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I. INTRODUCTION 
 

1. Punjab is primarily an agricultural state, located in northwest India, with a population of 28 
million. Once considered as one of the richest states in India, Punjab’s economic growth has 
decelerated and become more volatile, partly because of the persistent poor health of state 
finances over the last 2 decades starting in the 1980s until the middle of 2000s. The story line is 
not uncommon to many states in India. With a fiscal anchor in the form of a fiscal responsibility 
act that prescribes limits to the fiscal deficit, states have privileged current expenditures over 
capital expenditures, undermining investment and growth of gross state domestic product (GSDP). 
The Government of Punjab (the state government) traditionally provides subsidies, including free 
electricity to farmers to promote agriculture, which is constrained by declining productivity, soil 
degradation, and water depletion. High power subsidies have led to overconsumption of water 
and reduction of underground water reserves, further necessitating the use of higher-capacity 
pump sets, which in turn consume more power and result in higher power subsidies. The 
committed expenditures of the state government (salaries, pensions, interest payments, and 
subsidies) have almost exhausted the total current revenues, leading to larger borrowings to 
finance these expenditures. Punjab has been trapped in a vicious cycle of mounting current 
account (revenue) and fiscal deficits along with serious environmental consequences, largely 
because of free power to agriculture and the subsidies to farmers. The deteriorating fiscal situation 
also constrained capital investment for modernizing infrastructure, leading to low growth 
prospects and poor delivery of public goods and services.  
 
2. The Punjab Development Finance Program of the Asian Development Bank (ADB) was 
designed to tackle these challenges and create fiscal space in the State of Punjab in order to 
augment and sustain capital investment and improve economic and social infrastructure.1  The 
program introduced fiscal management reforms for more efficient allocation of public resources 
by (i) strengthening the fiscal responsibility framework of the state, (ii) improving the budget and 
expenditure management in key line departments, (iii) improving planning of salary and pension 
expenditures through a comprehensive employee and pensioner database, and (iv) strengthening 
cash and debt management to avoid unplanned short-term borrowings. To rationalize 
expenditures, the program targeted agriculture power subsidies through (i) demand-side 
measures, aligning power consumption by the farmers with the normative power supply 
requirements; (ii) metering of agriculture power distribution to reduce transmission losses and 
improve energy audits; (iii) adoption of a power subsidy targeting plan with a public awareness 
program; and (iv) restructuring the debt of the state-owned power distribution company. To 
augment the state finances by mobilizing own revenues, the program aimed at (i) digitizing land 
records for stamp duty and registration fee collection, (ii) rationalizing tax rates and thresholds for 
certain taxes, and (iii) introducing new taxes such as the profession tax. The program was fully 
aligned with ADB’s country partnership strategy, 2013–2017 for India, targeting fiscal 
consolidation in the states to facilitate reorientation of public expenditure to capital investment.2  
 
3. With these objectives, a policy-based program loan of $200 million was approved on 
19 November 2014 and made effective on 12 December 2014. The program has three tranches 
that provide budgetary support to the state government. The first tranche ($50 million) was fully 
disbursed on 18 December 2014 to the Government of India for onlending (full pass-through) to 
the state government, reflecting full compliance with 8 first-tranche policy actions. The second 
tranche ($50 million), scheduled for release 18 months after the release of the first tranche subject 

                                                
1  ADB. 2014. Report and Recommendation of the President to the Board of Directors: Proposed Policy-Based Loan 

and Technical Assistance Grant to India for the Punjab Development Finance Program. Manila. 
2  ADB. 2013. Country Partnership Strategy: India, 2013–2017. Manila. 
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to compliance with 7 policy actions, was delayed. The third and final tranche ($100 million), which 
was scheduled for release 7 months after the second tranche subject to compliance with the 
remaining 7 policy actions, was delayed subsequently. The original program loan period was 30 
months, with a closure date of 30 June 2017. However, this was extended twice, to 30 April 2018 
and to 30 June 2018, to accommodate delays due to three main reasons. First, the state 
legislative assembly election in March 2017 led to frequent turnover of key government officials 
at the Finance Department of the Government of Punjab and interrupted the state government’s 
commitment to implement sensitive reforms, as well as the continuity of policymaking and 
implementation speed. Second, technical and financial challenges were identified during 
implementation of the second-tranche policy action requiring 100% metering of the distribution 
transformers connected to agricultural feeders, and it took more than a year to reach a tripartite 
consensus among ADB, Government of Punjab, and the Department of Economic Affairs at the 
Ministry of Finance of the Government of India (with technical support from the Ministry of Power) 
to finalize and agree upon an alternative methodology. Finally, the former state government 
decided to submit the profession tax bill to the state legislature after the completion of the 
legislative assembly election in March 2017. Due to political sensitivities and vested interests, 
submission of the tax bill to the state cabinet was postponed on three occasions despite strong 
central government support. The newly elected state government finally introduced the profession 
tax as part of the Punjab State Development Tax Bill to the legislature under the budget session 
of the fiscal year (FY) 2019. 
 

II. RECENT MACROECONOMIC AND POLITICAL DEVELOPMENTS 
 

A. Macroeconomic Developments 
 
4. While average annual gross domestic product growth in India approached 6.7% during 
FY2012–FY2016, Punjab’s GSDP grew at a significantly lower rate of around 5% during this 
period. On the fiscal side, Punjab’s own-tax revenues have fallen from 7.1% of GSDP in FY2012 
to below 7% in FY2016, whereas during FY2012–FY2016, current expenditures remained high 
and the capital outlay stayed below 1% of GSDP.3 The state maintained a fiscal deficit of about 
3% of GSDP during FY2012–FY2015. However, the fiscal deficit spiked at 4.4% of GSDP in 
FY2016 and at 13.9% of GSDP in FY2017 (revised estimate) after the accumulated power sector 
debt was restructured and off-budget liabilities were converted into budgetary liabilities (Appendix 
6). These measures were recommended as part of a Government of India-sponsored program 
(para. 17). As a result, the ratio of state debt to GSDP has increased from an average of 31.3% 
of GSDP from FY2012 to FY2016 to 42.6% in FY2017 (revised estimate). Although this one-time 
adjustment has temporarily derailed the fiscal targets, the revenue mobilization measures and 
power sector reforms introduced under the program are commendable as they support 
improvements in the state finances in the medium term and in the case of the power sector, 
reforms are consistent with greater transparency in budget reporting. Appendix 6 analyzes the 
macroeconomic and fiscal developments. 
 
B. Political Developments  

 
5. The state election was held in Punjab on 4 February 2017 for the Punjab Legislative 
Assembly. The pre-election ruling coalition was the National Democratic Alliance (India). The 
election results, declared on 11 March 2017, gave the Indian National Congress a governing 

                                                
3  The ratio of capital outlay to gross domestic product for all states of India reached 2.2% in FY2015 and 2.8% in 

FY2016 (Reserve Bank of India. 2017. State Finances, A Study of Budgets of 2016-2017. Mumbai. Statement 35, 
Development Expenditures).  
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majority. The newly formed state government reiterated its endorsement and ownership of the 
ADB-supported program and expressed its strong commitment toward successful implementation 
of the program actions. The new state government is fully supportive of the program reforms, 
reinforcing its efforts to improve Punjab’s fiscal sustainability.  
 

III. STATUS OF PROGRAM IMPLEMENTATION 
 
6. The release of the second tranche requires compliance with 7 policy actions under the 
second and third outputs of the program, which target rationalized expenditure focusing on power 
subsidies, and improved revenue efforts. The policy actions contribute to achieving the outcome 
of a larger and more sustainable fiscal space in the state government, and the impact of improved 
capital investment in the state. The compliance status of second-tranche policy actions is in 
Appendix 3. Details are given below.  
 
A. Output 2: Rationalized expenditure focusing on power subsidies 

 
7. Tranche 2, policy action 9. Punjab State Power Corporation Limited (PSPCL) to 
complete 100% metering on distribution transformers connected to agriculture power feeders to 
improve energy audit (partially complied). Electricity to agricultural consumers is supplied through 
dedicated feeders in Punjab. This was achieved by segregating 11-kilovolt (kV) feeders for 
domestic and agricultural consumers. Each 11 kV feeder has multiple distribution transformers, 
which are intermediate points in the distribution network between the input feeder and the end 
consumer, and act as a segregator from which various consumer connections are extended. The 
original policy action envisaged 100% metering of agricultural distribution transformers to extend 
the last metered point nearest to the consumer on the network, thereby improving the energy 
audit for agricultural consumers. The energy audit has the objective of providing more accurate 
information to PSPCL and the state government for measuring the projected and actual 
agricultural electricity consumption, enhancing estimation of transmission and distribution losses 
on the agriculture power supply network, and thus optimizing expenditures for power subsidies.  
 
8. However, during the program implementation, the state government identified several 
limitations to the 100% metering of distribution transformers in terms of investment requirements, 
scale of coverage, management and maintenance expenses, and accuracy and effectiveness of 
energy loss accounting.4 Since the inception of the program, PSPCL has taken multiple measures, 
including the implementation of a high-voltage distribution system (HVDS), to reduce losses in 
agricultural power distribution and improve energy accounting.5 Implementing the HVDS on 11 
kV agriculture feeders in high-loss areas of the supply network,6 i.e., replacing the low-tension 
line with a high-tension line, protects against electricity leakage and pilferage because hooking at 
high voltages is extremely dangerous and difficult. The HVDS benefits consumers by enhancing 

                                                
4  Distribution transformer metering helps identify the magnitude of losses only up to the distribution transformer level, 

and in the absence of 100% consumer metering, there will still be a gap in complete energy accounting, for which 
assumptions are required, as more losses are expected between the distribution transformers and end-point 
consumers. 100% metering meant metering about 534,000 distribution transformers on agriculture feeders as of 
March 2016, which required about 18 months and an investment of about ₹7.93 billion. Management and 
maintenance of a large number of distribution transformer meters in a widespread network requires additional annual 
spending on operation and maintenance of about 10% of the investment. 

5  PSPCL’s measures to minimize losses on power distribution network are summarized in Appendix 6.  
6  Since HVDS implementation on agriculture connections is a very capital-intensive exercise, it is done selectively in 

high-loss areas of the supply network based on a cost–benefit analysis. Each HVDS conversion requires an upfront 
investment of about ₹100,000 per connection, bringing the total investment requirement for the State of Punjab to 
₹58.3 billion for a 100% conversion.  
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the voltage profile of the energy supply network, and ultimately the efficiency of the agricultural 
pump sets, since the 11 kV supply line is extended almost until the consumer load point. The 
HVDS also minimizes failure of distribution transformers due to overload as small-capacity and 
dedicated distribution transformers are installed per two or three agriculture connections along 
the high-tension lines compared to several connections on a single large-capacity distribution 
transformer on low-tension lines. Successful implementation of the HVDS along with other 
measures (Appendix 6) helped bring down technical losses on agriculture feeders from 13.1% in 
FY2013 to 10.9% in FY2016, and transmission and distribution losses from 16.8% in FY2013 to 
14.6% in FY2016, and thus helped curtail the power subsidy payout.7 

 
9. Given the effectiveness of alternative measures, the limitations of 100% metering of 
distribution transformers, and considering the state government’s overall energy sector plans and 
budget, the Finance and Power Departments of the state government determined an alternative 
methodology on 29 March 2017 (Document No. Secq/DFREI-ED/2017/448) in consultation with 
ADB and in line with the original objective of the policy action, following discussions between 
various stakeholders on multiple occasions. The alternative methodology was approved by the 
Department of Economic Affairs of the Ministry of Finance with concurrence from the Ministry of 
Power of the Government of India on 8 November 2017 (Document No. 5/06/2014-ADB-I). The 
Power Department of the Government of Punjab submitted the report on implementation of the 
alternative methodology on 22 January 2018. Based on the July 2017 targets of the alternative 
methodology, as of 15 December 2017, the state government (i) achieved a HVDS coverage of 
45.9% (628,494 agricultural power connections out of 1.368 million connections), exceeding the 
target of 45% coverage, corresponding to 611,000 out of 1.361 million connections; (ii) achieved 
metering 21.2% of distribution transformers on agriculture feeders (137,651 distribution 
transformers metered out of 649,000 distribution transformers), exceeding the target of 21%, 
corresponding to 137,000 out of 649,000 distribution transformers; (iii) achieved metering 19.6% 
of agricultural power consumers (268,733 agricultural power consumers metered out of 1.368 
million agricultural consumers), exceeding the target of 15%, corresponding to 200,000 out of 
1.361 million agricultural consumers; and (iv) reached 100% of end-to-end metering of targeted 
86 kV agriculture feeders,8 randomly sampled out of 5,919 agriculture feeders.  
 
10. The alternative methodology, validated by third-party energy specialist, is more cost-
efficient 9  than the original policy action of 100% metering on distribution transformers and 
achieves the same objective of improving energy audit through a combination of measures. The 
additional consumer metering alongside metering of distribution transformers allows more 
accurate calculation of power consumption up to the end-user level. The HVDS more effectively 
reduces technical, distribution, and transmission losses on the agriculture network. The end-to-
end metering of 1% random sample of agriculture feeders across the state helps trace the flow of 
power from input to consumer, and extrapolate the loss trend on the entire agriculture network in 
Punjab so that PSPCL can close any gaps between projected and approved energy sales. 
  
11. Tranche 2, policy action 10. Government of Punjab to notify an agricultural power 
subsidy targeting plan selected from the alternative plans provided in the strategy paper and to 

                                                
7  In India, average transmission and distribution losses are estimated at 23% of the electricity generated. In actual 

practice, these losses could be as high as 50% in some states of India. Dembra, Amit, and A.K. Sharma. 2014. “High-
Voltage Distribution System for Agricultural Feeders in Distribution System”, International Journal of Engineering 
Research and Reviews, Vol.2(3), pp. 1–8. 

8  End-to-end metering of 86 kV agricultural feeders corresponds to metering of over 6,500 distribution transformers 
and metering of over 21,000 agricultural consumers on these feeders. 

9  The investment for the alternative methodology is estimated at ₹4.5 billion, of which ₹540 million goes to distribution 
transformer metering, ₹315 million to consumer metering, and ₹3.6 billion to the HVDS as per the indicated targets. 
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commence implementing the selected plan (complied with). Punjab has been experiencing a 
decline in the growth of agricultural crop production, particularly rice and wheat. These crops 
dominate 80% of the cropped area because of negligible production and marketing risks (thanks 
to procurement at minimum support prices). This overdependency has also resulted in intensive 
land use for these crops, rapidly depleting the groundwater table, mainly in central Punjab. The 
farmers have resorted to replacing shallow tube wells with centrifugal pumps and deep tube wells 
with submersible pumps for pumping water from greater depths. This led to an increase in the 
consumption of energy, and since the electricity is free, there is no incentive to save electricity or 
water. The vicious cycle increased the power subsidy burden, aggravating state’s fiscal position.  
 
12. To improve the targeting of the power subsidy, the state government developed a strategy 
paper under the program, which laid out two options for implementing a scheme that would 
optimize power supply to agricultural consumers: 

- Option 1: restricting power supply to agricultural consumers as per the “normative supply 
hours” requirements of the zone. 

- Option 2: free supply of power up to “normative energy consumption” and incentivizing 
metering of agricultural consumers.10  
 

13. Following discussions with PSPCL and other stakeholders, the state government decided 
on option 1. It engaged Punjab Agriculture University to conduct a study for estimating the 
electrical tube-well operating time for groundwater for different seasons and crops to determine 
the normative supply hours. The report states the need to take additional initiatives to curtail 
groundwater pumping and reduce energy consumption, which would also have a direct bearing 
on the subsidy payout. The report also states that the use of groundwater should be reduced to 
the extent possible, and the number of working hours for the tube well should be restricted to save 
groundwater. Based on a detailed data analysis (e.g., type of crop, capacity of tube-well motors, 
groundwater depths, area under irrigation) under various scenarios, recommendations were 
provided on the normative supply hours for various types of crops and seasons.  
 
14. Based on these recommendations, the Department of Power issued gazette notifications 
on 14 October 2015 and 25 March 2016 on the schedule of power supply to the agricultural pump 
set connections in the state for different crops and seasons as per the table below. The power 
supply hours will be  followed, but keeping in view weather conditions such as drought, excessive 
rains, and floods or other reasons beyond the control of PSPCL, supply hours can also be 
modified so that the crops of the farmers do not suffer. The power supply hours to vegetable, 
floriculture, and horticulture farming may vary according to crop and seasonal requirements. 
 

Notified Schedule of Power Supply 

Period  Timing 

a) 1 April–14 June  
b) Exception to above:      
    20 April–20 May 

a) 8 hours of power supply on alternate days. 
b) With the exception that the feeder having more than 50% of its 

area under cotton or other kharif crops should be provided 
with 8 hours of daily electricity (from 20 April–20 May); the 
extra power supplied can be adjusted later. 

    15 June–30 September     8 hours of power supply per day. 
    1 October–31 March     10 hours of power supply on alternate days. 

                                                
10  Following a transition period, metered consumers would be provided free power up to the normative energy 

consumption and a suitable tariff would be applicable to levels above the normative energy consumption. For 
unmetered consumers, a fixed tariff per annum would be charged and they would be eligible for free power 
consumption up to the normative energy consumption as and when they get metered. 
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15. Tranche 2, policy action 11. The Government of Punjab to implement the public 
awareness campaign to facilitate implementation of the selected agricultural power subsidy 
targeting plan (complied with). The state government rolled out the awareness campaign during 
1–21 February 2016 to sensitize the citizens of Punjab on the urgent need to conserve water and 
to motivate the public to reduce water consumption. The target audiences were mainly farmers, 
village panchayat (council) members, agriculture employees, general villagers, local 
municipalities, and students. Key messages of the campaign included (i) using properly sized 
pumps, (ii) avoiding wastage of water, (iii) storing water, and (iv) avoiding overflooding of fields 
that could be directly beneficial to farmers. To ensure maximum impact in the most economical 
manner, the campaign was rolled out through various channels, including articles and 
advertisements in newspapers, radio broadcasts, and announcements at bus stops.11 

 
16. Tranche 2, policy action 12. PSPCL to (i) implement a system of demand forecasting 
and energy requirements to manage short- and long-term power purchase costs in an effective 
manner, and (ii) include the same in its petition to Punjab State Electricity Regulatory Commission 
(PSERC) (complied with). PSPCL introduced an information technology-based demand 
forecasting system to optimize and manage the short-term and long-term power purchase costs, 
thereby improving the performance of the distribution company (DISCOM). The system could 
forecast the power demand in the state across consumer categories using an econometrics model, 
taking into account the historical data, and key trends and factors. The data from this system was 
utilized for tariff determination, which was included in the tariff petition to PSERC for FY2017. 
PSPCL projected the energy requirement to be 53,054 mega units based on a 3-year 
compounded annual growth rate as per the PSERC regulation, with the actual consumption, 
depending on weather conditions and sales, varying within a band of -2% to 2%. The power 
purchase cost was estimated as per the capacity and variable charges for the respective stations. 
The main benefits of the new energy demand forecasting system linked to the cost of power 
production are that it will (i) help PSERC set the tariff more accurately, thus pricing the energy 
consumption correctly to prevent over- or underuse of electricity; (ii) minimize the financial losses 
or unpaid arrears resulting from large unplanned fluctuations in actual energy consumption, and 
thus help improve the financial health of PSPCL; and (iii) help PSPCL make the required 
budgetary allocations for investments to update the technical capacity in line with the energy 
demand forecasts, and thus improve the quality of power supply. 
 
17. Tranche 2, policy action 13. Power Department to approve a time-bound action plan for 
PSPCL debt restructuring to facilitate funds mobilization from the market and improve power 
supply and to commence implementing the plan (complied with). PSPCL had a large amount of 
outstanding loans on its books, with the result that its interest costs created a huge burden on the 
DISCOM’s performance and tariff. In order to break this vicious circle, the state government 
signed a memorandum of understanding with the Government of India and the Punjab DISCOM 
(tripartite agreement) under the Government of India’s debt restructuring scheme—Ujwal 
DISCOM Assurance Yojana (UDAY) for State-owned Power Distribution Companies—on 4 March 
2016, which laid down a time-bound action plan by PSPCL and the Department of Power of the 
Government of Punjab for restructuring its debt and achieving a financial and operational 

                                                
11 Aligned with the power subsidy targeting under the program, the cabinet of the State of Punjab approved a new pilot 

scheme on Direct Benefit Transfer for Electricity for agriculture consumers on 24 January 2018 (Appendix 6). Under 
the scheme, the beneficiary farmers will be metered on a voluntary basis and paid cash subsidy directly to their bank 
accounts in advance for consumption of electricity worth ₹50,000 in a year. If the farmers save on the electricity bill 
through prudent water consumption, they will be allowed to retain the subsidy minus the bill amount. The scheme 
will help curb wasteful energy consumption, save precious groundwater resources, and rationalize the subsidy payout 
by the Government of Punjab. The benefits of the pilot were explained to the farmers, who voluntarily participated.  
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turnaround.12 Based on the plan, the state government took over 50% of the debt (₹104.2 billion) 
in FY2016 by issuing bonds worth ₹98.6 billion. It issued bonds in FY2017 for 25% of the debt 
(₹52.09 billion) plus the remaining debt balance from FY2016 (₹5.6 billion). Loans amounting to 
₹156.28 billion taken over by the state would be treated as state government loans in the books 
of PSPCL until FY2019, and be converted into a grant of ₹117.28 billion and equity of ₹39 billion 
in FY2020. Any unpaid overdue interest and penalties by banks and financial institutions since 
October 2013 were waived. Besides financial restructuring and a schedule for taking over future 
losses, the action plan included measures and targets with an implementation timetable, among 
others, for (i) streamlining supply and prices of energy production inputs for PSPCL; (ii) reducing 
transmission losses and energy audit via metering of distribution transformers, agricultural 
feeders, and consumers; (iii) introducing efficient agricultural pumps; (iv) conducting consumer 
awareness programs; and (v) putting in place a tariff-setting mechanism. 
 
B. Output 3: Improved revenue efforts 
 
18. Tranche 2, policy action 14. Government of Punjab to submit the profession tax bill to 
the State legislature (complied with). The Punjab State Development Tax Bill (2018), which 
includes profession tax, was submitted to and passed by the Punjab state legislature during its 
FY2019 budget session on 26 March 2018. The profession tax, which was not levied earlier, will 
help augment the state’s own-tax revenues. The Bill enables the state government to levy and 
collect ₹200 per month (₹2,400 per annum) on an income taxpayer, who is a government 
employee and any other person, engaged in professions, trades, callings, and employment.13 
Currently, this tax provides substantial revenue in 4 special category and 13 non-special category 
states in India, and the 14th Central Finance Commission recommended that the profession tax 
limit be raised from its current level of ₹2,500 as per Article 276(2) of the Indian Constitution to 
₹12,000 per annum. Thus, Punjab has a sound potential to garner revenue from this tax. 
 
19. Tranche 2, policy action 15. Revenue Department to complete the digitization of land 
records for all areas of the state (complied with). The state government digitized 100% of land 
records of Punjab’s rural villages to ensure transparency of transactions and ownership records. 
Digitization, apart from providing evidence on land ownership and speeding up the land 
acquisition process, is expected to strengthen revenues by minimizing discretion and 
undervaluation of property tax billing and collection. Across 22 districts, 165 centers (Fard 
Kendras) that provide digitized land records (Jamabandis) were operationalized, covering 
12,973 villages. Around 200,000 land records are delivered through these centers per month. 

                                                
12 As indicated in the memorandum of understanding, PSPCL had an expected current deficit of ₹18.39 billion in 

FY2016. The accumulated losses reached ₹33.74 billion as of end FY2016. The outstanding debt level reached 
₹208.37 billion at the end of September 2015. Additionally, the interest cost burden of nearly ₹0.59 per unit during 
FY2015 was significantly higher than the national average of ₹0.44 per unit. The cost recovery was only 93%. 

13 Under the Punjab State Development Tax Bill (2018), a tax would be deducted from the salary or wages of the 
government employees receiving pay from the revenues of center, or any state government or the railway fund, 
government employees of Punjab, and any other persons, who are engaged in any profession, trade, calling, 
employment in the state, or a sole proprietor, a partnership firm, a Hindu undivided family, company, a society, a 
trust, a club, an institution, an association, a local authority, or a department of government. The tax will be deducted 
by the employer from employee’s salary or wage. If any employer fails to deduct the tax, he would be liable to pay a 
penal interest of 2%. Under the FY2019 budget, an estimated ₹15 billion is expected to be raised from additional 
revenue mobilization measures, which include the profession tax, rationalization of non-tax revenue receipts, and 
the levy dedicated for the Punjab social security fund (Government of Punjab. Department of Finance. Budget 2018–
19 Speech of Finance Minister. 24 March 2018). There are around 3.7 million income taxpayers in the state of Punjab 
as of 2018. Based on the number of public and private sector employees for FY2016, earlier studies estimated that 
profession tax collection could reach ₹1.31 billion for public sector and ₹1.22 billion for private sector, totaling ₹2.53 
billion (Government of Punjab. Department of Planning. Economic Survey of Punjab, 2012–2013 and 2013–2014). 
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The land records cover information such as name of owners, area of land, shares of owners, and 
other rights as well as cultivation, rent and revenue, and taxes payable on land. The Department 
of Revenue, Rehabilitation and Disaster Management has put the land records data on a portal, 
accessible via webpage, to update landowner details in any sale and purchase of land. 
 

IV. THE TECHNICAL ASSISTANCE GRANT 
 
20. An attached technical assistance (TA) grant of $400,000, funded by ADB’s Technical 
Assistance Special Fund (TASF-V), was approved on 19 November 2014 and became effective 
on 22 December 2014. An additional $100,000 was approved on 26 November 2015 from TASF-
V, as requested by the Finance Department, bringing the total TA resources to $500,000 (see 
para. 22).14 The original closing date of 30 April 2017 was extended three times—to 17 July 2017, 
30 April 2018, and 30 June 2018—to provide adequate time for program completion. The TA 
implementation arrangements have been aligned with those of the program. 
 
21. As of 15 January 2015, 38 person-months of national consulting services were recruited 
intermittently from PricewaterhouseCoopers Ltd. India, comprising (i) a state finance specialist 
and team leader, (ii) a revenue administration specialist, (iii) an internal audit specialist, (iv) a 
project appraisal and evaluation specialist, (v) a medium-term expenditure framework specialist, 
(vi) a debt management specialist, (vii) an employee database specialist, and (viii) a public 
awareness campaign specialist. The consultants supported (i) power subsidy targeting, including 
technical analysis and surveys for normative power consumption for agriculture, and the public 
awareness campaign; (ii) improvement of revenue administration, including introduction of the 
profession tax, better taxpayer services using information technology and revenue forecasting 
techniques; (iii) the establishment of a fiscal policy and management unit (FPMU) at the Finance 
Department for medium-term fiscal programming, appraisal, and evaluation of state government 
projects, and the design of manuals; (iv) preparation of gender-responsive medium-term 
expenditure frameworks for the four key departments (Health, Education, Power, and Public 
Works), and capacity building; (v) preparation of a comprehensive database for employees and 
pensioners of the state government; (vi) the strengthening of debt management capacity, 
including cash management; and (vii) the strengthening of the internal audit system. 
 
22. Additional TA funds were used for (i) continuous deployment of at least one full-time 
consultant in Chandigarh for better program coordination; (ii) recruitment of 5.5 person-months of 
power sector specialist; (iii) additional inputs for public awareness campaign specialist; 15 
(iv) assessments of nontax revenue potential in key sectors; (iv) a study of tax base and collection 
potential of own-tax revenues, including value-added tax; and (v) a study on the debt profile and 
loan repayment burden of the state in line with recommendations of the 14th Finance Commission.  
 

V. PROGRAM MONITORING 
 
23. The Finance Department of the state government continues to be the executing agency. 
Its FPMU has implemented the program and TA, while the program steering committee provided 
overall supervision and coordination. Program activities were monitored at different levels through 
(i) an inception mission held on 19–21 January 2017; (ii) aide-mémoires from six loan and TA 
review missions on 26–28 April 2015, 18–20 July 2016, 25 November 2016, 17–18 January 2017, 
24–25 August 2017, and 12 February 2018 and 16 February 2018; (iii) tripartite portfolio review 

                                                
14 Total consultancy contract awards under the TA stood at 99.5% ($497,425), while total disbursements were at 69.8% 

($347,365) as of 6 April 2018.   
15 After these changes, total consulting services increased to 44.5 person-months under the firm contract. 
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meetings held among the Government of India, Government of Punjab, and ADB on 30–31 
January 2016, 16–17 September 2016, 6–7 April 2017, 26–27 October 2017 and 19–20 February 
2018; (iv) program steering committee meeting held by the Finance Department on 26 July 2017; 
and (v) project status updates provided regularly by the TA consultants.  
 

VI. PROGRAM ASSURANCES 
 
24. All program loan assurances provided by the government continue to remain valid and 
their implementation is ongoing. All assurances are complied with as of the report date. Appendix 
5 details the status of these assurances. 
 

VII. CONCLUSION 
 
25. The Government of Punjab has complied with the first-tranche policy actions, which have 
remained in effect since program effectiveness, and 6 out of 7 second-tranche policy actions, with 
one policy action being partially complied.  
  
26. Fiscal reforms, especially when entailing politically sensitive actions such as rationalizing 
power subsidies and introducing new taxes, are always difficult and require strong political 
ownership.16 The implementation success critically hinged on (i) the political commitment of the 
state government to bring about essential but difficult reforms despite the interruptions caused by 
the state election, turnover of key government officials, and political sensitivities and vested 
interests; (ii) effective partnership and coordination between ADB, state government, and 
Government of India; and (iii) a strong sense of appreciation of the program benefits. 
 
27. The program achieved most of the output performance indicators and targets under the 
design and monitoring framework (DMF) (Appendix 4). For improved fiscal management, the 
FPMU was set up under the first tranche to approve public investment. Gender-responsive 
medium-term expenditure frameworks for four departments were established, and cash and debt 
management systems have become operational. Both actions, linked to the third tranche, have 
already been achieved. During FY2013–FY2016, on average, the discrepancy between estimated 
(budgeted) and actual own-tax revenues was 10%, and the discrepancy between estimated and 
actual total expenditures (excluding debt service payments) was 10.8%, both missing the target 
of 3%–4% in the DMF.17 The digitization of land records was completed, and the profession tax 
bill was passed by the state assembly to improve revenues.  
 
28. As for the rationalization of power subsidies, agricultural power supply data were 
disaggregated at the feeder level. Power sector reforms as well as technical measures to improve 
power distribution have helped control the power subsidy requirement. Although the state’s overall 
spending on power subsidies has increased since FY2014—primarily resulting from a greater 
number of agricultural electricity consumers, the subsequent increase in energy consumed, and 
the jump in subsidy payouts in FY2017 because of the payment of subsidy arrears from previous 
years, including the loan amount taken by PSPCL from the state government—the subsidy per 
hectare of gross cropped area decreased from ₹6,428 in FY2013 to ₹6,157 in FY2016, which is 
48.3% lower than the no-reform scenario baseline of ₹11,920 for FY2016, derived using a 
simulation analysis to represent the power subsidy figure without the program reforms being 

                                                
16 This is also corroborated by ADB’s review of public resource management programs in India: M. Attinasi and B. 

Carrasco. 2008. “Public Resource Management Programs: Do They Work?” Manila: ADB; and Independent 
Evaluation Department. 2017. Country Assistance Program Evaluation, India: 2007–2015. Manila: ADB.  

17 Government of Punjab. Budget at a Glance, various years. 
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undertaken. This meets the DMF-based target of at least a 4% reduction from the no-reform 
scenario (Appendix 4). The average unit rate for the subsidy payout for agricultural consumption 
declined by 13.7% from ₹5.1 per kilowatt-hour (kWh) to ₹4.4 per kWh in this period (Appendix 6).  
 
29. While progress toward program completion has been steady, delays in program 
implementation arose from the state election in March 2017, which led to frequent turnover of key 
government officials at the Finance Department. These delays affected the achievement of the 
DMF-based program impact and outcome performance indicators and targets (Appendix 4). While 
the ratio of capital outlay to GSDP improved to 1.4% in FY2017 (revised estimate) from 0.6% in 
baseline FY2012, this has so far remained short of the 2.5% target for FY2018. Education- and 
health-related capital outlay as a share of total capital outlay has not increased, averaging 11% 
during FY2013-FY2017 (revised estimate) and falling short of the program target of at least 20% 
of total capital outlay by FY2018. While the ratio of own-tax revenue to GSDP stagnated at about 
7% from FY2012 until FY2017 (revised estimate), it is projected to reach 8.5% in FY2018—short 
of the 9% target—with the implementation of the goods and services tax (GST) across India. The 
ratio of current deficit to GSDP was brought down to 2.2% in FY2016, from 2.6% in FY2012. This 
is not only higher than the target of 0.7% but the latest budget figures also show that the ratio of 
current deficit to GSDP will increase to 2.7% for FY2017 (revised estimate). The state of Punjab 
maintained a fiscal deficit of about 3% of GSDP during implementation of the program, except for 
the spikes of 4.4% of GSDP in FY2016 and 13.9% of GSDP in FY2017 (revised estimate), related 
to restructuring of accumulated PSPCL debt under the UDAY scheme and to bringing off-budget 
liabilities into budget. This one-off measure consumed all the fiscal headroom, and hence some 
key indicators—fiscal deficit, current deficit, and capital expenditures—went off-track. As a 
consequence, total stock of liabilities, while stable at an average of 31.3% of GSDP from FY2012 
to FY2016, shot up to 42.6% in FY2017 (revised estimate).   
 
30. Although this one-time adjustment has derailed the fiscal targets temporarily, they are 
welcomed for recognizing these liabilities upfront on the state budget and addressing them. 
Reporting contingent and off-budget liabilities under the budget is an important reform that went 
beyond the requirements of the program. The encouraging fact is that successful implementation 
of program reforms will help (i) reduce the burden of power sector subsidies, as well as debt and 
interest payments, on state finances in the medium term; and (ii) increase resource allocation for 
capital outlays. There are already positive signs that per-unit power subsidy costs are moderating. 
Similarly, revenue mobilization will likely improve once the positive impact of the GST comes into 
play alongside other tax measures, such as the profession tax introduced under the program. The 
tax at source for works contracts and the turnover tax, to be originally introduced under the third 
tranche, are now subsumed under the GST. Thus, it is necessary to revisit the achievement of 
DMF indicators once the third-tranche policy actions are completed. 
 

VIII. THE PRESIDENT’S RECOMMENDATION 
 
31. In view of the significant progress made in the implementation of the overall program, as 
evidenced by full compliance with six policy actions and partial compliance with one policy action 
for release of the second tranche, the President recommends that the Board approve: 

(i) the waiver of one tranche release policy action (policy action 9: PSPCL to complete 
100% metering on distribution transformers connected to agriculture power feeders to 
improve energy audit); and  

(ii) the release of the second tranche in the amount of $50 million for the Punjab 
Development Finance Program.   
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CHRONOLOGY OF LOAN REVIEW MISSIONS 
 

Inception mission 19–21 January 2015 Chandigarh and New Delhi 

Loan and technical assistance 
(TA) review mission 

26–28 April 2015 Chandigarh 

Tripartite portfolio review meeting 30–31 January 2016 Jaipur 

Loan and TA review mission 18–20 July 2016 Chandigarh and New Delhi 

Tripartite portfolio review meeting 16–17 September 2016 New Delhi 

Tripartite discussion with 
Department of Economic Affairs, 
Government of India, and 
Government of Punjab officials 
on second-tranche policy actions 
Nos. 9 and 14 

25 November 2016 Delhi 

Loan and TA review mission 17–18 January 2017 Chandigarh and New Delhi 

Tripartite portfolio review meeting 6–7 April 2017 New Delhi 

Loan review mission 24–25 August 2017 Chandigarh and New Delhi 

Tripartite portfolio review meeting 26–27 October 2017 Bengaluru 

Loan and TA review mission 12 February 2018 and 
16 February 2018 

Chandigarh and New Delhi 

Tripartite portfolio review meeting 19–20 February 2018 New Delhi 

 
Source: Asian Development Bank. 
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POLICY MATRIX  
 

Objective: To support the Government of Punjab to reorient its public finance for augmenting and sustaining development financing. 

 
 

First Tranche 

  Second Tranche 
(Approximately 18 months 

after the first tranche or earlier) 

Third Tranche 
(Approximately 7 months 

after the second tranche or earlier) 

I. Improved Capacity for Fiscal Management  
Objective: To improve allocative efficiency and effectiveness of public resources. 

1. FRBM rules drafted and approved 
by Finance Department for effective 
implementation of the provisions and 
targets under FRBM Act. (Document 
required: Copy of the draft FRBM Rules 
approved by Finance Department) 

 
 
 

16. FRBM rules adopted by GOP. 
(Document required: GOP notification 
of the FRBM rules) 
 

2. FPMU in the Finance Department 
set up by GOP and made fully operational 
to supervise (i) project appraisal and 
evaluation, (ii) debt and cash management, 
and (iii) overall program implementation to 
strengthen fiscal management and improve 
effectiveness of public resources. 
(Document required: Copy of Finance 
Department notification) 

 17. MTFF for FY2016–FY2018, 
which provides a reasonable 
enhancement of capital outlay (as a 
percentage of GSDP) over the baseline 
scenarios, prepared and approved by 
Finance Department to ensure 
adherence to realistic fiscal targets. 
(Document required: Copy of the 
MTFF approved by Finance 
Department) 

3. A roadmap for the introduction of 
the gender-responsive MTEF is approved 
by Finance Department to improve 
allocative efficiency of scarce public 
resources. (Document required: MTEF 
roadmap as approved by Finance 
Department) 

 18.  Gender-responsive MTEFs for 
health, education, power, and public 
works departments, which are consistent 
with MTFF, finalized and approved by 
Finance Department, and budget 
allocations for these departments made 
for FY2016 based on MTEFs 
(Document required: MTEF reports 
and budget allocations statement as 
approved by Finance Department) 

  19. Comprehensive electronic 
database on GOP employees and 
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First Tranche 

  Second Tranche 
(Approximately 18 months 

after the first tranche or earlier) 

Third Tranche 
(Approximately 7 months 

after the second tranche or earlier) 

pensioners prepared by Finance 
Department for better public expenditure 
planning and targeting. (Document: 
Report on database prepared by 
Finance Department) 

  20. Finance Department to 
implement a treasury cash forecasting 
methodology and its integration with debt 
management module, to reduce 
dependence on unplanned short-term 
borrowings. (Documents required: 
Treasury cash forecasting concept 
note and a status report on 
implementation as approved by 
Finance Department) 

II. Rationalized Expenditure Focusing on Power Subsidies 
Objective: To support a compositional shift in public spending and generate additional ‘fiscal space’ for developmental spending. 

4. PSPCL to submit agriculture power 
feeder data, covering at least 90%–95% of 
total agriculture power consumption, to 
PSERC for tariff determination of FY2013. 
(Document required: PSERC electricity 
tariff order for FY2013) 

  

5. PSPCL to complete 100% feeder 
metering. (Document required: Report 
submitted by Power Department) 

9. PSPCL to complete 100% metering 
on distribution transformers connected to 
agriculture power feeders to improve 
energy audit. (Document required: Report 
submitted by Power Department) 

 

6. GOP to approve a strategy paper 
with alternative plans for improved targeting 
of agricultural power subsidies. (Document 
required: Strategy paper approved by 
Finance Department) 

10. GOP to notify an agricultural power 
subsidy targeting plan selected from the 
alternative plans provided in the strategy 
paper and to commence implementing the 
selected plan. (Document required: Copy 
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First Tranche 

  Second Tranche 
(Approximately 18 months 

after the first tranche or earlier) 

Third Tranche 
(Approximately 7 months 

after the second tranche or earlier) 

of the notification and an action taken 
report issued by Power Department) 

7. GOP to finalize a public awareness 
campaign plan to facilitate implementation 
of the agricultural power subsidy targeting 
plan. (Document required: Copy of the 
finalized public awareness campaign 
plan) 

11. GOP to implement the public 
awareness campaign to facilitate 
implementation of the selected agricultural 
power subsidy targeting plan. (Document 
required: Report prepared by Finance 
Department on the public awareness 
campaign) 

 

 12. PSPCL to (i) implement a system of 
demand forecasting and energy 
requirement to manage short- and long-
term power purchase costs in an effective 
manner, and (ii) include the same in its 
petition to PSERC. (Document required: 
Petition submitted by PSPCL to PSERC 
on demand forecasting and energy 
requirement) 

 

 13. Power Department to approve a 
time-bound action plan for PSPCL debt 
restructuring to facilitate funds mobilization 
from the market and improve power supply 
and to commence implementing the plan. 
(Document required: A copy of the debt 
restructuring action plan and an action 
taken report issued by Power 
Department) 

 

III. Improved Revenue Efforts 
Objective: To improve own-revenue mobilization by strengthening revenue administration and introducing new sources of revenue. 

  21. Finance Department to reduce 
threshold limit for deduction of tax at 
source for works contract. (Document 
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First Tranche 

  Second Tranche 
(Approximately 18 months 

after the first tranche or earlier) 

Third Tranche 
(Approximately 7 months 

after the second tranche or earlier) 

required: Copy of the Finance 
Department notification) 

  22. Finance Department to 
benchmark the turnover tax rate in the 
comparable states and revise the 
turnover tax rate appropriately. 
(Document required: Copy of the 
Finance Department notification) 

 14. GOP to submit the profession tax 
bill to the State legislature. (Document 
required: Copy of the profession tax bill 
submitted to the State legislature) 

 

8. Revenue Department to complete 
75% digitization of land records in all rural 
areas of the state to facilitate improved 
administration of stamp duty and 
registration fee collection from the rural 
areas. (Document required: Report on 
completion issued by Revenue 
Department) 

15. Revenue Department to complete 
the digitization of land records for all areas 
of the state. (Document required: Report 
on completion issued by Revenue 
Department) 

 

FPMU = fiscal policy and management unit, FRBM= Fiscal Responsibility and Budget Management, GOP= Government of Punjab, GSDP= gross state domestic 
product, MTEF= medium-term expenditure framework, MTFF= medium-term fiscal framework, PSERC= Punjab State Electricity Regulatory Commission, PSPCL = 
Punjab State Power Corporation Limited. 
Source: Asian Development Bank and Government of Punjab. 
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STATUS OF SECOND-TRANCHE POLICY ACTIONS 
 
Second-Tranche Policy Actions Compliance Status 

II. Rationalized Expenditure Focusing on Power Subsidies 
Objective: To support a compositional shift in public spending and generate additional ‘fiscal space’ for developmental spending. 

9.      PSPCL to complete 100% metering on distribution transformers 

connected to agriculture power feeders to improve energy audit. 
(Document required: Report submitted by Power Department) 

Partially complied with. 
The alternative methodology in lieu of 100% metering proposed by 
GOP was approved by the Department of Economic Affairs of the 
Ministry of Finance with concurrence from the Ministry of Power of 
the Government of India on 8 November 2017 (Document No. 
5/06/2014-ADB-I). Additional Chief Secretary of the Power 
Department of GOP submitted the report on implementation of the 
alternative methodology on 22 January 2018 via Memo No.1/8/2012-
EB(PR)/4 and Principal Secretary of the Finance Department 
provided the report to ADB on 29 January 2018 via Letter No. 
2/1/2016-3FBII/20. As of 15 December 2017, the state government 
(i) achieved a HVDS coverage of 45.9% (628,494 agricultural power 
connections out of 1.368 million connections), exceeding the target 
of 45% coverage, corresponding to 611,000 out of 1.361 million 
connections; (ii) achieved metering 21.2% of distribution transformers 
on agriculture feeders (137,651 distribution transformers metered out 
of 649,000 distribution transformers), exceeding the target of 21%, 
corresponding to 137,000 out of 649,000 distribution transformers; 
(iii) achieved metering 19.6% of agricultural power consumers 
(268,733 agricultural power consumers metered out of 1.368 million 
agricultural consumers), exceeding the target of 15%, corresponding 
to 200,000 out of 1.361 million agricultural consumers; and (iv) 
reached 100% of end-to-end metering of targeted 86 kV agriculture 
feeders, randomly sampled out of 5,919 agriculture feeders. 
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Second-Tranche Policy Actions Compliance Status 

10. GOP to notify an agricultural power subsidy targeting plan 
selected from the alternative plans provided in the strategy paper and 
to commence implementing the selected plan. (Document required: 
Copy of the notification and an action taken report issued by 
Power Department) 

Complied with. Principal Secretary of Power Department submitted 
notification No. 1/33/08-EB(PR)/194 dated 25 March 2016 on the 
schedule of power supply to the agricultural pump connections in 
Punjab for different crops and seasons, which is valid until further 
notice or change in schedule. Earlier notification No. 1/33/08-
EB(PR)/683 dated 12 October 2015 and published in the Official 
Gazette on 14 October 2015, which was valid until 31 March 2016, 
was also submitted. The notifications are based on the study carried 
out by the Punjab Agricultural University. A copy of the study report 
about irrigation time required for various crops and estimated electric 
tube-well operating time for groundwater and energy conservation, 
conducted by Punjab Agricultural University, Ludhiana and submitted 
to Additional Chief Secretary on 23 September 2015, was provided 
by the Finance Department on 19 July 2016 via Memo No. 2/1/2016-
3FBII/979. Action-taken report was submitted by Principal Secretary 
of Power Department on 2 February 2016 via Memo No. 1/8/2012-
EB (PR)/71. 

11. GOP to implement the public awareness campaign to 
facilitate implementation of the selected agricultural power subsidy 
targeting plan. (Document required: Report prepared by Finance 
Department on the public awareness campaign) 

Complied with. Secretary of Expenditure of the Finance Department 
submitted the report on public awareness campaign on 19 July 2016 
via Letter No.2/1/2016-3FBII/799426/1. The public awareness 
campaign was rolled out across the state on 1–21 February 2016 with 
articles and advertisements in newspapers, radio broadcasts, and 
announcements at bus stops. Invoices for these activities are 
included in the report. 

12. PSPCL to (i) implement a system of demand forecasting and 
energy requirement to manage short- and long-term power purchase 
costs in an effective manner, and (ii) include the same in its petition 
to PSERC. (Document required: Petition submitted by PSPCL to 
PSERC on demand forecasting and energy requirement) 

Complied with. Principal Secretary of Power Department submitted 
to Special Secretary of the Finance Department via Memo. No. 
1/8/2012-EB(PR)/72 on 2 February 2016 the signed report of the 
PSPCL aggregate revenue requirement and tariff petition for FY2017, 
filed with the PSERC by the chief engineer of PSPCL on 26 
November 2015. The data and methodology for preparation of 
aggregate revenue and month-wise projected energy requirements 
of PSPCL for FY2016 and FY2017 are included in the petition report.  
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Second-Tranche Policy Actions Compliance Status 

13. Power Department to approve a time-bound action plan for 
PSPCL debt restructuring to facilitate funds mobilization from the 
market and improve power supply and to commence implementing 
the plan. (Document required: A copy of the debt restructuring 
action plan and an action taken report issued by Power 
Department) 

Complied with. Signed copy of the tripartite MOU between Ministry 
of Power, Government of India; GOP; and PSPCL, dated 4 March 
2016, and an action-taken report after signing the MOU were 
submitted by the Principal Secretary of Power Department to the 
Finance Department of GOP with Memo No. 1/8/2012-BBCRR/498 
dated 7 June 2016.  

III. Improved Revenue Efforts 
Objective: To improve own-revenue mobilization by strengthening revenue administration and introducing new sources of revenue. 

14. GOP to submit the profession tax bill to the State legislature. 
(Document required: Copy of the profession tax bill submitted 
to the State legislature) 

Complied with. The Punjab State Development Tax Bill (2018), 
which includes profession tax, was submitted to and passed by the 
Punjab Vidhan Sabha Secretariat (state legislature) during its 
FY2019 budget session on 26 March 2018. The Bill enables the state 
government to levy and collect ₹200 per month (₹2,400 per annum) 
on an income taxpayer, who is a government employee and any other 
person, engaged in professions, trades, callings, and employment. A 
letter on the submission of the Punjab State Development Tax Bill 
(2018) to the state legislature was sent to ADB on 4 April 2018 via 
Letter No. 12/12/2016-3FBII/64 by the Principal Secretary, Finance 
of the Finance Department of the GOP. The copy of the Punjab State 
Development Tax Bill (2018) (Punjab Vidhan Sabha Bill No. 11-PLA-
2018) was subsequently sent to ADB on 11 April 2018 by the Finance 
Department. 

15. Revenue Department to complete the digitization of land 
records for all areas of the state. (Document required: Report on 
completion issued by Revenue Department) 

Complied with. GOP completed 100% digitization of land records. 
Land records refer to the land in the rural areas because in the urban 
clusters, there are only property records, which are not classified as 
“land records”. Letter No. PM/PLRS/2016/53/106 along with the 
completion report was issued by the Special Secretary of Revenue, 
addressed to Secretary of Expenditure of the Finance Department of 
GOP on 5 July 2016.  

ADB = Asian Development Bank, GOP = Government of Punjab, HVDS = high voltage distribution system, kV = kilovolt, MOU = memorandum of understanding, 
PSERC = Punjab State Electricity Regulatory Commission, PSPCL = Punjab State Power Corporation Limited. 
Source: Asian Development Bank and Government of Punjab. 
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UPDATED DESIGN AND MONITORING FRAMEWORK 
 

Impact(s) the Project is Aligned with: 
 
(a) By FY2018, at least 2.5% capital outlay to GSDP ratio achieved (Defined by the Program).a 
(b) By FY2018, the share of capital outlay in education and health reached at least 20% of total capital outlay 
(Defined by the Program).b 

 
Design 

Summary 

Performance Targets 
and Indicators with 

Baselines 

Achievement  
Status 

(as of December 2017) 

Data 
Sources and 

Reporting 
Mechanisms 

Risks 

Outcome By FY2019    

Larger and more 
sustainable 
fiscal space in 
the state 
government 
achieved. 

a. Own-tax revenue 
reached at least 9% of 
GSDP (FY2012 
baseline: 7.9%). 
 
 
 
 
 
b. Revenue deficit c 

contained at around 
0.7% of GSDP (FY2012 
baseline: 2.6%). 

Ratio of own-tax revenue to 
GSDP stagnated at about 7% 
from FY2012 until FY2017RE. It 
is projected to reach 8.5% in 
FY2018BE with the 
implementation of the goods and 
services tax across India 
(Appendix 6). 
 
The ratio of current deficit to 
GSDP was brought down to 2.2% 
in FY2016, from 2.6% in FY2012. 
The ratio will increase to 2.7% in 
FY2017RE (Appendix 6). 

a–b:  
Finance 
accounts and 
budget 
documents of 
GOP 
 
 

Political 
forces 
could 
resist 
reform 
measures. 
 
 
 
 
 

Outputs By FY2019    

1. Capacity for 
fiscal 
management 
improved. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

1a. Major public 
investment approvals of 
GOP vetted by the 
FPMU (FY2012 
baseline: FPMU non-
existent). 
 
1b. Well-documented 
gender responsive 
MTEFs for major 
spending departments 
established (FY2012 
baseline: no MTEF in 
place) 
 
1c. The cash 
management system 
developed and 
operationalized (FY2012 
baseline: system not in 
place). 
 
 
1d. Not more than 3%–
4% discrepancies 
between estimated 
(budgeted) and actual 
own-tax revenue and 

Achieved. FPMU was set up 
under the first-tranche policy 
action no. 2 to approve public 
investment by GOP. 
 
 
 
Achieved. Gender-responsive 
medium-term expenditure 
frameworks for health, education, 
power, and public works 
departments were established as 
per third-tranche policy action no. 
18. 
 
Achieved. Integrated financial 
management system was 
implemented by the Finance 
Department for treasury cash 
forecasting and debt 
management as per third-tranche 
policy action no. 20.  
 
Not achieved. During FY2013–
FY2016, on average, the 
discrepancy between estimated 
and actual own-tax revenue was 
10%, and 10.8% in the case of 

1a: 
Notifications 
and reports 
from the 
Finance 
Department 
 
1b:  
Budget 
documents of 
GOP 
 
 
 
 
1c: 
Notifications 
and reports 
from the 
Finance 
Department 
 
 
1d:  
Finance 
accounts and 
budget 

State 
elections 
result in 
difficulty 
adhering 
to the 
provisions 
in the 
MTEFs.  
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total expenditure 
(excluding debt servicing 
payments) achieved 
(FY2012 baseline: 5% 
for own-tax revenue and 
12.8% for total 
expenditure)  

total expenditure, missing the 
target of 3%–4%. (Source: 
Government of Punjab. Budget at 
a Glance, various years).  

documents of 
GOP 

2. Expenditure 
focusing on 
power 
subsidies 
rationalized. 

2a. Agricultural power 
supply data 
disaggregated at feeder 
levels and documented 
(FY2012 baseline: not 
available). 
 

2b. Power subsidy per 
hectare of gross cropped 
area declined by at least 
4% over no reform 
scenario (FY2016 no 
reform scenario: 
₹11,920).d 

Achieved. PSPCL completed 
100% feeder metering under first-
tranche policy action no.5. 
 
 
 
 

Achieved. Actual power subsidy 
per hectare of gross cropped area 
decreased to ₹6,157 in FY2016. 
This is 48.3% lower than the 
FY2016 baseline under no-reform 
scenario, exceeding the target of 
at least 4% decline (Appendix 6). 

2a-b:  
Annual report 
of PSPCL 
 

 

3. Revenue 
efforts 
improved. 

 

3a. Digitization of land 
records in the state 
completed (FY2012 
baseline: 75% of rural 
areas completed).  
 

3b. Profession tax bill 
introduced in the state 
assembly (FY2012 
baseline: none). 

Achieved. GOP completed 100% 
digitization of land records of rural 
villages of Punjab under the 
second-tranche policy action no. 
15. 
 

Achieved. The Punjab State 
Development Tax Bill, including 
profession tax, was submitted to 
and passed by the Punjab state 
legislature on 26 March 2018 
under the second-tranche policy 
action no. 14. 

3a: 
Notification 
from the 
Revenue 
Department 
 
3b: 
Statement 
from the 
Finance 
Department 
of GOP 

 

Key Activities with Milestones 
Not applicable 

Inputs 
ADB: $200 million (ordinary capital resources) 
ADB Technical Assistance Special Fund (TASF-V): $0.5 million (technical assistance) 
Government: None 

Assumptions for Partner Financing 
None 

ADB = Asian Development Bank, BE = budget estimate, FPMU = fiscal policy and management unit, FY = fiscal year, GOP 
= Government of Punjab, GSDP = gross state domestic product, MTEF = medium-term expenditure framework, PSPCL = 
Punjab State Power Corporation Limited, RE = revised estimate, TA = technical assistance. 
Note: Design and monitoring framework was adjusted to comply with the new guidelines. 
Program accomplishment date was adjusted following the extension of the program until 30 June 2018 (memo approved 
on 19 September 2017).  
a The ratio of capital outlay to GSDP improved to 1.4% in FY2017RE, from 0.6% in baseline FY2012, but this has so far 
remained short of the 2.5% target for FY2018 (Appendix 6). 
b Education- and health-related capital outlay as a share of total capital outlay averaged 11% during FY2013–FY2017RE. 
The target of 20% was achieved only for FY2014 but not sustained (Appendix 6). 
c Revenue deficit is referred to as current deficit in this report. 

d The baseline figure for power subsidy per hectare of gross cropped area was derived using a counterfactual simulation 
analysis, which represents power subsidy figure without the program reforms (e.g., feeder segregation, metering, demand 
forecasting for reducing short-term power purchase costs, and targeting of subsidies) being undertaken. However actual 
power subsidy figure includes the impact of the reforms. 
Source: Asian Development Bank. 
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PROGRAM LOAN COVENANTS 
  

Actions Implementation Status 

Implementation Arrangements 

The Program will be implemented by the Borrower and the 
State acting through its Finance Department. 

To date, complied with, and 
compliance is ongoing. 

The State will ensure that the PSC meets regularly at least 
once every quarter to facilitate and give directions for 
complying with policy actions under the Program. 

To date, complied with, and 
compliance is ongoing. 
The latest meetings were held 
on 26 July 2017 and 6 October 
2017 in Chandigarh under the 
chairmanship of Special 
Secretary Expenditure, 
Finance Department to review 
the implementation of second 
and third-tranche policy 
actions.  

In addition to the fiscal programming, the FPMU will be 
responsible for:  

a) overall coordination and monitoring of the Program, 
including the Policy Actions; 

b) preparing and submitting all required reports to the 
PSC and ADB; 

c) submitting the audited financial statement to ADB; and 
d) implementing the TA. 

To date, complied with, and 
compliance is ongoing. 
As policy-based lending, the 
annual financial and budget 
statements of the Government 
of Punjab are issued and 
audited as per Government of 
India guidelines, and are 
publicly available.  

The Program and the TA as applicable will conform to all 
applicable ADB policies, including those concerning 
safeguards, gender, anticorruption measures, procurement, 
consulting services and disbursement and recommendations 
of the TA as also other necessary actions will be undertaken 
in a timely manner to ensure completion of the required policy 
actions and Program on time. 

To date, complied with, and 
compliance is ongoing. 

Policy Actions and Dialogue 

The Borrower will ensure, and cause the State to ensure, that 
all policy actions adopted under the Program, as set forth in 
the Policy Letter and the Policy Matrix, continue to be in effect 
for the duration of the Program. 

To date, complied with, and 
compliance is ongoing. 

The Borrower will keep, and cause the State to keep, ADB 
informed of policy discussions with other multilateral and 
bilateral aid agencies that may have implications for the 
implementation of the Program and shall provide ADB with an 
opportunity to comment on any resulting policy proposals. The 
Borrower will, and will cause the State to, take into account 
ADB’s views before finalizing and implementing any such 
proposals. 

To date, complied with, and 
compliance is ongoing.  

Use of Counterpart Funds 

The Borrower will ensure, and cause the State to ensure, that 
the Counterpart Funds are used to finance the implementation 

To date, complied with, and 
compliance is ongoing. 
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of certain programs and activities consistent with the 
objectives of the Program. 

Governance and Anticorruption 

The Borrower, the State, and the Finance Department, will: a) 
comply with ADB’s Anticorruption Policy (1998, as amended 
to date) and acknowledge that ADB reserves the right to 
investigate directly, or through its agents, any alleged corrupt, 
fraudulent, collusive or coercive practice relating to the 
Program; and b) cooperate with any such investigation and 
extend all necessary assistance for satisfactory completion of 
such investigation. 

To date, complied with, and 
compliance is ongoing. 

Monitoring and Review 

Without limiting the generality of Section 2.05 of the Program 
Agreement, the State and ADB will closely monitor the 
implementation of the Program and its impact. 

To date, complied with, and 
compliance is ongoing. 

The Borrower, the State, and ADB shall undertake a midterm 
review of the Program within one year of effective date. The 
midterm review shall (i) review the scope, design and 
implementation arrangements of the Program; (ii) identify 
changes needed since the time of the Program processing; (iii) 
assess implementation performance against Program 
performance indicators and objectives; (iv) review and 
establish compliance with the legal covenants; and (v) identify 
problems and constraints and remedial measures. In case of 
any changes required in Program implementation as may be 
assessed during the midterm review, the Borrower, the State 
and ADB will mutually agree on appropriate measures, 
including changes in implementation arrangements to ensure 
that obligations under the Program are met. 

To date, complied with, and 
compliance is ongoing. 
Review missions were 
undertaken on 26–28 April 
2015, 18–20 July 2016, 
25 November 2016, 17–
18 January 2017, 24–
25 August 2017, 12 February 
2018 and 16 February 2018. 
Tripartite portfolio review 
meetings were held on 30–31 
January 2016, 16–17 
September 2016, 6–7 April 
2017, 26–27 October 2017 
and 19–20 February 2018. 
 
During these missions and 
meetings, ADB jointly 
reviewed the progress of the 
program implementation with 
the Borrower and the State. 
Specifically, the State’s 
request for implementing an 
alternative methodology in lieu 
of 100% distribution 
transformer metering (second-
tranche action No. 9) and the 
delayed submission of the 
profession tax to the state 
legislature (second-tranche 
action No. 14) because of the 
state election in Punjab were 
discussed. 

ADB = Asian Development Bank, Borrower = Government of India, FPMU = fiscal policy and management unit, 
PSC = program steering committee, State = Government of Punjab, TA = technical assistance. 
Sources: Asian Development Bank and Government of Punjab.
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ANALYSIS OF MACROECONOMIC AND FISCAL DEVELOPMENTS 
 
A. Macroeconomy 

1. Punjab is primarily an agrarian economy with a population of 28 million. It has been 
instrumental in ensuring national food security since the 1960s, following the advent of the green 
revolution. Punjab’s economic growth has decelerated and become more volatile since 1980s 
compared with India’s overall growth because of various exogenous shocks, including 
sociopolitical developments, and fragile state finances, which lowered growth prospects. While 
average growth rate of India’s economy approached 6.7% between fiscal year (FY) 2012 and 
FY2016,1 Punjab’s gross state domestic product (GSDP) grew at a significantly lower rate of 
about 5%.2 Punjab’s agricultural strength receded to a much smaller share in gross state value 
added over time, with services assuming the largest share. In FY2016, the service sector’s share 
of Punjab’s gross state value added reached 56.5% while share of agriculture accounted for 
26.9%. Agricultural growth has been volatile, and even showed negative growth of 3.4% in 
FY2015 because of below-normal production.  On the other hand, the average growth rate of 
industry was 4.1% and services 7.2% during FY2012–FY2016.3 

 

Figure A6.1: Punjab’s Real Gross State Domestic Product Growth by Sectors (%) 

 
FY = fiscal year, GSDP = gross state domestic product. 
Source: Government of Punjab, Economic and Statistical Organisation data for various years.  

 
B. Fiscal Indicators 
 
2. Punjab’s persistent fiscal problems, starting in the 1980s and lasting well into the new 
millennium, are an example of unsound fiscal management. The Government of Punjab 
traditionally provides subsidies, including free electricity, to farmers to promote agriculture, even 
though the sector is constrained by declining productivity, soil degradation, and water depletion. 
The committed expenditures of the state government (salaries, pensions, interest payments, and 
subsidies) have almost exhausted the total current revenues, requiring the state to undertake 
even larger borrowings to finance these expenditures in addition to capital expenditure, thereby 

                                                
1  Asian Development Bank (ADB). 2017. Key Indicators for Asia and the Pacific – Statistics for India. Manila. 
2  The growth rates for Punjab in Figure A6.1 were calculated using FY2012 as the base year whereas the growth rates 

of the Indian economy were calculated using FY2005 as the base year. Thus, these rates are not strictly comparable.  
3  India’s average economic growth rates by sector during FY2012–FY2016 were 2.5% (agriculture), 5.8% (industry), 

and 8.6% (services) (footnote 1). 
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trapping the state in a vicious cycle of mounting current account (revenue) and fiscal deficits. The 
deteriorating fiscal situation has placed added pressure on public resources, constraining capital 
investment and leading to low growth and poor delivery of public goods and services in the state. 
 
3. Visible attempts were made in recent years to improve fiscal management, including the 
reforms initiated under the Asian Development Bank (ADB)-supported Punjab Development 
Finance Program (the program). As seen in Table A6.1, the state has managed to keep its fiscal 
deficit at about 3% of GSDP during FY2012–FY2015. The spikes to 4.4% in FY2016 and 13.9% 
in FY2017 (revised estimate) are ascribable to conscious policy decisions—i.e., cleaning up the 
accumulated power sector debt, incurred by the state-owned power distribution company 
(DISCOM), through the Ujwal DISCOM Assurance Yojana (UDAY) scheme; and bringing into 
budget previously off-budget liabilities from other public sector entities (e.g., regularizing 
accumulated cash credit limits for food grain procurement, subsidized food supply for the poor, 
and informal loans to public sector entities) 4—and therefore do not represent a real worsening of 
the state’s fiscal situation, but rather a greater degree of transparency.5 
 
4. Nonetheless, the quality of the fiscal deficit remains poor because it is largely comprised 
of the current deficit, implying that the net borrowing goes toward financing current expenditures 
of the government. With support from the ADB-supported program, the state government initiated 
fiscal reforms to raise current revenues and control expenditures. Thus, some improvement in the 
current deficit has taken place, from 2.6% of GSDP in FY2012 to 2.2% in FY2016. 

 
Table A6.1: Fiscal Indicators for the State of Punjab (% of gross state domestic product) 

  FY2012 FY2013 FY2014 FY2015 FY2016 2017RE 

Fiscal deficit 3.2 3.1 2.6 2.9 4.4 13.9 
Current deficit 2.6 2.5 2.0 2.1 2.2 2.7 

Total Current Revenues 9.8 10.8 10.5 10.6 10.6 12.0 

Total tax revenue 8.4 8.9 8.5 8.2 8.9 9.3 
   Own-tax revenue 7.1 7.6 7.2 6.9 6.8 7.1 
   Shared taxes 1.3 1.4 1.3 1.3 2.1 2.2 
Total nontax revenue 1.4 1.8 2.0 2.4 1.7 2.7 
   Own nontax revenue 0.5 0.9 1.0 0.8 0.7 1.5 
   Grants from center 0.9 0.9 1.0 1.6 1.1 1.2 

Total Current Expenditures 12.4 13.3 12.4 12.7 12.8 14.7 
     Salaries 4.7 4.7 4.4 4.4 4.5 4.6 
     Pensions 2.1 2.0 1.9 2.0 2.0 1.9 
     Interest payments 2.4 2.3 2.3 2.4 2.5 2.8 
Committed expenditures 9.1 9.0 8.7 8.8 9.0 9.3 
Other expenditures 3.3 4.2 3.8 3.8 3.8 5.3 

Total Capital Outlay 0.6 0.6 0.7 0.8 0.8 1.4 

Total Liabilities 31.2 31.0 30.5 30.5 33.1 42.6 

FY = fiscal year, RE = revised estimate. 
Note: shaded area refers to the program implementation period. 
Sources: Comptroller and Auditor General of India, Audit Report on State Finances: Punjab, various 
issues; FY2017 revised estimate figures are from budget documents of the Government of Punjab.  
 

                                                
4  Expenditures on food storage and warehousing loans spiked from ₹460,000 in FY2017 (budget estimate) to ₹326.2 

billion in FY2017 (revised estimate). The state government’s debt takeover for the Punjab State Power Corporation 
under the UDAY scheme increased from zero to ₹100.3 billion in FY2017 (revised estimate) (Government of Punjab, 
Department of Finance, Demands for Grants, 2017-2018, June 2017, Vol. IV, Demand No. 9 and No. 15). 

5  In the absence of UDAY loans, the ratio of fiscal deficit to GSDP would have been 2.9% in FY2016 and 11.6% in 
FY2017. If the impact of cash credit limits and informal loans are sequentially eliminated for FY2017, the ratio of 
fiscal deficit to GSDP would have come down to 4.6% in FY2016 and 3.5% in FY2017 (Government of Punjab. 
Department of Finance. A White Paper on State Finances. June 2017). 
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C. Revenues 
 
5. Punjab has not been particularly successful in revenue mobilization given that its own-tax 
revenues have fallen from 7.1% of GSDP in FY2012 to below 7% in FY2016 (Table A6.1).6 
Despite the poor performance, its total revenues show an increasing trend thanks to an increase 
in the ratio of shared taxes to GSDP from 1.3% in FY2012 to 2.1% in FY2016, with 14th Finance 
Commission dispensation, and an increase in the ratio of grants to GSDP from 0.9% in FY2012 
to 1.1% in FY2016. These central transfers made up for the lack of buoyancy in the state’s own 
revenues. Nontax revenues—e.g., interest receipts, dividends, charges, fees—have stagnated. 
The sales tax and value-added tax remained at about 4% of GSDP during FY2012–FY2016. 
Punjab’s own-tax revenue is projected to reach 8.5% of GSDP in FY2018 (budget estimate), 
driven by the goods and services tax (GST) introduced on 1 July 2017, because Punjab is a high-
consumption state.  The ratio of state excise tax to GSDP increased from 1% in FY2012 to 1.2% 
in FY2016. 

 
Table A6.2: Own-Tax Revenue and Components (% of gross state domestic product) 

  FY2012 FY2013 FY2014 FY2015 FY2016 FY2017RE 

Own-Tax Revenues 7.1 7.6 7.2 7.0 6.8 7.1 

Sales tax/VAT 4.2 4.4 4.4 4.2 4.1 4.4 

State excise 1.0 1.1 1.1 1.2 1.2 1.3 

Motor vehicle tax 0.3 0.3 0.3 0.4 0.4 0.4 

Stamps and registration fees 1.2 1.0 0.8 0.7 0.6 0.6 

Land revenue 0.01 0.01 0.01 0.01 0.01 0.02 

Other taxes 0.4 0.7 0.5 0.5 0.5 0.5 

FY = fiscal year, RE = revised estimate. 
Note: shaded area refers to the program implementation period. 
Source: Comptroller and Auditor General of India, Audit Report on State Finances: Punjab, various issues; 
FY2017 revised estimate figures are from budget documents of the Government of Punjab.  
 

D. Expenditures  
 
6. During FY2012–FY2016, state government spending was dominated by current 
expenditures while the capital outlay remained below 1% of GSDP (Table A6.1). However, during 
the program implementation, the ratio of capital outlay to GSDP improved from 0.6% in FY2012 
to 0.8% in FY2016, and it is projected to reach 1.4% of GSDP in FY2017 (revised estimate). On 
the other hand, education and health-related capital outlay as a share of total capital outlay has 
not increased in comparison to the 12% baseline in FY2012 and averaged 11% during FY2013–
FY2017 (revised estimate), falling short of the program target of at least 20% of total capital 
outlay.7 
 
 
 
 
 
 
 
 

                                                
6  The 5-year average ratios of own tax revenue to GSDP during FY2012–FY2016 in comparable states were 11.6% 

for Andhra Pradesh, 7.6% for Karnataka, 7.9% for Madhya Pradesh, 7.6% for Tamil Nadu, and 5.0% for West Bengal 
(Reserve Bank of India. 2017. State Finances, A Study of Budgets of 2016-2017. Mumbai). 

7  Government of Punjab, Annual Financial Statement from various years (Statement II for health- and education- 
related disbursements and Statement VI for total capital outlay). 
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Figure A6.2a: Allocation of Current Expenditures 

 
 

Figure A6.2b: Composition of Current Expenditures by Broad Functional Categories 

 
FY = fiscal year, RE = revised estimate. 
Source: Comptroller and Auditor General of India, Audit Report on State Finances: Punjab, various issues;  
FY2017 revised estimate figures are from the budget document of the Government of Punjab. 

 
7. A disaggregation of current expenditures in Figure A6.2 shows two distinct problems: 
(i) committed expenditures comprising salaries, wages, pensions, and interest payments have 
constituted about 70% of expenditures, implying limited flexibility in expenditure policy; and 
(ii) general services account for the largest share of current expenditures—almost 50%—although 
these are considered as non-developmental.  
 
E. Power Sector Subsidies and Debt  

 
8. Over the years, high committed expenditures have been aggravated by the free-power 
subsidies to farmers and large debt and interest burden of Punjab State Power Corporation 
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Limited (PSPCL). To improve the fiscal impact of the power sector, PSPCL has taken multiple 
measures to directly minimize losses on its power distribution network. 8  Furthermore, the 
Government of Punjab adopted several reforms under the program, such as (i) implementation of 
a high-voltage distribution system (HVDS) on power networks along with metering of distribution 
transformers and agriculture consumers connected to agricultural power feeders, so as to reduce 
power transmission losses and improve energy audits; (ii) adoption of a power supply restriction 
plan for agricultural consumers as per the “normative power supply hours” based on different 
crops and seasons with the objective to reduce misuse of power; (iii) a public awareness 
campaign to sensitize the state population about the impact of wastage of water resources and 
the misuse of free electricity for energized deep tube wells, and inform them about the selected 
agriculture power subsidy plan;9 and (iv) restructuring of the outstanding debt of PSPCL under 
the Government of India’s UDAY scheme for state-owned power distribution companies with a 
plan for financial and operational turnaround. 
 
9. These measures have led to a relatively controlled subsidy requirement (Table A6.3). 
Although the state’s overall spending on power subsidies has increased since FY2014—primarily 
resulting from a greater number of agricultural electricity consumers, the subsequent increase in 
energy consumed, and the jump in subsidy payouts in FY2017 because of the payment of subsidy 
arrears from previous years, including the loan amount taken by PSPCL from the state 
government—the subsidy per hectare of gross cropped area decreased from ₹6,428 in FY2013 
to ₹6,157 in FY2016. Even though the average cost of supply increased from ₹5.0 per kilowatt-
hour (kWh) in FY2013 to ₹6.2 per kWh in FY2016, the average unit rate for the subsidy payout 
has in fact declined from ₹5.1 per kWh to ₹4.4 per kWh in this period, providing fiscal savings to 
be used for capital outlays.  
 
10. Restructuring of PSPCL debt will help reduce debt-servicing costs. PSPCL had a total 
debt of ₹208.4 billion in September 2015. Based on the restructuring plan under the UDAY 
scheme, the state government took over 50% of the debt (₹104.2 billion) in FY2016 through a 
bond issuance worth ₹98.6 billion. It issued bonds in FY2017 for 25% of the debt (₹52.1 billion) 
and the remaining debt balance from FY2016 (₹5.6 billion). Because of the PSPCL loan under 
the UDAY scheme, the fiscal deficit shot up from 2.9% in FY2015 to 4.4% in FY2016, and to          

                                                
8 These included: 

(i) Bifurcation of overloaded feeders by erecting new feeders to help reduce technical losses; 
(ii) Reducing the length of 11 kV feeders by erecting new substations at the load center to bring down technical 

losses; 
(iii) De-loading of the distribution network and reduction in the length of the low-tension lines with new distribution 

transformers; 
(iv) Implementation of the HVDS on agriculture networks; 
(v) Shifting of meters outside consumer premises into pillar boxes, to prevent tampering; 
(vi) Information technology solutions for efficient reporting and pinpointing of grey areas for proactive action; 
(vii) Segregation of 11 kV agriculture feeders; 
(viii) Metering of all input 11 kV feeders (achieved under the first tranche of the program).  

9  Aligned with the power subsidy targeting under the program, the cabinet of the State of Punjab approved a new pilot 
scheme on Direct Benefit Transfer for Electricity (DBTE) for agriculture consumers on 24 January 2018. Under the 
DBTE scheme, the beneficiary farmers will be paid cash subsidy in advance directly to their bank accounts for 
consumption of electricity worth ₹50,000 in a year. Farmers need to be individually metered on a voluntary basis and 
enroll to receive direct transfers. The subsidy amount is based on the cost of power for irrigating crops as identified 
by the Punjab Agriculture University and Agriculture and Water Resources Departments. If farmers save on the 
electricity bill through prudent water consumption, they will be allowed to retain the savings i.e. subsidy minus the bill 
amount. The scheme will help the Government of Punjab (i) curb wasteful energy consumption, (ii) save precious 
groundwater resources, and (iii) make accurate energy accounting, resulting in rationalization of subsidy payout. The 
benefits of the pilot were explained to the farmers, who voluntarily participated. The PSPCL will collaborate with 
Abdul Latif Jameel Poverty Action Lab (J-PAL) South Asia and the World Bank to evaluate the results of the pilot on 
6 feeders with 990 agriculture power connections.  
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13.9% in FY2017 (revised estimate). With cheaper debt financing, the annual interest cost saving 
is expected to reach ₹6.3 billion.  
 

Table A6.3: Agriculture Power Consumption and Power Subsidy in Punjab 

Financial 
Year 

No. of 
Agriculture 
Consumers 

GCA               
('000 hectares) 

Energy Sold 
(million units) 

Subsidy  
(₹ million) 

Subsidy per 
GCA 

(₹/hectare) 

Subsidy 
per unit 
(₹/kWh) 

Cost of 
supply 

(₹/kWh) 

FY2013 1,191,407 7,870 9,886 50,593 6,428 5.1 5.0 

FY2014 1,225,066 7,848 9,191 48,150 6,135 5.5 5.2 

FY2015 1,225,340 7,857 10,641 46,420 5,908 4.8 5.8 
FY2016 1,254,081 7,872 11,514 48,470 6,157 4.4 6.2 
FY2017 

(Estimated) 
1,286,510 - 11,327 89,661 - 4.5 6.0 

GCA = gross cropped are, kWh = kilowatt-hour. 
Note: The shaded area refers to the program implementation period. 
Source: PSPCL accounts and records; Statistical Abstract, Government of Punjab 2016 (Statement – Classification of 
Area in Punjab, Table 4.1 and Table 6.2); and Government of Punjab, Budget at a Glance (Statement of Expenditures).  

 
F. State Liabilities 
 
11. As seen in Table A6.4, the total stock of liabilities in the state of Punjab, while stable at an 
average of 31.3% of GSDP from FY2012 to FY2016, has been higher than 25%, which is the 
level that both the 12th and the 13th Finance Commission recommended for states in India. This 
has shot up to 42.6% in FY2017 (revised estimate) with the conversion of off-budget liabilities into 
budgetary liabilities. Additionally, the share of market borrowings in total liabilities has been 
steadily rising, increasing the financial risk. Further, contingent liabilities in the form of guarantees 
provided to loans for various public sector entities stood at 14.5% of GSDP in FY2016, although 
this level fell from 19.5% of GSDP in FY2013 during the program implementation period. 
 

Table A6.4: Total Liabilities (% of gross state domestic product) 
 FY2012 FY2013 FY2014 FY2015 FY2016 FY2017RE 

Total liabilities 31.2 31.0 30.5 30.5 33.1 42.6 

Internal debt 22.8 22.8 22.5 22.6 25.5 35.0 

Market borrowing 12.9 14.5 15.0 15.8 17.2 18.5 

Other loans 9.9 8.4 7.5 6.9 8.3 16.4 

Loans from 
Government of India 

1.2 1.1 1.0 1.0 0.9 0.9 

Other liabilities 7.1 7.1 7.0 6.9 6.7 6.7 

Guarantees 17.2 19.5 18.4 18.2 14.5 12.8 

FY = fiscal year, RE = revised estimate. 
Note: the shaded area refers to the program implementation period. 
Source: Comptroller and Auditor General of India, Audit Report on State Finances, Punjab, 
various issues; FY2017 revised estimate figures are from the budget documents of the 
Government of Punjab. 

 
G. Debt Sustainability  
 
12. Although the ratio of total liabilities to GSDP has been roughly stable and is by no means 
exploding, the relatively persistent fiscal imbalances give rise to concerns about the sustainability 
of state debt, as presented in Table A6.5. A lower interest rate relative to GSDP growth rate 
indicates that the debt position of the state is sustainable at present. But the other indicators show 
that the situation is far from comfortable, and may require regular monitoring to prevent a descent 
into unsustainability. The ratio of almost 300% of debt to current revenues is quite high and is a 
cause for concern. Similarly, the extent of interest payments in relation to both current revenues 
and expenditures is high and has not declined in the medium term.  
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Table A6.5: Debt Sustainability Indicators for Punjab 

Indicator and Expected Trend 
FY2011 

to 
FY2013 

FY2014 to 
FY2017BE 

Debt 
Sustainability  

Real interest rate should be lower than real GSDP growth rate    
(r – g) < 0 

(4.5%) (2.5%) Yes 

Primary balance should be in surplus (PB/GSDP) > 0 (0.8%) (0.8%) No 

Debt to current revenues ratio should decline over time D/CR ↓ 291.5% 299.8% No 

Interest payments as % of current expenditures should decline over time 
IP/CE ↓ 

17.7% 19.0% No 

Interest payments as % of current revenues should decline over time 
IP/CR ↓ 

21.7% 22.6% No 

BE = budget estimate, CE = current expenditures, CR = current revenues, D = debt, FY = fiscal year, g = real GSDP 
growth rate, GSDP = gross state domestic product, IP = interest payments, PB = primary balance, r = real interest rate. 
( ) indicates negative value. 
Note: The weighted interest rate on state government securities is not available for FY2017; the average of the 
preceding 5 years was taken as proxy.  
Source: Reserve Bank of India. Study of State Budgets, various years; Government of India. Ministry of Finance. Budget 
Highlights for FY2017; and Reserve Bank of India. Database on Indian Economy.  

 
13. Relative to other non-special-category states, a study by the Reserve Bank of India 
indicates that Punjab has the fourth-highest debt burden after Goa, Uttar Pradesh, and West 
Bengal (as per FY2017 budget estimate).10 Figure A6.3 shows that Punjab’s debt maturity is 
primarily front-loaded. Nearly 13.2% of debt is expected to mature in FY2020, as against an 
average of 8.9% for non-special-category states (excluding Chhattisgarh). This is an additional 
aspect of the risk associated with debt in Punjab.  
 
14. These trends indicate a need to be cautious while incurring further debt, and to undertake 
corrective actions to improve own-resource mobilization and to rationalize expenditures, and 
thereby reduce current deficits. The encouraging fact is that power sector problems are being 
tackled successfully through the reforms under the program, which are expected to bring 
improvements to the state finances in the medium term. Similarly, revenue mobilization will likely 
improve once the positive impact of the GST comes into play alongside other tax measures, such 
as the profession tax introduced under the program. 
 

                                                
10 Reserve Bank of India. 2017. State Finances, A Study of Budgets of 2016-2017. Mumbai. 
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Figure A6.3: Debt Maturity Profile for Punjab and Non-Special-Category States 

 
FY = fiscal year. 
Source: Reserve Bank of India. 2017. State Finances, A Study of Budgets of 2016-2017. Mumbai.  

 


