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

Chapters I and II of this report contain audit observations on
matters arising from examination of Finance Accounts and
Appropriation Accounts respectively of the State Government
for the year ended 31 March 2013. Information has been

obtained from the Government of Sikkim wherever necessary.

Chapter I1I on 'Financial Reporting' provides an overview and
status of the State Government's compliance with various
financial rules, procedures and directives during the current

year.

The Report containing the findings of performance audit and
audit of transactions in various departments, audit of Statutory
Corporations, Boards, Government Companies and Revenue

Receipts are presented separately.
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Background

This Report on the Finances of the Government of Sikkim is being presented to the State
Legislature, along with the Finance and Appropriation Accounts, with a view to assess
objectively the financial performance of the State during the year 2012-13. The aim of this
Report is to provide the State Government with timely inputs based on actual data so that
there is a better insight into both well performing as well as ill performing
schemes/programmes of the Government. In order to give a perspective to the analysis, an
effort has been made to compare the normative assessment made by the Finance Commission
(XTI FC). A comparison has been made to see whether the State has given adequate fiscal
priority to the developmental, social sector and capital expenditure and whether the
expenditure has been effectively absorbed by the intended beneficiaries.

The Report

Based on the audited accounts of the Government of Sikkim for the year ended March 2013,
this Report provides an analytical review of the Annual Accounts of the State Government.
The Report is structured in three Chapters.

Chapter I is based on the audit of Finance Accounts and makes an assessment of the
Government of Sikkim’s fiscal position as on 31 March 2013. It provides an insight into
trends in committed expenditure, borrowing pattern and a brief account of Central funds
transferred directly to the State implementing agencies through off budget route.

Chapter II is based on audit of Appropriation Accounts and gives the grant-by-grant
description of appropriations and the manner in which the allocated resources were managed
by the service delivery departments.

Chapter III is an inventory of Sikkim Government’s compliance with various reporting
requirements and financial rules.

The Report also has an appendage of additional data collated from several sources in support
of the findings.

Audit findings and recommendations

The fiscal position of the State is viewed in terms of key fiscal parameters — revenue surplus,
fiscal deficit, primary deficit, etc. The State had maintained revenue surplus during the last
five year period. The State witnessed fiscal deficit during the last five years but the deficit
was steadily declining. The State however, maintained primary surplus during last two years.
During the current year, the revenue surplus and primary surplus increased as the fiscal
deficit decreased as compared to the previous year.



Audit Report on State Finances for the year ended 31 March 2013 = : .

Revenue Receipts

Revenue receipts showed progressive increase from I 1,497.71 crore in 2007-08 to
T 2,345.37 crore in 2009-10 but decreased to X 2,151.70 crore in 2010-11 and again increased
to ¥ 2,872.11 crore in 2011-12. It further increased by ¥ 416.25 crore (14.49 per cent) to
T 3,288.36 crore in 2012-13. The State’s own resources contributed X 737.48 crore (22.42 per
cent) in the revenue receipts of the State during 2012-13. The balance was transfers from
Government of India in the form of State’s share of taxes and grants-in-aid contributions.

There was an increase in the State’s Share of Union taxes and duties compared to previous
year by ¥ 86.83 crore. Grants-in-aid from GOI increased from I 1,722.50 crore in 2011-12 to
T 1,852.40 crore in 2012-13. The tax revenue (X 435.48 crore) exceeded the projection of
TFC (X 254.86 crore), whereas non-tax revenue receipts (¥ 302 crore) was less by ¥ 120.61
crore (28.53 per cent) in comparison to TFC projections (X 422.61 crore).

Revenue and Capital expenditure

The overall revenue expenditure of the State increased by 3.20 per cent form X 2,429.61 crore
in 2011-12 to ¥ 2,507.39 crore in 2012-13. While revenue expenditure constituting 75 per
cent of the total expenditure grew by X 77.78 crore over the previous year, the expenditure
incurred under capital head which constituted 25 per cent of the total expenditure increased
by ¥ 226.59 crore over the previous year.

There were 416 incomplete projects (Estimated cost: ¥ 2,694.95 crore) as on 31 March 2013
in which ¥ 1,135.55 crore were blocked, out of which 308 works (Estimated cost: ¥ 1,737.13
crore and actual expenditure incurred as on 31 March 2013: ¥ 910.79 crore) were due to be
completed by 31 March 2013.

Developmental expenditure of T 1469.04 crore in 2008-09 increased to I 2367.72 crore in
2012-13. Its share in aggregate expenditure also decreased from 73.72 per cent to 70.58 per
cent during the period.

The share of committed expenditure in the non-plan revenue expenditure was 82.71 per cent
leaving meagre funds for creation of assets.

The State needs to reduce its committed expenditure in the overall non-plan revenue
expenditure. The State also needs to ensure effective implementation of incomplete
projects so that the benefits reach the intended beneficiaries in time.

Funds transferred directly from the Government of India to the State implementing
agencies

There is no single agency monitoring its use and there is no readily available data on how
much is actually spent in any particular year on major flagship schemes and other important
schemes which are being implemented by State implementing agencies but are funded
directly by the GOI.
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A system has to be put in place to ensure proper accounting of these funds and the

updated information should be validated by the State Government as well as the
Accountant General (Accounts & Entitlement).

Government investment

The return from investment was 1.57 per cent. Some of the Companies/Corporations were
under perennial loss. Effective steps need to be taken by the State Government either to
revive the units or close down the units incurring losses to avoid further financial burden on
the Government.

Financial management and budgetary control

There was savings of I 1447.59 crore and excess expenditure of ¥ 22.10 crore against 46
Grants/Appropriations during 2012-13. This excess expenditure of 2012-13 compounded
with an excess expenditure of ¥ 8.87 crore pertaining to 2008-12 requires regularisation by
the Legislature under Article 205 of the Constitution of India. Out of a provision of ¥ 946.23
crore in 62 subheads, ¥ 720.95 crore (76.19 per cent) constituting 13.45 per cent of the total
budget provision of the State were surrendered, which included cent per cent surrender in 11
subheads. A rush of expenditure was observed towards the end of the year. In respect of 33
Major Heads under 22 grants and 16 Major Heads under 12 grants, more than 50 per cent of
the total expenditure was incurred in the last quarter and last month of the year 2012-13,
despite clear directions to the contrary. The Abstract Contingent Bills had not been adjusted
for long periods of time. Failure to adjust these bills is fraught with the risk of
misappropriation and therefore needs to be monitored closely.

Budgetary controls should be strengthened in all the Government departments,
particularly in the departments where savings/excess persisted for last five years.
Issuance of re-appropriation/ surrender orders at the end of the year should be avoided.
A close and rigorous monitoring mechanism should be put in place by the DDOs to
adjust the Abstract Contingent Bills within sixty days from the date the amounts are
drawn.

Financial Reporting

There were deficiencies in furnishing utilisation certificates in time against grants/loans
received, non-furnishing of detailed information about financial assistance received by
various Institutions and non-submission of accounts in time. There was delay in placement of
Separate Audit Reports to Legislature and arrears in finalisation of accounts by the
Autonomous Bodies/Authorities. An effective mechanism needs to be put in place to ensure
timely placement of reports, finalisation of accounts.
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PS  CHAPTERI

Profile of Sikkim

Sikkim is a sparsely populated State situated in the Eastern Himalayas. It became a part of the
Indian Union on 16 May 1975. It has a total area of 7,096 sq. km which constitutes 0.22 per
cent of the total geographical area of India. Sikkim being landlocked, National Highway 31 A
is the only lifeline which connects the State with the rest of the country. Sikkim, categorised
as a special category State', has four districts and nine sub-divisions and has also been
included in the North Eastern Council since December 2002.

According to the Census of India 2011, the population of Sikkim stood at 6.11 lakh and the
percentage of rural population of the State (75 per cent) was more than the All India rural
population (69 per cent). The literacy rate of Sikkim was 82.20 per cent as against the All
India Literacy rate of 74.04 per cent. Similarly, the infant mortality rate at 24 per 1,000 live
births was better than the All India Average of 42 per 1,000 births recorded in 2012 through
the Sample Registration System of the Registrar General and Census Commissioner of India
(Appendix 1.1-Part A).

Gross State Domestic Product (GSDP)

The growth of GDP of the State is an important indicator of the State’s economy. A trend
analysis of growth of GDP for a period of five years at current prices indicates the
performance of the Government in fiscal management of the State. The growth rate of State
GDP for the period 2008-13 compared with the National GDP is presented in the table below:

Annual growth rate of GDP and GSDP at current prices

State GDP* R in crore)

3.229.08

6.132.76 |

741157 861623 9956 54
Growthinpercent. | ' 2885 = 899 = 2085 T 1635 1556
National GDE# € in crore) |_53,03,366 L_6L0E.303 72,66,067 83 53495 ,
_Growth in per cent _ LR TR Roe s ase iaae

Source: *Department of Economics, Statistics, Monitoring and Evaluation, Government of Sikkim
#Economic Survey 2012-13, Ministry of Finance, GOI

The quantum of GDP (both State and National) is measured in terms of constant and current
prices and as per their respective arithmetical calculations; these figures differ from each
other every year. For comparison between both State and National GDPs, the GDP figure
calculated on the basis of current price at factor cost with base year 2004-05 has been taken.

As can be seen from the above table, Sikkim achieved higher GSDP growth rate compared to
National growth rate over the period 2008-13. Growth rate in respect of GSDP at current
price was 15.56 per cent compared to National growth rate of 13.26 per cent in 2012-13. The
State also achieved higher growth rate during 2012-13 compared to national growth rate

Special privileges given to Sikkim includes financial assistance from Government of India in the ratio of 90 per cent grant and 10 per
cent loan unlike non-special category States which get Central Assistance in the ratio of 70 per cent grant and 30 per cent loan.



despite the year 2011-12 not being a normal year due to a devastating earthquake. The

earthquake adversely affected the finances of the State in terms of the target fixed by the ]
State Government in collection of own revenues and higher expenditures aimed at !
rehabilitation and reconstruction activities.

The annual accounts of the State Government consist of Finance Accounts and Appropriation N
Accounts. The new format of Finance Accounts introduced from the year 2009-10, has been

divided into two Volumes: Volume I and II. Volume I represents the financial statements of L
the Government in a summarised form while Volume II represents detailed financial

statements, the structure and layout of which are depicted in Appendix 1.1-Part B.

This chapter provides a broad perspective of the finances of the Government of Sikkim
during 2012-13. It analyses important changes in the major fiscal indicators compared to the
previous year keeping in view the overall trends during the last five years. The analysis is
based on the Finance Accounts and information obtained from the State Government. The
structure of the Government Accounts and the layout of the Finance Accounts have been
explained in Appendix 1.1 - Parts B and C and Appendix 1.2 presents the time series data
on key fiscal variables/parameters and fiscal ratios relating to the State Government finances
for the period 2008-13.

Tablel.1 and Appendix1.3 presents the summary of the fiscal transactions of the State
Government and provide details of receipts and disbursements as well as the overall fiscal
position, respectively during 2012-13 vis-a-vis the previous year.

Table 1.1: Summary of the fiscal transactions

_ 2011-12 __
672, 64 3,230.14_

Source: Finance Accounts

The following are the significant changes during 2012-13 over the previous year:

2

Revenue receipts and Non-tax revenue are inclusive of gross receipt (T 546.39 crore) from State Lotteries.
3

Revenue expenditure and General Services (Non-plan) are inclusive of expenditure (T 504.96 crore) on State Lotteries.
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Revenue receipts increased by ¥ 120.68 crore (3.29 per cent) over the previous year mainly
due to increase in Tax Revenue by ¥ 141.56 crore, share of Union Taxes/duties by ¥ 86.83
crore and Grants from Government of India by ¥ 129.90 crore. However, there was decrease
in Non-tax revenue by I 237.61 crore compared to previous year mainly due to low
realisation under Sikkim State Lotteries by ¥ 297.61 crore.

Revenue expenditure decreased by T 217.79 crore (6.74 per cent) over the previous year due
to decrease in General Services (X167.14 crore), Social Services (X 84.22 crore) and Grants-
in-aid (X 8.53 crore). However, there was marginal increase in Economic Services by T 42.09
crore.

Capital expenditure increased by I 226.59 crore (36.80 per cent) over the previous year.

Public debt receipts increased by I 109.37 crore (125.08 per cent) and its repayment
increased by ¥ 22.46 crore (46.16 per cent) over the previous year.

The total outflow and inflow of the Government during the year 2012-13 was ¥ 7,931.85
crore and X 8,050.47 crore respectively leading to increase in cash balance by ¥ 118.62 crore.

1.3  Fiscal reforms path in Sikkim

In Sikkim, fiscal reforms and consolidation were brought to the forefront with the State
Government formulating the first Medium Term Fiscal Plan (MTFP) for the period 2011-12
to 2013-14 based on the broad parameters of fiscal management laid down by the Thirteenth
Finance Commission (TFC) limiting fiscal deficit at the targeted level to ensure sustainable
level of debt and improving transparency in a medium term framework during 2010-15. The
fiscal management principles enshrined in the Fiscal Responsibility and Budget Management
(FRBM) Act calls upon the State Government to ensure transparency in setting and
implementation of fiscal policy, stability and predictability in policy making process,
improve the management of public finance and improve efficiency in the design and
implementation of fiscal policy related to management of assets and liabilities.

The Government of Sikkim enacted the FRBM Act in September 2010 and the Rules under
the Act had been notified in March 2011. The Act aims to ensure fiscal stability and
sustainability through maintaining balance in revenue account and planned reduction of fiscal
deficit and prudent and sustainable debt management consistent with fiscal stability through
limits on State Government borrowings, including off-budget borrowings and achieving
greater transparency in fiscal operations of the Government and conduct of fiscal policy in a
medium term fiscal framework. To give effect to the fiscal management principles, the Act
prescribed the following fiscal targets for the State Government:

(a) Maintain revenue account balance beginning from the year 2011-12;

(b) Reduce the fiscal deficit to 3.5 per cent of the estimated Gross State Domestic
Product in each of the financial years starting from 2011-12 and reduce the fiscal deficit
to not more than three per cent of the estimated Gross State Domestic Product at the end of
31 March 2014 and adhere to it thereafter;
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(¢)  Cap the total outstanding guarantees within the specific limit under the Sikkim
Ceiling on Government Guarantees Act 2000 (21 of 2000).

(d) Ensure that the outstanding debt-GSDP ratio follows a sustainable path emanating
from the above targets of the deficit as specified by the Government beginning from the fiscal
year 2011-12.

Revenue deficit and fiscal deficit may exceed the limits specified under the section due to
ground or grounds of unforeseen demands on the finances of the Government due to national
security or natural calamity subject to the condition that the excess beyond limits arising due
to natural calamities does not exceed the actual fiscal cost that can be attributed to the
calamities.

Provided further that the ground or grounds specified in the above proviso shall be placed
before the Legislative Assembly as soon as may be, after it becomes likely that such deficit
amount may exceed the aforesaid limit, with an accompanying report stating the likely extent
of excess.

The outcome indicators reflecting the State’s fiscal correction path for the period 2010-16 are
given below:
Table 1.2: State Fiscal Outcome indicator

_____ 29| 73| 955|128 1036 1294|931

28.16 41.74 28.92 40.69 25.18 43.00

' Revenue
Decit :

N.B: Negative sign indicates revenuerim lus
Source: Medium Term Fiscal Plan for Sikkim 2011-12 to 2014-15 and 2013-14 to 2015-16 presented to State
Assembly on March 2011 and March 2013 respectively and Finance Accounts, Government of Sikkim

According to the Medium Term Fiscal parameters, Fiscal Deficit and Primary Deficit
projected by the State Government during 2010-11, 2011-12 and 2012-13 were achieved.
However, Revenue Surplus could not be maintained at the level projected during 2010-11,
2011-12 and 2012-13, due to non-achievement of projected Revenue Receipts.

* Revenue Receipts in this column and henceforth in this Report are net of Lottery Expenditure (including Salaries, Travel

Expenses, Office Expenses and Rent, Rates & Taxes besides Prize payment).
Revenue Expenditure in this column and henceforth in this Report is excluding Lottery Expenditure.



Major fiscal variables provided in the budget based on recommendations of the 13" Finance
Commission and as targeted in the FRBM Act of the State is depicted in Table 1.3 as given
below:

Table 1.3: Details of Fiscal variables

Fiscal GSDP (in per cent) _

1.3.1 Migration to New Pension Scheme (NPS)

The Government of India (GOI) introduced (1 April 2004) a defined, contribution based NPS
to cover all new entrants to Government service. The interim Pension Fund Regulatory and
Development Authority (PFRDA) was established by the GOI (October 2003) to promote old
age income security by establishing, developing and regulating pension funds and to protect
the interest of subscribers subscribing to the scheme of pension funds. PFRDA being the
regulator for the NPS had been authorised by the GOI to appoint/establish various
intermediaries in the system, such as Central Record Keeping Agency (CRA), Pension Funds
(PFs) Trust for the NPS, Custodians Bank, etc. PFRDA appointed National Securities
Depository Limited (NSDL) as the CRA for a period of 10 years from 1 December 2007 for
performing the functions of record keeping, accounting, administration and customer services
for subscribers to the schemes of pension funds approved by PFRDA. Further, three pension
fund managers, a custodian and a trustee bank had also been appointed.

Under the NPS, the option to join the new system was available to the State Governments.
The NPS Architecture, evolved and worked out by the PFRDA was capable of
accommodating the various State Governments’ request to join the NPS, within the overall
framework of the Pension Architecture as devised by the PEFRDA.

Although the State Government decided on implementation of the NPS in May 2006, it
formally conveyed its decision to participate in the NPS in October 2007 and after a lapse of
five year and seven months, the State Government finally drew an agreement with the CRA
(NSDL) on 11 November 2011. To operationalise the NPS, the following required processes
were still in progress:



Table 1.4: New Pension Scheme outcome indicator

As of March 2013, 3667 subscribers had been

registered with CRA. The Finance, Revenue

and Expenditure Department had issued

circular for filling up and submission of N1

form in April 2011. N1 form had already
been filled up and DTA registration number
btained

Registration of NPS subscribers: Once the above
mentioned steps were completed, the process of
registration of subscribers in the CRA system could
commence.

Transfer of legacy data: The reconciled legacy data
needs to be uploaded in any one of the following
manners:

(i) Subscriber-wise month wise upload (can be
4 | uploaded as regular contribution)

(ii) Subscriber-wise year wise upload (must be
uploaded as arrear contribution)

(ili)  One bullet payment per subscriber (must be
uploaded as arrear contribution)

Legacy data of 3,397 subscribers uploaded as
on date in the CRA system and uploading of
legacy data of 108 subscribers was under
process.

Further, for improving transparency in Government accounts, the Thirteenth Finance
Commission recommended T 5 crore as a grant to Sikkim State for creating a database of
employees and pensioners. Creation and maintenance of an accurate and up to date employee
and pension database aid the State Government to forecast the requirement of salary and
pension and to focus on development expenditure.

The Government of India (GOI), during 2010-11, released ¥ 2.50 crore to the State
Government without any pre-conditions to commence work in 2010-11 and the work was to
be completed within three years. The State Government had spent the entire amount towards
purchase of computers, collection of data, repairing and renovation of offices, etc. Further,
during 2013-14 the GOI released X 1 crore to the State Government out of which X 0.71 crore
was incurred as 50 per cent payment to the software developer. The Employees and
Pensioners Database Committee had prepared required Database and submitted a report to the
State Government. The Employees’ and Pensioners’ Database Certificate was issued
(31 January 2013) by the Chairman and sent to the GOL
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1.3.2 Power Sector-Financial support by the State Government

No financial support had been extended during the year by Government of Sikkim to the
Sikkim Power Development Corporation Limited, being the only PSU under power sector.

1.4  Budget 2012-13

1.4.1 Actuals vis-a-vis budget estimates

Budget papers presented by the State Government provide estimation of revenue and
expenditure for a particular fiscal year. The importance of accuracy in estimation of revenue
and expenditure is widely accepted in the context of effective implementation of fiscal
policies for overall economic management. Deviations from budget estimates are indicative
of non-attainment and non-optimisation of desired fiscal objectives.

Chart 1.1 presents the budget estimates and actuals of some important fiscal parameters for
the year 2012-13.

Chart 1.1: Selected fiscal parameters:Budget estimates vis-a-vis actuals in
2012-13
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Source: Finance Accounts

The Tax Revenue exceeded the budget provision by 23.24 per cent (T 82.13 crore). Non-tax
revenue exceeded the budget provision by 2.54 per cent (X 7.49 crore). Revenue receipts was
lower than budget provision by 19.04 per cent (X 773.56 crore) and Revenue expenditure was
also lower than budget provision by 11.68 per cent (X 331.64 crore). Further, the Revenue
Surplus was 36.14 per cent lower than the projection in the budget estimate. Capital
Expenditure was less than the budget estimate by 42.40 per cent.
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Sikkim’s own tax revenue increased by 48.16 per cent from ¥ 293.92 crore in 2011-12 to
T 435.48 crore in 2012-13. The revenue from sales tax contributed to the major share of tax
revenue (52.14 per cenf). State Excise duty increased by T 14.86 crore, Land Revenue by
T 1.05 crore and other taxes increased by T 23.99 crore. However, there was decrease in
Taxes on vehicles by ¥ 0.18 crore and Stamps & Registration by Y 2.92 crore.

The Non-tax revenue which constituted 9.18 per cent of total revenue receipts, had increased
by T 57.96 crore from T 244.04 crore in 2011-12 to ¥ 302 crore in 2012-13 and was higher
than the budget projection by ¥ 7.49 crore (2.54 per cent). The main components which
resulted in noticeable increase were Police (X 36.34 crore), Power (X 3.20 crore), Other
Administrative Services (¥ 2.96 crore) and Plantations (X 1.39 crore). However, there was
decrease in some of the components of Non-tax revenue like Urban Development (X 0.70
crore) and Public Works (% 0.68 crore).

The State’s share of Union taxes and duties stood at T 698.48 crore, an increase of ¥ 86.83
crore over the previous year due to increase in the State’s share in Corporation Tax by
¥ 10.15 crore, T 27.91 crore in Taxes on Income other than Corporation Tax, ¥ 10.00 crore in
Customs, T 10.25 crore on Union Excise duties and Service Tax by ¥ 29.02 crore. However,
Share of net proceeds on Wealth Tax decreased by ¥ 0.50 crore during the current year

Grants-in—aid from Centre to the State, a discretionary component of Central transfers, is
considered an integral element of the revenue receipts of the State, which has an impact on
the consolidated revenue deficit of the State. The grants-in-aid increased by ¥ 129.90 crore
(7.54 per cent) from T 1,722.50 crore in 2011-12 to ¥ 1,852.40 crore in 2012-13. The increase
in components were State Plan Schemes (X 200.19 crore), Grants for Centrally Sponsored
Plan Schemes (X 21.13 crore) offset by decrease in the component of Non Plan Grants
(X 80.37 crore), Central Plan Schemes (% 2.53 crore) and Grants for Special Plan Schemes
(% 8.52 crore).

Revenue expenditure increased by ¥ 77.78 crore (3.20 per cent) over the previous year due to
increase in General Services (¥ 128.44 crore) and Economic Services (X 42.09 crore).
However, Social Services and Grants in aid decreased by ¥ 84.22 crore and X 8.53
crore respectively.

Capital expenditure assumes importance as it has a lasting impact on growth as compared to
revenue expenditure. If spent efficiently, it also ensures a more productive economy and
enhances the government’s net worth arising from augmented revenues. During 2012-13 the
Capital expenditure of the State was ¥ 842.35 crore out of which ¥ 910.79 crore were blocked
in 308 incomplete works due to be completed by 31 March 2013. The increase of ¥ 226.59
crore in capital outlay in 2012-13 was due to increase in General Services (X 58.02 crore).
Major components of increase were in outlay on Public Works (X 56.98 crore), Police (X 1.04
crore). The major component of increase under Social Services (X 14.11 crore) was Water
supply, Sanitation, Housing & Urban Development (X 12.36 crore). In Economic Services,
the increase was T 154.47 crore. The components of increase were Irrigation & Flood Control
(X 4.21 crore), Power (% 6.07 crore), Industry (X 2.06 crore), Transport (X173.61 crore) and
Science & Technology (X 0.51 crore). However, the increase was offset by decrease in



Agriculture & Allied Services (X 8.10 crore), Rural Development (X 15.73 crore), Special
Area Development Programme (% 0.47 crore) and General Economic Services (X 7.69 crore).

1.4.2 Proposals for increasing the State’s revenue receipts and reducing the revenue
expenditure

The State Government issued an Office Memorandum dated 25 June 2012 containing various
austerity measures in order to curtail expenditure and raise revenue in the State and
empowered the ‘Austerity Committee’ to monitor the implementation of these austerity
measures and recommended for relaxation of the provisions contained in the memorandum as
and when necessary. The ‘Austerity Committee’ met only once on 31 July 2012 and
considered 25 such proposals of various departments. However, the FRED had not ensured/
monitored austerity measures undertaken by the various departments.

1.4.3 Gender Budgeting

The Constitution of India has mandated equality for every citizen of the country as a
fundamental right. The Government of India has made international commitments in (i) The
Convention on the Elimination of All Forms of Discrimination Against Women (CEDAW) in
1980; (ii)) World Conference on Human Rights in Vienna in 1993; (iii) International
Conference on Population and Development (ICPD) in Cairo in 1994; (iv) Fourth World
Conference of Women in Beijing in 1995 and (v) Commonwealth Plan of Action on Gender
and Development in 1995 about the action to be taken for improvement in the life of women.

One of the tools that can be used to promote women’s equality and empowerment is gender-
responsive budgeting, or Gender Budgeting, as it is more commonly known in India.

Among others, Gender Budgeting serves in (i) identifying the felt needs of women and
reprioritising and/or increasing expenditure to meet these needs; (ii) Supporting gender
mainstreaming in macroeconomics; (iii) Strengthening civil society participation in
economics; (iv) Enhancing the linkages between economic and social policy outcomes; (v)
Tracking public expenditure against gender and development policy commitments; and (vi)
Contributing to the attainment of the Millennium Development Goals (MDGs).

Notwithstanding the Constitutional mandate and Government of India’s commitments in the
international forums, Gender Budgeting in Sikkim had not been formulated. In response to
the issue, the FRED stated (August 2013) that although separate budget head had not been
created, gender equity and empowerment of women were being done through the women
centric programmes of the Government and all the departments were being sensitised to
incorporate the needs of the women in their annual plan documents.

1.4.4 Policy initiatives of Budget 2012-13

For socio-economic and cultural development of Sikkim, some of the policy initiatives were
taken up in the Budget 2012-13. It was noticed that most of the initiatives taken up were not
adequately followed up as detailed in Appendix 1.4.
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1.5.1 Resources of the State as per Finance Accounts

The progress of the Government’s programmes depends on its resources and the quantum of
resources in any particular financial year determines the expenditure threshold of the
Government. The components of the State’s receipts have been categorised in Chart 1.2.

Chart 1.2: Components and sub-components of Resources

Total Receipts
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Table 1.1 depicting infer-alia the receipts of the State during the 2012-13, as recorded in
Finance Accounts, may also be referred to at page 2.

Chart 1.3 depicts the trends in components of receipts during 2008-13, while Chart 1.4
depicts the composition of resources of the State during the current year.
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Total receipts increased by 67.27 per cent from ¥ 4,510.41 crore in 2008-09 to T 7,545.51
crore in 2012-13. Further, there was an increase of total receipts over the previous year by
X 734.63 crore (10.79 per cent).

Public Account receipts refer to those receipts for which the Government acts as a
banker/trustee for the public money. It constitutes the single largest component of total
receipts. On an average, it constituted between 44 and 54 per cent of the total receipts during
2008-13. Public Account receipts which totalled ¥ 2,414.37 crore in 2008-09 increased to
X 4,059.44 crore in 2012-13. Public Account receipts grew by 6.58 per cent as compared to
the previous year. The growth was maximum in Deposits & Advances (68.06 per cent),
followed by Remittances (20.16 per cent), Small Savings/Provident Fund, etc. (12.58 per
cent), Suspense and Miscellaneous (8.56 per cent). However, Reserve Fund decreased by
62.68 per cent as compared to previous year. The details are shown in Paragraph 1.6.8.

The share of Revenue Receipts in total receipts, which was 42.17 per cent in 2011-12,
increased to 43.58 per cent in 2012-13.

Capital receipts increased by 52.42 per cent from T 129.72 crore in 2011-12 to ¥ 197.71
crore in 2012-13. Capital Receipts constituted 2.62 per cent of the total receipts. The debt
receipts which mainly constituted Capital receipts, increased by ¥ 109.37 crore from the
previous year, its share was 99.54 per cent of capital receipts which was lower by 0.43 per
cent over the previous year (99.97 per cent).

Apart from debt receipts, capital receipts include non-debt receipts such as recovery of loans
and advances. Recovery of loans and advances, which had decreased in 2011-12 had positive
growth by 2900 per cent from X 0.03 crore in 2011-12 to ¥ 0.90 crore in 2012-13.

1.5.2  Funds transferred by Central Government to the State implementing agencies
outside the State Budget

The Central Government has been transferring a sizeable quantum of funds directly to the
State Implementing Agencies (SIA)® for implementation of various schemes/programmes in
social and economic sectors, which are recognised as critical. In the present mechanism, these
funds are not routed through the State Budget/State Treasury System and hence do not find
mention in the Finance Accounts of the State. As such, the Annual Finance Accounts of the
State does not provide a complete picture of the total funds received in the State during
2012-13. Government of India transferred an approximate amount of ¥ 413.13 crore during
2012-13 directly to the SIAs for implementation of various schemes/programmes in social
and economic sectors, recognised as critical, as against the transfer of ¥ 231.79 crore,
% 335.07 crore and ¥ 414.01 crore during 2009-10, 2010-11 and 2011-12, which was an
increase of 44.56 per cent in 2010-11 and 23.66 per cent in 2011-12 but decrease of 0.21 per
cent in 2012-13. Details of funds released in respect of major Central plan schemes are
furnished in the table below:

S State Implementing Agencies include Organisations/Institutions including Non-Governmental Organisation which are

authorised by the State Government to receive the funds from the Government of India for implementing specific
programmes in the State, for e.g., State Health Society for NRHM, etc.
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Table 1.5: Funds transferred directly to the State implementing agencies for major plan schemes

(T in crore)

Sarva Shiksa State
| ission uthori

| Sikkim Rural Roads |
Development
Agenc

State Health Society
(Health care,
Human Services &

Welfare

o T | Silkim | Renewabls |
7 | OffGrid DRPS Energy

Development

Aeh

Rashinya | Human  Resource |
Madhyamik Shiksha | Development
Abhx an (RMSA De partment

Source CenrralPlan Scheme momtormg system portal in C‘ontroller General f Accounts webszte and
information from State Government departments.

Above table shows that an amount of I 354.38 crore (85.80 per cent of the total funds
transferred) was given for (i) Pradhan Mantri Gram Sadak Yojana (46.87 per cent), (ii)
Mahatma Gandhi National Rural Employment Guarantee programme (17.94 per cent), (iii)
Sarva Shiksha Abhiyan (6.52 per cent), (iv) National Rural Health Mission (2.14 per cent),
(v) National Rural Drinking Water Programme (7.83 per cent), (vi) Member of Parliament
Local Area Development Scheme (2.42 per cent), (vii) Off Grid DRPS (0.68 per cent), (viii)
National Afforestation Programme (1.31 per cent) and (ix) Rashtriya Madhyamik Shiksha
Abhiyan (0.06 per cent) during 2012-13, out of which ¥ 218.33 crore remained unutilised in
these nine programmes. With transfer of an approximate amount of ¥ 413.13.crore directly by
GOI to Implementing Agencies, the total availability of State resources during 2012-13 had
increased from ¥ 8,050.47 crore to  8,463.60 crore.

Analysis revealed that ¥ 629.66 lakh released by GOI (Integrated Watershed Management
Programme (IWMP): ¥ 61.83 lakh, Dairy development Project: ¥ 42.89 lakh, MG-NREGA:
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T 4.47 lakh, PMGSY: ¥ 0.50 lakh, Panchayat Empowerment & Accountability Incentive
Scheme: T 1.44 lakh, National Rural Drinking Water Programme: ¥ 16.96 lakh, Integrated
watershed management programmed (IWMP): ¥ 139.27 lakh, Hospital & dispensaries under
NRHM (AYUSH): T 23.40 lakh, NE Areas: ¥ 10 lakh, Crime & criminal tracking network
and system (CCTNS): T 147 lakh, Human Resource Development: I 1.25 lakh, Marketing
support and services and export promotion scheme: I 23.15 lakh, Dissemination of art &

culture: T 1.50 lakh and National Mission on Food Processing: ¥ 156 lakh) were not received
by the SIA.

Central grants of T 6,454.30 lakh received (Horticulture Mission for North East & Himalayan
States: ¥ 4,289.30 lakh and National River Conservation Plan: ¥ 2,165 lakh ) by the SIAs
were not depicted as release in the portal.

Besides, T 163.08 lakh (¥ 7 lakh under National AIDS Control Programme, I 53.08 lakh
under Marketing & Export Promotion Scheme, ¥ 40 lakh under NE Areas and X 63 lakh
under Buddhist & Tibetan Studies) was received in excess of the amount mentioned as
released.

Further, details of receipts against release of ¥ 545.43 lakh ( X 466.16 lakh under NIT which
is a Central Implementing Agency, ¥ 22.99 lakh under IWNMP- North, ¥ 46.28 lakh, under
NE Areas-Travel Agents Association of Sikkim, ¥ 2.50 lakh under Buddhist & Tibetan
Studies, another ¥ 2.50 lakh under Buddhist & Tibetan Studies and X 5 lakh under Manpower
Development, including Skill Development in IT-DIT ) and their utilisation could not be
furnished by the Implementing Agencies. Hence, receipt and utilisation against them could
not be ascertained.

Under MPLAD scheme, though the Portal shows the transfer of ¥ 1250 lakh, ¥ 250 lakh was
erroneously transferred (July 2012) to the SIA which was subsequently returned (August
2012) to the GOI. Hence, actual transfer of funds was ¥ 1,000 lakh.

Again, analysis revealed that in 3 cases release of ¥ 320.63 lakh (X 34.72 lakh under Scheme
for quality assurance, codex standard research, ¥ 138.91 lakh under Support to state extension
programme for extension Reforms and ¥ 147 lakh under Crime & criminal tracking network
and system (CCTNS)) made during the year which could not be received by the SIAs due to their
release at the fag end of the year.

T 174.95 lakh released under Swarna Jayanti Sahari Rojgar Yojana was included in the State
Budget 2012-13.

To present a holistic picture on availability of aggregate resources, funds directly transferred
to SIAs are presented in Appendix 1.5. There was no single agency monitoring the funds
directly transferred by the GOI and there was no readily available data on how much was
actually spent in any particular year on major flagship schemes and other important schemes
being implemented by the SIAs and funded directly by the GOL.

An analysis of three such schemes i.e., Rashtriya Madhyamik Shiksha Abhiyan (RMSA),
Sarva Shiksha Abhiyan and Prime Minister Gramin Swarojgar Yojana (PMGSY) are
indicated below:




> Rashtriya Madhyamik Shiksha Abhiyan (RMSA)

RMSA aims to make good quality education available, accessible and affordable to all young
persons in the age group of 14-16 years. The main objectives of the scheme were — (i) to
provide a secondary school within a reasonable distance of any habitation (ii) ensure
universal access of secondary education (GER of 100 per cent) (iii) universal retention (iv)
providing access to secondary education with special references to economically weaker
sections of the society, the educationally backward, the girls and the disabled children
residing in rural areas and other marginalised categories like SC, ST, OBC, etc. The guiding
principles in this regard are; Universal Access, Equality and Social Justice, Relevance and
Development and Curricular and Structural Aspects. Fund sharing pattern between Centre &
State in respect of the State of Sikkim—Central Share: State Share = 90:10 (Special Category
States).

The above goal translates into the following main objectives:

(1) To ensure that all secondary schools have physical facilities, staff and supplies at least
according to the prescribed standards through financial support in case of Government/Local
Body and Government aided schools, and appropriate regulatory mechanism in the case of
other schools

(11) To improve access to secondary schooling to all young persons according to norms —
through proximate location/efficient and safe transport arrangements/residential facilities,
depending on local circumstances including open schooling. As Sikkim’s topography is hilly
and large parts are difficult areas, the State has fixed norms with due consideration
accordingly.

(iii)  To ensure that no child is deprived of secondary education of satisfactory quality due
to gender, socio-economic, disability and other barriers.

(iv)  To improve quality of secondary education resulting in enhanced intellectual, social
and cultural learning.

(v) To ensure that all students pursuing secondary education receive education of good
quality.
Details of funds released and expenditure incurred by RMSA are given below:

Table 1.6: Funds received and expenditure incurred by State Mission Authority, Rashtriya Madhyamik
Shiksha Abhiyan (RMSA)

(T in lakh)

637.54 99.50

Audit scrutiny revealed that during 2012-13, out of total expenditure of ¥ 637.54 lakh the
actual expenditure was ¥ 633.93 lakh & ¥ 3.61 lakh was paid as advance for the purpose of
various meeting etc. which were found unadjusted (5 August 2013). Thus, advance of T 3.61
lakh shown as final expenditure was irregular. Further, ¥ 22 lakh was paid as School Annual
Grant to various schools (44 schools @ ¥ 50,000) during 2012-13, but Utilisation Certificates
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against the expenditure were not obtained from the School Management Development
Committee (SMDC) of the grantee schools.

» Sarva Shiksha Abhiyan (SSA)

The main goal of this program is that all the children should complete five years of primary
education by the year 2007 and all the children of 6-14 years of age should complete eight
years of schooling by 2010. The SSA centres are mainly targeted in areas which have lack of
schools or where the schools are located in remote areas. The SSA plan covers the entire
country with special emphasis on education of SC and ST children, children with special
needs and girl child.

The National Curriculum Framework 2005 highlights the aims of education as “the aims of
education simultaneously reflect the current needs and aspirations of a society as well as its
lasting values and the immediate concerns of a community as well as broad ideas” (Para-1.7,
NCF 2005). SSA was introduced in Sikkim in 2001 in West District and in 2002 in the
remaining three Districts.

State Mission Authority, SSA the implementing agency in the State received I 2,693.85 lakh
from Government of India and spent ¥ 4,400.38 lakh during 2012-13. There was an increase
in class rooms, electricity, girls toilets, boys toilets, boundary walls, appointment of teachers,
and enrolments of children which may be seen in the Table below:

Table 1.7: Improvement in the SSA Scheme

Class rooms

1

2 Electricity 374 | 380 | 160
3 Girls toilets 612 746 21.90
4 | Boys toilets 658 | 6.84
5 Boundary walls 163 188 15.34
6 | Appointment of teachers | 7,693 | IRs ' 1085
7} Enrolments of children 87,828 90,469 3.01

Source: Departmental figure
It shows overall improvement in enrolment of children, appointment of teachers and basic

amenities. Further, there was noticeable improvement in increase of Girls toilets which are
the basic needs of today’s environment.

> Pradhan Mantri Gram Sadak Yojana (PMGSY)

Under the programme roads are constructed for connectivity of villages and employment at
village level. Table 1.9 shows the development of village connectivity.

State Rural Roads Development Agency, implementing agency of PMGSY in the State
received ¥ 19,361.50 lakh from Government of India and incurred expenditure of the same
amount during 2012-13. There was an appreciable improvement in construction of village
roads for connectivity between very remote villages which may be seen in the Table below:
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Table 1.8: Improvement in connectivity between villages by rural roads

Total road length (in 836.65 — 1,047.64 96.96

It can be seen from the above Table that at the beginning of 2009-10 rural road length was
836.65 km with coverage of 111 habitations, which increased to 1,144.60 km roads covering
210 habitations. Increase in coverage of population by 99 habitations is a good sign in
development of rural roads in such difficult mountainous region.

The trends and composition of revenue receipts over the period 2008-13 are presented in
Appendix 1.6 and are also depicted in Charts 1.5 and 1.6 respectively.

Revenue receipts showed progressive increase from I 1,758.20 crore in 2008-09 to
X 3,288.36 crore in 2012-13.The revenue receipts increased by I 416.25 crore (14.49 per
cent) over the previous year. The State’s own resources, both tax and non-tax revenue
contributed 22.42 per cent (X 737.48 crore) in the revenue receipts of the State during
2012-13. The balance was transfers from Government of India in the form of State’s share of
taxes and grants-in-aid contributions.

State’s own resources consist of tax revenue and non-tax revenue. The share of tax revenue in
revenue receipts was 13.24 per cent (X 435.48 crore) and non-tax revenue was 9.18 per cent
(X 302.00 crore) during the year. Both tax revenue and non-tax revenue showed increase in
2012-13 compared to previous year.

Chart 1.5: The Composition of Revenue Receipts during 2008-13

100% /\

80%
60%
40%
20%

(X in crore)

0%

2008-09 e )
) 2011-12

2012-13

B Grants-in-aid M Central Tax Transfers BOwn Taxes H® Non-tax Revenue




o ST  Chaptr I Fnances o he St Gvernmen

Chart 1.6: Trends in Revenue Receipts
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The trends in revenue receipts relative to GSDP are presented in Table 1.9.

Table 1.9: Trends in revenue receipts relative to GSDP

i Tin crore)

Revenue receipts (RR) (% in crore) 1,758.20 | 2,345.37 | 2,151.70 | 2,872.11 | 3,288.36
‘GSDP (X in crore) y 3,229.08 | 6,132.76 | 7,411.57 | 8,616.23 | 9,956.54
Rate of growth of GSDP (per cent) 28.85 89.92 20.85 16.25 15.56
Rate of Growth of RR (per cent) 17.39 | 3340 | (1826 | 3348 14.49
Rate of Growth of State’s own tax (per cent) 0.68 12.28 24.99 5.14 48.16
RR/GSDP (per cent) B 5444 | 3824 29.03 33.33 33.03
Buoyancy ratios’

Revenue buoyancy wrt GSDP 060 0037 040 | 206 0.93
State’s own tax buoyancy wrt GSDP 0.02 0.13 1.20 0.32 3.09
Revenue buoyancy wrt State’s own taxes B =2 (e 651 | 0.29

Source: Finance Accounts

The rate of growth of revenue receipts during 2012-13 over the previous year was
14.49 per cent. Revenue buoyancy with respect to GSDP widely fluctuated during the period
due to fluctuations in the growth rate of revenue receipts. Revenue buoyancy, which was

lowest during 2010-11, increased to 2.06 per cent in 2011-12 but decreased to 0.93 per cent
in 2012-13.

Buoyancy ratio indicates the elasticity or degree of responsiveness of a fiscal variable with respect to a given change in
the base variable. For instance, revenue buoyancy at 0.7 implies that revenue receipts tend to increase by (.7 percentage
points, if the GSDP increases by one per cent.
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As the State’s share in Central taxes and grants-in-aid are determined on the basis of
recommendations of the Finance Commission, collection of Central tax receipts and Central
assistance for plan schemes, etc., the State’s performance in mobilisation of additional
resources should be assessed in terms of revenue from its own tax and non-tax sources.

1.6.1 State’s own resources

The State’s actual tax and non-tax receipts for the year 2012-13 vis-a-vis assessment made by
XIII FC and Medium Term Fiscal Plan (2011-14) are given in Table 1.10.

Table 1.10: XIII FC recommendations vis-a-vis the actuals

(Tin crore)

Tax Revenue

The State exceeded the target set by XIII FC in respect of Tax Revenue by ¥ 180.62 crore but
fell short of target in respect of Non-Tax Revenue by ¥ 120.61 crore in the current year.
Further, the State succeeded in achieving the target set as per budget estimates in respect of
non-tax revenue which was higher by T 7.49 crore. The tax revenue was more by ¥ 82.13
crore than the budget estimate during the year.

Tax Revenue

The main sources of State’s tax revenue was Taxes on sales, trade, etc. with a contribution of
6.90 per cent in Revenue Receipts of the State followed by State excise (3.38 per cent),
Taxes on vehicles (0.50 per cent), Stamps and Registration Fees (0.16 per cent), Land
Revenue (0.17 per cent) and Taxes on Income other than corporation Tax (0.20 per cent).
The trends in the major constituents of tax revenue during the period 2008-13 are shown in
Table 1.11.

Table 1.11: Tax Revenue
(Tin crore)

-—

124.19 227.08
B

142.74
(17.90)

101.14
(2437)

Taxes on sales, trade, etc.

5.70 8.27 535
(45.09) (-35.31)
S "
165

SRS R
Stamps & registration fees 4.35
(2.11)

4.48
(2.99

(38.97)

et SN

" Land Reveue

733 | A4S 5.66
(:37.11) (22.78)

1.95
(-29.09)

Other taxes 38.34 30.24 42.47 44.03 69.89
(44.99) (-21.13) (40.44) (3.67) (58.73)

Source: Finance Accounts
Figures in brackets indicate rate of growth in per cent

The rate of growth of taxes on sales, trade, etc., during 2012-13 was 82.85 per cent (X 102.89
crore) due to increase in receipts under Central Sales Tax, State Sales Tax and Trade Tax
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(SVAT) as compared to previous year. The growth rate of State Excise was 15.44 per cent
(X 14.86 crore) due to increase in collection pertaining to foreign liquors & spirits and
medicinal & toilet preparations containing alcohol, opium, etc.

Stamps and Registration Fees had decreased by 35.31 per cent (X 2.92 crore) mainly due to
decrease in sale of Judicial Stamps and fees for registering documents. Taxes on vehicles had
decreased by 1.09 per cent due to less receipts under the State Motor Vehicles Taxation Acts
during the year. Land Revenue had increased by 5.66 per cent due to increase in collection
of other receipts of Land Revenue.

Non-tax revenue

During 2008-13, on an average, interest receipts contributed 0.58 per cent in the total receipts
of the State. Similarly, dividends and profits contributed 0.18 per cent and the rest (4.71 per
cent) came from other non-tax receipts.

Table 1.12: Composition of non-tax revenue

25.94

Interest Receipts (0.56) (0.77) _

Dmdenﬁs&l’mﬁts ; 00| (0771
4 265.01 402.78

Other non-tax receipts (5.88) (7.06)

Metal 1T 29226 44742 |
Source: Finance Accounts

Figures in brackets indicate percentage to fotal receipts

The trend of non-tax revenue was fluctuating during all the years. During 2009-10, the non-
tax revenue increased by X 155.16 crore (53.09 per cent). However, during 2010-11 the non-
tax revenue decreased by I 205.27 crore (45.88 per cent). The non-tax revenue during
2011-12 increased by ¥ 1.89 crore (0.78 per cent) and further increased by I 57.96 crore
(23.75 per cent) during 2012-13.

The ratio of non-tax revenue to non-plan revenue expenditure is considered as an indicator of
cost recovery from socio-economic services. The details of recovery of current cost as ratio
of non-tax revenue receipts to non-plan revenue expenditure in respect of Education, Health
& Family Welfare, Water Supply & Sanitation and Irrigation during 2012-13 are given in
Table 1.13.

Table 1.13: Cost recovery from socio-economic services

(¥ in crore)

Education sports art and culture

Water supply and sanitation

By

inance Accounts.

Source:

Excludes gross receipts of . 546.39 crore from State Lotteries
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Cost recovery in respect of Water Supply and Sanitation during the year was 0.14 per cent
being the lowest and the highest was 12.10 per cent pertaining to Irrigation. In respect of
Education, sports, art & culture and Health and family welfare, the cost recovery remained at
0.36 and 0.18 per cent respectively.

1.6.2 Grants-in-aid from GOI

Grants-in-aid from GOI increased from ¥ 1,722.50 crore in 2011-12 to ¥ 1,852.40 crore in
2012-13 as shown in Table 1.14.

Table 1.14: Grants in aid from GOI

(T in crore)

[ Non—PIan Grants

32.44

-Gran.t-s”fdr.Sf)emal- Plan Schemes (N'EC) . -
110502 1,7225

e

Source: F inance Accounfs
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The GOI grants increased by T 129.90 crore during 2012-13 over the previous year due to
increase in State Plan Schemes (X 200.19 crore) and Grants for Centrally Sponsored Plan
Schemes (CSS) (T 21.13 crore). However, there was decline of ¥ 80.37 crore in Non-Plan
Grants, ¥ 2.53 crore in Grants for Central Plan Schemes and ¥ 8.52 crore in Grants for
Special Plan Schemes (NEC). During 2012-13, grants-in-aid included Plan grants under XIII
Finance Commission (XIII FC) of ¥ 24.72 crore towards Environment related Grant (Forest)
(% 5.07 crore) and State’s Specific Grants (X 19.65 crore).

1.6.3 Central tax transfers

There was an increase in the State’s Share of Union taxes and duties in all components as
compared to the previous year, viz., Corporation Tax of ¥ 10.15 crore (4.22 per cent), Taxes
on Income other than Corporation Tax of ¥ 27.91 crore (22.82 per cent), Customs of I 10
crore (9.43 per cent), Union Excise duties of ¥ 10.25 crore (14.79 per cent) and Service Tax
of T 29.02 crore (39.72 per cent) but there was decrease of T 0.50 crore (53.76 per cent) in
Taxes on wealth.

1.6.4 Debt waiver under the debt consolidation and relief facilities

The 12™ Finance Commission, on the condition of enactment of the FRBM Act in the State,
recommended benefits of interest relief on National Small Savings Fund and Central loans
not consolidated during 2005-10. The loans availed of under the Centrally Sponsored
Schemes/Central Plan Schemes through the Ministries, other than the Ministry of Finance,
which remained outstanding at the end of 2009-10 to the tune of ¥ 44.65 crore (X 33.96 crore
as interest repayment and ¥ 10.69 crore as principal repayment) were to be written off.

Since Sikkim did not enact the FRBM Act, it could not get the benefit of consolidation of
loans during the award period of 12" Finance Commission. However, the 13" Finance
Commission recommended that this facility be extended during 13"™ Finance Commission



award period (2010-11 to 2014-15) on the condition that the State put in place the FRBM
Act. On meeting this condition, the loans contracted by Sikkim till 31 March 2004 and
outstanding at the end of the year preceding the year of legislation of such Act, shall be
consolidated as per the same terms and conditions as recommended by the 12" Finance
Commission. The State enacted the FRBM Act in September 2010 and could get the total
benefit of T 15.23 crore only instead of ¥ 44.65 crore. Thus, delay in enactment of the Act led
to forgoing of waiver of interest and loan of ¥ 29.42 crore (I 44.65 crore X 15.23 crore).

1.6.5 Optimisation of XIII FC grants

The Commission had recommended ¥ 235.42 crore as transfer to the State in the arcas
indicated in the Table below during the period 2010-11 to 2012-13:

Table 1.15: Funds received from GOI

¥ in crore)

[ Local Bodies

(i) General Basic Grant

(a) PRI 120.71 | 6035 | 2327 | 5032 | 11.63| 5032 | 226l Nil
, [®ULB 169 085 D35 039 015] 039] 0.5 Nil

(i1) General Performance

Grant

(@PRI : 63.90 | 22.78 | 1598 |  1.06 Nil | 106| 1.06 Nil

(b) ULB 090 | 032 022 0.02 Nil 0.02 | 0.02 Nil

Disaster Relief ; _ ; Sl : : ‘

| (i) Centre Share (90%) 113.14 | 6455|2257 | 6455| 2257 | 7439 | 1311 ] (-)9.84*
2 | (ii) State Share 1256 | 7.17 | 2.51 717 | 251 717 | 231 Nil

(iif) Capacity Building for s00l 300! 100 300 T i S e

Jisster tchonse 5.00 3.00 1.00 3.00 1.00 2.28 0.81 0.72
3 | Elementary Education 5.00 3.00 | 1.00 2.00 Nil 2.00 1.00 Nil

_Improving Outcome Grants - ' :

() Improvement in Justice | 5 g5 | 1306 | 436 436 Nil 172 | 1.06 2.64

Delivery _

E‘I?DSI““?’““""“ fx s taol o0eel 0z sl mi| w2z o2z| @erl
4 (iii) District Innovation Fund 4.00 2.00 | Ni]‘ 2.00 Nil 1.85 Nil 0.15

(iv)  Statistical -System " s s = : ATy i

Bihinroveicnk , 4.00 2.40 080 1.60 0.80 Q.SO - 0.80 - 0,.80

ggsfmpl"yee& Pension Data 500| 400| 100] 250| Nil| 250 0 Nil

Environment Related Grant 0 it : L ; 3
5 [ (D) Forest 4056 | 20281004 [ 2028 | 1014 [ 1253 | 247 7.5

s o o e o ol o ol
6 g‘::;‘gt:s““““c of Roads & | 00| 2000 1500 | 2900 1500 | 2898 1512 0.02

W 471.36 | 235.42 | 99.40 | 188.36 | 63.80 | 186.23 | 60.74 213

*The excess ex’pendmtre was from spill over balance of 2009-10
Source: Departmental figures

Similarly, Commission had recommended ¥ 200 crore of State Specific Grant as transfer to
the State in the areas indicated in Table 1.16 during the period 2010-11 to 2012-13.



Table 1.16: Grant received from GOI for the Specific areas (State Specific Grant)

BT

il
(i) Upgradation of
3 | Namchi Water Supply
and  overhauling of
Changay source for
Gayalzing and
Rabdentse Water suppl

10.00 5.00 17.99 12.99 16.60 11.60 1.39

(1) Police
Training Centre at 5.00 2.50 4.90 250 245 0.81 245
Yangang

(B
Border Area T
. Development . . N

(11) Reinforcement
of existing  security
infrastructure new check
post, improving road,
security equipment, etc.

i S | ] SR | S e e SR s o e ]
Conservation of
Heritage and Culre ‘

As the above two tables show, as of March 2013, the State Government had received grants
aggregating ¥ 309.08 crore including State Specific Grant of ¥ 120.72 crore as against
recommendation of T 435.42 crore. The balance of ¥ 126.34 crore pertaining to General
Basic Grant (PRI - ¥ 10.03 crore and ULB - ¥ 0.46 crore), General Performance Grant
(PRI - X 21.72 crore and ULB - X 0.30 crore), Elementary Education - X1 crore, Improvement
Outcome Grant (Improvement in Justice Delivery - ¥ 8.70 crore, Incentives for issuing UIDS
- ¥ 0.55 crore, Statistical System Improvement - ¥ 0.80 crore and Employee and Pension
Database - ¥ 1.50 crore), Water Sector Management under Environment Related Grant - X 2
crore, and under some areas of State Specific Grant - ¥ 79.28 crore was not received. Against
the said release, ¥ 86.47 crore remained unutilised.



1.6.6 Capital Receipts
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Table 1.17: Trends in growth and composition of Capital Receipts

(¥ in crore)

! 9‘72

Capltal Recexpts(CR)

39241 |

197.71
Miscellaneous Capital Receipts . e Tae 4225 e
Recovery of Loans and Advances 0.38 0.30 0.79 0.03 0.90
Public Debt Receipts & Coa3Ae 30T 95.03 87.44 196.81
Rate of Growth of non-debt capltal 0.00 (-)21.05 163.33 (-) 96.20 2900
receipts g,
Rate of Growth of CR (percent) 2065| 1615]| (7558 (9871 126.03

The Capital Receipts showed fluctuating trends over the period recording lowest rate of
growth in 2010-11 and highest during current year. It increased by ¥ 67.99 crore in 2012-13
over the previous year. The recovery of loans and advances and public debt receipts recorded
significant increase during current year. There was no Miscellaneous Capital Receipts over
the period except in 2011-12 which was the result of disinvestment made by the Government.

1.6.7 Public Accounts Receipts

Receipts and disbursements in respect of certain transactions such as small savings, provident
funds, reserve funds, deposits, suspense, remittances etc. which do not form part of the
Consolidated Fund, are kept in the Public Account set up under Article 266 (2) of the
Constitution and are not subject to vote by the State Legislature. Here the Government acts as
a banker. The balance after disbursements is the fund available with the Government for use.

Table 1.18: Details of balances in Public Accounts

Publlc Account balances

a.  Small Savings, Provident Fund, etc. _366.19 | 41176 | 51025 | 578.80 | 624.15
b. Reserve Fund 142.50 151.37 172.15 | 254.22 246.00
c.___ Deposits and Advances 5549 | 6436 8437 | 10229 | 14175
d. Suspense and Mlscellaneous =57 175.22 77.51 115.31 157.34
e.  Remittances e 15211 | 16693 | 138.68 | 256.84 196.73
TOTAL 787.86 969.64 982.96 | 1307.46 1365.97

Source: Finance Accounts

Analysis of the allocation of expenditure at the State Government level assumes significance
as it is an important aspect of fiscal policy to achieve developmental goals. Within the
framework of fiscal responsibility legislation, there are budgetary constraints in raising public
expenditure financed by deficit or borrowings. At the same time, it is important to ensure that
the ongoing fiscal correction and consolidation process at the State level is not at the cost of
expenditure, especially expenditure directed towards development and social sectors.
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1.7.1 Growth and composition of expenditure

Chart 1.7 presents the trends in total expenditure under revenue, capital and loans and

advances, while Chart 1.8 exhibits the share of these components in total expenditure.

4000
3500
3000
2500

(X in crore)

1000
500

Chart 1.7: Total expenditure trends and compositions
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Chart 1.8: Total expenditure: Trends in share of its components
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Total expenditure increased by 68.37 per cent from ¥ 1,992.58 crore in 2008-09 to T 3,354.85
crore in 2012-13 due to increase in revenue expenditure (¥ 1,126.84 crore), Capital outlay
(X 230.57 crore) and disbursement of loan and advances (T 4.86 crore). Disbursement of loan

and advances decreased by T 44.06 crore over the previous year.




During the period 2008-13, on an average, 75 per cent of the total expenditure was revenue
expenditure. The share of revenue expenditure in the total expenditure increased from 69 per
cent during 2008-09 to 73 per cent during 2009-10 and further increased to 81.50 per cent in
2010-11. The share of percentage slightly declined to 78.51 per cent during 2011-12 and
further showed downward trend in 2012-13 at 74.74 per cent.

The share of capital expenditure had been fluctuating during all the years. The expenditure on
capital sector during 2010-11 decreased by ¥ 197.46 crore and again it increased by I 164.69
crore in 2011-12 and further increased by ¥ 226.59 crore in the current year.

1.7.2  Buoyancy of expenditure

Buoyancy of total expenditure

Growth rates of total expenditure during 2008-13, its ratio and buoyancy with reference to
GSDP and revenue receipts are presented in Table 1.19.

Table 1.19: Total expenditure - Basic parameters

(Tin crore, ratio in per cent)

1.992.58 2.468.74

_____
__

-1 46 _
Source F manceAccaunfs :

During the period 2008-13, the growth rate of total expenditure was highest (27.54 per cent)
in 2008-09 and lowest (-1.82 per cent) in 2010-11. The growth rate of total expenditure
which was at 25.34 per cent in 2011-12 decreased to 8.41 per cent in 2012-13.

In 2012-13, total expenditure was 1.02 times the revenue receipts. The buoyancy ratio of total
expenditure to revenue receipts was 0.58 per cent.

The growth rate of total expenditure (8.41 per cent) in 2012-13 was lower than the growth
rate of GSDP (15.56 per cent) and the buoyancy of total expenditure to GSDP was 0.54 per
cent in 2012-13, which was 1.56 per cent in 2011-12. Revenue receipts as a percentage of
total expenditure stood at 98.01 per cent, which meant that 98.01 per cent of the total
expenditure could be met out of revenue receipts.
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Some of the significant increase and decrease in expenditure during the current year have
been highlighted as below:

» General Services: Manifold increase was mainly due to payment of more voluntary
retirement cases and more number of appointments in Government departments. The
decrease was mainly caused by non-payment of prize money and for printing works.

» Social Services: Increase in award of scholarships, teachers training and higher
education, AMC for Hospital equipment and expenditure incurred for treatment
outside Sikkim, distribution of GCI sheets to Rural Poor and reconstruction of
damaged collapsed Rural houses caused during earthquake and increase in assistance
amount under Scholarship and stipend to Scheduled Castes, Scheduled Tribes and
Other Backward class students. The decrease was due to non-availability of funds to
conduct the tournament of Youth Welfare Programme, less assistance on special
component plan for Scheduled Caste and Gram Panchayat, less expenditure on
management of Natural Disaster, Repairs and Restoration of damaged Roads &
Bridges and damaged water supply lines and less expenditure on Child Welfare
Programme.

» Economic Services: Increase in assistance amount under the Panchayati Raj, more
expenditure made for purchase of power, improvements to tourist centres and
accommodation of tourists and promotion and publicity. The reasons for decrease
were due to less expenditure incurred under promotion of sustainable forest
management and re-appropriation of provision under salary head.

Buoyancy of revenue expenditure

The growth in revenue expenditure was lower than the growth of revenue receipts in 2012-13
and the growth of revenue expenditure was lower than the growth of GSDP. For every one
per cent growth in GSDP revenue expenditure grew by 0.21 per cent.

Buoyancy of capital expenditure

During 2012-13, the growth in capital expenditure was higher than the growth rate of GSDP
as well as higher than the revenue receipts.

1.7.3 Plan and non—plan expenditure

Finance Accounts provide a further classification of expenditure into plan and non-plan. Plan
expenditure normally relates to incremental developmental expenditure on new projects or
schemes and involves both revenue and capital expenditure. In order to maintain the level of
services already achieved, non-plan expenditure is normally utilised. Table 1.20 presents the
growth and composition of plan and non-plan expenditure over the last five years.
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Table 1.20: Growth in plan and non-plan expenditure

(Tin crore)

e = [ 112976 | 1258.1 413
. Percentagenfplantotatal (el e e
expenditure : _ - o s 'SQ e
Revenue 862.82 | 1.256.34 | 1,336.65 | 1,681.23 | 1,693.92
Capital - - - - -
Non-plan L] - — . = -
Total 862.82 | 1,256.34 | 1,336.65 | 1,681.23 | 1,693.92
Percent.age of non-plan to total 43 50 54 54 51
expenditure
ool - 1,992.58 | 2,514.53 | 2,468.74 | 3,004.53 | 3,354.85
Expenditure S s s e

Source: Finance Accounts

The share of plan expenditure in the total expenditure, exhibiting increasing trend during
2008-13 indicates productive quality of expenditure.

During the period 2008-13, while the plan revenue expenditure increased by 57.18 per cent
from ¥ 517.73 crore in 2008-09 to X 813.47 crore in 2012-13, non-plan revenue expenditure
(NPRE) increased by 96.32 per cent from X 862.82 crore to ¥ 1,693.92 crore.

The NPRE increased by I 12.68 crore (0.93 pei cent) compared to previous year comprising
General Services T 119.42 crore, Economic Services ¥ 36.95 crore but Social Services and
Grants in aid decreased by ¥ 135.16 crore and ¥ 8.53 crore respectively.

The share of salary expenditure (under social services) in total revenue expenditure in
2012-13 was 11.71 per cent as compared to 26.53 per cent in 2011-12, which was a decrease
of 14.82 per cent.

1.7.4 Trends in expenditure by activities

In terms of activities, total expenditure could be considered as being composed of
expenditure on general services (including interest payments), social and economic services,
grants-in-aid and loans and advances. Relative shares of these components in total
expenditure (including loans and advances) are indicated in Chart 1.9.
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Chart 1.9: Total expenditure: Trends in activities
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Source: Finance Accounts

The expenditure on general services and interest, which are considered as non-
developmental, together contributed 28.74 per cent in 2012-13 as against 25.13 per cent in
2011-12 and 26.26 per cent in 2008-09. On the other hand, developmental expenditure i.e.,
expenditure on social and economic services together accounted for 70.42 per cent in
2012-13 as against 72.26 per cent in 2011-12 and 47.47 per cent in 2008-09. This indicates
that the non-developmental expenditure in 2012-13 had increased by 84.26 per cent as
compared to 2008-09 and the developmental expenditure had increased by 60.83 per cent
over the same period.

1.7.5 Incidence of revenue expenditure

The bulk of total expenditure goes towards revenue expenditure. Revenue expenditure is
incurred to maintain the current level of services and make payment for past obligations and
as such does not result in any addition to the State’s infrastructure and services network.

Revenue expenditure increased by 81.62 per cent from I 1,380.55 crore in 2008-09 to
% 2,507.39 crore in 2012-13. The revenue expenditure of the State increased by 3.20 per cent
from ¥ 2,429.61 crore in 2011-12 to ¥ 2,507.39 crore in 2012-13. The Non-Plan Revenue
Expenditure (NPRE) constituted 67.56 per cent of the revenue expenditure and increased by
T 12.68 crore over the previous year. The Plan Revenue Expenditure (PRE) increased by
% 65.09 crore from T 748.38 crore in 2011-12 to ¥ 813.47 crore in 2012-13.

The buoyancy of revenue expenditure with reference to GSDP was 0.21 whereas

the buoyancy of revenue expenditure with reference to revenue receipts was 0.22 during
2012-13.

NPRE was a major component (67.56 per cent) during 2012-13. Only 32.44 per cent of
revenue expenditure was PRE.

X
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1.7.6 Committed expenditure

Committed expenditure of the State Government on revenue account mainly consisted of
interest payments, expenditure on salaries, pensions and subsidies. Table 1.21 and Chart
1.10 present the trends in the expenditure on these components during 2008-13.

Table 1.21: Committed expenditure

(Tin crore)

|
Salaties. of wiich 499.16 830.05 882.31 874.83 971.01
’ 7.85) | 66 07 _ (66. 01) 5 04) 54

Plan head*_ 14054 | 183.37 | 252.68 3. 69 |

e 59.45 12575 | 16014 | 173, 76 225, 17
PEr s 6.89 (100D | (1198) | (6.04 (12.55)

__ 123727 m 1403. 51
u G dei s

he brackets indicate ercentag fo non-an revenue pnditure
* Plan Head also includes the salaries and wages paid under Centrally Sponsored Schemes

Expenditure on salaries
Salaries alone accounted for 29.53 per cent of revenue receipts of the State during the year.

Salaries increased by 10.99 per cent from I 874.83 crore in 2011-12 to ¥ 971.01 crore in
2012-13. The expenditure on salaries was 38.73 per cent of the revenue expenditure.

Pension payments

Pension payments increased by ¥ 51.41 crore from ¥ 173.76 crore in 2011-12 to ¥ 225.17
crore in 2012-13. Increase in pension payment during the year was due to increase of 649
pensioners in the State. Pension payment accounted for 6.85 per cent of the revenue receipts.

Interest payments

Interest payments increased by 4.24 per cent from I 190.83 crore in 2011-12 to ¥ 198.92
crore in 2012-13. Interest payments of ¥ 198.92 crore in 2012-13 consisted of internal debt &
market loans (¥ 138.06 crore), Small Savings, Provident Fund, etc. (¥ 48.38 crore) and loans
received from Central Government (¥ 12.48 crore). The interest payments during 2012-13
exceeded the normative projections of XIII FC by X 38.21 crore.

Subsidies

In any welfare State, it is not uncommon to provide subsidies/subventions to the
disadvantaged sections of the society. Subsidies are dispensed not only explicitly but also
implicitly by providing subsidised public service to the people. Budgetary support to
financial institutions, inadequate returns on investments and poor recovery of user charges



from social and economic services provided by the Government fall in the category of
implicit subsidies.

Finance Accounts (Appendix III) showed an explicit subsidy of ¥ 8.07 crore (2007-08),
% 8.93 crore (2008-09), ¥ 7.22 crore (2009-10), ¥ 8.05 crore (2010-11) ¥ 7.10 crore
(2011-12) and X 8.41crore (2012-13) during the last six years. Subsidy payments during the
year were mainly for Food Storage and Warehousing, Crop Husbandry and Co-operation

(X 8.41 crore). The details are given in Box 1.

The Food, Civil Supplies and Consumer Affairs Department stated that the increase in Food
subsidy was due to the Government policy of introducing a new scheme, allocating 15 kg of
rice to the 16,000 BPL families having more than 5 family members in addition to the normal

quota of 35 kgs of rice per family.
Box 1

Major subsidies
Crop Husbandry
During 2012-13, a subsidy of ¥ 23.95 lakh towards Minimum Support Price (MSP) and

Transport Subsidy (TS) was incurred towards providing price support and subsidy to the
vegetable, fruit and flower growers in the State.

Co-operation

Subsidy in the co-operative sector predominantly represented transport and marketing
subsidy given to Multi-Purpose Co-operative Societies (MPCS) and Sikkim State Co-
operative Supply & Marketing Federation (SIMFED). Subsidies of X 44.99 lakh was given
during 2012-13.

Food

Food subsidy is given to meet the differential cost of food grains under Public Distribution
System (PDS). The Food, Civil Supplies and Consumer Affairs Department, under the PDS
implemented six different rice subsidy schemes during 2008-13 for various categories of
people as tabled below:

Table 1.22: Implementation of different rice subsidy schemes under PDS

ES kg per month per
family @I 4/ k

BPL Scheme BPL

Annadan Yojana family @ ¥ 3/kg

ukhya Mantri Khadya

35 kg per month per
Suraksha Abhiyan i

Marginal BPL families
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The Department provided subsidised rice to 46,880 General Caste families, 11,706
Scheduled Tribe families, 2,900 Scheduled Caste families and 2,278 inmates/persons under
the Welfare Institutions, etc., during 2008-13 at a cost of X 53.64 crore including ¥ 7.72
crore for 2012-13. Besides, since September 2011 onwards, the Government had been
implementing a scheme by providing additional 15 kg of rice to the 16,000 BPL families
having more than 5 family members and had incurred an amount of ¥ 1.76 crore during
2011-13.

Further, the Government incurred an expenditure of ¥ 56.45 crore on implicit subsidies
during 2008-13. Out of which, ¥ 15.71 crore was incurred during 2012-13 as given in Table-
below:

Table 1.23: Implicit Subsidies given in 2008-13

(¥ in lakh)

Free supply of uni rms, shoes and socks to school children
Free supply of school bags, rain coats and pullovers to school children | 64
Free supply of text books to school chlldren

Free supply of exe :  to school children
F ree dlstnbutlon 0

Free Chstrlbutlon of Elgle s to cach famliy llvmg beIow poverty lme

Free distribution oes to each family living below poverty line |
Power subsidy upto 50 units to rural consumers

Total : e e e e T
Source: Departmental figures

Investment to the Co-operative Societies

The Co-operation Department invested an amount of ¥ 2.20 lakh in Multi-purpose
Co-operative Societies during the last six years against which no dividend had accrued to the
Government till 2012-13.

Table 1.24: Investment to the Co-operative Societies
_(Tin lakh)

2010-11 Nil 1 Nil = -
ST, e ) G e e (B e e
2012-13 Nil i Nil -~ -

Source: Departmental figures
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The Department had not produced the records relating to the terms and conditions of the
investments made to the Societies and failed to pursue the matter with the concerned
Societies regarding interest/dividend. 3

Subsidies to Statutory Corporations/Banks/Government Companies

Table 1.25 presents the trend of investment made in the Statutory Corporations (SCs) and
Government Companies (GCs) for the last five years. The return on investments was ¥ 5.67

crore as under: B
Table 1.25: Subsidies to SCs/GCs

*5%

Source F inance Accounts 20] 213

*To enhance financial viability of State public sector undertakings, XIII FC recommended a minimum of five
per cent dividend from all such enterprises. The same has been adopted for Government Companies/Statutory
Corporations.

1.7.7 Financial assistance to local bodies and others

The quantum of assistance provided by way of grants to local bodies and others during the .
current year, relative to the previous years, is presented in Table 1.26.

Table 1.26: Financial assistance to local bodies and other institutions )

(Tin crore)

Educational Institutions (Non-
e St o -mm

_

ss1stance to
Municipalities/Municipal Councils

ssistance as percentage of Revenue

Expenditure 8.19 10.25 12.32 | 10.39 | 9.09 | E

Source: Finance Accounts

The total assistance at the end of the year 2012-13 had decreased by 9.71 per cent over the .
previous year mainly due to decrease in assistance to Corporations, Urban Development and
Municipalities. The assistance to farmers was given for purchase of livestock and inputs
whereas the assistance to other institutions like Zilla Parishads and Panchayati Raj were for
developmental works. 7

=
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1.7.8 Local Bodies

The position regarding major issues related to Local Bodies, i.e., Panchayati Raj Institutions
(PRIs) are summarised in the following paragraph.

1.7.8.1 An overview of Local Bodies (Panchayati Raj Institutions)

The Sikkim Panchayat Act, 1993 was enacted to establish a two tier PRIs system at village
and district levels in the State following the 73™ Constitutional Amendment. The system
envisaged elected bodies at village (Gram Panchayats (GPs)) and district level (Zilla
Panchayats (ZPs)). The Act extended to the whole of Sikkim except 12 small towns. As of
March 2013, there were 4 ZPs’ and 176 GPs in the State.

The PRIs are solely funded by the Government through grants-in-aid from Central and State
Governments for general administration as well as development activities. Funds are initially
reflected in the State budget against the outlay of various administrative departments under
grants-in-aid. Individual departments thereafter transfer the funds to Sachiva, Zilla
Panchayats for Zilla Panchayat and District Development Officers for GPs as grants-in-aid.
The ZPs and GPs, in turn, deposit their funds in the savings account maintained with the
nationalised banks.

Audit of the PRIs during 2012-13 revealed the following:

» Despite the recommendation of the Third State Finance Commission for levy and
collection of taxes, 126 GPs out of 176 GPs had neither initiated any steps to levy
taxes in the identified areas nor collected any revenue.

» Absence of sound basis for transfer of funds to the PRIs by the departments
constrained the PRIs to formulate their plan with certainty. Thus, the planning at the
PRI level was on ad-hoc basis.

» Although the State Government delineated the role and responsibilities of each tier of
PRIs by transferring 29 subjects for devolution of all the functions listed in the 11™
schedule of the Constitution to the PRIs, only 15 subjects were actually transferred to
PRIs.

» Scrutiny of records in 83 GPs revealed that basic records and registers were not
maintained properly as required under Sikkim Panchayat Rules, 2004.

» Despite provision under Sikkim Panchayat Act 1993, none of the PRIs had
maintained asset registers to indicate the assets possessed by the GPs/ZPs, cost of
assets, maintenance cost, etc. Requirement of Annual Physical Verification of assets

as required under the Sikkim Financial Rules were also not carried out in any of the
GPs/ZPs.

* North, East, South and West.
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1.8  Quality of Expenditure

The availability of better social and physical infrastructure in the State generally reflects the
quality of its expenditure. The improvement in the quality of expenditure basically involves
three aspects, viz., adequacy of the expenditure (i.e., adequate provisions for providing public
services); efficiency of expenditure use and the effectiveness of expenditure.

1.8.1 Adequacy of public expenditure

The expenditure responsibilities relating to social sector and economic infrastructure assigned
to the State Governments are largely State subjects. Enhancing human development levels
requires the States to step up their expenditure on key social services like education, health,
etc. Low fiscal priority (ratio of expenditure category to aggregate expenditure) can be stated
to have been attached to a particular sector if the priority given to that particular head of
expenditure is decreasing over the years.

Table 1.27 analyses the fiscal priority of the State Government with regard to development
expenditure, social expenditure and capital expenditure in 2009-10 and the current year

2012-13.
Table 1.27: Fiscal priority of the State in 2009-10 and 2012-13

im s vage (Ratio)

2009-10 , 54.70 7031 | 3627 25.79 1735 495
ggfgﬁlé?mmg&mn@ 3369 | 7058 | 3692 | 2511 15.74 424

AE: Aggregate Expenditure, DE*: Development Expenditure, SSE: Social Sector Expenditure,

CE: Capital Expenditure

* Development expenditure includes Development Revenue Expenditure, Development Capital Expenditure and
Loans and Advances disbursed.

Table 1.27 shows the fiscal priority given by the Sikkim Government to various expenditure
heads during 2009-10 and 2012-13. The AE/GSDP ratio of the Government of Sikkim in
2012-13 had decreased by 18.01 per cent as compared to 2009-10.

The ratio of development expenditure as a proportion to aggregate expenditure increased
marginally by 0.27 per cent in 2012-13 as compared to 2009-10 which indicates that the State
had given priority to this category of expenditure during the current year.

In Social Sector, Sikkim Government’s expenditure as a percentage of AE had increased by
0.65 per cent in the year 2012-13 as compared to 2009-10 indicating that the Sikkim
Government had given emphasis on Social Sector. The expenditure on Capital Sector had
decreased by 0.68 per cent in 2012-13 indicating that the State Government had given less
emphasis to capital expenditure during the year.

1.8.2 Efficiency of expenditure use

In view of the importance of public expenditure on development heads for social and
economic development, it is imperative for the State Governments to take appropriate
expenditure rationalisation measures and lay emphasis on provision of core public and merit
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goods'’. Apart from improving the allocation towards development expenditure'’,
particularly in view of the fiscal space being created on account of decline in debt servicing
in recent years, the efficiency of expenditure use is also reflected by the ratio of capital
expenditure to total expenditure and proportion of revenue expenditure being spent on
operation and maintenance of the existing social and economic services. The higher the ratio
of these components to total expenditure, the better would be the quality of expenditure.
Table 1.28 presents the trends in development expenditure relative to the aggregate of the
State during the current year vis-a-vis that of the previous years. Table 1.29 provides the
details of capital expenditure and the components of revenue expenditure incurred on the
maintenance of selected social and economic services.

Table 1.28: Development expenditure

(T in crore)

Development expenditure (DE) 1,469.04 1,768.05 1,714.19 2,285.35 2,367.72

Rereubuca F vy gss | sl |l 6920 73.85 70.58
Composition of DE
" 164571 |
(72.01) |
" ' 590.47
(36.39) (31.65) (23.00) (25.84) (32.06)
S 025 S =R

I

Figures in brackets indicate percentage to aggregate expenditure
Source: Finance Accounts

Development expenditure comprising revenue expenditure, capital outlay and loans and
advances on socio-cconomic services increased from ¥ 1.469.04 crore in 2008-09 to
X 2,367.72 crore in 2012-13. As a percentage of total expenditure, it decreased from 73.72
per cent in 2008-09 to 70.58 per cent in 2012-13. In the current year, development
expenditure decreased to 70.58 per cent as compared to previous year due to decrease in
disbursement of developmental loans. On an average, 68 per cent of the development
expenditure was on revenue account while capital expenditure including loans and advances
accounted for the balance during the years.

In 2012-13, development revenue expenditure included, infer alia expenditure on salary
(X 971.01 crore), subsidy (¥ 8.41 crore) and financial assistance to local bodies and other
institutions (¥ 227.89 crore).

10 Core public goods are those which all citizens enjoy in common in the sense that each individual’s consumption of such goods leads to

no subtractions from any other individual's consumption of those goods, e.g., enforcement of law and order, security and protection of
citizen’s rights, pollution free air and other environmental goods and road infrastructure, etc.
Merit goods are commodities that the public sector provides free or at subsidised rates because an individual or society should have
them on the basis of some concept of need, rather than ability and willingness to pay the Government and therefore wishes to encourage
their consumption. Examples of such goods include the provision of free or subsidised food for the poor to support nutrition, delivery of
health services to improve quality of life and reduce mortality, providing basic education to all, drinking water and sanitation, etc.

11 The analysis of expenditure is segregated into development and non-development expenditure. All expenditure relating to revenue
account, capital outlay and loans and advances is categorised into social, economic and general services. Broadly, the social and
economic services constitute development expenditure, while expenditure on general services is treated as non-development
expenditure.
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Table 1.29: Efficiency of expenditure use

' Soclal Servxces (SS) _
: ion, sports, art and culture
Health and farm]y welfare

Transport o

Others

Total (Esj ' _ i}

Source: 7 Fi m;ance Accoum‘s B
TE: Total Expenditure; CE: Capital Expenditure; RE: Revenue Expenditure

Expenditure on social services

Capital expenditure on social services increased from ¥ 277.11 crore in 2011-12 to X 291.22
crore in 2012-13. There was increase in ratio of capital to total expenditure by 2.28 per cent
as compared to the previous year.

The share of salary expenditure under social services in Revenue Expenditure was 14.99 per
cent in 2011-12, which increased to 15.15 per cent in 2012-13.

Expenditure on economic services

Capital expenditure on economic services increased from ¥ 313.36 crore in 2011-12 to
¥ 467.82 crore in 2012-13 crore with a growth rate of 49.29 per cent. The increase in Capital
outlay was for Flood Control Programme, Village and Small Industries, Consumer Industries
and Roads and Bridges schemes.

The share of salary expenditure under economic services which was 7.56 per cent of revenue
expenditure in 2011-12 had increased to 8.21 per cent during 2012-13.

In the post-MTFP framework, the Government is expected to keep its fiscal deficit
(borrowing) not only at low levels but also meet its capital expenditure/investment (including
loans and advances) requirements. In addition, the State Government needs to initiate
measures to earn adequate return on its investments and recover cost of borrowed funds
rather than bearing the same in its budget in the form of implicit subsidy and also needs to
take requisite steps to infuse transparency in financial operations. This section presents the
broad financial analysis of investments and other capital expenditure undertaken by the
Government during the current year vis-a-vis previous years.




1.9.1 Incomplete projects

The department-wise information pertaining to incomplete projects as on 31 March 2013 is
given in Table 1.30.

Table 1.30: Department wise profile of incomplete projects

_ Bu:Idlngs&Housmg | u|  oui0| 11550] 2440] 121 |
L S"* e e 40050 | 40050 | 0 . 22476
Human Resource Development 90 |  249.10 | 249.10 0 66.11

WaterSeexmty & Public F -ealﬂm S e T ] )

: 5 28 360.30 | 360.30 -0 207.56

Urban Development & Housmg 38 311.78 | 311.78 0 82.40

Roads & Bridges 229 991,627 991.62 0] 305.35

Rural Management & Development 08 249.63 269.72 20.09 161.02

Energy & Power . 10 40.92 40.92 0| 17.14

Total 416 | 2,694.95 | 2,739.44 44.49 1,135.55

Source: Finance Accounts

As per information received from the State Government, there were 416 incomplete projects
(estimated cost: X 2,694.95 crore) as on 31 March 2013 in which an expenditure amounting to
3 1,135.55 crore had been incurred, out of which 308 works (estimated cost: ¥ 1,737.13 crore
and actual expenditure incurred as on 31 March 2013: ¥ 910.79 crore) were due to be
completed by 31 March 2013. Out of 308 works, the cost of 6 incomplete projects was
revised and increased by 22.05 per cent ie., I 44.49 crore (Building and Housing
Department: four works involving ¥ 24.40 crore and Rural Management & Development
Department: two works involving ¥ 20.09 crore) leading to blockage of funds to the tune of
X 910.79 crore and cost overrun of T 44.49 crore. The benefits of the projects also did not
reach the intended beneficiaries.

1.9.2 Investment and returns

As of March 2013, Government had invested ¥ 97.42 crore in Statutory Corporations, Banks,
Joint Stock Companies and Co-operatives as detailed in succeeding paragraphs and in Table
1.31. While there was no return against the investment made during 2011-12, the return
during the current year was 1.57 per cent as detailed in Table 1.31 below:

Table 1.31: Return on investment

L L 85.59 89.31 90.31 97.42 97.42
(X in crore) _ .
_Return & in crore) el sl 0.46 g Nil| 153
Return (per cent) 1.53 0.52 262|  Nil 1.57
- ' L sdo e ias i og 900 950
Waenﬂ e 1 e e - = ie I e =] i o
Difference between interest rate and 6.87 783 6.38 9.00 793
return (per cent)

Source: Finance Accounts



The details of investment of ¥ 97.42 crore up to the end of 2012-13 by the State Government
in Statutory Corporations (3), Joint Stock Companies (21) and Banks and Co-operative
Societies (8) are detailed in Appendix 1.7.

It was also seen that ¥ 97.42 crore included ¥ 29.56 crore in the following Government
Companies incurring perennial loss'? (Table 1.32).

Table 1.32: Investment in Government Companies under perennial loss
(Tin crore)

2012-13

o == 3 PRI IRED T ww - .
| ;‘ECISi(;;‘I Iﬁdlls{rws Lj_mitéd i — ) - T T - -

(*%) Accumulated loss upto the latest annual accounts approved by Board.

The Government of Sikkim had discontinued the operations of SJL, SITCO and SPIL, during
2011-12 and paid ¥ 10.93 crore, ¥ 9.62 crore and T 4.45 crore respectively towards severance
package. The operations of these PSUs were discontinued and the employees were relieved
w.e.f. May 2011, due to continuous losses.

Against eight working Companies/Corporations wherein State Government had invested
T 57.07 crore, three'? were earning profits, as per their latest finalised annual accounts, while
remaining had incurred losses. Of the three profit earning Companies/Corporations, Sikkim
Industrial Development and Investment Corporation Limited declared a dividend of X 0.51
crore for the year 2011-12. Sikkim Tourism Development Corporation Limited had
accumulated losses and hence, no dividend had been declared. However, State Trading
Corporation of Sikkim, which had accumulated profit of ¥ 7.79 crore, had not declared any
dividend.

Two undertakings'* of Government departments performed activities of quasi commercial
nature. According to their latest accounts furnished by those two undertakings, the State
Government’s investment was T 3.69 crore. The total loss incurred by those undertakings was
T 0.41 crore, as detailed below:

Table 1.33: Loss incurring undertakings

(Tin crore)

Government Fruit Preservation
Factory
2 Temi Tea Estate

2010-11
2010-11 0.77

(-)1.54 (-)0.03
2.34 -)0.38

2 Loss made during last five approved accounts

B3 Sikkim Industrial Development and Investment Corporation Limited — £2.99 crore (2011-12), Sikkim Tourism
Development Corporation Limited — T0.08 crore (2009-10) and State Trading Corporation of Sikkim — ¥ 0.62 crore
(2007-08)

" Temi Tea Estate (Commerce and Industries Department), Government Fruit Preservation Factory (Agriculture Department)
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The return from investment was meagre and some of the Companies/Corporations were under
perennial loss. Effective steps may be taken by the State Government either to revive the
units or close down the units incurring losses to avoid further financial burden on the
Government.

1.9.3 Departmental undertakings
Investments in Statutory Corporations/Government Companies

The following Table presents the trend of investment made in the Statutory Corporations and
Government Companies for the last ten years as per Accounts of the Corporations and
Companies. The figures differ from those in Finance Accounts for which reconciliation is
required.

Table 1.34: Investment made in Statutory Corporations/Government Companies

- ” crore)

2006-07
_2007-08_

2008-09
_2009-10

(P2 (3 R (VR RO K57 KOO 57 Y £ (O

2012-13 ; 99.78 0.3 0.33
*Does not include investment in other Joint Stock Companies, Banks and Co-operatives.
# To enhance financial viability of State public sector’s undertaking, XIII FC recommended a minimum of five
per cent dividend from all such enterprises. The same has been adopted for Government Companies/Statutory
Corporations.

As of March 2013, the Government of Sikkim had invested ¥ 99.78 crore, which includes,
X 80.97 crore in 12 Government Companies and ¥ 8.25 crore in 3 Statutory Corporations.

State PSUs-finalisation of accounts and enhancing financial viability

The XIII Finance Commission recommended that all States should endeavour to ensure
clearance of the accounts of all PSUs. All disinvestment receipts should be maintained in the
Consolidated Fund and transfer of such receipts to the Public Account should be discouraged.

The finalisation of 30 Annual Accounts in respect of 12 SPSUs pertaining to the year 2008-
09 to 2012-13 are in arrears as of October 2013 due to delay in completion/adoption of
accounts by the Board of Directors of the respective SPSUs as detailed below:



Audit Report on State Finances for the year ended 31 March 2013 -

Table 1.35: Delay in completion/adoption of accounts by the Board of Directors

"2008-09, 2009-10, 2010-11,

I Sikkim Livestock Processing and Development 2011-12, 5
Corporation Limited 2012-13
2 | Sikkim Poultry Development Corporation Limited 2009-10, 2010-11, 2011-12, 2012-13 4
3 Sikkim Hatcheries Limited 2009-10, 2010-11, 2011-12, 2012-13 4
4 | Sikkim Tourism Development Corporation Limited | 2010-11, 2011-12, 2012-13 3
Sikkim Scheduled Caste, Scheduled Tribe and Other
3 Backward Class Development Corporation Limited i B
6 | State Bank of Sikkim | 2011-12, 2012-13 2
7 State Trading Corporation of Sikkim 2011-12, 2012-13 2
8 | Sikkim Mining Corporation | 2011-12, 2012-13 o
9 Government Fruit Preservation Factory 2011-12, 2012-13 2
10 | Temi Tea Estate 2011-12,2012-13 2k
1 Sikkim Industrial Development and [nvestment 2012-13 I
Corporation Limited
12| Sikkim Power Development Corporation Limited | 2012-13 e e
Total 30

Source: Information obtained from Public Sector Undertakings

The share capital subscribed by the State Government initially during setting up of the
Sikkim Power Development Corporation (SPDCL) was T 3.40 crore. The State Government
decided to restructure SPDCL by inducting strategic partner in 2010-11. After restructuring,
the grant to the tune of ¥ 16.90 crore provided to SPDCL over a period of time by the State
Government for development of five hydro-electric projects namely Rongli HEP, Mangley
HEP, Lachung HEP Stage-II, Rellichu HEP and Chatten HEP was converted to equity and
consequently the total share capital of SPDCL stood at ¥ 20.30 crore. After signing of Share
Transfer Agreement (STA), Athena Project Private Limited paid a sum of I 42.25 crore to
State Government being 49 per cent share holding in SPDCL. The sum of ¥ 42.25 crore
consisted of ¥ 30.00 crore as goodwill amount of association with the Government and
T 12.25 crore as 49 per cent of the valuation of SPDCL. The entire sum of ¥ 42.25 crore had
been deposited in government treasury under Statement of Receipts (Consolidated Fund).

1.9.4 Loans and advances by the State Government

In addition to investments in Companies, Corporations and Co-operative Institutions,
Government also provided loans and advances to many Institutions/Organisations. Table
1.36 presents the position of outstanding loans and advances as of March 2013 and interest
receipts vis-a-vis interest payments during the last five years.

Table 1.36: Average interest received on loans advanced by the State Government

(T in crore)

Openmg balance

499

4167 |

46.63

5.12 95.78
Amount advanced during the year 02553698 | mTs - 4R 5
Amount repaid during the year 0.38 0.30 0.79 0.03 0.90
Closing balance _ T LAY WeT e LR e
Net addition (-) 0.13 (+) 36.68 | (+)4.96 (+) 49.15 (+)4.21
Interest receipts S R g R ge e e b
}nterest receipts as per cent to outstandmg 701 18.77 791 1.92 261
oans and advances




Chapter I: Finances of the State Government

Particulars 2008-09 | 2009-10 | 2010-11 | 2011-12 2012-13
Interest payments as per cent to
outstanding fiscal liabilities of the State 6.62 5.59 6.68 6.04 5.95
Government.
Difference between interest payments and S - 5 - 4
interest recelpts (in per cent) (-)039 | (-)13.18 {(-) 0.53 4.12 33

Source: Finance Accounts

Out of amount of X 5.11 crore advanced during the year 2012-13, ¥ 5 crore was against the
educational loans for higher studies in colleges and universities paid through Sikkim
Industrial Development and Investment Corporation Limited (SIDICO). Against each loan,
the SIDICO had executed Affidavit, Security Bond, Bond of Agreement, Deed of Mortgage,
etc. with each loanee. Further, ¥ 0.11 crore was against loans and advances paid to various
Government servants which were governed under the provisions of Sikkim Financial Rules.

Loans outstanding as of March 2013 aggregated to T 99.99 crore. Though the interest
received during the financial years 2008-11was more than the interest payments as per