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The analysis in this note is based on 12 states, namely, Karnataka, Kerala, Tamil Nadu, Gujarat, Maharashtra, Punjab, Haryana, Rajasthan, West Bengal, Telangana, AP and UP. The
combined GSDP (at current prices) of these states comprise nearly 78% of India’s GDP (at current prices) in FY2020.

For projecting various parameters for FY2022, ICRA has used the unaudited provisional actuals of FY2021 available from the CAG. The actuals for FY2021 will be available in the FY2023
state budgets, and could be different from the amounts included in the FY2021 PA.

ICRA makes the following adjustments in the SONTR of the state governments: (a) interest from departmental commercial undertakings (contra entry) is subtracted from revenue
receipts and revenue expenditure (b) receipts from lotteries are netted for lottery expenditure (c) sale of land is treated as a capital receipt and is subtracted from SONTR and added
to capital receipts. The SONTR has been adjusted till FY2020 for 11 states. As GoP has not uploaded its detailed budget documents of FY2022 state Budget on its website, the Analysts
were not able to adjust Punjab’s SONTR for FY2020. Moreover, as the detailed break-up of data is not available in the PA, the Analysts were not able to adjust the SONTR for FY2021
PA of all the 12 states.

The data on the FY2021 GSDP at current prices is available for Andhra Pradesh, Haryana, Karnataka, Punjab, Rajasthan, Tamil Nadu, Telangana, Uttar Pradesh and West Bengal.
However, for Kerala, Gujarat and Maharashtra, for which data is not available on the NSO’s website, ICRA has used the FY2021 GSDP estimates included by these three states in their
FY2022 state budgets. ICRA has assumed a YoY increase of 16.0% for estimating the FY2022 GSDP of the 12 states, in line with ICRA’s forecasts of the nominal GDP of India for FY2022.

The expenditure on salary for Karnataka, Gujarat, West Bengal and Uttar Pradesh for FY2021 PA is retained at the FY2021 RE level, and for the remaining eight states the salary
estimate included in FY2021 PA has been used.

Telangana’s salary expenditure in FY2022 BE is not available, therefore we have not been able to ascertain its balance revenue expenditure (total revenue expenditure less committed
expenditure and power subsidies) for FY2022.

In FY2021 PA, the power subsidy estimates of the 12 states is not included as a separate line item under their revenue expenditure. Therefore, we have retained power subsidy
amount for FY2021 at FY2021 RE level.
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OVERVIEW

Exhbit: Revenue and fiscal balances
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Based on detailed projections for a sample of 12 large state governments, ICRA estimates the absolute fiscal deficit and leverage (debt+
guarantees as a proportion of GSDP) of each of the states in FY2022 to exceed the pre-pandemic level of FY2020, albeit with a large
variation in the extent of the deterioration across the individual states. This is in line with our observation that liquidity stress seems to
be limited to specific states in FY2022. Looking ahead, one of the key risks is the lack of clarity on the continuation of the GST
compensation to the state governments beyond the stipulated timeline of June 2022. States with a relatively large share of GST
compensation in their receipts will be at a higher risk than others, if the GST compensation is discontinued after June 2022.

Combined fiscal deficit in FY2022 assessed to be in line with the budgeted level: ICRA projects the combined fiscal deficit of a sample of 12
large states at Rs. 6.22 trillion in FY2022, similar to the budgeted level (Rs. 6.28 trillion) as well as the provisional actuals (PA) for FY2021 (Rs.
6.27 trillion).

Quality of fiscal deficit to improve in FY2022 relative to FY2021 PA: The fiscal deficit of these 12 states is expected to improve to 3.4% of
gross state domestic product (GSDP) in FY2022 from 3.9% of GSDP in FY2021 PA. Moreover, with the estimated decline in the revenue deficit
and higher capital spending, the quality of fiscal deficit is set to improve in FY2022 relative to FY2021 PA.

Fiscal deficit in FY2022 to sharply exceed FY2020 level: Regardless, the projected fiscal deficit for FY2022 is substantially higher than the Rs.
3.8 trillion incurred by these states in FY2020, led by worsening in their revenue account amid higher capital spending. The estimated fiscal
deficit of each of the 12 states in FY2022 is expected to exceed the absolute level in FY2020, although there is a large variation in the extent
of the deterioration.

Leverage indicators to remain weaker in FY2022, relative to FY2020: ICRA forecasts a deterioration in their combined debt stock to 26.5%
of GSDP in FY2022 from 22.9% of GSDP in FY2020. In H1 FY2022, the gross SDL raised by these states was 12.4% lower than the level in H1
FY2020. In addition, only four of the 12 states tapped the WMA/OD facilities of the RBI in April-July 2021 (subsequent data is not available).
Moreover, the combined leverage (debt + guarantees) level of the 12 states is estimated to widen to 30.6% of GSDP in FY2022 from 26.4%
in FY2020. The estimated leverage of each of the 12 states in FY2022 is expected to exceed the level in FY2020, even as there is a considerable
variation in the extent of the worsening.

Discontinuation of GST compensation beyond June 2022, key risk for some states: The GST compensation is currently intended to be
provided only till June 2022 or for Q1 FY2023. If the GST compensation is not continued beyond June 2022, it will pose a challenge to the
states (Punjab, Karnataka, Gujarat among the 12 states) which have a relatively higher dependence on the GST compensation.
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