institutions

o 1107 Ways and Means Advances from the Reserve Bank of India

10



o 1117 Special Securities issued to National Small Savings Fund of
the Central Government

M 60047 Loans and Advances from the Central Government

o 017 Non-Plan Loans
o 0271 Loans for State / Union Territory Plan
o 0771 Pre-1984-85 Loans

Loans and Advances given to various Government entities

221. Loans and Advances made by the State Go\
Loan and Aldemnmjorhend are between 6075 to 7615

Public Account

2.22. The major items in the Public Account are grouped under the following
Sectors.

1 [I-Small Savings, Provident Funds, etc.
o 800971 State Provident Fund
0 801071 Trust and Endowments
o 80117 Insurance and Pension Fund

1 J-Reserve Funds
0 812171 General and Other Reserve Funds
0 822217 Sinking Funds
0 822971 Development and Welfare Funds
0 823571 General and Other Reserve Funds

1 K - Deposits and Advances

o 8336-Civil Deposits
8338-Deposits of Local Funds
8342-Other Deposits
8443-Civil Deposits
8448-Deposits of Local Funds
0 8449-Other Deposits

2.23. Public Account of the State comprises major head between 8001 to 8554.

O O O O

Interest Payments

2.24. Interest payments made by the State are part of Major Head i 2049 i Interest
Payments. The sub heads relevant to the State comprises of:

1 20497 Interest Payments

o 017 Interest on Internal Debt

11



o 037 Interest on Small Savings, Provident Fund, etc.
0 0417 Interest on Loans and Advances from Central Government
0 607 Interest on Other Obligations

Summary

1 The Government borrows against the Consolidate Fund of the State through
internal sources

1 Public debt of the State majorly consists of market borrowings, loans from
financial institutions and loans from Gol

1 Loans/grants from external funding agencies to the State are treated as loans
from Gol as the State is not authorised to directly borrow from sources outside
India

1 The debt of the State includes public debt and other liabilities such as funds in

the Public Account
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3.1.

Chapter3

Legal Framework

According to the World Banké #Guide to the Debt Management Performance

Assessment Toolg the legal framework for public debt management consists of the
following elements:

T

3.2.

Authorization: Clear authorization through legislation, to the government and
implementing agencies, to borrow and provide loan guarantees

Borrowing Purpose: Defined purposes of borrowing, as a protective
measure against the risk of improper utilization of funds

Debt Management Objectives: Distinctly laid down debt management
objectives, to help assess performance of the government against predefined
parameters

Debt Management Strategy: Formulation of a debt management strategy to
achieve the debt management objectives

Reporting: Legal mandatory annual reporting, covering results against the
objectives of debt management

The various provisions related to the above elements have been detailed out

in the subsequent sections. The key features are:

3.3.

The head of the Finance Department through various provisions of the
Constitution of India and Rules of Business of the State is authorized to
borrow on behalf of the State.

The Uttarakhand Fiscal Responsibility and Budget Management (UKFRBM)
Act, 2005 stipulates the purpose of borrowing along with the objective and
debt management strategy.

The Constitution mandates the State to present the information on debt to the
legislature through its Annual Financial Statement (Budget). Comptroller and
Auditor General (CAG) is mandated to submit the report to legislature which
also contains a section on public debt.

The public debt in the State is managed through the provisions of the

following legislations, Agreements, Rules of Business, Government Orders, etc.
issued from time to time:

The Constitution of India

The Uttarakhand Fiscal Responsibility and Budget Management Act, 2005
The Uttarakhand Ceiling on Government Guarantee Act, 2016

Agreement of the State with the Reserve Bank of India

13



v. Rules of Business, Delegation of Powers and Government Orders of the
States

Constitution of India

3.4. The Government derives its powers to borrow and to issue guarantees under
Article 293 of the Constitution of India. The contours of the borrowing are further
elucidated in Article 293 (1) and Article 293 (3).

3.5. Article 293 (1) of the Constitution reads as follows:

ASubj ect to the provisions of this artd.i
extends to borrowing within the territory of India upon the security of the
Consolidated Fund of the State within such limits, if any, as may from time to
time be fixed by the Legislature of such State by law and to the giving of
guarantees within such Iimits, i f any, as

3.6. Article 293 (3) places further constraint on the borrowing power of the State.
The Article provides as under:

AA State may not without the consent of
loan if there is still outstanding any part of a loan which has been made to the

State by the Government of India or by its predecessor Government, or in

respect of which a guarantee has been given by the Government of India or

by its predecessor Governmento

3.7. Reading Article 293(1) and 293(3) together, the State Government can
borrow:
a. Only from sources within India (no direct external borrowing)
b. Only within the limits as prescribed by the State Legislature (as per UKFRBM
Act)
c. Only against the security of the Consolidated Fund of the State
d. Only from any source with prior consent of the Government of India, if it is
already indebted to the Government of India

3.8. Borrowing sources within India: State has authority to borrow from the
following sources:
1 Market
National Small Savings Fund (NSSF)
National Bank for Agriculture and Rural Development (NABARD)
Gol for Externally Aided Projects (EAPS)
National Cooperative Development Corporation (NCDC)

= =4 =4 4

Apart from the above sources, State also utilises net balance in the Public
Account to meet its expenditure. At the end of the year, the net balance in

14



Public Account is treated as borrowings of the State and referred to as Other
Liabilities (State Provident Fund, Reserve Fund, Deposits and Advances).

3.9. In essence, the said Article provides that the State Government cannot
borrow from any source without prior consent of the Government of India, if it is
already indebted to the Government of India. Such consent is provided by the
Ministry of Finance on behalf of the Government of India during the budget
preparation of the State in the form of Net Borrowing Ceiling (NBC) for the year,
covering all sources of borrowing. In actual practice, the State has to take the
consent of the Government of India for all its borrowings.

3.10. Borrowing within the limits as prescribed by the State Legislature: The
State can borrow within the limits prescribed by the State Legislature. Article 246 (3)
of the Constitution grants powers to the State to make laws in this regard. The
provisions of the Article are as under:

ASubject to clause (1) and (2), the | egis
to make laws for such State or any part thereof with respect to any of the

matters enumerated in List Il in the Seventh Schedule (in this Constitution
referred to as the fAState Listo).o

3.11. Borrow against the security of the Consolidated Fund of the State:
Article 266 (1) defines the constituents of the Consolidated Fund of the State. All the
money raised by way of loans and interest payments on such loans and repayment
of loans will pass through this Fund. The Article inter alia provides as under:

ft--------- all loans raised by that Government by the issue of treasury bills,
loans or ways and means advances and all moneys received by that
Government in repayment of loans shall form one consolidated fund to be
entitled the Consolidated Fund of the St a

3.12. Article 266 (2) stipulates setting up of the Public Account of the State. This
Article provides that all other public money received by the State (other than the
funds in Consolidated Fund) is ascribed to the Public Account of the State. The
outstanding balance in the Public Account forms part of the liabilities of the State.
The Article provides as under:

ALl I ot her public moneys received by or
or the Government of a State shall be entitled to the public account of India or
the publicaccount of the State, as the case may

3.13. As the state borrows on the security of the Consolidated Fund of the State,
the yearly debt proposals are approved by the State Legislature as part of the budget
process. The Annual Financial Statement (Budget) covers the position of the public

15



debt and the aggregate amount it would borrow during the fiscal year and is placed
before the Legislative Assembly of the State for approval.

3.14. Reporting: Article 202 (1) makes it legally mandatory for the State
Government to prepare an Annual Financial Statement (also known as the Annual
Budget) listing figures of receipts and expenditure of the State covering actuals of
the previous year, revised estimates of the current year and budget estimates of the
ensuing year and present it before the Legislative Assembly of the State for
approval. The Annual Financial Statement also covers the position of the public debt
and the aggregate amount it would borrow during the fiscal year.

3.15. Article 151 (2) states that the Report of the Comptroller and Auditor General
of India (CAG) should be submitted to the Governor of the State who in turn, would
presents it to the State Legislature. The CAG Report has a section which deals with
public debt. It provides as under:

nThe r ephe Camptroller and Auditor General of India relating to the
accounts of a State shall be submitted to the Governor of the State, who shall
cause them to be | aid before the Le

Uttarakhand Fiscal Responsibility and Budget

Managemert Act 2005

3.16. Through the power vested under Article 246 (3) of the Constitution, State
enacted the Uttarakhand Fiscal Responsibility and Budget Management Act, 2005
(UKFRBM) and The Uttarakhand Ceiling on Government Guarantees Act, 2016 to
ensure fiscal discipline and set the limits on borrowings and guarantees in the State.

3.17. The UKFRBM Act (Vol. Il T Annex 1) was enacted in 2005 to ensure stability
and sustainability in fiscal operations and prudent debt management through limits
on State Government borrowings. It lays down the foundation for the preparation of a
Medium-Term Fiscal Policy (MTFP) to be presented along with the Annual Budget of
the State.

3.18. The Act lays down the purposes for which the borrowing can be used as
well as those for which they cannot be used. Section 4 (1) of the Act provides that
the State should ensure that borrowings are used for developmental activities,
which are evaluated to become self-sustained, and creation or augmentation of
capital assets, and are not applied to finance current expenditure. The important
clauses in the Act relevant to debt management in the State are provided below:

Section 4 (1): The State Government shall be guided by the following fiscal
management principles:
(a) To maintain Government debt at prudent level,
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(b) To manage guarantees and other contingent liabilities prudently, with
particular reference to the quality and level of such liabilities;

(c) To ensure that policy decisions of the Government have due regard to
their financial implication on future generation;

(d) To ensure that borrowings are used on development activities, which are
evaluated to become self-sustained, and creation or augmentation of
capital assets, and are not applied to finance current expenditure;

(e) To ensure discharge of current liabilities in a timely manner.

3.19. The Act, while laying down the objectives of debt management, provides
that the Government should:

1 Maintain sensible levels of debt

1 Manage guarantees and other liabilities prudently
1 Minimize fiscal risk

1 Discharge liabilities in a timely manner

3.20. Based on the recommendations of the 14" Finance Commission, the Act was
amended in 2016 (Vol. Il T Annex 2) to make the budget management process more
comprehensive. It prescribes the annual borrowing limit for the State as under:

1 The net borrowing limit is 3 percent of the GSDP

1 An additional limit of 0.25 percent of the GSDP, if debt to GSDP ratio is less
than 25 percent in the preceding year

1 Another additional borrowing limit of 0.25 percent of the GSDP, if the interest
payments are within 10 per cent of the revenue receipts in the preceding year

1 The maximum borrowing limit, thus, can go up to 3.5 percent of the GSDP

! The additional limits can be availed of separately or simultaneously only if
there is no revenue deficit in the year in which borrowing limits are to be fixed
and the immediately preceding year

Consolidated Sinking Fund Scheme2@6

3.21. Consolidated Sinking Fund (CSF) (Vol. Il T Annex 3) was constituted by
Government of Uttarakhand (GoUK) for redeeming its outstanding liabilities. The
interest accrued and accumulated in the Fund shall be utilised towards the
redemption of outstanding liabilities. The Fund shall not be used for any other
purpose provided that the annual incremental investment of the State shall be
eligible for availing Special Drawing Facility (SDF) from the RBI.

3.22. Contribution to the Fund: The State may contribute to the Fund at least 0.5
percent of the outstanding liabilities of the previous fiscal year. State shall invest in
Fund from the durable cash balance, General Revenue or from other sources such
as disinvestment proceeds, at its discretion and not out of borrowings from RBI.

17



State may build up a minimum CSF corpus of 3% to 5% of its liabilities and is
encouraged to build on its efforts further. The Fund shall be administered by RBI as
per the directions of the State.

Uttarakhand Ceiling on Government Guarantee Act, 201¢

3.23. The Act (Vol. Il T Annex 4) prescribes the limit for issue of guarantees by the
State Government on behalf of its Public Sector Undertakings, Local Bodies,
Statutory Boards, Corporations, Cooperative Institutions, other Authorities and
Agencies, to the lenders.

3.24. The ceiling on Government guarantees prescribed by the Act is as under:

1 Total outstanding Government guarantees should not exceed one percent of
the GSDP

1 Total fresh Government guarantees issued in a year should not exceed 0.3
percent of GSDP estimated for that year

3.25. The guarantee commission to be collected is as under:

{1 State shall charge a minimum of one percent of the amount of guarantee loan
as guarantee commission

1 State may enhance the guarantee commission depending on the default risk
of the project

{ State shall not waive off guarantee commission under any circumstance

3.26. The guarantee commission will add to the corpus of the Guarantee
Redemption Fund (GRF) (Vol. Il T Annex 5), which will be part of the Public
Account of the State. Contribution to the GRF will be a minimum of 0.5 per cent
every year to achieve a minimum level of 3-5 per cent of the outstanding guarantees.
If guarantees have been invoked or are likely to be invoked, additional Funds (over
and above 5%) shall be maintained. The Fund shall be utilised for meeting payment
obligations, arising out of the guarantees issued by the State on behalf of its entities
and invoked by the beneficiaries.

Agreement with the Reserve Bank of India

3.27. The State Government has entered into an Agreement with the RBI in
accordance with Section 21A of Reserve Bank of India Act 1934 whereby, the RBI
acts as a banker to the State Government and as a manager of the public debt of the
State. It conducts the following businesses of the State:

1 Maintains cash balances and bank account free of interest
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1 Handles all banking transactions
Provides remittance and exchange facilities, free of charge
1 Manages the public debt and the issuance of any new loans

=

3.28. RBI provides financial accommodation to the State Government to tide over
its temporary adverse cash balance position, under the Ways and Means Advances
(WMA). The facilities provided under the Scheme are:

1 Normal Ways and Means Advances (WMA)

1 Special Drawing Facility (SDF)

1 Overdraft (OD)

3.29. The quantum of such facilities, the period for which they are provided and
other terms and conditions thereof, have been dealt with separately in chapter 9 of
the Manual.

Rules of Business, Delegation of Power and Governmen

Orders

3.30. Article 154 of the Constitution confers upon the Governor of the State, the
executive power of the State. The Governor can exercise the powers directly or
delegate the powers to subordinates within the permissible defined limits. On this
basis, the powers in relation to public debt are delegated to the officers of the State:

firhe executive power of the State shall be vested in the Governor and shall
be exercised by him either directly or through officers subordinate to him in
accordance with the Constitution. o

3.31. All contracts concerning the State are made in the name of the Governor and
executed on behalf of Governor by authorised officials.

3.32. Clause 28 (v) of the Uttar Pradesh Secretariat Instruction 1982 (Vol. Il 7
Annex 6) stipulates that Finance Department is authorised and overall in charge of
raising loans, servicing of loan and discharge of any financial guarantees. As the
Head of the Finance Department, it is the Secretary (Finance) who is vested with the
authority to perform the aforesaid functions and manage the public debt of the State
on behalf of the Government.

Uttarakhand was formed when it was separated from the State of Uttar Pradesh (UP)
in 2000. For the purpose of facilitating the business procedures, Government of
Uttarakhand follows the Rules/GOs of Government of Uttar Pradesh wherever the
relevant Rules/GOs are not separately established by GoUk.
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Summary

1 Government derives its powers to borrow and to issue guarantees under the
Article 293 of the Constitution of India, only from the sources within India and with
prior consent of the Government of India

1 UKFRBM Act, 2005 stipulates purpose and objective of borrowing. It also
provides for debt management strategy along with annual borrowing limit for the
State

1 RBI acts as a banker to the State Government and manager of the public debt of
the State

1 The head of the Finance Department is authorised to borrow in the name of the

Governor of the State by Rules of Business
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Chapter 4

Institutional Arrangement

4.1 Management of public debt is dependent on an effective institutional
arrangement, which clearly specifies the authority, functions and responsibilities of
each stakeholder. As per the International Monetary Fund (IMF) and the World Bank
( WB) AGui del i nes for p udbebrly cspecied bitstitutrorzain a g e me
arrangement enables debt managers to have the operational independence to
achieve debt management objectives.
4.2  The institutions involved in management of public debt in the State are as
below:

1 Ministry of Finance (MoF), Government of India (Gol)
Finance Department, Government of Uttarakhand
Line Departments, Government of Uttarakhand
Reserve Bank of India
Accountant General (Accounts & Entitlements)
4.3 Each of the above institutions has a well-defined role in the management of
public debt of the State ensuring operational independence. The roles and
responsibilities of each institution are elaborated in the subsequent sections.

Role of Ministry of Finance

4.4  Ministry of Finance, Government of India, is the nodal agency for monitoring
the public finances of the State Governments. Department of Expenditure (DoE) and
Department of Economic Affairs (DEA) within the Ministry of Finance deal with debt
related aspects of the State. The departments and division of MoF involved in public
debt management of the state are as under:

Figure 1: MoF, Gol i Department & Division concerned with State Debt

= =4 =4 A

Public Finance (States) Aid, Accounts & Audit Division
Division (AAAD)
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4.5

The functions of DoE and DEA in relation to debt related aspects of the State

are provided below:

Department of Expenditure, MoF

4.6

Public Finance (States) Division, in DoE is entrusted with the responsibility

related to St a tdebd and liabilities management, among other things. It is also
referred to as State Finance Division. It primarily performs the following functions:

T

=A -4 -4 4 -8

Determine the Net Borrowing Ceiling (NBC)

Consent for raising loans, under Article 293 (3) of the Constitution
Approve the borrowing calendar

Advise State during issues in cash management

Assist State to tide over adverse ways and means position
Monitor debt sustainability of the State

Department of Economics Affairs, MoF

4.7

DEA in the Ministry of Finance is responsible among other things, for

negotiating loans, credit, grant and assistance from multilateral and bilateral
institutions. It is mandated to process external loans, which are passed on to State
Government as loans from Gol. Aid, Accounts and Audit Division (AAAD) in DEA is
entrusted with processing of claims, receipt of amount from lenders and processing
with Public Finance (States) Division for disbursing amounts to the states
maintaining database and servicing of external loans. Major responsibilities of DEA
are laid out below:

Examine St a t peoposals for availing loans for Externally Aided Projects
(EAPs) and provide consent for the same

Negotiate terms and conditions of loans from International Financial
Institutions (IFIs)

Finalise loan agreement and notify relevant stakeholders

Monitor disbursement of loans, their interest payments and principal
repayments

AAAD is exclusively responsible, among other things, for the following:

! Recording information on external loans
1 Processing the drawal applications of the State for reimbursable loans
91 Debt servicing of external loans
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Role of Finance Department

4.8 Finance Department is responsible for public debt management in the State.
As part of its responsibility, it prepares annual borrowing plan, and formulates and
implements debt management strategy.

4.9 Finance Department is principally responsible to take crucial decisions on the
source and amount of borrowing. It negotiates and finalises loan agreement,
monitors day-to-day cash position and services debt. The Department is a focal point
for communications with all the stakeholders involved in debt management. It
collates data and information from stakeholders and periodically generates
necessary reports.

Finance Sectioni 1 (FST 1) and Budget Directorate

4,10 Finance Section T 1 (FS -1) and Budget Directorate within Finance
Department are involved in management of debt. FS -1 is one of the 10 sections of
Finance Department and is authorised to manage debt in the State (Refer Vol. Il T
Annex 7 for Secretarial Work Distribution for FS-1). It is ably supported by Budget
Directorate in debt management process.

Figure 2: Finance Department and its Section concerned with State Debt

Debt and Cash Management Cell

4.11 Debt and Cash Management Cell within Finance Department exclusively
deals with cash and debt management functions of the State. Broadly, the Debt and
Cash Management cell supports Finance Department on followings aspects:

Assessment of borrowing requirements

Preparation of borrowing calendar

Identification of sources of borrowing

Determine tenure of loans

Any other matter related to public debt management in State

= =4 -4 A -
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4.12 The roles and responsibilities of Finance Department are broadly classified
into seven categories as under:

Figure 3: Role and Responsibilities of Finance Department

Debt Cash
Management Management

Finance -
Recording of Risk COOVWdi'tnhatlon

Stakeholders

Department Debt and MIS Management

Other
Functions

4.13 The responsibilities covered by each of the above categories are described
hereunder:

Debt management

Prepare borrowing plan aligned with the debt management strategy

Prepare annual and quarterly (week-wise) calendar for market borrowings

Actively meet the funding requirements of the State Government

Look for alternative sources of borrowing which are consistent with debt

management objectives

Borrow as per approved budget and borrowing calendar

Raise funds from market and various other sources at competitive rates

1 Review Detailed Project Report (DPR) sent by various line departments
seeking loan and provide consent

1 Negotiate loans from various sources

1 Monitor disbursement of loans, reconcile and validate the amount with
relevant stakeholders

1 Track utilization of loans by various project implementing agencies and line
departments

1 Prepare debt servicing schedule as and when loan is taken

1 Arrange funds for repayment of principal and interest payment and timely
processing of the same

1 Ensure timely contributions to consolidated Sinking Fund

= =4 =4 A
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Cash management

1 Prepare cash flow forecasts based on receipts/expenditure estimates
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Arrange for cash to meet liquidity requirements of the State, on a timely basis

Ensure maintenanceofr equi red mi ni mum bal ance

Monitor and effectively use SDF, WMAs and OD schemes of RBI in managing
minimum balance and short-term cash requirements

Manage cash surplus/shortfall by investing/discounting the treasury bills with
assistance from RBI

Guarantees Management

T

l

Formulate and implement Acts, GOs and policies relating to the issuance of
government guarantees

Process application for government guarantees by assessing the need for
guarantee, debt servicing capacity and credit assessment of guarantee
seeking entity

Approve and issue guarantees

Collect the guarantee commission in a timely manner

Monitor the performance of loan guarantees by assessing the financial health
and associated credit risk, if any

Ensure timely contributions to Guarantee Redemption Fund

Recording of Debt Data and MIS

= =4 =4 4

Collate and record information on public debt from all the stakeholders
Reconcile and validate data with all stakeholders periodically

Regularly update and maintain debt database

Prepare periodic reports on status of public debt for higher authorities, budget
books, Government, Legislature etc.

Risk Management

1
il

T

Monitor and track key debt indicators against the targets

Undertake Debt Sustainability Analysis (DSA) periodically to assess medium-
term and long-term debt sustainability

Conduct periodic portfolio analysis to assess associated risks

Coordinate between various stakeholders

T

Coordinate with all stakeholders including MoF, Gol, RBI, AG - A&E, all
lenders and donors and line departments for effective debt management

Other functions

T
T

Assess the project proposal and need for funding for Government entities
Process application for Loans and Advances to various Government entities
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1 Negotiate and finalise terms and conditions of loan being given to various
Government entities

1 Finalise loan agreements and sanction loans

1 Disburse loans and monitor the performance of the project and utilization of
loan

1 Collect timely principal and interest payments on loans issued to other
government entities

i Estimate the amount of other liabilities (Public Account) accurately to
determine total liability of the State

1 Monitor developments in financial market, State and national economy

Role of Line Departments

4.14 Line departmentsd r with eespect to debt management is limited to
preparation of project proposal for seeking loans. However, Finance Department is
responsible for contracting, recording and servicing of loans provided to various line
departments.

4.15 The responsibilities of Line Departments are as follows:

Prepare DPR/ project proposal for which funding is required

Submit DPR/ project proposal to Finance Department and seek approval
Engage in loan negotiations

Submit drawal request to lending agencies for timely disbursement of loan
amount as per the terms and conditions of loan

1 Periodically submit to Finance Department, status report and necessary
data/information on implementation of project for effective tracking of loan
utilization

Role of Reserve Bank of India

4.16 RBI, which is the Central Bank of India, acts as a banker to the State under
the provisions of Reserve Bank India Act 1934. It maintains the Government
Principal Deposit Account and carries out financial transactions of the State as per
the agreement with the State. RBI is responsible for carrying out cash and debt
management functions on behalf of the State. RBI is also the manager of State
public debt, as a debt manager, it assists the State in raising resources from the
market.

= =4 4 4

4.17 The major role and responsibilities of RBI are:

1 Conduct auction of government securities for raising new loans
1 Facilitate secondary market transactions of government securities
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1 Service SDLs and NSSF loans

1 Realise loan floatation charges and debt management commission on the
outstanding SDL

1 Maintain Government Principal Deposit Account

1 Consolidate balances in various State Accounts and notify State about cash
position at the end of each day

1 Provide financial accommodation to the State by means of SDF, WMA and
OD, to tide over temporary mismatches in the cash flow of their receipts and
payments

1 Invest surplus funds in Treasury Bills and rediscount them in case of shortfall
in the required minimum balance, as per the instructions of the State

1 Administer Consolidated Sinking Fund and Guarantee Redemption Fund of
the State

1 Record and maintain data on SDLs and loans from NSSF

1 Publish report key public debt indicators

Role of Accountant Generaf{Accounts & Entitlements)

4.18 Accountant General (Accounts & Entitlements) (AG - A&E) is responsible to
maintain the accounts of the State. It receives inputs periodically from State
Treasuries, Pay and Accounts Offices (PAOs), and the RBI. It prepares the
Appropriation and Finance Accounts of the State. It compiles Public Account of State
which inter alia includes General Provident Fund Account, deposits and advances
etc.

4.19 The role of AG - A&E is summarised below:

1 Record and maintain information on debt servicing for loans from Gol

1 Prepare debt servicing schedule for loans from Gol and communicate to
Finance Department

1 Advice RBI on servicing of loans from Gol, as per schedule

1 Update its records based on Daily Position (Cash) report, interest warrant
payment scrolls and Clearance Memo (CM) from RBI

1 Update public debt records on disbursement and servicing of loans

1 Provide information on public debt to Finance Department on need basis

91 Collect and record data on Government guarantees based on the information
provided by the State

1 Maintain Public Account of the State

1 Maintain records related to loan and advances given to various government
entities based on information provided by the State

1 Maintain records on SDF, WMA and OD facilities availed by the State

1 Update data on debt servicing for loans from NSSF
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Summary

1 DoE and DEA within the Ministry of Finance deal with debt related issues of State

1 Finance Department is responsible for managing debt, cash, guarantees along
with recording debt related data and its analysis

1 As a banker to the State, RBI is responsible for managing public debt along with
assisting State in raising loans from market and its servicing

1 AG - A&E is responsible to record public debt data and maintain accounts of the
State
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Chaptero 5

Annual Borrowing Plan

Annual Borrowing Plan PreparationProcedure

5.1 Finance Department shall prepare an annual borrowing plan based on
principles of prudent debt management as laid down in the medium-term fiscal
policy. Annual borrowing plan shall be prepared by considering the borrowing limits
set by Ministry of Finance (MoF), Government of India (Gol), and financing
requirements of the State. While preparing borrowing plan, the aim shall be to
reduce cost of borrowing and ensure timely availability of funds.

5.2  The procedure for preparing the annual borrowing plan for next fiscal year is
laid out below and flowchart is shown in Figure 4:

Step 1. MoF, Gol to provide Net Borrowing Ceiling (NBC) to the State. (Refer Vol. ||
I Annex 8 for specimen notification from MoF on NBC)

Step 2. Line Departments shall provide following information to Finance
Department on its loan funded projects:
1 Project utilization (Financial progress)
1 Expected schedule of loan disbursements from funding institutions
1 List of proposed projects requiring loans

Step 3. Funding institutions (NABARD, NCDC, etc.) to provide sanction and
disbursement limits for tied loans to Finance Department

Step 4. Finance Department shall prepare fiscal projections and monthly cash flow
forecasts

Step 5. Finance Department shall determine the financing requirements by
analysing fiscal and cash flow projections together

Step 6. Finance Department shall prepare the borrowing plan considering the
following:
1T NBC
9 \Various sources of borrowing
1 Estimated loan disbursements of various loans
1 Financing requirements

Step 7. Finance Department shall finalise borrowing plan that would include
amount to be borrowed through SDL, from NABARD, NCDC, Gol and any
other source and send it to MoF, Gol for approval. Relevant stakeholders
may be notified about the borrowing plan

Step 8. MoF, Gol to approve annual borrowing plan
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The borrowing plan shall be detailed out to quarterly or monthly frequency, as
per requirement of the Finance Department.

Figure 4: Flow Chart i Procedure for preparing Borrowing Plan
Finance Department  Ministry of Finance Line Departments Funding Agencies

Provide Net
Borrowing Celling

Provide project
utilization,
disbursement
schedule efc.

Provide
sanction and
disbursement

limit

Provide fiscal
and
cash flow
projections

Prepare
borrowing
plan

Finalise borrowing
plan

Approve Borrowing

Plan

Summary

1 Finance Department shall prepare the annual borrowing plan by considering the
borrowing limits set by MoF, Gol, financing requirements of the State and various
eligible sources of borrowing
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Chaptero 6

Debt Procedures

6.1 The State normally borrows from the following sources:

Market

Gol (for EAPS)
NSSF
NABARD
NCDC
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6.2 Procedure for borrowing from these sources is detailed out in the following
sections.

Market Borrowing

6.3 Market borrowing largely consists of State Development Loans (SDLs) and is a
major source of borrowing for the State for untied developmental expenditure. As per
the agreement with the State, RBI assists Finance Department, in raising new loan
from market through an auctioning process, its recording and servicing.

Characteristics

SDLs are dated securities

Fixed coupon, market determined

Fixed tenure with usual maturity of 10 years
Principal amount to be repaid after maturity
Interest payment is half yearly till the maturity
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Procedure 7 Market borrowing calendar

6.4 Once Gol provides approval on annual borrowing plan, Finance Department
shall prepare month-wise calendar for market borrowings. The procedure for
preparing market borrowing calendar is laid down below and flowchart is shown in
Figure 5:

Step 1. Finance Department shall prepare the indicative market borrowing calendar
for the first nine months of the FY (April i December) by considering the
following:

1 Quantum of market borrowings approved by MoF, Gol

1 Monthly financing requirements determined based on projected revenue
receipts and expenditure

1 Estimated borrowings from sources other than SDLs
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Step 2.
Step 3.

Step 4.

Step 5.

Step 6.

The calendar shall present the month-wise indicative amount of market

borrowings. (Refer Vol. Il T Annex 9 for specimen market borrowing

calendar)

Finance Department shall send the market borrowing calendar to MoF, Gol

for approval

Ministry of Finance, Gol to provide approval on market borrowing calendar

(first nine months) and notify the State and RBI

Finance Department shall prepare the week-wise quarterly market

borrowing calendar after receiving approval from Gol. Quarterly market

borrowing calendar shall be prepared before the beginning of each quarter.

The Finance Department shall consider the following factors while

preparing the week-wise borrowing calendar:

1 Monthly market borrowing requirement

1 Weekly financing requirements

1 SDF/Ways and Means Advances (WMASs) limit and its availability

1 Dates of auction (RBI provides date of auctions at the beginning of each
guarter)

Week-wise borrowing calendar shall include the week of auction, date of
auction and indicative amount of borrowing. (Refer Vol. Il i Annex 10 for
specimen on Week-wise Quarterly market borrowing calendar)

Finance Department shall send the quarterly borrowing calendar to RBI at
the beginning of each quarter

RBI to publish the quarterly borrowing calendar on its website by way of
press release
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Figure 5: Flow Chart i Procedure for preparing Market Borrowing Calendar
Finance Department Ministry of Finance Reserve Bank of India

Prepare Market

borrowing calendar
for 9 months

Approval
Borrowing
Calendar
Notification -2 > Notification
J

Prepare

week-wise = Publish Borrowing
quarterly g Plan
calendar

6.5 Finance Department shall seek approval from the MoF, Gol on borrowing limit
for the last Quarter of the FY (January i March). The procedure from step 4 above
are to be followed to prepare the week-wise borrowing calendar for last quarter.
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Procedure 1 Issuing new SDL

6.6 State shall follow the approved borrowing calendar for raising funds through
market borrowings. RBI to assist State in raising funds through auctions. The
procedure for raising loans is elaborated below and flowchart is shown in Figure 6:

Step 1. Finance Department through the willingness letter shall confirm to RBI the
required amount and tenor of securities to be raised at least one week
before the auction date

Step 2. RBI to provide draft Specific Notification for borrowing to be made by
Finance Department

Step 3. Finance Department with assistance from RBI shall prepare specific
notification which covers the terms and conditions for the issuance of SDL.
Some of the key information to be provided are as below:

Nomenclature of the security

Objective of borrowing

Place and date of auction

Amount to be raised

Tenure of the security

Date of interest payment

Date of repayment and coupon payment

Other details as per the prescribed format
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(Refer Vol. Il'T Annex 11 and 12 for General and Specific Notifications on
issuing SDLSs)

Step 4. Finance Department shall provide the signed specific notification to RBI
Step 5. Finance Department shall also share the notification with Information and
Public Relation Department (DIPR) for publication in National Newspapers
Step 6. RBI to publicise the auction
Step 7. RBI to conduct the auctions at stipulated time (generally on Tuesdays every
week) on its e-kuber electronic platform
Step 8. Based on the amount required and bids received in the auction RBI to
inform the market cut-off to Finance Department
Step 9. Finance Department shall evaluate and determine whether to accept or
partially accept or reject the auction results and inform RBI accordingly
within specific time limit
Step10.Based on the Stateds decision ther
1 If Finance Department accepts the auction result i RBI to transfer the
notified amount to State Consolidated Fund Account with RBI on the
next working day. Finance Department may accept partial amount at
lower cut-off if bids are available at lower yields
1 If Finance Department rejects the auction result i RBI to reject all the
bids and State will not receive any funds from that auction
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Step 11. Finance Department shall verify the receipt of funds from RBI based on

St at e 6 s postieni btgtement and the information

register/system of the State

update

Figure 6: Flow Chart i Procedure for raising loan from market

Finance Department

Confirm required

Reserve Bank of India

Provide draft
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before auction date
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Publish issuance
notification in
newspapers - DIPR

Conduct auctions at
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results
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auction result

Accept - Transfer
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Reject - No transfer
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Procedure 1 Servicing of SDL

6.7 The procedure for servicing of SDL is presented below and flowchart is shown
in Figure 7:

Step 1.

Step 2.

Step 3.

Step 4.

Finance Department shall prepare the debt servicing schedule for each
new SDL.

Finance Department shall monitor the debt servicing schedule regularly
such that it can timely arrange funds to meet its servicing obligations

RBI to process the interest payments on SDLs as per the due date (every
six month) and principal repayment on maturity. It transfers the funds from
State Consolidated Fund Account to the investors

RBI to communicate to the Finance Department and AG (A&E) the fund
transfer details through interest warrant payment scrolls and Clearance
Memo.

Finance Department shall validate and reconcile the information shared by
RBI. In case of any discrepancy, the same shall be taken up with RBI for
reconciliation. It shall also update the information in its register/system
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Figure 7: Flow Chart i Procedure for servicing of SDL

Procedure i Closure of SDL

6.8 The procedure for closure of SDL is presented below and flowchart is shown in
Figure 8:

Step 1. RBI to communicate to Finance Department on SDLs due for maturity and
corresponding principal repayment in advance. It provides necessary
documents, templates etc. to Finance Department for initiating principal
repayment. (Refer Vol. Il T Annex 13 for specimen notification from RBI
maturity of SDL)

Step 2. Finance Department, with the assistance from RBI, shall prepare a press
communique announcing the principal repayment of SDLs one month
before the date of maturity. Press communique shall contain the manner in
which securities are to be presented for repayment and the form of
discharge receipt to be furnished. (Refer Vol. Il 1 Annex 14 for specimen
Press Communique released by the Finance Department)
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