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This Report has been prepared for submission to the Government under
Article 151 of the Constitution.

Chapters I and Il of this report respectively contain audit observations
on matters arising from the examination of Finance Accounts and
Appropriation Accounts of the State Government for the year ended 31
March 2006.

The remaining chapters deal with performance audits and audit of
transactions in various departments including the Public Works and
Irrigation Department, revenue receipts, audit of stores and stock, audit
of autonomous bodies, statutory corporations, Government companies
and departmentally run commercial undertakings.

The cases mentioned in the Report are among those which came to
notice in the course of test audit of accounts during the year 2005-06 as
well as those which had come to notice in earlier years but could not be
dealt with in previous Reports. Matters relating to the period
subsequent to 2005-2006 have also been included wherever necessary.
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SABAT ReEaition e iseir dndes O T Mireh S

This Report contains 27 audit paragraphs and six performance audits apart
from comments on the Finance Accounts and Appropriation Accounts. There
is a separate chapter on Internal Control System in respect of DOPART.
According to existing arrangements, copies of the draft audit paragraphs and
draft performance audits were sent to the Secretary to the State Government of
the Department concerned by the Accountant General (Audit) with the request
to furnish replies within four weeks. In respect of 27 audit paragraphs and six
performance audits included in this Report, replies were received from the
Secretary concerned of the respective departments of the State Government for
23 paragraphs and five performance audits.

The fiscal health of the State as reflected in terms of trends in key fiscal
parameters- RD, FD & PD has shown a sign of improvement during 2005-06
over the previous year. However, the State finances are heavily dependent on
Central transfers, which account for about 76 per cent of its revenue receipts
and helped the State Government to maintain revenue surplus during the
period 2000-06.  Although the State had maintained revenue surplus
throughout the period 2000-06, fiscal deficit not only persisted during the
period but it has increased steeply during the last two years primarily on
account of substantial step up in capital expenditure during these years. The
State’s own resources mobilised in the form of its own tax revenue and non-
tax revenue during 2005-06 being much lower than the normative projections:
made by the TFC indicates large potential of raising them by exploiting
untapped sources of revenue available in the State. On the other hand, the
increasing fiscal liabilities accompanied by persistent fiscal deficit and
primary deficit together with quantum spread being negative during most of
the years might result in a cycle of deficit, debt and debt service payments,
unless suitable measures are taken to arrest the persistent increase in fiscal
liabilities. Besides, zero rate of return on Government investments and
inadequate recovery of cost onloans and advances also adversely affected the
fiscal position of the State. In this context, an efficient and productive use of
funds would be of critical importance both from the point of view of putting
the State’s economy in the high growth trajectory and providing qualitative
social and economic services to the people and in enhancing the ability of the
Government to meet its financial liabilities that will become due in future.
(Paragraph 1.1 to 1.11)

ix



Audit Report for the year ended 31 March 2006

2. Allocative priorities and

»  The excess expenditure of Rs. 28.78 crore for the years 2002-03 to 2004-
05 under 20 grants and appropriations required regularisation under Article
205 of the Constitution of India.

»  The excess of Rs.10.96 crore in seven grants and two appropriations
during the year 2005-06 require regularisation under Article 205 of the
Constitution of India.

»  Supplementary provisions of Rs. 63.57 crore in 17 cases during the year
2005-06 proved unnecessary.

(Paragraphs 2. 3.2 & 2.3.4)

3. Performance Audifs’

Performance Audit of implementation of APDRP revealed that although
revenue realisation had substantially improved since 2004-05 after
implementation of the programme, it was far below the targeted level. The
objective of breaking even by the year 2005 and positive returns thereafter,
as contemplated in the MOA, could not be fulfilled as of March 2006
indicating that commercial viability may not be achieved within a
conceivable time frame unless drastic steps were taken to cut down
operational costs, economise capital expenditure, contain energy loss and
improve revenue realisation further. The power sector was yet to be re-
structured and reformed and the State Electricity Regulatory Commission
(SERC) was yet to be constituted even after more than three years of the
target date. Metering of feeders and consumers was still incomplete,
transmission and distribution (T&D) loss was still high at 30 per cent and
critical issues of the reforms agenda such as consumer indexing and energy
accounting and auditing were not accorded desired priority. The monitoring
mechanism was ineffective to this extent.

» The T&D loss which was targeted to be reduced to around 10 per cent
stood at 30 per cent as at the end of 2005-06 indicating the
Department’s failure to achieve the target stipulated under the APDRP.

» Energy accounting and auditing was not initiated despite an

expenditure of Rs. 15.93 crore on metering.

7,232 consumer meters valuing Rs.1.31 crore were found defective

after their installation. No action was taken to get these meters replaced

although the meters were guaranteed for 5/10 years.

e Against the anticipated benefit of Rs. 39.93 crore in 2004-06 projected
in the DPRs, there was actual realisation of Rs. 21. 84 crore only,
indicating unrealistically high projection.

» Monitoring was found wanting in case of i) metering of consumers and
feeders, ii) Computerised billing and iii) Mapping and indexing of
consumers due to which there was high incidence of defective meters
in the feeders / consumer premises and failure to introduce
computerised billing.

Y

(Paragraph 3.1)



Audit Report for the year ended 31 March 2006

3.2  Implementation of Acts and Rules relating to Consumer Protection

Performance Audit of implementation of various Acts and Rules relating to
consumer protection during the period 2001-06 in Sikkim revealed that the
enforcement of the Acts in protecting the interests of the consumers against
adulterated foods and exploitation through incorrect weighment and
measurement was grossly inadequate. It was further compounded by non-
fixation of targets for collection of food samples for analysis under PFA,
non- achievements of targets under SWM and absence of dedicated
monitoring mechanism at the State level to review and evaluate the extent of
successful implementation of these Acts in the State.

» Establishment of the State Consumer Disputes Redressal Commission

and the District Consumer Disputes Redressal Forums was delayed by

~ 31 months due to Government’s inaction.

» The District Forums disposed off 10 per cent (2001) to 57 per cent
(2002) of consumer dispute cases within the prescribed 90/150 days.
The performance of the State Commission in disposal of cases during
the same period was nil to 50 per cent and left much to be desired.

» Monitoring mechanism was neither introduced at the State
Commission nor in the Consumer Affairs Department to ensure speedy
disposal of grievances.

(Paragraph-3.2)
3.3 Health care management

The State was yet to formulate a Health Policy to provide policy directions
and enable perspective planning, absence of which led to lower allocation of
SJunds to the health sector, non-fixation of realistic targets, efc.
Infrastructure management was characterised by inadequate essential
infrastructure both in terms of number of CHCs, PHCs and PHSCs and also
availability of required facilities. Analysis of human resources management
revealed acute shortage of specialists, wide inter-district variations in
deployment of doctors and nurses, irrational deployment of paramedical and
medical staff, shortfall in imparting integrated and specialised training.
Effectiveness of delivery of medical care and services was affected by
shortage of medicines, non-operation of drug testing laboratory, delay in
construction of CHC at Mangan, drug de-addiction centres at Namchi and
Geyzing, non-commissioning of machines and equipments etc.

» There was acute shortage of Specialists (75%), Health Educators
(62%) and Laboratory Technician (11%) amongst others and wide
inter-district disparities in their deployment.

» Of the two blood banks in the State, STNM showed remarkable
improvement in collection of blood from voluntary donors from 4 per
cent in 2001 to 52 per cent in 2005, Namchi (CHC, South) was far
behind the target with 2 to 9 per cent of total collection.

(Paragraph- 3.3)

Xi



Report for the year ended 31 March 2006

3.4 . Sarva:Shiksha Abhivan ™ i Sl S s
Performance Audit of Sarva Shiksha Abhiyan (SSA) for the period 2001-02
to 2005-06 disclosed deficient planning, delayed and short release of funds,
excessive management cost, appointment of teachers in excess of
requirement, etc. The State failed in achieving the main objective of SSA to
bring back all out-of -school children to . school within 2003.
Implementation of SSA did not contribute towards quality improvement of
education as envisaged in the programme as course curriculum was not
revised, training of teachers was far below the target and research and
development activity was not accorded desired priority. Monitoring and
evaluation of the programme was never conducted to gauge its success.

# Despite incurring considerable expenditure towards implementation of
SSA, SIS failed to bring back 6,310 out-of-school children indicating a
shortfall of 42 per cent even after five years of implementation.

Inspite of receipt of Rs. 1.72 crore, SIS was far behind in achieving the

target of training 8,766 teachers. Shortfall ranged between 72 to 100

per cent from 2002-03 to 2005-06.

» Research and Development (R&D) activities were not carried out
despite release of Rs. 23.94 lakh.

‘f

(Paragraphs 3.4)

3.5 Urbdn Water Supply S s e e e e S S e
Performance Audit of Urban Water Supply System revealed non-framing of
‘State Water Policy’ in line with the ‘National Water Policy’ and absence of
long-term perspective planning. Baseline survey for assessing actual
requirement of potable water and preservation of water sources had never
been conducted. Contamination of water was prevalent due to inadequate
and ineffective water treatment and alignment of pipelines through drains
and jhoras. Leakages and wastage of water was rampant as the Department
failed to put in place vigilance mechanism to detect un-authorised
connections and wastage of water. There was excess and unnecessary
expenditure in execution of works while beneficiary participation in creation
of assets could not be obtained. Water tariff fixed by the Department was
devoid of any cost analysis and revenue collection lax leading to huge gap
between the revenue earned vis-a-vis operation and maintenance costs.

» The Department had no basis to give assurance that sufficient drinking
water was supplied to the consumers as it had neither.conducted any
baseline survey nor evaluated its supply systems with a view to assess
the sufficiency of water supplied.

» Quality of water supplied to the consumers could not be assured as
bacteriological contamination was prevalent due to inadequate and
ineffective treatment and alignment of pipelines through drains and
jhoras'.

» Non-metering of consumers led to wastage of water and consequent
loss of revenue of Rs. 1.51 crore per annum.

! Mountain streams usually carrying filthy water.
xii



Audit Reﬁn for the year ended 31 March 2006

> Failure to realise 5 per cent capital cost from the beneficiaries led to
loss of Rs. 3.64 crore to the Government.
(Paragraph- 3.5)

3.6  Functioning of State Trading Corporation of Sikkim

The State Trading Corporation of Sikkim (STCS) functions as a canalising
agency for all procurement of the State Government. Audit of performance
of the Corporation for the period 2001-02 to 2005-06 disclosed that the
Corporation was not successful in obtaining materials at economical rates;
took inordinately long time to supply the materials to the indenting
departments thereby affecting the schedule date of completion of work; etc.
Financial management was characterised by imprudent investment of
surplus funds to earn optimum interest; non-crediting of deposited cheques;
accumulation of outstanding dues, etc. Physical verification of stores was
never attempted leading to huge differences between book balance and
actual balance of store materials. Internal control mechanism was virtually
non-existent.

» Virtual non-existence of internal control mechanism for physical
verification of stores led to pilferage of store material worth Rs. 2.68
crore.

» The Corporation failed to recover the dues of Rs. 68.09 lakh from
Building & Housing Department leading to blockage of funds.

» Irregular appointment of an advisor and Officer on Special Duty
without any provision in Proclamation resulted in infructuous
establishment expenditure of Rs. 26.97 lakh.

(Paragraph- 7.12)

WCL. | Pralm e a1 7 ks S e T L A= TR A
. Internal Control Mechanism

Audit review of the internal controls in the Department of Personnel,
Administrative Reforms, Training, Public Grievances, Career Options &
Employment, Skill Development and Chief Minister’s Self Employment
Scheme (DOPART) revealed deficient budgetary and expenditure control,
poor operation and supervisory controls relating to creation of posts, cadre
review, promotions, deployment as enumerated in the succeeding
paragraphs.

» Against the sanctioned strength of four, the Department appointed
three Advisors and promoted seven officers to the post of Principal
Secretaries in contravention of GOI norms resulting in extra
expenditure of Rs. 43.79 lakh.

» Subsequent to the ban imposed by the Government in 1999 for creation
of new posts, the Department created 443 posts resulting in extra
annual expenditure of Rs. 4.70 crore.

» The posts vacated on account of VRS were not abolished resultmg in
avoidable expenditure of Rs. 2.24 crore upto March 2006.

(Paragraph 5.1)

xiii
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. 1 4 %

Misappropriation / Loss

Undue favour to a seller in purchase, of his unsuitable building, in a non-
transparent manner, disregarding repeated recommendations of the Screening
Committee, resulted in wasteful expenditure of Rs. 16.60 lakh.

(Paragraph-4.1.1)

Fictitious utilisation of 11,440.34 quintals of rice costing Rs. 91.52 lakh under

the Mid-Day Meal Scheme, besides violation of Supreme Court’s direction for

providing cooked meal for specified school days. ,
(Paragraph-4.l.2)

Fictitious utilisation of funds of Rs. 12.35 lakh shown by an NGO under the
Integrated Education for Disabled Children scheme and consequential denial
of benefit to disabled children.

(Paragraph-4.1.3)

Wasteful/Infructuous/Unfruitful Expenditure

Expenditure of Rs. 39.86 lakh on establishment of a Poultry Farm was
rendered infructuous as the farm closed down its operation after runnmg for
only a year due to poor management.

(Paragraph-4.2.l)

Improper and un-planned implementation of the ‘Development of Sanskrit
Education’ scheme resulted in wasteful expenditure of Rs. 1.30 crore.
' (Paragraph-4.2. 2)

Unautbonsed allotment of two vehlcl&e each to 15 Police officers without -
entitlement for a second vehicle led to avoidable expendtture of Rs. 64.33
lakh.

(Paragraph-4.2.3)

Undue favour to a seller by the Department in purchase of his unsuitable land,

despite negative teposts from the Mines & Geology Department led fo

wasteful expenditure of Rs. 65.76 lakh. >
(Paragraph-4.2.4)

Establishment of disposable plastic syringe project by Sikkim Jewels Limited
without proper market survey and feasibility study led to wasteful expenditure
of Rs. 50.05 lakh.

(Paragraph 7.15)

Xiv



Auwdit the year ended 31 March 2006

Regularity Issues

Decision of the Department to appoint 205 adhoc teachers without conducting
any selection test and/ or interview was not only irregular but also led to
recruitment of unsuitable candidates in excess of the requirement resulting in
avoidable expenditure of Rs. 59.79 lakh.
(Paragraph- 4.5.2)
Failure of the Relief Commissioner, Calamity Relief Fund to invest the
available funds in accordance with the stipulated rules of the CRFS framed by
~ the GOI resulted in loss of interest of Rs. 5.35 crore to the Fund, besides
contravention of the guideline of the scheme.
(Paragraph- 4.5.3)

Loss of Revenue

Failure of the Excise Department to levy and collect excise duty on the basis
of “actual” transit loss of Extra Neutral Alcohol (ENA) imported by three
distilleries resulted in revenue loss of Rs. 1.49 crore.

(Paragraph- 6.9.1)

Failure to recover CST from four firms by the Finance, Revenue and

Expenditure Department (Income and Commercial Taxes Division) dealing in

inter-State trade resulted in non-realisation of revenue of Rs. 3.99 crore.
(Paragraph- 6.9.2)

Allowance of inadmissible deductions from turnover by the Finance, Revenue
and Expenditure Department (Income and Commercial Taxes Division)
resulted in short-realisation of tax of Rs. 59.23 lakh.

(Paragraph- 6.9.3)
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CHAPTER-I: Finances of the State Government

The accounts of the State Government are kept in three parts (i) Consolidated
Fund, (ii) Contingency Fund and (iii) Public Account (Appendix-I: Part A).
The Finance Accounts of the Government of Sikkim are laid out in 19
Statements, presenting receipts and expenditure, revenue as well as capital, in
the Consolidated Fund, Contingency Fund and the Public Account of the State
Government. The layout of the Finance Accounts is depicted in Appendix-I:
Part B.

Functions of the Reserve Bank of India for Government transactions were not
extended to Sikkim. State Bank of Sikkim has been vested with the
responsibility of receiving money on behalf of the Government, making all
payments and keeping custody of the balances of the Government in current
account as well as in fixed deposits.

The State Government had not enacted the Fiscal Responsibility and Budget
Management (FRBM) Act as of September 2006 although a Memorandum of
Understanding with the GOI had been entered into in April 1999 for bringing
about fiscal reforms in the State.

-1.1.1  Summary of Receipts and Disbursements for the year

Table -1.1 summarises the finances of the State Government of Sikkim for the
year 2005-06 covering revenue receipts and expenditure, capital receipts and
expenditure, public debt receipts and disbursements and public account
receipts and disbursements made during the year as emerging from Statement-
1 and other detailed Statements of Finance Accounts.



CHAPTER-I: Finances of the State Government

Table - 1.1
SUMMARY OF RECEIPTS AND DISBURSEMENTS FOR THE YEAR
2005-06
Section — A: Revenue
1,892.40 | Revenue 1,964.36 | 1,723.49 | Revenue 1,473.40 | 294.20 | 1,767.60
Receipts* Expenditure”’
116.95 | Tax revenue 147.23 | 1,140.63 | General services® 1,156.27 715 | 1,163.42
992.47 | Non-tax 990.10 306.64 | Social Services* 191.46 | 146.33 337.79
revenue®
107.35 | Share of Union 182.13 276.22 | Economic 125.66 | 140.73 266.39
Taxes/ Duties Services®
675.63 | Grants from 644,90 -
Government of
India
Section = B: Capital .
-~ | Miscellaneous - 353.54 | Capital Outlay -- | 345.73 345.73
Capital Receipts
(-)0.24 | Recoveries of 0.14 0.68 | Loans and - | -
Loans and Advances
Advances disbursed
192.99 | Public debt 145.06 83.72 | Repayment Public 3240 | --
receipts Debt
0.50 | Contingency - 0 | Contingency Fund 0.10 | --
Fund
1,415.38 | Public Account | 1,456.53 | 1,244.65 | Public  Account | 1,470.09 | - 1,470.09
receipls disbursements
207.47 | Opening | 302.42 302.42 | Closing Balance -- 252.59
Balance
3,708.50 | Total 3,868.51 | 3,708.50 | Total -- 3,868.51

Major portion of the total receipts of the State comprised revenue receipts of
Rs. 1,964.36 crore (50.78 per cent) followed by Public Account receipts of
Rs. 1,456.53 crore (37.65 per cent). The grants-in -aid from the Government
of India (GOI) constitute 16.67 per cent of the total receipt. Similarly, bulk of
the total disbursements was on account of revenue expenditure of Rs. 1,767.60
crore (45.69 per cent) followed by Public Account disbursements of Rs.
1,470.09 crore (38 per cent) and capital outlay of Rs. 345.73 crore (8.94 per
cent). Revenue expenditure comprised general services (65.82 per cent), social
services (19.11 per cent) and economic services (15.07 per cent).

1.2.1 Trend of Fiscal Aggregates
The fiscal position of the State Government during the current year as
compared to the previous year is given in Table-1.2 below:

* Revenue receipts and Non-tax revenue are inclusive of gross receipt (Rs. 898.35 crore) from Siate Loteries.

* Revenue expenditure and General Services (Non-plan) are inclusive of expenditure (Rs. 876.16 crore) in State
Lonteries.

* Includes granis-in-aid contribution under Social Services (Rs. 11.75 crore) and Economic Services (Rs. 22.81
crore) aggregating Rs. 34.56 crore.
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Table - 1.2
l 011.29 1 Revenue Receipts (2+3-o4+5) 1,088.20
116951, 2 Tax Revenue 147.23
111.36 3 Non-Tax Revenue 113.94
675.63 4 Other Receipts 644.90
107.35 5 State share of Union taxes and others 182.13
(-) 0.24 6 Non-Debt Capital Receipts 0.14
(-) 0.24 7 Of which, Recovery of Loan 0.14
1,011.05 8 Total Receipts (1+6) 1,088.34
605.04 9 Non-Plan Expenditure (10+12+13) 597.24
604.36 10 On Revenue Account 597.24
99.19 11 Of which, Interest Payment 102.60
- 12 On Capital Account -
0.68 13 On Loans disbursed -=
591.56 14 Plan Expenditure (15+16+17) 639.93
238.02 15 On Revenue Account 294.20
353.54 16 On Capital Account 345.73
-- 17 On Loans disbursement -
1,196.60 18 Total Expenditure (9+14) 1,237.17
185.55 19 Fiscal Deficit (18-1-6) 148.83
(-) 168.91 20 Revenue Deficit (+) / (-) Surplus (10+15-1) (-) 196.76
86.36 21 | Primary Deficit(+) / (-)Surplus (19-11) 46.23

Revenue surplus increased from Rs. 168.91 crore in 2004-05 to Rs. 196.76
crore in 2005-06 primarily due to substantial increase in the revenue receipts
of the State (Rs. 76.91 crore). Consequently, fiscal deficit decreased from
Rs. 185.55 crore in 2004-05 to Rs. 148.83 crore in 2005-06 and primary
deficit from Rs. 86.36 crore in 2004-05 to Rs. 46.23 crore in 2005-06. Interest
payments increased from Rs. 99.19 crore in 2004-05 to Rs. 102.60 crore in
2005-06 which contributed to the decrease in primary deficit.

Audit Metho

Audit observations on the Statements of Finance Accounts for the year 2005-
06 bring out the trends in the major fiscal aggregates of receipts and
expenditure; wherever necessary, these have been analysed in the light of time
series data (Appendix-IF to V) and periodic comparisons. Major fiscal
aggregates like tax and non-tax revenue, revenue and capital expenditure,
internal and external debt and revenue and fiscal deficits have been presented
as percentage to the Gross State Domestic Product (GSDP) at current market
prices. The new GSDP series with 1993-94 as base, as published by the
Department of Economic, Statistics, Monitoring and Evaluation, Government
of Sikkim have been used for the purpose. For tax revenues, non-tax revenues,
revenue expenditure etc, buoyancy projections have also been provided for a
further estimation of the range of fluctuations with reference to the base
represented by GSDP. The key indicators adopted for the purpose are
(i) resources by volume and sources, (ii) application of resources, (iii) assets
and liabilities and:(iv) managerent of deficits. Audit observations also take
into account the cumulative impact of resources mobilisation efforts, debt

-

Non-tax revenue for the vear 2005-06 includes net of gross receipt of Rs 898.35 crore from State Loneries after
adjustment of expenditure of Rs. 876.16 crore under the head.
= Expenditure excludes Rs. 876.16 crore on State Lotteries against which there was gross receipt of Rs. 898.35
crore under the same head.
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servicing and corrective fiscal measures. The overall financial performance of
the State Government as a body corporate has been presented by the
application of a set of ratios commonly adopted for the relational
interpretation of fiscal aggregates. In addition, selected indicators of financial
performance of the Government are also listed in this Section; some of the
terms used in this context are explained in Appendix-I: Part C.

1.4.1 Resources by volumes and sources

Resources of the State Government consist of revenue and capital receipts.
Revenue receipts consist of tax revenues, non-tax revenues, State’s share of
union taxes and duties and grants-in-aid from the GOIL Capital receipts
comprise miscellaneous capital receipts like proceeds from disinvestments,
recoveries of loans and advances, debt receipts from internal sources (market
loans, borrowings from financial institutions/commercial banks) and loans and
advances from GOI as well as accruals from Public Account.

The total receipts of the State Government for the year 2005-06 were
Rs. 2,689.93 crore as shown in Table-1.3 below. Of these, the revenue
receipts of the State Government were Rs. 1,088.20 crore only, constituting 40
per cent of the total receipts. The balance receipts came from borrowings and
the Public Account.

Table - 1. 3: Resources of State of Sikkim

(Rupees in crore)
, Revenue Receipts 1,088.20
1L Capital Receipts 145.20
(a) | Miscellaneous Receipts --
(b) | Recovery of Loans and Advances 0.14
{c) | Public Debt Receipts 145.06
118 Contingency Fund Receipts --
IV. Public Account Receipts 1,456.53
(a) | Small Savings, Provident Fund, etc. 73.81
{b) | Reserve Fund 28.55
(c) | Deposits and Advances 28.23
(d) | Suspense and Miscellaneous 888.65
(e) | Remittances 437.29
Total Receipts 2,689.93

Suspense and Miscellaneous balances constituted 61 per cent (Rs. 888.65
crore) of the Public Account receipts followed by remittances which
constituted 30 per cent (437.29 crore). 92 per cent of the suspense and
miscellaneous balances consisted of treasury cheques. 86 per cent of the
remittance balance pertained to public works remittances, 10 per cent to other
departmental remittances and the balance 4 per cent to forest remittances.

1.4.2 Revenue Receipls

Statement — 11 of the Finance Accounts details the revenue receipts of the
Government. Revenue receipts of the State comprise mainly its own tax and
non-tax revenues, Central tax transfers and grants-in-aid from GOI. Overall
revenue receipts, their annual rate of growth, ratio of these receipts to the
GSDP and its buoyancy are indicated in Table-1. 4.
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Table-1.4: Revenue Receipts- Basic Parameters

Revenue Receipts (RR) (Rupees in 750.09 908.04 898.99 1,011.29 1,088.20
crore)
! Own Taxes (per cent) 80.39 105.53 108 116.95 147.23
' (10.72) (11.62) (12.01) (11.56) (13.53)
Non-tax Revenue (per cent) =) b o] 143.36 95.04 111.36 113.94
(9.48) (15.79) (10.57) (11.01) (10.47)
Central tax Transfers (per cent) 84.83 77.20 112.33 107.35 182.13
(11.31) (8.50) (12.50) (10.62) (16.74)
Grants-in-aid (per cent) 513.75 581.95 583.56 675.63 644.90
(68.49) (64.09) (64.92) (66.81) (59.26)
Rate of Growth of RR(per cent) 17.35 21.06 (-)1.00 12.50 7.61
GSDP (Rs. in crore) - 1,072.37 1,234.24(P) 1,386.18(P) 1,530.40(Q) 1,717.00(Q) |
R R/GSDP (per cent) 69.95 1357} 64.85 66.08 63.38
Revenue Buoyancy (Ratio) 1.76 1.40 i 1.20 0.62
State’s own taxes Buoyancy (ratio) 2.33 2.07 0.19 0.80 2.12
Revenue Buoyancy with reference to 0.76 0.67 . 1.51 0.29
State’s own taxes
GSDP Growth (per cent) 9.84 15.09 12.31 10.40 12.19
Rate of growth of own taxes 22.94 31.27 2.34 8.29 25.89

¥ Rate of growih of Revenue Receipts was negative. P=Provisional, Q=Quick

1.4.2.1 General Trends
The revenue receipts of the State increased by 45 per cent from Rs. 750.09
crore in 2001-02 to Rs. 1,088.20 crere in 2005-06. '

While 76 per cent of the revenue receipts during 2005-06 came from Central
tax transfers and grants-in-aid, State’s own resources comprising taxes and
non-taxes together contributed only 24 per cent of the total revenue.

1.4.2.2 Tax Revenue

The receipts from own taxes at Rs. 147.23 crore during 2005-06 was lower by
Rs. 327.77 crore than the normative projection of Rs. 520 crore made by the
Twelfth Finance Commission (TFC) for the State for 2005-06. Sales tax was
the major contributor (38 per cent) of State’s own tax revenue followed by
taxes on Income other than Corporation Tax (32 per cent), State Excise (22
per cent), taxes on vehicles (3 per cent), Stamps and Registration fees (2 per
cent), and other taxes (3 per cent). However, contribution of sales tax to tax
revenue decreased from 44 per cent during 2001-02 to 38 per cent during
2005-06.

1.4.2.3 Non-Tax Revenue

Receipts from non-tax revenue sources (Rs. 113.94 crore) during 2005-06 was
less by Rs. 401.06 crore as compared to the projection of Rs. 515 crore made
by the TFC. Of the non-tax revenue sources, principal contribution came from
Power (25 per cent) followed by State Lotteries (20 per cent),  Road
Transport and Police (12 per cent each) and Forest (8 per cent). Against the
TFC projection of annual rate of growth of 12.5 per cent for revenue receipts
under general services and 25 per cent for both social and economic services
for the forecast period (2005-10), the growth recorded was 3.22, 8.66 and 4.19
per cent for general services, social services and economic services
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respectively over the previous year, indicating the need for the State to achieve
a greater degree of cost recovery in these services.

1.4.2.4 Central Tax Transfers

Central tax transfers increased by 70 per cent from Rs. 107.35 crore in 2004-
05 to Rs. 182.13 crore in 2005-06 mainly due to phenomenal increase of 160
per cent in share of net proceeds of Service tax and 95 per cent share of net
proceeds of Customs.

1.4.2.5 Grants-in aid

Grants-in-aid decreased by Rs. 30.73 crore (4.55 per cent) from Rs. 675.63
crore in 2004-05 to Rs. 644.90 crore in 2005-06 mainly due to decrease in
grants for Central plan schemes (Rs. 122.28 crore) followed by grants for
centrally sponsored schemes (Rs. 37.43 crore) and Non-plan grants (Rs. 2.79
crore).

1.4.2.6 Revenue Arrears

In spite of reminders, details of arrears of revenue were not furnished by 20
Departments. Out of 23 Departments which furnished the information, 13
Departments had no revenue arrears. Arrears of revenue of the remaining 7
D(:‘.partments§ increased by 617 per cent - from Rs. 12.08 crore in 2001-02 to
Rs. 86.61 crore at the end of 2005-06. Major portion of the arrears of revenue
amounting to Rs. 76.32 crore for the year 2005-06 pertained to State lotteries
under Finance Department.

1.4.3 Source of Receipts
The sources of total receipts under different heads as well as GSDP during
2001-06 are indicated in Table — 1.5 below:

Table - 1.5
Sources of Receipts- Trends

750.00 | 9137 T 967.41 | 1,810.01

1,072.37
2002-03 908.04 1.28 78.53 1,356.15 | 2,344.00 1,234.24 (P)
2003-04 898.93 1.08 137.02 1,193.34 | 2,230.37 1,386.18 (P)
2004-05 1,011.29 (-) 0.24 192.99 141538 | 261942 | 1,530.40 (Q)
2005-06 1,088.20 0.14 145.06 1,456.53 | 2.689.93 1,717.00 (Q)

P =Provisional, Q=Quick

The total receipts of the State increased from Rs. 1,810.01 crore in 2001-02 to
Rs. 2,689.93 crore in 2005-06.

While only 40 per cent of the total receipts during 2005-06 have come from
revenue receipts, debt receipts and accruals in Public Account contributed 60
per cent of the total revenue.

¥ Police Departmems; SPWD(R&B); SPWD (Buildings); Animal Husbandry, Livestock, fisheries & Veterinary
Services Department; Department of Mines, Minerals & Geology; Finance Department and SNT Division of the
Transport Department

6
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1.5.1 Growth of Expenditure

Statement-12 of the Finance Accounts depicts the detailed revenue
expenditure minor head-wise and capital expenditure major head-wise. States
raise resources to perform their sovereign functions; maintain their existing
nature of delivery of social and economic services, extend the network of
these services through capital expenditure and investment and discharge their
debt service obligations. The total expenditure of the State increased by 51.23
per cent from Rs. 818.08 crore in 2001-02 to Rs. 1,237.17 crore in 2005-06.
The rate of increase of total expenditure (3.39 per cent) was lower than the
rate of increase of revenue receipts (7.61 per cent) during 2005-06.

Total expenditure of the State, its trend and annual growth, ratio of
expenditure to the State’s GSDP and revenue receipts and its buoyancy with
regard to GSDP and revenue receipts are indicated in Table-1.6 below:

Table-1.6
Total Expenditure- Basic Parameters
Total Expenditure(TE)* (Rupees in crore) |  818.08 | 919.18 | 95027 | 1,196.60 | 1,237.17
Rate of Growth ( per cent) 18.36 12.36 3.38 25.92 3.39
TE/GSDP Ratio ( per cent) 76.29 74.47 68.55 78.19 72.05
Revenue Receipts/ TE Ratio ( per cent) 74.23 77.26 77.74 70.44 72.05
Buoyancy of Total Expenditure with reference to:
GSDP (ratio) 1.87 0.82 0.27 2.49 0.28
R R (ratio) 1.06 [ 0.94 2.07 0.45

®RR had a negative growth.

Total expenditure of Rs. 818.08 crore in 2001-02 increased to Rs. 1,237.17
crore in 2005-06. The rate of growth of total expenditure did not show uniform
trend as it declined from 18.36 per cent in 2001-02 to 12.36 per cent in 2002-
03 which sharply declined to 3.38 per cent in 2003-04 and thereafter steeply
increased to 25.92 per cent in 2004-05 and again dipped to 3.39 per cent in
2005-06. In relative terms, the revenue and capital components have increased
by 46.82 per cent and 64.06 per cent respectively during the period 2001-06.
However, in absolute terms, increase was of the order of Rs. 284.28 crore in
revenue expenditure and Rs. 135 crore in capital account during 2005-06
compared to 2001-02. This trend indicates that the increase in capital and
revenue expenditure was in the ratio of 1:2.13 during the last 5 year period. An
increase of Rs. 40.57 crore in total expenditure (3.40 per cent) during 2005-06
over the previous year was mainly due to increase in revenue expenditure by
Rs. 49.06 crore.

1.5.2 Trends in Total Expenditure by Activities

In terms of the activities, total expenditure could be considered as being
composed of expenditure on General Services, Interest payments, Social and
Economic Services, grants-in-aid and other contributions to institutions and
loans and advances. Relative share of these components in total expenditure is
indicated in Table-1.7 below:
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Table-1.7
diture- Relative Share

Comﬁnents of Exﬁ
General Services 205.07 (25) | 243.76 (27) | 259.58 (27) | 276.01 (23) | 304.64 (25)

Interest Payments 84.16 (10) | 89.53(10) | 92.50(10) | 99.19(8) | 102.60 (8)
Social Services 308.25 (37) | 322.40 (35) | 360.28 (38) | 438.28 (37) | 446.76 (36)
Economic Services | 312.71 (38) | 351.96 (38) | 330.31 (35) | 481.63 (40) | 485.77 (39)
Loans and Advances | 0.19 (0.02) | 0.06 (0.01) | 0.10(0.01) | 0.68 (0.06) Nil
Grants in aid 12.07 (1.48) | 7.80(0.85) [ 37.14 (3.91) | 22.55 (1.88) | 34.56 (3)

(Figures in brackets represent percentages)

Interest payments and expenditure on General Services, considered as non-
developmental expenditure, together accounted for 25 per cent of total
expenditure in 2005-06 while expenditure on Social and Economic Services
accounted for 75 per cent. The trends in the relative share of these components

indicate only marginal changes in their share in total expenditure during the
period 2000-06.

1.5.3 Incidence of Revenue expenditure

Of the total expenditure, predominant share was that of revenue expenditure.
Revenue expenditure is incurred to maintain the current level of services and
payment for the past obligations and as such does not result in any addition to
the State’s infrastructure and service network. The overall revenue
expenditure, its rate of growth, ratio of revenue expenditure to GSDP and
revenue receipts and its buoyancy are indicated in Table-1.8 below:

Table-1.8
Revenue Exﬁiture: Basic Parameters

Revenue Expenditure 607.16 | 710.14 | 738.68 | 84238 | 891.44
(Rupees in crore)
Non-Plan Revenue Expenditure(NPRE) | 41449 | 461.11 | 49236 | 60436 | 597.24
Plan Revenue Expenditure(PRE) 192.67 | 248.03 | 24632 | 238.02 | 294.20
Rate of Growth (per cent)
NPRE 7.94 11.49 6.55 22.75 -1.18
PRE 23.56 28.73 -0.69 -3.37 23.60
NPRE as per cent of TE 50.67 50.17 51.81 63.60 48.27
NPRE as percent of RR 55.26 50.78 54.77 59.76 | _54.88
RE/GSDP 56.62 57.54 53.29 55.04 51.92
RE as percentage of TE 74.22 77.26 TR 70.40 72.05
RE as percentage of RR 80.94 78.21 82.17 83.30 81.92
Buoyancy of Revenue Expenditure with (per cent)
GSDP 1.27 1.12 0.33 135 048
Revenue Receipts 0.72 0.81 -4.01 112 0.77

Overall revenue expenditure of the State increased from Rs. 607.16 crore in
2001-02 to Rs. 891.44 crore in 2005-06, showing an increase of 46.82 per cent
over the period. The trends and pattern of revenue expenditure vis-a-vis the
normative projection made by the TFC for various components of revenue
expenditure are given in Table-1.9. The non-plan revenue expenditure during
the period 2001-02 to 2005-06 increased from Rs. 414.49 crore to Rs. 597.24
crore, showing an increase of 44.09 per cent. However, the share of non-plan
revenue expenditure (NPRE) in total revenue expenditure marginally declined
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by 1.27 percentage points from 68.27 per cent in 2001-02 to 67 per cent in
2005-06. The plan revenue expenditure, on the other hand, increased by
Rs. 101.53 crore (52.70 per cent) during 2001-06 increasing its share in
revenue expenditure from 31.73 per cent to 33 per cent during the period.

Table - 1.9

Rupees in crore

Interest payments 94.75 102.60 7.85
Pensions 34.60 41.05 6.45
Other general services 110.61 15.60 (-) 95.01
Social services 171.64 191.46 19.82
Economic Services 66.67 125.66 58.99
Total 478.27 476.37 (-) 1.90

1.5.4 Committed Expenditure

Expenditure on Salaries and Wages

Salaries alone accounted for nearly 39.15 per cent of the revenue receipts and
47.79 per cent of the revenue expenditure of the State during 2005-06. The
expenditure on salaries increased from Rs. 355.97 crore during 2003-04 to
Rs. 426.04 crore during 2005-06 registering an increase of 19.68 per cent as
indicated in Table-1.10 below:

Table - 1.10

Expenditure on Salaries
Rupees in crore

Salary expenditure 355.97 347.02 426.04
Of which

Non-plan Head 237.71 260.34 320.42
Plan Head 118.26 86.68 105.62
As a percentage of GSDP 26.21 22.68 24.81
As a percentage of Revenue Receipts 39.60 34.31 39.15
As a percentage of Revenue Expenditure 48.19 41.20 47.79

Salaries and wages accounted for 24.81 per cent of State’s GSDP and 39.15
per cent of the revenue receipts during 2005-06 as against the TFC norms of
35 per cent. The sharp increase in salary expenditure was due to payment of
arrears arising out of merger of 50 per cent of dearness allowances with salary
to bring it at par with Central Government employees.

Pension payments
Payment of pension and other retirement benefits increased by 95.07 per cent
from Rs. 21.29 crore in 2001-02 to Rs. 41.53 crore in 2005-06 as indicated in
Table-1.11 below:
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Table - 1.11
Rupees in crore
2001-02 21.29 5.54 1.98
2002-03 29.18 321 2.37
2003-04 39.82 4.43 2.87
2004-05 30.77 3.04 2.01
2005-06 41.53 3.82 242

Payment of pension and other retirement benefits as a percentage of GSDP
also increased from 1.98 in 2001-02 to 2.42 in 2005-06.

Pension payments registered an increase of 35 per cent in 2005-06 over 2004-
05 primarily due to (i) increased number of retirees i.e. 280 against 210 in the
previous vear (2004-05) and (ii) payment of arrears on account of merger of
50 per cent of dearness allowances as dearness pay in the pay structure which
was introduced by the State Government with effect from April 2004.

Interest payments
Interest payments and percentage of interest payment with reference to
revenue receipts and revenue expenditure were as shown in Table-1.12 below:

Table-1.12

Ru 1

2001-02 750.09 84.16 11.22 13.86
2002-03 908.04 89.53 9.86 12.61
2003-04 898.93 92.50 10.29 12.52
2004-05 1,011.29 99.19 9.81 & By
2005-06 1,088.20 102.60 9.43 11.51

Interest payments increased by 22 per cent from Rs. 84.16 crore in 2001-02 to
Rs. 102.60 crore in 2005-06 primarily due to increase in borrowings. The
interest payments of Rs. 102.60 crore in 2005-06 pertained to Internal Debt
(Rs. 45.21 crore), loans received from Central Government (Rs. 37.06 crore)
and Small Savings, Provident Fund, etc. (Rs. 20.33 crore).

Subsidies
The trend in the subsidies given by the State Government is shown in Table-
1.13 below:

Table-1.13
_Subsidies

2002-03 5.36 634 0.09
2003-04 7.07 32 0.74
2004-05 8.23 18 0.69
2005-06 10.06 22 0.81
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Payment of subsidies steadily increased by 1278 per cent from Rs. 0.73 crore
in 2001-02 to Rs. 10.06 crore in 2005-06. Percentage of subsidies also
increased from 0.09 to 0.81 from 2001-02 to 2005-06. The major portion of
expenditure on subsidies was on account of issue of subsidised rice and wheat
under public distribution system (94.76 per cent) to the families living below
the poverty line, followed by assistance to co-operatives (2.62 per cent) and
manure and fertilisers (2.47 per cent) to farmers.

Lxpenditure by

1.6.1 Quality of Expenditure

The availability of better social and physical infrastructure in the State reflects
its quality of expenditure. Therefore ratio of capital expenditure to total
expenditure as well as to GSDP and proportion of revenue expenditure being
spent on running the existing social and economic services efficiently and
effectively would determine the quality of expenditure. Higher the ratio of
these components to total expenditure and GSDP, better is the quality of
expenditure. Table-1.14 below gives these ratios during 2000- 01 to 2005-06.

Table-1.14
Expenditure on Social and Economic Services
(Rs. in crore)

| 2000-01 | 2001-02 | 2002-03

b4 [ 2004-05 | 2005-06

[t T A it o by
b R e et UG L N e R o ) Ll b A TS ; e Fe L l
Capital Expenditur 150.92 210.73 208.98 211.49 353.54 345.73
Revenue Expenditure 53992 | 607.16 | 710.14 | 738.68 | 84238 | 89144
Of which

Social and Economic Services with

(i) Salary & Wage component | 180.49 | 18520 | 20692 | 24832 | 262.18 32349

(ii) Non-Salary &  Wage | 338.62 | 435.76 | 467.43 | 44228 | 657.73 609.04
component

As per cent of Total Expenditure

Capital Expenditure 21.85 25077 22.74 22.26 29.56 27.95

Revenue Expenditure 78.15 74.23 77.26 77.74 70.44 72.05

Revenue expenditure continues to have a dominant share in total expenditure,
which is nearly 72.05 per cent in 2005-06. Though the increase of Rs. 49.06
crore in revenue expenditure during 2005-06 over that of 2004-05 was
minimal (5.82 per cent), it increased by 65.11 per cent over 2000-01. The
increase of Rs. 49.06 crore in revenue expenditure in 2005-06 over 2004-05
was due to increase of Rs. 27.75 crore (10.69 per cent) on general services,
Rs. 31.14 crore (10.16 per cent) on social services and decline of Rs. 9.83
crore (3.56 per cent) on economic services. The share of capital expenditure to
total expenditure showed fluctuating trend during 2000-06 and ranged
between 21.85 per cent and 29.56 per cent respectively during 2000-01 and
2005-06.

1.6.2 Expenditure on Social Services

Given the fact that the human development indicators such as access to basic
education, health services and drinking water and sanitation facilities etc. have
a strong linkage with eradication of poverty and economic progress, it would
be prudent to make an assessment with regard to the expansion and efficient

1
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provision of these services in the State. Table-1.15 summarises the
expenditure incurred by the State Government in expanding and strengthening
the social services in the State during 2000-06.

Table-1.15
Expenditure on Social Services

T L PR .
Education, Sports, Art and Culture
Revenue Expenditure | 11378 | 12147 13402 14267 ] 16040 ] 198.00
Of which : ' '
(a) Salaries & Wage Component 101.66 101.65 114.60 116.81 138.53 171.30
(b) Non-salaries & wage component 12.12 19.82 19.42 25.87 21.87 26.70
Capital Expenditure 20.31 30.97 2717 31.48 29.47 24.95
Health and Family Welfare
Revenue Expenditure {30173 3698] 3991 ]| 3395 5355]  51.89
Of which i
(a) Salaries & Wage Component 20.38 20.38 26.29 Z113 30.35 37.41
(b) Non-salaries & wage component 11.35 16.60 13.62 11.20 23.20 14.48
Capital Expenditure 2.99 4.40 3.33 3.86 341 7.94
Water Supply, Sanitation, Housing and Urban Development
Revenue Expenditure | 2547| 3694| 3186| 4227]| 4217] 3813
Of which
(a) Salaries & Wage Component * 2.99 4.64 5.84 28.58 7.84 9.20
(b) Non-salaries & wage component 22.48 32.30 26.02 13.69 34.33 28.93
Capital Expenditure 25.74 25.96 48.95 60.81 96.80 75.95
Other Social Services ;
Revenue Expenditure [ 2151] 3127] 3295] 3896] 5052 49.77
Of which
(a) Salaries & Wage Component . =342 3.67 535 6.62 7.39 8.85
(b) Non-salaries & wage component 18.39 27.60 27.80 32.34 43.13 40.92
Capital Expenditure 1.29 - - 1.29 1.96 0.13
Total Social Services h
Revenue Expenditure | 19249 22668 | 23874 | 26285 | 30664 | 337.79
Of which
(a) Salaries & Wage Component 128.14 | -+130.34 139.83 179.75 184.11 226.76
(b) Non-salaries & wage component 64.35 96.33 98.91 83.10 122.53 111.03
Capital Expenditure 50.33 81.58 83.66 9744 | 131.64 | 108.97

Source: Demand for Grants

Out of the development expenditure (revenue and capital expenditure on social
and economic services) of Rs. 932.53 crore during 2005-06, social services
accounted for about 47.91 per cent (Rs. 446.76 crore). Expenditure on
Education, Sports, Art & Culture, Health & Family Welfare, Water Supply &
Sanitation, Urban Development & Housing constituted about Rs. 396. 86 crore
(88.83 per cent ) of expenditure on social sector.

The trends in revenue and capital expenditure on social services during 2000-
06 revealed that the share of capital expenditure remained static at around 24
per cent which indicated that the revenue expenditure was dominant. Of the
revenue expenditure on social services, the share of salary "and wage
component has increased from 60.04 per cent in 2004-05 to 67.13 per cent in
2005-06 implying less expenditure on non-salary component including on
their maintenance which might resuit in a deterioration in quality of social

12



CHAPTER-I: Finances n{ the State Government

sector services. The non-salary and wage expenditure on social services has
decreased by 9.39 per cent (Rs. 11.51 crore) during 2004-06 from Rs. 122.53
crore in 2004-05 to Rs. 111.02 crore in 2005-06. Within the social sector,
although the non-salary and wage component continues to have a dominant
share in respect of Water Supply and Sanitation, Housing and Urban
Development, Art and Culture, high salary and wage expenditure during 2000-
06 under Health and Family Welfare and Education, without a commensurate
increase in non-salary component might have a reflection on the quality of
education and health services.

1.6.3 Expenditure on Economic Services

The expenditure on Economic Services includes all such expenditures which
are applied, directly or indirectly, to promote productive capacity within the
States’ economy. The expenditure on economic services (Rs. 485.77 crore)
accounted for 39.27 per cent of the total expenditure (Table-1.16) during
2005-06. Of this, Agriculture and Allied activities, Irrigation and Flood
Control, Energy and Transport consumed nearly 77 per cent of the
expenditure.

Table-1.16
Expenditure on Economic Services

Gme, ot My (A S £

_Agriculture, Allied Activities
Revenue Expenditure 59.81 69.40 71.73 69.49 86.70 100.52
Of which
() Salaries & Wage Component 21.32 29.22 31.14 33.21 40.30 44.75
(b) Non-salaries & wage component 38.49 40.18 40.59 36.27 46.40 55.77
Capital Expenditure 5.33 5.70 3.00 1.72 3.94 5.11
Irrigation and Flood Control
Revenue Expenditure 16.48 15.91 19.00 13.56 6.76 8.56
Of which
(a) Salaries & Wage Component 1.30 1.43 1.93 2.30 2.50 249
(b) Non-salaries & wage component 15.18 14.48 17.07 11.26 4.26 6.07
Capital Expenditure 3.07 5.16 2.91 1.64 2.45 1.95
Power and Energy '
Revenue Expenditure 25.87 26.75 50.67 36.35 92.20 41.89
Of which
(a) Salaries & Wage Component 10.82 11.16 11.87 12.60 14.52 17.41
(b) Non-salaries & wage component 15.05 15.60 38.80 2375 77.68 24.48
Capital Expenditure 3235 49.69 53.83 43.78 99.58 88.02
Transport
Revenue Expenditure 3291 37.84 44.71 41.68 51.73 42.72 .
Of which
(a) Salaries & Wage Component 12.07 12.71 13.52 13.79 14.05 18.29
(b) Non-salaries & wage component 20.84 25.13 31.19 27.89 37.68 24.43
Capital Expenditure 40.25 55.65 39.62 40.36 71.74 71.47
Total Economic Services
Revenue Expenditure 180.16 183.56 238.12 229.03 276.23 266.39
Of which
(a) Salaries & Wage Component 52.35 54.86 67.09 71.56 78.07 96.73
(b) Non-salaries & wage component 127.81 128.70 171.03 157.47 198.15 169.65
Capital Expenditure 96.13 129.15 113.83 101.28 205.41 219.38

Source: Demand for Grants
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The expenditure on Economic Services during 2005-06 (Rs. 485.77 crore)
accounted for 39.27 per cent of the total revenue and capital expenditure. The
non-salary and wage expenditure on Economic Services has declined by
Rs. 28.50 crore (14.38 per cent ) during 2004-06 i.e. from Rs. 198.15 crore in
2004-05 to Rs. 169.65 crore in 2005-06 indicating low priority accorded to the
maintenance of services. On the other hand, the share of salary and wage
components increased by 23.90 per cent from Rs. 78.07 crore in 2004-05 to

Rs. 96.73 crore in 2005-06 indicating increasing committed revenue
expenditure.

1.6.4 Financial Assistance to Local Bodies and other Institutions

The quantum of assistance provided by way of grants (Rs. 34.56 crore) to
different local bodies, cooperative societies etc, during the five year period
2001-06 is presented in Table-1.17 below:

Table- 1.17
Financial Assistance

#
e

Zilla Parishads and other Panchayati Raj 242 447 24.05 6.91 21.77
Institutions

Cooperative Societies 045 0.89 0.34 2.65 0.96
Universities and Educational Institutions 2.68 1.82 0.97 1.35 1.05
Others (including State Housing Corporation) 6.52 0.62 11.78 11.64 10.78
Total 12.07 7.80 37.14 22.55 34.56

Percentage of increase (+)/decrease (-) over 43.86 | (-)35.38 376.15 | (-)60.72 53.25
previous year
Assistance as a  percentage of revenue 0.04 - 3.14 1.31 1.96
expenditure ;

The total assistance at the end of 2005-06 had grown by 186.33 per cent over
the level of 2001-02 primarily owing to increased allocation to Gram
Panchayats by the State Government. The assistance to local bodies as a
percentage of total revenue expenditure increased from 0.04 per cent in
2001-02 to 1.96 per cent in 2005-06.

1.6.5 Delay in furnishing utilisation certificates

At the end of September 2006, 80 utilisation certificates (UCs) for grants
amounting to Rs. 3.95 crore released upto March 2006 were outstanding from
Departments as detailed below:

Table -1.18
1 Panchayati Raj and Rural Development 18 0.27
2 Others 62 3.68
Total 80 3.95

1.6.6 Abstract of performance of autonomous bodies

The Audit of accounts of 23 bodies in the State has been entrusted to the
Comptroller and Auditor General of India. The position of finalisation of
accounts and Audit of autonomous bodies is indicated in Appendix-VI.
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In the Government accounting system, comprehensive accounting of the fixed
assets like land, buildings etc, owned by Government is not done. However,
Government accounts do capture the financial liabilities of the Government
and the assets created out of the expenditure incurred by the Government.
Appendix-II gives an abstract of such liabilities and the assets as on 31 March
2006, compared with the corresponding position on 31 March 2005. While the
liabilities in this statement consist mainly of internal borrowings, loans and
advances from the GOI and receipts from the Public Account and Reserve
Funds, assets comprise mainly capital outlay, loans and advances given by the
State Government and cash balances. Appendix-II shows that while the
liabilities grew by 6.78 per cent, assets increased by 11.38 per cent. Liabilities
had full back up of assets as defined. The liabilities of Government of Sikkim
depicted in the Finance Accounts, however, do not include pension and other
retirement benefits payable to retired State employees. Abstract of receipts and
disbursements for the year 2005-06, Sources and Applications of funds and the
Time Series Data on State Government Finances for the period 2001-06 are
given in Appendices Il1I, IV and V respectively.

1.7.1 Incomplete projects
As of March 2006, there were 149 incomplete projects in which Rs. 313.16
crore were blocked as given in Table-1.19.

Table-1.19

(Rs. in Crore)
Department Number of | Initial Revised | Cum. Actual

ol TR incomplete | budgeied | total cost | Exp. (As on

. Project cost of Project 31.3.2006)
Human Resources Development Department 77 21.13 21.62 12.53
Building & Housing Department 14 44.13 44.99 17.73
Urban Development and Housing Department 16 109.32 109.32 9.31
Health Care, Human Services and Family 19 8.69 8.69 4.00

Welfare Department

Energy and Power Department 14 313.81 434.23 268.87
Irrigation & Flood Control Department 9 38.42 38.42 0.72
Total 149 535.5 657.27 313.16

Source: Information furnished by respective departments to A&E office during the course of
preparation of Finance Accounts

There was cost overrun of Rs. 121.77 crore in 149 incomplete projects
indicating 22.74 per cent of the initial budgeted cost.

1.7.2 Departmental Commercial Undertaking

Activities of quasi-commercial nature are performed by certain Government /
Departmental Undertakings. These undertakings are required to prepare
Proforma Accounts annually in prescribed formats showing the results of
financial operations, so, that Government can assess their functioning. The
Heads of Departments in Government are to ensure that undertakings funded
by budgetary releases prepare the accounts in time and submit them to
Accountant General for Audit.
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As of 31 March 2006, there were two departmentally managed commercial
and quasi-commercial undertakings under the control of Government of
Sikkim.  However, the preparation of Proforma Accounts for one unit was in

arrears for two year as follows:

Table -1.20
1. Temi Tea Board 2004-05 -
2 Government Fruit Preservation Factory 2002-03 2003-04
2004-05

1.7.3  Investments and returns

As on 31 March 2006, Government had invested Rs. 82.48 crore in its
Statutory Corporations, Government Companies, Joint Stock Companies and
Co-operative Societies. Government’s return on this investment was less than
1.19 per cent in the last three years. With an average interest rate of 9.57 per
cent being paid by Government on its borrowings, the average annual subsidy
amounted to 8.39 per cent and the implicit subsidy during the period 2003-06

was Rs. 19.70 crore.

Table -1.21: Return on Investment

P v -
Investment (Rupees in crore)

75.63 77.46 82.48 78.52
Retumns (Rupees in crore) 0.74 0.92 1.14 0.93
Percentage of return 0.98 1.19 1.38 1.18
Average interest rate paid by Government 10.32 9.29 9.10 9.57
Difference between interest rate and returm 9.34 8.10 7.72 8.39
Implicit subsidy (Rupees in crore) 7.06 6.27 6.37 6.57

Financial performance of the Corporations and Government Companies is

detailed in Appendix-XVII.

1.7.4 Loans and advances by State Government
In addition to investments in Co-operatives, Corporations and Companies,
Government has also been providing support in terms of loans and advances to
many of these bodies. Total outstanding balance as on 31 March 2006 was
Rs. 6.08 crore. Interest on these was not received in any of the years 2001-06
(Table-1.22). Total implicit subsidy during 2001-06, on such loans was

Rs. 3.66 crore.
Table-1.22.
Average interest received on loans advanced by the State Government
_ Rupees in crore
[T

Opening Balance 8.45* 7.50 6.28 5.30 6.22
Amount advanced duning the year 0.19 0.06 0.10 0.68 -
Amount repaid during the year 1.14 1.28 1.08 (-) 0.24 0.14
Closing Balance 7.50 6.28 5.30 6.22 6.08
Net addition (-) 0.95 (-) 1.22 (-) 0.98 0.92 0.14
Interest Received Nik Nil Nil Nil Nil
Interest Received as percentage (o Loans advanced Nil Nil Nil Nil Nil
W::ighl_cd Interest Rate (in per cens) paid on 10.96 10.70 10.09 9.57 8.35
borrowings by State Government

Average interest paid by the State (per cenr) 12.14 11.47 10.32 9.29 9.10
D:ffgrence between Weighted interest paid and 10.96 10.70 10,09 057 8.35
received (per cent)

Implicit subsidy 1.09 0.86 0.65 0.49 0.57

* The variation of opening balance for 2001-02 is due to proforma correction in the Finance Accounts.
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Interest received was negligible during 2001-06 primarily because loans and
advances granted to statutory corporations/ Government companies had failed
to pay the interest. Considering the scenario, it is unlikely that the State will
achieve the targeted rate of growth of 7 per cent in interest receipts by the
terminal year (2009-10) on outstanding loans and advances as recommended
by the TFC.

1.8.1 Fiscal liabilities - Public debt and Guarantees

There are two sets of liabilities, namely, public debt and other liabilities.
Public debt consists of internal debt of the State and is reported in the Annual
Financial Statements under the Consolidated Fund - Capital Accounts. It
includes market loans, special securities issued by RBI and loans and advances
from Central Government. The Constitution of India provides that a State may
borrow, within the territory of India, upon the security of its Consolidated
Fund, within such limits as may from time to time be fixed by the Act of its
Legislature and give guarantees within such limits as may be fixed. However,
no such law has been passed by the State to lay down any such limit. Other
liabilities, which are a part of Public Account, include deposits under small
savings scheme, provident funds and other deposits. Table-1.23 below gives
the fiscal liabilities of the State, its rate of growth, ratio of these liabilities to
GSDP, revenue receipts and own resources and the buoyancy of these
liabilities with respect to these parameters.

Table-1.23:Fiscal Liabilities-Basic Parameters

‘i:"‘ 'w?': v I. S . l‘;‘_Ki ¢ 1 7 i b m.n.gu.‘ Ul \ b :‘ “m
Fiscal Liabilities (rupees in crore)* 806.06 £67.68 966.45 | 1,107.07 | 1,350.87
Rate of Growth (per cent) 10.51 7.64 11.38 14.55 22.02
Ratio of Fiscal Liabilities to
GSDP(per cenr) 75.17 70.30 69.72 72.34 78.68
Revenue Receipts (per cent) 107.46 05.56 107.51 109.47 124.14
Own Resources (per cent) 532.02 348.62 475.99 484.90 118.78
Buoyancy of Fiscal Liabilities to
GSDP(ratio) 1.07 0.51 0.92 1.40 1.81
Revenue Receipts(ratio) 1.38 0.44 0.54 -14.50 2.90
Own resources (ratio) 0.67 0.12 -0.21 0.07 8.76

*Includes internal debt, loans and advances from GOI and other obligations

Overall fiscal liabilities of the State increased from Rs. 806.06 crore in 2001-
02 to Rs. 1,350.87 crore in 2005-06 with an average growth rate of 22.02 per
cent during 2001-06. The ratio of these liabilities to GSDP increased from
75.17 per cent in 2001-02 to 78.68 per cent in 2005-06. The buoyancy of
these liabilities with respect to GSDP during the year was 1.81 indicating that
for each one per cent increase in GSDP, fiscal liabilities grew by 1.81 per
cent.

1.8.2  Status of guarantees - Contingent liabilities

Guarantees are liabilities contingent on the Consolidated Fund of the State in
case of default by the borrower for whom the guarantee has been extended.
Position of guarantee during the last 5 years was as under:
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Table-1.24

gkﬂe.r in grore)

Year _Maximum amount guaranteed __ Owstanding guaranice
2001-02 Nil 95.70
2002-03 Nil 95.70
2003-04 Nil ; 86.10
2004-05 88.10 82.47
2005-06 84.47 34.47

Government has guaranteed loans raised by various Corporations and others.
At the end of 2005-06 outstanding guarantee stood at Rs. 84.47 crore which
showed an increase over the previous year. No law under Article 293 of the
Constitution had been passed by the State Legislature laying down the
maximum limit within which Government may give guarantees on the security
of the Consolidated Fund of the State.

1.8.3 Debt Stabilisation and its Sustainability

Debt sustainability is defined as the ability to maintain a constant debt-GDP
ratio over a period of time and also the sufficiency of liquid assets to service
the debt. In simple terms, public debt is considered sustainable as long as the
rate of growth of income exceeds the interest rate or cost of public borrowings
subject to the condition that the primary balance is either positive or zero.
Given the interest rate spread (GSDP growth rate — interest rate) and quantum
spread (Debt*interest rate spread), Debt sustainability condition states that if
quantum spread together with primary deficit is zero, Debt—-GSDP ratio would
be constant or sustainable. On.the other hand, if PD persistently exceeds QS,
Debt-GSDP ratio would eventually rise and PD with QS is positive, debt-
GSDP ratio would fall in coming years.

Table-1.25
Debt St - interest Rate and GS Growth (in per cent

=]

S i i s S

Outstanding Debts 806.06 | 867.68 | 966.45

1,107.07 | 1,350.87

Interest Payment 84.16 89.53 92.50 99.19 102.60
Average Interest Rate paid by the Government 12.14 11.47 10.32 9.29 9.10
Weighted Interest Rate* 10.96 10.70 10.09 9.57 8.35
GSDP Growth 9.84 15.09 12.31 10.40 12.19
Interest spread (-)1.13 4.40 222 0.84 3.84
Quantum Spread (Rs. in crore) (-)9.11 38.18 21.46 9.30 51.87
Primary Deficit (Rs. in crore) 17.31 79.67 42.24 86.36 46.23

*Interest Puyment/ [(Amount of previous year's Fiscal Liabilities + Current year's Fiscal Liabilities) /2]*100. The
declining trend is due 1o (i) fall in average interest rate paid by the Government and (ii) lower rate of increase in the
quantum of interest payment as compared to the rate of increase in the quantum of outstanding debt.

Sustainability embodies concern about not only the ability of the State to
service its debt but also to its stabilisation in terms of GSDP ratio. Debt would
therefore be sustainable only if it stabilises and the borrowings are used for
adding to the productive capacity of the economy so that adequate funds are
generated to service the debt. Table-1.25 reveals that primary deficit together
with quantum spread was negative in four out of five years during 2000-06. It
was only during 2005-06 that positive quantum spread exceeded the primary
deficit, the impact of which might be reflected in coming years if this
favourable condition continues to persist. Since the State has surplus in its
revenue account, debt could be sustained in the short run but for its long term
sustainability, the necessary condition would be that borrowed funds should be
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able to generate adequate incremental revenue receipts to service their debt
obligations.

1.8.4  Net Availability of Funds

Another important indicator of debt sustainability is the net availability of
borrowed funds after payment of principal and interest. Table-1.26 below
gives the position of receipts and re-payment of internal debt and other fiscal
liabilities of the State over the last five years. The net funds available from
total receipts on account of public debt, loans and advances from GOI and
other debt receipts (including Public Account) was 10.53 per cent in 2005-06
as against 12.10 per cent during 2001-02, as depicted in the following table.

Table -1.26
Net Availability of Borrowed Funds

Receipts 39.10 34.81 75.96 110.32 122.07
Repayment (Principal + Interest) 37.83 45.33 59.96 88.69 65.56
Net Funds Available 1.27 | (-)10.52 16.00 21.63 56.51
Net Funds Available (per cent) 3.25 - 21.07 19.61 46.29
Loans and advances from GOI

Receipts 52.27 43.73 61.06 82.67 22.99
Repayment (Principal + Interest) i 60.49 64.71 97.83 72.73 49.11
Net Funds Available (-)8.22 | (-)20.98 | (-)36.77 9.93 | (-) 26.12
Net Funds Available (per cent) - - - 12.01 --
Other obligations

Receipls 92.09 114.85 65.09 69.79 73.81
Repayment (Principal + Interest) 62.94 81.12 86.12 98.76 81.15
Net Funds Available 29.15 33.73 | (-)21.03 | (-)28.97 (-)7.34
Net Funds Available (per cenr) 31.65 29.37 - - -
Total liabilities

Receipts 183.46 193.39 | 202.11 262.77 218.87
Repayment (Principal + Interest) 161.26 191.16 24391 260.18 195.82
Net Funds Available 22.20 2.23 | (-)41.80 2.59 23.05
Net Funds Available (per cent) 12.10 1.15 - 0.99 10.53

Deficit in Government accounts represents the gap between its receipts and
expenditure. The extent of the deficit is an indicator of the prudence of fiscal
management of the Government. Further, the manners in which the deficit is
financed and the resources raised are applied are important pointers to its
fiscal health.

Fiscal deficit representing the total borrowings of the Government and the
total resource gap increased from Rs. 66.85 crore in 2001-02 to Rs. 148.83
crore in 2005-06 (Table-1.27).

Table-1.27: Fiscal Imbalances- Basic Parameters

alues in crore of ru and ratios in per cent

Revenue Surplus 142.93 197.90 160.25 168.91 196.76
Fiscal Deficit (-)66.85 | (-)9.86 | (-)50.26 | (-) 185.55 | (-) 148.83
Primary Deficit/Surplus 17.31 79.67 42.24 86.36 46.23
FD/GSDP (16.23 | (9080 | (9363 | ()12.12 (-) 8.67
PD/GSDP 1.61 6.45 3.05 5.64 2.69

(Negative figures indicate deficit)
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The revenue account of the State presents the trends in its revenue expenditure
and revenue receipts over a definite time period. The revenue account of the
State had exhibited consistent improvement during the period 2000-06 as the
State had not only maintained revenue surplus but its surplus position has
improved during the last two years. An increase of Rs. 28 crore in revenue
surplus during the current year was mainly on account of enhancement in
revenue receipts by Rs. 77 crore due to increase in tax revenue (Rs. 30 crore)
and State’s share in Central pool of taxes and duties (Rs. 75 crore) as against
the increase of Rs. 77 crore in revenue expenditure during 2005-06 over the
previous year. However, despite a revenue surplus of Rs. 169 crore in 2004-
05, fiscal deficit has increased steeply over the previous year primarily on
account of an increase of Rs. 142 crore (67 per cent) in capital expenditure
during 2004-05 over the previous year. The momentum in capital expenditure
continued in 2005-06 as it was maintained almost at the level of 2004-05. As a
result, despite a revenue surplus in 2005-06, fiscal deficit continues to persist
although it declined by about 20 per cent from the level of 2004-05. Although
interest payments have consistently increased during the period 2000-06, the
behaviour of primary account could largely be explained by the trends in
revenue receipts affecting the primary revenue balance, non-interest revenue
expenditure and capital expenditure during the period.

The finances of a State should be sustainable, flexible and non-vulnerable.
Table-1.28 below presents a summarised position of Government finances
over 2001-06, with reference to certain key indicators that help in assessing
the adequacy and effectiveness of available resources and their applications,
highlight areas of concern and capture its important features.

Table -1.28: Indicators of Fiscal Health (in per cent)

' 2

=W P i i N
L. Resource Mobilisation
Revenue Receipts/ GSDP 69.95 73.57 64.85 66.08 63.38
Revenue Buoyancy 1.76 1.40 * 1.20 0.62
Own tax/ GSDP 233 2.07 0.19 0.80 2.12
11 Expenditure Management
Total Expenditure/GSDP 76.29 74.47 68.55 78.19 72.05
Total  Expenditure/  Revenue 91.69 98.79 94.60 84.51 87.96
Receipts
Revenue  Expenditure/  Total 7423 77.26 77.74 70.44 72.05
Expenditure
Salary Expenditure on Social and 30.50 29.14 33.62 =y Ef 1) 36.29
Economic Services/RE
Non-Salary Expenditure on Social i s} 65.82 59.87 78.08 68.31
and Economic Services/RE
Capital Expenditure/ Total 25.77 22.74 2226 29.56 27.95
Expenditure
Capital expenditure on Social and 25.76 21.49 2091 28.17 26.54
Economic Services/Total
Expenditure
Buoyancy of TE with RR 1.06 i 0.94 2.07 0.45
Buoyancy of RE with RR 0.72 0.81 (-)4.01 1.12 0.77
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1L Management of Fiscal Imbalances

Revenue Surplus (Rupees in crore) 142.93 197.90 160.25 168.91 196.76
Fiscal Deficit (Rupees in crore) (-) (=) () (-) (-)
66.85 9.86 50.26 185.55 148.83
Primary Deficit/Surplus (Rupees in 17.31 79.67 4224 86.36 46.23
crore)
Revenue Deficit/ Fiscal Deficit $ $ $ $ $
V. Management of Fiscal Liabilities (FL)
Fiscal Liabilities/ GSDP 7514 70.30 69.72 72.34 78.68
Fiscal Liabilities/ RR 107.46 95.56 107.51 109.47 124.14
Buoyancy of FL withRR 1.38 0.44 0.54 | (-)14.50 2.90
Buoyancy of FL with OR 0.67 0.12 (-)0.21 0.07 8.76
Primary deficit vis a vis quantum 17.31/ 79.67/ 42.24/ 86.36/ 46.23/
spread (-)9.11 38.18 21.46 9.30 51.87
Net Funds Available 12.10 1.15 , - 0.99 10.53
Y. Other Fiscal Health Indicators
Return on Investment 0.02 2.53 0.98 1.19 1.38
BCR (Rupees in crore) (-)38.83 77.84 | (-)15.64 -) 15.77
101.78
Financial Assets/ Liabilities 1.73 1.88 1.97 1.13 2.0

* Rare of growth of Revenue Receipts was negative. ** Rate of growth of expenditure was negative. $ State had a
revenue surplus in all these years

The ratio of own taxes to GSDP had shown continuous decline from 2.33 in
2001-02 to 0.19 in 2003-04 and thereafter an increasing trend from 0.80 to
2.12 during 2004-06. The ratio of revenue receipts to GSDP showed inter-year
variations during 2001-06. Revenue expenditure comprised 72 per cent of
total expenditure in 2005-06 leaving very little for capital formation or asset
creation. Fiscal deficit over the last five years indicated growing fiscal
imbalances of the State.

The net availability of funds from its borrowings was very negligible due to a
larger portion of these funds being used for debt servicing. The State’s
insignificant return on investment indicated huge implicit subsidy and
utilisation of high cost borrowing for investments that yielded little.

The fiscal health of the State as reflected in terms of trends in key fiscal
parameters- RD, FD & PD has shown a sign of improvement during 2005-06
over the previous year. However, the State finances are heavily dependent on
Central transfers, which account for about 76 per cent of its revenue receipts
and helped the State Government to maintain revenue surplus during the
period 2000-06. Although the State had maintained revenue surplus
throughout the period 2000-06, fiscal deficit not only persisted during the
period but it has increased steeply during the last two years primarily on
account of substantial step up in capital expenditure during these years. The
State’s own resources mobilised in the form of its own tax revenue and non-
tax revenue during 2005-06 being much lower than the normative projections
made by the TFC indicates the large potential of raising them by exploiting
untapped sources of revenue available in the State. On the other hand, the
increasing fiscal liabilities accompanied by persistent fiscal deficit and
primary deficit together with quantum spread being negative during most of
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the years might result in a cycle of deficit, debt and debt service payments,
unless suitable measures are taken to arrest the persistent increase in fiscal
liabilities. Besides, zero rate of return on Government investments and
inadequate recovery of cost on loans and advances also adversely affected the
fiscal position of the State. In this context, an efficient and productive use of
funds would be of critical importance both from the point of view of putting
the State’s economy in the high growth trajectory and providing qualitative
social and economic services to the people and in enhancing the ability of the
Government to meet its financial liabilities that will become due in future.
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CHAPTER-II: Allocative Priorities and gmpn‘auhn

The Appropriation Accounts prepared annually indicate capital and revenue
expenditure on various specified services vis-a-vis those authorised by the
Appropriation Act in respect of charged as well as voted items of the budget.

Audit of Appropriations by the Comptroller and Auditor General of India seeks
to ascertain whether the expenditure actually incurred under various grants was
within the authorisation given under the Appropriation Act and that the
expenditure required to be charged under the provisions of the Constitution was
so charged. It also ascertains whether the expenditure so incurred is in
conformity with the law, relevant rules, regulations and instructions.

The summarised position of actual expenditure during 2005-06 agéinst 4
grants / appropriations (42 Grants and 2 Appropriations) are indicated in Table-
2.1:

Table-2.1
- (Rupees in crore
SR RGeS S propriation | APpropriation S | A dE Sl e L <
I. Revenue 1,667.26 76.18 | 1,743.44 1,661.40 (-)82.04
Voted II. Capital 416.37 107.25 523.62 345.73 (-)177.89
III. Loans and 0.15 Nil 0.15 Nil (-)0.15
Advances
Total Voted 2,083.78 183.43 | 2,267.21 2,007.13 (~)260.08
IV Revenue 1743 Nil 117.43 120.87 (+) 3.44
Charged V. Capital Nil Nil Nil Nil Nil
VI. Public Debt 45.58 Nil 45.58 32.39 (-) 13.19
Total Charged 163.01 Nil 163.01 153.26 (-) 9.75
Appropriation
to Contingency Nil - - - - -
Fund (if any)
Grand Total 2,246.79 183.43 | 2,430.22 2,160.39 (-) 269.83
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2.3.1 Appropriation by allocative priorities

Out of overall savings of 269.83 crore, major savings of Rs. 189.25 crore (70
per cent) occurred under 12 grants as mentioned below:

=l 1P Wﬂ 23
1 — Food Security &
Agriculture
Development

Revenue

Table-2.2

2091

3
7.86

3 — Building &
Housing

Capital

17.53

3.00

20.53

17.98

2.55

7 - Human Resources
Development (Voted)

Capital

35.78

6.39

42.17

KIS

25.02

19 — Irrigation & Flood
Control (Voted)

Revenue

12.23

0.21

12.44

9.01

343

19 — Irrigation & Flood
Control (Voted)

Capital

6.22

1.00

1.22

1.94

5.28

31 — Energy and Power
(Voted)

Capital

110.88

2490

135.78

88.12

47.66

33 — Water Security and
Public Health
Engineering (Voted)

Capital

31.08

322

3430

25.03

9.27

34 — Roads & Bridges
(Voted)

Revenue

30.83

30.83

22.09

8.74

34 — Roads & Bridges
(Voted)

Capital

92.12

5.99

98.11

58.67

39.44

35 — Rural Management
and Development
(Voted)

Revenue

53.08

1.22

54.30

46.14

8.16

37 - Sikkim
Nationalised Transport
(Voted)

Revenue

2351

0.07

23.58

18.83

475

38 - Social Justice,
Empowerment and
Welfare (Voted)

Revenue

29.89

1.88

3ETT

2431

7.46

38 — Social Justice,
Empowerment and
Welfare (Voted)

Capital

2.38

0.08

2.46

0.13

233

40 — Tourism (Voted)

Capital

19.44

5.83

25.27

13.59

11.68

41 — Urban
Development &
Housing (Voted)

Capital

5.12

9.8

14.92

2.88

12.04

Total

491

71.45

562.45

373.20

189.25

Reasons for savings as intimated by the Departments were as follows:

1) The savings under Food Security & Agriculture Development grant
(Revenue) was due to non-submission of bills by the suppliers and contractors,
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less claims on account of travelling allowances, non-payment of wages and non-
receipt of anticipated funds from GOI towards centrally sponsored scheme.

ii) The savings under Building & Housing grant (Capital) was attributed to
non-receipt of anticipated funds from GOI for office complex for Judicial
Administration (Central Share), non-finalisation of earmarked works by Prison
Administration under modernisation of Prison Administration timely and non-
raising of bills at the fag end of the year.

iii) The savings under Human Resource Development grant (Capital) was due
to delay in the process of payment for land compensation of Rhenock Degree
College and Sanskrit Mahavidhyalaya, Samdong and restriction of expenditure
to the extent of fund received from North Eastern Council Secretariat and also
due to slow pace of works.

iv) The savings under Energy and Power grant (Capital) was due to non-receipt

of bills for the works-in-progress and also due to non-receipt of anticipated
funds from GOL.

v) The savings under Water Security and Public Health Engineering (Capital)
was due to non-receipt of funds from GOI.

vi) The savings under Revenue heads of Roads & Bridges grant was due to
restriction of expenditure under maintenance and repairs and non-clearing of
bills by PAO (West) and savings that of Capital head was due to non-receipt of
anticipated funds from GOI towards centrally sponsored schemes.

vii) The savings under Sikkim Nationalised Transport grant (Revenue) was due
to discontinuance of Petrol, Oil and Lubricants (POL) business and various
recoveries on salaries and regularisation of muster rolls staffs.

viii) The savings under Social Justice, Empowerment and Welfare grant
(Revenue) was due to non-release of second instalment of quota of rice by the

Government of India and savings under Capital head was due to non-receipt of
funds from GOI.

ix) The savings under Tourism grant (Capital) occurred due to rejection of
surrender proposal on 17.04.06 by the Finance Department.

xi) The savings under Urban Development & Housing grant (Capital) was due
to non-completion of formalities such as preparation of Comprehensive
Detailed Project (CDP), signing of MOA etc. for the scheme and non-receipt of
Central share.

xii) No reasons for major savings by Irrigation & Flood Control and Rural
Management and Development Departments were furnished.

Areas in which major savings occurred in these 12 grants are given in
Appendix-VII. .
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2.3.2 Excess requiring regularisation

i) Excess over provision relating to previous years requiring regularisation

As per Article 205 of the Constitution of India, it is mandatory for the State
Government to get the excess over a grant/appropriation regularised by the State

Legislature. The year-wise position of excesses yet to be regularised is indicated
in Table 2.3 below:

Table-2.3
(Rupees in crore)
No. of grants/ Grant/ Amount | Amount for which
Year appropriations | Appropriation No(s) of excess | explanations not
- furnished to PAC
2002-03 09 5,10,12,14,19,20,23,30,38 2.75 2.15
2003-04 06 2,15,20,23,31,32 1.21 121
2004-05 05 2,10,23,24 and Governor 24,82 24.82
Total 20 28.78 28.78

ii) Excess over provision during 2005-06 requiring regularisation

In Revenue Section, there was an excess of Rs. 10.96 crore in seven grants and
two appropriations. These excesses (details given below) require regularisation
under Article 205 of the Constitution of India.

Table-2.4
(In Rupees)
Grant | Description of the Section Total grant / Actual Amount in
No. | grantappropriation appropriation expenditure excess
A | Yoted Rupees Rupees Rupees
2 Animal Husbandry, Revenue 17,82,68,000 18,37,23,346 54,55,346
Livestock, Fisheries
and Veterinary
Services
3 Building-and Revenue 6,41,84,000 6,72,83,849 30,99.849
Housing
7 Human Resource Revenue 1,83,63,02,000 1,88,78,37,753 | 5.,15,35,753
Development
14 Home Revenue 11,11,62,000 12,32,54,641 1.20,92.641
23 Law Revenue 1,57,50,000 1,58,10,530 60,530
24 State Legislature Revenue 3,71,10,000 3,94,88,653 23,78,653
Total: A — Voted 2,24,27,76,000 | 2,31,73,98,772 | 7,46,22,772
B | Charged '
10 Finance, Revenue Revenue 1,11,99,60,000 1,15,32,04,163 | 3,32,44,163
and Expenditure
Governor Revenue 2,05,34,000 2,19,21,505 13,87,505
Public Service Revenue 54,03,000 57.29,651 3,26,651
Commission
Total: B — Charged 1,14,58,97,000 1,18,08,55,319 | 3,49,58,319
Total: A and B 3,38,86,73,000 3,49,82,54,091 | 10,95,81,091
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2.3.3 Supplementary provision

Supplementary provisions (Rs. 183.43 crore) made during the year constituted
8.16 per cent of the original provision (Rs. 2,246.79 crore) as against 7.37 per
cent in the previous year.

2.3.4 Unnecessary /inadequate supplementary provisions

Supplementary provision of Rs. 63.57 crore made in 17 cases during the year
proved unnecessary in view of aggregate savings of Rs. 183.36 crore as detailed
in Appendix-VIII .

In 12 cases, against addituonal requirement of Rs. 35.10 crore,
supplementary grants of Rs. 84.61 crore were obtained, resulting in savings in
each case exceeding Rs. 10 lakh, aggregating Rs. 49.51 crore. Details of these
cases are given in Appendix-IX.

In six cases, though expenditure exceeded budget provision by
Rs. 5.26 crore, no supplementary grants were obtained. Details of these cases
are given in Appendix-X.

In two cases, supplementary provision of Rs. 14.79 crore proved insufficient
leaving an uncovered excess expenditure of Rs. 5.69 crore. Details of these
cases are given in Appendix-X1.

2.3.5 Persistent savings

Persistent savings of 10 per cent and above were noticed in four grants during
last three years. Out of four, in one grants there was persistent saving of above

Rs. 9 crore ranging from 23 per cent to 35 per cent of the provision as detailed
in Appendix-XII.

2.3.6 Anticipated savings not surrendered

According to the rules framed by the Government, the spending Departments
are required to surrender the grants/appropriations, or portion thereof, to the
Finance Department as and when savings are anticipated at the close of the year.
Unutilised funds amounting to Rs. 12.91 crore in three cases, however, were not
surrendered during the year as detailed below:

Table-2.5
(Rupees in crore)
Grant. - Name of Department | Section Amount
No. ti D
2 Animal Husbandry, Livestock, Fisheries and Capital 0.80
Veterinary Services
40 Tourism Revenue 0.43
40 Tourism Capital 11.68
Total 12.91

-
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2.3.7 Injudicious/ unnecessary re-appropriation

Re-appropriation is transfer of funds within a Grant from one unit of
appropriation where savings are anticipated to another unit where additional
funds are needed. Financial Rules enjoin that re-appropriation of funds shall be
made only when it is known or anticipated that the re-appropriation from the
unit from which funds are to be transferred will not be utilised in full. Further,
funds shall not be re-appropriated from a unit with the intention of restoring the
diverted appropriation to that unit when savings became available under other
units later in the year. ‘

Scrutiny of re-appropriation orders revealed non-observance of the rules
resulting in incorrect re-appropriation. Some important instances are given in
Appendix-XIII.

2.3.8 Trend of recoveries and credits

Under the system of gross budgeting, the demands for grants presented to the
Legislature are for gross expenditure and exclude all receipts and recoveries
which are adjusted in the accounts as reduction of expenditure. The anticipated

recoveries and credits are being shown separately in the budget estimates.

During the year 2005-06, against the estimated recoveries of Rs. 17.77 crore
actval recoveries were Rs. 14.67 crore as shown in Appendix-XIV.
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PERFORMANCE AUDIT

PARAGRAPH PARTICULARS PAGE

Energy & Power Department

37 Accelerated Power Development and Reforms 59

N Programme B
Food & Civil Supplies and Consumer Affairs
Department And Health Care, Human Services
& Family Welfare Department
Implementation of Acts, and Rules relating to

 fe ; 5 49
Consumer Protection
Health Care, Human Services and Family
Welfare Department

3.3 Health Care Management 58
Human Resource Development Department

3.4 Sarva Shiksha Abhiyan 78
Water Security and Public Health Engineering
Department

335 Urban Water Supply 90
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Performance Audit of implementation of APDRP revealed that although
revenue. realisation had substantially improved since 2004-05 after
implementation of the programme, it was far below the targeted level. The
objective of breaking even by the year 2005 and positive returns thereafter, as
contemplated in the MOA, could not be fulfilled as of March 2006 indicating
that commercial viability may not be achieved within a conceivable time frame
unless drastic steps were taken to cut down operational costs, economise
capital expenditure, contain enevgy loss and improve revenue realisation
Jurther. The power sector was yet to be re-structured and reformed and the
State Electricity Regulatory Commission (SERC) was yet to be constituted
even after more than three years of the target date. Metering of feeders and
consumers was still incomplete, transmission and distribution (T&D) loss was
still high at 30 per cent and critical issues of the reforms agenda such as
consumer indexing and energy accounting and auditing were not accorded
desired priority. The monitoring mechanism was ineffective to this extent.

Highlights

The Department had not undertaken reform / restructuring of power
sector as elmsaged. under Accelerated Power Development and Reforms
Programnie ‘and as reported by the Administrative Staff College of India
(ASCI) in May 2005.
(Paragraph 3.1.8.1)
The State Electricity Regulatory Commission (SERC) had not been set up
even after more than three years of the target date contemplated in the
MOA. As a consequence, no follow-up measures could be initiated. =~
(Paragraph 3.1.8.2)
The T&D loss which was targeted to be reduced to around 10 per cent
stood at 30 per cent as at the end of 2005-06 indicating the Department’
failure to achieve the tapget stipulated under the APDRP.
(Paragraph 3.1 9)
Energy accountmg and auditing was not mitiated dasplte an expenditure
of Rs. 15.93 crore on metering.
(Paragraph 3 1.10.1)
Alttiougi the Department exhausted the entire provision of Rs. 72 lakh
meant {or computerised billing and MIS, only two sub-divisnons out of 24
sub-divisions had been ‘computerised, as Rs 66 Iakh'rwas unauthonsedly
diverted.

(Paragraph 3.1.8.12)
29 ;
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Consumer indexing had been done in only six sub-divisions out of 24 sub-
divisions in the State. ,

(Paragraph 3.1.8.13)
7,232 consumer meters valuing Ks. 1.31 crore were found defective after
their installation. No action was taken to get these meters replaced
although the meters were guaranteed for 5/10 years. .
(Paragraph 3.1.10.1)
Against the anticipated benefit of Rs. 39.93 crore in 2004-06 projected in
the DPRs, there was actual realisation of Rs. 21.84 crore only, indicating
unrealistically high projection.

(Paragraph 3.1.13)

There was time overrun ranging trom 3 months to 3 years in 12 works.

(Paragraph 3.1,10.3)
The Department had not constituted vigilance squad for condficting
regular raids to detect theft of electricity. During the period 2001-02 to
2005-06, raid was conducted in only two occasions.

(Paragraph 3.1.17)

Monitoring was found wanting in case of i) metering of consumers and
feeders, ii) Computerised billing and iii) Mapping and indexing of
consumers due to which there was high incidence of defective meters in
the feeders / consumer premises and failure to introduce computerised
billing. '

(Paragraph 3.1.18.1)

3.1.1 Introduction

With a view to bring about efficiency as well as commercial viability in the
power sector, Government of India (GOI) identified “distribution reforms™ as
a key area and launched a massive programme of upgradation of Sub-
Transmission and Distribution (ST&D) systems including energy accounting
and metering and reduction of Transmission and Distribution (T&D) losses
under the Accelerated Power Development Programme (APDP) during the
year 2000-01. The scheme was to continue till the end of 11" Plan (2012).
The original APDP was rechristened (2002-03) as ‘Accelerated Power
Development & Reforms Programme’ (APDRP) after integrating incentive
financing with the existing investment programme to expedite the reform
process and help the State power utilities achieve commercial viability.

The main objectives of APDRP were:

» Reduction of Aggregate Technical and Commercial (AT&C) losses;
Bring about commercial viability in the power sector: -

Reduce outages and interruptions;

Increase consumier satisfaction;

Adopt systems approach with MIS;

Bring about transparency through computerisation.

VVVYVYY
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In Sikkim, the APDRP is being implemented by the Energy and Power
Department (EPD), headed by the Principal Chief Engineer-cum-Secretary, a
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Chief Accounts Officer (CAO), five Additional Chief Engineers and a host of
Junior level engineering staff as shown in the chart below:

Chart: 3.1.1

Pr. Chief Engineer-cum-Secretary

A X

Chief CAO ACE (Civil) ACE (M/E) Chief Engineer 1
Engineer

ACE (/W)

.

2 SEs (S/W)

A

2 SEs (Store & SLDC)
¥ A v

ACE (N) IACE (LR) ISE (S/W) SE(N/E) IACE (Hq) ACE (E)

L, r h b

SE (N) SE (LR) ) 2 SE (1 & IT) I SE

Performance Audit of APDRP was conducted with a view to assess the
performance of the Energy and Power Department (EPD) in conceptualisation
and implementation of the programme and its achievements in the State with
reference to the objectives set for the programme, covering the period from
2000-01 to 2005-06, on the basis of records maintained in the Secretariat of
the Department at Gangtok, various Circle offices' located at Jorethang (South
district), Gyalshing (West district), Namchi (South district) and Mangan
(North district). Out of the total expenditure of Rs. 161.11 crore, expenditure
of Rs. 80.99 crore (50 per cent) was covered during test check (August-
October 2006) in Audit.

3.1.4 Audit objectives

The Audit objectives were to verify whether:

The programme was carefully designed with adequate planning;

The funding requirements were realistically assessed:

» Funds were sanctioned and released on time at all levels and were used

efficiently, economically and effectively to achieve the objectives of the

programme;

The AT&C losses were reduced in accordance with the action plan and

targets;

The extent of increase in revenue collection was commensurate with the

expectations from the programme; and

» The satisfaction levels of consumers had improved in terms of quality,
regularity and cost of power supplied.

vV Vv

v

4 Although there were 6( six) Circles, Ministry of Power, GOI considered the entire State as one

Circle (Sikkim). ¢ 31
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—
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3.1.5 Audit criteria

The basic principles, norms, standards, terms and conditions, information and

instructions contained in the following documents / sources of information

were used as criteria for drawing the Audit conclusions:

» Memorandum of Agreement signed between the State Government and the
GOI,

» Guidelines issued by the Ministry of Power from time to time for
implementation of APDP/APDRP;

» Technical Manual prepared by the Committee of Experts in November
2001;

» Cabinet Note and the document containing Six level interventions for
effective implementation;

» Government decisions and orders in files regarding implementation of the

programme;

Tariff orders / notifications;

National Electricity Policy, Electricity Act 2003 and Central Electricity

Authority norms.

» Prescribed monitoring mechanism.

Y V¥V

The above criteria were discussed in detail and agreed with the implementing
authorities.

3.1.6 Audit methodology

The methodology adopted for Audit, inter alia, included group discussions
with various stake-holders (Advisor-cum-Consultant (A-c-C), ex-bureaucrats
and implementers); setting of benchmarks, test check of records selected on
random sampling basis; obtaining information through questionnaire, analysis
of data and joint physical inspections. An entry conference was held with the
Departmental officers in August 2006 wherein Audlt objectives, scope and
methodology were discussed. All the four pr0|ects relating to APDRP that
were implemented in the State were selected for Audit and 25 per cent of the
works under each of these projects were selected at random for detailed
scrutiny.

Exit conference was held with the Departmental officers in October 2006.

Replies of the Government / Department have not been received (November
2006).

3.1.7 Funding arrangement and financial management

The APDRP was funded through a combination of grant (90 per cent) and soft
loan (10 per cent) as additional Central plan assistance. The funds received
under APDP/APDRP from the GOI during the period 2000-01 to 2005-06
were as under:

2 (i) Metering, (ii) Sub-Transmission & Distribution (South-West & Lagyap), (iii)

Improvement of Sub-Transmission & Distribution, and (iv) Supplementary Project for Sub-
Transmission & Distribution. 32
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Table-3.1.1

(Rs. in crore)

Year | Amount received from | are | - Closing
i i 6 6) (o i o g | balance
TSN I ‘| Grant | Loan | Total |
2000-01 Nil 5.74 0.64 6.38 6.38
2001-02 6.38 Nil Nil Nil 1.04
2002-03 1.04 1548 1.72 17.20 0.13
2003-04 0.13 54.15 6.02 60.17 42.30
2004-05 42.30 69.62 7.73 77.35 59.65
2005-06 59.65 00.00 00.00 00.00 535
Total 144.99 16.11 161.10 5.35

Source: Information furnished by the Department.

Although availability of funds was not a constraint to the programme, the
expenditure in 2003-04 and 2004-05 was significantly low compared to the
amounts received from GOI. This was due to less provision made in the State
budget by the Finance Department compared to the actual amount received
from GOI as detailed below:

3.1.7.1 Non-opening of separate bank account

The APDRP guidelines categorically stipulated opening of a separate bank
account by the State Government for temporary parking of funds received for
implementation of the programme. The State Government was to release funds
to the State EPD within a week of receipt of funds from GOI and send
confirmation to this effect, failing which, it was to be treated as diversion of
funds and the diverted amount along with 10 per cent penal interest was to be
adjusted against the subsequent instalment of Central plan assistance. But
when the EPD approached the Finance, Revenue and Expenditure Department
(FRED) for permission to open a separate bank account, it was not agreed to
on the plea that separate head of account within the Government accounts
would suffice, there being no State Electricity Reforms Commission (SERC)
in the State unlike in other States. Accordingly a separate accounting
classification under the major head ‘4801-05-800-70.00.81 APDRP (Plan)’
was opened within the Government accounts (existing budget heads) and all
funds received from GOI.under APDRP were credited to the Consolidated
Fund of the State in violation of the programme guidelines. This resulted in
the EPD being unable to spend money beyond the budget provision made
under this head by the FRED though funds from GOI were available with the
State Government. The EPD had already spent whatever was provided for the
programme in the budget during these years. GOI had not imposed any
penalty on the State Government for retaining the APDRP funds beyond the
period stipulated in the guidelines.

3.1.7.2 Loss of interest and diversion of fund

Funds ranging from Rs. 1.04 crore to Rs. 83.43 crore received from GOI
remained continuously biocked in Government accounts during the period
2001-02 to 2005-06 and were not used for APDRP though the EPD had
already spent its budgeted provision during this period and needed more funds
for expenditure under the programme. This retention of APDRP funds in the
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accounts of the State Government for more than a week was in contravention
of the programme guidelines.

3.1.8 Policy formulation and planning =~
in order to achieve commercial viability in the power sector, the Union
Ministry of Power formulated a six level intervention strategy at the National
level, State level, SEB / Utility level, distribution circle level, feeder level and
consumer level.

The strategy involved technical, commercial, financial and IT interventions,

organisational and re-structuring measures and an incentive mechanism for
cash loss reduction.

The main reforms envisaged were as follows:

> Setting up of State Electricity Regulatory Commission (SERC),

» Restructuring of SEBs, ie. unbundling into separate entities for
generation, transmission and distribution and corporatisation of
unbundled entities,

» Securitisation of dues of Central PSUs,

» 100 per cent metering and energy audit and accounting for each 11

KV feeder,

100 per cent metering of all consumers and,

» Distribution circles to be operated as independent profit centres and
11 KV feeders to be operated as business units.

/N

The Union Ministry of Power (MOP) set (January 2001) the State Government
the pre-condition of signing a Memorandum of Agreement (MOA) with it
charting out a path of mainly 15 points reforms with the ultimate objective of
making the power sector commercially viable, for release of any assistance to
the State Power Department under the programme. The Department could sign
the MOA only as late as December 2002 thereby pushing behind the reforms
process by almost two years.

Even after signing the MOA in December 2002, the performance of the State
Government in honouring the covenants of the MOA was very poor as
elaborated in the succeeding paragraphs:

3.1.8.1 Delay in restructuring of the State Power Utility

The EPD is responsible for generation, transmission and distribution of
electricity and related activities in the State. Restructuring of the State power
utility and its corporatisation was one of the most important conditions of the
MOA. The State Government created (December 1998) Sikkim Power
Development Corporation (SPDC), a wholly owned corporation of the State
Government with the principal objective of taking over the functions of
~ generation, transmission and distribution and sale of electricity. But as of the
date of Audit, the SPDC was involved only in development of new hydro
projects; the functions of generation, transmission, distribution and sale of
electricity were yet to be transferred to it. In keeping with the conditionality
laid down in the APDRP guidelines, the State Government decided (2002-03)
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to introduce reforms and restructure the power sector in the State and
accordingly, appointed the Administrative Staff College of India (ASCI),
Hyderabad as consultants at a fee of Rs. 30 lakh during 2002-03. The ASCI
submitted its final report in May 2005, in which, it, inter alia, recommended
that (i) the power sector in Sikkim be corporatised, (ii) the entire generation,
transmission and distribution be handed over to the SPDC, and (iii) the SPDC
be organised into three Strategic Business Units / profit centres for pursuing
the activities 'of the power sector more efficiently in future.

The State was, however, yet to take up the reformatory measures/restructuring
of the power sector as recommended by the consultants as of September 2006,
even after more than three years of signing the MOA with GOI and more than
a year of submission of report by the consultants, without any recorded
reasons. While the Government had not given any reply to the Audit
observations, discussions with the Advisor-cum-Consultants to the State
Gaovernment on power sector reforms (Power Grid Corporation of India
Limited) and the ex-bureaucrats revealed that the reformatory measures could
not be .nitiated mainly due to opposition from the employees who were
apprehersive of losing their jobs/benefits in the event of corporatisation /
privatisation. Thus implementation of the reform measure in so far as re-

structuring of the power sector was concerned was unsuccessful (September
2006).

3.1.8.2 Non-formation of State Electricity Regulatory Commission (SERC)
The SERC was targeted for setting up by May 2003, nonetheless the same had
not been set-up as of September 2006. In terms of the Electricity Act 2003, the
State Government was to constitute a three member Selection Committee for
the purpose of selecting members of the SERC.

While the State Government constituted the Selection Committee in
November 2004, the SERC could not be set up (September 2006) due to
disagreement of the members over the procedure for appointment of the
Chairman of the SERC.

3.1.8.3 I on-filing of tariff petitions etc.

Setting up of the SERC was linked to a chain of follow-up reform measures.
Its establishment was expected to bring tariff fixation (both bulk and retail)
under reg 1latory regime duly involving the consumers through public hearing.
This would have put the onus on the power utility to improve its performance
as the tariff fixation would not be based on a simple cost plus basis but would
be linked to performance, particularly reduction of T & D losses, etc. The
power wility was required to maintain upto date accounts of income and
expenditure and details of performance of different consumer services and
account for the energy consumed by the subsidised categories. All these
measuresswere expected to improve financial viability of the power utility.

The MOA signed by the State Government with GOI stipulated filing of tariff
petitions by May 2003. There being no SERC in the State. this stipulation
could noi be achieved. Also, none of the activities associated with its setting
up could be initiated even after a lapse of more than three years of the target
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w

date (May 2003). Thus the reforms associated with formulation of the SERC
and filing of tariff petitions could not be initiated.

3.1.8.4 Designation of the SEs as CEOs and JEs as feeder managers and
signing of MOUs.

In terms of the MOA, Superintending Engineers (SEs) of the circles had to be
designated as CEOs and Junior Engineers (JEs) as feeder managers. MOUs
were to be signed between the State Government and CEOs and the CEOs and
feeder managers, with a view to enhance accountability and responsibility
towards energy accounting & auditing and proper monitoring of achievements
and activities in the respective circles. Though the SEs and JEs had been
designated as CEOs and feeder managers and MOUs signed as early as
January 2003, this action proved to be perfunctory as (i) mechanism for
regulating allocation of power to a feeder at the point of import for regulating -
over drawal / under drawal had not been put in place, (ii) energy accou