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ANNUAL REPORT 2005-06
1.0    Introduction:

The revenue collection from direct and indirect taxes during the Accounting year 2005-2006 has once again surpassed the target set for the year even though the target itself was increased to Rs. 77 crores (sales tax Rs. 47 crores and Income tax Rs.30 crores) from Rs. 67 crores (sales tax Rs.40 cores and income tax Rs. 27 crores) in the previous fiscal year (2004-05).  As it is evident from the figures, the target was enhanced by over Rs.15% over the previous financial year and even though increase was substantial, the actual achievement was over Rs.104.46 crores. Thus the target was exceeded by more than 36%.  For the past few years the trend in the revenue growth from income and sales tax has been phenomenal. If 1999-2000 revenue figures of Rs. 31.38 crores are taken as the base year, then the growth in the last six years has been over 232% against the achievement of more than Rs. 104.46 crores in the fiscal year 2005-06. This translates to 38.67 % growth per annum on the average in the last six years. 

During the financial year under report the value added tax was introduced with effect from 1st April to replace the sales tax in most cases. The introduction of the new tax system meant complete overhaul of the old system and adaptation to the changed practices/procedures for the tax assessing authorities as well as the dealers who collect and deposit tax. This was accomplished through training and awareness programme, interactive sessions, seminars and workshops in which all the stakeholders were involved. Even the drawing and disbursing officials, policy makers, senior government functionaries, including account officers were educated about VAT system and the procedure to deduct tax at source under the new system. 
There was also the unresolved issue relating to the extension of Direct tax laws and tasks connected therewith as the committee formed for the purpose continued its deliberations to find an amicable solution. 

The CST collection from cardamom and ginger export continued to remain depressed with the fall in prices of ginger and cardamom and further, the cardamom production remained drastically reduced due to widespread viral disease. There seem to be no discernable hope for recovery in cardamom production at least for some more years because of the infectious disease. 
In addition, the tax refund and adjustment liability continued specially in the case of big companies such as NHPC which meant scope for maximizing tax realization stood curtailed. Despite these distractions and constraints, this year too, it has been possible to keep up the trend in increasing revenue growth and this trend has now become a rule rather than an exception.     

2.0   Target and achievement: 

The achievement of the Income and Commercial tax Division has been illustrated in the tables and charts below, which depict the trends in the Income Tax and Sales Tax collection over the past nine years, against the target set for the corresponding years. It is evident from these data that there has been a quantum jump in revenue realized from income and sales tax in the last five years, beginning 2000-2001 financial year. If this is seen in terms of actual realization from 1999-2000 to 2005-2006, the growth of  232 % is a phenomenal achievement seen in the context of manpower strength and the infrastructure facility more or less remaining unchanged. In fact, it is apparent from the table and charts relating to achievement in respect of sales tax and income tax that trend for exceeding targets have been the norm since the year 2000-2001. 

The appreciable performance is in sync with the fiscal initiatives of the Government of Sikkim in the past few years, to exercise more fiscal prudence with special emphasis on qualitative and quantitative improvement of revenue generation from all Government Departments including the Income tax and Commercial tax Division of the Finance Department. In this regard, frequent monitoring of the target achievement, generation of internal efficiencies through input of information technology, monthly review meetings, TDS verification and training of officials in the reputed Institutes such as in National Institute of Public Finance and Policy (NIPFP), New Delhi, and Commercial tax Directorate of West Bengal, have contributed in building capacity to improve performance of the staff.
 The table below reflects the overall growth in tax revenue from income and commercial tax in the last nine years: 
	REVENUE   REALISED   FROM   INCOME   AND   SALES  TAX   IN   THE   LAST   NINE  YEARS
                                                                                                     (Rs. In Crores)

	 

	Year
	Target

(Rs)
	Actual

Achievement

(Rs)
	Decrease (-)

Increase (+)

(Rs)
	Percentage (%)

Below Target (-)

Above Target (+)
	Annual

Increment

(Rs)
	Percentage (%)

Annual Increment

	1997-98
	24.86
	21.77
	     - 3.09
	      - 12.43
	0.00
	 0.00

	1998-99
	30.50
	31.38
	 0.88
	2.89
	9.61
	44.14

	1999-00
	31.00
	31.48
	 0.48
	1.55
	0.10
	  0.32

	2000-01
	34.50
	43.78
	 9.28
	26.90
	    12.30
	39.07

	2001-02
	40.50
	57.03
	16.53
	40.81
	    13.25
	30.26

	2002-03
	47.50
	74.98
	27.48
	57.85
	    17.95
	31.47

	2003-04
	51.00
	75.63
	24.63
	48.29
	0.65
	00.01

	2004-05
	62.00
	81.82
	19.82
	32.00
	6.19
	08.00

	2005-06
	77.00
	104.46
	27.46
	35.66
	    22.64
	27.67

	                                                                        TABLE – 1
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CHART – I
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                                                  CHART - II
3.0   COMMERCIAL TAX SECTION

The Commercial Tax (CT) Section of the IT & CT Division administers levy and collection of indirect taxes within the State of Sikkim. A new form of indirect tax, called Value Added Tax (VAT) was introduced in Sikkim along with other eighteen states of Indian Union from 1st April 2005.  The CT section took over the mission of introduction and implementation of VAT in Sikkim.

The Sikkim Value Added Tax Act, 2005 was enacted by the Sikkim Legislative Assembly and it was notified in official gazette vide no. 5/LD/P/2005 dated 19th March 2005. Subsequently the State Government framed the Sikkim Value Added Tax Rules, 2005 and notified it in official gazette vide no. 103/IT&CT/11(36) 2005 dated 28th March 2005. Under the said Act and rules made there-under, sale of all the goods other than LIQUOR, PETROL, DIESEL, LOTTERY and NARCOTICS, were brought under purview of VAT. The sale of the five items remains under the Sikkim Sales Tax Act, 1983 and rules made there-under.

The challenge of introducing and implementing a new system of taxation is always a gigantic task in itself; moreover the necessity of computerizing the whole system was another challenge before the CT section. However, despite all odds Sikkim has become one of the pioneer states of the nation to be able to issue computer generated VAT registration certificates bearing the unique eleven digits Taxpayer Identification Number (TIN). The lead was maintained effectively as both the main check-posts; namely, Rongpo and Melli of the State were brought on-line for VAT software networking by the end of third quarter of 2005-06. 

Simultaneously, the impacts of enforcement of new system on various sectors of economy and on various sections of society were studied. Feedbacks and reactions were received from the affected groups. On the basis of the research work, process was initiated for amendment of the Act and rules. The Act was amended vide notification no. 4/LD/2005 dated 20/09/2005; likewise many provisions of the rules were also amended. 

With the experience of working of the VAT system for one complete fiscal year, it is established that this is an improved form of levy and collection of indirect tax. It brings about transparency and accountability. Its self-policing mechanism has vital role in the significant growth in revenue collection in 2005-06. Further the coverage of on-line network to head office at Gangtok, Circle office at Jorethang, charge office with Check-Posts at Rongpo and Melli is becoming the most effective mechanism of monitoring procurement and disposal of goods in inter-state trades. Other areas where this office is working on towards better administration of tax are:

1.
Erecting infrastructure like building for office and residence for Check-Post at Melli and Rongpo. The proposal is at the final stage for Melli Check-Post.

2.
Joining TINXSYS with the rest of the nation for exchange of on-line information.

3.
Accessing data captured at Labarbotey, Melli (West Bengal) Check-Post regarding consignments entering and exiting this state.

4.
Creating revenue cadre service requiring additional manpower strength. 

In the course of few years when these endeavors bear fruit, CT section expects to have one of the best systems of monitoring and compilation of records. Such improvement will bring about manifold increase in revenue collection without creating any extra burden on consumers.
3.1   Sales Tax/VAT Collection: 
The table below indicates the net realization of Sales Tax during 1997-98 to 2005-06. Over the years, the tax collection has witnessed remarkable transformation and improvement particularly after 2000-01. In the year 2001-02, the target set was surpassed by Rs.13.50crores (62.79%) and in the subsequent year (2002-03), this was again exceeded by Rs.27.50crores (92.46%). In the financial year 2003-04, the achievement as against the target fixed saw a new high when it was surpassed by Rs. 21.87 crores (81%) and during 2004-05 the target was exceeded by 37.34% and during the year under report, the increase over the target fixed was Rs. 9.64 crores (21 %), this inspite of the fact the target was revised from Rs. 40 to Rs. 47 crores (17.5%). The growth in sales tax/VAT revenue has been indicated in the following tables and chart.
	        SALES TAX REALISED IN THE LAST NINE YEARS

                                                                                           (Rs. In crores)

	Years
	Target

(Rs)
	Actual

Achievement

(Rs)
	Below Target (-)

Above Target (+)

(Rs)
	Percentage (%)

Below Target (-)

Above Target (+)
	Annual

Increment

(Rs)
	           (%)

Annual

Increment

	1997-1998
	13.00
	12.71
	- 0.29
	 - 0.02
	 0.00
	 0.00

	1998-1999
	15.50
	13.06
	- 2.44
	- 15.74
	 0.35
	 2.76

	1999-2000
	16.00
	13.64
	- 2.36
	- 14.75
	 0.58
	 4.45

	2000-2001
	16.50
	24.50
	 8.00
	  48.48
	10.86
	79.62

	2001-2002
	21.50
	35.00
	13.50
	  62.79
	10.50
	42.85

	2002-2003
	21.50
	41.38
	19.88
	  92.46
	6.38
	18.22

	2003-2004
	27.00
	48.87
	21.87
	  81.00
	 7.49
	18.10

	2004-2005
	35.00
	48.07
	13.07
	  37.34
	-
	-

	2005-2006
	47.00
	56.64
	  9.64
	  20.51
	 8.57
	17.83


 




   TABLE - 2
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                                                               Chart – III
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                                                 CHART - IV
        SALES TAX/VAT REALIZED FROM DIFFERENT SOURCES 2005-2006.






TABLE- 3

	Sl.no.
	SOURCES OF REVENUE 
	Total in  2005-06
(Rs.)
	Total in 2004-05

(Rs.)

	1
	Distillery/Brewery Industries
	10,96,69,691
	7,77,40,150

	
	                                              SST                                          
	     CST
	
	

	
	Sikkim Distilleries
	5,79,29,346
	6,81,523
	
	

	
	   Himalayan Distilleries
	5,48,042
	1,22,004
	
	

	
	Mount Distilleries Ltd.
	-
	-
	
	

	
	Yuksom Breweries Ltd.
	4,49,54,204
	54,34,572
	
	

	2
	Petroleum Companies
	13,08,46,291

(ST)

51,34,767

(CST)

1,59,92,548

(VAT)


	12,94,43,062



	
	IOC Ltd.
	6,67,71,242
	
	

	
	IBP Ltd.
	1,89,54,720
	
	

	
	BPCL
	3,28,10,924
	
	

	
	HPCL
	1,23,09,405
	
	

	3
	Automobile Dealers
	5,52,18,932
	7,16,36,602       

	
	Entel Motors
	1,87,00,518
	
	

	
	Sikkim Motors
	3,15,00,045
	
	

	
	Lexicon Auto Ltd.
	18,18,952
	
	

	
	Bajla Motors
	11,51,326
	
	

	
	Allied Automotive / Hyundai Motors
	21,612
	
	

	
	Khokan Auto Ltd(Swaraj Mazda
	15,48,335
	
	

	
	Ridders
	1,02,350
	
	

	
	Sona Motors
	3,75,794
	
	

	4
	                     CST from Cardamom/Ginger/Orange etc.

	
	    -- Rangpo Check Post
	34,60,893
	20,37,040

	
	    -- Melli Check Post
	13,07,897
	77,96,428

	5
	Miscellaneous Receipts

	
	     -- North-East Districts
	8,29,052
	2,01,503

	
	     -- South-West Districts
	9,80,908
	6,28,635

	
	     -- Rangpo
	27,04,988
	9,21,019

	6
	             Business  (Retail Business besides major Units)

	
	      -- North-East Districts 
	    3,54,41,279
	    3,43,55,885

	
	      -- South-West Districts
	    2,70,65,428
	68,57,778

	
	      -- Rangpo
	38,72,287
	9,21,019

	7
	Receipts through Monitoring
	5,52,719
	65,843

	8
	TDS from PSUs
	17,82,186
	32,79,536

	9
	TDS by NHPC 
	    1,54,21,375
	2,02,13,328

	10
	TDS through Pay & AO (Book Adjustment)
	10,13,28,981
	9,63,92,424

	11
	TDS by Self-Drawing Dept (Book Adjustment)
	1,40,05,891
	1,54,10,993

	12
	Cess
	2,91,90,046
	 1,31,28,000

	                        Total CST collected          --                               1,16,41,656        1,46,92,756

	Grand Total           --
	  56,64,47,815  
	  48,07,16,004   


3.2 VALUE ADDED TAX (VAT) IMPLEMENTATION
The State introduced the VAT system of taxation on the 1st April, 2005. It was one of the 21 pioneering States in the Union who opted to implement VAT from the beginning of the 2004-05 financial year to replace the existing sales tax, in most cases. However, some of the commodities such as petrol, diesel, lotteries, products of distilleries and breweries, drugs other than medicinal drugs, etc. still remain regulated under the Sikkim Sales Act, 1983 and Rules, 1983.

One of the crucial requirements for the success of VAT system is computerization of all the operational procedures in the offices as well as at all the check posts with 24 hour internet connectivity. This was made possible through the special package fund provided by the government of India for the North-eastern states and Sikkim. The Central Customs and Excise Department was made the nodal agency to select the consultants to implement the project at the field level. The aid and assistant was provided in kind with the central agency supplying all the hardware requirements – computers, printers, UPSs, V-SATs, generators and even computer furniture in some cases. In the case of our State, National Informatics Centre (NIC) based in Gangtok was selected as the implementing agency for the project on a two year turn key basis.
a)   VAT Awareness training programme conducted by National Institute of Public Finance and Policy (NIPFP) under ADB Technical Assistance for capacity building for fiscal reforms:

The training programme was partly sponsored by the Asian Development Bank (ADB) under a technical assistance for capacity building for Fiscal Reforms in Sikkim. They had identified National Institute of Public Finance & Policy (NIPFP) as the institute to organize the training programme under the leadership of Dr. Govind Rao, Director of the Institute. The programme was organized in two phases - first training programme being on general awareness programme on VAT and the second was more technical in nature involving VAT assessment, accounting keeping, auditing and audit selection procedure, risk analysis and MIS etc. The training meant for officials of the tax department and drawing/disbursing officers of the State account service, was conducted in the month of May, 2005 in the Forest conference hall by resource persons from NIPFP and tax officials of government of Andhra Pradesh. 
b)   VAT help line:

With the implementation of VAT, a VAT help line was established in the office to facilitate dealers to seek immediate redressal of the problems faced by them under the new tax system. Wide publicity of the phone number earmarked for the purpose was given in the local papers and communication was also sent to the trade Associations informing about the measures taken to respond to the queries about VAT. 

c)   Meetings held with Trade Associations:

Number of meetings were also held with trade Associations represented by the Sikkim Chamber of Commerce (SCC) to discuss the new tax system and the problems connected thereof. This led to simplification of VAT forms and amendment of the VAT Act and the Rules, 2006 on two occasions to make it more acceptable to the trade bodies. There was also number of issues regarding problems associated with inter-state trading activities, particularly with Siliguri market. These were also discussed and a meeting was convened with the Commissioner of Taxes West Bengal in Gangtok wherein the problems were brought to his notice. He in turn agreed to look into the problems and make efforts to resolve them. 

4.0 
INCOME TAX COLLECTION:

The growth in the collection of Income tax from 1998-1999 to 2005-2006 has also shown a steady increase. In consonant to the fiscal reform initiatives of the Government, the target was raised in the accounting year 2001-2002 by Rs. 1 crore, 2002-03 by Rs. 7 crores and in 2003-2004 the target was fixed at Rs.24 crores whereas the actual achievement inspite of drastic reduction in income tax from lotteries, was Rs. 26.76 crores, which in percentage terms was 11.50% above the target.  For the fiscal year 2004-05 the revenue realized from income tax was over Rs. 33.75 crores, surpassing the target of Rs. 27 crores by over Rs. 6.75 crores. In percentage terms this was 25% above the target set for the year. During the year under report the revised target of Rs.30 crores was surpassed once again by over Rs. 17.82 crores, which represents 59 % rise over the target set for the year. This achievement was possible in spite of revising the target from Rs. 27 to Rs. 30 crores in the last quarter of the financial year under report. The increase is partly due to merger of dearness allowance in the pay scale and partly because of better monitoring. The achievement is indicated in the table and charts below.   
	INCOME TAX REALISED IN THE LAST NINE YEARS

TABLE - 4
                                                                                                           (Rs. in crores)

	Year
	Target


	Actual

Achieve-

ment
	Below Target (-)

Above Target (+)
	Percentage (%)

Below Target (-)

Above Target (+)
	Annual

Increment


	Percentage (%)

Annual

Increment

	1997-1998
	11.86
	9.06
	        - 2.80
	        - 23.61
	0.00
	0.00

	1998-1999
	15.00
	18.32
	3.32
	22.13
	9.26
	        102.21

	1999-2000
	15.00
	17.84
	2.84
	18.93
	   - 0.48
	0.00

	2000-2001
	18.00
	19.28
	1.28
	  7.11
	1.44
	8.07

	2001-2002
	19.00
	22.03
	3.03
	15.95
	2.75
	          14.26

	2002-2003
	26.00
	33.60
	7.60
	29.23
	    11.57
	          52.51

	2003-2004
	24.00
	26.76
	2.76
	11.50
	-
	-

	2004-2005
	27.00
	33.75
	6.75
	25.00
	 6.99
	          26.00

	2005-2006
	30.00
	47.82
	17.82
	59.40
	14.07
	          41.69
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CHART - VI

The receipts of Income tax from various sources during the year 2005-2006 is shown in table-5  and for the purpose of a comparative study, the last fiscal year’s achievement figures are also indicated alongside.
 INCOME TAX REALIZED FROM DIFFERENT SOURCES 2005-2006 




   TABLE – 5

	SL NO
	SOURCES OF REVENUE (IT)
	AMOUNT

(Rs.)
	AMOUNT

(Rs.)

	
	
	2005-06
	2004-05

	1.
	Lotteries
	2,82,44,265
	5,15,54,585

	2.
	Yuksam Breweries Ltd.
	91,96,046
	nil

	3.
	House Property
	5,60,081
	5,82,345

	4.
	Cardamom/Ginger/Orange (Advance)

	
	Rangpo Check Post
	            29,39,255
	             69,86,555

	
	Melli Check Post
	              9,51,207
	             18,32,939

	
	                                          TOTAL
	             38,90,462         
	88,19,494    

	5.
	ITCC Fees (Contractors)

	
	North-East
	4,47,615
	4,37,500

	
	South-West
	1,71,129
	1,14,028

	
	                                           TOTAL
	6,18,744
	5,51,528

	6.
	                                               Private Sector/PSUs

	
	Salaries
	73,53,001
	85,31,906

	
	Supplies/Contracts
	47,17,223
	52,32,137

	
	                                          TOTAL
	1,20,70,224
	1,37,64,043

	7.
	Pvt. Schools/Sarva Siksha Abhiyan (Salaries)

	
	North-East
	27,27,878
	8,20,905

	
	South-West
	2,70,428
	2,50,690

	
	                                         TOTAL
	29,98,306
	10,71,595

	8.
	Business

	
	North-East 
	1,62,85,717
	1,04,62,618

	
	South-West
	24,57,654
	9,70,438

	
	                                         TOTAL
	1,87,43,371
	1,13,33,056

	9.
	                                                          TDS

	
	TDS by Pay & AO (Salaries/Supplies)
	38,8347,224
	24,20,82,683

	
	TDS by Self-Drawing Dept.
	1,34,61,877
	74,56,212

	
	                                        TOTAL
	40,18,09,101

	24,95,38,895

	10.
	Misc. Receipts (other fees etc.)/Dividends
	48,532
	1,87,189

	                                                Grand Total
	47,81,79.132
	33,75,02,730


4.1 EFFORT ON TO RESOLVE THE INCOME TAX DISPUTE/    DIFFERENCES WITH THE CENTRAL GOVERNMENT

The extension of Direct Tax laws to the State in 1989 has caused much dismay and resentment among the people who have openly agitated against the implementation of the central Acts. The genesis of this dispute lies in the special Constitutional enactment  (Article 371F) provided to safeguard the interest of Sikkimese people which the they fear stands eroded if the old income tax law of Sikkim is replaced by Central law without any concession to the indigenous people of the State. However, with the formation of a Committee with official representatives from the Center and the State governments to resolve the issue, a new hope has been rekindled to find an acceptable solution to this vexed issue. The Committee has had four meetings already, the first on the 20th of September, 2004 and the second on the 4th March, 2004 followed by two more meetings, the last being on13th September, 2005. A special meeting was also convened by the Union Home Secretary, Shri V.K Duggal on the 24th April 2006 to discuss the issue with the State government representatives. In this meeting it was decided that the Union Revenue Secretary, Shri K.M. Chandrasekhar should hold another meeting with the State representatives to find a common ground to resolve the dispute and concretize the recommendations of the committee for submission to the government of India. This meeting was convened in New Delhi by the Union Revenue Secretary on the 25th May, 2006, where the State government representatives made a power point presentation on the State’s submissions. With the personal intervention of the Union Home Secretary and the Revenue Secretary, the process of finding an amicable solution has picked up pace and it is now felt that the problem will be resolved sooner than later. 
5.0  COMPUTER CELL:
With the introduction of VAT in the State of Sikkim from 1st April 2005, the process of computerization began in right earnest as it is the key to successful implementation of VAT. The computer cell formed soon after the introduction of VAT looks after the whole process of computerization. All the Check posts and branch offices of I.T & C.T. including its main office in Gangtok operate on an online software application with a centralized server. All the operations right from registration of the dealers, issue of waybill and endorsement of waybills at the Check posts are done on a computerized system and this has led to greater efficiency and more responsive administration in the I.T. & C.T division. The computer cell is still working along with NIC on other aspects of computerizing VAT administration such as TDS, assessment and auditing. Apart from the hardware, communication equipments (VSAT) and UPS, diesel generators have also been installed and made operational in all the offices and Check posts of IT & CT Division.



The computer cell also has started the process of computerization of Income Tax section. The electronic assessment is already implemented and all the dealers registered with Income Tax Section are assessed and issued the assessment order and demand notices electronically. 

The computer cell along with NIC has started working on computerization of operations relating to CST, as it is very necessary for TINXSYS (Software Application developed by Govt of India to monitor inter state trade). With implementation of TINXSYS shortly which would also be looked after by computer cell, the responsibilities of the cell has been enhanced. Through the TINXSYS system it would now be possible to monitor inter state trade as the commercial tax Departments of all States would be linked up in the system.  
6.0 LEGAL CELL:
This cell deals with all the legal matters, tax recovery cases and also is responsible for drafting and introducing amendments and new legislations. All matters related to court cases are also dealt with by this cell.
The Legal Cell was involved in introducing number of amendments to the existing Acts and Rules as well as new legislations during the year. The details of the amendments initiated are as follows: -
1. Sikkim Sales Tax (Amendment) Act, 2006: - The Sikkim Sales Tax (Amendment) Ordinance, 2005 was replaced by the Sikkim Sales Tax (Amendment) Act, 2005. The objective of the Act was to give option to the lottery dealers either to pay sales tax @20% on his taxable turnover of sales or opt to pay tax at the compounded rate as prescribed in the schedule.
2. Sikkim Transport Infrastructure Development Fund Rules, 2004: - To carry out the purposes of the Sikkim Transport Infrastructure Development Fund Act, 2004, the IT & CT Division introduced Sikkim Transport Infrastructure Development Rules, 2004.
3. Sikkim Value Added Tax (Amendment) Act, 2005: - By bringing an amendment to the SVAT Act, 2005 the ceiling of the taxable limit which was earlier Rs. 2,00,000/- was raised to Rs. 3,00,000/-. New provision was inserted in the Act empowering the Commissioner to extend the period of limitation for registration of the dealers for such further time as he deems necessary. Another new section 26A was also inserted in the SVAT, Act to enable the Department to register certain classes of dealers who sell their goods through their representatives or agents. A separate provision was made to facilitate conversion of industrial incentive to deferral scheme duly allowing payment of tax in installments after the incentive period is over. A new section 60A was also inserted to ensure enrolment of transporter carriers or transporting agents.

4. Sikkim Sales Tax (Amendment) Rules, 2005: - The Sikkim Sales Tax (Amendment) Rules, 2005 was framed for prescribing methods and procedures for furnishing return by all the lottery dealers.

5. Appointment of Tax Recovery Inspectors: -The Department of Finance, Revenue and Expenditure, I.T & C.T. Division brought out a Notification appointing two Joint Commissioners of Commercial Tax cell as  Inspectors as required under various Sections of the SVAT Act with each being allocated separate jurisdictions – South-West and North-East Districts.
6. Sikkim Transport Infrastructure Development Fund (Amendment) Act, 2006: - The Sikkim Transport Infrastructure Development Fund (Amendment) Act, 2006 was enacted to make a provision for levying cess on self consumption of petrol and diesel, on a large scale by firms and companies. Before the introduction of the amendment, there was no provision in the Principal Act to levy cess on the consumption by some firms such as those involved in NHPC project, where sale was not taking place even though the consumption was substantial. The cess rate was also enhanced from Rs.1 to Rs 2 per litre.
7. Sikkim Tax on Professions, Trades, Callings and Employment Act, 2006. - A new legislation, the Sikkim tax on Professions, Trades, Callings and Employments Act, 2006 was enacted to provide for levy and collection of tax on professions, trades, callings and employments with the view to raise additional resources to bridge the non-plan gap expenditure of the State.
8. Sikkim Value Added Tax (Amendment) Rules, 2006: - The Sikkim Value Added Tax, Rules 2005 was amended duly incorporating new rules and updating some existing provisions to make the Rules more responsive to the changing needs. Some of the Forms were also modified to make them user friendly.
9. Sikkim Transport Infrastructure Development Fund (Amendment) Rules, 2006: -The Sikkim Transport Infrastructure Development Fund (STIDF) Rules 2005 was amended by introducing STIDF (Amendment) Rules 2006. The existing Form for filing of Return was also substituted by a new Form.
10. Gazette Notification No. 168: - The State Govt. revised the Schedules I, III, IV and V of the Sikkim Value Added Tax Act, 2005 in keeping with the decision taken by the Empowered Committee to conform to the UFR. The items such as atta, maida, suji and besan which were earlier @4% were shifted to 0% category while PDS kerosene was shifted to the 4% rate category.
7.0 ACCOUNTS CELL: 
The accounts section maintains and compiles all TDS certificates issued by various government departments and Public Sector Units, over and above their usual duties connected with account keeping.
The Budget allocated for the financial year 2005-2006 was Rs 2,59,86,000 of which Rs 68,29,000 was earmarked for the Income Tax section and Rs 1,91,57,000 for the Commercial Tax section. The head wise budget provision and expenditure are as follows:      
                                                                                                    (Rs. in thousands)                                                               
	HEAD OF A/C
	BUDGET (Rs.)
	EXPENDT. (Rs.)
	REMARKS

	2020 – IT

00.101-Collection Charges

       44  Head Office Est.
	
	
	

	00.00.01- Salaries
	4470
	  4072
	

	00.00.11-Travel Expense
	  120
	    107
	

	00.00.13-Office Expense
	  900
	    263
	

	00.00.50-Other Charges
	  200
	      nil
	

	Total   44 – Head Office Est.
	6190
	  5079
	

	       66  Jorethang Sub-Div.
00.66.01 – Salaries 
	  559
	    557
	

	00.66.11 – Travel Expenses
	    30
	      30
	

	00.66.13 – Office Expenses
	    50
	      50
	

	Total  66 – Jorethang Sub-Div. 
	  639
	    637
	

	 2040 - ST Total – 2020 – IT 
	6829
	13657
	

	2040 – ST 
	
	
	

	00.101-Collection Charges

       44 – Head Office Est.
	
	
	

	00.00.01-Salaries
	  9070
	  7701
	

	00.00.11-Travel Expense
	    400
	    363
	

	00.00.13-Office Expense
	  1900
	  1857
	

	00.00.14-R.R.T.
	    200
	    192
	

	00.00.50-Other Charges  (VAT)
	  4784
	  3544
	

	     Total – 44 – Head Office Est.
	16354
	13657
	

	       66 – Jorethang Sub-Div.

00.66.01 – Salaries 
	  2485
	  2449
	

	00.00.11-Travel Expense
	    100
	    100
	

	00.00.13-Office Expense
	    118
	    118
	

	00.00.14-R.R.T.
	    100
	    100
	

	Total – 66 – Jorethang Sub-Div. 
	  2803
	  2767
	

	Total – 66 
	19157
	16424
	

	              TOTAL 2040 –ST
	25986
	21503
	4488 (surrendered)


TABLE – 6     BUDGET OUTLAY AND EXPENDITURE FOR 2005-2006
The budgetary provisions and expenditures are inclusive of supplementary grant and re-appropriation within the grant. Table-6 indicates that the total expenditure incurred under the various budget heads of accounts of Income and Commercial tax is Rs. 2,15,03,000 against the budget grant of Rs. 2,59,86000. Rs. 44,83,000, the unspent sum, was surrendered to the Finance Department. The saving was the balance from the VAT project allocation as through various efforts the division was able to get external funding (GOI for TINXSYS, computerization and ADB funding for training and awareness campaign) to fund various schemes under VAT.
8.0 ADMINISTRATIVE CELL:
Income Tax and Commercial Tax Division which is a wing of the Finance, Revenue and Expenditure Department, is headed by a Special Secretary. Principal Secretary, Finance Department is also head of the Department as well as the Commissioner of the Commercial Tax Division. Income tax section is headed by a Joint Secretary who is in charge of North and East districts, while an Additional Commissioner is the overall in charge of the Commercial Tax section for the whole State. A Joint Commissioner heads the Income and Commercial tax section for the South and West Districts. The present strength of the personnel in the Division is as under:
	Sl.no.
	Name of the post
	Strength

	1.
	Special Secretary
	1

	2.
	Additional Secretary/Commissioner
	1

	3.
	Joint secretary(I.T.)
	1

	4.
	Joint Commissioner
	3

	5.
	Deputy Secretary/Sr.I.T.O.
	1

	6.
	Deputy Commissioner
	3

	7.
	Under Secretary/I.T.O
	2

	8.
	Assistant Commissioner
	4

	9.
	Accounts Officer
	1

	10.
	Income Tax Inspector
	3

	11.
	Commercial Tax Inspector
	5

	12.
	Office Superintendent
	1

	13.
	Sr.Accountant
	1

	14.
	Programmer
	1

	15
	Accountant
	5

	16.
	Stenographer
	2

	17.
	U.D.C.
	2

	18.
	Jr.Accountant
	1

	19.
	Data Entry Operator
	1

	20.
	Accounts Clerk
	1

	21.
	L.D.C.
	11

	22.
	Assistant Inspectors
	6
2 (on ad hoc)

	23
	Peons
	8

	24.
	Checker
	18

	25.
	Driver
	6

	
	Total 
	91


                  TABLE - 7   MANPOWER STRENGTH STATEMENT
9.0    SCOPE TO IMPROVE TAX REALISATION THROUGH BETTER MANAGEMENT, COMPUTERISATION, IMPROVED INFRASTR- UCTURE FACILITIES AND CAPACITY BUILDING:
a)    Introduction:   It must be made very clear that unlike other bureaucratic functions, tax collection is a very specialized job requiring appropriately qualified and adequately trained manpower to undertake the task. This aspect has not been appreciated by the authorities even to this day as we still have civil servants and officials from other services being posted as tax collectors, that too, without any training background due to lack of training infrastructure facility in the State. Obviously, many officials do not have the qualification or the credential to do proper justice to the tasks assigned to them for a long time, until through experience they begin to learn some processes and procedures of scrutinizing books of accounts and carrying out tax assessment of the dealers. Meanwhile, in the intervening period, the dealers have the upper hand and in all probability the ultimate loser is the government who inspite of having adequate manpower in place cannot exploit the revenue potential to the extent possible. The task becomes more daunting when there is no basic facility to provide foundation and refresher training courses on routine basis to the staff members. Taking note of this situation, the followings submissions are made to bring about improvement in the functioning of the tax office so that its effective role can be concretized to the extent possible.
b) Formation of Revenue Cadre:  As reiterated earlier, tax collection/realization is a very specialized task requiring specially qualified and trained personnel to do the job. They must have a very sound knowledge of various accounting procedures, book-keeping and some idea of legal procedures. Once they are on the job, they also need adequate time to acquire practical knowledge, which will help them to develop expertise in various areas to improve the system. Therefore, officials posted from different departments with administrative experience only, cannot be expected to perform their task justifiably, as it is being done presently.  In order to discourage this practice and keeping in focus the importance of maintaining steady revenue growth, it is considered necessary to form a separate Revenue Cadre for tax officials, whose main task would be collect tax for the government and to protect government revenue interest. A proposal in this regard has been submitted to the government for consideration sometime back. It is understood that this has been kept pending till the manpower restructuring plan for I.T & C.T. office under the ADB project for capacity building for fiscal reforms in Sikkim is finalized. In all likelihood the proposal will be finalized during the current financial.

c)    Computerization:  Tax assessment and tax realization is inevitably linked to database, which should normally be maintained by the dealers and the tax office. The system of making correct assessment relies on the maintenance of proper records of the business transaction carried out by the dealers and incase of doubts or suspicions it should be possible to verify by way of data maintained in the tax office. When required data are not available from both sources, tax assessment cannot be done rationally and objectively. In a situation like this, the government generally stands to lose substantial revenue. While it may not be possible to encourage the dealers to maintain proper accounts, it is certainly within means of the administration to improve the system of keeping the office records in a manner that would facilitate proper verification at the time of assessment, if the need arises. In this context, computerization of the whole processes with net working facilities linking the offices and the check posts would be a step ahead to develop an integrated systems approach. 


  With the implementation of VAT from the 1st April, 2005, full computerization has become a reality with the Government of India providing the funding and entrusting the task to the National Informatic Centre, based in Gangtok, on turn key basis. The project is being supervised and monitored by the Director General, Systems, Department of Customs and Excise, GOI, by virtue of their experience in implementing ModVAT. The contract involves supply of hardware along with communication equipments, development of software and on the job training to make the staff conversant in the use of computers on a day-to-day basis. The computer system have been installed in the head office as well as branch offices and also in the two major check posts located at Melli and Rangpo. V-SAT connections have also been provided for all the offices and check posts to facilitate internet linkage. Additionally Government of India provided diesel generators to all the offices and to the two major check posts to supplement electrical power to ensure uninterrupted supply to enable 24 hour internet connectivity. 

d)    
Up gradation of Check Post Facilities:    The main check posts for entries of goods to the state are located at Rangpo and Melli. The other two checkposts at Ramam and Reshi are minor entry points. Presently the facilities available at these check posts are very basic making the task of thorough checking an illusion. Given this ground reality, in the existing set up, illegal entry of goods cannot usually be detected or discouraged inspite of strict checking.  

The check posts must be equipped with inspection yard, store for seized goods, Weigh Bridge, goods vehicle parking space and duty room with night halt facilities to enable the check post staff to perform day-night duty. Essentially check post staff must be provided government quarters at the check post or near by so that routine transfer on rotation is introduced as a matter of policy and for convenience of doing their duty at the check posts at odd hours. Towards this end, a plot of land measuring 100 ft. by 60 ft. has been purchased at Melli and the Buildings Department has requested to prepare a blue print plan and the estimate to construct the check post complex, having all the facilities to check and weigh the vehicles with housing facility for the staff members. Similarly for Rangpo, a composite check post facility is proposed to be established on the land acquired by the Horticulture Department to set up wholesale market facility. In this case also the Buildings Department is working on the blue print plan and the estimate. The Transport Department has agreed to put up the weighbridge.

               Effort is also being made to provide minimum facility of housing and check post offices at Ramam and Reshi. Presently both Ramam and Reshi check posts are housed in sheds belonging to the Forest Department. In both the places the checkers have to find their own accommodation which seems a bit of injustice considering that they are posted in areas where it is difficult to find rental housing. At Ramam the Police Department has some vacant quarters and request is being made to allow our staff to use two unit of the vacant quarter as an interim arrangement. The Forest Department has also been requested to lease out the sheds in favour of I.T. & C.T. office to run the check post offices after proper repair and renovation.  

e) 
Restructuring of the Administrative set up:  The function of tax administration should be guided by taxpayers’ education and service, collection, collation and dissemination of information, storage and retrieval of information, verification of information, collection of taxes, and redressal of taxpayers’ grievances. Each of these activities should create the synergies for an efficient and effective tax administration to motivate the taxpayers to pay their tax sincerely within the stipulated time period. To be able to achieve this objective, the administrative reform process must be initiated taking care of the restructuring of the present set up to start with and resorting to manpower planning for the future. This cannot be done in isolation without putting in place policy framework on matter concerning transfer and posting, tenure of service, recognition for productivity and efficiency, etc. In the present set up, we have disoriented manpower structure, which do not confirm to the posts sanctioned or to the actual requirement. We need to give a fresh look and make effort to streamline the structure keeping in focus the actual requirement and the workload to be assigned to each staff. Under the project funded by the Asian Development Bank, capacity building for fiscal reforms in Sikkim, a manpower-restructuring plan has been specially prepared for the commercial tax division under the able guidance of Dr. Gobind Rao, Director of National Institute of Finance and Policy, New Delhi. On the basis of frame work outlined in the ADB report the manpower restructuring plan is being formulated and it is due to be submitted in the beginning of the current financial year.

f)      Capacity Building-Training Curriculum:   This is one gray area that has not been given the due importance it deserves. To make the manpower more responsive to the functional requirements, capacity building through foundation and refresher courses must become part of the curriculum of the government servants, particularly when they are posted to tax and other such departments. In order to make that possible a training institute with faculty must be established in the State   and it should be a matter of policy of the government to ensure that the government servants are trained properly whenever they are posted to a new department. It may not be feasible for the State government to have the training facility set up to cater solely to train the State service taxation officers considering the minimal strength of the service, therefore, the best option would be to request the Government of India to establish such an Institute for collective use of the North-east States and Sikkim in one of the North-East or Sikkim State.  
10.   CONCLUSION:  
The 381 % growth in tax revenue in 9 years (from mere Rs. 21.77 crores in 1997-98 to Rs. 104.64 crores in 2005-06) just goes to show that given the right policy and proper working environment, it is possible to maximize revenue collection within the same system. Some might attribute the increase to growth in business ventures but statistics would reveal that annual average incremental growth in business cannot be as much as over 40% as shown in the case of tax revenue, for the 9 year period for which the tax collection figures have been compiled. The potential for further tax realization still exists specially in the open market whole-sale and retail sale business, if the government initiates reform to streamline the processes by taking up automation, implements the manpower restructuring plan, introduces taxation service cadre, establishes the required infrastructure facility and adopts a policy of transfer and posting with tenure of posting of the check post and other staff members. Given this situation, there is no need to introduce other taxes for some years, to the detriment of government image, just to shore up internal revenue demands because the buoyancy still exits within the system to meet the demands. Government must also introduce scheme of incentives to encourage higher level of performance from government servants. Such incentives may be in the form of cash or kind. Such policy would go a long way in making a difference in the functioning of the government servants. 
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