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CHAPTER 1
INTRODUCTION

Under the Indian federal system, the Constitution assigns important functions and
responsibilities in various economic and social sectors to the States. This is in addition to the
normal governance role to be performed by the States. At the same time, more elastic and broad
based taxes have been assigned to the Centre leaving insufficient and inelastic revenue resources
under the control of States. This has created a gap between the needs and availability of
resources for the States.

Keeping this in view, the Constitution provides for the setting up of a Finance Commission,
once in five years, to enable the States to raise sufficient revenue to bring about rapid economic
growth in the State. The Commission provides the States a mandated forum for ventilation of
views of State Governments on Centre-State financial relations.

Constitution and Terms of Reference of the Thirteenth Finance Commission

In this context, the State of Sikkim welcomes the appointment of the Thirteenth Finance
Commission and eagerly looks forward to its deliberations with the hope that the Commission
would be able to design a more rational revenue transfer system and bring about a national
consensus for a fair and balanced fiscal federalism in our country.

The Thirteenth Finance Commission (TFC) has been constituted by the President of India vide
order of the 13™ November, 2007. The TFC consists of:

1. The Chairman, Dr. Vijay L. Kelkar, Former Union Finance Secretary and Adviser to
the then Finance Minister, and four other members, viz. (i) Shri B.K. Chaturvedi,
Member Planning Commission (Part-time), (ii) Dr. Indira Rajaraman, Professor
Emeritus, National Institute of Public Finance & Policy, New Delhi, (iii) Dr. Sanjiv
Misra, Former Secretary (Expenditure), Government of India, and (iv) Prof. Atul
Sarma, Former Vice-Chancellor, Rajiv Gandhi University.

Shri Sumit Bose, the Secretary to the Commission
The Commission shall make recommendations as to the following matters, namely :-

a. the distribution of the net proceeds of the taxes between the Union and the States
which are to be, or may be, divided between them under Chapter | Part XII of the
Constitution and the allocation of the respective shares of such proceeds amongst
the States ;

b. the principles which will govern the grant-in-aid from the revenues of the States
out of the Consolidated Fund of India and the sums to be paid to the States which
are in need of assistance for grants-in-aid from their revenues under article 275
of the Constitution for purposes other than those specified in the provisos to
clause (1) of that article; and



c. the measures needed to augment the Consolidated Fund of a State to supplement
the resources of the Panchayats and Municipalities in the State on the basis of the
recommendations made by the Finance Commission of the State.

4. The Commission shall review the state of the finances of the Union and the States,
particularly keeping in view the operation of the States’ Debt Consolidation and Relief
Facility 2005-2010 introduced by the Central Government on the basis of the
recommendations of the Twelfth Finance Commission, and suggest measures for
maintaining a stable and sustainable fiscal environment consistent with equitable growth.

5. In making its recommendations, the Commission shall pay regard, among other
considerations, to —

a.

the resources of the Central Government, for five years commencing on 1% April
2010, on the basis of levels of taxation and non-tax revenues likely to be reached at
the end of 2008-09;

the demands on the resources of the Central Government on account of the projected
Gross Budgetary Support to the Central and State Plan, expenditure on civil
administration, defense, internal and border security, debt-servicing and other
committed expenditure and liabilities;

The resources of the State Governments, for the five years commencing on 1% April
2010, on the basis of levels of taxation and non-tax revenues likely to be reached at
the end of 2008-09;

The objective of not only balancing the receipts and expenditure on revenue account
of all the States and the Union, but also generating surpluses for capital investment;

The taxation efforts of the Central Government and each State Government and the
potential for additional resource mobilization to improve the tax-Gross Domestic
Product ratio in the case of the Union and tax-Gross State Domestic Product ratio in
the case of the States;

The impact of the proposed implementation of Goods and Services Tax with effect
from 1% April, 2010, including its impact on the country’s foreign trade;

The need to improve the quality of public expenditure to obtain better outputs and
outcomes;

the need to manage ecological, environmental and climatic changes consistent with
sustainable development;

the expenditure on the non-salary component of maintenance and upkeep of capital
assets and the non-wage related maintenance expenditure on plan schemes to be
completed by 31% March, 2010, and the norms on the basis of which specific
amounts are recommended for the maintenance of the capital assets and the manner
of monitoring such expenditure;

the need for ensuring the commercial viability of irrigation projects, power projects,
departmental undertakings and public sector enterprises through various means,
including levy of user charges and adoption of measures to promote efficiency.



6. In making its recommendations on various matters, the Commission shall take the
year 1971 as the base for population figures in all cases where population is the
factor for determination of devolution of taxes and duties and grants-in-aid.

7. The Commission may review the present arrangements as regards financing of
Disaster Management with reference to the National Calamity Contingency Fund and
the Calamity Relief Fund and the funds envisaged in the Disaster Management Act,
2005 (53 of 2005), and make appropriate recommendations thereon.

8. The Commission shall indicate the basis on which it has arrived at its findings and
make available the estimates of receipts and expenditure of the Union and each of the
States.

9. The Commission shall make its report available by the 31% day of October, 2009,
covering the period of five years commencing on the 1% day of April, 2010.

The setting up of the Thirteenth Finance Commission, with the above mentioned terms of
reference, indicates that in the Indian federation there exists a well-defined framework of
financial devolution from the Union to the States, which has evolved over fifty years through the
working of the various Finance Commissions.

Special Emphasis Needed on Basic Fabric of Federal Structure

Article 280 of the Constitution, under which a Finance Commission is constituted, is basic to the
fabric of Centre—State financial relations. Recognizing the need for transfer of resources from
the Union to the States, a number of provisions are made in the Constitution in a logical order.
The Centre-State financial flows are along the following five routes.

i.  Tax devolution and gap filling grants (under Article 275 of the  Constitution) given
as per the Finance Commission’s award.

ii.  Non-plan grants for calamity relief, up-gradation etc. as mandated by the  Finance
Commission.

iii.  Non-plan loans comprising mainly plough back of the net small saving collections
mobilized by the States.

iv.  Normal Plan assistance under the Gadgil formula and additional Central assistance
for externally aided projects.

v.  Assistance for Centrally Sponsored Schemes.

The State of Sikkim feels that in addition to making recommendations on the aspects assigned to
the TFC, vide the above notification, the time is now ripe to pay special attention to the overall
existing system of Centre—State financial flows.

First, the share of the States in Central revenues is restricted to just 30.5 percent. After the
acceptance of the Tenth Finance Commission’s recommendation of 29 per cent share in the
overall divisible pool of taxes, the Eleventh Finance Commission and the Twelfth Finance
Commission have not brought any substantial improvement in the Tenth Finance Commission’s
scheme. The share was only marginally increased. Given the various functions of the States, the
States’ share in the divisible pool of taxes must be increased considerably.



Second, the gap filling approach through grants under Article 275(1) is confronted with the in-
built flaw of not distinguishing between the fiscally imprudent and the fiscally disadvantaged
States. This approach has a built-in incentive for the backward States to continue lagging behind
the other better off States as they are cross subsidized by the latter.

Third, based on the elaborate procedures laid down by the Planning Commission, the overly
centralized planning process for a State is too rigid, unnecessary and counterproductive. The
States are unable to reflect their regional priorities in the plan. Also, it puts a premium on fresh
capital formation and leads to the corresponding neglect of maintenance of existing assets even
though the latter yield much greater returns for every rupee invested.

Finally, the arena of Centrally Sponsored Schemes (CSS) in the planning process is too rigid in
design and does not reflect grass root priorities and constraints. The release and monitoring
procedure set up by the Union Ministries is tedious and often results in delays. There is no
provision of release of advance funds in most ongoing schemes.

The State of Sikkim strongly urges the TFC to give due consideration to the above aspects as
these are crucially relevant for the Indian fiscal federal fabric.

State’s Views on 1971 Population as a Factor for Devolution of Resources

In this context, the State of Sikkim will like to point out that the Commission is required, under
para 7 of the terms of reference, to adopt the population figures of 1971 in all cases where
population is regarded as a factor for determination of devolution of taxes and duties, and
grants-in-aid. The State Government does appreciate the objective underlying such a stipulation,
but at the same time would like to reiterate its earlier stand made to the previous Finance
Commissions that such a condition is opposed to the provision under Article 275 of the
Constitution where it is clear that such grant is to be extended to the States which are in need of
assistance. Such a need of assistance cannot be with reference to the population figures of a year
three decades ago but must be based on the population figures for the period for which the grant
is being made available.

The population figures of 1971 Census cannot be considered error free so far as Sikkim is
concerned. This is because the State had not become part of the Union at that time and the
Census operation in 1971 in Sikkim did not conform to the rigors and refinement laid out for the
rest of the country in the decennial census operation. Prior to 1971, the growth of population in
Sikkim was lower than that of India. However, after joining the Indian Union in 1975, Sikkim’s
population has grown at a higher rate than the average growth rate of the country as a whole due
to the influx of people from other areas. The expansion of population in a short period was
abnormally high and the 1981 Census revealed that the growth of population over the decade
was over 50%. However, after 1981, population grew at a significantly lower rate as the State
Government undertook family planning measures vigorously and also adopted stringent
measures to contain the influx. The decennial growth of population in the six decades for Sikkim
as compared to All India figures is shown below:



Table 1.1: Decennial Growth of Population of Sikkim & All — India

Year Population Decennial growth (%)
(In Thousands)
Sikkim All India

1941 121 10.67 14.22
1951 138 13.34 13.31
1961 162 17.76 21.64
1971 210 29.38 24.80
1981 316 50.77 24.66
1991 406 28.47 23.86
2001 540 32.98 21.34

In this regard, the Commission should take note of the National Policy Resolution on
population, 29th June 1977, where it was inter-alia stated that ‘in all cases where population is a
factor as in the allocation of Central assistance to State Plans, devolution of taxes and duties and
grant-in-aid, population figures of 1971 will continue to be followed till the year 2001°.

In the past, previous Finance Commissions have also adopted 1981 and 1991 Census population
figures along with 1971 Census population figures for different purposes. For instance, the
population figures of the latest census available were adopted for distribution of the grants for
additional duties of excise in lieu of sales tax on tobacco, sugar and textiles by the previous
Finance Commissions. The Tenth Finance Commission used 1991 census population figures for
the purposes of ad hoc grants for local bodies and additional excise duties. We, therefore,
request the Commission to consider earnestly the adoption of the latest 2001 Census population
figures instead of the three decades old population figure of 1971 Census as during these three
decades (1971-2001) Sikkim’s population has increased by 157.57 percent, i.e. more than
doubled. By the time the recommendations of the Thirteenth Finance Commission become
effective, the figures from Census 2011 may also become available.

To empirically highlight the impact of taking 1971 population figures for Sikkim, we illustrate
the point by taking the award of the Twelfth Finance Commission on the State of Sikkim.
According to 1971 census, the share of Sikkim’s population was 0.0383 as against 0.0526 in
2001. If population of 2001 is taken as the base, the additional share for Sikkim will be 0.0143".
Now if we apply this criteria to the award of the Twelfth Finance Commission, its total tax
devolution was Rs 613112 crore? of which 25 percent (i.e. Rs 153278 crore) was on the basis of
population. Sikkim's share from Twelfth Finance Commission is Rs 1392.94 crore; hence, by
using 2001 population in place of 1971 population Sikkim may get 1.57% more than what it
actually got from the Twelfth Finance Commission. This will be tantamount to getting an

! See for population table, Government of India (2008), Economic Survey, Ministry of Finance, New Delhi, last
page.

¢ See for Tax share data, Government of India (2004), Report of the Finance Commission, Ministry of Finance,
Government of India, New Delhi, p.197.



additional Rs 21.9 crore (0.0143 percent of Rs 153278 crore) if 2001 population is used as the
basis.

Finally, grants (whether on a normative basis or need based) must not be on the basis of
population. These must be sufficient to meet the financial needs of the State.
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Summing Up

Sikkim has carved out a special position in the Indian Union as one of the most progressive and
rapidly developing State within a short period of 33 years After joining the Union, the State has
been able to overcome the disadvantages posed by its geographical and topographical situation
by adopting ventures that are eco-friendly and sustainable. Given the above peculiar
circumstances, in case it is not possible to make allocations as per the 2001 Census, the State
Government would like to urge the Commission to reconsider the concessional measures and
provide adhoc additional assistance for compensating the loss the State would incur from the
adoption of 1971 Census figures for the purpose of devolution of the State’s share of taxes and
Grants-in-aid.



CHAPTER 2
STATE ECONOMY IN MACRO PERSPECTIVE

The economic structure of a State determines the tax base and thus influences its revenue
potential. The geographic, social, demographic and infrastructure parameters of the State also
have a direct implication on the expenditure of the State, as these variables have to be upgraded
to bring it at par with the other developed States of the country. Also, the geography of Sikkim
is such that it does not support large clusters of households. Therefore, the Government
expenditure incurred in providing the minimum level of services increases. This is further fueled
by the absence of economies of scale in providing many of these services. Each of these
parameters has a direct relevance on the finances of the State. Keeping these aspects in view,
this chapter presents the profile of the State of Sikkim in terms of geographic characteristics,
economic structure and certain critical socio-demographic and infrastructure parameters.

Geographical Features

The State of Sikkim, nestled in the Himalayas, is a tourists’ paradise. It has a total area of 7,096
sg. km, extending over 112 km from North to South and 64 km from East to West. It shares a
200 km border with Tibet, 33 km with Bhutan and 85 km with Nepal (Exhibit 1). It is bounded
by the vast stretches of the Tibetan Plateau in the North; the Chumbi Valley of Tibet and the
Kingdom of Bhutan in the East; the Kingdom of Nepal in the West and the Darjeeling District of
West Bengal in the South. It is a land of exceptional natural beauty with high mountain peaks,
passes, rivers, lakes, glaciers and hot springs. The rich biodiversity has alpine meadows,
rhododendrons, orchids, butterflies, animals, fishes and birds (Table 1).The State receives an
annual rainfall of 2000 mm to 4000 mm. Tista and Rangit, are the two rivers of the State, which
originate from Cholamu Lake and Rathong Glacier, respectively. These major rivers of the State
of Sikkim hold tremendous potential for power generation. The State has many important
mountains. Some of those having great heights are Kanchenjunga (28,156 ft), Kabru (24,215 ft)
and Talung (24,200 ft.). The nine important passes include Nathula (14,400 ft), Jelepla (14,500
ft.), Batangla (13,000 ft.), Charten Nyimala (19,000 ft.) and Donkiala La (18,400 ft). The State
also has number of lakes and hot springs (Tables 2a to 2d).

Of the national parks and sanctuaries in Sikkim, the Kanchenjunga National Park is the most
renowned. It houses wildlife species like the black bear, red panda and barking deer. The
Fambong Lho Wildlife Sanctuary shelters the Himalayan black bear, red panda, civet cat and
many varieties of birds and butterflies. The Maenam Wildlife Sanctuary, near Rabongla in South
Sikkim, shelters the red panda, leopard cat, civet cat, blood pheasant, black eagle and other
animals of the temperate forest. The Singba Rhododendron Sanctuary at Yumthang (North
Sikkim) and the Keyongsla Alpine Sanctuary and the Barsey Rhododendron Sanctuary (West
District) house some of the most beautiful flowers that make Sikkim unique for its biodiversity.

The many glaciers of Sikkim determine its landscape. The State has number of glaciers having
an important role in the formation of its landscape and rivers. Glaciers influence Sikkim’s land



structure, soil quality, flow of water into the snow-fed rivers, crops, flora and fauna, and also
bring about many of the ecological changes that are taking place in this land of pristine charm.

Given the peculiar features of the State, i.e. the smallness of the State in terms of geographical
size and population, the disadvantage due to location and its socio-economic backwardness, the
Government of India has bestowed a special status to Sikkim for the purpose of development
and accordingly, has put it under the list of Special Category States. Though Sikkim has made
significant progress in all spheres, particularly in the social sector by registering an impressive
improvement in human development since the mid-1970s, it still requires a large infrastructure
to develop economically and industrially for maintaining its growing population.

Economic Features

The gross state domestic product (GSDP) of the State increased from Rs. 403 crore in 1993-94
to Rs. 1717 crore in 2005-2006, showing a growth of more than four times that of the base year.
The growth rate has been relatively much higher than the national average. Sikkim was second
to only Pondicherry, Chandigarh and Delhi in having a growth rate of 8.3 percent in the 9th Five
Year Plan (1997-2001). The State also achieved a double digit growth rate in the 10th Plan. The
per capita GSDP recorded more than a three fold increase; from Rs.8,457 in 1993-94 to Rs.
29,808 in 2005-06 (Table 3). Among the 28 States and 7 Union Territories, Sikkim has the 5th
highest growth rate in per capita income

Sectoral Performance: The sectoral distribution of the State income shows that the percentage
share of primary sector (agriculture and allied services) has declined from 39.41 percent in
1995-96 to 20.54 percent in 2004-05. The share of the secondary sector and tertiary sector has
gone up steadily during the same period. (Table 4)

Tertiary sector has recorded an increase from 41.79 percent to 49.24 percent during the same
period. Within the tertiary sector, it is the sub-sectors like transport, banking, insurance,
communications and public administration that are accounting for a much larger share of the
State’s GSDP

Over the years the focus of the State has been to strengthen the core sectors of the economy.
This will help in accelerating the pace of development in the State of Sikkim. The main aim is to
deal with the problems of poverty and deprivation by improving the quality of life of the people.
A great deal of emphasis is being laid on human resource development and the empowerment of
the people through access to basic education, health facilities and skill development.

In the agricultural sector, important crops are rice, wheat, maize, finger-millet, barley,
buckwheat, ginger, large cardamom, turmeric and potato. Over the years, the food production in
the State has increased from 61.8 tonnes in 1980-81 to 1.03 lakh tonnes in 2000-01 and to 1.07
lakh tonnes in 2005-06°. The State of Sikkim has managed to indigeneously produce a large
portion of its food requirements in spite of having only 64,000 hectares of net sown area, smaller
holdings, difficult hilly terrain, diverse agro-climatic conditions, low farm income and lack of
adequate supportive infrastructure for agricultural development. The increase in production is

® Government of Sikkim (2007), Economic Survey of Sikkim (2006-07), Gangtok.
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attributed to the concurrent rise in crop area due to double cropping /mixed cropping and the
cumulative effect of increased application of improved agricultural inputs. The HYV coverage
has been as high as 98 percent in wheat, 41 percent in rice and 40 percent in maize.

Though the economy of the State is primarily based on agriculture, the investment in this
sector has remained inadequate. As a result, the growth rate in the agriculture sector has
declined sharply over the years.

As regards the secondary sector, its share in the GSDP of the State has increased from a mere
19.01 percent in 1999-00 to 31.37 percent in 2006-07. Major contribution from this sector to
GSDP has come from construction, electricity, gas and water supply (about 28.28 percent in
2006-07), while the rest comes from the manufacturing sector. Even after 32 years of Sikkim’s
merger with India, the industrial activities are still at a nascent stage in the State. Except for a
few small and medium industries like breweries and distilleries, jewel and watch making, there
are no noteworthy industries in the State. Non-availability of raw materials, high transportation
costs, absence of local markets and lack of entrepreneurial skills have been predominant factors
hindering the development of industries. In addition, landslide and frequent bandh called in
North Bengal due to Political destabilisation blocking the movement of goods from the
State to the other parts of the country have discouraged many industrialists who want to
supply goods on a regular basis. Even the Central Government has no enterprise in the State.

The State Government has made efforts to lure industrialist to set up industrial units in the State.
The Sikkim Industrial Development and Investment Corporation provide technical expertise and
financial assistance to prospective entrepreneurs. Traditional arts and crafts like carpet weaving
etc. are being supported and facilitated in the State by the Directorate of Handloom and
Handicraft and the Khadi & Village Industries Board.

However, a majority of the industrial units set up in the State have either been closed or are
running at a loss for want of working capital and requisite market for their products. The
increase in Service Tax recently in the 2008 budget has reduced the enthusiasm. There is a
growing urgency for accelerating the growth in industrial activities in the State so as to meet the
challenges posed by the growing levels of unemployment.

In the tertiary sector, the share of public administration is quite conspicuous, though over the
period it has exhibited a decline. The major contributing sectors are real estate, ownership of
dwellings and business services.

Agriculture is the main occupation of the people of the State. About 56.36 percent of the
total labour force of the State is engaged in agriculture which includes 1.31 lakh cultivators and
17,000 agricultural labourers. The corresponding figure for 1991 was 1.11 lakh cultivators
(66.16 percent). The percentage change in the labour force employed in household industries
reveals a drastic decennial growth of 142.02 percent in 2001. Percentage of total workers with
respect to population increased from 41.51 percent in 1991 to 48.64 percent in 2001. The
percentage of female workers in rural area declined from 29.60 percent to 26.89 percent over the
decade; in urban areas, it increased from 17.87% in 1991 to 19.43% in 2001.



The operational holdings in the State are about 15.69 percent of the total geographical area of
709,600 hectares. The State has 52,697 operational holdings, i.e. the per holding area is 2.11
hectares. Of the total operational area, the net sown area is only 63,254 hectares, i.e. 8.91
percent of the total geographical area of the State. As a large part of the geographical area comes
under un-operational area (where barren land constitutes 22.55 percent), the State of Sikkim
faces a huge deficit in food grains and other essential commodities. To meet its food
requirement, the State depends on supplies from the Food Corporation of India and imports from
other States involving a very high cost of transportation.

Social Infrastructure

During 1991-2001, the population of Sikkim grew at the rate of 33 percent. In 2001, Sikkim
had a population of 5.40 lakh with a 53:47 percent male to female ratio and only 11.1 percent
living in urban areas. Of the total population, the Scheduled Castes and Scheduled Tribes
constitute about 5.02 percent and 20.60 percent, respectively. Density of population in the State
IS 76 persons per sq. Km and varies according to the district.

In 1991 and 2001, the sex ratio in the State was 878 and 875 females per 1000 males, which is
lower than the all-India figure of 927 and 933, respectively. Female-male ratio has fallen in
Sikkim whereas it has risen at the all-India level in 2001 as compared t01991 (Table 5).

Among the thirty-two States and Union Territories in India in 1993-94, Sikkim ranked fifth in
incidence of poverty. The proportion of people below the poverty line was exceptionally high at
41.4 percent. However, this has since seen a drastic decline to 19.33 percent in 2006-07*. The
incidence of poverty was the highest in the West district of the State.

According to the 2001 Census, the literacy rate of the State has improved significantly from 57
percent in 1991 to 70 percent in 2001, as against the all-India literacy rate of 65 percent.
However, the literacy rates for male is 76.73% as compared to the female literacy rate of
61.46%. This is higher than the all-India literacy rates of 75.85% for males and 54.16% for
females. According to 1997 estimates, literacy rates of Scheduled Castes (SC) and Scheduled
Tribes (ST) population were recorded as 61.05% and 60.02%, respectively.

Challenging Features of Sikkim

The basic economic challenge is that of obtaining a reasonable growth in output and
employment on a sustainable basis by making the best possible use of available resources. This
will help the State of Sikkim to combat the critical features of the North-Eastern regions.

Strategy for Social Sector

Although literacy has increased in Sikkim, and the State now has a literacy rate of over 75
percent literacy rate (which was 69.80 in 2000-2001 against the all-India average of about 65%),
another variable, viz. student enrolment in schools indicates relatively low educational
achievement. This is mainly because of a lack of access to schooling and a very high rate of
drop-outs.

* State Socio-Economic Census 2006.
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Sikkim needs to increase the access to schools, provide good quality teachers’ training, and
bring an improvement in the curricula. These changes are crucial for achieving the
medium-term goals of the economy. This will greatly improve the employability of the school
graduates. Also, skill based secondary education and a well targeted vocational training
programme will support the thrust areas in the economy and help the State to ensure a high rate
of economic growth. The immediate introduction of compulsory computer training courses in
schools will lay the groundwork for a computer-literate workforce in the near future.

There has been enough improvement in the status of basic medical health care services
resulting in the reduction in the rates of infant mortality and the birth and death rates. Also, there
has been some increase in life expectancy. While the infant mortality rate has come down to 33
per thousand as against the national figure of 60, the birth and death rates have come down to
21.9 and 5 per 1000 population as against the all-India figures of 24.8 and 8, respectively. Over
85 percent of the identified habitations have been provided with drinking water supply. On the
whole, with the efforts of the State, the human development index has recorded a marked
improvement from 0.454 in 1991 to 0.532 in 1998.

In keeping up with the policy of private sector participation, a range of educational and
professional institutions are being set up with the support of the State Government. Basic health
care services are being provided free of cost through the well established network of hospitals
and health centers spread throughout the State. Despite these positive trends greater focus is
required in the area of child mortality with particular reference to the mortality rate in
respect of the female child. The quality of services is deteriorating and needs to be
improved. Also, the vast infrastructure for education and health is decaying in the absence
of maintenance due to inadequate resources.

Horticultural and agricultural yields are low in the State and cultivation costs are high
because of the use of outdated farming practices, high costs and inadequate supply of
inputs like seeds and seedlings. By and large, the operational holdings are small. Therefore, the
farming operations in the State are on a small scale. There is a shortage of well-trained,
specialised staff on government farms to disseminate information on good farming practices and
modern techniques. Only a small percentage of the cultivated area is irrigated. With limited
irrigation facilities, farmers prefer to cultivate their agricultural land mainly during the
monsoons.

The development of horticulture is essential to fully exploit the employment and income
generating potential of the State. This, however, requires strengthening of the infrastructure
mainly at four stages: production, procurement/transportation, marketing and distribution.
Yields can be vastly improved by encouraging modern farming practices, ensuring the timely
supply of inputs like seeds and irrigation facilities, and through better linkages between
farmers and the market to help them to correctly assess prices and consumers' needs. The
marketing is one of the weakest links in the value chain for horticulture. The cardamom crop is a
prime example of where the private traders eat away the farmer’s profit margins.

Animal husbandry also forms an integral part of the household economy of the State. The
importance of animal husbandry in Sikkim is evident from the fact that 50 percent of total area is
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under livestock farming as against only 11 percent of the area under cultivation. However, the
increase in the output of livestock products has not kept pace with the demand. In addition, the
quality of animal stock is poor and animal health care facilities are inadequate There is an acute
shortage of feed and fodder.

Animal husbandry also stands to gain considerably from the application of modern
technology- more scientific farming techniques, viz. breeding and animal health services,
improved inputs and access to marketing information through better communication
facilities. Also, the government is attempting to become a facilitator to encourage private sector
activities in the identified sectors

Apart from the private sector, producers’ co-operative societies can also supplement direct
government involvement in a host of areas such as input and credit supplies, as well as in the
marketing network. While the government has to act as a catalyst (without financial exposure) in
energizing and promoting co-operatives, the latter will have to bear all the risks and aim to
become commercially viable ventures.

Tourism is an area that has, so far, remained underdeveloped in the State. Statistics on
tourist traffic (Table 6) reveal that the growth in the flow of visitors has been steady. However,
this limited growth of tourism is a reflection of the lack of awareness of the tourist opportunities
in Sikkim, inadequate tourism infrastructure and poor connectivity of the State. To exploit
the tourist potential of the State, it is important that the government formulates policies to
promote environmentally sustainable tourism in Sikkim. Tourism can get a further boost by
assigning a greater role to the Sikkim Tourism Development Corporation, and from the
development and promotion of special types of tourism such as travel to cultural and
religious heritage sites, adventure tourism and business tourism. All these will bring about a
boom in the tourism industry.

Although over 90 percent of the villages have been electrified, the State suffers from power
shortages. This is primarily due to the fact that the power potential has not been fully utilised.
Power generation in the State is only 30 MKW which does not meet the power demand of the
State. The State, however, has tremendous hydel-generation potential, given the major Tista and
Rangit river systems in the State. Also, the existing supply of electricity is affected by high
administrative expenses.

On the recovery front, however, the power tariffs are below cost. This has created serious
financial constraints for the power sector. Transmission and distribution (T&D) losses are also
phenomenally high in the State. In order to meet the shortfall in the energy demand, power is
being purchased from the Central Power pool. Sikkim is sustaining substantial losses in the
power sector (Table.7). Due to all these factors, viz. T&D losses, subsidized power rates, and the
free provision of light to certain sections of the population, the non-tax revenue from this source
IS very meager.

Roads are the lifeline of the State. The State being landlocked, roads are a critical input for the
growth of all the sectors. The absence of a rail network and commercial air services into the
State makes roads the only means of access to the State. National Highway 31A is the only main
transport link of Sikkim with the rest of the country. Unfortunately, the topography and climate
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of the region make the terrain vulnerable to landslides and erosion, and the roads are in a
continuous state of disrepair. Poor maintenance of the roads has further exaggerated the problem
of poor connectivity. This causes tremendous hardship in the movement of goods and passenger
traffic, both along the National Highway as well as on the State Highways. Restoration of
damages caused by such natural calamities entails massive human effort as well as huge
investments.

The industrial activity in the State is not significant due to various reasons including
geographical location, lack of infrastructure and some of the government provisions regarding
industries.

The Indian Companies Act and the Industrial Disputes Act do not apply to the State. Companies
registered under the Registration of Companies Act, Sikkim, 1961, are not permitted to raise
equity capital from the domestic market.

The Sikkim Industrial Development and Investment Corporation (SIDICO) has been set up to
accelerate industrial development by providing financial assistance, technical consultancy,
marketing assistance and better distribution of technical inputs to small and micro enterprises.
Several concessions and subsidies have been given to private entrepreneurs under the Industrial
Policy of 1996. However, these have not resulted in any noticeable increase in industrial activity

Recently the State has been able to make a big dent on the private investment front. It held
investor’s forum meetings in major cities like Delhi and Calcutta and has operationalised the
North East Industrial Policy. As a result many national and international investors have shown
their interest in new ventures in Sikkim. The State in the last few years has private ventures
including that of Labot Glass Bottles Factory, Mount Distilleries, Ayurvedic units of BK Crests
and Chaudhary Group of Nepal.

In spite of all these positive developments, the State is still confronted with problems of lack of
infrastructure, poor standards of delivery of public services and special economic problems.
These problems of the State of Sikkim need to be given due importance by the Thirteenth
Finance Commission while awarding grants to the State.

Table 2.1: Sikkim : Basic Indicators

Area (sq. kms.) 7,096
Population 2001 540,851
Urban Population (%) 11.1
Rural Population (%) 88.9
Decennial growth rate 1991-2001 33.1
Population density (per sg. km) 76
Districts (no.) 4
Sub-divisions (no.) (2001)
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Zilla Panchayat wards (no.) 95
Gram Panchayat units (no.) 163
Gram Panchayat wards (no.) 891
Revenue blocks/ villages (no.) 411
Towns (no.) 8
Households (no.) 2001 114,223
Literacy rate 2001 69.68

Males 76.04

Females 60.40
Total main workers (%) 2001 39.40

Table 2.2: Physical Features of Sikkim

Table 2.2.(a): Important Rivers of Sikkim & their Tributaries

Rivers | Tributary

Rangit | Rangbhang, Relli, Rathong & Kalej

Tista Dikchu, Rangyong, Bakchachu, Rongpochu, Zemu Chu, Lachung

Chu
Table 2.2.(b): Important Mountains of Sikkim
SI.No Name of Mountain District Height

1 Mt. Kanchendzonga West 28156 Ft.
2 Mt. Kabru West 24215 Ft.
3 Mt. Talung North 24200 Ft.
4 Mt. Siniolchu West 22600 Ft.
5 Mt. Simvo West 22476 Ft.
6 Mt. Pandim West 22100 Ft.
7 Mt. Rathong West 22100 Ft.
8 Mt. Paunhri East 22000 Ft.
9 Mt. Kokthang West 20162 Ft.
10 Mt. Lamaongden East 19366 Ft.
11 Mt. Masunyange East 19300 Ft.
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Table 2.2.(c): Important Passes with their Altitude

Passes Altitude (ft)

1 | Nathu-La 14,400
2 | Jelep-La 14,500
3 | Batang-La 13,000
4 | Cho-La -

5 | Chiwabhanjang 10,300
6 | Chorten Nyima-La 19,000
7 | Kongra-La -

8 | Lungma-La -

9 | Donkia-La 18400

Table 2.2.(d): Name of Important Lakes in Sikkim

Name of Lakes Districts

1 Khe-cheod-Palri (Khecheoperi) West
2 | Gurudungmar North
3 Lam Pokhari West
4 | Changu (Tsomgo) East

5 Laxmi Pokhari West
6 | Cholamu North
7 Bidang Cho East

8 Menmecho East

9 Majaur Pokhari West
10 | Sima Choka North
11 | Dud Pokhari West
12 | Samiti Lake West
13 | Ram-laxman (Twin lake) West

Table 2.2.(e): Important Hot Springs
Name of Hotsprings District

1 Phurchachu West
2 Yumthang North
3 Borong South
4 Ralong South
5 Yumey Samdong East
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Table 2.2.(f): Name of the Important Glaciers

Name of Glaciers District
1 Zemu Glacier North
2 Rathong Glacier West
3 Lonak Glacier North
4 Hidden Glacier North
5 Talung Glacier North
6 North Lonak Glacier North
7 South Lonak Glacier North
8 Tista Khangse Glacier North

Table 2.2 (g): Area of National Parks and Wildlife Sanctuaries in Sikkim — 2007

i ildli Areain

National Parks & Wildlife District Main Species Protected
Sanctuaries Sq. Km.
Kanchendzonga National North 1784 Snow Leopard Shapi/ or Him
Park Tahr
Singba Rhododendron WL North 43 Musk Deer, Nepal Langur
Sanctuary
Barsey Rhododendron W/L West 104 Red Panda & Blood Pheasant
Sanctuary
Maenam W/L Sanctuary South 35.34 | Satyr Tragopan & Red Panda
Fambonglho W/L Sanctuary | East 51.76 Rusty Bellied Shorwing and Satyr
Tragopan

Kyongnosla Alpine W/L East 31 Him Monal & Blood Phesant
Sanctuary
Pangolakha W/L Sanctuary East 128 Monal, Takin, Gaur, Tiger
Kitam Bird Sanctuary South 6 Blue Peafowl

Source: Sikkim: A Statistical Profile 2006-07
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Table 2.3: Sikkim : Estimates of Gross Domestic Product and Per Capita Income

at Current Prices

% Change % Change
GSDP (Rs. | over Previous Per capita over Previous
Year Crore) Year GSDP (Rs.) Year

Base 1993-94
1993-94 402.70 9300.00
1994-95 440.34 9.35 9918.00 6.65
1995-96 520.39 18.18 11412.00 15.06
1996-97 592.46 13.85 12632.00 10.69
1997-98 679.96 14.77 14078.00 11.45
1998-99 787.08 15.75 15805.00 12.27
Base 1999-00
1999-2000 895.80 13.81 17428.00 10.27
2000-2001 1013.69 13.16 19054.00 9.33
2001-2002 1136.04 12.07 20580.00 8.01
2002-2003 1275.91 12.31 22989.00 11.71
2003-2004 (PE) 1429.72 12.05 25395.00 10.47
2004-2005 (QE) 1602.17 12.06 28108.00 10.68
2005-2006 (AE) 1803.11 12.54 31196.00 10.99

Notes : PE — Provisional Estimate; QE — Quick Estimate ; AE - Advance Estimate

Table 2.4: Sikkimese Economy : Structural Change in the Gross Domestic

Product
(Percentage share)
Sectors 1980-81 1985-86 1990-91 1995-96 1999-00 2(()%45)5
Primary 51.59 50.96 46.49 39.41 25.52 20.54
Secondary 18.11 16.46 12.97 18.8 19.73 30.22
Tertiary 30.3 32.58 40.54 41.79 54.75 49.24

QE : Quick Estimate
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Table 2.5: Profile of Sikkim and India

ltems Year Unit Sikkim India
) 1991 406457 846302688
Population Number
2001 540851 1028737436
1991 41.43 35.97
Poverty Percentage
2001 19.33 26.1
) 1991 56.94 52.21
Literacy Rates Percentage
2001 69.68 64.8
1991 878 927
Sex Ratio Ifemales per
2001 000 Males 875 933

Source: Sikkim Census of India 2001

Table 2.6: Sikkim : Tourist Arrival

Domestic Foreign Total (nos.)

1981 19,115 2,739 21,854

1991 61,360 6,187 67,547

1994 92,435 6,888 99,323

2002 1,59,342 8,566 1,67,908

2005 2,41,697 16,518 2,58,215

2006 2,92,486 18,059 3,10,545

Table 2.7: Power: Installed Capacities
Power House Installed Capacity at Year-end
(Kw)

Lower Lagyap (H) 12,000
Jali Power House (H) 2,100
Rimbi- I (H) 600
Rongnichu-I11 (H) 2,500
Chaten (Lachen) (H) 100
Rimbi-I1 (H) 1,000
Lachung (H) 200
Mayongchu (H) 4,000
Upper Rongnichu (H) 8,000
Kalez K.H.E.P (H) 2,000
Rothak (H) 200
Rabomchu (H) 3,000
Diesel (D) 5000

Note: H: hydel; D: diesel
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CHAPTER 3
STATE FINANCES: AN OVERVIEW

Sikkim is a small State on the eastern border of the country and has a hilly terrain. The State is
besieged with several problems due to its strategic location in the North-East corner of the
country. The economy of the State, as presented in the previous chapter, is agrarian in nature
with very limited industrial activities and a poor base of infrastructure. The State of Sikkim has a
low tax base and is categorized as a special category State whose finances are heavily dependent
on Central transfers.

As in many other States, the fiscal health of Sikkim has deteriorated during the last decade,
especially from the year 2004-05 onwards. This was primarily due to (i) the adoption of Central
pay scales for the State Government employees, (ii) the declining Central transfers; and (iii) the
growing debt servicing burden®.

The State Government has made sincere efforts to mobilize the State’s own revenues by revision
of rates of taxes, duties and non-tax items. It also attempted to economize on the non-plan
revenue expenditures by using the debt swap facility to reduce the interest burden. However, all
these measures did not have any substantial impact in improving the finances of the State
Government. The State still remains heavily dependent on Central transfers.

Non-Plan Revenue Receipts

Non-plan revenue receipts have increased over the years at the rate of 8.72 percent (Table 3.1).
The composition of its different components indicates that less than half of the revenue receipts
came from the State’s own revenue receipts (except in the year 2006-07) and more than half was
realized from Central transfers.

State’s Own Tax Revenue

The non-plan revenue receipts of Sikkim, like in other special category States, are little higher
than the Central devolutions. However, the State has made efforts to improve its own tax base.
Consequently, the State’s tax base has increased in recent years. The State’s own tax revenues
have increased from Rs. 80.39 crore in 2001-02 to Rs. 164.16 crore in 2006-07, exhibiting an
impressive growth rate of 14.42 percent per annum. As a result, its percentage share in GSDP
has also gone up to 8.05 percent in 2006-07. Since 2003-04, the ratio of own taxes to the GSDP
has been hovering around 8 percent as compared to an all-States ratio of around 6 percent. The
State’s own resources (SORs) have started increasing since 2006-07.

Although there is considerable scope for widening the tax base by covering commercial crops,
urban utilities and services (including professional activities), further increases in revenue
receipts will depend a great deal upon the availability of infrastructure in the State. As the road
conditions improve, there will be scope for levying road tolls. A far more important source of

> National Institute of Public Finance and Policy- Capacity Building for Fiscal Reforms in Sikkim (Final Report),
2005, New Delhi.

19



revenue earnings will accrue from the new mini and mega hydel projects being set up in the
power sector. A majority of the planned hydel projects will be completed in the next few years.
Also, there are many schemes that the Government wants to implement in the tourism sector but
has not done so due to lack of funds. It is hoped that the three major new sources of revenue, viz.
(i) the reopening of the Nathu La trade route, (ii) the commissioning of a number of small and
mega hydel projects, and (iii) the State’s major foray into floriculture, horticulture and tourism
activities will change the entire composition of revenue collection in the State.

The sales tax/VAT and the State excise duty have been the major contributors to the State taxes.
Up to 1999-2000, these two taxes contributed about 55 percent to SOTR. The combined share of
these two taxes ranges between 60 and 70 percent during 1999-2000 to 2005-06. The sales
tax/VAT grew at the rate of 22.8 percent p.a., while revenue from the State excise duty exhibited
a growth rate of 14.7 percent p.a. during the period 1999-2000 to 2006-07. These growth rates
are linked to the growth rate of GSDP.

The other sources of the State’s own revenue are stamp duties & registration fees, and taxes on
vehicles. These contribute a very meager share to the total revenue and this share is lower than
that in many other States. However, both recorded a high growth rate of about 23.4 percent and
15.4 percent per annum, respectively. Land revenue, on the other hand, grew at the rate of about
8 percent only and has not been as buoyant as the rise in the State’s income.

State’s Own Non-Tax Revenues

Non-tax revenue in Sikkim, as in the other States, is characterized by a varied mix of receipts,
viz. interest receipts on loans given by the State government; dividends on equity investments;
user fees and tariffs on services provided by the State government in the social and economic
sectors; royalty on mines and minerals; receipts from forestry and wildlife; lottery income and
other miscellaneous receipts.

Sikkim has maintained a growth rate of 11.67 percent per annum in non-tax revenue during the
period 2001-2002 to 2006-07. In 2006-07, non-tax revenue was Rs. 171.00 crore as compared to
only Rs. 71.12 crore in 2001-02. The non-tax to GSDP ratio of the State has remained around 6
to 7 percent as compared to the All-States average of less than 2 percent. However, its share in
the State’s own revenue has been fluctuating in the range of 44% to 57.6% during the period.

In Sikkim, a major portion of the non-tax revenue comes from general services and economic
services. On an average, both contribute 45 and 46 percent, respectively. Of the general services,
income from lottery is the most important source of revenue; however, this has not proved to be
a stable source of revenue. Similar is the case with revenue from the police department. The
receipts under the head ‘police’ accrue due to lending of the services of the Sikkim Police to
other States. This is not a regular and assured source of income. However, when the hydel
projects are completed, the revenue from the sale of electricity to other States will certainly give
the Sikkim State a steady source of income.

Dividends earned from most of the PSUs in the State are highly insignificant. The average return
from the State Government’s investments during the last seven years is a mere 0.71 percent.
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Public provision of services in social and economic sectors, viz. education, health, water supply
and sanitation, agricultural services, roads and bridges assume significance in a State like
Sikkim. However, the low user charges for such services have affected the cost recovery
resulting in the imposition of significant implicit subsidies which again put a financial constraint
for increasing these services.

Central Devolution to the State

In a State with a limited tax base, the devolution of Central taxes and grants form a significant
portion of the revenue. The transfers received by the Government of Sikkim have been more
than 50 percent of the total non-plan revenue receipts of the State in all the years except 2006-
07. The share declined to 46.13 percent in 2006-07 due to the recommendations of the Twelfth
Finance Commission. It is important to note that the Twelfth Finance Commission
recommended 30.5 percent of the net proceeds of the common shareable Central taxes and
duties to be devolved to the States as against 29.5 percent recommended by the Eleventh
Finance Commission. Of the 30.5 percent, the share of the State of Sikkim in the Union taxes
was 0.227 percent. However, this was higher than its share of 0.184 percent recommended by
the Eleventh Finance Commission and 0.126 percent by the Tenth Finance Commission.
However, the grant component, as awarded by the Twelfth Finance Commission, was much
lesser (even in absolute terms). This has resulted in a fall in the Central transfers to the State of
Sikkim®.

Central Non-Plan Grants

The magnitude of non-plan grants has also come down considerably over the years. The
quantum of non-plan grants in 2002-03 was Rs. 21386 lakhs. This was 73.48 percent of the non-
plan grants (i.e. total grants minus plan grants) from the Centre. Over the years, the non-plan
grants have been reduced to a mere Rs. 6426 lakh, which is only 22.4 percent of the total non-
plan Central grants. This is primarily due to the adverse impact of the award of the Twelfth
Finance Commission.

Non-Plan Revenue Expenditure

The trend in non-plan revenue expenditure of the State indicates that it has grown over the years
at the rate of 9.42 percent per annum (Table 3.2). However, the growth in the recent years has
been much higher.

With regard to the composition of expenditure- salary, pension liabilities and interest payments
together accounted for 76 percent of the non-plan revenue expenditure in the year 2001-02. This
gradually increased to 78.76 percent in 2006-07. Salary payments are at a very high level and
constitute about 50 percent of the non-plan revenue expenditure. Pension, on the other hand,
constitutes only 5 to 7 percent of the total non-plan revenue expenditure. It is the fastest growing
component of non-plan revenue expenditure, exhibiting an average growth rate of 18.6 percent
(Table 3.3). The exponential growth rate of pension liabilities is a cause for major concern.

® For details of this analysis see supra Chapter 7 on Public Debt.
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Interest payments have been growing at a rate of 6.0 percent and constitute about 17.12 percent
of the non-plan revenue expenditure.

Revenue Deficit

Revenue expenditure of Sikkim grew at an annual rate of 9.5 percent whereas the annual growth
rate of revenue receipts has been 8.93 percent. The growth rate of revenue expenditure is higher
than the growth rate of revenue receipts (Table 3.4).

There has been huge non-plan revenue (NPR) deficit in the years 2001-02 and in 2004-05. The
NPR deficit finally turned into surplus of Rs. 73.78 crore in 2002-03. However, this surplus
could not be sustained for long; the following two consecutive years witnessed a NPR deficit.
However, fluctuations continued in the successive years (Table 3.2).

Over-all Revenue Receipts, Expenditure and Deficit

The trends in overall revenue receipts, revenue expenditures and deficit (surplus) are given in
Table 3.4. These indicate that there was a revenue surplus in the State during the period under
consideration. This was primarily due to the plan grants that formed a major chunk (75 to 80
percent) of the normal Central assistance and the additional Central assistance. This surplus
constituted only 19.06 percent of revenue receipts in 2001-02. However, it gradually declined in
the later years. In fact, the revenue surplus fluctuates through out period.

One of the notable achievements of the State of Sikkim is that it has the highest capital
outlay/GSDP ratio. Capital outlay was 60% of GSDP from 2003 onwards’

Fiscal deficit: indicates the trend in the State finances and reflects the health of the State (Table
3.5). While the fiscal deficit in Sikkim was Rs. 66.9 crore in 2001-02, with the efforts of the
State Government, this deficit was reduced to a low of Rs. 13.9 crore in 2002-03. However, this
declining trend could not be sustained and the fiscal deficit increased to a whopping Rs. 186.46
crore in 2004-05. Such a high fiscal deficit was not sustainable and needed urgent corrective
measures. Several measures initiated by the State Government resulted in increase in revenue
income and a reduction in revenue expenditure. As a result, the fiscal deficit in 2005-06 fell
down to Rs.149.9 crore and further declined to Rs. 106.6 crore in the year 2006-07.

Primary deficit: There was no primary deficit since 2001-02. The same trend continued upto
2003-04. However, primary deficit of Rs. 87.3 crore appeared in the year 2004-05 which
declined to Rs.47.3 crore in the year 2005-06. On the whole, the State faced a huge fiscal deficit
primarily due to the unfavorable award of the Twelfth Finance Commission. In fact, the
Twelfth Finance Commission’s award was a mere Rs. 188.67 crore; just 5 percent of the
projected non-revenue deficit grants for the period 2005 to 2010. Such an award was
probably due to the overestimation of projected tax revenue due to inclusion of lottery revenue,
exclusion of working deficits of Power and Transport which are the regular departments of the
state Government and many other such variables.

" RBI Bulletin, State Finances: A Study of Budgets of 2007-08, Reserve Bank of India, Mumbai, pp 44-46.
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Fiscal Reforms and Additional Resource Mobilization

Despite the deteriorating fiscal situation, the State of Sikkim is one of the few States that has
managed to follow progressive reformist policies. Sikkim has made consistent efforts towards
attaining self sufficiency. The State initiatives include efforts in additional resource
mobilization, capacity building in administration and also proficiency in e-governance, as is
given below:

Efforts at Introducing VAT

In order to start the process of fiscal reforms, the State Government constituted a Project
Management Team (PMT) to prepare an agenda for the gradual introduction of Value Added
Tax (VAT) in the State on 27" March, 2001. The PMT was reconstituted in November 2004 to
give a fresh impetus to the implementation of VAT (copies of the related documents given in
Annexure I). The PMTs charted the time path and the modus operandi for the introduction of
VAT in the State of Sikkim. In addition, the State Government organized

e Various awareness programmes in Gangtok and in the South/West Districts to
familiarize and disseminate information about VAT system of taxation among the
politicians, bureaucrats, technocrats, businessmen, industrialists and other
stakeholders;

e VAT training programmes for the officers of the VAT Department were conducted
by the NIPFP;

e A one day seminar on VAT was organized for the benefit of the members of the
Trading Associations, Confederation of Industries in Sikkim, Public Sector
undertakings and private enterprises.

e A study tour by five officers of the Commercial Tax wing of the Tax Division to
Thailand (from 15" to 19" January 2007) was conducted with the technical
assistance of ADB to facilitate fiscal reforms in the State of Sikkim.

The above initiatives ultimately culminated in the timely implementation of the Value Added
Tax in the State with effect from April 1, 2005.

Land Revenue

In 2005-06, the State increased the existing rates of this tax levied on different categories of
rural land. The local rate for land revenue was initially Rs.5 per annum for dwelling houses. This
has been raised to Rs.5, Rs.10, and Rs. 20 per annum for thatch house, Egra House and RCC
building, respectively. Similarly, the land rent has also been increased considerably for different
circles of revenue blocks and further categories of land.

Stamp Duty and Registration Fee

In 2005-06, Sikkim increased the registration fee for gifting land to 5 percent of the valuation of
the land as per the rates approved by the Government for land acquisitions. The registration fee
of land has also been revised to 5 percent from 4 percent in 2007. Along with this, the
Government also revised the registration fee on property mortgages and deeds.
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State Excise Duty

In 2004-05, the Government of Sikkim revised the rate of import pass fee and export pass fee on
all brands of Indian Made Foreign Liquor (IMFL). Also, in the same year, the duty on beer
imported from other States, as well as beer manufactured in Sikkim but exported to other States,
was increased. Further, in 2005-06, Sikkim increased the excise duty on all brands of IMFL
manufactured/bottled by the local companies; all brands of IMFL owned by the companies
located outside the State of Sikkim and bottled by local companies; IMFL imported from other
States, and beer manufactured in Sikkim and imported to other States. Further, in 2007-08, the
Sikkim Government imposed import pass fee on portable foreign liquor, viz. whisky, brandy,
rum, vodka, gin, cordials, bitters, wine, beer etc.

In addition, the Government has rationalized the State excise policy by framing rules with regard
to Sikkim Excise (IMFL manufactured in Sikkim) Licensing of Warehouse Rules, 2005; Sikkim
Excise (IMFL imported from other States) Licensing of Warehouses Rules, 2005; Sikkim Excise
(Licensing for retail sale of Liquor and Country Liquor) Rules, 2005; Sikkim Excise (Licensing
for Foreign Liquor bar shop) Rules, 2005; and Sikkim Excise (Licensing for sale of Pachawai)
Rules, 2005.

Profession Tax

In 2006-07, Sikkim imposed a tax on professions, trades and employment to raise additional
resources for the benefit of the State.

Cesses/ Surcharges

The Excise department in Sikkim has started levying ‘The Sikkim Educational Cess on
Alcoholic Beverages Act, 2007° on IMFL and Beer. The educational cess is levied at the rate of
Rs.2.70 per bulk litre on foreign liquor and Rs. 1.60 on bulk litre of beer manufactured in
Sikkim and imported from other States for consumption in civil and army units within Sikkim.
The cess collected is utilized specifically for the maintenance of school buildings in addition to
the existing level of expenditure on such maintenance.

The Sikkim Ecology Fund and Environment Cess Act, 2005, have been enforced since April,
2007. The Act focuses on improving the quality of the environment by controlling and abating
pollution and restoration of ecological balance in the State.

Bus Fare

Due to the increase in the cost of HSD and other operational costs, the Sikkim Government has
recently (April 2008) revised and re-fixed the passenger fares on Sikkim’s Nationalised
Transport buses. Minimum chargeable fare has been kept at Rs.5 per passenger. No revision in
fare structure was made during 2002-03 to 2006-07.

Measures to Reduce Expenditure

The State has initiated several measures to reduce expenditure as indicated below:
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@ The State Government introduced VRS in 2002-03. This scheme was open to all
State Government employees who had completed 20 years of regular service. The
scheme was introduced with the objective of trimming down the Government
workforce as a part of the fiscal reforms programme. An amount of Rs. 7 crore
was spent specifically for this scheme by the State Government out of the State
Plan. The posts of the Government servants who were given VRS (138 during
2002-03) were also abolished.

(b) The Sikkim Government amalgamated various departments to ensure
administrative re-organization and curtailment of expenditure so as to improve
the service delivery and efficiency of government officials.

(© Introduction of conveyance allowance in lieu of government vehicle as an option
for entitled officers.

(d) Introduction of contributory pension scheme for fresh appointments w.e.f.
1.4.2006.

(e To reduce the high and unsustainable subsidy in many social sectors, the
Government attempted to reduce the same by focusing this on deserving target
groups.

()] The State Government has already succeeded in entering into public-private
partnership for the financing of two major hydroelectric projects. This obviates
the need for raising loans for these projects.

Administrative Reforms Measures

Following are the measures undertaken by the Government of Sikkim to improve its
administrative efficiency:

Computerisation of the State of Sikkim:

Administration of VAT was fully computerized under the turnkey Project undertaken by the
National Informatics Centre (NIC). The Central Government has provided the VAT Division
with computers, printers, V SAT facilities etc.

Capacity Building for E-governance

Efforts have been made to improve Sikkim’s Government administration through efficient e-
governance. This will transform governance in the State of Sikkim into a smart, efficient, and
transparent system. Earlier, the Government had initiated State Wide Area Network (SWAN)
with the help of the Government of India. This envisages inter-connectivity of all districts, sub-
divisions, blocks and important commercial towns in the State. Also, de-centralization of
financial powers to Panchayati Raj was implemented in August, 2003. This was done with the
basic aim of delegating more administrative and financial powers to Panchayats at the Zilla and
Gram levels. A Committee was set up to look into the details of the PSEs and recommended
ways to improve the efficiency of the PSEs. Concerned administrative departments have been
providing continuous supervision to promote the functioning of the PSEs. Timely auditing of
accounts is being undertaken. Finally, a single window system has been introduced in many
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departments. This has brought tremendous improvement in service delivery, efficiency, cost
reduction and convenience to the general public.

Table 3.1: Components of Non-Plan Revenue Receipts (Rs. In Lakh)
2001- 2002- 2003- 2004- 2005- 2006- | Growth
02 03 04 05 06 07 Rate
Total Non-Plan 36937 | 53580 | 46509 | 49066 | 60087 | 62219| 8.96
Revenue Receipts
States own 15151 | 24483 | 20231 | 22739| 26002 | 33515 19,97
Revenue (41.02) | (45.69) | (43.50) | (46.34) | (43.27) | (53.87) '
8039 10323 10801 11695 14722 16416
Own Tax Revenue 14.42
(53.06) | (42.16) | (53.39) | (51.43) | (56.62) | 48.98)
Own Non-Tax 7112 14160 9430 11044 | 11280 17099
Revenue 11.67
( net of lottery) (46.94) | (57.84) | (46.61) | (48.57)| (43.38)| (51.02)
Central Trans- 21786 | 29106 | 26278 | 26327 | 34085 28704
fers Non -Plan 5.44
Grants (58.98) | (54.31) | (56.50) | (53.66) | (56.73) | (46.13)
Share in Central 8483 7720 11233 10735 18213 22278 93.39
Taxes (38.94) | (26.52) | (42.75) | (40.78) | (53.43) | (77.61) '
13303 | 21386 15045 15592 15872 6426
Non-Plan Grants -12.06
(61.06) | (73.48) | (57.25) | (59.22) | (46.57) | (22.39)

Note: Figures in bracket are percentage of their respective heads

Table 3.1a: Percentage change of Components of Non-Plan Revenue Receipts over

last year

2001-02 | 2002-03 | 2003-04  2004-05| 2005-06| 2006-07
Total Non-plan 5.25 45.08 -13.21 5.50 22.46 3.55
States own
Revenue 15.64 61.59 -17.37 12.40 14.35 28.89
Own Tax Revenue 22.94 28.41 4.63 8.28 25.88 11.51
Own Non-Tax
Revenue 8.37 99.10 -33.40 17.12 2.14 51.59
Central
Transfers - Non-
Plan grants -0.93 33.60 -9.72 0.19 29.47 -15.79
Share in Central
Taxes 17.49 -8.99 4551 -4.43 69.66 22.32
Non-Plan Grants -9.94 60.76 -29.65 3.64 1.80 -59.51
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Table 3.2: Non-Plan Revenue Receipts, Expenditure and Deficit

(Rs. in Lakh)
Year NPRR NPRE NPR Deficit/Surplus
2000-01 35093 38,399 -3,306
2001-02 36937 41,449 -4,512
2002-03 53589 46,211 7,378
2003-04 46509 49,236 -2,727
2004-05 49066 60,434 -11,368
2005-06 60087 59,721 366
2006-07 62219 63,759 -1,540
Growth Rate 9.74 9.42
() indicates deficit
Table 3.3: Components of Non-Plan Revenue Expenditure
(Rs. in lakhs)
1999- | 2000- | 2001- | 2002- | 2003- | 2004- | 2005- | 2006-
2000 01 02 03 04 05 06 07
Total Non-
Plan
Revenue 39,741 | 38,399 | 41,449 | 46,211 | 49,936 | 60,434 | 59,768 | 63,759
Expenditure
of which
20,663 | 19,686 | 20,978 | 22,182 | 23,872 | 26,928 | 31,821 | 33,768
Salary
(51.99) | (51.27) | (50.61) | (48.00) | (47.81) | (44.56) | (53.24) | (52.96)
1,626 | 1,826 | 2,129 | 2,917 | 3,982 | 3,077 | 4,152 | 4,924
Pension
(4.09) | (4.76) | (5.14) | (6.31) | (7.97) | (5.09) | (6.95) | (7.72)
Interest 6,792 | 7,867 | 8,416 | 8,954 | 9,250 | 9,919 | 10,260 | 11,527
Payment (17.09) | (20.49) | (20.30) | (19.38) | (18.52) | (16.41) | (17.17) | (18.08)
10,660 | 9,020 | 9,926 | 12,158 | 12,832 | 20,510 | 13,535 | 13,540
Others
(26.82) | (23.49) | (23.95) | (26.31) | (25.70) | (33.94) | (22.65) | (21.24)
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Table 3.3a: Percentage change of components of Non-Plan Revenue Expenditure

(Rs. in lakhs)
2001-02 | 2002-03 | 2003-04 | 2004-05 | 2005-06 | 2006-07
Total Non-Plan
Revenue
Expenditure 7.94 11.49 6.55 22.74 (1.18) 6.76
of which
Salaries 6.56 5.73 7.62 12.82 18.18 6.11
Pension 16.59 4.13 48.04 (6.25) 33.41 19.95
Interest
payment 6.98 6.39 3.29 7.24 3.44 12.35
Others 10.04 29.57 (0.19) 50.78 |  (34.02) 0.06
Table 3.4: Revenue Receipts and Revenue Expenditure
(Rs. in lakhs)
Revenue
Revenue Expenditure Revenue RS as % of
Year Receipts (RR) (RE) Surplus (RS) RR
2001-02 75,008 60,715 14,293 19.06
2002-03 90,398 71,013 19,385 21.44
2003-04 89,820 73,868 15,952 17.76
2004-05 101,037 84,237 16,800 16.63
2005-06 108,705 89,141 19,564 18.00
2006-07 119,347 97,424 21,923 18.37
Growth Rate 8.93 9.50 6.54
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Table 3.5: Fiscal and Primary Deficit: Sikkim

(Rs. in lakhs)
Fiscal As % of As % of
Year Deficit GSDP Primary Deficit GSDP

2001-02 6,685 5.88 -1,731 -1.52
2002-03 1391 1.09 -7,563 -5.93
2003-04 5,098 3.57 -4,151 -2.90
2004-05 18,646 11.64 8,727 5.45
2005-06 14,993 8.32 4,733 2.62
2006-07 10,661 5.22 -866 -0.42
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Annexure 3. |
GOVERNMENT OF SIKKIM
INCOME & SALES TAX DEPARTMENT
GANGTOK 737101 SIKKIM
No 680/44(33) IT & CT/2000 Dated the 27.03.01
NOTIFICATION

The Government of India has plans to introduce Valued Added Tax (VAT) to replace the
existing system of Sales Tax, with effect from 1%, April 2002.

In pursuance of this decision, the State Govt. has decided to form a Project Management Team
(PMT) to prepare proposal for gradual introduction of VAT in the State with the following as
members:-

1. Commissioner-cum-Secretary : Chairman
(Finance Department)

2. Additional Secretary ; Member Secretary
(IT & CT Office)

3. Dr. Mahesh C. Purohit : Member

Professor, NIPFP and Member
Secretary, Empowered Committee

of State Finance Ministers to Monitor
Sales Tax Reforms

4. Tax Recovery Officer : Member
(IT & CT Office)

5. Deputy Secretary, (N/E) : Member
(IT & CT Office)

6. Deputy Secretary (ITO) : Member
(IT & CT Office)

7. Deputy Secretary (ITO) : Member

(IT & CT Office)

The Terms of Reference of the team will be as follows:-
1. Finalize the design of VAT for Intra-State Transaction and Inter-State Transactions.
2. Prepare draft Legislation of VAT. Finalization of procedures for VAT administration
including registration of VAT payers. Collection procedures, processing of returns
(Challan), registration forms.
3. Organise Workshop/Seminars on Business Process and Computerization for VAT
administration, determine system’s design and identify resource requirements.
4. ldentify training venues to train officers and officials, finalize training strategy and
the course content on VAT.
5. Design brochures, articles and leaflets on VAT to educate the tax payers and the
people about VAT through advertisements and media.
6. Develop computer software/hardware package on VAT with a view to fully
computerize the system of tax administration and collection.
The Team will submit its proposal within 31%. December 2001.

(T.T. Dorjee) 1AS

Finance (IT & CT ) Department
Govt. of Sikkim, Gangtok
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Annexure 3. | (contd.)

GOVERNMENT OF SIKKIM
INCOME & SALES TAX DEPARTMENT
GANGTOK 737101 SIKKIM

No 44(33) IT&CT/2001/687 Dated the 27.03.2001
NOTIFICATION

This has reference to the notification no. 680/44(33)/1IT&CT/2000 dated 27/03/2001 on the
formation of a Project Management Team (PMT) to introduce VAT. As evident from the
notification we have inducted you as a member of the Management Team to undertake the
following task:-

TAX RECOVERY OFFICER (S.T. GYATSO):-
1) Prepare draft legislation for Vat.
2) Finalise procedure for VAT administration including registration of VAT.
3) Design forms and indicate collection procedure and processing of returns.
4) Design registration forms for VAT payers.

DEPUTY COMMSSIONER (N/E):-

1) Organize Workshop/Seminars on Business Process and Computerization for VAT
administration.

2) Determine system’s design and identify resource requirements.

3) Identify training venues to train officers and officials, finalize training strategy and

the course content on VAT.
DEPUTY SECRETARY (ITO) J.D. BHUTIA:-
1) Develop Computer Software/Hardware, package on VAT.
2) Develop a system and procedure to fully computerize the system of tax
administration and tax collection.
DEPUTY SECRETARY (ITO) N.T. SHERPA:-

1) Design brochures, articles and leaflets on VAT to educate the tax payers and the
people.
2) Incorporate visual media & advertisement to create awareness on VAT.

3) Finalize the design of VAT for Inter-State Transaction and Intra-State Transactions.
The proposals/drafts should be submitted within 31% December 2001.
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Annexure 3. | (contd.)

NOTIFICATION

No. 44(33) IT & CT/2000/100 Dated the 25.11.2004

Consequent upon the decision of the Empowered Committee of State Finance Minister to
introduce Value Added Tax (VAT) w.e.f. 01.04.2005 to replace the existing system of Sales
Tax, the State Govt. hereby reconstitutes the Project Management Team (PMT), with the
following as members, to prepare and take up the task of introducing Value Added Tax in the
State. This supersedes Notification no. 680/44(33)/1IT&CT 2000 dated 27/03/2001.

1)
2)

3)
4)
5)
6)
7)
8)

Shri. T.T. Dorjee, Pr. Secretary (Finance Department) Chairman

Dr. M.C. Purohit, Director, Foundation for Public

Economics & Policy Research, New Delhi Member

Shri. K.N. Bhutia, Special Secretary (IT&CT Division) Member Secretary
Shri. D. Lepcha, Addl. Commissioner (1) (IT&CT Division) Member
Shri.H.B. Rai, Addl. Commissioner (I1) (IT & CT Division) Member

Shri. S.T. Gyatso, Jt. Commissioner (1) IT & CT Division) Member

Sushri Sarala Rai, Jt. Commissioner (I1) (IT & CT Division) Member

Smt. T. Kizom, Dy. Secretary (Sr. ITO) (IT & CT Division) Member

The Terms of Reference of the team will be as follows:-

1).

2)

3).

4)
).
6)

7)

Finalize the design of VAT for Inter-State and Intra-State Transaction and take care of
transitionalissues.
Prepare draft legislation of VAT; finalize procedures for VAT administration including
registration of VAT payers, collection procedures, processing of returns (Challan),
registration forms and design of these forms and procedures.
Organize Workshop/Seminars on business process and computerization for VAT
implementation/administration, determine system’s design and identify resource
requirements and also conduct awareness/educational programmes for the
dealers/stakeholders.
Identify training venue and train officers and officials; finalize training strategy and the
course content on VAT and focus on creation of Institutional infrastructure.
Design brochures, articles and leaflets on VAT to educate the taxpayers and the people
about VAT through print and visual media.
Develop computer Software/Hardware package on VAT with a view to fully
computerize the system of tax administration and collection.
Reassess staff needs and staffing pattern with the view to restructure the tax office and
look into the needs of re-engineering the tax office.
The Committee should complete its task by 15™. March 2004.
(T.T Dorjee)
Principal Secretary,
Finance, Revenue & Expenditure Department
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Annexure 3. | (contd.)

OFFICE ORDER

No. 44(33) IT & CT/2001/139/142

Dated 25/11/04

The specific tasks assigned to the members of the reconstituted Project Management Team as
notified vide Notification No. 44(33)IT & CT/2000/100 dated 25/11/04 are as under. Members
will complete their task within 15™. March 2005.

1)

Shri. K.N. Bhutia, Special Secretary

As Member Secretary, he will Convene VAT
meetings and Supervise and monitor the progress
of work entrusted to each member of the PMT.

2)

Dr. M.C. Purohit, Director EPEPR,
N. Delhi

For advice and guidance as and when required.

3)

Shri. D. Lepcha, Add. Commissioner
)

a) Design brochures, articles and Leaflets on VAT
to educate the Taxpayers and the people about
VAT.

b) Incorporate visual and print media
advertisement to create awareness on VAT.

c) Organise VAT awareness progammes for the
benefit of dealers.

4)

Shri. H.B. Rai, Addl. Commissioner
(11)

a) Deal with matters relating to Computerization
and related Training of the Officers/Officials to
make them computer Literate.

b) Administrative re-structuring and infrastructure
development.

c) Deal with matters concerning VAT Audit issue.

5)

Shri. S.T. Gyatso, Jt. Commissioner

(M

a) Prepare VAT legislation and Design the various
forms.

b) Finalize procedure for VAT administration,
registration and allotment of TIN number.

c) Act as Nodal officer for VAT Project.

6)

Sushri Sarala Rai, Jt. Commissioner

(1

a) Organize Workshop/Seminars on business
process and the System.

b) Identify training venue and organize training
programmes for officers/officials and dealers n
VAT processes and procedures.

7)

Smt. T. Kinzom, Deputy Secretary

a) Focus on transitional issues and any other tasks
not entrusted to the team members.

By Order,

(T.T. Dorji)
Principal Secretary
Finance, Revenue & Expenditure Department.
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Annexure 3. | (contd.)

DEPARTMENT OF INFORMATION TECHNOLOGY
GOVERNMENT OF SIKKIM, ANNEXE-I TOP FLOOR, GANGTOK
PHONE - (91) — 3592 - 202601

Note on Fiscal Reforms undertaken in the State during the last five years.

With an aim to provide quality e-Governance services to the citizens of Sikkim the Department
of Information Technology has formulated for itself an “e-Government Vision Statement and E-
Governance Mission”

The e-Government Vision Statement: “Sikkim will transform into a smart, efficient, transparent,
reliable, modern and citizen friendly government by utilizing the power of Information and
Communication Technology to improve the economic condition of the state, empower its
citizens and bridge the digital divide”

E-Governance Mission:

* Provide a networked environment to all stakeholders

* Create simple, easily accessible citizen centric services

* Create a centralized Data Repository to provide the right information at the right time

* Provide feedback mechanism to the citizens for grievance redressal.

» Facilitate income and employment generation.

* Improve productivity in the Government Departments through Computerization.

* Improve workplace administration by eliminating non-value added processes

« Build capacity in the government by providing IT training to all Government
employees.

* Map the resources of the state.

* Capture citizen details in smart cards.

* Archive the rich heritage of the state.

* Provide hassle free transactions to business community.

To achieve the e-governance Mission the Department has already the completed Detailed
Project Reports on e-Governance of the following:

E-Governance & Capacity Building Road Map for Sikkim, Social Welfare Department. Health
Department. Animal Husbandry Department. Horticulture Department. Tourism Department.
Urban Development & Housing Department. Food and Civil Supplies Department. Transport
Department.

These DPR’s have already been forwarded to the Government of India for funding of these

projects as the sectors mentioned above fall into the Mission Mode Projects of the National E-
Governance Plan of India.
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Detailed Project Reports for the following Department is currently being prepared:
1. Election Department.
2. Rural Management & Development Department

A Study conducted by NCAER who have been appointed by the Ministry of Information
Technology to conduct surveys on e-readiness of all State in India has been rating the e-
readiness of the Sikkim State among the average achiever States. E-readiness of Sikkim has
been gradually climbing up as stated by the yearly survey. Copies of the findings are enclosed
for kind reference.

A high powered Apex Committee headed by the Chief Secretary and comprising of the
following members has been constituted to oversee the implementation of e-governance in the
State.

Principal Secretary-cum-Development Commissioner

Commissioner-cum-Secretary DIT

Secretary RM & DD

Secretary Tourism Department

PCE-cum-Secretary Energy & Power

Secretary Food Security & Agriculture Development Department

Secretary Health Care, Human Services & FW Department

Director DIT

Joint Secretary DIT

SIONIC

Committees for the Sikkim State Wide Area Network Project, State Data Centre Project have
also been constituted. Relevant Notifications have been enclosed.

Citizen Centric Websites for various Departments in the Government of Sikkim have been
designed and launched by DIT. Transfers & Promotions in the Government are made available
as quickly as possible in the Official Website of the Government of Sikkim. The website
contains a plethora of information’s pertaining to the Sikkim Government and its activities.
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DEPARTMENT OF INFORMATION TECHNOLOGY
GOVERNMENT OF SIKKIM
ANNEXE 1, TOP FLOOR, KAZI ROAD
GANGTOK - 737101 (SIKKIM)

Ref. No. 60/414/IT. Date: 21/01/06
CIRCULAR

The Government of India has approved Sikkim State Wide Area Network (SWAN),
which envisages interconnecting all districts, Sub-Division’s, Block Development Office’s and
some important commercial towns of Sikkim on Broadband. Sikkim SWAN would be helpful in
facilitating not only Government to Government (G2G) services but also will prove very
beneficial in providing Government to Citizen (G2C) services. Through Sikkim SWAN, all the
Government offices would be networked into one.

The State Government has constituted a Committee consisting of the following for
proper implementation and monitoring of the Sikkim SWAN project.

1. Mr. M.G. Kiran, Secretary,

Department of Information Technology - Chairman
2. Mr. R. Verma, Director,

Department of Information Technology - Member
3. Mr. S.K. Sharma Director,

Finance, Revenue & Expenditure Department - Member
4. Mr. Sonam Y. Lepcha,Joint Secretary,

DPERNECA Department - Member
5. Mr. H.K. Chhetri Deputy Secretary,

DIT - Member
6. Mr. B. Chhetri, SIO,

NIC Gangtok - Member
7. Representative from MIT, GOI - Member
8. Representative from Finance Division,

MIT,GOlI - Member
9. Representative from NICSI - Member
10.  Representative from BSNL Gangtok - Member
11. Representative from NIC, Delhi - Member

By Order

Sd/-
Secretary

Department of Information Technology
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GOVERNMENT OF SIKKIM
HOME DEPARTMENT
GANGTOK.

No. 36/HOME/2002 Date: 07.09.2002
NOTIFICATION
The Governor, with an objective of introducing E-Governance and Management Information

System in the Government, is pleased to set up a Steering Committee under the Chairmanship of
Chief Secretary Comprising of the following:-

1. Chief Secretary - Chairman
2. Development Commissioner, Planning &

Development - Member
3. Principal Secretary, Finance - Member
4. Secretary, Health & FW - Member
5. Comm - cum- Secretary, RDD - Member
6. PCE-cum-Secretary, Power - Member
7. Secretary, Agriculture - Member
8. Comm -cum-Secretary, Tourism - Member
9. Secretary, Information Technology - Member
10.  Additional Director, Information

Technology - Member Secretary

The Committee shall monitor the efficient and effective delivery of government services and
authorized forms to the public in electronic forms from 40 Community Information Centres
located in various parts of the State.

It would also monitor various schemes and projects being implemented by various
Departments.
BY ORDER
Sd/-
(K.N. LEPCHA)

SPECIAL SECRETARY,HOME
F.N0.175/1T/2002.
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CHAPTER 4
FORECAST OF REVENUE AND EXPENDITURE FOR SIKKIM

By virtue of Article 280(1)(b) of the Constitution of India, the Finance Commission has been
assigned the tasks of identifying the States which are to be provided with grants-in-aid out of the
Consolidated Fund of India as well as recommending its inter se distribution amongst the States.

To determine whether a State should be given such a grant and if so, the magnitude of the same,
it has to examine not only the current fiscal situation of the State but also make an estimate of its
fiscal situation during the period for which the award is to be given by the Commission. In doing
so, the Finance Commission has to base its forecasts on certain assumptions, variables and
parameters. This chapter, therefore, presents forecasts of revenues and expenditures of the State
of Sikkim for the period 2010-11 to 2014-15.

Methodology of Forecast

Projections of revenue as well as expenditure presented in this chapter are based on the
methodology and the guidelines suggested by the Thirteenth Finance Commission (TFC)
(Annexure 1). On the basis of these guidelines, two methods can be used to forecast revenue and
expenditure, viz. Compound Growth Rate (CGR) Method and Buoyancy Method. The
details of these two methods are given below:

Forecast Based on Growth Rate

The conventional approach to the theory of economic forecasting is to estimate growth rate of
different budgetary parameters such as revenue and expenditure and other variables in the fiscal
domain.

With the help of these growth rates, estimates can be made with reference to the preceding year
or the preceding time period, i.e. over a period of time. If the estimate is made with reference to
the past year, it is calculated as a percentage change vis-a-vis that year. This is calculated as
AR/R, where A represents the change over the past year and R represents revenue
collections.

To find out the growth rate over a period of time, the variable is regressed against time using the
following equation:

R = ab'

where R = revenue, t=time period and

b=(1+r)...where r is the growth rate of R, and t varies from 1 to n.
This method is used to estimate the Compound Growth Rate (CGR).

This is the simplest method of estimating revenue and expenditure for the forecast period.
However, this method does not take into account causal relationships that influence the
contribution of a particular variable to the CGR. This is especially true of variables such as price
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change, tax effort, or variation in GSDP which have an impact on this growth rate.
Forecast based on buoyancy

Another method to project the future stream of revenue or expenditure relates to the coefficient
of buoyancy of the revenue or expenditure with respect to GSDP. This method takes into
account the relative changes in revenue with respect to relative changes in the GSDP. This
method computes the percentage change in revenue (or expenditure) as a result of the one
percent change in GSDP. Such a measure is known as buoyancy. This method thus estimates the
responsiveness of the tax revenue or expenditure to changes in the base (such as income),
including the effect of changes in the structure of the tax.

As stated above, the growth rate method is the conventional method and the most convenient
method for forecasting revenue (or expenditure). It estimates revenue performance independent
of any other factor that might contribute to growth in revenue. On the other hand, the forecast
based on buoyancy method is estimated in relation to independent quantifiable economic
variables (such as national income or GSDP). Buoyancy relates the growth rate of revenue to the
growth of the base of the revenue sources, which is normally GSDP. It attributes the growth rate
of revenue to the responsiveness of the revenue base (that is, the normal growth in revenue
which will occur due to the growth in the tax base/rate).

Symbolically, this could be expressed as AR/R + AY/Y. If this coefficient comes out to be
greater than unity, revenue is said to be buoyant. The revenue performance of the State
Government is said to be productive, i.e. getting higher revenue from taxes as GSDP grows.

The functional form used to measure buoyancy is as given below:

Re=gt*

When this exponential form is transformed into a logarithmic form, it changes into the following
equation:

logR = loga +blog Y
where

R = revenue

Y= GSDP and
b=buoyancy coefficient.