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PROJECT AUTHORIZATION

Name of Country  Sr1 Lanka

Name of Project Promotion of Private Infrastructure

Number of Project 383-0118

1 Pursuant of Sections 103, 104, 105 and 106 of the Foreign Assistance Act of 1961, as
amended, I hereby authonze the Promotion of Private Infrastructure Project for Sri Lanka (the
"Cooperating Country") involving planned obligations of not to exceed Seven Million United
States Dollars (US$7,000,000) 1n grant funds over a four year period from date of authorization
subject to the availability of funds 1n accordance with the A I D OYB/allotment process, to help
in financing foreign exchange and local currency costs for the project The planned life of the
project 1s four years from the date of imitial obligation

2 The Project will assist the Government of Sr1 Lanka to develop a market to attract private
sector financing and management of economic infrastructure, including, among others, water
management facilities for safe water, sanitary waste disposal facilities, roads and transportation,
power plants, telecommunication facilities, industnial estates, and environmental infrastructure
facilities Activities financed under this Project to promote development will include technical
assistance and training to develop and educate human resources, feasibility studies, and
supporting commodities

3 The Project Agreement which may be negotiated and executed by the officer to whom
such authority 1s delegated 1n accordance with A I D regulations and Delegations of Authority
shall be subject to the following essential terms and covenants and major conditions, together
with such other terms and conditions as A I D may deem approprniate

4 a Source and Origin of Commodities, Nationality of Services

Commodities financed by A I D under the project shall have their source and origin in
the United States or in the Cooperating Country except as A I D may otherwise agree in
writing  Except for ocean shipping, the suppliers of commodities or services shall have the
United States or the Cooperating Country as their place of nationality, except as A I D may
otherwise agree 1n writing

Ocean shipping financed by A 1D under the project shall, except as A1 D may
otherwise agree in wnting, be financed only on flag vessels of the United States
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INTRODUCTION

The Promotion of Private Infrastructure (PPI) Project responds to a compelling set of
financial, economic and political circumstances affecting Sm Lanka’s development
potential, summanzed as follows

* St Lanka’s continued economic progress, indeed even maintaining the status quo,
1s severely limited by failling and outdated infrastructure,

* The GSL (as do most governments) lacks the financial resources and institutional
capacity to provide essential infrastructure, and donor assistance levels are do not
permut funding of such projects,

* The pnivate sector (including foreign investors) has demonstrated interest in
certain 1nfrastructure projects through BOO and BOT approaches, which have
proved successful in other developing countries in Asia, and

* The GSL, particularly the current government, 1s committed to a strong
public/private partnership in attaining Sri Lanka’s development goals

The PPI Project, then, offers USAID a unique opportunity to provide pivotal support to
the GSL to encourage public/private partnerships which will result in significant
improvements 1n water management facilities for safe water and sanitary waste disposal,
rural roads, transportation, power plants, telecommunications facilities, industrial land,
and environmental infrastructure These facilities are essential for improving the quality
of life of Sn Lankans nationwide At the same tme, this Project may create new
opportunities for US private sector involvement in Sr1 Lanka’s development through
investment 1n economically and financially viable infrastructure activities

To this end, ATID will provide $7 0 million 1n grant funds for strategic technical
assistance, traimng, and logistical support to the GSL Mimstry of Plan and
Implementation This will be delivered, principally, through a contract witha U S firm
experienced 1n the BOO and BOT approaches 1n developing countries

The GSL, which has created a Secretaniat on Infrastructure Development and Investment
(SIDI) for purposes of carrying out this Project, will provide dedicated staff, logistical
and budgetary support for its operation The GSL will also provide for local and
international financial participation in the Project through the establishment of an

independent infrastructure project fund The total host country contribution 1s estumated
to be $2 5 milhion

The Project will be implemented as a series of components
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(1) Private Infrastructure Network Component to establish the GSL’s policy
and 1nstitutional framework to promote and 1mplement public/private
infrastructure activities,

(2) Public Awareness Component to inform and educate Sn1 Lankans of the
benefits of the BOO and BOT approach,

(3) Marketing Component to engender the participation of the maximum number
of qualified private investors, and

(4) Private Sector Window Component to expand the role of the private sector
in 1dentifying, designing, and financing of infrastructure projects

It 1s expected that at least three projects will be signed by the end of the Project
(09/30/96) If successful, PPI will leverage many millions of dollars of investment 1n
infrastructure projects and attract the additional investment necessary for continued
economic prospenty for Sm Lanka Thus, the project will prove to be an important and
highly cost-effective addition to USAID’s development program helping Sr1 Lanka to
achieve NIC status by the year 2000

PPI Project Paper 2 of 54 pages



A PROJECT RATIONALE AND BACKGROUND

1 Infrastructure Development Needs and Opportunities

Snt Lanka’s economic infrastructure and 1ts management are inadequate Poor roads,
difficult access, 1nadequate water supply and distribution, unreliable and strained
generating capacity of electricity, unsustainable waste management and treatment
practices and lack of mimmum standards 1n telecommunications facilities, especially
outside the Colombo area, are likely to deter industnal and commercial investments, and
slow private sector growth  This undermines the country’s strategy for sustained
development of the private sector and for economic growth i general In fact, in one
of the most competitive and dynamic economic regions in the world, South/Southeast
Asia, where private investment seeks not only favorable factors of production costs but
also modern and rehiable infrastructure, Sr1 Lanka can 1ll afford maintaining the status
quo

Since the 1970’s the GSL primary infrastructure investments have been 1n 1rrigation and
hydropower, as well as in a port, airports and two free trade zones in Colombo
However, over the last ten years, declining GSL budgetary resources, hmited absorptive
capacity of the bureaucracy, and other problems have resulted 1n a steep decline in public
investment 1n Sn1 Lanka’s infrastructure as measured 1n relation to 1ts GDP  As a result,
infrastructure projects needed for sustainable economic growth have not been effectively
identified, financed or implemented This 1s especially disconcerting 1n view of the long
gestation periods that most infrastructure projects require

The existing methods for financing infrastructure are insufficient to achieve Sri Lanka’s
economic ambitions The GSL has neither the capital financing for new investments nor
the budgetary capacity to maintain existing facilities as required to support private sector
growth and provide consumers with adequate services Donor resources, which already
provide the bulk of capital investment 1n the sector, are inadequate to meet the projected
investment requirements Pricing policies are also inappropriate  Taniffs are too low to
manage the demand for and efficient allocation of infrastructure services, or to mobilize
the resources to expand capacity as needed A policy of pricing infrastructure services
to achieve an adequate rate of return on capital invested is urgently required

Snt Lanka’s tradional management approach of relying on a government monopoly to
build, manage and maintain infrastructure have had poor results The limited technical
and human resources of these organizations and the lack of market incentives to improve
their performance 1s another a major obstacle preventing the expansion and improvement
of Sn Lanka’s infrastructural facilities
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Specific constraints facing the major economic infrastructure sectors include

a) Power and Electricity

The supply and distribution of electricity 1s the responsibility of the Ceylon Electricity
Board (CEB), a government agency

Large 1nvestments 1n hydropower have enabled Sn Lanka to significantly increase its
electrical generation capacity The total installed capacity of all power stations owned
and operated by CEB 1s now 1225 MW However, the energy demand profile buoyed
by continuing economic growth and increased demand by industnial users is closing on
supply Recent power shortages and imposed cuts in the urban and rural areas caused
by drought have already caused economic hardship and represent enormous financial
opportunity costs Based upon the long gestation period required to bring new power
projects on line, new generating capacity, and the methods of connecting to the gnd
expeditiously and efficiently, must be examined immediately

The projected average annual growth rate for power in Sn1 Lanka 1s 8 percent over the
next fourteen years The Ministry of Power and Energy recently declared plans to install
800 MW of generating plant by the year 2002 To meet this target, Sr1 Lanka will need
large amounts of capital The total of 800 MW of capacity would consist of 300 MW
coal fired plant (at a cost of $540 million), 300 MW hydropower plant ($660 million)
and 200 MW diesel/gas turbine plant (3240 million) The esimated investment required
to match these targets (1n 1992 prices) 1s $1,440 million

Government loans for such large amounts would not be easy or desirable in view of the
GSL’s large outstanding foreign debt Another financing option, used 1n many other
parts of Asia, 1s to allow the private sector (local and foreign) to participate 1n this
development program

b) Telecommunications

Telecommunications 1n the information age 1s perhaps the most important element of
economic infrastructure The telecommunications sector 1n Sr1 Lanka requires enormous
new mvestment The recent corporatization of Sr1 Lankan Telecom (SLT), while adding
some commercial discipline and financial autonomy through changes 1n 1ts legal structure,
does not address investment requirements nor does it significantly expand capacity

Since 1n the short-term 1t 1s unlikely that the Sn Lankan Telecom will be privatized,
some solution must be found to provide the technical, financial, and managenal resources
that the GSL needs to develop the sector

SLT esumates that Sr1 Lanka will need to provide some additional 175,000 new lines by
1994 and an additional 175,000 to that by 1996 But these estimates even appear to be
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low A recent study by industry experts states that a total of 550,000 new lines will be
required between 1992 and 1997 in order to meet expected and pent up demand
Currently there 1s a six year waiting list for new phone service

While the World Bank and Asian Development Bank have pledged significant financial
resources to this sector, these funds would be most efficiently applied to the non-
economic service areas while the private sector, on a commercial basis, could play a
major role 1n accelerating construction and operation plans to achieve 1992-97 objectives
According to telecommunications industry experts, in order to meet the nstallation
targets for this sector, at an average cost of $2500 a line, over $1 billion of new
investment would be required

c) Transportation

The transport sector 1s poorly developed in St1 Lanka In the surface transport area, 1 €
highways, roads, bridges,rail, etc there 1s far more demand than supply Congested
urban roads, poor feeder roads between regional centers, washed out or inadequately
maintained bridges, all represent a tremendous constraint to productive economic activity
and an undigmified "toll" on ordinary citizens, some of whom spend hours a day
commuting short distances

A Transport Sector Planning Study prepared in January 1988 outlined the investment
needs 1n these areas Adjusting the study’s investment figures for 1992 prices, Rs 12
billion (US$295 mullion) 1s needed for highway investments and Rs 4 824 billion
(US$118) for railways over the period 1992-1996 The highway investment program
includes only the upgrading, resurfacing, road construction, and related expenditures
It does not include the development of any new projects n this vital sector such as
expressways, highways, bridges, etc

The bulk of investment 1n the last decade in highways has been on rehabilitation and
maintenance of roads as well as repairs and improvements to bridges However, as the
study notes

"There are strong indications that, at the present level of funding and with
existing maintenance techniques, the overall condition of the roads maintained by
the Road Development Authority 1s deteriorating Some drastic measures are
necessary to prevent the entire disintegration of the road network "

The study also included estimates for public bus investments Passenger transportation
1s dominated by ommbus services which operate on over 3,500 routes covering almost
every part of the country This segment of the transportation sector has already
benefitted from privatization since this study In 1989, the GSL decided to privatize the
road passenger transport operations of the Sn Lankan Central Transport Board (SLCTB)
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The main assets of the SLCTB are bus depots, buses and workshops The bus depot
operations of the SLCTB have been converted 1nto public companies with 50 percent of
the sharet~' $1g given to the employees of the depots The remaining 50 percent 1s
expected Lo be disposed of to private sector buyers The GSL also proposes to privatize
the workshops (USAID contributed to this privatization by providing transport
engineering assistance and developed a series of studies containing divestiture strategies
for three Central Transport Board workshops ) The investment costs avoided (as forecast
by the planning study) by the GSL because of this privatization are on the order of US$
45 mullion

Due to Sr1 Lanka’s geography and site on global trade routes, efficient market-town and
intermodal linkages could add tremendous value In the area of ports, the new
investment required 1s large and especially cntical Sri Lanka has always been an
important mantime trade destination The port of Colombo, while achieving impressive
results 1n traffic growth, 1s reaching near capacity, and adding new capacity 1s not viable
given the geography of the Port’s location The Port of Galle, which a study has
revealed as a preferred port destination for cargo due to its location directly on the
shipping routes, 1s small and requires significant investment to modernize The Port of
Galle project 1s esimated to cost approximately $320 million including the construction
of a breakwater and dredging The Port of Trincomalee, while possessing outstanding
potential due to 1ts natural attributes, 1s completely undeveloped

Public investment 1n the transport sector 1s falling and 1f not for the contributions by
donor orgamzations would be significantly worse The GSL needs to close the financing
gaps and develop new management approaches in order to at least mantain, and
hopefully improve, the performance of the transport sector

d) Water

With the development of the Accelerated Mahaweli scheme, significant advances have
been made in hydropower and irngation The investments are large and long-term
There are a number of potential water supply projects that result from the extensive
investment 1n the Mahaweli region However, the investment costs required to link
reservoirs, lay pipelines, and establish treatment facilities are high There 1s demand,
a market, a regulating capacity, and the technology, but as yet no significant projects

Water supply and distnbution 1n the country 15 inadequate The government 1s making
a concerted effort to provide potable water to most citizens within the decade The
investment and maintenance requirements, though, would severely strain existing GSL
resources to meet these targets The National Water Supply and Drainage Board
(NWSDB) estimates that over $600 million will be needed in investment during the
present decade to expand access, rehabilitate existing schemes, and upgrade levels of
service This includes supplying piped water to another 2 million people ($435 mullion)
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providing hand pumped water to 1 4 milhon people ($22 million) and doubling the
number of people with access to open protected wells($156 million)

Even if the private sector could assume only a small percentage of the total investment
needs (10-20 percent) the savings to the government 1n absolute terms ($60-120 million)
would be significant

e) Solid Waste

Like so many other metropolitan cities in the Asian region, the Colombo solid waste
management system 1s approaching crisis Metropolitan Colombo generates an estimated
average of 700 tons per day of residential and industrial waste materials Disposal and
filling 1s not always sanitary, causing pollution and clogging of surface canals and drains
and pollution of ground water The problem compounds when urban solid waste fills
lowlands for development purposes--a common occurrence given increasing demands for
urban land

A 1991 study on the Idenufication of Land for Solid Waste Disposal by the National
Building Research Organization determined that available and suitable space for solid
waste disposal 1n and around Colombo 1s insufficient and that waste will need to be
transported considerable distances out of the area by train  As disposable wastes increase
and environmental standards become more restrictive, solid waste systems are becoming
financially burdened In the system’s present form, the financial resources provided by
government to collect, treat, and dispose all the waste generated are inadequate

There 1s significant potential for better solid waste management through the development,
construction, and operation of composting plants, recycling and resource recovery
faciliies, incinerators, and other methods of disposal at Sn Lankan dump sites
However, this will require significant new financing and improvements 1n the application
of more efficient technology

2 Relationship to GSL Priorities

The Government of S Lanka (GSL) has endorsed a policy promoting public-private
sector partnerships for infrastructure development This policy 1s yet another milestone
1n the evolution of Sr1 Lanka’s philosophy on the role that the private sector plays in the
process of economic growth and sustainable development More importantly, Sr1 Lanka
Joins several other emerging market nations in the Asian region that recognize that their
need for competitive infrastructure 1s directly related to future economic growth and that
the country’s needs are in excess of the government s own financial and implementation
capacity
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The economic record of Sm Lanka's first 30 years since independence has been
lackluster-- averaging relatively small rates of economic growth compared to several of
1ts neighbors 1n the Asian region For a large part of that period the private sector’s role
in Sn1 Lanka’s development has been decidedly hmited Government continued to grow
and command increasingly larger proportions of the GDP Policies tended to be highly
protectionist 1n nature With the elections 1n 1977, economic policies became more open
and liberal Import restrictions and price controls were reduced, and foreign investment
was actively encouraged The state’s overwhelming presence in the economy was also
reduced As a result, GDP growth from 1978-83 reached an average of 6 per cent,
significantly higher than the 2 9 percent average between 1971-77 Economic growth
over the last ten years has been around 4 percent per annum despite budgetary
difficulties, civil disturbances, and external economic condittons which adversely affected
the economy

A major objective of the GSL since 1989 has been an accelerated effort to liberalize the
economy, charactenized primarily by a structured program of privatization of state-owned
enterprises and capital market development By the beginnming of 1992, the GSL had
privatized 17 enterprises The value of assets transferred to the private sector was an
esttmated $US 150 million The development of the Colombo Stock Market has also
been 1mpressive recording significant increases in both share values and shareholders
Both programs have been effective mechanisms for expanding the role of the private
sector 1n the economy The GSL believes that the 1ssues of sustaining economic growth
and continuing to expand private investment and management converge in policy
decisions about the provision of competitive infrastructure

3 Relationship to A I D Strategy

The overall strategic vision of the A1 D Program in Sni Lanka 1s to assist the GSL
become a democratic, "greener” NIC (newly-industrialized country) by 2001 A central
feature of this vision 1s to use A 1 D ’s on-going relationships with both the public and
private sectors to build partnerships which increase economic growth and facilitate
sustainable development

The existing USAID/Sn Lanka portfolio has already demonstrated the excellent potential
for public/private partnerships in several areas One of the most successful examples 1s
the Private Sector Policy Support (PSPS) This project has (a) developed the capital
market and strengthened 1ts regulation, (b) assisted the GSL in planning and
implementing 1ts medium-term privatization program, and (c) strengthened the capacity
of private sector organizations to conduct policy research, analysis, and dialogue with the
GSL on 1ssues of concern to the private business communmity Many of USAID’s other
projects including the Natural Resources, Environment, and Policy Project, the Agro-
Enterprise Project, and the Technology Imitiative for the Private Sector Project have
components for enhancing both public and private sector roles
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The project proposed in this project paper will represent a partnership between the public
and private sector This partnership will result 1n the transfer of risks, responsibilities,
and rewards from the public sector to the private sector in order to develop modern,
market-oriented, and competitive infrastructure

This project also supports the four general strategic emphases of USAID assistance 1n S
Lanka

a) fostering a sound investment climate and business performance

b) commercializing agriculture systems and improving distnibution infrastructure to
meet market needs

) strengthening environmental policies, standards, and institutions as well as
promoting market-based conservation and protection efforts

d) active participation in democratic systems and promoting local and regional
governance Furthermore, the proposed activities meet the requirements of USAID/Sn
Lanka’s intervention selection criteria

The proposed project also offers opportunities to promote U S trade and investment
U S firms are active 1n the areas of infrastructure relevant to this project such as
telecommunications, power, transport, water supply, water treatment, aviation, and
environmental technology, and others USAID’s effort to support the development of
a program whereby one of the primary outputs will be the expansion of trade and
investment opportunities for U S firms, 1n areas of competitive advantage, represents
a significant multipher beyond the provision of project inputs
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B PROJECT DESCRIPTION

1 Project Goal and Purpose

The goal of the project 1s to modernize economic nfrastructure in six primary sectors
power, water supply and treatment, telecommunications, transportation, waste
management and disposal, and industrial estates/factlities

Over the next five years, the targets for this goal will be to expand telephone lines by
500,000, increase power generation by 400 MW, increase by two million the number of

people with access to piped water, and increase the capacity of Sr1 Lanka to manage
1,000 tons per day of solid waste

The project purpose 1s to assist the GSL to develop a market for private financing and
management of economic infrastructure  The objective of developing a market for
infrastructure 1s to promote more efficient use of public and pnivate resources and to
develop the infrastructure required for economic growth and development

This market will be charactenized by the development of new infrastructure projects
provided by efficient private firms seeking profit based on theirr performance The
market will operate on a non-subsidized basis and will reflect 1n most cases the true costs
of capital and charge realistic tanffs Importantly, the market will offer the consumer
choice No new mfrastructure facility will displace an existing facihity that represents
a free alternative Instead the market will provide higher quality, more competitive
service than existing infrastructure services

The sub-purpose of the project 1s to encourage and support US trade and investment 1n
Sn1 Lanka’s infrastructure development activitties The intention 1s to enhance the
hikelithood of U S firms and principals directly participating 1n the GSL program and
fostering greater competition 1n the process of providing private infrastructure

2 Expected Achievements and Accomplishments

At the end of the project the following five end-of-project accomplishments will be 1n
place

. Three projects signed with private parties representing a value of at least $150
million,

. Functioning policy and procedures for private participation in infrastructure
development,
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. Broad public awareness and support for private sector infrastructure,
o Significant Bidding Competition for tendered private infrastructure projects, and,

. An enhanced ability of the private sector to participate in the program

In addition to the three projects awarded, there will be a pipeline of at least four more
projects which can be implemented by the GSL after the completion of the project
Additionally projects that are determined non-viable as candidates for private investment
will be assessed to determine their suitability for and integration with the public sector
investment program with a higher degree of quality 1n project preparation

It 1s also expected that the project will serve as a stimulus for US investment in Sn
Lanka The aim 1s to have US companies prepare 5 feasibility studies and submuit
competitive bids for 3 tendered infrastructure projects

3 The Structure of the Project

The Project will consist of four components a) Private Infrastructure Network
Component, b) Public Awareness Component, ¢) Marketing Component, and, d) Private
Sector Window Component

The success of this project will require cooperation and coordination among the public
and private actors who will participate in this project Therefore, each of the four
components are necessary but not sufficient by themselves to effect attainment of the
project objectives These four components are designed to initiate and support a
technical and institutional approach to private infrastructure development in Sr1 Lanka
The main component, the Private Infrastructure Network Component provides the
technical nputs required to 1naugurate a "critical mass" of private projects and
procedures The other sub-components are designed to interact with and reinforce the
development and implementation of private infrastructure efforts by providing key
outputs 1n public awareness, marketing, and financial enhancement

Component 1 - Private Infrastructure Network Component

The Private Infrastructure Network Component will represent the core effort of the
project and will provide for the technical support to the designated 1nstitutions managing
the process of private participation 1n infrastructure

Currently, there 1s no single institutional entity responsible for or engaged in promoting
and managing private participation 1n infrastructure in Sn Lanka Without a structured
approach and framework supporting a policy of private promotion of infrastructure,
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success 1s highly unlikely In addition to a structured and organized approach to
promoting private infrastructure, formal procedures and efficient processes for planning,
analyzing, implementing, and monitoring private infrastructure projects will be required

Moreover, development of a well-trained cadre of professionals within the designated
institutional focal point, the Secretanat on Infrastructure Development and Investment,
(SIDI), and the relevant line agencies responsible for infrastructure development 1n S
Lanka will be a prerequisite for program success Presently, there 1s an embryonic
policy and program framework for private infrastructure development initiatives within
the GSL, yet the institutional capacity to effectively conduct all of the activities required
for program success are not present

1) Component Objectives

The primary objective for the Network component 1s to establish a formal network to
promote and support the development of private infrastructure in Sr1 Lanka Technical
assistance will be provided to support the designated focal point, (SIDI) and the other
relevant actors 1n promoting private infrastructure projects such as the GSL line agencies
and the prnivate sector Formal procedures and qualitative operating standards will be
developed for identifying, analyzing, implementing, negotiating, and monitoring private
infrastructure projects and to upgrade the skills of public and private sector officials alike
through technical and on-the-job training

Lastly, the Network will seek to support the process of private infrastructure project
development and implementation 1n a fashion consistent with and complementary to
existing GSL infrastructure development activities by broadening and deepening the
linkages between officials, managers, and beneficiaries engaged 1n 1infrastructure
development

1) Component QOutputs

The successful attainment of these objectives will be measured by the following outputs

N Twelve projects will be 1dentified and studied on a pre-feasibility basis

. Six tendered packages for private infrastructure projects will be developed and
1ssued

. Three private infrastructure agreements will be awarded, negotiated, and signed

PPI Project Paper 12 of 54 pages



111) Component Activities

In order to support the process of private infrastructure development, a variety of cross-
cutting and sequenced activities must be undertaken In general these activities will assist
SIDI to develop the capacity to 1dentify, analyze, rank, and screen BOO/BOT
candidates, effect fair and transparent tendering transactions for identified projects,
support and develop the structuring and negotiating capacity of SIDI and the network of
line agency staff in completing mutually beneficial transactions, and, support conducting
follow-up monitoring and evaluation

Specifically, Network component activities will include
Activity 1 - Preparation of the Project Master List

Develop a "Master List" of potential private/public infrastructure projects through the
collection of data, consolidation of existing feasibility studies, and analysis of sectoral
candidates from the power, transport, telecommunications, waste management, water,
and 1ndustrial estates sectors This activity will be conducted by a technical team of
infrastructure sector specialists and BOO/BOT experts working 1n collaboration with SIDI
and the relevant line agencies

Activity 2 - Conduct Project Screening and Structuring

Using projects and data from the Master list, extensive screening will be conducted to
determine the rank order and priority of the first tranche of projects selected for
advancement to the pre-feasibility stage This screening process will entail detailed and
systematic examinations of projects and or potential projects based on their economic,
financial, techmical, legal, environmental, and social attributes This activity will be
performed by SIDI and supported by industry specialists as determined by the character
of projects derived from the Master List

Activity 3 - Perform Pre-Feasibility Studies

Once 1dentified, analyzed, and selected for advancement, SIDI will conduct pre-feasibility
studies for BOO/BOT viability on twelve project candidates It 1s envisaged that the
twelve projects selected will represent a cross-section of eligible sectors of infrastructure,

although financial viability will prevail over sectoral balance objectives to drive the
decision process

These twelve pre-feasibility studies will ascertain not only their commercial and
economic viability but their attractiveness to the private sector based on different project
structuring options This activity will be performed by private infrastructure experts
composed of foreign and local teams with interdisciplinary skills typically in the
financial, legal, and technical fields in question
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Activity 4 - Project Ranking and Structurning

After pre-feasibility studies are completed, the technical unit and support network will
undertake project structuring and ranking procedure In this activity SIDI will determine
the most viable projects as the imtial candidates for tendering to the private sector In
addition to performing the ranking activity, SIDI will consider the appropnate structuring
options and standards/specifications that the project requires before tendering Ranking
activities will be driven by a vanety of factors including the considerations of
demonstration impact 1n project selection and prionty Simply put, most hkely to
succeed least likely to fail criteria will influence project selection decisions

Activity 5 - Prepaning Tendering and Bid Packages

The projects selected from the previous stages that have met or exceeded SIDI’s "litmus
test” of project candidacy will be prepared for tendering It 1s expected that six bid and
tendering packages will be prepared by the technical unit under this component In this
activity, SIDI, working with the appropnate implementing agents, will plan, design,
draft, structure, and package tender documents for international competitive brdding
The tendering package, typically composed of completed project pre-feasibility study, the
Invitation for Bid Proposal (IFB) which describes the standards and specifications
established by government so that proposals submutted can be compared and evaluated
like to like, financial and economic parameters, a legal package, environmental
requirements, a model concession agreement and criteria for evaluation, 1s the principal
mnstrument by which government solicits serious private sector proposals to undertake
inferior projects

Activity 6 - Bid Evaluations

After bids have been received the technical umt and line agencies will evaluate all
eligible bids This project activity will assist the GSL to develop the bid evaluation
criterion and standards in compliance with the BOT program guidelines

Activity 7 - Negotiations

After the bid evaluation activity, the technical unit and relevant line agency will engage
the leading bidder or bidders and begin negotiations Negotiation activities will include
not only project award terms and conditions, but in some cases, will result in the
granting of agreements such as Letters of Intent (LOI) or Memoranda of Understanding
(MOU) to the successful proponent to either commence construction or to conduct full
feasibility depending on the status of the project in question
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Activity 8 - Training Activities Supporting the Secretanat and Network

The last primary activity 1n the Network component 1s development of the capacity of
the Secretanat (SIDI), the line agencies, and the private sector, to promote and manage
private infrastructure development Therefore, a central activity buttressing the technical
assistance 1n this component will be training Training activities will be intensive and
multidimensional Traiming of SIDI staff, line agencies, and the private sector will
commence as early as possible in the project and be offered in modular formats
throughout the life of the project Training programs, study tours, conferences, and
seminars will be designed that focus on building skills in project 1dentification, project
analysis, project bid and tender preparation, project negotiation, and project monitoring

Training activities will also be designed and delivered to focus on infrastructure specific
1ssues such as public/private project issues in the power, transport, telecommunications,
water supply, and waste management areas Training activities will be case-oriented and
will rely extensively on data gathered in and relevant to Sn Lankan projects and
procedures

Activity 9 - Logistical Support to the Secretanat (SIDI)

In order to establish an operational technical umit so that the private infrastructure
development responsibilities of SIDI and 1ts capacity to carry them out do not lag, early
logistical support 1s required Currently, the GSL’s private infrastructure policy process
1s moving faster than the present logistical, operational, and nstitutional capacity of
SIDI  This activity will assist SIDI in identifying and establishing facilities in an
expedient fashion, support SIDI with administrative and technical experts to respond to
the needs of SIDI, and assist in building the network of private infrastructure
development actors within the GSL line agencies to accelerate early project requirements

) Component Inputs

The following inputs will be provided under the private infrastructure network
component (See Annex 4 for full budget details )
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(a) Technical Assistance

Expatriate Sn1 Lankan
Position Person | Position Person
Months Months
Chief of Party 36 Infrastructure Specialist 36
BOT Specialist 18 Finance Specialist 36
Home Office 12 Finance Officer 36
Telecom Specialist 2 MIS Specialist 3
Power Specialist 2 Project Officers 72
Transport Specialist 2
Water Specialist 2 Engineer 12
Waste Specialist 2
Port Specialist 2
Prefeasibility Studies 36
Tender Packages 18 Prefeasibility Studies 54
Tender Packages 27
Total Expatriates 132
Total Sr1 Lankan 276
GRAND TOTAL 408 person months
(b) Traiming

Inputs consist of short term training including US training (12 persons) third country
(6 persons), and 1n country (60 persons) The training will start with a major BOO/BOT
seminar followed by a series of short in-country workshops, on such subjects as 1nitial
Traiming 1n BOO/BOT concepts and related 1infrastructure privatization, screening and
analysis of projects, and tendering, evaluation and negotiation, of projects

©) Commodities
The project will finance the following commodities 4 four wheel dnive vehicles, 8
computers, 6 software packages, 4 laser jet printers, 2 high speed photocopiers, 2 fax

machines, and furmture

d Logistical Support

The project will finance a portion of the office costs to establish and operate SIDI and
other key organmizations participating in the program  These costs will include,
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consultants, administrative finance and support staff, operational costs, courier service,
report reproduction, etc

Component 2 - Public Awareness Component

This component addresses one of the most fundamental elements of any economic reform
mitiative  promoting an awareness of and support for private infrastructure within the
bureaucracy, business sector, and general public The component will focus on
undertaking several efforts, through a variety of techniques, to disseminate information
about the objectives, rationale, and benefits of public/private partnerships 1n
infrastructure development

This component will be carried out 1n collaboration with several Sn Lankan counterpart
organizations including the SIDI, the line agencies and other relevant government entities
at the national, municipal, and local level, and the private sector organizations
responsible for business development and community participation, such as the local
chambers of commerce and other institutions

Currently, there 1s limited capacity within the GSL to articulate the official position
regarding the policy of private infrastructure development, the potential benefits within
the community of the program, the strategies that GSL will adopt to alleviate problems
of affected parties caused by projects of this kind, such as nght of way, land acquisition,
taniff rates, etc , nor, perhaps most importantly, communicating the policy, procedures,
standards, and strategies of the program within government to engender the active
support and cooperation of key line agencies

One of the problems this component addresses immediately 1S communication of the
program’s operations and procedures to the public at large so as to clanify any concerns
regarding the transparency of the program

1) Component Objectives

The prnimary objective of this component 1s to establish an awareness of the benefits of
private infrastructure  There are two sub-objectives of this component The first
objective 1s to strengthen SIDI’s capacity to disseminate information about the program
using a variety of media, to the general public about the entire private infrastructure
program It 1s hoped that this effort will result in a greater awareness of and support for
the benefits of private infrastructure in Sn Lanka The communications effort will also
convey information regarding the procedures of the program so as to preempt any
confusion about the entire process especially regarding the bid award and negotiation
process, where potential criticism about the ment of awards 1s typical
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It will also be responsive to the concerns and questions of individuals or communities
who may be affected by the program or by individual projects This "“ombudsmen" role
1s part of the process of consensus-building and communications This objective would
also serve to promote awareness, consensus, and support for the program within the
government bureaucracy itself This component aims to include to the fullest extent
possible, the relevant line agencies and other entities within government to ensure their
full cooperation and involvement Without their participation and awareness the program
could suffer

The second objective 1s to ensure that the local participation and input of citizens 1§
maximized at all stages of the project Vital to the success of this project 1s the support
for and understanding of functioning infrastructure by local, municipal, and national
communities

1) Component Qutputs

The successful attainment of the objectives of this component will be measured by the
following outputs

o an increased percentage of the population informed and aware of the private
infrastructure development program, and

. large number of Sn1 Lankans are the direct beneficiaries of infrastructure projects

111) Component Activities

The activittes to be undertaken in the Public Awareness Component focus on four
principal tasks 1) Designing an overall Public Awareness Strategy, 2) Conducting Public
Awareness Activities, 3) Information Dissemination at the project level and, 4)
Monitoring Local Participation

Activity 1 - Design Public Awareness Strategy

In this activity, SIDI will undertake an assessment to determine the appropnate strategy,
based on local conditions, to convey the objectives and benefits of private infrastructure
to the public and private sector This activity will set the course for a broad-based public
affairs effort that will seek input from and be driven by the consumer as well as the
private provider of infrastructure service This activity will entail the development of
a public awareness strategy, a plan for implementation, the selection of the approprniate
public awareness methodologies such as conferences, newspapers, briefings, and other
forms of information dissemination The activity will draw heavily on the lessons of the
Sni Lankan privatization program as well as the public affairs component of the
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successful capital market development project USAID has supported A technical team
compnsed of local and foreign public awareness specialists will conduct this key input

Activity 2 - Conducting Program Public Awareness Activities

Program Public Awareness efforts will focus on conveying the objectives of the private
infrastructure program to the public at large Conferences, newspaper articles, television
and radio, education, local and provincial meetings, and other forms of information
dissemination will be used The rationale, objectives, benefits, problems, dispute
resolution methods, and other salient 1ssues to public/private partnerships will be
addressed 1n these fora Technical assistance will be provided by local and international
media experts and trade industry specialists to develop contacts, compile marketing
information, draft materials, conduct presentations and other activities to support SIDI’s
objectives of reaching the widest possible audience

Activity 3 - Project Information Dissemination

As the program emerges and program activities shift to more project specific activities
and responsibilities, the public awareness program will require a different strategy aimed
at a more specific audience Project information activities will be designed to target the
members of the community that are affected by a given project in any way Examples
of project public awareness activiies may include the effective communication of
communities concerned about the development of a private power project in their region,
public meetings on the rights and responsibilities of government 1n acquiring land for
“public use", and information for the employees of enterprises that believe that they will
be negatively affected by new investment in private alternatives to public service
delivery

Activity 4 - Monitoring Local Participation

Program and project public awareness activities will include public hearings, training,
media relations, beneficiary participation, survey collection and analysis, and other forms
of fostering an open and positive environment for private infrastructure in Sri Lanka
Included 1n this activity will be project monitoning functions so that projects under
construction or 1n operation are accountable to local participants and beneficianes
Moreover, this activity will also monitor the beneficianies of private infrastructure
development programs and inform the public about project accomplishments and

achievements to earn public trust and support in functioning and rehiable infrastructure
services
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iv)  Component Inputs

The following inputs will be provided under the Public Awareness Component (See
Annex 4 for full budget details )

(a) Technical Assistance

Expatnate Sr1 Lankan
Position Person | Position Person
Months Months
Media Specialist 2 Public Relations Specialist 6
GRAND TOTAL 8 person months

(b) Training

The project will finance training of appropriate semor level officials and SIDI staff on
the strategies and techniques of promoting and sustaining public awareness and
communications  Five ministies will also receive assistance 1n monitoring public

awareness efforts for specific projects This will include incountry tramming (125
persons)

(©) Logistical Support

The project will also finance multi media operational costs including matenals
preparation, advertising, printing publication/distribution costs, public meetings, etc

Component 3 - Marketing Component

The third component of this project represents the fuel for the engine driving competitive
participation by the investment commumty Without an effective marketing strategy,
local and foreign investors will seek opportunities elsewhere Additionally, the program
seeks to attract the maximum number of credible bids from local and foreign sources,

an attainment that protects the long-term interests of government and the public The

Marketing Component targets prospective investors and operators, and financial
mnstitutions

1) Component Objectives

The objective of this component 1s to generate the highest number of competitive bids
from the broadest, local and foreign, investor/operator, community as possible A sub-
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objective 1s to gear the marketing program to solicit and attract significant U S
participation 1n the program through the submission of credible and competitive bids
The activities i this component will be conducted 1n close collaboration with not only
SIDI and the line agencies but with the External Resources Department of the Ministry
of Finance, the Greater Colombo Economic Commission (GCEC), the U S -Ceylon
Chamber of Commerce, and the other business organizations in the country

Currently there 1s no capacity to market and/or promote the private provision of
infrastructure in Sri Lanka While the government sponsored investment promotion arm,
the Greater Colombo Economic Commission, GCEC, 1s 1n place, 1t 1s not structured or
mandated to promote private infrastructure This component will address the lack of
government capacity in private infrastructure promotion and marketing while also
building on the efforts undertaken in component two

An additional constraint this component seeks to overcome 1s the relatively low level of
local private sector capacity to participate in 1nfrastructure project development

Currently, the local private sector does not have the market information, size, and
financial stamina to undertake many projects of scale A marketing component not only
enhances the likelihood of recerving the highest number of competitive bids for projects,
but also can serve as a linkage between local and foreign partners Marketing activities
will be undertaken which promote informational and commercial exchanges so as to
ensure local and foreign collaboration 1n as many projects as possible

11) Component Outputs

Attainment of the objectives of the activities performed in this component will result 1n
the following outputs

o a competitive GSL 1incentive package offered for private infrastructure projects
N effective marketing matenals are prepared and distributed
. broad awareness and interest 1n the program by both foreign and local investors

111) Component Activities

The planned activities for this component are aimed at three levels -
marketing the overall program to investors, marketing individual projects, and targeting
specific financial institutions

Acuvity 1 - Strengthening Sn Lanka’s Incentive Structure to Attract Bids

In order to conduct a successful marketing program, 1t 1s essential to understand the
competitive nature of the emerging market for public/private partnerships 1n
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infrastructure  Nowhere 1s this more true than 1n Asia where over $500 billion worth
of infrastructure projects will be developed 1n the next five years This "opening” of
infrastructure sectors to private investment 1s occurring throughout Asia and has direct
implications on a Promotion of Private Infrastructure Program in Sr1 Lanka Simply put,
St Lanka must compete 1n order to attract local and foreign participants to bid on
projects The first activity in the Marketing component will be to strengthen Sr1 Lanka‘s
competitive position to market BOO and BOT 1n contrast to the incentive structures of
other countries 1n the region with private infrastructure development programs such as
the Philippines, India, Malaysia, Indonesia, Pakistan, and the People’s Republic of
China

The results of this effort will guide the development and implementation of program and
project marketing efforts throughout the life of the project A technical team will work
with SIDI at the beginming of the program to provide the GSL with up to date
information and materials on the incentive structures and policies of St Lanka’s
competitors 1n the region

Activity 2 - BOO/BOT Program Handbook and Brochure

The other immediate program marketing activity will be the development of an official,
professionally prepared private infrastructure program brochure and handbook These
matenals, based on the GSL policy guidelines, will be the first overt marketing tcol that
provides potential investors/bidders with information about the opportunities in Sri
Lanka The handbook and brochure will describe what BOT projects are, their benefits,
and the GSL objectives of imtiating such a program The matenals will also outline
clearly the program requirements for investors as well as specific project opportunities
The brochure will be developed by local and foreign experts with expenience 1in
investment promotion, production and layout, and BOO/BOT marketing skills

Activity 3 - Investor/Qperator Marketing Efforts Program Specific

In this activity, SIDI will undertake a variety of other tasks to inform the
investor/operator community about the nascent program 1n Sr1 Lanka This activity
includes the development of a series of low-cost yet effective conferences and briefings
in Sn1 Lanka and abroad to announce the GSL program Technical assistance will be
provided to develop and market the conferences and conduct presentations on the
program The conferences and publicity events will be coordinated with other active
agents "on the ground" including the GCEC, U S -Ceylon Chamber of Commerce,
Chamber of Industries, U S Overseas Private Investment Corporation, etc Events will
be scheduled to maximize exposure including coordinating appearances at the World
Bank/IMF annual meeting, Asian Development Bank Annual Meeting, Sn1 Lanka Year
of Exports 1992 expositions in Colombo, and other industry related annual events

Like other international business activities, the infrastructure investment community 18
tightly-kmit and relies on information sharing  This fact lends itself well to the
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development of a Marketing Information Campaign that 1s designed to market the Sn
Lankan program This will involve identifying and disseminating information about the
program through articles, press releases, and other media 1n the infrastructure
development field including trade journals, procurement notices, supplers bulletins and
investor’s newspapers This program marketing effort will then set the stage for the
development of more project specific activities aimed at an already "alerted" audience
This technical assistance will be conducted by a specialist intimately familiar with media
and industry relations who will develop a detailed workplan to undertake an infrastructure
marketing effort, including drafting announcements, scopes of work, articles, and other
program related tasks for public circulation

SIDI and "Network" will undertake marketing missions to a screened and selected group
of countries to promote successful project solicitations In order to receive a ligh degree
of competitive bids and to attract strong U S participation in the program and 1n
individual projects, a small representative mission will travel to the United States and
selected other key investor/operator capitals 1n the Asian region These missions will be
specific, focused, and strategically planned They will not be "soft" efforts, where
urrelevant or 1nappropnate business groups are contacted  Rather, the network will
identify and contact serious and credible investor groups well 1n advance and organize
a professional series of marketing missions and investor briefings

Activity 4 - Project Marketing Information Dissemination

Using the expenence and network of the Program Marketing efforts, significant project
marketing efforts will follow-up as projects that are going to tender are advanced Project
marketing specialists will utilize the same and additional sources of information such as
trade journals, magazines, teleconferencing, procurement notices and the hike to market
and announce specific project solicitations These activities will require significant
scheduling, tracking, drafting, and follow-up in order to ensure that the maximum
number of bids are received for each solicitation Additionally, the development of
"Project Profiles" which are designed to offer potential investors a samplhing of financial,
technical, and economic information on potential projects will be developed to promote
the program and elicit responsive bids on specific projects A sample project profile 1s
found 1n Annex 5

Activity 5 - Financial Institution Marketing Program and Project

In order to bring together the entire mosaic 1n a marketing effort that includes the GSL
and the potential Investor/Operator (local and foreign), it 1s imperative to provide
information to the likely financiers of such projects the local and international banking
community While this activity 1s primanly the responsibility of the investor/operator
in the downstream, 1t will be advantageous to design a few specific and discreet
marketing activities aimed at promoting the Sr1 Lankan program and individual projects
to the relevant financial institutions  This activity would include the development of a
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financial 1nstitution strategy, marketing matenals focusing on financial aspects of
BOO/BOT projects be prepared and distributed for discussion with relevant financial
institutions, and missions and briefings be conducted (1n tandem with investor/operator
missions) to mform the financial community

Technical assistance including brniefings, presentations, and aides memoir would be
conducted by specialists with high-level access at commercial and concessional financing
orgamzations to discuss in detail the objectives and charactenistics of the Private
Infrastructure Development Project

1) Component Inputs

The following inputs will be provided under the Marketing Component (See Annex 4
for full budget details )

(a) Technical Assistance

Expatriate Sn Lankan
Position Person | Position Person
Months Months
International Marketing 8 Local Marketing Specialist 24
Specialist
GRAND TOTAL 32 person months
(b) Training

The project will finance US training (2 persons), third country training (4 persons), and
in country training (75 persons) This training for senior government officials, the
private sector, SIDI staff on the strategies and techniques of investor/operator marketing
at the program and project level

(©) Logistical Support

The project will finance travel, advertising, publication costs, and other costs associated
with the marketing effort

Component 4 - Private Sector Window Component

In order to facilitate the successful implementation of components one, two, and three,
1t 1s cnitical that the project have the capacity to enhance the private sector’s ability to
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attract long-term financial support, defray or mitigate the costs and nisk of developing
feasibility studies required for BOO/BOT projects, and engage in developing unsolicited
proposals to overcome infrastructure difficulties and identity investment opportunities
The Private Sector Window Component addresses these critical 1ssues

1)

Component Objectives

The Private Sector Window Component 1s designed to facilitate a greater number of
private infrastructure development transactions and to augment other project components
This 1s intended to promote a greater number of viable project proposals by designing
a feasibility study fund or cost-sharing mechanism, developing and implementing a
Private Sector Infrastructure Development Fund (PSIDF), and strengthening the capacity
of SIDI (SIDI) to receive, analyze, evaluate, process, negotiate, and award unsolicited
proposals for private infrastructure projects

This component 15 designed to, as early as possible, alleviate three problems that could
stifle a robust program 1n Sn1 Lanka, and that represent a major constraint to the private

sector

11)

lack of capacity on the part of the local financial market to provide long-term
financing for infrastructure projects,

lack of incentive for the local and foreign private sector to risk their time and

effort to shoulder the entire burden of project 1dentification and feasibility studies
without prospect for compensation or award, and

lack of a legitimate opportunity or window for the private sector to utilize its

entrepreneunial resources and energy to 1dentify unique approaches to
infrastructure investment opportunities without formal procedures to process
proposals

Component Outputs

The successful attainment of the objectives of this component would result in completion
of the following outputs

A prnivate sector facility/fund designed
Mechanisms for cost-sharing feasibility studies are developed or accessed

Formal and effective procedures are established for treating unsolicited proposals
for private infrastructure projects
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111) Component Activities

The individual activities will be conducted 1n coordination with SIDI and other critical
GSL counterpart nstitutions including the External Resources Department of the Minstry
of Finance, Development Finance Corporation of Ceylon, and the National Development
Bank Specific activities include the following

Activity 1 - Pnivate Sector Infrastructure Development Fund Design

The proposed "Private Sector Infrastructure Development Fund" (PSIDF) represents an
important facility which will allow the private sector access to official development
assistance and serve as a catalyst in promoting private infrastructure projects, assist in
overcoming the shortage of available long-term financing 1n Sr1 Lanka and the difficulties
of accessing foreign long-term financing, and alleviate the fiscal burden on the GSL to

provide counterpart funds as required in government to government financing of
infrastructure

This activity will include the development of a PSIDF design by specialists attached to
SIDI The activity will involve extensive contact and discussions with relevant donors
such as ADB, IBRD, and the other bilateral donors 1n constructing a mechanism that 1s
flexible and realistic In addition to developing the program design, the activity will
include presenting, justifying, revising, and negotiating, on the behalf of government and
the private sector, the creation of such a facility

Activity 2 - Feasibihity Study Financing Mechanism Design

In order to effectively attract the private sector to participate fully in the program, a
vehicle must be 1n place that offers some burden sharing arrangements in the
development of pre and full feasibility studies Currently, A I D has in place an agency
wide mechanism which provides cost-sharing arrangements in the development of
feasibility studies for private sector energy development projects (PSED) The PSED
feasibility study provides for cost-sharing of 50% on project that are developed by the
public/private sector This activity would involve the analysis of the usefulness of the
existing PSED mechanism for private sector energy projects in Sri Lanka, as well as to
determine the viability of 1ts replication, with appropmnate alterations, for projects 1n non-
energy related infrastructure areas This activity also entails the development of
alternative arrangements whereby the SIDI would provide some cost sharing or
reimbursement arrangements, 1n local or foreign currency, for feasibility studies
undertaken by the private sector

If design 1n this activity resulted 1n positive conclusions or models for implementation,
the activity would be enlarged to respond to the need for managing such a facility or
facilities 1n this project
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Activity 3 - Unsolicited Proposal Processing and Procedures Activity

The Promotion of Pnivate Infrastructure Project will be market-driven and the private
sector will participate in project identification In order to ensure that this facility 1s in
place as early as possible, a principal activity of this component will be the technicai
input of a specialist familiar with the appropnate procedures 1n developing a "Unsolicited
Proposals”  Without such procedures, viable unsolicited proposals are not responded to
and result 1n the program losing some of 1ts long-term credibility Moreover, unsolicited
proposals can assist 1n building the inventory of quality projects This activity will entail
a survey of SIDI and line agency procedures, discussions with the private sector to
determine their responsiveness, and the drafting and implementation of a set of
procedures for unsolicited proposals

1v) Component Inputs

(a) Technical Assistance

Expatnate Sn1 Lankan

Position Person | Position Person
Months Months

PSIDE PSIDF

Finance Specialist 2 Finance Specialist 6

BOT Specialist 2

Feasibility Studies Fund Feasibility Studies

Finance Specialist 2 Finance Specialist 6

Infrastructure Specialist 2

1QC Buy-ins/TA 25

Unsolicited Bids Mechanism | 2

Contracting Specialist

Total Expatnates 35 Total Sr1 Lankans 12

GRAND TOTAL 47 person months

()] Training

Inputs consist of US training (2 persons), third country training (10 persons), and in
country tratning (25 persons) This training will include training for the SIDI finance
officer and another financial officer in local institutions Third country training is
planned at the Asia Finance and [nvestment Corporation
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c COST ESTIMATES AND FINANCIAL PLAN

1 Project Costs

Ti 2 Project cost 1s $9,500,000 over the four-year project period

This sum reflects the following contributions AID--$7,000,000 and the HC--$2,500,000

Table I
Summary of Project Costs by Component
Components USAID Host Country Total Project
GSL Other Costs

PI Network $4,997,000 | $219,000 $0 $5,216,000
Public Awareness $169,000 $0 $0 $169,000
Marketing $408,000 $0 $0 $408,000
Pnivate Sector Window | $1,226,000 $0 $0 $1,226,000
Evaluation/Audit $200,000 $0 $0 $200,000
Pnivate Infrastructure $0 $0 | $2,281,000 $2,281,000

Projects
TOTAL $7,000,000 | $219,000 | $2,281,000 $9,500,000

including the equivalent of $2 28 million from private finances

2 Sources and Uses of Funds

The following 1s a description of the sources and uses of project funds

Table II
Sources and Uses of Project Financing
Components USAID Host Country Total Project
GSL Other Costs

Technical Assistance $5,697,000 $0 $0 $5,697,000
Tramning $336,000 $19,000 $0 $355,000
Commodities $138,000 $7,000 $0 $145,000
Logistical Support $629,000 | $193,000 $0 $822,000
Evaluation/Audit $200,000 $0 $0 $200,000
Private Infrastructure $0 $0 | $2,281,000 $2,281,000

Projects*

$7,000,000 | $219,000 | $2,281,000 $9,500,000

TOTAL

* includes Private Sector contribution to projects of $2 28 mullion for individual project

costs
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AID Contributions The AID grant contribution to the Project will provide $7,000,000
or 74 percent of the total costs Budget Table 1 contains a summary of AID’s
contributions

Host Country Contmibution The Host country contribution to the Project 1s the
equivalent of $2,500,000 which represents 26 percent of total costs The HC
contribution consists of both contributions by the GSL to imitiate and administer the
project, their contributions to individual project activities and investments by the private
sector for infrastructure projects, designing and implementing

3 Recurrent Costs

One of the objectives of the project 1s to replace traditional GSL capital and recurrent
expenditures for infrastructure with private sector funding, thus ensuring the
sustainability of the actvity The limited increase 1n any recurrent costs of the Project
(largely restricted to SIDI operations) will be compensated many times over by the
reduction in expenditures on infrastructure There are no sigmficant recurrent costs
1ssues associated with the project

4 Obligation Schedule.

The proposed schedule of obligations of A I D funds for this Project 1s as follows

Table IIT
Schedule of Obhgation
(US$ thousands)

Components FY 1992 | FY 1993 | FY 1994 | FY 1995 | TOTAL
Technical Assistance $1,000 $1,999 $1,192 $1,506 | $5,697,000
Tramning $200 $100 $36 -1 $336,000
Commodities $138 - - - $138,000
Logistical Support $164 $293 $172 - $629,000
Evaluation/Audit - - $100 $100 $200,000
TOTAL $1,502 $2,392 $1,500 $1,606 | $7,000,000
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5 Methods of Implementation and Financing

A review of alternative methods of implementation and financing from the standpoint of

funds accour*~* '+ nd project needs has been conducted dunng the course of the PP
design A s of the results 1s included below
Project Requirements | Method of Method of Financing | Approx
Implementation Amount
($°000)
US Technical Assistance | AID Direct Contract | Direct Payment 4,230
SL Technical Assistance | Host country/Through| Direct Reimbursement | 477
TA Contract
Marketing Support Through AID Direct | Direct Payment 240
TA Contract
Technical Support IQC’s Direct Payment 750
Training
Foreign Through AID Direct | Direct Payment 281
TA Contract
Local Through AID Direct | Direct Payment 55
TA Contract
Commodities
Foreign Through AID Direct | Direct Payment 113
TA Contract
Local Through AID Direct | Direct Payment 12
TA Contract
Local Through Host Direct Reimbursement/ 13
Country Agency Direct Payment
Logistical support Host Country Agency | Direct Reimbursement/| 629
SIDI umt Direct Payment
Evaluation & Audit Direct AID Contract, | Direct Payment 200
Buy-1n to centrally
funded project, or
PSC

6 Audit Requirements

A review of the audit requirements of the project 1s as follows
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Analysis of Audit Requirements

Component Amt at| Method of Resp Host | Recommended Audit Proposed Date Cost to Project
risk Implementation Country Coverage for Aud Cov
($000) Agency
US Technical 4,230 | Aid Direct Contract | None DCAA audit Voucher | Annually
Assistance reviews NFA Quarterly
09/30/94 50,000
SL Technical 477 | Host Country SIDI umit | GSL AG’s annual audit | Annually None
Assistance Contract Voucher reviews Quarterly
US and third country | 281 | Through AID direct | None Voucher Reviews NFA| Quarterly Included above
Training TA Contract 09/30/94
Local Training 55 Through AID direct | None Voucher Reviews NFA| Quarterly Included above
TA contract 09/30/94
Foreign Currency 113 | Through AID direct | None | Voucher Reviews NFA| Quarterly Included above
Procurement TA contract 09/30/94
Local Currency 12 Through AID direct | None Voucher Reviews NFA| Quarterly Included above
Procurement TA contract 09/30/94
Local Currency 13 | Through GSL’s SIDI unit | GSL AG’s annual audit | Annually None
Procurement SIDI unit Voucher Reviews Quarterly
Feasibility Studies 750 1 1QC’s None IG/Washington Audit Annually None
Marketing Support 240 | Through AID direct | None Voucher Reviews NFA| Quarterly Included above
TA contract 09/30/94
Logistical Support 629 | Through GSL’s SIDI unt GSL AG’s annual audit | Annually None
SIDI unit Voucher Reviews Quarterly




D IMPLEMENTATION PLAN

1 Introduction and Principles

Implementation of a private infrastructure investment program in Sn Lanka requires
identification of the prionity development programs of key ministries, then providing
opportunities for private business to undertake the projects

The tempo and pace of implementation will be driven by the capacity of the designated
implementing agency to analyze, select, and package suitable projects for tender
Proposals received are then reviewed and evaluated Winning proposals establish the
basis for award of concession agreements and franchise contracts

One determinant of the implementation rate will be the ratio of projects prepared and put
out for tender by the government, to those submitted and accepted directly through the
unsolicited proposal window Size and complexity of proposals will determine the time
required for decisions to be made about them For investment targets to be met, an
institutional capacity will be put into place to prepare the projects, evaluate submissions,
and help negotiate agreements Program success depends upon widespread public
awareness and support, effective marketing of the investment opportunities to prospective
bidders, and availability of finance

The focal point designated by Government to manage the program 1s a new technical unit
within the Ministry of Policy Planning and Implementation, the Secretariat on
Infrastructure Development and Investment (SIDI) It 1s responsible for packaging and
advertising the selected investment opportunities, inviting proposals, responding to offers,
and decision-making to advance approved projects to completton SIDI provides an
authorntative linkage between the key policy and operating Ministries and the highest
executive approval level of Government, the Cabinet

The SIDI Unit serves as the Government interface between the business and financial
communities on the one hand, and the line ministries or municipal jurisdictions -
proponent agencies seeking construction of toll roads, bridges, ports, power plants, water
treatment/waste disposal plants, telecommunications facilities, etc on the other

SIDI will establish the program schedule Projects submitted by the munistries or
proposed by pnivate investors, will be prionitized and then handled in sequence,
improving the prospects of early success and to reduce commercial risk

Demonstration projects will be chosen for imtial implementation These will lay the
foundation for confidence-building essential to the new public-private partnership
Completion of demonstration projects will enable more rapid progress to be made later
in dealing with the backlog of pent up demand
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Successful BOO/BOT 1mplementation requires that capital projects are not only
technically and economically viable, but also bankable from the risk-taking investor’s
perspective  Projects selected will be socially sound and environmentally acceptable
Financial viability under BOO/BOT criteria requires setting realistic tariff levels
sufficient to amortize the capital loans, pay a reasonable rate of return on equity
investment to shareholders, while still assuring adequate funds to sustain operations and
maintenance at high levels

Business executives, no less than government officials, hate surprises  Corporate
managers need to pay full attention to their day-to-day planned, programmed and
budgeted production and maintenance functions, avoiding crisis management distractions
SIDI will ensure that 1ts actions provide a fully transparent and predictable “level playing
field" in which rules are clear to the players, and perceived country risk 1s diminished
This will include guidance, counsel and direction to the private investors, and serving as
advocate to obtain necessary approvals from the relevant GSL authorities

SIDI 1s responsible for vetting tender documents, establishing evaluation criteria, and
guiding the proponent agencies 1n negotiating the concession agreements and franchises
awarded to successful proposers and bidders Technical expertise of the respective
ministry or jurisdiction will establish the performance standards and specifications

2 USAID Project Management

USAID Project Management will be undertaken at three levels - directly by the project
officers, supervised at the Office of Projects, guided by the Mission Project Committee
and reviewed by the Mission Management on a quarterly basis The USAID Office of
Projects will recruit a qualified Project Officer to oversee and monitor implementation
of the project This project officer will become familiar with all the aspects of the
project and keep the Office of Projects, Mission Controller, Executive Office and other
relevant USAID managers appraised of program implementation matters He wall also
perform other coordinating and support functions inherent in USAID - contractor
relationships, including reviewing vouchers, approving budget modifications, monitoring
periodic reports, and scheduling evaluations He will be responsible for hiasing with the
GSL Project Director on all operational matters

The USDH Chuef for the Environmental and Capital Projects Division will supervise the
PPI Project Officer on a day to day basis He will be responsible for making the overall
commitment of AID financial resources The Project Commuttee will 1include
representatives of other USAID offices and be responsible for guiding and coordinating
the project 1n relation to other Mission activities The Mission Director and the rest of
the mission management team will review project performance on a quarterly basis at the
project implementation reviews
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3 Implementation Schedule

Project Events

Key Events Starting Date
1 Project Start-up, SIDI Commences Operation, CFED Contract 1s | Nov 15,1992
mobilized
2 Component | network building initiated Master List, project Jan 15, 1993
ranking, pre-feasibility studies started
3 BOO/BOT Workshop Attendees include SIDI and Ministry Feb 15, 1993
Liaison officials, business and banking companies and associations
Concepts and procedures are defined
4 Component 2 Public Awareness Press releases 1ssued, Brochure | Apr 1, 1993
published
5 Component 3 Marketing Program marketing begins, when Jun 15, 1993
project profiles are ready, projects are marketed
6 Component 4 Private Sector Window Unsolicited proposals Jan 1, 1994
invited, PSIDF designed and funded
7 Bid and Tendering packages put out to tender Dec 1, 1993
8 Bid Evaluation and Awards Sep 1, 1993
9 Concession Agreement Contracts negotiated Apr 1, 1995
10 Mid-term Program Evaluation conducted Jun 1, 1994
11 Final Program Evaluation Sep 1, 1995
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4 Implementation Arrangements

a) Pre-Implementation

Given the accelerating momentum of the program, and the enthusiasm being shown at
the highest levels of the GSL, project design requires Pre-Implementation activities
These will be largely 1n the nature of intermittent technical assistance to assure timely
and appropnate actions by the operating Secretariat in the Ministry of Policy Planning
and Implementation (SIDI), prior to the award of the technical assistance contract It 1s
likely that specialized technical assistance will be provided directly to one or more of the
line Ministnies and their agencies, e g the Ceylon Electricity Board, Sr1 Lanka Telecom,
Water Supply and Drainage Board, to assure that their activines harmomze with the
overall program These activities also 1nclude logistical support for establishing an
organizational plan and operating procedures for SIDI, and actions to energize the
network of proponent line Ministries that will set the agenda for the program

b) Contracting for the Technical Assistance

Due to the special requirements of the PPI project activities and the immediate
requirements of the GSL for support, the Mission proposes to waive competition for
providing technical assistance and training services for the project (see Annex 10)
Assuming the warver 1s approved, the Regional Contracting Officer will 1ssue a request
for a proposal to the selected firm After review by the technical evaluation panel, the
RCO will negotiate the final details and costs for a final award

After contract award, the imtal step would be despatch to Colombo of the contract
mobilization team compnised of three persons 1) a senior officer of the contracting firm
who was thoroughly famihar with all phases of the project and had been personally
involved 1n the contract negotiations, 2) the designated Chief of Party, and 3) the
logistics specialist with special expertise 1n office equipment requirements, particularly
computer work station hardware and software, printers, reproduction and communication
equipment, etc so that prompt procurement of the commodity components could
proceed

The mobilization team would meet with the SIDI Unit Director and staff and the USAID
Project Diviston Chief and Project Officer to establish the basic overall program
workplan, and to imtiate start-up of operations Agreement will be reached on scopes
of work for key functional activities to be undertaken, and target dates would be set for
accomplishment of specific tasks and delivery schedules  Procedures would be
established for prompt review and clearance by the USAID project officer of contractor
nominees for short-term consultancies
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] Implementation Phases

This project will be implemented in four distinct phases, coinciding with each of the four
life-of-project years as follows

Phase 1 - First Year - Network Institution Building

Activities scheduled for this year involve the organization of SIDI and 1its linkages with
the line agencies and key private sector instituttons Accomplishments will include
establishment of the SIDI office as a functioning organization with qualified staff in
place, operating procedures 1n effect and published manuals and program documents
describing selection criteria, application forms, and related materials Benchmarks to be
achieved duning this first year will be conduct of a major BOO/BOT Workshop,
publication of the Project Master List and completion of designed public awareness
program efforts

Phase 2 - Second Year - Infrastructure Project Execution

With the institutional structure and procedures in place and the public generally
knowledgeable about the program, emphasis of the second year will be moving the
specific projects along through the necessary sequence of events required for their
execution The specific infrastructure projects such as power plants, water treatment
facilities, telecommunication installations, toll expressways, etc 1including the relevant
pre-feasibility studies, technical performance specifications, legal aspects, economic and
financial parameters will be packed into bid documents, and marketed for tendering 1n
the local and international investment commumties During this second operational year,
these infrastructure projects will become the units of management for conducting the
program Benchmarks will be in the actual number of projects put out for tender and
completion of review, evaluation and go-no go decisions taken regarding both categories
of projects - those tendered and those unsolicited proposals that survived the screening
process and were subsequently accepted for consideration

Phase 3 - Third Year - Financial Transactions

The test of whether the project has succeeded 1n creating a private market for economic
infrastructure will become manifest 1n the third year of the project, when 1t will become
apparent that actual transactions have occurred, utlizing the policies, procedures and
instruments put 1n place by the project Intermediate benchmarks will be numbers of
consummated loan syndications, as evidenced by executed Memoranda of Understanding
spelling out terms of loan and equity transactions consummated between investors and
confinancers that were arranged by the financing institutions The final transactional
milestones will be the actual Concession Agreement contracts endorsed by SIDI and the
line Ministries, that are approved by Cabinet for implementation The valuation 1n the
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amounts of these concession agreements, summed up, will represent the additionality in
new 1nvestment and avoided cost to Government that will provide the ultimate
quantitative measure of project accomplishment

Phase 4 - Fourth Year - Program Assessment

The fourth and final hfe-of-project year will begin with an assessment of project impact,
largely based upon the formal evaluation concluded at the end of the third operational
year It1s envisioned that this assessment will be a collaborative undertaking by USAID
and the GSL that will examine end of project status The outcome of this assessment 1s
expected to be a determination about the appropriateness of a follow-on project, 1if
indicated, and recommended design features and suitable parameters of scale, based upon
the numbers and characteristics of infrastructure projects in the pipeline, and experiences
with BOO/BOT of the major ine ministrnies, at that time
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E MONITORING AND EVALUATION PLAN

1 Momtoring

Within the first 120 days after armival of the technical assistance team the contractor will
finalize quantitative performance indicators, in collaboration with USAID and the GSL
This will set benchmarks 1n achieving the project objectives for the project over its four
year life and will generally conform to the four project phases outlined above These
indicators will reflect all aspects of the project (not only those activities under the TA
contract) and be disaggregated to annual performance targets

The princtpal mechanism to assure satisfactory project monitoring 1s the project officer,
whose main responsibility will be liaising with the GSL and private sector officials and
serving as the conduit for conveying technical direction to the contractor The project
officer will also maintain the Mission files for the project, and will be provided copies
of all deliverables called for under the contract(s), and other project activities including
periodic reports, terms of reference, scopes of work, and other operational documents
produced by SIDI in connection with the project

As noted 1n Section D 2 above the PPI Project Commuttee will also provide monitoring
support for the project 1n relation to the overall Mission program

The progress of the project will also be monitored on a quarterly basis under the Mission
Project Implementation Reporting System These reports will be prepared by the USAID
Project Officer who will draw upon the Quarterly reports from the TA contractor, GSL
reports, and financial records of the USAID Controller In addition to reporting on
project indicators, the TA contractor reports will include progress reports on commodity
procurement, traiming, and financial performance

A quarterly project working group meeting will be convened by SIDI with USAID to
review project progress and to resolve any outstanding 1ssues The working group will
review annual operational assessments prepared by the technical asststance contractor and
revise the subsequent years’ work plans as necessary

2 Evaluation Arrangements

For this project, arrangements will be made for two formal evaluations a Mid-Term
Evaluation after approximately eighteen months of implementation, and a Final
Evaluation near the end of the life of project period These evaluations will follow
customary USAID practice of engaging an independent consultant(s) to assess the
program and review the progress of implementation against the work plans, budgets and
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project objectives Detailed scopes of work will be developed for each of the formal
evaluations The evaluation will be conducted using normal procedures of document
review, Interviews of Government officials, businessmen, bankers, customers and
representatives of donor organizations as appropriate

The first evaluation of the project will focus on the appropnateness of the project
process For example this evaluation will ascertain as to whether the sequence of events
planned 1n the project paper have been appropriate and provided in a timely manner
This evaluation 1s meant to either reconfirm the project design 1f progress 1s satisfactory,
or alternatively suggest alternative courses of action

By contrast the second evaluation, scheduled 1nto the third year of the project, 1s intended
to 1dentify and elaborate on project accomplishments

The baseline circumstances under which this project 1s being undertaken are the
deficiencies and rehiability of existing infrastructure services Each private infrastructure
project will contain quantitative data such as savings in vehicle operation costs, reduction
in economic losses from energy load shedding, numbers of new telephones connected,
mcreases 1n volume of domestic and international calls, and the number of households
to be connected to piped water or provided with improved solid or waste water disposal
services This data will permit objective evaluation of the entire project

Another source of program assessment, more appropriate for the project’s institutional
development objective, will be the wntten evaluations that are an integral part of each
of the workshops and seminars orgamzed and conducted by the contractor, under the
training component of this project Copies of these training participant evaluations will
be provided to the project officer for inclusion 1n project files, and made available to the
evaluators

USAID may also, from time to time, conduct program audits or examination of
operational aspects of the program, as authorized by and provided for under the terms
of the project grant and subsidiary contracts
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F SUMMARY OF ANALYSIS

1 Summary of Techmical Analysis
Private Infrastructure Development

As noted 1n section A, the demand for infrastructure far exceeds government’s ability to
install and manage new facilities In determining the viability of a private infrastructure
development as a viable alternative to public infrastructure, several essential elements
must be examuned within the context of successful and unsuccessful experiences in
stmilar environments There are six fundamental 1ssues, mutually reinforcing but not
exclusive, that serve to validate the hikelihood of successful implementation

a) Formal Policy and Program Objectives

A primary feature universal to countries with a track record of success 1s the emergence
and manifestation of a clear and formal policy for private infrastructure development
An ad hoc or premature policy environment characternized by ambiguity or informality
sends a signal to the implementing agencies, the public, and the private sector that the
political will does not correspond to the practical rationale of promoting public/private
partnerships 1n the provision of infrastructure

This political will and long-term commitment must be overtly demonstrated and its
objectives refined and clearly understood There are several examples of countries that
have recognized the need and rationale for private infrastructure development yet have
undervalued the importance of defining objectives for the program as a whole, and for
specific infrastructure sectors 1n particular

In Sn1 Lanka, the government has over the last fourteen months, prepared, approved, and
issued a policy statement clearly articulating the goals and objectives of such an
approach This policy statement or "guidelines’, a copy of which 1s attached 1n

Annex 5, represents an official commitment to promoting private sector approaches to
infrastructure and was developed and approved by the GSL cabinet and the principal
actors responsible for policy implementation

b) Institutional Framework Established

In order for the promotion of private infrastructure project to be successful, a well-
designed and coherent institutional framework must be established

A technical unit that operates full-time and serves as a linkage between the line agencies
such as water, power, transportation, communications, etc as well as to the political
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authonties responsible for approval 1s a prerequisite for success Experience
developed and developing countries alike venfy that without command and control
mechanisms 1n place, private infrastructure development initiatives are likely to fragment,
dnft, and disappoint

The GSL has recently established an 1nstitutional "focal point" designated as responsible
for planning, coordinating, and implementing private infrastructure development actions
This focal point, the Secretanat for Infrastructure Development and Investment (SIDI),
will serve 1n a technical and coordinating capacity between the political authority
(Cabinet) and the line agencies responsible for traditional infrastructure development such
as the Ministry of Transportation, Ministry of Power, Ceylon Electricity Board, Ministry
of Posts and Telecommunications, and the like

A vital attribute 1n this design 1s the designation of a "network" for private infrastructure
development whereby relevant Ministries and line agencies active 1n this process are
administratively connected through committee assignments and designations with SIDI
and operationally connected through liaison assignments between SIDI and the line
agencies Each line agency will have dedicated BOO/BOT cells assigned to lhiaise with
the coordinating body  SIDI, a part of the Mimstry of Policy Planming and
Implementation, and members of the network will all have clearly defined responsibilities
in the implementation of this policy The attached organizational chart (see Annex 5 -
Admimstrative Analysis) 1llustrates the responsibiliies and relationships of this
institutional framework

c) Established Procedures

The third element that must be considered to determine the feasibility of this intervention
1s the status of the "rules of the game"” Private Infrastructure Development 1s not unlike
foreign investment, banking, trade, and other commercial activities 1n that a compact
must exist between all of the participants in the process, 1n this instance the government,
the private sector, and the public

This compact relies extensively on a well-established and unassailable set of procedures
that will serve to govern the process and subsequent transactions over the life of the
project The Government of Sn Lanka has addressed this aspect of a private
infrastructure program decisively "BOO/BOT Program Guidelines" articulating the
process and procedures of the GSL program, have received cabinet approval These

guidelines, a copy of which are attached 1in Annex 5, represent the key determinant of
program feasibility
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d) Technical Capacity

One of the key features of this project design 1s support to the capacity of the relevant
"network" of private infrastructure development actors in carrying out the objectives of
the above elements Without the technical capacity to identify, analyze, structure,
screen, evaluate, and negotiate private infrastructure projects, the likelthood for success
1s diminished

The project design addresses this problem 1n several ways By supporting the framework
and network though the provision of long term and short term technical resources that
are stylized to meet the unique needs of this project, and by providing SIDI with the
logistical support it needs to be operational and responsive to the "market" for
infrastructure, the issue of capacity determining feasibility 1s altered With technical and
administrative capacity supporting the institutional framework, the factors determining
project feasibility now become project specific  In this instance project specific
determinants become important as mechanisms to support the chances of project
(transaction) success, means to support project (transaction) financial viability, and
methods to promote greater private sector and local participation in the identification of
project (transaction) candidates This 1ssue 1s discussed 1n greater detail in Annex 5

e) Effective Enabling Environment

When undertaking an mmitiative such as private infrastructure development, a variety of
exogenous factors affect project feasibility and therefore must be assessed The enabling
environment to support successful project gestation and operation 1s pnmarily a function
of the legal, financial, commercial, and socio-political environment and 1ts disposition
towards a project of this kind

In Sn Lanka, the project design team concluded that the enabling legal environment 1s
supportive for private infrastructure development In general there are no major
prohibitions to BOO and BOT transactions 1n any of the sectors determined eligible by
the Program Guidelines Moreover, the operating and implementing legal acts that
govern the process of project development, approval, financing, and implementation do
not pose significant constraints The granting of concessions, the charging of market or
near-market tanffs, the acquisition of land, and all other aspects necessary to initiate

BOO and BOT projects without introducing major enabling legislation, are allowed and
non-prohibitive

As discussed 1n greater detail in the financial, economic, and social soundness analyses
of this report, the enabling environment characterizing these sectors are generally
supportive St Lanka 1s a growing and complex economy The lack of a highly
developed financial market and large private sector community are not constraints to this
project, rather they are necessary beneficiaries The project does not rely on their
growth and development but 1s designed to augment and support their expansion
However, the project design does recognize that certain project interventions must be
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applied to accelerate this process Included 1n this 1s the requirement to involve the
public 1n this process The project design devotes substantial resources to the inclusion
of local participation and public awareness efforts to build support for and understanding
of this project’s goals and outputs

2 Summary of Admimstrative Analysis

a) Secretanat of Infrastructure Development and Investment (SIDI)

The GSL has designated the Secretanat on Infrastructure Development and Investment
(SIDI) implementing agency for the program An administrative review of the proposed
orgamzational structure and administrative system has been undertaken as part of the
project design  The conclusion of the review 1s that with minimum effort these systems
will be satisfactory to implement the project Strategically located within the Ministry
of Policy Planning and Implementation, SIDI 1t 1s guided by a sub-commuttee of the
Industrialization Commussion, which 1s compnised of senior Secretaries from the key
policy and line Ministnes SIDI’s status and position within the Ministry of Policy
Planning and Implementation gives 1t the authorty to make autonomous decisions on its
own behalf, and to coordinate with the line proponent Ministries which will be playing
a key role 1n the tendering and award process that will permit private investment for
infrastructure projects

The Government has defined SIDI’s authonity, and functions in the official BOO/BOT
"Guidelines" which have already been approved by Cabinet Its organization, personnel
and operational budget are line 1tems within the host Ministry’s budget

The "Guidelines for BOO/BOT Projects” state

SIDI will primarily be responsible for

1 Idenufying appropnate projects and preparing profiles that may be suitable for
implementation under BOO-BOT or other basis, in co-operation with implementing
agencies and building an 1nventory of such projects,

1 Ensuring that proposed projects meet established socio-economic, technical, and
environmental policy critena,

11 Ensuring that proposed projects conform to the Program Guidelines and governing
legislation,

v Administering, 1n collaboration with the relevant Ministries and key implementing
agencies, the process of project development, and

v Negotiating with Investors, with input from relevant Ministries and other

implementing agencies, on project proposals, and providing recommendations on
decisions to accept or reject "
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SIDI will be staffed up to a level of from eight to ten professionals, headed by a
Director-General, who will be supported by three Additional Directors (ADLs) The
senior ADL 15 1n charge of Operations, another ADL manages Projects while the third
ADL 1s responsible for Coordination with the line ministries

Other professional staff will include a Budget and Fiscal Officer, an Infrastructural
Specialist, a Financial Specialist, and two Project Officers with administrative skalls

This core group of officers will participate 1n an intensive career development program
designed to enhance their capacity for conducting the BOO/BOT program Performance
of their duties will be strengthened by day-to-day relationships with the resident long
term consultants and repeated and frequent teaming assignments with an interdisciplinary
array of short term experts This will provide continuous on the job skill transfer and
support 1n performing their tasks and fulfilling organization development goals in a
setting characterized by high professional standards

The recommendations of the administrative review are to obtain documentation of GSL
budget support for the project, ensure that at least the Finance Officer and Project
Director are 1n place prior to the disbursement of funds, establish the GSL Tender Board
for the project, and, put inventory control and audit procedures in place as soon as
possible High standards of accountability in SIDI operations will be established, and
the quality performance will be assured through regular montoring of each aspect of
program operations Results will be confirmed by regular audits and periodic evaluations
of the program

3 Summary of Economuc and Financial Analysis

a) Economic Viability of the Project

The provision of infrastructure by the private sector should prove to be a superior
mechanism to the traditional government and donor-led system of using ODA It reduces
the financial burden on overly-indebted governments and involves the private sector in
areas where they have greater competitive advantage vis-a-vis the public sector

Economic and financial considerations for the project apply at several levels The first
consideration 1s the return to USAID 1n comparnison with alternative projects in which 1t
could invest $5 million The possibilities for attractive returns from the project are high
in view of the potential leveraging of limited USAID resources for a proportionately
much higher level of infrastructure provision The targeted output of the project 1s $150
million worth of infrastructure projects signed by the GSL with the private sector One
way to view the impact of these project funds 1s to consider that, using the traditional
approach, spending $5 mullion for a traditional infrastructure project would create an
equal amount of infrastructure by value Using $5 million of USAID funds to set up a
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mechanism that could attract $ 150 million of infrastructure projects, on the other hand,
would resuit 1n a leveraging of USAID’s resources of 30 times

Justification for this project 1s based upon the circumstances arising from postponing
needed investment in the basic economic infrastructure of the country  Budget
constraints and accumulated debt servicing burden have resulted 1n neglected routine
maintenance, and deferral of new infrastructure investments This has eroded the quality
of service, leading to power outages, poor phone service to subscribers and long waits
for new service installation, congested ports, overburdened mass transit, increased
vehicle operating costs, 1nadequate water service, poor waste water disposal and solid
waste management In addition to eroding the quality of life, these conditions degrade
the investment chimate and diminish Sn1 Lanka’s competitiveness 1n attracting new private
business investment

Public/private partnerships made possible by the project will produce economic benefits
by

. Increasing the likelihood that additional infrastructure will be built, and

. Achieving greater efficiency of resource allocation and use by private creation and
maintenance of infrastructure

The combined 1mpact of these two benefits assure economic viability for the program 1f
only a few projects are undertaken, and for those to achieve only moderate improvement
1n efficiency compared to Government-operated facilities

There are risks associated with this project, largely related to country risk perceptions
that could result from potential political opposition to the program, and instability that
could be the consequence of an upsurge 1n civil unrest There are also financial nisks
resulting from possible problems encountered by prospective investors in mobilizing
sufficient amounts of capital financing at interest rates low enough to permit viable
internal rates of return  Although these not insignificant risks could jeopardize the
project’s potential high returns, these risks have been mitigated through drawing on the
lessons learned from other countries to improve program design, and from Sn1 Lanka’s
experience 1n conducting 1ts current privatization program

On balance, the potential "upside” economic return of the project combined with the
limited nisk of undertaking a private sector 1nfrastructure program are preferable to the
low returns and predictable--and hazardous--nisk, which threaten the country’s further
economic development, of continuing exclusively with the present system of
infrastructure provision
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b) Economic Viability of the Sub-Projects

At a sub-project level, economic and financial considerations will be an integral part of
the BOO/BOT project screening and analysis  Projects will first be assessed for their
economic feasibility Projects which do not pass the threshold level as measured by net
present value (NPV) and internal rate of return (IRR) criteria will not be pursued

Projects which are economically viable will then be analyzed for financial viability, that
18, therr attractiveness to the private sector at market prices Those that are viable are
good candidates for further BOO/BOT constderation

Those that are not will be further analyzed for potential structuring to make them
financially attractive to the private sector For example, a highway project may 1n and
of 1itself not be financially attractive  However, some ancillary benefits may be
associated with the project, such as land development rights by the entrance and exits
points, could be structured as a part of the transaction to make 1t more attractive to the
private sector

Those projects which cannot be made financially viable, but are economically viable,
would remain as suitable candidates for traditional donor financing

c) Financing Private Infrastructure Projects

Finally, the design team analyzed the potential of the domestic and foreign private sector
to mobilize the financial resources to undertake infrastructure projects

Sr1 Lanka’s financial markets are still "emerging” and not ready to assume the amounts
and maturities that would be required for most BOT projects Discussions with local
financial institutions indicate that the maximum amount of capital that could be raised for
a BOT project would be about $10 million  Although participation by Sr1 Lankan
mnstitutions would be nitially modest, 1t 1s important that they participate 1n transactions
1n an effort to further develop the financial and capital markets

The availability of foreign commercial bank debt 1s Iimited by Sr1 Lanka’s high levels
of foreign debt and the reluctance of foreign commercial banks to take project risk 1n Sr1
Lanka Foreign direct investment has averaged only about $40 million a year for the last
twelve years It has been limited by perceptions of risk due partially to the ongoing civil
conflict

As the expernience of the Philippines and elsewhere demonstrates, Sr1 Lanka will need to
rely on financing from the IFC and the ADB private sector window to imitiate its first
significant BOT projects Discussion by design team members indicates a keen interest
by these institutions in participating in the financing of BOO/BOT projects in Sr1 Lanka
At the same time, Sr1 Lanka should work with the official development assistance
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community to create a mechanism to channel ODA to the private sector to support BOT
projects This would help to provide the sums and maturities of finance needed for BOT
projects, while avoiding problems such as counterpart funds required by traditional donor
financing which have slowed infrastructure development The design team has proposed
a "Pnivate Sector Infrastructure Development Fund" (PSIDF) to meet this need Creating
this fund would be a part of the private sector window component

4 Summary of Social Analysis

a) General Background

Sni Lankan social values have traditionally been strongly oniented toward equity, poverty
alleviation, preservation of village lifestyles and cultural values With the advent of
economic liberalization since 1977--and especially 1n the last three years--these values
have been explicitly incorporated 1n government policies that seek, at the same time, to
promote economic growth, investment, an open trading regime and a market economy
in which the private sector gradually supplants the state’s role in productive activities

This combination requires a shift in emphasis away from welfare policies aimed at
redistnibution of income and toward economic policies that increase the economic
opportunities of large numbers of people--including the rural poor--to participate 1n and
enjoy the benefits of development This, in turn, requires a delicate balance of policies
and 1nvestments to avoid the emergence of a dual economy 1n which a limited number
of elite urban participants in the formal economy benefit from accelerating economic
growth while large numbers of rural, agniculturally-based people languish 1n a low-
productivity poverty trap

The policies of the current government seek to harmonize the two goals by emphasizing
broad citizen participation in productive private investment and employment The
Promotion of Private Infrastructure Project 1s fully consistent with this strategy The
project will support the concept of broad participation in development by, most
importantly, providing new infrastructural services which are the prerequisites for rapid
economic growth and higher standards of living The project structure fully reflects the
need to develop a strong sense of ownership by public and private leaders in Sr1 Lanka
and a broad understanding of its aims by the general public To this end a public
awareness and communications component has been added to thr project which will be
used to promote and monitor broad Sn Lankan participation

While the average Sn Lankan--and certainly the typical worker in Sr1 Lankan industry--is
unfamiliar with the concept of large scale private sector infrastructure projects, people
clearly understand the needs for better roads, phone, etc There will be public debate
about fees for service on items like transport although 1n other areas where the public 1s
already paying (1 e power) these 1ssues are not likely to be as important Based on
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USAID’s expenience with the "people-1zation” program, when the benefits of private
sector programs are clearly articulated public awareness and acceptance increases
dramatically

Several of the activities planned for implementation under the Project will reinforce
public confidence and participation 1n these new investment opportunities The Project
will focus on the transparency of GSL decisions on private sector projects thereby
making 1t clear to all that these processes will be carried out on level playing fields
where everyone can expect a fare chance to play and win Creation of local markets for
new debt instruments, including corporate bonds, will increase the number and variety
of opportumties available to Sm1 Lankan’s to share in the benefits of the project

The social impact of the Project will extend beyond the direct participants 1n each of the
infrastructural projects The development of markets 1n private infrastructure will
substantially increase the pace of both foreign and indigenous investment 1n private
enterprise 1n Sr1 Lanka, and that, 1n turn, will create new employment opportunities A
recent study on the causes of unemployment, co-authored by a consultant and an official
of the Ministry of Policy Planning and Implementation, concluded that the Sn Lankan
economy 1S simply not creating enough jobs to keep pace with the growth of the labor
force, and that accelerating employment growth would require an increase of about 23 %
1n annual foreign investment, compared with the 1990 level Low demand for labor 1s
a direct result of relatively low rates of economic growth 1n the 1980’s, rather than--as
some earlier studies have argued--a mismatch between the types of labor demanded and
the types of jobs unemployed workers would accept or could perform In other words,
Sri Lanka’s unemployment problem 1s demand-related rather than structural

The beneficiary impact of this project 1s widespread, and includes directly those persons
who will be provided new employment opportunities through construction, operation and
maintenance of the new private sector financed infrastructure projects that would not be
built without the project Employees, managers, owners and shareholders of the service
industries 1n finance, accounting, insurance, and related business services directly
supporting the operation of the new facilities, will benefit from added levels of business
activity generated by the infrastructure projects when they are being built and afterwards
duning their operation throughout the concession agreement period, likely to range
upwards from twenty to thirty years or more

A gender analysis of the project has limitations at this stage since infrastructure projects
will be selected by the private sector The impact of these projects will be reviewed on
a case by case basis With respect to the specific activities financed by the grant, all
project data will be disaggregated according to gender to maintain representative levels
of benefits for training and staff positions In terms of the overall picture, both women
and men are likely to benefit most from the design and construction of new
infrastructure  In terms of long term employment in the new private utilities
(telecommunications, power, and water) women have traditionally been the largest
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segment of the employees, constituting almost 85% of the work force in this sector at
the present time

Indirect beneficiaries are the men, women, and children 1n both rural and urban areas
who will be enjoying more reliable and efficient transport, energy, potable water, solid
waster disposal,telecommunications, and other services contributing to improvement 1n
quality of hfe indicators The business community will experience fewer losses attributed
to power outages, delayed shipments, missed communications, etc

Another sigmficant benefit of the project 1s that 1t will reduce the levels of public finance
required to construct and operate (including the payment of subsidies) inefficient
infrastructure services This will make more GSL funds available to improve the quality
and amount of social welfare programs more distinctively governmental 1n character

There will also be people whose interests will not be served by the project including
those persons whose homes and businesses occupy the sites that will need to be acquired
by the Government to permit construction of the new highways, bridges, power stations,
water and waste water treatment plants, ports, railways, etc  This effect will be
mitigated by the equitable exercise of rights of eminent domain, and reasonable and
prompt compensation by the Government, to the owners of property being taken over in
project construction locations Likewise, managers and employees of government-owned
infrastructure organizations may see private suppliers as a substitute rather than as a
supplement for their services In these cases, the project will depend upon regular
consultation with these groups as provided under component two to carefully explain the
role of the private suppliers

5 Summary of Environmental Analysis

The Promotion of Private Infrastructure (PPI) Project will enhance the GSL’s policy
framework and 1institutional capability to promote private infrastructure development
A I D funds will not be used to implement any infrastructure project, and therefore, will
have not direct environmental impact All A1 D funds will be used for the provision
of technical assistance, training and logistical support to the GSL's Secretariat for
Infrastructure Development and Investment (SIDI) However, the infrastructure projects
which will result from an improved GSL policy environment and strengthened
institutional structure will have major impacts on the environment Consequently, The
PPI Project will depend simultaneous development of the GSL’s environmental
assessment and regulation capacity USAID/Snt Lanka’s Natural Resources and
Environmental Policy Project (NAREPP) has a mandate to provide this support

The PPI Project will be proactive 1n ensuring that the GSL environmental procedures for
reviewing and regulating infrastructure projects are well-developed and operational early
in the hfe of the Project In fact, the Project Grant Agreement contains a Covenant
which states that "the Grantee shall assure that any proposals approved for private

PPI Project Paper 49 of 54 pages



participation in infrastructure are technically and economuically viable, socially sound, and
environmentally acceptable under Government of Sn Lanka environmental laws, rules
and regulations "

The most effective way to ensure that the Project meets the environmental standards 1s
to examine the environmental impacts of each project individually Technical assistance
provided through the Project will include preparation of terms of reference (TORs) for
environmental assessments and review of environmental assistance  Hence, each
proposal will be reviewed for comphance with the GSL’s environmental standards and
requirements

The PPI project positively impacts upon the environment 1$ several ways

a) :gorous Environmental Review - Each infrastructure proposal received by
SIDI will include either an Imitial Environmental Examination or an Environmental
Impact Assessment depending on the nature of the activities This will ensure that all
future 1nvestments are thoroughly examined for all possible environmental consequences
and that investment decistons are made with this in mind  This environmental safeguard
15 also built into guidelines for Unsolicited Proposals SIDI will promulgate guidelines,
based on A I D environmental regulations, and adjusted to Sr1 Lankan conditions, for
all proposals submutted for consideration All unsolicited proposals will include the same
environmental threshold requirements being applied to Government-imtiated projects

b) Environmental Additionality of PPI - In addition to the routine environmental
review designed into the operating procedures of the project, PPI may result in a number
of private sector investments which have substantial and highly desirable positive
environmental impacts Examples include solid waste disposal, water supply and waste
water treatment where there are currently few if any safeguards These and similar
projects would not have been undertaken at all without the facilitating mechanism for
new private/public partnerships being established by this project This "additionality”
of mnvestment 1n projects specifically targeted to improve the environment 1s among the
potential environmental benefit resulting from PPI

¢) Strengthened Iocal Capability - Since SIDI will be supported by AI D
technical assistance, the local private sector will benefit from international expertise in
preparing Environmental Impact Studies of an international standard This would not
only help the GSL 1n ensuring that satisfactory environmental assessments are performed,
but also assist the local environmental specialists to develop environmental assessment
capabilities that can be used by other development programs

SIDI will have access to PPI-provided technical expertise, as well as environmental
specialists from other USAID/Sn Lanka Projects and other donors In the first instance,
it will work closely with the GSL Central Environmental Authonty, the Minstry of
Environment, the Mimstry of Policy Planming and other GSL environmental
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organtzations USAID/Sn Lanka will also ensure that SIDI’s requirements are provided
to the maximum extent possible by the Mission’s NAREPP project resources Finally,
SIDI will be able to draw upon World Bank resources under the Metropolitan
Environmental Improvement Project

To ensure that SIDI adheres to satisfactory environmental standards, assessment criteria
and an institutional process will be developed as part of the PPI Project Environmental
monitoring will be included 1n the technical assistance progress reports and will be a
standing 1tem at the quarterly project review meetings Moreover, as stated above, the
Project Grant Agreement will includes an environmental review covenant

The GSL environmental review process will consist of three phases

a) Environmental Screening - SIDI will require all proposals to include a section
on environmental screening SIDI will be responsible for determining the adequacy and
validity of the Environmental Screening based on 1ts promulgated guidelines PPI and
NAREPP resources will be used to develop these guidelines and standards

b) Imtial Environmental Examinations (IEEs) - If an IEE 1s proposed, the

proponent will be required to obtain the clearance from the relevant PAA  Once the
requirement for an IEE is agreed to, the project proponent shall be requested to follow
the guidelines and the formats laid down by the Central Environmental Authority in
conducting an IEE PPI staff will review IEE’s to ensure that the type of assistance will
not directly or indirectly violate the A I D environmental requirements

¢) Environmental Impact Assessments (EJAs) - If the project proposed needs an

Environmental Impact Assessment (EIA), the terms of reference will be developed by the
PAA appointed by the Central Environmental Authority The capability of PAA and
CEA to develop TORs for EIA studies 1s being developed under NAREPP Under
NAREPP, the CEA will be assisted to prepare programmatic guidelines for some of the
small-scale infrastructure developments which may be duplicated several imes These
guidelines will be used rather than developing separate guidelines The completed EIA
shall be presented to SIDI/PAA which, 1n consultation with the CEA, shall
approve/disapprove the activity
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G CONDITIONS AND COVENANTS

1 Conditrons Precedent

The following conditions precedent to imitial disbursement are proposed for the
Promotion of Private Infrastructure (PPI) Project Grant Agreement

a First Disbursement Prior to the first disbursement under the Grant, or to
the 1ssuance by A I D of documentation pursuant to which disbursement will be made,
the Grantee will, except as the Parties may otherwise agree in wrniting, furnishto A I D
in form and substance satisfactory to A1 D

(1) A statement of the name of the person holding or acting 1n the office of the
Grantee, and of any additional representatives, together with a specimen signature of
each person specified 1n such statement, and,

(2) A published policy promoting private investment in infrastructure adopted by
the Government of Sr1 Lanka, and,

(3) For the first disbursement providing assistance to the Secretariat on
Infrastructure Development and Investment ("SIDI"), evidence that suitable, available
office space and facilities at a location convenient to the Colombo central business district
have been located

b Additional Disbursement Prior to additional disbursement for SIDI under
the Grant, or to the 1ssuance by A I D of documentation pursuant to which disbursement
for SIDI will be made, the Grantee will, except as the Parties may otherwise agree 1n
wrnting, furmsh to AI D 1n form and substance satisfactory to A I D , evidence that
SIDI has

(1) High-level decision-making authornty to implement the Government of Sr1
Lanka’s policy promoting private investment 1n infrastructure,

(2) Sufficient staff with the capacity to implement the policy, including
identfying suitable projects and negotiating and administering project development, and,

(3) Adequate administrative, inventory, and funds control procedures
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¢ Notification When A I D has determined that the conditions precedent
specified 1n Sections 4 | and 4 2 have been met, 1t will promptly notify the Grantee

d Termunal Dates for Conditions Precedent

(1) If all of the conditions specified above have not been met within 45 days,
A 1D, at its option, may terminate this Agreement by written notice to Grantee

(2) If all of the conditions specified above have not been met within 120 days
from the date of the Agreement, or such later date as A I D may agree to in wrting,
A 1 D, atits option, may cancel the then undisbursed balance of the Grant, to the extent
not 1rrevocably commutted to third parties, and may terminate this Agreement by written
notice to the Grantee

2 Special Covenants

a Project Evaluation The Parties agree to establish an evaluation program as
part of the Project Except as the Parties otherwise agree in wrnting, the program will
include, duning the implementation of the Project and at one or more points thereafter

(1) evaluation of progress toward attainment of the objectives of the Project,

(2) 1dentification and evaluation of problem areas of constraints which may
inhibit such attainment,

(3) assessment of how such information may be used to help overcome such
problems, and

(4) evaluation, to the degree feasible, of the overall development impact of the
Project

b Coordination and Consultation The Grantee shall implement 1ts policy
promoting private investment through a front line ministry, as the Ministry of Policy
Planning and Implementation ("MPPI"), and will designate the Secretaniat on
Infrastructure and Development Investment ("SIDI") to be responsible for close
coordination with consultants financed with resources under this Grant using A1 D
direct contracts The Grantee shall provide the consultants with all information necessary
to enable them to prepare annual work plans, reports, and other documents required to
fulfill the terms and conditions of their contracts and, through SIDI or MPPI, shall
regularly consult with them to identify potential problem areas that could become
impediments to project success and jointly develop solutions

¢ Development Fund Upon completion of a design of a development fund or
similar mechanism to provide financing for private investment, the Grantee shall take all
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appropriate steps to assure that the fund 1s created and eligible to recerve non-A I D
resources such as those of the World Bank or the Asian Development Bank

d Pnvate Sector Support The Grantee shall assure that private investors
approved for private participation 1n infrastructure will receive the most favored
treatment accorded by the Greater Colombo Economic Commission (GCEC) to
commercial investors participating 1n Export Processing Zones and similar programs
under GCEC junisdiction The Grantee shall extend the benefits of the treatment for a
term and under conditions that reflect the longer periods of commercial risk being
assumed for 1infrastucture

e Environmental Protection and Social Soundness The Grantee shall assure
that any proposals approved for private participation 1n infrastructure are technically and
economically viable, socially sound, and environmentally acceptable under Government
of Sr1 Lanka environmental laws, rules and regulations

f Continued Policy Promotion Efforts The Grantee shall continue to
emphasize and support the policy promoting private investment in infrastructure over the
life of this Project to assure the Project’s success and shall take all appropriate steps to
fully assume, by the end of the Project, financing of recurrent costs associated with the
unit maintaining and implementing the policy

g Prohibition No funds provided by A I D under this Project shall be used
to purchase land or to otherwise compensate owners for land
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Narrative

Indicators

Vernfication

Assumptions

Goal To modernize Economic
Infrastructure

Over the next 5 years

- Expand telephone lines by
500,000

- Increase power generation by
400 MW

- Population with access to piped
water increases to 2 million

- Capacity to manage 1,000 ton/pd
of solid waste for Metro/Colombo

SL Telecom waiting period
for new hook-up reduced

- Phone service available

- Brown-outs, load shedding
ceases

- CEB power more available
- Water supply available

- Annual Reports of CEB,
SL Telecom

GSL commitment to public/private
partnerships continues to grow and
consolidate

Private sector contributes to
infrastructure development

Purpose To develop a market for
private financing and management
of infrastructure

Sub-purpose To encourage and
support US trade and investment 1n
Sn Lanka’s economic infrastructure

- 3 projects signed with private
parties for $150 million

- Functioning policy and
procedures for private participation
1n 1nfrastructure

- Pubhic awareness and support for
private sector infrastructure

- Competition to provide private
infrastructure

- Enhanced ability of the private
sector to participate 1n the program

- Contracts awarded

- IDI Brochure available and
utilized

- Survey of public and media
- Multiple bids received 1n

response to tenders
- SIDI documents

Domestic and foreign investors
and operators will respond to
project opportunities

Govt Agencies, private sector,
and users 1n public will recognize
"common purpose” 1n benefits of
public/private projects

Outputs

- Formal network established to
promote and support private
infrastructure

- 12 projects 1dentified for pre-
feasibility

- 6 tendered packages developed
for 1ssuance

- 3 agreements awarded and
negotiated

- Periodic reports confirming
project performance

- Review of consultants
reports

- List of projects completed
- Agreements

- GSL reports

A technical umt 1s established
within the GSL and that 1t possess
high-level authornty

Staff 1n the relevant agencies and
unit can be trained to provide
immediate and long term capacity




)

- Program established to create an
awareness of benefits of pnvate
infrastructure

- Muluple bids received from
1nvestors

- Create a Private Sector Facility

- Increased percentage of
population aware of program

- Significant participation of Sn
Lankans 1n program activities

- Foreign and local competitive
bids received for projects greater
than $10 million

- 3 buds received from U S
principals

- Private Sector Fund designed

- Feasibility financing mechanisms
developed and or accessed

- Procedures established for
unsolicited proposals

- Competitive bids from more than
one private developer are
submutted for most projects
tendered by GSL

- Reasonable unsolicited proposals
are submitted for targeted sectors

-Fund 1s created

- Survey conducted

- Ratio of local vs foreign
submissions

- File of project bids

- File of foreign bids (SIDI)

- Investment Fund in place
- Cost of studies shared

- Actual number of
unsolicited proposals
received

Pnonty projects that are
determined to be financially viable
will be selected and advanced

Inputs

LT Technical Assistance
ST Technical Assistance
Training

US Feasibility Studies
Commodities
Marketing

150 pm
212 pm
316 persons
$133,000
$101,000
32 pm
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5C(2) ASSISTANCE CHECKLIST

Listed below are statutory crnitena applicable to the assistance
resources themselves rather than to the eligibility of a country to
receive assistance This section is divided tnto three parts Part A
includes criteria applicable to both Development Assistance and
Economic Support Fund resources Part B includes cnterna
applicable only to Development Assistance resources Part C
includes critenia applicable only to Economic Support Funds

CROSS REFERENCE IS COUNTRY CHECKLIST UP TO DATE?

YES

A CRITERIA APPLICABLE TO BOTH DEVELOPMENT
ASSISTANCE AND ECONOMIC SUPPORT FUNDS

1 Host Country Development Efforts (FAA Sec 601({a
Information and conclusions on whather assistance will
encourage efforts of the country to (a) increase the flow
of international trade (b) foster private initiative and
competition (¢} encourage development and use of
cooperatives credit unions and savings and loan
associations {d) discourage monopolistic practices {e)
improve technical efficiency of industry agriculture and
commerce and {f) strengthen free labor unions

Project activities directly support pnvate sector growth by
creating a market for infrastructure investment [t also
enhances international competitveness

2 US Pnvate Trade and Investment (FAA Sec 610(b})
Information and conclusions on how assistance will
encourage U S pnvate trade and investment abroad and
encourage pnvate U S participation in foreign assistance
programs (including use of private trade channels and the
services of U S private enterpnse)

The use of U S techmical assistance will help strengthen
wmnvestment opporturities capitsl markets and market
effictency creating a dramatically improved and more
famiiar investment ciimate for U S trade and investment
activities

3 Congressional Notification

a General Requirement (FY 1991 Appropniations Act
Secs 523 and 591, FAA Sec 634A) If money is to be
obligated for an actiity not previously justified to
Congress or for an amount 1n excess of amount previously
justified to Congress has Congress been properly notified
{unless the notification requirement has been waived
because of substantial nsk to human health or weifare)?

Yes

b Notice of WNew Account Obligaton_ (FY 1991
Appropriations_Act Sec 514) If funds are being obligated

under an appropnation account to which they were not

Statutory Checklist: Page 4

appropnated has the President consulted with and provided
a wntten justfication to the House and Senate Appropnations
Committees and has such cbhgation been subject to reguiar
notification procedures?

Not Applicable

¢ Cash Transfers and Nonproject Sector Assistance {FY
1991 Appropriations Act Sec 575(b)(3)] !f funds are to be
made avaiable 1n the form of cash transfer or nonproject
sector assistance has the Congressional notice inciuded a
detailed description of how the funds will be used with a
discussion of U S interests to be served and a description of
any economic poiicy reforms to be promoted?

Not Applicable

Engineering and Financial Plans FAA Sec 611{(a}} Prorto
an obligation 1n excess of $500 000 will there be (a)

engineenng financial or other plans necessary to carry out
the assistance and {b) a reasonably firm esumate of the
cost to the U S of the assistance?

Yeos

Legislative Action [FAA Sec 6111{a]l2)} Iflegislative action
18 required within recipient country with respect to an
obligation in excess of 3500 000 what s the basis for a
reasonable expectation that such action will be complated
tn time to permit orderly accomphishment of the purpose of
the assistance?

Not Applicable

Water Resources  (FAA Sec 611(b), FY 1991
Appropriations Act Sec 501) f project is for water or
water related land resource construction have benefits
and costs been computed to the extent practicable in
accordance with the principles standards and procedures
established pursuant to the Water Resources Planning Act
(42 USC 1962 et seq)? (See At D Handbook 3 for
guidelines )

Not Applicable

Cash Transfoer and Sector Assistance (FY 1991
Appropnations Act Sec 575(b)}] Will cash transfer or
nonproject sector assistance be maintained in a separate
account and not commingled with other funds {unless such
requirements are waived by Congressional notice for
nonprojact sector assistance)?

Not Applicable

Caprtal Assistance [FAA Sec 611le)} If project is capital
assistance (8 ¢ construction) and total U S assistance
for 1t will exceed $1 million has the Mission Director
certified and Regional Assistant Admunistrator taken into
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considerstion the country s capabiity to maintain and
utilize the project effecuvely?

Not Applicable

Muitiple  Coun Objectives {FAA Sec 601{a
Information and conclusions whether project will
encourage efforts of the country to (a) increase the flow
of internstional trade ({b) foster private initative and
competition {c) encourage development and use of
cooperatives credit umons and savings and loan
associations (d) discourage monopolistic practices (e)
improve technical effictency of industry agricuiture and
commerce and (f} strengthen free labor unions

Project sctivities directly support pnvate sector growth by
expanding investment opporturwties and  capital
availability It also fosters greater competition in the
financial markets and directly strengthens the techrucal
capacity of the government to use pnvate investment in
infrastructure.

US Prvate Trade {FAA Sec 601(b)] Information and

conclusions on how project will encourage U S private
trade and investment abroad and encourage pnvate U S
participation in foreign assistance programs {including use
of private trade channeis and the services of U S pnvate
enterpnse)

The use of U S techmical sssistance will help strengthen
investment opporturnites capital markets and market
efficiency creating a dramatically improved and famiiar
investment cimate for U S trade and investment activities

Local Currencies

a Recipiant Contributions (FAA Secs 612({b}, 636(h})

Describe steps taken to assure that to the maximum
extent possible the country is contnbuting local currencies
to meet the cost of contractual and other services and
foreign currencies owned by the U S are utilized in lisu of
dollars

The Host Country s contributing at least 25% of the cost
of project implementation.

b US Owned Currency {FAA Sec 612(d}) Does the
U'S own excess foreign currency of the country and if
so what arrangements have been made for its release?

No
c Separate Account {FY 1991 Appropnations Act Sec
575) If assistance 1s furnished to a foreign government

under arrangements which resuit in the generation of local
currencies

Not Appiicable

12

statutory Checklist: Page S

(1) Has A 1D {a) required that local currencies be
deposited in a separate account established by the
recipient government (b) enterad into an agreement with
that government prowviding the amount of local currencies
to be generated and the terms and conditions under which
the currencies so deposited may be utilized and
{clestablished by agreement the responsibilites of A | D
and that government to monitor and account for deposits
into and disbursements from the separate account?

{2) Will such focal currencies or an equivaient amount
of local currencies be used only to carry out the purposes
of the DA or ESF chapters of the FAA (depending on which
chapter 18 the source of the assistance) or for the
adminstrative requirements of the Umited States
Government?

(3) Has A {1 D taken all appropriate steps to ensure that
the equivslent of local currencies disbursed from the
separate account are used for the agreed purposes?

{4) If assistance is terminated to a country will any
unencumbered balances of funds remaming in a separate
account be disposed of for purposes agreed to by the
recipient government and the United States Government?

Trade Restrictions
a Surplus Commodities (FY 1991 Appropnations ActSec
521(a)) |f asmistance 13 for the production of any

commodity for export 18 the commodity likely to be in
surplus on world markets at the time the resulting
productive capacity becomes operative and 18 such
assistance likely to cause substanual smjury to US
producers of the same similar or competing commodity?

Not Applicable

b Textiles {Lautenberg Amendment) (FY 1991
Appropristions Act_Sec 521{c}) Will the assistance
{except for programs in Canbbean Basin inttiative countries
under U S Tanff Schedule "Section 807" which allows
reduced tanffs on articles assembied abroad from
U S made components) be used directly to procure
feasibility studies prefeasibility studies or project profiles
of potential investment in or to assist the establishment of
faciities specifically designed for the manufacture for
export to the United States or to third country markets
indirect competition with U S exports of textiles apparel
footwear handbags fiat goods {such as wallets or coin
purses worn on the person) work gloves or leather
wearnng apparel?

Not Applicable

Tropical Forests (FY 1991 Approprnations Act Sec
533(c}(3]) Will funds be used for any program projector

activity which would {(a) result in any significant loss of
tropical forests or (b) invoive industnal tmber extraction
In pnmary tropical forest areas?

No

"



14 PVO Assistancs
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a Auditing and Registration(FY 1991 Approprnations Act
Sec 537] If assistance 1s being made available to a FVO
has that aorganization provided upon timely request any

document file or record necessary to the auditing
requirements of A1 D and s the PVO registered with
AtD?

Not Applicable

b Funding Sources (FY 1991 Appropnations Act, Title il,

under heading "Private and Voluntary Organizations”) if
assistance I1s to be made to 8 United States PVO (other

than a cooperative development organization) does it
obtain at least 20 percent of its total annuai funding for
international activities from sources other than the United
States Government?

Not Applicable

ProjectAgreementDocumentation{State AuthorizationSec

139 {as_interpreted by conference report Has
confirmation of the date of signing of the project
agreement including the amount involved been cabled to
State L/T and AID LEG withn 60 days of the
agreement 8 entry into force with respect to the United
States and has the full text of the agreement been
pouched to those same offices? (See Handbook 3
Appendix 8G for agreemants covered by this prowvision )

Not Applicable

Moetric System (Omnibus Trade and Competitiveness Act
of 1988 Sec 5164 ss nterpreted by conference report,
amending Metric Conversion Act of 1975 Sec 2, and as
implemented through A 1D policy} Does the assistance

activity use the metnc system of measurement in its
procurements grants and otherbusiness related actvihes
except to the extent that such use 13 impractcal or s likely
to cause significant inefficiencies or loss of markets to
United States firms? Are bulk purchases usuaslly to be
made in metnc and are components sub-assemblies and
semifabricated matenals to be specified in metnc units
when economucally available and technically adequate?
Will A1 D specifications use metnc units of measure from
the earliest programmatc stages and from the earliest
documentation of the assistance processes (for
example project papers) Involving quantifiable
measurements length area volume capacity mass and
weight) through the impiementaton stage?

Yes

Women in Development (FY 1991 Appropnations Act, Title
I_under heading "Women in Development™) will
assistance be designed so that the percentage of women
participants will be demonstrably increased?

The project is designed to promote private sector growth
and spread economuc growth benefits across all populstion
strata including market women in rural areas

18
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Regional and Muitilateral Assistance (FAA Sec 209) s
assistance more efficiently and effectively provided
through regional or multilateral orgamizations? If so why
ts assistance not so provided? information and
conclusions on whether assistance will encourage
developing countries to cooperate in regional development
programs

No

Abortions (FY 1991 Appropriations Act, Title I, under

heading "Population, DA, and Sec 525)

a Will assistance be made available to any organization or
program which as determined by the President supports
or parucipates in the management of a program of coercive
abortion or involuntary stenlization?

No

b Wil any funds be used to lobby for abortion?

No

Cooperatives (FAA Sec 111] Will assistance help develop
cooperatives especially by technical assistance to assist
rural and urban poor to help themselves toward a better
life?

No

US Owned Foreign Currencies

a Use of Currencies (FAA Secs 612(h) 636(h), FY 1991
Appropnations Act Secs_507, 509) Describe steps taken

to assure that to the maximum extent possible foreign
currencies owned by the U S are utilized in lieu of doilars
to meet the cost of contractual and other services

Not Applicable

b Release of Currencies (FAA Sec 612(d])) Does the
U S own excess foreign currency of the country and if
so what arrangements have been made for its release?

No

22 Procurement

a Small _Business (FAA Sec 602{a)) Are there
arrangements to permit U S small business to participate
equitably in the furnishing of commodities and services
financed?

Yes Project intends to rely on services of a Hispamc
woman-owned firm to implement the project

b US Procurement (FAA Sec 604{a)) will  all
procurement be from the US except as otherwise

o



determined by the President or determined under
delegation from him?

Yos

¢ Marnne Insurance {(FAA Sec 604{d)] If the cooperating
country discrimunates against manne insurance companies
authorized to do business inthe U S  will commodities be
insured in the United States against marine rigsk with such
a company?

Not Applcable

d Non U S Agriculturai Procurement (FAA Sec_604(e]}

if non U S procurement of agncuitural commodity or
product thereof is to be financed 1s there provision against
such procurement when the domestic pnce of such
commodity 18 less than panty? (Exception where
commodity financed could not reasonably be procured tn
Uus)

Not Appéicable

] Construction or_Engineenng Services {FAA Sec
604{g)) Will construction or engineenng services be
procured from firms of asdvanced developing countnes
which are otherwise eligible under Code 941 and which
have attained a competiive capability in international
markets 1n one of these areas? {(Exception for those
countries which receive direct economic assistance under
the FAA and permit United States firms to compete for
construction or engineenng services financed from
assistance programs of these countnes )

No

f Cargo Prefsrence Shipping(FAA Sec 603 Is the
shipping excluded from compliance with the requirement
in section 901(b) of the Merchant Manne Act of 1936 as
amended that at least SO percent of the gross tonnage of
commodities {computed separately for dry bulk carners
dry cargo liners and tankers) financed shall be transported
on pnvately owned U S flag commercial vessels to the
extent such vessels are available at far and reasonable
rates?

Not Applicable

g Technical Assistance fFAA Sec 621(a)} If techmucal
assistance 1s financed will such assistance be furnished by
private enterprise orn a contract basis to the fullast extant
practicable? Will the facies and resources of other
Faderal agencies be uthzed when they are particularly
suitable not competitive with private enterprise and made
availeble without undue interference with domestc
programs?

Yeos

h US Air Carners (Inter-national Awr Transportation Fair
Competitive Practices Act, 1974) if arr transportation of
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persons or property i8 financed on grant basis will
U S carners be used to the extent such service is
available?

Yos

1 Termination for Convenience of U S Government (FY
1991 Appropriations  Act Sec 504} If the
U S Government is a party to a contract for procurement
does the contract contain a provision authonzing
termination of such contract for the convenience of the
United States?

Yeos

) Consuiting Services (FY1991 Appropriations Act Sec
524) If assistance is for consulting service through
procurement contract pursuant to 5§ USC 3109 are
contract expenditures a matter of public record and
available for public inspection {unless otherwise provided
by law or Executive order)?

Yes

k etric  Conversion (Omnibus Trade and
Competitiveness Act of 1988 as interpreted by conference
report,amending Metnc Conversion Act of 1975 Sec 2,
and _as implemented through A 1D policy] Does the
assistance program use the metnc system of measurement
in 1ts procurements grants and other business related
activities except to the extent that such use is impractical
or 13 hikely to cause significant inefficiencies or loss of
markets to United States firms? Are bulk purchases
usually to be made in metric and are
components subassemblies and semifabncated matenals
to be specified in metnc units when economucally available
and technically adequate? Will Al D specifications use
metric units of measure from the earliest programmatic
stages and from the earliest documentation of the
assistance processes (for example project papers)
involving quantfiable measurements (length area volume
capacity mass and weight) through the implementation
stage?

Yos

| Competitive Selection Procedures (FAA Sec 601{e))
Will the assistance utilize competitive selection procedures
for the awarding of contracts except where applicable
procurement rules allow otherwise?

Yos
Construction
a Caprtal Project (FAA Sec 601(d)}

construction) project will US
professional services be used?

If capital (e g
engineenng and

Not Applicable

b Construction Contract (FAA Sec 811{c)} If contrects
for construction are to be financed will they be let on a
competitive basts to maximum extent practicable?

Not Applicable

@
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¢ Large Projects, Congressional Approval (FAA Sec
620(k)) [f for construction of productive enterprise will
aggregate value of assistance to be furnished by the U S
not exceed $ 100 million (except for productive enterprises
in Egypt that were descnbed in the Congressional
Presentation) or does assistance have the express
approval of Congress?

Not Applicable

U S Audit Rights (FAA Sec 301(d)) If fund is established
solely by US contnbutions and adminustersd by an
international organizatuon does Controller General have
sudit nghts?

Not Applicable

Commurist__Assistance (FAA _Sec 620(h Do
arrangements exist to insure that United States foreign aid
1s not used In a manner which contrary to the best
interasts of the United States promotes or assists the
foreign aid projects or activities of the Communist bloc
countnes?

Yeos

Narcotics

a Cash Reimbursements (FAA Sec 483) Wil
arrangements preclude use of financing to make

reimbursements in the form of cash payments to persons
whose Hlicit drug crops are sradicated?

Not Applicable

b Assistance to Narcotics Traffickers (FAA Section 487)

Wiil arrangements take "all reasonable steps”to preciude
use of financing to or through individuais or entities which
we know or have reason to believe have either (1) been
convicted of a8 violation of any lew or regulation of the
United States or a foreign country relating to narcotics (or
other controlled substances) or (2) been an illicit trafficker
tn ar otharwise involvad In the dlicit trafficking of any such
controlied substance?

Yes

Expropnation and Land Reform|{FAA Sec_ 620i{g)) Wil

assistance preclude use of finencing to compensate
owners for expropriated or nationalized property except to
compensate foreign nationals in accordance with a land
reform program certified by the President?

Not Applicable

Police _and Prisons (FAA Sec 660) Will assistance
preclude use of finencing to provide training adwice or any
financial support for police prnisons or other law
anforcement forces except for narcotics programs?

Yes
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CIA Activities {FAA Sec_662) Will assistance preclude use
of financing for CIA activities?

Yes

Motor Vehicles (FAA Sec 636(1)] Will assistance preclude
use of financing to provide for purchase sale long term
lease exchange or guaranty of the sale of motor vehiclas
manufactured outside U S unless a walver 1s obtained?

Yes

Muilitary Personnel (FY 1991 Appropriations Act Sec_503)

Wiil assistance preclude use of financing to pay pensions
annuities retirement pay or adjusted service compensation
for prior or current military personnei?

Yes

Paymentof U N Assessments{FY 1991 Appropniations Act
Sec 505) Will assistance preclude use of financing to pay
U N assessments arrsarages or dues?

Yes

Multilateral Organization Lending {(FY 1991 Appropnations
ActSec 508) Will arrangements preciude use of financing
to carry out provisions of FAA section 209(d) (transfer of
FAA funds to multilateral orgamzations for iending)?

Yeos

Export of Nuclear Resources(FY 1931 Appropnations Act
Sec 510} Will assistance preclude use of financing to
finance the export of nuclear equipment fuel or
technology?

Yes

Repression of Population {FY1931 Appropriations Act Sec
511) Will assistance preciude use of financing for the
purpose of aiding the efforts of the government of such
country to repress the legitimate nghte of the population of
such country contrary to the Universal Declaration of
Human Rights?

Yes

Publicity or Propaganda {FY 1331 Appropriations Act Sec
516) Will assistance be used for publicity or propaganda
purposes designed to support or defeat legislation pending
before Congress to influence in any way the outcome of
a political election in the United States or for any publicity
or propaganda purposes not authorized by Congress?

/\W
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No

Marine Insurance {FY 1991 Appropriations Act Sec 563}
Will any A | D contract and solicitation and subcontract
entered into under such contract include a clause requinng
that US manne insurance compsnies have a feir
opportunity to bid for menne insurance when such
insurance IS necessary or appropnate?

Veos

Exchange for Prohibited Act(FY 1991 Appropnations Act
Sec 569) Will any assistance be provided to any foreign

government (including any instrumentality or agency
thereof) foreign person or United States person In
exchange for that foreign government or person
undsrtaking any action which s if carned out by the United
States Government a United States official or employee
expressly prohibited by a provision of United States law?

No

B CRITERIA APPLICABLE TO DEVELOPMENT ASSISTANCE
ONLY

1

Agneultural Exports (Bumpers Amendment} {FY 1991
Approprations Act Sec 521(b}, as interpreted by
conference report for onginal enactment) |If assistance
1s for agncultural development activities (specifically
any testing or breading feasibility study vanety
improvement or introduction consultancy publication
conferenca or traiming) sare such actuwvities (1)
specifically and pnncipally designed to increase
agnicultural exports by the host country to a country
other than the United States whera the export would
lead to direct competition in that third country with
exports of e similar commodity grown or produced in
the United States and can the sctivities reasonably be
expected to cause substantial injury to U S exporters of
a similar agnicuitural commodity or (2) in support of
research that 1s intended pnmanly to benefit US
producers?

Not Applicable

Tied Aid Credits (FY 1991 Appropriations Act, Title I,

under _heading "Economic Support Fund”} Will DA
funds be used for tied a«d credits?

Not Applicable

Appropniate Technology (FAA Sec 107) Is special
emphasis pleced on use of appropnate technology
{(defined as relatively smaller cost saving labor using
technologies that are generally most appropnate for the
small farms small business and small incomes of the
poor)?

Not Apphlcable

4
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Indigenous Needs and Resources(FAA Sec_281{b)} Descnbe
extent to which the activity recognizes the particular needs
desires and capacities of the people of the country utilizes
the country s intellectual resources to encourage institutional
development and supports civic education and training in
skills required for effective participation in governmental
processes assential to self government

The Project will assist in developing and strengtherng
the institutional capabiity of Sri Lankan institutions
responsibie for infrastructural development Emphasis
1z placed on providing technical assistance to these
nsytutions which will anable them to expand and
reguiate new infrastructure provided by the pnvate
sector

5  Economic Development {FAA Sec 101(a)) Does the
activity give reasonable promise of contributing to the
development of economic resources or to the increase
of productive capacities and seif sustaimng economic
growth?

Yes The development of infrastrure will have broad
ymic and social benefits

6 Special Development Emphasis (FAA Secs 102{b}, 113,
281{s)} Descnbe extent to which actvity will
(a)effectively involve the poor in development by
extanding access to economy at local level increasing
labor intensive production and the use of appropnate
technology dispersing investment from cities to small
towns and rural areas and insunng wide participation of
the poor in the benefits of development on a sustained
basis using sppropnate U S insututions (b) encourage
democratic private and local governmental institutions
{c) support the self help efforts of developing countnes
{d) promote the participation of women in the national
economies of developing countnies and the improvement
of women s status and (e) utlize and encourage
regional cooperation by developing countnes

The project will in part create opportunrties for rursl
populations to participate as BOO/BOT projects are
undertaken outside of urban centers Moreover broad
sustanable econormuc growth benelits alf strata of Sn
Lankan soclety

7 Recipient Country Contnbution(FAA Sec 110, 124(d)}
Wil the recipient country provide at least 25 percent of
the costs of the program project or activity with
respect to which the assistance s to be furrushed (oris
the latter cost shanng requirement being warved for a

relatively least developed™ country)?

Yas

8 Benefit to Poor Majonty (FAA Sec 128(b})) If the
activity attempts to increase the institutional capabilities
of pnvate orgamizations or the government of the
country or if it ettempts to stimulate scientific and
technological research has 1t been designed and will it
be monitored to ensure that the uitimate beneficianes
are the poor majonty?

A
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E benefits d from
perfor

strengtherning
will be shared by the poor

majonty

Abortions (FAA Section 104(f) FY 1991 Approprniations

Act,_Title It under heading "Population, DA,” and Sec
535)

a Are any of the funds to be used for the performance
of abortions as a method of family planming or to
motivate or coerce any person to practice abortiona?

No

b Are any of the funds to be used to pay for the
performance of involuntary steriization as @8 method of
famidy planning or to coerce or prowide any financial
Incentive to any person to undergo stenlizations?

No

¢ Are any of the funds to be made available to any
organization or program which as determined by the
President supports or participates in the management
of a program of coercive abortion or involuntary
sterilization?

No

d Will funds be made available only to voluntary family
planning projects which offer either directly or through
referral to or information about access to a broad
range of family planning methods and services?

Not Applicable

e In awarding grants for natural famuly planrung wall
any applicant be discnminated against because of such
apphicant s religious or conscientious commutment to
offer only natural family planning?

Not Applicable

f Are any of the funds to be used to pay for any bio
medical research which relates in whole or in part to
methods of or the performance of abortions or
involuntary stenlization as a means of family pianning?

No

@ Are any of the funds to be made available to any
organization if the President certifies that the use of
these funds by such orgamzation would wiolate any of
the above provisions related to abortions and
involuntary steriization?

No

Contract Awards (FAA Sac 601{e)} Will the project
utiize competitive selection procedures for the awarding
of contracts except where appiicable procurement rules
allow otherwise?

Yes

12
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Disadvantaged Enterprise (FY1991 Appropriations Act
Sec 567) What portion of the funds will be available
only for activites of eaconomically and socially
disadvantaged enterpnises histoncally black colleges
and universities colleges and universittes having a
student body in which more than 40 percent of the
students are Higpamic Amencans and private and
voluntary organizations which are controlled by
individuals who are biack Americans Hispanic
Amencans or Natve Americans or who are
sconomcally or socially disadvantaged (including
women)?

An sstimated 85 percent of project funds will be
provided to a Hisparec woman-owned firm

Biological Diversi FAA Sec 119 Wil the
assistance {ajgupport training and education efforts
which improve the capacity of recipient countries to
prevent loss of biological diversity (b) be prowided
under a long-term agreement in which the recipient
country agrees to protect ecosystems or other wildlife
habitats (c} support efforts to identify and survey
ecosystems in recipient countnes worthy of protection
or {d) by any direct or indirect means significantly
degrade national parks or simiar protected areas or
introduce exouc plants or ansmals into such areas?

{a) No
{b) No
{c) No
{d) No

Tropicai Forests (FAA Sec 118, FY 1991 Appropnations
Act Sec 533(c) {e) and {g})

a AlD Regulation 16 Does the assistance comply
with the environmental procedures set forth in A1 D
Reguiation 167

Yeos

b Conservation Does the assistance place a high
prionty on conservation and sustainable management of
tropical forests? Specifically does the assistance to
the fullest extent feasible (1) strass the importance of
conserving and sustainably managing forest resources
(2) support activities which offer smployment and
income alternatives to those who otherwise would
cause destruction and loss of forests and help
countnes identify and implement alternatives to
colonizing forested areas (3) support training programs
educational efforts and the establishment or
strengthening of institutions to improve forest
management (4) help end destructive slash and burn
agnculture by supporting stable and productive ferming
practices (5) help conserve forests which have not yet
been degraded by helping to increase production on
lands already cleared or degraded {6) conserve forested
watersheds and rehabiitate those which have been

NV



deforested (7) support training research and other
actions which lead to sustanable and more
snvironmentally sound practices for umber harvesting
removal and processing (8) support rasearch to expand
knowledge of tropical forests and identify aiternatives
which will praevent forest destructionloss or
degradation (9) conserve biological diversity in forest
areas by supporung efforts to identify establish and
maintain a representative network of protected tropical
forest eco systems on a worldwide basis by making the
establishment of protected areas a condition of support
for ectivities involving forest clearance or degradation
and by helping to idenufy tropical forest ecosystems
and species in need of protection end establish end
maintain appropnate protected ereas (10) seek to
increase the ewareness of U S government agencies
and other donors of the immediate and long-term value
of tropical forests (11) utihize the resources end abilities
of all relevant U S government agenctes (12) be based
upon careful enalysis of the alternatives evailable to
achieve the best sustainable use of land and (13) take
full account of the enwvironmental impacts of the
proposed activiies on biological diversity

Not Applicable

c Forest Degradation Will assistance be used for (1)
the procurement or use of logging equipment unless an
environmental assessment indicates that all tmber
harvasting operations involved will be conducted in an
environmentally sound manner and that the proposed
activity will produce posiive economic benefits and
sustainable forest management systems (2) actions
which will signuficantly degrade national parks or similar
protected areas which contain tropical forssts or
introduce exotic piants or animals in to such areas (3)
activittes which would resuit in the conversion of forest
lands to the reanng of fivestock (4) the
construction upgrading or maintenance of
roads(including temporary haul roads for logging or
other extractive industries) which pass through
relatively undegraded forest lands (5) the colomzation
of forest lands or (6) the construction of dams or other
water control structures which flood relatively
undegraded forest lands unless with respect to each
such activity an environmental assassment indicates
that the activity will contnbute signficantdy and directly
to improving the livehhood of the rurat poor and will be
conducted in an environmentally sound manner wiuch
supports sustainable development?

(1) No
(2} No
(3) No
f4) No
5) No
(6} No

d Sustainable Forestry if assistance relates to tropical
forests will project assist countries in deveioping a
systematic analysis of the appropnate use of their total
tropical forest resources with the goal of developing a
national program for sustainable forestry?

Not Applicadle
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e Environmental Impact Statements Wil funds be
mede available in accordance with prowisions of FAA
Section 117{(c) end applicabie A | D regulations requiring
an environmental tmpact statement for activities
significantly affecting the environment?

Although the project does not finance any direct
investment in infrastructure facirues 1t will nevertheless
ensure that proper environmentsl sssessments are
undertaken

Energy (FY 1991 Appropniations Act Sec 533(c)} If
assistance relates to energy will such assistance focus
on (a) end use energy efficiency least cost energy
planning and renewable energy resources end (b) the
key countnes whare assistance would have the greatest
impact on reducing emussions from greenhouse gases?

Yes

Sub-Saharan Africa Assistance(FY 1991 Appropnations
Act Sec 582 adding s new FAA chapter 10 (FAA
Sec 496}) If assistance will come from the
Sub-Saharan Afnca DA account 18 it {a)to be used to
help the poor majonty in Sub-Seharan Afnca through a
process of long-term development and economic growth
that s equitable participatory environmentally
sustainable and seif reliant (b) to be used to promote
sustained economic growth ancourage private sector
development promote individual intiatives and heip to
reduce the role of central governments in areas more
appropriate for the pnvate sector (c) to be provided in
a manner that takes into account during the planning
process the local level perspectives of the rural and
urban poor including women through closa consuitation
with Afncan United States and other PVOs that have
demonstrated effectiveness in the promotion of local
grassroots activities on behalf of long-term deveiopment
in Sub-Saharan Afnica (d) to be implemented n a
manner that requires local people including women to
be closely consulted and involved if the assistance has
elocal focus (e) betng used pnmanly to promote reform
of cnticat sectoral economic policies or to support the
cntical sector prionties of agncultural production and
natural resources health voluntary family planning
services education and income generating
opportumties and (f) to be prowided in & manner that
if policy reforms are to be effacted conteins provisions
to protect vulnerable groups and the environmant from
possible negative consequences of the reforms?

Not Applicable

Debt for-Nature Exchange (FAA Sec 463} If project
will finance a debt for nature exchange describe how
the exchange wiil support protection of (a) the world s
oceans and stmosphere (b} ammal and plant species
and (c) parks and reserves or describe how the
exchange will promote {(d} naturai resource
management (e) local conservation programs (f}
conservation training programs (g) public commitment
to conservation (h) land and ecosystem
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management and (i) regeneratve approaches in farming
forestry fishing and watershed management

Not Applicabie

Deobligation/Reobhgation (FY1991 Appropnations Act
Sec_515) If deob/recb authonty 1s sought to be
exercised in the provision of DA assistance are the
funds being obligated for the same general purpose and
for countries within the same region as onginally
obigated and have the House and Senate

Appropriations Committees been properly notified?
Yes
Loans N/A

a Repayment Capacity (FAA Sec 122(b}] Information

and conclusion on capacity of the country to repay the
loan at a reasonable rate of interest

Sn Lanks maintains 8 good debt service record

b Long-range Plans {FAA Sec 122(b})) Does the

activity give reasonable promise of assisting long-range
plans and programs designed to develop aconomic
resources and increase productive capacities?

Yes

¢ Interest Rate (FAA Sec 122(h}) [f development loan
is repay able in dollars is interest rate at jeast 2 percent
per annum dunng a grace penod which is not to exceed
ten years and st least 3 percent per annum thereafter?

Not Applicable
d Exports to_United States(FAA Sec 620(d)} If

assistance is for any productive enterpnse which will
compete with U S enterpnses is thera an agreement by
the recipient country to prevant export to tha U S of
more than 20 percent of the enterpnse s annual
production durning the lfe of the loan or has the
requirement to enter into such an agreement been
waived by the President because of a nationai secunty
interest?

Not Applcable

Developmant Objectives (FAA Secs 102(a) 111, 113,
281{a}) Extent to which activity will (1) effectively
involve the poor in development by expanding access to
economy at local level increasing labor intensive
production and the use of appropnata technology
spreading investment out from cities to small towns and
rural areas and Insunng wide participation of the poor
in the benefits of development on e sustained basis
using the appropnate U S insututions (2) help develop
cooperatives especially by technical assistance to
assist rural and urban poor to help themselves toward
better life and otherwise encourage democratic pnvate
and local governmentsl tnstitutions (3) support the
self help efforts of developing countnas (4) promote
the participation of women in the national economies of
developing countnes and the improvement of women s
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status and (5) utilize and encourage regional
cooperation by developing countrnes?

S d-tree rkets for iple incressingly make
capital evadsbie to the poores strats as waell as incresse
apparturvties faor non-urban populsts to participate in
capital market sctivities

Agnculture, Rurai Development and Nutntion, and
Agricuitural Research (FAA Secs 103 and 103A}

a Rural Poor and Small Farmers If assistance is being
made available for agriculture rural development or
nutntion describe extent to which actiwvity is specifically
designed to increase productivity and income of rural
poor or If assistance 18 being made avalable for
agncultursl research has account been taken of the
needs of small farmers and extensive use of field
testing to adapt basic resaarch of local conditions shall
be made

Not Applicable

b Nutntion Describe extent to which assistance 18
used incoordination with afforts carned out under FAA
Section 104 (Population and Health) to heip improve
nutntion of the people of developing countries through
encouragement of increased production of crops with
greater nutntional value improvement of planning
research and education with respect to
nutrition particularly with reference to improvement and
expanded use of indigenously produced foodstuffs and
the undertalung of pilot or demonstration programs
exphcitly addressing the problem of malnutntion of poor
and vulnerable people

Not Applicable

¢ Food Security Descrnbe extent to which activity
increases national food secunty by improving food
policies and management and by strengthening national
food resarves with particular concern for the needs of
the poor through measures encouraging domestic
production building national food resarves expanding
available storage faciliues reducing post harvest food
logsas and improwving food distnbution

Not Applcabie

Population and Health (FAA Secs 104(b) and (c)) If
egsistance 18 being made evaillable for population or
health activities describe extent to which activity
emphasizes low cost integrated delivery systems for
health nutriion and family planning for the poorest
peopla with particular attention to the needs of mothers
and children using paramedicals and auxiiary medical
parsonnel chnics and heaith posts commercial
distribution systems and other modes of community
outreach

Not Apphicable

Education and Human Resources Development (FAA
Sec 105) If assistance i1s being made avalable for
education public admunistration or human resource
development descrnbe (a) extent to which actuwity
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strengthens non formal education makes formal
education more relevant especially for rural families and
urban poor and strengthens management capability of
institutions  enabiing the poor to participate in
development and (b} extent to which assistance
provides advanced education and training of people of
developing countnes in such disciplines as are required
for planning and impiementation of public and private
development activities

Project provides techrucal training to support economic
davelopment

Energy Private Voluntary Organizations and Selected
Development Acuvities (FAA Sec 106) If assistance
1s being made available for energy private voluntary
organizations and selected development problems
describe extent to which acuwity i1s

Not Applicable

a concerned with data collection and analysis the
training of skilled personnel research on and
development of suitable energy sources and pilot
projects to test new methods of energy production and
fecilitative of research on and development and use of
small scale decentralized renewable energy sourcesfor
rural areas emphasizing development of energy
resources which are environmentally acceptable and
requira minimum capital investment

Not Applicable

b concerned with techmical cooperaion and
development especiaily with U S pnvate and voluntary
or regional and international development organizations

Not Applicable

c research into and evaluation of economic
development processes and techniques

Not Applicable

d reconstruction after natural or man made disaster
and programs of disaster preparedness

Not Applicable

e for special development problems and to enabile
proper utiization of infrastructure and related projects
funded with earlier U S assistance

Not Applicable

f for urban development especially smali
labor intensive enterprises marketing systems for small
producers and financial or other institutions to heip
urban poor participate in economic and social
development

Neot Applicable

S8tatutory Checklist: Page 13

CRITERIA APPLICABLE TO ECONOMIC SUPPORT FUNDS
ONLY
Not Applicable

1 Economic and Political Stability (FAA Sec $31{a}} Will

this asgistance promote economic and political stability?
To the maximum extent feasible 13 this assistance
consistent with the policy directions purposes and
programs of Part | of the FAA?

2 Military Purposes (FAA Sec 531{e}] Will this assistance

be used for military or paramilitary purposes?

3 Commodity Grants/Separate Accounts (FAA Sec _609)

If commodities are to be granted so that sale proceeds
will accrue to the recipient country have Special
Account {counter part} arrangements beernt made? (For
FY1991 this provision 1s superseded by the separate
account requirements of FY1991 Appropnations Act
Sec 575(a) see 575(a)(5) }

4 Generation and Use of Local Currencies [FAA Sec
531(d}) Will ESF funds made available for commodity
import programs or other program assistance be used to
generate local currencies? If so will at least 50 percent
of such local currencies be available to support activitias
consistent with the objectives of FAA sections 103
through 106? (For FY 1991 this prowvision is
superseded by the separate account requirement of FY
1991 Appropriations Act Sec 575(a) see
Sec 575(a){5) )

Cash Transfer Requirements (FY1991 Appropriations Act,

Titte U, under heading "Economic Support Fund,” and Sec
575 {b]) [f assistance 13 in the form of a cash transfer

a Separate Account Are all such cash payments to be
maintained by the country in a separate account and not to
be commingied with any other funds?

b Local Currenctes Wil all local currencies that may be
ganerated with funds provided as a cash transfer to such a
country also be deposited in a special account and has A | D
entered into an agreement with that government setting forth
the amount of the local currencies to be generated the terms
and conditions under which they are to be used and the
responsibiites of A | D and that government to monitor and
account for deposits and disbursements?

¢ US Government Use of Local Currencies Will all such
local currencies also be used in accordance with FAA Section
609 which requires such local currenctes to be made
available to the US Government as the US determines
necessary for the requirements of the U S Government and
which requires the remainder to be used for programs agreed
to by the US Government to carry out the purposes for
which new funds authonzed by the FAA wouid themseives be
available?

d Congressional Notice Has Congress received prior
notification providing in detail how the funds will be used
including the U S nterests that will be served by the
assistance and as approprate the economic policy reforms
that will be promoted by the cash transfer assistance?
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Mr George Jones P T
. o o}
Acting Director raQ — e
- /:,
USAID - .
.- VI
, =
Dear Mr Jones, -
I*____ - —
PRIVATE SECTOR PARTICIPATION IN _ 9&?_-_
INFRASTRUCTURE PROJECTS \ T
e
We are pleased to inform you that a policy dec1s;.éh'i‘_hac.s_~~ww
now been taken by the Government to 1nvite the private
sector to participate i1n investing 1in 1infrastructure
projects on the lines of BOO/BOT principle In this
connection 1t 1s proposed to establish a Secretariat on
Infrastructure Development and Investment (SIDI) at the
Ministry of Policy Planning & Implementation to
promote, coordinate and oversee the BOO/BOT Programme
Whilst thanking USAID for the interest shown and
assistance provided 1n i1ntroducing the BOO/BOT concept
to Sri Lanka, we wish to obtain your assistance further
for setting up of the Secretariat on Infrastructure
Development & Investment and strengthening 1ts capacity
to undertake 1ts work -
The specific inputs requested under USAID assistance
are as follows
1 Services of experts on the BOO/BOT strategy and
subject specialists 1n areas 1n which projects
T s 9%|iBi2 |are likely to be considered vz Power
- -1~ 3 24 9 | generation, waste management ,

~ ~ 1
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We

11

111

1v.

Training for the staff of SIDI and of the
line agencies which would be 1mplementing
BOO/BOT Projects,

Vehicles and some equipment - mainly
computers,
Some local expenses towards the estalishment

of SIDI to supplement Govt expenditure

would be most grateful 1f the above request 1is

considered favourably for funding under the USAID

Programme

Yours sincerely,

A

0 |

(Sujatha Cooray)

Deputy Director,

for Director of External Resources

A
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PEST AVAILABLE COPY

TABLE
SU¥MARY OF PROJECT COSTS BY COMPONENTS
05ALD
COXPONENT 1 92 Y 93 BT 9 1 95 T0TAL
PI Xetwrork $138 200  $2,187,000  $1 645,000  $1,047,000 54,997 000
Public drareness 30 $119,000 $25,000 $25,000 $169,000
Narketing $0 $211,000 $142,000 $55,000 $408,000
Private Sector Window $l $687,000 $274,000 $265,000 1,226,000
Evaluation/Audit $0 $0 $100,000 $100,000 $200,000
T0TAL $138,000 $3,184,000 $2,186,000  $1,492,000 87,000,000
TABLE 11
SOORCES AKD 0SES OF PROJECT PINANCING
COMPONENTS USAID 2CC T0TAL
GSL OTHER

Technical Assistance $5,687,000 $0 $0 85,697,000
Training $336,000  $19,000 30 $355,000
Commod1t2es $136,000 $7,000 30 $145,000
lLogistical Support $629,000 5193 000 $0 $822,000
Bvaluation/dud:t $200,000 ] $0 $200,000
Private Infrastructure Projects $0 $0 $2,281,000 82,281,000
T0TAL $7,000,000 $219,000 $2,281,000 $9,500,000
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DESCRIPTION
COMPONENT 1 P NETWORE

Technical Assistance
fiong Tern
Short Tern
Total T4
Training
Coamodities
logistical Support
T4 Support

Total Logistical Sapp
Total

COMPONENT 2 POBLIC AWARENESS

Technical Assistance (ST)

Training
[ogistical Support

Total

COMPONENT 3 NABKETING

Techoical Assistance (S)

training
Logistical Sapport

Total

1 AVAILABLE COPY

1 92

$0
$0
$0
|
$138,000

$0

$138,000

$0
$0
$0

30

$0
30
$0

$0

COMPONENT 4 PRIVATE SECTOR KINDOW

Technical Assistance {T4)

Training
Logistical sapport

Total

COMPONENT 5 EKVALUATION/AUDIT

GRAND TOTAL

$0
$0
$0
$0
$0

$138,000

13

TABLE [11

USAID CONTRIBOTION

F1 93 FT 94 FT 95 T0TAL
$834,000 $648,000 $462,000 81,944 000
$1,071,000 $628,000 $441,000 82,340,000
$1,905,000 $1 476 000 $903,000 84,284 000
$108 500 $31 250 $31 250 $171 000
30 $0 $0 $136 000
$153,500 $137,750 $112,750 $404 000
$2,167,000 $1 645,000 $1,047 000  $4,997 000
$69,000 30 $0 $63,000
$25,000 30 $0 $25,000
$25,000 $25,000 $25,000 475,000
$119,000 $25,000 $25,000 $163,000
$138,000 $108,000 $30,000 $276,000
$48,000 $9,000 $0 $57,000
$25,000 $25,000 $25,000 $75,000
$211,000 $142 000 $55,000 $408 000
$588,000 240000 240000 1,068,000
$74,000 $3,000 $0 $83 000
$25,000 $25,000 $25,000 $75 000
$687,000 $274 000 $265,000 $1,226 000
30 $100,000 $100,000 $200,000
$3,184,000 $2,186,000 81,492,000 37,000 000
— o~ "("\"‘\1", >
- v~ '. \ -7 “" “h_—r_ : s a e
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BEST AVAILABLE COPY

TABLE IV

BOST COUMTRY CONTRIBUTION

FY 92 PY 93 fTH FY 95 TOTAL

Technical Assistamce

Training $0 19,400 $4,800 $4,800 $19 000
Commodities $0 $4,800 $1,100 $1,100 17,000
Logistical Support $340,000 $30,000 456,000  $77,000 $193,000
Evaluation and ludit $0 30 $0 30 30
Pl Projects $70,000 $700 000 $751,000 $760,000 $2,28L.000
Total $100 000 $744 200  $812 300  §842,900  $2,500 000

TABLE ¥

TECENICAL ASSISTANCE PLAN
{Person Nonths)

) e T 94 I3 T07AL

Component 1

fxpatriate T4 60 N 217 132
Sri Lankan TA 102 96 78 278
Subtotal 162 141 105 403

Conponent 2

fxpatriate 1 2 0 0 2

Sr1 Lankan T4 6 0 0 ]

Subtotal 8 ] 0 L
Component 3

Expatriate T4 4 ] { 8

Sri Lankan TA 12 ¥4 ] 24

Subtotal 16 15 1 32
Component 4

fxpatriate 14 19 ) § 3%

Sr1 Lankan T4 12 (] ) 12

Subtotal il 8 8 41

) T o ! £yt f..:“'"i'l"’}"“\“"““V
4 ~ - -
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COMPONENT ! ECRMAL NETWORK

TECHNICAL ASSISTANCE T0TAL
PERSON FY 93
¥ORTHS  NOW
Long Ters Bxpatriate
1 Chief of Party 16 12
2 BOT Specialist 1§ 12
subtotal LT T4 5 24
1 [afrastructure Officer 36 12
2 Finance Specialist 16 12
3 Fuinance Officer 38 12
4 Projec. Offrcer 38 12
5 Project Officer 36 W2
Subtotal 1T Sri Lankan T4 180 60
subtotal Long Term T4 AL 84
Short Term Sr1 Lankan T4
1 HIS Specialist 3 1

CONPONENT 1 GSHORT TERX EXPATRIATE TA

193

HON
L Master Li1st

Expatriate 14

Telecoa Specialist
Power Specralist
Transport Specialist
¥ater Specialist
Waste Specialist
Port Specialist

T oo e 3 D
L R
L N T XY

Sry [ankan ST T4

1 Infrastructure Specialist 12 12

Subtotal Master [ist ST TA 12 12
Short Term Bxpatriate
1 Home Office 12 6

T T~

L
M R .~
~ ~& -

—_—

Lo 07U FNT 20 AL 3 SOIRTE 380 SOy INFORMA- 7

RTLATED T3 TrT CONDULT N~ A TTRCRAL OA”
T UREMENT O THI DL ™I OT o i~ RTSTO!
R OCLITION?TQOF T2 Q07— b rF I <= 2
L'CY Fertar LZO oI L - [
-~ CLOHINFCT - SMy LY <ol PR . i ;EL
DNrTITE T CCTT LT T2 iy Co s
"COAND CRCZT t.aA TanlTil_o b, " V-
I 94 Hrgs e Ae
cost {0 CosT KON cosT
$372,000 12 $3712,000 12 $372 000
$372,000 § §166 000 0 $0
$T44,000 18 $558,000 12 8372 000
$18 000 12 518,000 12 $18 000
$18,000 12 $18,000 12 $18 000
$18 000 12 $18 000 12 318 000
$18,000 12 $18,000 12 $18 000
34 3
$30 040 60 $90 000 60 $y. )00
$834,000 78 $648,000 T2 $462,000
$4,500 0 30 0 $0
FT 94 FT 95 10TAL
£ost MM COST MON  COST 0sT
$60,000 30 $0  $60,000
$60,000 H | $0 360 000
$60,000 $0 $0 360,000
$60,000 $0 $0 860 000
$60,000 30 $0 360,000
$60,000 $0 $0 $60,000
$18,000 $0 $0 314 000
$360,000 $0 $0 $360,000
$108,000 3 $54,000 3 $54,000 $216,000

-
-



M

RTLAT

s
8

CONPORENT 1 B PREFEASIBILITY STODIES

T0T4L T 93
PER  PER K
NOXTH
Total %o of Studies 12
No of PMs/Study 3+
Ko of Studies in FY 4 12

No of Studies in FY ] i}

§o of Studies 1 FY 2 ]
Prefeas Studies fxp 12 12
Sr1 Lankan ST TA 18
Total Feasibility Studies 30

COMPONENT 1 C TENDERING PACKAGES

10TAL
PER HON

Total No of Studies b
Ko of P¥s/Study 3

No of Studies 1n BY 2 ]
fo of Studies 10 FY 2 §

Ho of Studies in EY 2 6

Tendering Expatriat 6 18
Tendering Srai Lankan 5T TA 27
Total Tentering 45
Component | Totals

Total Short Term Bxpatriate TA
Total Short Ters Sra Lankan T

Total Short Tera T4

DA-_M 4T L0 1m3IME e JUFTE SELESTISYE

2

€0 TO TmE CONDUST OF A FIDTRALT A-FNC

Y_UREMTNT THIDILLNRTIOT
ALLTION ?7CF THZ Q77,207 k70 v 7 JRT A=

2 “H

LCY nCi 21 ESC 28

STRRTIN

<ESTRITTEN

]

T SUCHINFOT e ATIINY A CaTLolTt Ve e aew
NRSIFE T CF ~e2 1777 2720 vy Con U
i OAND/CRC™ 7 WAL FlanlTEZALT L T M
Y 94 Y 95 T0TAL
COST PER HON  COST PER €0st gost
$360,000 G 30 0 50 3360 609
$0 1§ $540,000 0 80 $540 800
$0 0 $0 6 $180,000 $180 000
$360,000 18  $540,000 6 $180,000 $1,080,000
$27,000 27 40,500 9 $13,500 $81,000
$387,000 45 580,500 15 $193,500 s, 16 000
Y 83 T i FT 9% TOTAL
{1} Cost  MOW (0sT  MoM {ost €0st
§  $180,000 0 $0 0 $0 $180,000
0 $0 § $180 000 0 ! $180,000
0 $0 0 $0 6 $186 000 $180,000
§ $180,000 6 $180,000 6 $180 000 $540,000
9 $13,500 9 $13,500 9 313500 $40 500
15 $193,500 IS $193,500 15 $193,500 $580,500
16 1008000 27 T74000 15 414000 32,196,000
42 $63,000 36 $54,000 18 $27,000  $144,000
39 1,071,000 27 $828,000 15 441,000 82,340,000
199 41 QA% AA) 19R 41 (7€ AnA Q7 ¢4A7 AAR €[ A4 4NN

LR I !
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COMPONRNT 1 4  TRAINING
FY93

PERSONS ¢0s?
PI Network 6 862,500
Public Awareness 0 Hi
Narketing 1 89,000
Private Sector Window | $9 000
Subtotal Training 8 380,500

LOMPONENT 1 COMMODITIES

[TEN NANE SPECIF  SOURCE
A THRODGH YA CONTRACT

Vehicle 44
Coaputers 486, 33mh Dell
4 KB Ran
120 ¥B 8D
Software WP51 LotuDell

Bar Graphics
¥indows, Paradox

Printers laser p
Photocopier B1gh speed
duto feed
fax duto feed
Furniture fesk, chairs
file cab

Subtotal Commodities

8 THROGGE SID:

Yebicle i
Coaputers 486, 33mh Dell
4 KB Ban
120 ¥ 8D
Software ¥P51, LotuDell

Har Graphics
¥indows, Paradox

Printers Laser EP
Photocopier figh speed

futo feed
Tax Auto feed
Typenriter

Binding Equipment

a~"t o4y 25 FALL> STORCE S5

O A
~

pdo s,

3

cost

$46,000
$25,000
$39,000
$65,000

$175,000

DISTRIBUTION DATE

NEEDED

12 92
12-92

12-92

12-32
12-92

12 92
12-92

12 92
12 92

12 92

1292

1z %2
12-32

12 92

Tll Ao
RTLATZO T7 THZ CONDUCT OF-ATFIDT?AL
Py UREMTNT THI USZLO?'ﬁ__ N
A LTV 27CF THICTT Lo” T
LOY AT USE 22T L - o
SLCHG FC™. TICNG VLDl
0 MG T C7 7 - v A L
N NG, CREC™ "RALFI.uLTE-ALT
T 9 1 95
PERSO COST PERSONS €0ST PERSO PERSONS
3 $31,250 3 $31,250 6 60
] $0 ] $0 0 125
1 $9,000 0 $0 4 15
] $9,000 il 0 10 25
5 $49,250 3 $31,250 20 285
SOGGESTED  ONIT QUANTITY T0TAL PROCORED
PRICE  KEEDED ¢ost BY
$16,000 7 $32,000 AID Contractor
$5,000 & $20,000 Contractor Coatractor
$500 3 $1,500 Contractor Contractor
$1,500 2 $3,000 Contractor Contractor
$5,000 1 $5,000 Contractor Contractor
81,500 1 $1,500 Contractor Comtractor
$500 1 $5,000 Contractor Conmtractor
$68,000
$16,000 2 332,000 SIDI SIDI
$5,000 4 20,000 SIDI SIDI
$500 3 $1,500 SIDI SIDI
$1,500 2 $3,000 SIDI SIDI
$5,000 1 $9,000 SIDI SIBI
$1,500 1 $1,500 SIDI SIDI
81,200 1 $1,200 SIDI
$3,500 1 $3,500 SIDI SIDI
$2,300 1 $2,300 SIDI SIBI

Telephone Equipment

v -~

N INEORMATE. -

A e

A “"\IC 2

10TAL
¢ost

$171 000
$25,000
$57,000
$83 00

$336,000

4,



C

1

OXPONENT | LOGISTICAL SUPPQRT

LOCATION Ko¥THS

STARY

Director (Operatioans) SIDI
Secretary SIDI
Secretary SID1
Driver SIDI
Driver SIDI
Beceptionmist SIDI
Driver SIDI
Driver SIDI

2 OPERATIOHAL

Petrol and Maintenance SIDI

Phone & fax SIDI
Postage SIDI
Supplies SIDI
Beport Production SIDI
Courrier §SIDI
Rental SIDI

3 ALTERATIONS & REFUBNISAING SIDI

4 PIBLICATIONS, ADVERTISING
ISCELLAKEOTS $IDI

Subtotal Logistical Sapport

Total Coaponent |

TOTAL
PERSOH ez pres
0¥
36 12
36 12
38 12
38 12
36 12
6 12
16 12
16 12
$138,000

COXPONENT 2 POBLIC AWARENESS AND COMMONICATIONS

TOTAL PER
HOKTHS
4 ST Brpatriate T4
I H¥edia Specialist 2
B ST Sri lankan TA
1 PR Specialist 6

Total Short T4
C Training

D Publications, Advertising &
H1scellaneons

Total Compozent 2

Iy
{1

C0ST

$60,000

19,000
$69,000
$29,000

$25,000
$119,000

ATt
NON

C0ST Y %4
L]
§18,000 12
$3,900 12
$3,900 12
$2,100 12
$2,100 12
$3,900 12
$2,100 12
$2,100 12
$6,000
$12,000
$600
$5,000
$5,000
$5,000
20000
$11,800
$50,000
$153,500
$2,167,000
T 95
C0sT .0) |
$0 0
30 0
$25,000
$25,000

C0s?

$18,000
$3,300
$3,900
$2,100
$2,100
1,800
$2,100
$2,100

$6,000
$12,000
$700
$5.000
$5,000
$5,000
20000

$950

345,000
$137,750

$1,645,000

05t

30

30

$25,000

$25,000

X P et gy —ts oo
~ -

T 95
L]

12
12
12
12
12
12
12
12

T0ML
cost

$60 000

38,000
$69 000
$25,000

$75,000

$169 000

HIEY)

$18,000
$3,900
$3,900
$2,100
52,100
$3,900
$2,100
32,100

$6,000
$12,000
$700
$5,000
$5,000
$5,000
0

$950

$40,000

$112,730

$1,047,000 $4,937 000

N
'CyY

<11 17 RESTRI~- =

-~ -
P>

ELCCTION INFORMA
A FEDERAL A

c.miTCOJTAIVSSDuRVES
Y7 TO THE CONDUCT or
YENT THE DISCLO3URT oF

r

Wi

r

0

T0T4L
cost

$54,000
$11,700
311,700
$6,300
$6,300
$11,700
36,300
$6,300

$18,000
$36,000

$2,000
$15,000
$15,000
$15,000
$40,000

$13,700

$135,000

$404,000
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TR e
reoon ST oy - )
v\(d( |3 SO“R :-Q'_ _’_*’\
SLATED TD TrE CONDLST oF ,\L —~:t" TN
- REMENT  TH: 0'5.1 035 ~z o~ I".__,.. ' Vot
3 QL IOJ > OF TL{ ’__' O ._-—V' ! -\
VLY ALT gy ue e »- 1'_'0" - ’1-
L7 HINFCT ,,J,‘"?i, L
'lr ET cr -—I—”::L—- L.
HNL/CRC .’”LAL r-\-\LT,E__' Lnl ¢ o
LOMPONENT 3 [NYESTOR/OPERATOR NARKETING
T0TAL
PRRSON  FY 93 €0S? Y 84 (0sT ET 95  CoST oML
HOR*HS 40N oM NON ¢ost
4 of bxpatriate T4
.o . §00 000 “ $5v 000 ¢ §30 000 $240 000

a7 3v1 aiRan T4

(= 2]

toca Harketing Sp 24 12818 000 12 $18,000 0 $0 336 00C

"oty 5T T4 ¥ 6 3138,000 15 $108,000 1 $30 000  $276,000

v Tralnizg $48,000 $3,000 50§57 000
D Publications Advertising &

Niscellaneous $25,000 $25,000 $25,000 875,000

Total Component 3 32 16 $211,000 15 $142,000 1 $55,000  $408,000

€ -



COMPONENT 4 PRIVATE SECTOR WIEDOW

T0T4L
PERSON BT 9
NONTHS HON
4 PSIDF
§? Expatriate T4
1 Pipance Specialist 2 A
2 BOY Specialist 2 A
ST Sr1 Lankan T4
L Finance Special.iat 6 6
Sub Total 10 10
B Feasibility Studies fund
ST Expatriate T4
1 Finance Specialist A 2
2 Infrastructure Spec Z 2

3 IQC Buy-1ps/TA Supp 25 b

ST Sr1 Lankan T4

| Fipance Specralist § §
Sub Total 15 19

% Onsolicited Bids Proposal ¥echanisa

ST Bxpatriate 14

1 Contracting Special 2 2
Total T4 Compoment 4 4T k)
D Training

g Publications,Advertis.ng &
B1scellaneous

Total Component 4

3

_ATED T THE CONDUCT QF A FZDERAL A?:J Y
JREMENT THE DIS.LOS T OF

cost

$60,000
$6¢,000

39,000

$129,000

$60,000
$60,000
$270,000

$9,000
$199,000

360,000
$588,000

$74,000

$25,000

$687,000

-~

S04 27 OF THZ 057 oL 07 FZh o
Y AT USC 20v L e -
Ll-/,."‘ ‘NFCF.‘IATlCN la \V EU- LT e 1 -
InkaTall

N RCCIFENT CF Tr 2 INTOPSATICH

t

fNCQRCOT

r [_ P:\hLTIE A- r—

) CC

g |s RESTRT

~ -

(SR 8

-

P94 COST FTIS  CoST  TOAL
KON No¥ ot

0 $0 0 $0 $60,000

) S0 0 S0 $60,000

0 000 0 $9,000

0 S0 0 0 $129,000

0 000 s0 $60,000

) $0 0 0 $60,000

B $240,000 8 $240,000  $750,000

0 00 0 80 59,000

8 $240,000 8 $240,000  $879,000

0 $0 0 s0 860,000

8 $240,000 6 $240,000 $1,068 000

$9,000 0 83,000

$25,000 $25,000  $75,000

$274 000 $265 000 81 226 000

T 25 17 50302 ELELTID1IFORMAT R
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80ST CogyTRY
LOGISTICAL SUPPORT

T0TAL
PERSON 7Y 93 COST Y 94 COST FT 95 COST  tTOTAL
KONTES HON KON 0¥ €0s?
1 STAFF
Director General 36 12 8,112 12 $8,038 1289300  $26,510
Director (Operavional)
Director (Projects) 36 12 36,976 12 87,442 17 847,906 322,32
Director (Coordiaaty 36 12 38,3712 12 $8,338 1239300 $26,510
Hessenger/0ffice Aid 12 24 $150 24 $150 U $150 $450
Sub Total 180 60 523,870 60 329,268 §0 826,656  $75,794

2 OPERATIONAL

Petrol, Naiatenance,Bquipment,

Electricaty, dater and Telephone $13,954 $13,954 $13,954 841,862
furniture $4,652 $1,162 $1 160 $6,974
Stationery and Printing $3,302 $6,976 $6,976  $23,254
Janitor and Security Services $3,720 $3,720 $3,720  $11,160
Rentals $0 $0 $20 000 $20,000
Fees {Per diem) $4,652 $4,652 $4,652 313,956

Sub Total $36,280 $30,464 $50,462  $117,206
TOTAL HC Logistical Support $60,150 $55,732 $TT.118  $193,000

EVALOATION/ADDIT

IT 93 fFT W T 95 T0TAL
Evaluation/Audit $0 $100 000 $100 000 200,000
Total $0 $100,000 $100,000 200,000
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FINANCIAL PLAN

Technical Assistance
Training

Commodities
Logistical Support

Evaluation/dudit

TOTAL

Y 92 Y 93

Foreign local Foreign
Currency Currency Currency
$0 $0 32 502 000

30 $0 8240 500
$113,000  $25 000 30
30 $0 50,000

30 30 $0

$113 000 $25 000 $2,792 500

local
Currency

$198 000
$15,000
$0
$141,500

§0

$354 500

FY 94

Foreign
Currency

$1,662 000
$29,250

30

$50,000

350,000

$1 791 250

local
Currency

$162 000
$20,000
30
$168,750

$50,000

$400 750

FY 95

Foreign
Currency

$1 056 000
$11 250

30

$50,000

350,000

$1 167 250

local
Currency

$117 000
$20,000
30
$168,750

$50,000

$335,750

TOTAL

Foreign bocal
Currency  Currency

$5.220 000 $477 000
$261,000 $55 000
$113,000 $25,000
$150,000  $479,000

$100 000  $100 000

$5 864 000 $1,136 000

A1D TOTAL

$5,697,000
$336,000
$138,000
$629,000

$200,000

$7 000 000
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PROJECT ANALYSIS

ANNEX 35

Promotion of Pnivate Infrastructure

August 28, 1992



ANNEX § - PROJECT ANALYSIS

a) Technical Analysi

In designing an approach to promote private infrastructure development in Sr1 Lanka
a number of factors must be considered to determine the feasibility of the project
This section assesses the feasibility of the approach proposed, the necessary
prerequisites for success, and how the project design components serve to overcome
remaining constraints

Private Infrastructure Development

In determiming the viability of a private infrastructure development imtiative, several
essential elements must be examined within the context of successful and unsuccessful
experiences In similar environments There are six fundamental issues, mutually
reinforcing but not exclusive, that serve to validate the likelihood of successful
implementation

1) Formal Policy and Program Objective

The record shows that other countries which have successfully attempted to promote
private infrastructure development share some common features A primary feature
universal to countries with a track record of success 1s the emergence and
manifestation of a clear and formal policy for private infrastructure development An
ad hoc or premature policy environment characterized by ambiguity or informality
sends a signal to the implementing agencies, the public, and the private sector that the
political will does not correspond to the practical rationale of promotng public/private
partnerships in the provision of infrastructure

This political will and long-term commitment must be overtly demonstrated and 1ts
objectives refined and clearly understood There are several examples of countries
that have recognized the need and rationale for private infrastructure development yet
have undervalued the importance of defining objectives for the program as a whole,
and for specific infrastructure sectors in particular

In Sn Lanka, the government has learned from the lessons of other countries and has,
over the last fourteen months, prepared, approved, and 1ssued a policy statement
clearly articulating the goals and objectives of such an approach  This policy
statement 1n the form of "guidelines”, 1s attached (Attachment 1) and represents an
official commitment to promoting private sector approaches to infrastructure, was
developed and approved by the principal actors responsible for policy implementation



11) Institutional Framework Established

In order for the promotion of private infrastructure project to be successful, a well
designed and coherent institutional framework must be established The global lessons
of privatization and public/private partnerships in particular reveal the import of
establishing a focal point designated with the highest political authority possible so that
policy and program objectives can be achieved and constraints and operational
difficulties overcome Key to the successful establishment of such a framework 1s 1ts
calibration with and interface to the relevant line agencies 1dentified as eligible sectors
for private sector involvement

This would be a technical unit that operates full-time and serves as a linkage between
the line agencies such as water, power, transportation, communications, etc as well
as the political authonties responsible for approval Expenience in developed and
developing countries alike venfy that without command and control mechanisms 1n
place, pnivate infrastructure development mitiatives are likely to fragment, dnft, and
disappoint

However, the mstitutionalization of policy analysis and implementation 1s always
based on the unique organizational and political characteristics of any governmental
entity or structure be 1t local, municipal, or national It 1s essential to understand the
importance of diagnosing the umqueness of any given country or mnstitutional structure
in order to venfy the appropnate and most effective configuration for policy
implementation Effective policy implementation almost always corresponds more to
the actual "power structure" rather than the logical center of responsibility

Sn Lanka has benefitted from the tnials of other countries 1n this regard as well As
with privatization efforts around the world throughout the 1980’s, the determination
of the focal point for public/private partnerships offers significant challenge In some
countries this focal point 1s found in a Ministry that has taken the lead such as the
Water and Power Development Authonty in Pakistan, the Ministry of Public Works
in Chile, or the Mimistry of Transportation in Jamaica In other countries the focal
point rests with the traditional policy team famihar with general development and
privatization issues such as the Mimstry of Finance in Argentina, the Mimstry of
Transformation 1n Poland, the State Property Agency in Hungary, or the Public
Participation Office 1n Turkey

Other country examples illustrate the high pnonty assigned to public/private
partnerships by vesting authonty at the highest level Office of the Pnme Minister in
Malaysia, Office of the President in the Philippines, and the Office of the Cabinet to
the President of Mexico

Decisions taken to entrust the function to a particular government entity laid the
foundation for the subsequent success or failure 1n the effort to promote private sector
participation 1n infrastructure development Undoubtedly, policy implementation will
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only be as effective as the focal point or bureaucratic structure selected for carrying
it out based on its ability, authonty, and umque relationships with the line agencies
and the private sector Not surpnsingly, the cases where the highest authonty was
attached to the focal point have tended to be where the most "action" has occurred and
the best examples of successful expernience with public/private projects developed

The GSL has recently established an institutional “focal point” designated as
responsible for planning, coordinating, and implementing pnivate infrastructure
development actions This focal point, the Secretanat for Infrastructure Development
and Investment (SIDI), will serve 1n a technical and coordinating capacity between the
political authority in question (Cabinet) and the line agencies responsible for
traditional infrastructure development such as the Ministry of Transportation, Ministry
of Power, Ceylon Electricity Board, Ministry of Posts and Telecommunications, and
the like

A vital attnbute in this design 1s the designation of a "network" for private
infrastructure development whereby relevant Ministries and line agencies active 1n this
process are admunistratively connected through committee assignments and
designations with SIDI and operationally connected through liaison assignments
between SIDI and the line agencies Each line agency will have dedicated BOO/BOT
cells assigned to liaise with the coordinating body SIDI, a part of the Minstry of
Policy Planning and Implementation, and members of the network will all have clearly
defined responsibilities 1n the implementation of thus policy  The attached
organizational chart illustrates the responsibilities and relationships of this institutional
framework (See Attachment 2)

In a previous analysis of the institutional requirements of any proposed GSL focal
point, the design team cited the following descriptive criteria for success

(@) The focal point be established 1n the highest political office possible with at
least access to and linkages with the Cabinet and Office of the President

(b) The focal point have direct linkages, either through affillation or sub-
committees/secretanat relationships with the implementing agencies responsible for
public/private projects This would include agencies responsible for transportation,
power, water, waste management, industrial estates, and telecommunications

© The focal point have some formal relationship between and within the
department responsible for infrastructure development and planning so as to access
information and consolidate experience

(d) The focal point have an institutional affiliation that allows for dialogue with
the private sector



(e) The focal point has an institutional relationship with the body responsible for
coordinating Overseas Development Assistance so as to leverage the participation of
donors 1n this process smoothly

H Finally, the focal point be given authority not only to plan and analyze possible
transactions but to evaluate and recommend their merit 1n accordance with technical
criteria with the input of the relevant line agency and the supervisory body governing
the focal point

The project design team concludes that the selection of SIDI and the institutional
configuration now put 1nto place, meet all of the above critena  Since the above
recommendations were made, SIDI has materialized and is in the process of being

structured according to the lessons of experience and the unique charactenstcs of Sn
Lankan decision-making

SIDI has high-level access and authomty, multiple and broad participation 1n its
operations by the key line agencies, 1s within the same Ministry as the traditional
infrastructure development technocrats, has created a "Private Sector Window" for
dialogue with the private sector on projects, 1s coordinated by the Secretary in the
Treasury who oversees Ministry of Finance 1ssues, and 1s headed by a Mimstry of
Policy Planning and Implementation director who, has been granted authority to
approve and sign agreements for transactions in accordance with program guidelines

The framework established venifies the soundness of the project design and assures
concerted implementation of components for this project Unlhke other countnes
where reorgamization, overlap, or poor coordination charactenized government
approach to infrastructure development matters, the GSL framework 1s designed to
address and prevent problems from occurring or providing a mechanism for swift
resolution through program adjustments

Role, Authority, and Consistency

More important than the placement of the technical unit itself 1s the authonty and
designated functions of the unit vis a vis the other agencies involved in infrastructure
development and economic policy Experience has shown that 1t 1s vital for the umt
to work effectively with the line agencies 1n a coordinating capacity and that it 1s
percerved as being "responsible” for certain tasks in planning and implementing BOO
and BOT, 1e project identification, project analysis, project conformity to
guidelines, project administration, project review and recommendation, and project
monitoring, and that it be vested with that authority in total To underscore the
importance of these characteristics that SIDI will possess, 1t can be contrasted with the
expenence of the Philippines

In the Philippines BOO/BOT program recently, a dispute arose over the determination
of a project structuring issue in a proposal that had been solicited by the technical unit
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or focal point The project called for a public bidding of a Grains Terminal Complex
The bidding and tender documents allowed for ingenuity of the pnivate sector in the
proposed technical or financial features, as long as performance and costs remained
within prescribed standards and specifications

In the development and 1ssuance of the bidding documents, one of the techmcal
experts working with the unit concluded that the project would be made much more
attractive for all parties, and therefore result in the receipt of a greater number of
competitive bids, 1f the project taniffs be fixed and payments to the operator paid 1n
dollars since the since the terminal would effect direct savings ( reduction of vessel
time 1n port) 1n shipping and landing transactions already denominated and paid in
dollars This requirement also minimized inflation and foreign exchange nsks to the
private proposers

The dollar denomination decision was endorsed by the technical unit and confirmed
to be 1n conformity with Central Bank procedures, but was strongly opposed by the
Philippine Port Authority for historical reasons which were however, not germane to
the Grains Terminal project

Other recommendations of the technical experts regarding the proposed tanff structure
were also objected to The result was that the technical unit’s recommendations were
1ignored and the Port Authonty was able to prevail, exercising its influence beyond the
delineation of authonty for BOO and BOT

The consequence was that tendernng the project would go forward on the least
attractive basis for promoting competitive private sector interest This assured that
fewer bids would be recerved, and submussions received would reflect higher charges
to the public, to cover the greater commercial nisk to the investors Even 1if the
technical unit had been overruled at a higher executive level in government, that
outcome would have demonstrated institutional integnity Instead 1t appears, that the
Port Authonty wielded more political authonity and exercised 1t even though 1t was
inconsistent with the objectives of the transaction 1n question

The lesson here 1s that clear areas of authonty and responsibility at all stages of the
project development cycle must be sustained, to prevent loss of program credibility
Inherent 1n the project design, the GSL has taken steps to delineate as much as
possible, authonty, responsibilities, procedures, and commitment to remaining
consistent The SIDI will have distinct authornity 1n the identification, analysis, and
approval stage of projects with input and cooperation among and between the relevant
line agencies and the cabinet Although there are likely to be some corrections and
adjustments made, the institutional design of this project is sound
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111) Established Pr ur

The third element that must be considered to determune the feasibility of this
intervention 1s the status of the "rules of the game"  Private Infrastructure
Development 1s not unlike foreign investment, banking, trade, and other commercial
activities 1n that a compact must exist between all of the participants in the process,
1n this instance the government, the private sector, and the public

This compact relies extensively on a well established and unassailable set of
procedures that will serve to govern the process and subsequent transactions over the
life of the project Expenence from other countries indicate clearly that without clear-
cut procedures for identifying, analyzing, financing, evaluating, and awarding private
infrastructure projects, the chances for failure increase substantially Without clear
procedures, the prospects for success are jeopardized by the likelithood of poor project
selection, lack of transparent evaluation processes, imprudent demonstration project
sequencing, and resultant political and social criticism and concerns

The Government of Sn Lanka has addressed this aspect of a private infrastructure
program decisively The "BOO/BOT Program Guidelines" articulating the process
and procedures of the GSL program, have received cabmnet approval These
guidelines, a copy of which are attached 1n Annex, represent the key determinant of
program feasibiity Therefore, the project design 1s in accord with the policy
parameters, scope of the Program Guidelines and the junisdictions they govern

Program Gudelines need not be detailed nor burdensome Ideally, they should
articulate the government’s objectives 1n pursuing BOO and BOT projects and outline
the procedures through which eligible project and project proponents can advance

Again, not surpnisingly, the countries that have developed broad-based yet concise
program guidelines that represent accurately the techmical, legal, financial, and
political objectives and requirements of the Government 1n question, are the countries
expeniencing success with BOO and BOT This would include Malaysia, Mexico,
Jamaica, and Pakistan The Philippines, which deserves much credit for aggressively
pursuing BOO and BOT and has contributed many lessons of success (Hopewell
Power) and regretfully, faillure, has promulgated specific legislation and Implementing
Rules and Regulations which are too detailed and nigid to effectively address many of
the 1ssues of project approval, project analysis, project eligibility, and dispute
resoluton  Moreover, the Philippine Government has shown its willingness to
intervene politically, quickly ignoring and abandoning its own procedures when
bidding does not conform to the anticipated outcome

While the GSL has 1ssued clear yet flexible program guidelines, the project design
team advises that implementing rules and regulations should be developed as well
These regulations would help to clanfy the government’s position on procedures that
may be unique to planning, implementing, and monitoring BOO and BOT in any one
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sector of infrastructure This would further clanfy the position of the government and
provide the private sector with a greater level of confidence that comphance and
quality that the government expects and the obligations that government 1s willing to
assume are fully understood

The program’s relatively well developed procedures and guidelines distance the GSL
nascent program from others in this field The project design and structure rests on
a much sounder foundation for feasibility and success due to the existence of these
procedures a prion to any technical assistance intervention

v)  Techmcal Capacity,

One of the key features of the project design 1s support for the capacity of the relevant
"network" of private infrastructure development actors 1n carrying out the objectives
of the above elements Without the technical capacity to identify, analyze, structure,
screen, evaluate, and negotiate private infrastructure projects, the likelithood for
success 1s diminished

In other country experiences, the framework and procedures for interventions of this
kind may have been 1n place, but were not supported by technical and administrative
staff and facilities familiar with and responsive to the objectives in question This has
led to ambiguous scopes of work, poor project selection and evaluation, unfavorable
and onerous agreements, and backlogged project pipelines

Worse, these problems have resulted 1n the private sector and the public at large
losing confidence 1n the credibility of the program and 1ts potential benefits

The project design addresses this problem 1n several ways By supporting the
framework and network though the provision of long term and short term technical
resources stylized to meet the unique needs of this project, and by providing SIDI
with the logistical support 1t needs to be operational and responsive to the "market"
for infrastructure, the possibility of capacity needs or political pressures determining
feasibility 1s averted

With technical and administrative capacity supporting the institutional framework, the
factors determining project feasibility now become project specific In this instance
project specific factors become the most important mechanisms supporting the chances
of project (transaction) success, provide data for determiming project (transaction)
financial viability, and promote greater private sector and local participation in the
identification of project (transaction) candidates

(@) BOOQ/BOT Project Identification and Screenin

As the first step in the development of a BOO/BOT transaction, the project
identification process plays a vital role in determining the future possibilities of the
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entire BOO/BOT program The project 1dentification process 1s the foundation upon
which the entire pyramud rests  Unless this foundation 1s broad enough, and a suitable
quantity of economically important and financially attracive BOO/BOT candidates are
added to the inventory of Sri Lanka’s BOO/BOT program, there will not be a
sufficient number of projects at the "top” that are fully studied, screened, bid-out,
evaluated, negotiated and constructed

More important than quantity, however, 1s the quality of the project ident:fied to be
structured on a BOO/BOT basis Therefore 1t 1s vital that a maximum number of
viable BOO/BOT projects are identified, studied, and added to the Sr Lanka’s
inventory of BOO/BOT project candidates The project design recognizes this as a
technical capacity 1ssue and has built in three critical vehicles to add project candidates
to the BOO/BOT 1nventory

() Training staff

Staff will be trained 1n the 1dentification and analysis of BOO /BOT projects though
technical and on the job training Important to this training effort will be long and
short term consultants working with SIDI staff, and utilizing data collected regarding
Sn1 Lankan projects as prnimary traiming/project identification materials

(1)  The Private Sector Window for Unsolicited Proposals

The Private Sector Window for Unsolicited Proposals allows the private sector the
opportunity to identify their own projects and submut them to SIDI This mechanism
will serve not only to develop a larger inventory of quality project candidates but
sohdifies and nstitutionalizes the dialogue and interface between the public and
private sectors 1n 1nfrastructure development

(u1)  Pnvate Sector Window Feasibility Study Fund

In the design, a role has been 1dentified for the development of a feasibility study fund
to provide incentives for the private sector to undertake studies either through the
private sector unsolicited window or on a solicited basis This design element will
represent an important feature of adding to the feasibility and sustainability of this
project 1n that a grater number of projects with a higher degree of success will be
identified, structured, and advanced

() BOO/BOT Project Screening and Structurin

In order to enhance the technical capacity of the SIDI and the line agencies, significant
attention must be focused on the project screening and structuring stage

If the project 1dentification process forms the foundation of the BOO/BOT pyramud,
then the project evaluation process determines the slope of the pyramid’s sides The
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two most important elements of the project evaluation process are 1) Screening out
projects that are not economically important or are environmentally unfeasible, and
2) structuring projects to become financially more attractive to the private sector (See
Attachments 3 & 4)

Given that BOT projects will require significant levels of effort during the project
development and negotiation stages by both the Government of Sr1 Lanka and private
investors, 1t 1s important that the project screening process be effective at ensuring that
only projects with a high potential for success--financially, technically, legally, and
environmentally--are developed Therefore, the objectives of the BOO/BOT project
screening process should be comprehensive and specific

©) Pro tructurin

While project screening mechanisms will remain chiefly in the hands of the SIDI and
specialists within the Line Agencies (BOT Liaisons), the BOT project structuring
process will be the result of inputs from both the private and public sectors

However, 1t will be important that both sides of the table agree on a common set of
objectives for the project structuring process The technical capacity for carrying out
this aspect of project design should adhere to the following two objectives

1) Initiate projects that are already economically and developmentally important
for the Government and structure them to be as financially attractive as possible, to
the private sector investors and operators

11) Allow for "value capturing” techniques whereby a project that may not appear
to be highly financially attractive based on a single revenue stream, can be structured
so that the investor 1s allowed to capture value from parallel sources Examples of
this would be land development, retail outlets, service stations, cogeneration, and
other forms of project structuring In these cases, the upside potential for the private
investor has been enhanced without him having to assume any more risk or be
burdened with unenforceable contract terms and conditions

(d Administrative Prerequisites

In order for this project to be feasible, and 1n order to mobilize the technical capacity
called for in the project design, a sound administrative and personnel base must be
established The project design stipulates a small but full-time technical unit
supported by technical assistance to undertake this effort The need for this has been
shown in many countrnes

The successful privatization experiences of Malaysia, Mexico, Chile, and in some
respects Pakistan and Philippines, have been cited 1n consultants’ reports, and have
been addressed in various meetings in St Lanka To the extent that these programs
achieved objectives, 1t can be attributed to their having formulated program guidelines
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and principles, established appropnate institutions, and most importantly achievements
were noted when programs were characterized by a professional approach to
administering and managing the process of building public/private partnerships

In addition to creating a dedicated technical unit to plan and manage the program,
consultants were utilized at various stages of project design and on-going program
management This was found to be a prudent use of resources, given the evolving
nature of BOO/BOT and the fairly limited degree of experience in putting into place
pnivately-financed infrastructure  As the staff conducting these programs become
more proficient in planning and managing operations and programs were better
coordinated, the role of foreign advisors diminished or were completely phased out
over time

This became possible where programs followed an administrative plan, had a suitable
recruitment strategy, and included a training program to ensure that the organizational
“learning curve” was neither rushed nor unduly protracted This 1s the hallmark of
effective institutional development, and 1s as applicable for BOO/BOT as 1t s for
other complex organizational undertakings

(® Administrative Requirements

Admnistrative design should take account of the common experiences in developing
adminustrative plans for staffing, traiming and operations, that 1) resources available
are always less than opttmum, and 2) governments tend to select staff on famihar
critena rather than technical competence, professional suitability, and logical matching
of skills to job requirements More often, senionty, interest in the program, or
random circumstances prevail, rather than strategic critena

Again, examining the way governments staffed up to conduct privatization programs,
either the responsibilities were added to busy officials who were preoccupied with
other compelling concemns, or the officials selected were not fully aware of political
sensitivities and thus were taken by surpnise when adversanal situations were
encountered This oftumes resulted in delays until higher level political decision-
makers could intervene

Other difficulties encountered 1n privatization programs arose 1n Situations where very
spectfic skills were called for, with which most government officials were unfamihar
For example, ways of determining market value of an enterprise, or calculating cash
flow to assess the volume of a future benefit stream, while common to the private
sector, are stmply matters rarely of concern to government bureaucrats Untl these
skills are learned, qualified outside consultants should be relied upon Government
officials, on the other hand, are traditionally competent in performance of regulatory
functions, and are used to assessing how government operations impact on the public

so they can perform their most essential function of serving to protect the public
interest

10



Applying the nsights gained from privatization programs to the requirements of
BOO/BOT program managers, several criteria clearly emerge

€)) Quality of Staff - Recruitment should seek the best and the brightest both from
within and outside of the government The Unmit’s officers should be on a par with
the most important agencies 1n government BOO/BOT will be a program compnised
of projects of major scale costing hundreds of millions of dollars, and will include
roads, bridges, water supply, and communications directly affecting the quality of life
of urban and rural families 1n all regions of the country Significant savings in
government expenditures, and tmprovement in delivery of vital services to millions
of people will result The keenest sense of public responsibility should prevail, and
the staffing of key positions in the umt should clearly reflect this

(1)  Flexibility and Administrative Discretion - Running a BOO/BOT program 1s
not a routine process moving papers from one level to the next in the bureaucracy
The Unit needs to be lean, focused, and expandable as its project portfolio increases
The program will require launching with adequate resources at the outset, and have
the authority and capacity to acquire additional capacity as 1t grows As the program
matures, concern will shift from project identfication and negotiation of large
transactions, to oversight, monitoring, and auditing to assure that scenarios set forth
1n proposals take place on schedule, or that corrective actions are undertaken to keep
them on track The Unit should be large enough to include each of the key disciplines
(see staffing requirements suggested 1n section below)

(iu)  Traimmng Early and Often - Regrettably many officials tasked with privatization
responsibilities 1n developing, emerging market, or former sociahist economies in
transition, did not receive adequate training 1n privatization management, nor did they
anticipate the uniqueness of the problems they would be facing Some Eastern
European or former Soviet Union officials 1n charge of running large public enterprise
operations on a Friday were placed in charge on the following Monday of finding
willing buyers for their enterprises, which often represented bilhons of dollars worth
of obsolete technology or underperforming assets whose fundamental weakness had
been disguised by years of government subsidies Nor were they adept 1n dealing
with the sensitive political skills of dealing with large numbers of redundant workers
whose future employment prospects were hypothetical

Those countries that have been the most successful in conducting privatization
programs during the past five years, and those who will establish the best track record
in BOO/BOT 1n the next five years, will have in common small but very capable
staffs well trained in technmical skills, financially and economically astute, and
competent 1n serving as a bridge between the private sector and government Sri
Lanka’s Privatization/Peoplization program, 1t Export Processing Zones and GCEC
experience, which demonstrates its commitment to train its managers and develop
public awareness among the affected constituencies, will serve it well in this
program
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(f) Admimistrative Recommendations

Staffing needs are dniven by the Umit’s objecuves of building an inventory of
infrastructure projects implementable by the private sector, promoting the program
and marketing the projects to prospective investors at home and abroad, developing
a collaborative relationship between the technical and managenal staff 1n the unit, the
line agencies, and the private sector, and capacity to match candidate infrastructure
projects with potential financing for feasibility studies and capital loans and equity
sources

These objectives will require skills in ensuring that projects meet the established
technical, soclo-economic, financial and environmental critena, that they conform to
prevailing program guidelines, that active projects are followed up and kept 1n train
and not permitted to languish through bureaucratic inertia, that negotiations are
transparent and fair, are vetted for Cabinet approval, and move to closure without
delays, and finally that on-going projects are properly monitored

To perform these tasks, a talented Unit Director should be recruited, and should be
supported by additional Directors whose skills and background complement those of
the Director, and should be capable of overseeing the crucial programs of project
packaging and marketing to investors  Additional professional staff should be
recrutted with financial analytical talents, and computer skills 1n financial modeling,
pricing, and ability 1n discounting future benefit streams to calculate present value
Staff should also include one or more infrastructure sectoral specialists with
engineering background and infrastructure planning and operational experience, 1n
such sectors as power and energy, water and solid waste, telecommunications,
transportation, and industnal production Ideally, the umit should have in-house
environmental and legal officers, to work with the consultants and internalize their
skills for the benefit of the unit Finally, there should be adequate administrative and
production staff able to produce studies, reports, marketing materals, and prepare
procedures manuals, training modules, and visual presentation materials

(8 Effective Enabling Environment

When undertaking an 1mtiative such as private infrastructure development, a variety
of exogenous factors affect project feasibility and therefore must be assessed The
enabling environment to support successful project gestation and operation 1s primarnly
a function of the legal, financial, commercial, and socio-political environment and its
disposition towards a project of this kind

In Sn1 Lanka, the project design team concluded that the enabling legal environment
1s supportive for private infrastructure development In general, there are no major
prohibitions to BOO and BOT transactions in any of the sectors determined eligible
by the Program Guidelines Moreover, the operating and implementing legal acts that
govern the process of project development, approval, financing, and implementation
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do not pose significant constraints The granting of concessions, the charging of
market or near-market tanffs, the acquisition of land, and all other aspects necessary
to titiate BOO and BOT projects without introducing major enabling legislation are
allowed and non-prohibitive A detailed analysis of this legal setting completed by the
design team 1s attached (Attachment 5 )

As discussed elsewhere 1n the financial, economic, and social soundness sections of
this report, the enabling environment characterizing these sectors are generally
supporive  Smt Lanka 1s a growing and increasingly more complex economy The
lack of a highly developed financial market and large pnivate sector community are
not a disabling constraint to this project, rather they are necessary beneficianes The
project does not rely on their growth and development but rather 1s designed to
augment and support their expansion

The project design does recognize however, that certain project interventions must be
applied to accelerate this process Included 1n this 1s the requirement to involve the
public 1n this process The project design devotes substantial resources to the
inclusion of local participation and public awareness efforts to build support for and
understanding of this project’s goals and outputs .

(h) Implementation Components

This project has four prnincipal components Each of the components 1s designed to
accomplish specific outputs and to address specific constraints The four principal
components A) Network Component, B) Public Awareness Component, C) Marketing
Component, and D) The Pnivate Sector Window, are all linked and mutually
remnforcing  The success of one component depends heavily on the success of the
other The application and conduct of the activities of one component are dependent
upon the successful completion of activities in the other This design provides a
tension that emphasizes results being achieved with the expectation of exceeding
projected outputs and goals

From a technical standpoint, the realization of the outputs of each component will
make a significant impact and contribution to the problems of infrastructure
development The five principal end of project outputs of three projects signed with
prnivate parties for $150 mullion, functioning policy and procedures for private
participation 1n infrastructure, greater public awareness and support for the benefits
of prnivate infrastructure, promotion of competition to provide private infrastructure,
and an enhanced ability of the pnivate sector to participate in the program, are
significant and far reaching

Attainment of these outputs will contribute significantly to mitigating the problems of
budgetary constraints to infrastructure services, provide a more competitive economic
infrastructure, support the private sector in a partnership 1n economic development,
and conserve and protect the environment
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Lastly, there are few technical limitations to achieving the successful implementation
of the components and the overall project The technical himitations that exist,
principally in the traiming, marketing, and financial capacity areas are directly
addressed 1n component design

The provision of a long-term team supported by short term technical experts from a
variety of fields relevant to pnivate infrastructure will identify the critical mass of
projects needed for an inventory of competitive projects The project components are
heavily front loaded, focusing on project identfication, structuning, tendenng,
training, and marketing 1n order to accelerate project development and private sector
interest The project’s sustainability 15 ensured by taking advantage of the favorable
enabling environment to select "winning" demonstration projects as first candidates

As these demonstration projects advance and the public and pnvate sector become
more aware of the benefits of private infrastructure, the responsibilities of the unit will
shift from project identification to project implementation and monitoring

The key vanable challenging the success of this project in the short and long-run will
be problems unique to a given sector or project, be 1t in the identification or
negotiation stage, or a dramatic change 1n the assumptions required for program
success

No program of technical assistance 1s without nsk This project 1s no exception

There are risks that the project 1dentification process will yield fewer quality projects
than expected because of the dearth of technical, economic, and financial information

This could lead to greater pressure being placed on the success ratio of projects
1dentified, tendered, and awarded There are also risks of market downturns and/or
less likely, reactions to the concept of private infrastructure that will challenge project
managers

However, virtually all of these risks have been accounted for 1n project component
design and are solvable In any case, the risks of not promoting the private sector to
participate 1n infrastructure development, or worse, not supporting the private sector
given the favorable enabling environment and the fact that the rationale for the project
1s obvious to those in government, i1s much greater than undertaking the project,
recognizing the need to make mid-course adjustments and corrections

b) Administrative Analysis

The GSL has designated the Secretariat on Infrastructure Development and Investment
(SIDI) implementing agency for the program  Strategically located within the
Ministry of Policy Planning and Implementation, it is guided by a sub-commuttee of
the Industnialization Commission, which 1s comprised of senior Secretanes from the
key policy and line Ministries
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SIDI’s legal status and position gives 1t the authonty to make autonomous decisions
on 1ts own behalf, and to coordinate with the proponent line Ministries which will be
playing a key role in the tendering and award process that will permit private
investment for infrastructure projects

The Government has defined SIDI’s authonty, staffing, and functions 1n the official
BOO/BOT "Guidelines" which have already been approved by Cabmnet Its
organization, personnel and operational budget are line items within the host
Ministry’s budget

Success of the program depends upon SIDI’s authonty as perceived by the line
ministries and agencies that are the proponents of the infrastructure projects being
prepared for private sector implementation, and public sector confidence

One gains a high level of confidence that the GSL fully understands the requirements
of the program, and has empowered the implementing agency - SIDI - with
appropriately balanced authonty and responsibility = When noting the functions
enumerated for SIDI in the GSL official "Guidelines for BOO/BOT Projects”, 1t
states

SIDI will primanly be responsible for

1) Identfying approprnate projects and preparing profiles that may be suitable for
implementation under BOO-BOT or other basis, in co-operation with implementing
agencies and bullding an inventory of such projects,

11) Ensuring that proposed project meet established socio-economic, technical, and
environmental policy criteria,

111) Ensuning that proposed projects conform to the Program Guidelines and
governing legislation,

1v) Administering, 1n collaboration with the relevant Ministries and key
implementing agencies, the process of project development, and

v) Negotiating with Investors, with input from relevant Ministries and other
implementing agencies, on project proposals, and providing recommendations on
decisions to accept or reject "

This assignment of functions and tasks, and the stature of SIDI within the
Government, indicates that SIDI will be able to competently perform the
responsibilities assigned to it  The size and functional ttles of the staff comprnising
SIDI’s organizational structure, directly relate to the above defined functions
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The project design has provided on-gotng assistance and support to the GSL for this
program, including technical advice, in-country traiming semunars, field visits to
neighboring countries with similar programs, detailed field reports and numerous
consultations and meetings

The contemplated provision of long-term technical assistance to continue this support
over a three-year period through the provision of a multi-component institution-
building program, leads to the conclusion that the program 1s administratively feasible

c) Economic and Financial Analysis

1) Intr n and Summ

The provision of infrastructure by the private sector should prove to be a superior
mechanism to the traditional government and donor-led system of using ODA It
reduces the financial burden on overly-indebted governments and involves the private
sector 1n areas where they have greater competitive advantage vis-a-vis the public
sector Since the private sector operator has repayment schedules to meet, it has a
keen interest 1n seeing that the project operates smoothly and delivers its planned
services

Economic and financial considerations for the project apply at several levels The
first consideration 1s the return to USAID in comparison with alternative projects in
which 1t could invest $5 million

In order to understand the economic setting in which the project will work, the design
team examined the current system of government and donor led financing of
infrastructure projects There 1s a crisis facing the present system of provision of
infrastructure The GSL's ongoing financial difficulties have not made 1t possible to
provide the economic infrastructure necessary to realize the country’s development
and growth objectives Government capital expenditures as a percentage of GDP have
declined steadily over the last decade

The second section identifies, and tries to quantify, the two basic economic benefits
from the proposed project

o Additional infrastructure will be built
. The efficiency of resources utilized 1n creating and maintaining infrastructure
1Increases

An analysis of the combined 1mpact of these two benefits indicates that economic
viability for the project can be attained at relatively modest levels of improvement in
the probability of infrastructure being undertaken, and in efficiency
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Although there are not insignificant risks associated with the project’s potential high
returns, these risks have been mitigated through drawing on the lessons learned from
other countries to improve program design, and from Sn Lanka’s current privatization
program

Moreover, this project will complement, rather than compete with, social objectives
In helping the government to shift its portfolio of economic interventions away from
those that can be undertaken by the private sector, and concentrating on those which
fall more properly within its domain, the government can free more of 1ts resources
to address the social agenda

On balance, the potential "upside” economic return of the project combined with the
limited nisk of undertaking a private sector infrastructure program are preferable to
the low returns and predictable--and hazardous--nisk, which threaten the country’s
further economic development, of continuing exclusively with the present system of
infrastructure provision

At a sub-project level, economic and financial considerations will be an integral part
of the BOO/BOT project screening and analysis

Finally, the design team analyzed the potential of the domestic and foreign pnivate
sector to mobilize the financial resources to undertake infrastructure projects Sr
Lanka’s financial markets are stll "emerging” and not ready to assume the amounts
and matunities that would be required for most BOT projects Discussions with local
financial institutions indicate that the maximum amount of capital that could be raised
for a BOT project would be about $10 million  Although participation by Sr1 Lankan
institutions would be mtially modest, 1t 1s important that they participate 1n
transactions 1n an effort to develop the financial and capital markets further

The availability of foreign commercial bank debt 1s limited by S Lanka’s high levels
of foreign debt and the reluctance of foreign commercial banks to take project risk 1n
S Lanka Foreign direct investment has averaged only about $40 mullion a year for
the last twelve years It has been limited by perceptions of nisk due partially to the
ongoing ctvil conflict

As the expernience of the Philippines and elsewhere demonstrates, Sn Lanka will need
to rely on financing from the IFC and the ADB pnivate sector window to imitiate its
first significant BOT projects Discussions by design team members indicate a keen

interest by these institutions 1n participating 1n the financing of BOO/BOT projects 1n
Snt Lanka

At the same ume, Sn Lanka should work with the official development assistance
community to create a mechamsm to channel ODA to the private sector to support
BOT projects This would help to provide the sums and matunities of finance needed
for BOT projects, while avoiding problems such as counterpart funds required by
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traditional donor financing which have slowed infrastructure development The design
team has proposed a "Private Sector Infrastructure Development Fund" (PSIDF) to
meet this need Creating this fund would be a part of the pnivate sector window
component

1) The Current System of Financing Infrastructure

(a) Background,

Economic growth in Sn Lanka during the early 1970s was limited by an inefficient
public sector and by efforts to protect domestic industry from foreign competition

In spite of reforms imitiated in 1977 to make the economy more open and hberal, a
large and 1nefficient public sector was left intact Large public investment projects
financed primanly by donors and foreign commercial lenders yielded low returns,
growing indebtedness and inadequate support to the private sector

In 1989 the government decided to accord the private sector a larger role, and to
assist 1n the development of capital markets As part of the program, the government
launched a privatization program which aimed at pnivatizing commercially-oriented
state owned ventures By mud 1992, the GSL had privatized 19 ventures worth a
reported $US 180 million

As a result of these and related measures, the economy grew by 6 percent in 1990 and
an estmated 5 percent in 1991 Assuming continued policy reforms, improved
macroeconomic management, and the provision of key economic infrastructure, the
World Bank expects the country to grow at about 5-6 percent a year in the medium
term future

b) Financing by Foreign Donors.

A factor that has inhibited S Lanka’s growth 1s its low saving rate in relation to
needed investment to achieve more rapid and sustainable growth As a result, 1t has
had to fill the saving-investment gap with foreign resources, in large part from the
donors However, there 1s a limit on foreign resources It will be important to
increase domestic savings, in part through reform of the financial system to provide
the right incentives and market signals for saving and investment

Official aid and concessional foreign loans have played a major part in Sn Lanka’s

development Aid flows, in particular, have played an important role tn financing Sni
Lanka’s current account deficit
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Sn1 Lanka has received bilateral and multilateral aid averaging about US$ 580 million
per Year on a gross disbursement basis between 1985 and 1990 On average, project
disbursements have been about US$ 480 mullion a year and have financed 50-60
percent of public investment (World Bank 1992)

1990 Assistance

Commuitments Disbursements
World Bank Group 3253 128 1
Japan 246 3 184 5
ADB 198 0 110 6
USAID 41 4 629
Other 165 0 139 1
Total 976 0 625 2
Source The World Bank

(c) Government Investment in Infrastructure

The government has been investing heavily in wmigation and hydropower since the
1970s, as well as in a port, airports and two free trade zones in Colombo

As the following table illustrates, the percentage of total project axd going to
agnculture and imgation has declined as Mahaweli-related disbursements have
declined In infrastructure, the share of transport in total project aid has been falling
As the World Bank notes, this 1s potentially a cause for concern given the high
prionty that should be accorded to road transport for the economy to sustain high
growth On the other hand, the shares of energy and telecommunications in project
aid have increased
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Sector Distribution of Total Project Aid
(Percent of Total)

1985 1990
Agnculture & Irngation 470 258
Infrastructure 306 46 1
o/w Transport 113 64
o/w Telecommunication 24 76
o/w Energy 12 1 276
Social Sectors 4 1 65
QOthers 18 3 216
Source The World Bank

However, there has been a steep decline in public investment in Sn Lanka as a
percentage of GDP The root cause of these problems lies in the large government
recurrent spending relative to its revenues, and a resulting squeeze on the capital
budget There has also been a shortage of counterpart funds resulaing from cuts in
fiscal expenditures imposed to stabilize the economy

Public Investment
(As a percent of GDP, 1982 prices)
1982 1984 1985 1986 1989 1990
16 0% 14 5% 131% 14 2% 7 8% 57%
Source The World Bank

(d) The Inadequacy of Infrastructure

Sustainable growth will depend 1n large part on the condition of the country’s
infrastructure Infrastructure in the power, telecommunications, transportation, water
and other key sectors lowers the cost of private business and induces private
investment

Even though the percentage of total project aid going to infrastructure has increased,
Sn Lanka’s economic infrastructure and 1its management are mnadequate  This
ndermines the country’s strategy for sustained development of the private sector and
for economic growth 1n general
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As the ADB has noted, poor roads, difficult access, inadequate water and electricity
supplies, poor sanitation and lack of minimum standards in telecommunications
facilities, especially outside the Colombo area, are likely to deter industnal and
commercial investments, and slow private sector growth

(Under either a traditional or BOT approach, it 1s important to note that appropnate
pricing policies are cntical to manage the demand for and efficiently allocate
infrastructure services, and to mobilize the resources to expand capacity as needed
To ensure the financial health of the sector, 1t 1s necessary that a policy of pricing
infrastructure services to achieve an adequate rate of return on capital invested be
implemented )

While a BOT program cannot be a panacea for Sn Lanka’s problems, it would clearly
be a step in the nght direction and consistent with the policies and strategy the GSL
is trying to adopt to support sustainable growth At the very least, attracting private
sector resources to infrastructure would release scarce government funds to needed
social sectors such as health and education
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1) Economic Analysis of Proposed Project

The basic economic consideration 1§ the return to USAID in companson with
alternative projects in which 1t could invest $5 million

The possibilities for attractive returns from the project are high in view of the
potential leveraging of limited USAID resources for a proportionately much higher
level of infrastructure provision

The targeted output of the project 1s $150 million worth of infrastructure projects
signed by the GSL with the private sector One way to view the impact of these
project funds 1s to consider that, using the traditional approach, spending $5 million
for a traditional infrastructure project would create an equal amount of infrastructure
by value Using $5 million of USAID funds to set up a mechanism that could attract

$150 mullion of infrastructure projects, on the other hand, would result 1n a leveraging
of USAID'’s resources of 30 times

There are basically two economic benefits from the project

. The probability of economically useful infrastructure being constructed
Increases
. Because of private sector participation, the efficiency of resources utilized in

creating and maintaining infrastructure increases

The first benefit 1s very plausible, given the current resource constramnts facing the
Government of Sn Lanka This implies that significant benefits are currently lost to
the economy because of the return foregone by not undertaking this investment
Increasing the probability of mobilizing resources (either from 1dle domestic resources
[1 ¢ unemployment], or foreign savings) increases the return flowing to the economy

The second assumption that the private sector provision and maintenance will be done
more efficiently than the traditional approach 1s also plausible A growing body of
empirical evidence points to the greater efficiency of operations by the private sector
over the public sector A recent World Bank study of 12 privatization transactions
worldwide concluded that there were considerable efficiency gains from private sector
ownership and operation of assets

To quanufy the expected benefits from the project, we have made the following
assumptions The opportunity cost of capital 1s assumed to be 12 percent The
average economic internal rate of return from an infrastructure project 1s assumed to
be 20 percent Total project expenditures are estimated to be $7 5 million, which
includes USAID’s $ 5 million, and $ 2 5 million from the HC
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Table below calculates the net present value of the proposed project expenditures from
different combinations of increased probabilities that infrastructure will be built, and
increased percentages in the efficiency with which resources will be used under
private sector ownership and management

Net Present Value of Project
($US Million)

Increase 1n Efficiency

0% 5% 10% 15% 20%

Increase 1n 0% -75 -75 -75 -15 -75
Probability 5% -4 1 07 27 62 96
Infrastructure 10% -07 27 62 96 130
Will be Built 15% 27 62 96 130 16 4
20% 62 96 130 16 4 19 8

(The calculations 1llustrated 1n the above table are quite simple The figures for the
ncrease 1n probability of infrastructure being built 1s-the NPV that would be expected
for an additional 1nfrastructure project (or projects) of $150 million with an IRR of
20 percent when the opportunity cost of capital 1s 12 percent, multiplied by the
increased probability of such a project or projects actually being undertaken as a result
of the infrastructure privatization program The increase in efficiency 1s simply the
NPV under present conditions multiplied by the assumed 1ncrease 1n efficiency )

For any combination yielding a net present value from the project greater than 0, the
project should be undertaken since the return exceeds the benchmark opportunity cost
of capital For combinations less than 0, the project should not be undertaken The
first row of figures indicates that if there are no additional infrastructure projects
forthcoming because of the private infrastructure program, then the entire project costs
will be lost (The assumed increases 1n efficiency would be irrelevant in that case
since there was no increase 1n infrastructure )

However, the table indicates that, for example, with a combination of a 10 percent
increase 1n the probability of additional infrastructure being undertaken, and a 5
percent increase 1n efficiency with which it 1s undertaken compared with the present
system, the proposed project will attain economic viability
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Economic viability for the project can thus be attained at relatively modest levels of
improvement 1n the probability of an additional $150 mullion in infrastructure being
undertaken, and an increase 1n efficiency compared with the present system At the
same time, there 1s attractive "upside” potential 1if these levels are surpassed

(a) Project Choice

It could stll be argued that although the likely returns from the project are high, 1t
would be preferable to direct limited resources to projects which have a more
demonstrable impact on the more socially deprived groups of the population than the
likely users of infrastructure

It should be noted that the current project 1s complementary to efforts to address the
social agenda One of the main emphases of the USAID program 1s to help the
government shift its portfolio of economic interventions from those activities that can
be undertaken by the private sector and focus on activittes that more properly belong
to government, such as education and health By creating a mechanism that will free
the government i1n part from the burden of building, owning and operating
infrastructure, 1t will free resources that can be used by the government to address
more directly the social agenda

) Project Risks

Project nisks fall into the medium to igh range There 1s the risk that a private sector
approach to infrastructure may encounter social, political and cultural opposition

Vested 1nterests associated with the current means of infrastructure provision may feel
threatened by a change 1n the status quo and exert power and pressure to reduce the
program’s chance for success Renewed domestic strife could put the program on
hold and deter the foreign investment that will be needed to make the program work

The financial technology and techniques of infrastructure privatization are new and
untested in St Lanka The legal and admimstrative complexity of the tendenng (or
reviewing unsolicited proposals) and awarding private sector concessions could delay
or even deral the program

Mitigating these risks 1s the experience gained from other countnies which has been
incorporated 1nto the design of the project For example, public awareness and
training 1s a crnitical vanable 1n explaining the benefits and securning support by key
civil servants and the public at large This has been taken into account in the current
project design  Simularly, the proven and successful elements from the programs of
other countries have been incorporated nto the project identification, screening,
structuring, marketing, tendering, negotiation and award process

Sn Lanka has also had a relatively successful experience with 1ts current privatization
program, which focuses on the privatization of existing assets In spite of difficulties
and some controversy, Sr1 Lanka has persevered with its program and has pnvatized
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19 enterprises worth a reported $180 mullion The lessons learned from this program
have also been incorporated into the current design, including adequate staffing, public
awareness, formalizing the tendering process, and developing a set of procedures for
unsolicited proposals

Sn1 Lanka has taken innovative tax and regulatory measures to develop 1ts stock and
capital markets which has resulted 1n an inflow of approximately US$ 50 million of
foreign portfolio investment This points to the ability of the government to undertake
potentially difficult or unpopular measures

The Government of Sn Lanka has already created a policy framework for the
provision and ownership of infrastructure by the private sector

©) Economi¢ and Financial Considerations for Individual Sub-projects

Economic and financial considerations will be an integral part of the BOO/BOT
project screening and analysis  Projects will first be assessed for their economic
feasibility Projects which do not pass the threshold level as measured by net present
value (NPV) and internal rate of return (IRR) cntena will not be pursued

Projects which are economically viable will then be analyzed for financial viability,
that 1s, their attractiveness to the private sector at market prices Those that are viable
are good candidates for further BOO/BOT consideration

Those that are not will be further analyzed for potential structuring to make them
financially attractive to the pnivate sector For example, a highway project may 1n
and of 1tself not be financially attracuve However, some ancillary benefits may be
associated with the project, such as land development rights by the entrance and exits
points, could be structured as a part of the transaction to make it attractive to the
private sector

Those projects which cannot be made financially viable, but are economically viable,
would be good candidates for traditional donor financing

) Financing of Infrastructure under BOO/BQT and Related Private Sector
Projects,

() BOO/BOT Programs the Financial Issues

A successful BOO/BOT project ts one that 1s bankable--debt financing can be raised
to complement owners’ equity to see the project through to completion and operation

The nature of BOO/BOT projects makes their financing particularly complex and

challenging There are three basic financial features of BOO/BOT projects While
BOO/BOT projects as small as $1 million can conceivably be undertaken, the usual
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sums of money tend to be large, sometimes more than $US 1 billion for power
projects and highways

BOO/BOT projects are typically highly leveraged, with the debt component usually
running from 70 to 90 percent And the debt portion requires fairly long matunties,
often 10 to 15 years and longer, corresponding to the economic life and payback
period of the projects

In developing countries such as Sn Lanka, limited local capital markets and a
perception of country nisk on the part of foreign financiers complicates further the
financing of BOO/BOT projects

A balance of financial interests ts required in a BOO/BOT project, between project
owners, project lenders, the host Government, and the consumers of the infrastructure
services

The "best deal” 1s a fair and balanced transaction for all parties The host
Government must be prepared to enable a "private sector" rate of return, to investors
or to lenders 1if 1t 1s a private sector project However, as the "arbitrator” between
the BOT project company and consumers, the government should focus on reasonable
cost of service provided to consumers rather than on return generated by the BOT
company A "high profit/low cost” bid should be preferred to a "high cost/reasonable
profit" bid by the private sector for infrastructure projects

(b) Sr1 Lanka’s Financial Markets -

Sn Lanka’s financial markets are still "emerging” and not ready to assume the
amounts and matunities that would be required for most BOT projects However, they
can play a role, although it will necessarily be modest at first It 1s important that this
modest step be taken, however, 1n an effort to develop the financial and capital
markets further

As the experience of the Philippines and elsewhere demonstrates, S Lanka will need
to rely on financing from the IFC and the ADB pnivate sector window to initiate its
first significant BOT projects

At the same time, Sn Lanka should work with the official development assistance
community to create a mechanism to channel ODA to the private sector to support
BOT projects (Means of doing this are the subject of an attachment to this analysis )
This would help to provide the sums and maturittes of finance needed for BOT

projects, while avoiding problems such as counterpart funds which have slowed
infrastructure development

Over ume, as the foreign perception of Sr1 Lanka improves, private foreign capital
should hopefully play an increasing role Concomitantly, as Sri Lanka’s financial
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markets develop during the 1990s, local private sector agents can be expected to play
a growing role 1n the financing and development of infrastructure

©) Local Financial Markets

Given the long list of possible BOT candidates on the one hand, and the need to
stimulate local capital markets on the other, it will be important and desirable to
involve local capital market agents 1n BOT projects What 1s the potential for tapping
the Sn Lankan capital market for financing BOT projects?

Sni Lanka’s financial institutions are relatively diverse They are capable of providing
pnivate borrowers with at least short term workang capital

A host of policy and nstitutional problems, however, make longer term financing
virtually impossible to provide from local Sr1 Lankan sources Some interest rates are
controlled and the use of market-based monetary instruments 1s hmited The
development of Sn Lanka’s financial institutions 1s also impeded by serious debt
recovery problems, insufficiently ngorous central bank supervision, and inadequate
accounting and auditing

Discussions with local financial institutions indicate that the maximum amount of
capital that could be raised for a BOT project would be about $10 milhion, the debt
portion of which would be repayable 1n 3 to 5 years This amount and tenor 1s too
little and too short for most BOT projects that will be needed for Sn Lanka to meet
it growing infrastructure needs

Thus, except for very small projects, Sr1 Lanka’s financial institutions would not be
able to raise the amounts of money required for BOT transactions 1n the near future

Of course, the actual amounts available in the coming years will depend on a number
of factors, including the state of the Sn Lankan economy, the degree of political
stability, the level of creativity and ease of application of the government’s BOT
program and process and skill in overcoming the usual bureaucratic impediments, the
response from the ODA community, and the response from the various local and
foreign pnivate sector agents who will participate in the program

(d) The Debt Market
S Lanka’s debt market 1s dominated by 1ssues of short maturnities of the government,

pnmanly treasury bills No long term govermment bonds are outstanding and the
corporate bond market, at least until recently, has been moribund

The two state owned banks, the Bank of Ceylon and the People’s Bank, own more
than 60 percent of the commercial bank assets, but are technically insolvent when
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internationally accepted provisioning for bad debts 1s taken As advocated by the
World Bank, these banks need to be commercialized after appropniate provisioning
and recapitalization 1s completed, and the Bank of Ceylon needs to be privatized in
the future

Sn Lanka’s pension funds and insurance companies have successfully raised large
pools of long term capital However, government policy currently requires this
money to be invested 1n short term government securities

The two development banks, the National Development Bank (NDB) and the
Development Finance Corporation of Ceylon (DFCC) while relatively sound and well
managed, are unable to mobilize long-term local currency funds for onlending
Instead, they have to rely on the World Bank and the ADB for long term local
currency onlending

Institutronal 1nvestors such as insurance companies and pension funds are essentially
captive nstitutions for government debt secunities

(e) The Equity Market

The Colombo Stock Exchange (CSE) has evolved substantially duning the last two
years It has seen a significant increase in market capitalization, turnover, stock
exchange indices, and the valuation of companies It has helped to facilitate several
privatization, and 1n turn has benefitted from the additional histings and turnover in
the market Market developments have helped to make equity financing a more
realistic option for Sri Lanka’s private sector While 1t can play a potential role 1n
BOT financing, the plausible amounts that could be raised remain small 1n relation to
estimated needs

The key elements 1n the development of the CSE were a communications campaign
to improve public awareness of the goals of the program and benefits to the economy,
necessary revisions and reforms to the regulatory structure and tax laws, encouraging
foreign investors, and encouraging participation by and development of local financial
institutions and individual investors These would also be key elements in developing
a BOT program in Sn1 Lanka

The development of the CSE 1s also interesting 1n and of itself, and demonstrates that
if the GSL’s concerted and coordinated efforts to develop the stock market could
posstibly be repeated 1n an effort to develop a BOT program, the prospects for success
would be encouraging The second attachment to this analysis discusses the
development of the CSE 1n greater detail
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() Private Foreign Capital

Limited domestic savings and the underdeveloped state of its financial markets implies
that Sm Lanka will require foreign capital to finance BOT projects

(g) Foreign Commercial Debt

This 1s normally a very important source of financing for BOT projects, which by
nature are fairly highly geared The scope for private foreign debt financing BOT
projects 1s imited by Sr1 Lanka’s high levels of foreign debt (over $7 billion) and the
reluctance of foreign commercial banks to take project risk in Sn Lanka

External Debt Qutstanding by Type of Creditor (1990)
(in US$ Million)

Commercial Banks 747 4
Supplier’s Credits 189
Multilateral Donors 2,787 9
Bilateral Donors 3,403 5
Pnivate Non-Guaranteed 179 9
Total 7,137 5

Source The World Bank

(h) Direct Foreign and Portfolio Investment,

As the case of Hopewell shows (discussed below) foreign equity in the form of difect
investment can be attracted, depending on the particular project Considerable interest
exists among foreign portfolio investors for share ownership in Sr1 Lankan companies

The current level of foreign portfolio investment in the market 1s approximately US$
50 million This demand for S Lankan shares can support BOT projects indirectly
when Sn Lankan companies come to market to raise equity capital related to BOT
projects As a part of its privatization program, the GSL was able to sell majority
ownership, primanly to foreign investors, 1n Lanka Milk Foods and Distillenes for
about US$ 12 million and $25 million respectively through open bidding on the stock
exchange

Despite low wages and a strategic location, Sr1 Lanka has remamned a marginal
recipient of foreign direct investment During the last 12 years, Sn Lanka has
received an annual average of US$ 40 million direct foreign investment This
amount, however has been declining during the last few years, owing to perceptions
of higher country nisk due partially to the ongoing civil conflict In 1990, net
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investment was US$ 32 million, or less than 2 percent of investment Uncoordinated
policies and the discretionary nature of approval procedures have also hindered foreign
direct investments

(1) Debt-Equity Swaps

A debt equity swap 1s a mechanism for financing equity from foreign commercial
bank debt As we will see in the Hopewell example, a debt equity swap featured in
Citicorp’s equity partictpation in the project, which otherwise would not have been
made 1n the absence of this mechanism At present, however, Srn Lanka does not
have a debt-equity swap program Given the controversies and delays that have
happened with such programs in other countries, 1t 1s unlikely that setting up a debt-
equity swap program would do very much to increase foreign investment

G)  IFCand ADB

As discussed 1n Hopewell example below, the IFC and ADB (through 1ts private
sector window) will in all likelithood be the most important sources for loan and equity
participation in BOT projects in Sr1 Lanka Unlike ODA, the IFC does not require--
and 1n fact 1s prohibited from obtaining--government guarantees The IFC'’s presence
and nterest in neighboring countries points to a solid source of finance for the more
"bankable” of the BOT projects

Given the 1mportance of the IFC and ADB financing for the mmitial stages of the
BOOQO/BOT program, design team members contacted relevant department n each
nstitution to ascertain their interest in participating in the program Both institutions
indicated a keen 1nterest in participating tn the program

(k) A_Private Sector Infrastructure Development Fund.

The design team has proposed a multi-donor Prnivate Sector Infrastructure
Development Fund (PSIDF) to complement and help mobilize private sector resources
to finance, own and operate needed infrastructure projects The fund would assist the
GSL 1n increasing private sector investments under BOT type arrangements through
limited recourse financing which would help attract the private sector to infrastructure
projects The PSIDF could receive support from the World Bank, the ADB, and
bilateral donors

The basic objectives 1n using ODA for private sector led infrastructure projects 1n St
Lanka are to

. Enable private sector access to official development assistance to serve as a

catalyst in promoting the development, ownership and management of
infrastructure by the private sector
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. Overcome lack of availability of long term financing 1n Sn Lanka, and the
difficulties of accessing foreign long term financing for infrastructure projects

. Reduce the fiscal burden on the GSL to provide counterpart funds required in
government to government financing of infrastructure

The Fund would be 1initially financed from loans and grants from the ODA financiers
Loans would be made to the NDB and DFCC and would be guaranteed by the
government The ODA cofinanciers would enter into a Loan Agreement with the
development banks and a Guarantee Agreement with the GSL

The Fund would provide up to 30 percent of the financing for pnivate sector
involvement 1n infrastructure projects, including various financing arrangements such
as BOT, BOOT, BOO and BT Equity investment (from the project sponsors and
other nvestors) should be a minimum of 20 percent of project cost

In addition to providing the basic capital of the fund, donors could provide training,
technical assistance and commodities to help set up PSIDF, and also work with the
line agencies They could also provide for special studies in private sector
participation 1n infrastructure projects, to encourage and support the participation of
foreign 1investors and Sri Lankan companies 1n the PSIDF  Setting up this fund would
be a part of the private sector window component

A more detailed discussion of the PSIDF i1s found in Attachment A to this analysis

()] The Hopewell Power Project in the Philippines

A concrete example of a BOT project 1in the Philippines (and one of the few BOT
power projects in Asia) 1s the Hopewell Energy (Philippines) Corporation’s 200
megawatt gas turbine plant located at Navotas, in Metro Manila

The financing arrangements indicate what the current "art of the possible” will
probably be like for Sri Lanka 1n the medium term  Under the terms of the BOT
agreement, Hopewell will build, own and operate the Navotas plant for 12 years and
then transfer it free of charge to the National Power Corporation (NPC)

The terms included the following provisions

. All electncity would be purchased by the National Power Corporation
. NPC will provide the site and all fuel for generation of electricity at no cost
to Hopewell
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. NPC will pay Hopewell a capacity fee (monthly) for standby capacity

committed to be available plus an energy fee based on electricity actually
generated

. The project was awarded "pioneer” status by the government This provides

certain pnivileges including "tax holiday” of 5 years and waiver of tmport
duties on equipment

The IFC and the ADB (through 1its private sector window) provided US$ 10 million
in loans with a 10 year matunty in US dollars on a floating rate basis Another US$
10 mullion was obtained on a complementary basis linked to the ADB direct loan, with
a 7 year maturity in US$ on a floating rate basis This complementary financing 1s
provided by 4 European commercial banks, with the ADB as lender of record, but
with commercial banks taking full project risk

All performance obligations of the NPC (including payments) are to be guaranteed by
the government of the Philippines The capacity fee and energy fee are to be paid 1n
US$ to offshore bank account to be maintained by Hopewell

The equity participation by Citibank was in the form of a debt-equity swap Notable
was the absence of local financing, apart from certain "in-kind" contnibutions from
NPC (land, fuel ) Reasons include the unfamihianty by local financial institutions with
BOT, the lack of suitable term financing, the reluctance of Hopewell to nsk crowding
out limited local financial resources, and the desire to get the project on stream
quickly

Hopewell indicated that this project, relatively small in scope by BOT standards, was
designed as a demonstration project to determine what could be accomplished on a
BOT basis The expenence gained in the first small project encouraged them to
attempt a second, much larger BOT undertaking The most difficult part of the first
project was not arranging the financing, but the lengthy approval process by the
government

A second Hopewell project for two 350 megawatt plants is on the drawing board
This one will apparently involve the remarkable sum of about $800 mullion, with the
IFC taking the lead role as financial advisor The ADB also figures promnently in
the financing, which like the first Hopewell project 1s virtually all foreign financed
If this transaction 1s completed, 1t should be a significant boost to the implementation
of BOT projects 1n the Philippines
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However, the approval process for this project still appears to be quite slow n spite
of new BOT legislation and implementing rules and regulations in the Philippines
Thus, 1t will behoove Sr1 Lanka to make a serious attempt to streamline the approval
process, especially in view of the increasing importance 1t attaches to BOT projects
for infrastructural development tn the country

Attachment A

Economic and Financial Analysis

A Pnivate Sector Infrastructure Development Fund.

This attachment outlines a funding mechanism whereby Official Development
Assistance (ODA) from the World Bank, the Asian Development Bank (ADB), and
other official donors and concessional financiers could be utilized in Sr1 Lanka by the
private sector for infrastructure projects, including BOT type projects

As noted above, the provision of infrastructure by the private sector could prove to
be a superior mechanism for providing needed infrastructure to the traditional donor-
to-government way of using ODA It reduces the financial burden on overly-indebted
governments and involves the private sector in areas where they have greater
competitive advantage vis-a-vis the public sector Since the private sector operator
has repayment schedules to meet, 1t has a keen interest in seeing that the project
operates smoothly and delivers 1ts planned services.

In Sr1 Lanka, the concept and procedures for channelling ODA to the private sector
are already developed The World Bank, the ADB and other official donors and
concessional financiers have regularly provided lines of credit to the private sector,
primarily through the conduiting agency of the NDB and the DFCC

In at least one other country (Pakistan), the World Bank and official donors have
created a fund to channel ODA to the private sector for infrastructure development,
including BOT type projects In the Philippines, the government has endorsed a
PSIDF concept, and proposed 1t to the donors, where 1t has received encouragement
and support

Thus, the mechanics and the precedent exist for establishing such a fund In essence,
ODA could be conduited through the DFCC and the NDB to provide finance to
promote and support private sector involvement in the provision of much needed
infrastructure 1n the areas of power, telecommunications, ports, roads and bridges,
mass transit, and solid waste management and other sectors as indicated by the GSL
guidelines
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It should be noted that initially, 1t will probably be more useful for independent loans
or lines of credit to be made available from ODA financiers for the first few specific
BOT projects If the BOT program shows signs of developing into a sustained
process, then it will prove useful to develop a formal fund

Fund tive

The basic objectives in using ODA for private sector led infrastructure projects in St
Lanka are to

1 Enable pnivate sector access to official development assistance to serve as a
catalyst in promoting the development, ownership and management of
infrastructure by the private sector

2 Overcome lack of availability of long term financing in S Lanka, and the
difficulties of accessing foreign long term financing for infrastructure projects

3 Reduce the fiscal burden on the GSL to provide counterpart funds required in
government to government financing of infrastructure

Donor Involvement in Private Sector Projects.

How reasonable 1s 1t to expect ODA financiers to participate 1n such a fund? The
World Bank, by its charter, 1s limuted 1n 1its lending activities to making loans to
sovereign governments or loans that are covered by a sovereign guarantee Thus, 1t
has not been able to lend directly to BOT projects, none of which so far has carried
a sovereign guarartee

The World Bank has found indirect and creative ways, however, to assist its member
countries 1n 1implementing BOT projects In Pakistan, for instance, the World Bank
played a key role in establishing a US$ 520 mullion Private Sector Energy
Development Fund (the "PSEDF"), which 1s intended to make long term loans to
finance up to 30 percent of the cost of quahfying projects, including BOT projects,
in the energy sector

Another way 1n which the World Bank helps its member countnes carry out BOT
projects 1s by conducting sector studies These studies have been done for the power
sector 1n Turkey, Pakistan and the Philippines They have helped to identify the need
for and to determuine the feasibility of BOT power plant projects in these countries

Fund Description,

The proposed fund would be a multu-donor Private Sector Infrastructure Development
Fund (PSIDF) to complement and help mobilize private sector resources to finance,
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own and operate needed infrastructure projects The fund would assist the GSL 1n
increasing private sector investments under BOT type arrangements through hmited
recourse financing which would help attract the private sector to infrastructure
projects The PSIDF could receive support from the World Bank, the ADB, and
bilateral donors

The Fund would be mmitially financed from loans and grants from the ODA financiers
Loans would be made to the NDB and DFCC and would be guaranteed by the
government The ODA cofinanciers would enter into a Loan Agreement with the
development banks and a Guarantee Agreement with the GSL

The Fund would provide up to 30 percent of the financing for pnivate sector
involvement 1n infrastructure projects, including various financing arrangements such
as BOT, BOOT, BOO and BT Equity investment (from the project sponsors and
other investors) should be a mimimum of 20 percent of project cost

In addition to providing the basic capital of the fund, donors could provide training,
technical assistance and commodities to help set up PSIDF, and also work with the
line agencies  They could also provide for special studies in private sector
participation 1n infrastructure projects, to encourage and support the participation of
foreign 1nvestors and Sn Lankan companies 1n the PSIDF

Fund Implementation

The following section addresses some of the key 1ssues and parameters 1n setting up
such a fund, but are largely illustrahve The exact conditions (interest rate,
repayment period, grace period, etc ,) need to be based on the economics of the
particular project These decisions will need to be made by the fund manager on a
case by case basis

Fund Structure

Each donor would have 1ts own project agreement with the GSL to provide funds for
a common credit facihty The procedures for the coordination among cofinanciers
would be detailed in a Cofinanciers’ Memorandum of Understanding (CMU) which
would be finalized between the GSL and the cofinanciers

The CMU would outline the processes involved 1n the approval of the decision of the
fund for financing eligible BOT and other types of projects, clearance of bidding
documents, and approval of award recommendations, reporting format, and annual
audit arrangements

The World Bank’s International Finance Corporation (IFC) and the ADB’s pnivate
sector window (whose funds are not considered to be ODA) could complement this
by Fund by offenng commercial credit to firms and taking equity positions 1n the
privately owned and/or operated infrastructure projects
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One possibility would be to set up the fund as a separate entity  Such a fund could
be financed, n addition to onlending by the ODA consortia, by private sector equity

However, setting up a new entity would be a disadvantage both from the point of view
of tume required as well as a tendency for financial institutions to proliferate The
creation of a new nstitution would require extensive work to outline the future role
of the fund, sources of financing for its future operations, financial performance
critena, guidelines for operations, and staffing

A more practical option would be to utilize existing development banks such as DFCC
and the NDB

On-Lending Mechanism,

The NDB and DFCC would be the borrower from the ODA co-financiers Through
the PSIDF, these development banks would make medium and long-term lhmited
recourse loans to eligible infrastructure project companies

Guarantee and Foreign Exchange Risk

The GSL would guarantee the loan between the cofinanciers and the development
banks, and assume the foreign exchange nsk The development banks would pay the
government a guarantee fee and a fee for the foreign exchange cover to enable the
government to set up its own foreign exchange loss provisions

Sovereign guarantees for loans assumed by the private sector, however, would not be
provided A basic pnnciple of BOT and other privatization projects is that pnvate
sector nvestors should not require direct sovereign guarantee for suppliers’ credits
and commercial loans Instead, the institutions providing these funds (including the
PSIDF) should be prepared to assume project specific risks The credit nsk for loans
made to eligible project companies would be born by the development banks

Co-financiers Rate to the Development Banks

This would depend upon the project agreements between the individual cofinanciers
and the GSL and the development banks The World Bank, for instance, could lend
to the development banks at its standard vanable rate

n-lendin f the Development Banks to Project Companie

The development banks would onlend the project tunds to eligible infrastructure
project companies in rupees and foreign exchange at market rates of interest, 1 e at
rates that approximate the cost to borrowing funds of a similar maturity in the market
The development banks could offer alternative variable and fixed rate options to the
project company borrowers The rate should be sufficient to cover the cofinanciers
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rate, foreign exchange fee for rupee denominated loans, and an adequate spread to
cover other expenses

The onlending interest rate for loans in foreign currencies from the PSIDF to eligible
prnivate sector entities would equal the prevailing rate on foreign loans to industnal
enterprises The onlending rate would cover the cost of borrowing, the cost of
operations and allow for the accumulation of reserves The cost of operations would
cover costs such as personnel and administration, auditing, reporting, loan
documentation, and supervision of project implementation

Interest rates for rupee denominated loans could be based on the ODA cofinanciers
pool-based vanable lending rate system for the World Bank and the ADB The GSL
would assume the foreign exchange nisk under the loan for a market-based foreign
exchange nisk fee (FXRF) to be paid by the development banks to the GSL Weighted
average of the rates of interest on time deposits of up to six moths’ matunity paid by
ten large commercial banks during the previous semester could be used as the
reference relending rate for determining the FXRF For vanable rate subloans, this
fee would be equal to the difference between the reference rate and the Bank’s pool-
based vanable rate less (1) gross receipts tax (GRT), (u) RGF, and (u1) the
development banks’ intermediation margin

The repayment terms for onlending could be up to 25 years, with a grace period of
up to 10 years (the exact figures will depend on the terms of the ODA loans and the
economic profiles of the projects ) This grace period will facilitate the completion of
long gestation period infrastructure, and the repayment of export credits and
commercial loans

This 1mphes that commercial loans would be senior in repayment to the loans
provided by the Fund Commercial loans and/or export credits obtained for the
purposes of the project company would have prionty over the financing obtained from
the PSIDF 1n the allocation and distribution of funds available with the project
company for repayment PSIDF, however, would be pan passu with commercial
lenders 1n liquidation

Eligible Subborrowers

The PSIDF would finance technically, economically and financially sound
infrastructure projects that feature private sector ownership and/or management of the
infrastructure facilities The minimum equity contribution by the project company
should be 20 percent

The following sectors would be eligible for ODA financing through the Private Sector
Infrastructure Development Fund
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° Power

. Telecommunications
. Ports
. Mass Transit

. Roads and Bridges

. Solid Waste Management
. Water Supply

. Others as per GSL guidelines

The cnitena for project approval by the Fund would include

. The project 1s qualified for the Public Investment program, tncluded 1n the list

of eligible projects under BOT Guidelines, and/or has been independently
proposed by the pnvate sector and approved as per GSL guidelines on
unsolictted proposals

. Project complies with relevant GSL and co-financiers’ guidelines on
environment, occupational health and safety, and procurement

. Project Company successfully negotiated Implementing Agreements with GSL
and other relevant agreements

. Project Company submits a detailed, bankable feasibility study

Evaluation of Subprojects

The PSIDF and the development banks would review and evaluate the subprojects in
accordance with the eligibility criteria for subborrowers and subprojects If the
amount of a subloan exceeds the limit agreed to by the cofinanciers, then they will
have the option of conducting their own evaluation of the particular subproject

Procurement

The procurement of equipment, matenals and services financed by the World Bank
would be 1n accordance with the Bank guidelines The private sector project investors
would be able to utilize tied funds available from a country’s donor agency by
following the procurement procedures acceptable to that agency
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Disbursements

The disbursements of cofinanciers’ funds would be 1n accordance with their respective
guidelines In case the successful bidder 1s from a country eligible for financing under
the guidelines of the World Bank and the ADB, the contracts would be financed from
all the agencies in proportion to their contribution to the fund

Commungling of Funds

While the comminghng of funds from the different sources may be ultimately
desirable, mmitially this will probably not be very practical given donor funding
mechamisms Rather than subject the implementation of the fund to possible delay,
1t 1s recommended imtiating the PSIDF without commingling The possibility of
commingling can be addressed 1n a later evaluation once the fund 1s up and running

Single Borrower Limits

Both the DFCC and NDB face limuts in the amount of money that can be lent to any
single borrower Determined as a percentage of equity, this limit would be 1n the
range of $5 to $10 million for each bank This would obviously be a constraint for
the large sums of potential infrastructure projects One area for further investigation
1S to see whether a syndicating mechanism could be worked out with the local
commercial banks

Implementation Schedule

The development of the Fund could be implemented 1n stages As mentioned above,
it will probably be more useful for independent loans or lines of credit to be made
available for the first few specific BOT projects If the BOT program shows signs of
developing 1nto a sustained process, then 1t will prove useful to develop a formal fund

The first stage in developing the fund would cover its establishment, development of
guidelines for the appraisal, approval and superviston of BOT type projects,
recruitment of core staff and the appointment of consultants to support the operations
duning the first few years

The second stage would involve the recruitment of consultants to design the
organization structure for the Fund, prepare the operation manuals, and staffing
strategy  Infrastructure project finance requires specialized skills, and 1t would
behoove the Fund and the GSL to secure the consulting services of a financial
institution with experience and a track record 1n undertaking infrastructure project
finance Hopefully, some of the fund’s imtial contributions will include grant monies
to be used to secure technical assistance as needed to get the PSIDF up and running
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The terms and conditions under which the development banks would manage the Fund
would be set out in an admunmstration agreement between the GSL and the
development banks The manager of the Fund should be at the level of senior
executive vice president/deputy managing director

As the Fund 1s expected to deal with a number of relatively diverse infrastructure
projects, 1t will not be practical to maintain the necessary professional staff for
appraisal and supervision of all BOT projects The in-house staff in the Fund would,
therefore, be limuted to the core staff required for the appraisal and supervision and
financing operations

The Case of Pakistan

In Pakistan, the World Bank and other ODA co-financiers has established the Private
Sector Energy Development Fund (PSEDF) to extend loans to the private sector for
energy projects Total funds committed to PSEDF are $US 653 mullion Both the
grace period and the repayment period of these loans are attractive with the result that
a project’s debt service profile will typically be more commensurate with the long life
of power projects than would be feasible given commercial finance alone The Fund
1s administered by the National Development Finance Corporation (NDFC), the
equivalent of the DFCC or NDB of Sn Lanka

The Fund will lend up to 30 percent of the total cost of approved projects, but no
more than 50 percent of the foreign exchange costs Loans may have a matunty of
up to 23 years, with a grace period of repayments of up to 8 years Currently the
applicable interest rate 1s 14 percent '

Either firm commitments or indications of support have been received from

. The World Bank

. Export Import Bank of Japan

. U S Agency for International Development
. U K Overseas Development Admunistration

o Kreditanstalt fur Werderaufbau (KFW), Federal Republic of Germany

. Canadian International Development Agencies
o Government of the Republic of Italy
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The Hab River Project

The Hab Ruver Project 1s the most notable beneficiary of the PSEDF The Project,
a 1,292 MW o1l fired power station, comprised of 4x323 MW units, located at the
mouth of the Hub Ruver in Baluchistan, Pakistan, will be designed, constructed,
owned and operated by a limited hability company (the Project Company )

The Project Company will arrange for base financing to cover the estimated
construction costs, financing costs during construction and Project Company pre-
operating costs, e g, general and administrative costs, consumables, wtial fuel
supply, start-up costs and insurance The financing structure 1s set at 75 percent
committed debt and 25 percent commutted equity The PSEDF will provide
approximately 40 percent of the debt, which will be subordinate to the balance of the
debt (the Semor Debt) to be provided by export credit facilities and local and foreign
commercial loans It was anticipated that 42 percent of the equity would be
subscribed by offshore investors including members of the Group, who would provide
about 30 percent of the equity

The Project Company will enter 1nto a contract with Mitsut under which Mitsur will
commut to complete the design and construction of the Project for a fixed price within
an agreed schedule and agreed specifications The turnkey contract will require
Mitsu1 to satisfy PSEDF requirements, for example, concerning international

competitive bidding in respect of equipment to be purchased with loans from the
Fund

All revenues under the Power Purchase Agreement will be paid to an escrow agent
under the Escrow Agreement to which the Project Company, its lenders, WAPDA and
the escrow agent will be parties Under the escrow agreement, a Debt Reserve
Escrow Account will be established from revenues under the PPA, to be built up to,
and thereafter mamntained at a level equal to all project Company debt service
payments falling due in the following six months A standby loan facility will be
available from PSEDF to meet any shortfall in the Debt Reserve Escrow Account

It was agreed with the World Bank that the GSL would create a fund with the PSEDF

providing a special temporary fund (STF) to the project company with a fixed amount
from a standby facility made available by the World Bank for the following purposes

. Repair of the plant damaged due to political force majeure

. Payment of debt service if construction pertod 1s extended due to political
force majeure
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The World Bank has also indicated an interest in creating an extended co-financing
(ECO) scheme which would underwrite GSL’s foreign exchange habilities for the
project in the case of political force majeure

To date, the agreements for Hab River project have not been consummated Part of
the problem appears to be the large size of the project The "Lessons Learned" from
this experience 1s to avoid this problem by mmitiating a BOT program with smaller
projects
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Attachment B
Economic and Financial Analysis
THE COLOMBO STOCK EXCHANGE

This attachment on the Colombo Stock Exchange 1s intended to provide additional
information on

) A successful project intervention 1n the capital markets area

(1)  An example of policy reforms the government was willing to undertake 1n
support of a project
(m) The dynamics of the Sr1 Lankan equity market

The Colom tock Exchange Pnior to 199

To better appreciate the remarkable transformation that has occurred at the Colombo
Stock Exchange over the last two years, one should consider its condition prior to
1990 In 1985 the perenmally monbund stock market was reorganmized as the
Colombo Securities Exchange (It 1s now called the Colombo Stock Exchange, or
CSE) In 1987, the Secunties Council Act created, for the first time, a regulatory
body charged with ensuning orderly markets and protecting buyers of listed equity and
debt secunities The Secunties Council (now called the Secunties and Exchange
Commussion or SEC) also advises the government on the development of the capital
markets -

Operations on the Colombo Stock Exchange were mitially slow and cumbersome,
mainly because they were manual and paper-based This limited the efficiency and
timeliness of share transfers Even before the recent nise 1n trading in 1990 and 1991,
the CSE experienced settlement difficulties

Other, more daunting, problems were of a structural nature Many Sn Lankan
companies were unwilling to hst, thus limiting the supply of shares on the market and
reducing liquidity Interest rate and tax policies actually encouraged companies to
favor debt over equity financing Most of the companies which did list did not trade
actively, and there was little float in the market None of the brokers operated outside
of Colombo, and the services they provided to clients were imited Investment
research and portfolio management skills were virtually non-existent

The demand for shares was also severely himited The Sm Lankan public was
generally unaware of the potential benefits of investing in shares If aware, 1t
frequently lacked confidence in the market, and tended to prefer less nisky, albert
lower-yielding, bank deposits Institutional wnvestors, which should have been a
signmificant source of demand, were typically government owned, and served as

43



captives for low yielding (in real terms) government debt Foreign portfolio
investment was effectively eliminated by a 100 percent tax on purchased shares

The Exchange after 1990

Since then, the changes at the Exchange have been dramatic, both technically and in
terms of trading activity In other areas, particularly with respect to regulatory and
institutional development, the process has necessarily been more evolutionary In
1990, the CSE was the second best performer in the world after Venezuela and has
continued to appreciate strongly since then

Several government decisions were vital to the market’s "takeoff " The most
important of these occurred 1n 1990 In June of that year the government liberalized
foreign portfolio investment by abolishing the 100 percent tax on share purchases by
foreigners (subject to the limitation that their aggregate share holding not exceed 40
percent of the 1ssued holding)

Almost immediately, this triggered a surge in foreign interest in the market This
captured the attention of the CSE, the brokerage firms and the Sn Lankan investing
public, and led to a rapid nise in shares that had previously been undervalued
Officials at the CSE report that there are now over fifty foreign funds approved to
invest 1n the market

The government implemented other supportive measures as well For example, 1t
revised the capital gains tax on lListed shares, abolished the ad-valorem stamp duty on
shares, withdrew the withholding tax of 15 percent on dividends, and withdrew the
wealth tax on listed company shares

Progress on the regulatory front was substantial during 1991, though more remains
to be done The key amendments to the Secunities Act include the following

. The SEC was given responsibility for regulating unit trusts

. Responsibility for insider trading was put under the SEC  Previously, this
area was addressed in the Companies Act

. A takeovers and mergers code has been drafted, approved by the MOF and the

FTC, and 1s being reviewed by the Legal Draftsman It 1s expected to help
reduce 1nstances of "creeping” takeover abuses

Domestic Secunties Firms

Brokers and others readily admit that corporate finance 1s still not well developed 1n
Sn Lanka, but are interested 1n exploring its potential further Essentially, secunities
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firms earn all of their revenues from brokerage In response to the nsing trading
volume, these firms expanded rapidly during 1991 in terms of staff, business volume
and number of offices This would be the 1deal way of addressing the problem of
distnbuting shares outside of Colombo and 1s bound to sumulate more activity 1n the
stock market

Technical Developments.

The Central Depository System (CDS) went into operation on September 2, 1991

The share prices of all companies can be readily viewed on any of several terminals

The system also provides wnvestors with monthly account statements and information
generated by the CDS 1s sent to individual companies on an as-needed basis, for
example, when dividends need to be pasd Moreover, because the CDS records the
time sequence of trades as well as the identity of which brokers are transacting those
trades, the CSE has unprecedented ability to monitor insider trading

Supply of Shares

While demand for shares in Smt Lanka has grown steaddy, the supply, with the
exception of those created through privatization, has lagged The CSE 1s attempting
to encourage as many new companies as possible to list

As 1n other markets, Sn Lankan companies in deciding whether to list or not, must
consider the benefits and costs There 1s a direct fiscal incentive to list, namely, the
corporate tax rate in Sr1 Lanka 1s only 40 percent for listed companies, as compared
with 50 percent for private companies

The difficulties 1n getting companies to list 1n other emerging markets have been well
documented Generally, there 1s widespread reluctance to widen the ownership of
family owned and run companes for fear of loss of control Certain firms also fear
the disclosure requirements of being listed, especially in instances where they have a
history of underpaying their tax obligations In Sn1 Lanka as elsewhere these concerns
have imited new company listings and the availability for sale of shares held by
family members 1n existing listed companies

Another significant problem 1n Sn Lanka i1s the relative cost of debt and equity
finance After allowing for inflation, the net-of-tax real cost of debt has often been
negative (The easy availability of debt and poor debt recovery legislation are
additional factors favoring debt financing by firms ) Equity financing, on the other
hand, can be quite expensive

As other countries have demonstrated, some of the reasons for reluctance begin to

ease once prices on the stock market begin to increase However, an additional
constraint 1s often that the corporate finance skills needed to take a company public
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are as yet poorly developed Many companies are still poorly informed about both
the process and possibilities

Demand for Shares

Domestic brokers generally contend that foreign investors have been the driving force
behind the exchange during the last year They describe their domestic clients as
"speculative " That 1s, they do not invest on the basis of the fundamental value or
earnings potential of a firm Thus, to date they have seen little need to undertake
research on the market The result 1s that, with the exception of John Keells, Forbes
and Walker, and the Merchant Bank of Sr1 Lanka, local research 1s still not available
However, given the strong foreign interest in the market, there 1s a growing incentive
for local brokerage firms to develop these capabiliies And gradually that seems to
be happening The main constraint at this point 1s a severe shortage of trained
securities analysts

Institutional Investor.

Still mussing from the demand side of shares are domestic institutional investors The
largest pension funds 1n the country are the Employees Provident Fund (EPF) and the
Employees Trust Fund (ETF) These are still captive instruments of government
policy EPF 1s by far the larger of the two The labor commissioner estimates that
the EPF collects roughly 400 muilion rupees per month Currently, both EPF and
ETF 1nvest all their funds 1n exther treasury bills or government owned corporations

Although technically these funds could diversify, both are subject to directives from
the Ministry of Finance which basically determines investment policy To give an
1dea of how dependent the government 1s on the EPF, its director estimates that the
EPF funds 60 percent of the government deficit In that light, 1t seems unlikely that
the investment policy will be allowed to change soon Unfortunately, both funds eamn
a negative real return on their investments Obviously, this 1s unfarr to the
beneficiaries of these funds and ironically, the directors of both funds readily
acknowledge that the situation should change

There are some provident funds that pre-date the ETF and EPF, but compared to the
EPF they are very small Although there are about 150 accounts in total, the
aggregate inflow of funds per month 1s less than 100 million rupees Unlike the EPF,
these funds can 1nvest 1n high yield secunties but there are caveats to this Every
year, for example, the labor commissioner must approve the accounts to ensure they
are sound investments He notes that in the past there have been instances where
funds have been mismanaged

The government has recently begun to address the Exchange’s obvious need for
greater institutional participation, by passing legislation which permuts the formation
of unit trusts, which are expected to play an important role in generating demand
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Several firms, including the DFCC and Capital Development and Investment
Corporation, Ltd (CDIC), are applying for licenses to set up umt trusts The
incentives offered under the legislation include a five year tax holiday, no capital gains
tax and no withholding tax

Private insurance companies are just beginning to invest in the CSE but they are stll
small and subject to limitations on the percentage of paid in capital they are allowed
to commut to equity Meanwhile, the two largest insurers remain state owned and,
like the state pension funds, are captives of government policy with respect to their
investment decisions

Clearly, rules governing the investments of private sector insurance companies need
to be adjusted to allow more equity investment Public insurance companies can be
privatized, and the investment policies can also be changed to permit greater equity
in their portfolio

(d) Social Analysis

The thrust of this project 1s to promote economic growth, by creating a climate
facihtating pubhic/private partnerships to undertake infrastructure investments This
objective 1s compatible with the widely supported national development objective of
transforming Sr1 Lanka into a Newly Industrialized Country (NIC) by the year 2000,
and follows the sequence of reform that have contnibuted to creation of the current
market oniented socio-cultural setting

Sn Lanka has adopted policies which reflect a significant departure from earlier
decades, which were marked by heavy state involvement in the economy and extensive
nationalization of private investments The market policies first embarked upon at that
political turming point fifteen years ago, have been directed at disengaging the state
from 1ts dominant economic role The thrust of national policy today 1s promotion
of an increasingly larger role for the private sector, a philosophy now embodied 1n the
popular culture, and repeatedly confirmed 1n pronouncements of top political leaders
This now 1includes protection of property nights, limitation on government exercise of
eminent domain without adequate compensation, and legal mechanisms for dispute
resolution and orderly redress of grievances against the government

Government emphasis on the promotion of market-driven policies has been increasing

The programs for investment attraction conducted by the Greater Colombo Economic
Commission, and the Sn1 Lankan privatization program have resulted in new non-
traditional light industry being set up, and the divestiture of a wide range of largely
commercial enterprises, including the national bus company While there has been
resistance to these efforts in some quarters, for example among labor groups facing
reductions 1n the size and influence of their memberships, the public as a whole has

endorsed the program The political leadership has successfully justified these policies
to their constituencies
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S Lanka 1s a highly literate, articulate society with a sophisticated and well-informed
population, enjoying a vigorous and lively free press Most groups perceive the
existence of and participate 1n a reasonably open political system The population
expects their political leaders to justify and defend decisions taken by Cabinet 1n the
Parliament where they are subject to debate and questioning 1n a classic Westminster
style forum The parliamentary system, press freedom, and use of the electoral
process, are manifestations of legiimacy and popular consensus

The political leadership responsible for growth of the economy, face the daunting
challenge of coping with regional competition for new private investment from larger
countries offering attractive factor costs, established track records of rapid growth,
relauve political tranquillity, broader market access, lower cost and more reliable
support functions in transport, energy, communications, and the other utihities and
services that influence factory siting decisions by international businesses

Given general public support for the private sector-led economic development goals,
the BOO/BOT program enjoys widespread leadership sponsorship and endorsement
throughout the government Cabmnet has already approved the program A
Commuttee appointed by the Mimster of Industnies, Science and Technology has
drafted Guidelines for BOO/BOT implementation that have been endorsed by the
Industrialization Commussion  These Guidelines designate the Secretariat for
Infrastructure and Development (SIDI) within the Ministry of Policy Planning and
Implementation as the focal point for carrying out the program Key officials in the
line mimstries, and those concerned with capital market growth are all famihiar with
and supportive of BOO/BOT, and the compelling reasons for its adoption

These needs are widely acknowledged The public 1s fully aware that Sn Lanka 1s
suffering from inadequate infrastructure During the recent extended drought, power
outages occurred and the public generally came to understand that this resulted from
the fragility and insufficient capacity of the system In a country where there 1s a six
year waiting period for installation of a new phone, 1t 1s no mystery that major new
investments are urgently required 1n the telecommunications sector

Traffic congestion, accumulation of garbage in the streets, overcrowded public
transport, intermuttent shortages of key imported goods that need to transit through
overburdened ports, and lack of readily accessible water for irngation and domestic
uses, are increasingly becoming a familiar part of the public’s everyday experience
While everyone would benefit by the correction of these problems, public demand for
these improvements has been subdued, given generally widespread appreciation of the
fact that budget stnngency and lack of further borrowing capacity constrain the
government from making the requisite capital investments on a traditional donor-
financed basis Pnivate business willingness to undertake these investments 1s
therefore welcomed
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Private businessmen looking for markets and competitive advantage of factory
locations, and especially those government officials responsible for programs to induce
new investment, are aware of the urgency to expand the availability and improve the
performance of infrastructure services Therefore the linkage between the need for
new investment to halt the cntical erosion of services, and the potential of BOO/BOT
investments to respond to these requirements, has been established It 1s apparent that
infrastructure 1mprovements will encourage more rapid private sector growth
throughout the economy

Improved infrastructure in Sn Lanka will therefore become a nising tide that raises all
ships, and will offer a win-win rather than a win-lose paradigm, thus making 1t quite
unlikely that any major groups in the soctety will become adversaries of the program
Benefits for the government and public will accrue by avoiding costs of undertaking
projects not easily afforded, government and the public at large will benefit from
private delivery of investor-provided services This will result in a more efficient use
of government resources which can then be concentrated on more distinctively
governmental welfare and admunistrative functions

The downside adverse consequences likely to affect the public are transitory and
limited 1n scope to those individuals whose homes and businesses are 1n locations that
will need to be taken over by the government to provide access or construction sites
for the new infrastructure facilittes This will entail exercise of eminent domain,
acquisiton and compensation to the individual owners To date, GSL has
demonstrated 1ts ability to conduct such proceedings with transparency and equity
The Government has the legiimacy to present and defend the rationale that new
infrastructure investments are long overdue, and will result 1n a greater benefit to the
soclety while individual rnights wall be preserved

Beneficiary impact resulting from implementation of the project will be widespread

The 1mtial and most direct beneficianies will be the staff of SIDI, both existing
officials of the Ministry of Planning and Implementation that will be assigned to SIDI
and new employers and consultants who will be hired to undertake project activities

All of them will be exposed to the cost-conscious, market-driven concerns that
motivate business investment decision-making Consequently at the end of the project,
they will have valuable insights and appreciation of international business issues, and
knowledge of how major capital projects proceed 1n the private sector from concept
to completion This will certainly enhance their value as employees for future
employers, either in pnivate sector or government employment

The next significant group of direct beneficiaries will be managers and employees of
construction contracting firms, equipment and raw matenial suppliers, and the owners
and stockholders of these and other companies whose services will be employed to

build the BOO/BOT caputal projects that would not have been constructed without the
existence of the program
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Completion of these projects will add to the stock of full-time permanent jobs that will
contribute to reducing unemployment, as well as providing ’state of the art’ skills 1n
operating and maintaining the new facilites Women would be expected to have high
participation rates in the employment rosters of the newly established enterprises, 1n
the technical, administrative, service, managenal and professional positions

Another category of direct project beneficiaries are the men, women, and children
living both urban and rural areas, whose quality of life will be enhanced by improved
services 1n public transport, telecommunications, potable water, waste disposal, etc
This will include market women served by improved farm-to-market feeder roads, for
example

Yet additional beneficiary impact will be felt by employees, managers, owners and
stockholders of financial, accounting, nsurance, and related business service firms
that will contribute to and profit from the new business activity generated by the
project Other indirect beneficiaries are the merchants, store keepers, factory workers
and service employees of small and medium business establishments patronized by the
new employees for necessities of life for such needs as food, clothing, medicine,
shelter, transport, etc that the new capital projects workers and their families will
require

Another benefit to government under BOO/BOT 1s that with private investors, there
1s little likelihood of neglect of on-going maintenance, since the costs of spare parts
and service will be budgeted and controlled as an element in the commercial risk
being assumed by the owner/investors These costs will be built 1n to the tanff
structure, rather than being a recurrent government budget item that needs to be
addressed separately, and 1s so often given short shnift by hard pressed fiscal officers

With the private firm responsible for collection of tanffs, rents, user charges, and
other revenue generation, and particularly in those cases where these are collected
directly from users, the possibilities of large arrearage occurring and being tolerated
for political reasons are minimized Threat of demial of service to non-payers and
energetic pursuit of accounts payable will be lead to the adoption of more responsible
user practices

BOO/BOT 1s of course beneficial to the pnvate investors who are awarded concession
agreements under the program In most cases, franchise provisions will incorporate
either limited competition or market exclusivity, thus dimimishing the nsk of the
investment durning the duration of the amortization period In some sectors, there will
be “take or pay" or sirmlar arrangements, and assurances of foreign exchange,
assuring timely servicing of debt obligations

Clearly the beneficiary impact of improved services will be expenenced by members

of households throughout the entire income spectrum, and they will be widely
dispersed geographically New pnvate infrastructure investments will have clearly
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perceivable consequences not only directly during construction in new employment
generation, increased business for the raw matenals, parts, and service industry
suppliers, but will also result over time in encouraging broadly based new investment
in manufactuning, processing and services, which will increase productivity and
generate further quality of life improvements

In some cases, especially where services have been heavily subsidized by government
in the past, there may be some resistance to payment by end users of market-based
(higher) tanffs, reflecting the true costs of service delivery It 1s expected that public
awareness campaigns will help to clanfy the public understanding that those subsidies
provided in the past were akin to indirect taxes whose incidence 1s borne inequitably,
impacting most heavily on the poor

The way that the society adjusts to the undoubted increases 1n tanffs that will result
from BOO/BOT investments, will be sector specific, and are expected to be
manageable For example, a new toll road may not have to reflect 1n the individual
vehicle charge, the full capital costs of the new facility, if the concession agreement
1s so structured to permit the concession awardee additional revenue for commercial
or industrial real estate, leasing out of petrol sheds, snack bars and other amenities,
etc whose utilization would be increased and customer base "captured” by virtue of
its location on the tollway Alternative routes will remain available to those unwilling
to pay the tolls

With respect to the energy sector, the concession agreement can include "take or pay"”
compensation for installed capacity, additional revenue for actual gigawatts of energ
delivered to the grid, and special arrangements with respect to assuming all or a
portion of the fuel costs, so that the new faciity and the shifting of 1its costs and
benefits that 1ts commussioning will entail, can be phased 1n to the Ceylon Electricity
Board system and customer rate structure adjustments made in orderly fashion

Social consequences of each of the other BOO/BOT capital investments can be
managed 1n such a way as to maximize the beneficial impact on the economy, and as
required, to time-phase the adjustment period to permut users to incorporate the
changes 1n their own cost structures

All of the above should ensure that the new public/private partnership being forged
will be seen to have a favorable impact on virtually all facets of the society, and the
benefits from an improved and more reliable infrastructure will be widely diffused

Participation and Motivation

This project will have a cumulative number of participants  As individual concession
agreements are carried out, the beneficial results will be shared among the users of
the infrastructure facilites This will include, for example, motor vehicle operators
and passengers, domestic and commercial customers using telephones, energy, piped
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water, and passengers 1n all transport modes As descnibed above, the investments
which will be facilitated by this program would either not have occurred at all or
would have taken place much later

The avorded cost to government, and the assumption of commercial nsk by pnivate
investors for BOO/BOT projects, will release scarce government resources and
capabilities, permitting more attention to be paid to uniquely governmental functions
With private sector performing more efficiently in operation of the concession
services, and government having more resources, there will be general improvements
1n growth rates, degree of capacity utilization, and efficiency 1n resource allocation
felt throughout the economy As government subsidies dimimish, performance will
improve and St Lanka will become more competitive internationally

e) Environmental Analysis,

The environmental consequences of this project are inherent in the method of its
operation establishing a central government authority or focal point to review and
authonze detailed programs of private investors who will be undertaking construction
and operation of major infrastructure projects This will establish at the outset, clear
guidelines for all prospective investors that proposals being considered for possible
award of long term concession agreements, will have to conform fully with accepted
environmental standards

The implementing agency, SIDI, will incorporate in every project that it prepares for
tendering, an Initial Environment Examination (IEE) 1n the pre-feasibility studies that
1t will perform as part of each bid package Proposers will thus be put on notice that
full Environmental Assessments or Environmental Impact Statements will need to be
undertaken for each project during completion of the full feasibility studies which will
disclose the techmcal, administrative, economic and financial program and plans of
the proposers

By 1inclusion 1n their basic evaluation critena the requirement that all projects will be
scrutinized for environmental 1mpact, the requirement for proposers to address these
concerns will be built 1nto the basic operating procedure of SIDI This will assure
that no projects will be brought forward for consideration, that have not been
thoroughly vetted for environmental impact

An 1mportant feature of the project will be the establishment of a private sector
window, a facility by which businessmen on their own mmtiative, prepare and submit
proposals for Government consideration, rather than responding to invitations to bid
or propose SIDI intends early on to establish Terms of Reference guiding the
requirements which need to be met in these ursolicited proposals SIDI will stipulate
that all such proposals incorporate attention to environmental concerns
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The above features of the project address measures to minimize or avoid any potential
adverse environmental 1mpact 1n t the technical design and financial costing of projects
being submitted For example, 1f 1n the energy sector, a proposal 1s either solicited
or received for a coal-fired thermal electricity generation plant, the proposer would
be obliged to describe 1n detail souning of the fuel This would include an analysis
of 1ts potential for atmospheric pollution, mode of transport and unloading 1n Sni
Lanka, methodology for bringing the fuel to the boilers, and the systems to be
installed for mitigating by electronic precipitators, etc, any adverse content in stack
gases

Also included would be drawings and engineering details on the recording, control and
monitoring equipment and arrangements that would be put into place for on-going
government observation and oversight of its use

All construction plans for proposers will be required to include assessments of the
environmental impact likely to occur during both construction and operational phases
of the project, as well as onward plans for operation and maintenance

In most cases, these Environmental Assessments will be incorporated 1n the
submussions presented by proposers seeking approval and awards, and the
requirements for their incision will be spelled out 1n the performance specification and
critena for selection that will be the basis for the tender and evaluation procedure

The other positive environmental consequence of this project will result from the
additional investments 1n environment 1mproving projects such as solid waste disposal,
water supply and waste water treatment projects, one of the major sectors for which
private interest in undertaking infrastructure projects 1s expected These projects
would not be undertaken by Government and the program will facilitate these
investments to go forward encouraging the private sector to undertaken them Both
1n responding to invitations for bid, and 1n unsolicited proposals received, projects 1n
this sector will include leading edge technology from U S and other foreign firms that
have world-wide reputations for contributing to the state of the art 1n environmental
controls
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ANNEX 8 - TRAINING STRATEGY

Thus project will require the staff of the core Secretanat on Infrastructure Development and
Investment (SIDI) and the network BOO/BOT Liaison officers 1n the proponent line ministries,
not only to familianize themselves with operational procedures, but also be able to view the
overall program from a private investor’s point of view

Accordingly, a nigorous staff development training program will be conducted The training will
be multidimensional and practical, grounded 1n exposition of basic BOO/BOT concepts, and
illustrated with case studies from Sn Lankan and other country empirical expenience

The training will define fundamentals of private investment 1n infrastructure, 1dentifying key
factors which prevail urrespective of the sector, or contemporary economic conditions Trainees
will be made mundful of the need to sustain transparency, providing a “level playing field"
without favontism or prejudice

The underlying training theme will be defimtion of the differences between public sector
approaches to infrastructure investment characterized by donor financing and sovereign
guarantees, compared to market-driven considerations 1n private assumption of commercial nisk,
using non-recourse financing

The methodology for conducting the training program will be to hold a major, high-visibility,
intensive BOO/BOT Workshop shortly after start-up of the program, once the principal officials
have been designated and the office 1s fully operational ~After this kick-off program, there
would follow a regular series of shorter, workshops each comprised of particular topical modules
keyed as closely as possible to the imitiation of new program components

The start-up major workshop would include such commercial critenia of project feasibility as
financial internal rate of return (IRR), foreign exchange, inflation, and other country risks, cash
flow analysis including discounting future revenue streams to calculate present value, licensing,
insurance, tax, and other business expense analyses, business perceptions of government
approvals, legal comphance and dispute resolution matters

Subsequent topical workshops would be keyed to particular functions to be performed by SIDI
including project design and formulation, prioritizing and rank-ordering (using shadow pricing,
social discount rates, and other forms of opportunity cost calculation), tendering package
preparation, program and project marketing techniques, proposal evaluation and award methods,
and technmiques of negotiation



Training/Workshop Plan for Life of Project (LOP)

(383-0118)
Project Component LOP Tramning LOP Project
Uus | TC |IC Traiming Fund
(US$ 000)
1 Pnivate Infrastructure Network 12 106 60 171
2 Public Awareness - - 125 25
3 Marketing 02 |04 75 57
4 Pnvate Sector Window 02 10 25 &3
TOTAL 16 |20 |285 336

* Please note LOP Training indicates number of persons trammed Includes Foreign Exchange

and Local Currency for LOP

US Training - 04 persons 1n groups of two will participate in workshops of 3 weeks

per year during LOP (3 years)
- On-the-job training for 3 weeks for 4 persons during the LOP

TCT - On-the-job tramning for 2 weeks for 20 persons during LOP

IC - 285 persons will participate 1n Boo Bot workshop

organized during the

Us - Umted States
TC - Third Country
IC - In Country
LOP - Life of Project

LOP

11 workshops will be
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ANNEX 9 - 600 CERTIFICATION

CERTIFICATION PURSUANT TO SECTION 611(E)
OF THE FOREIGN ASSISTANCE ACT OF 1961, AS AMENDED

I, Richard M Brown, the principal officer of the Agency for International Development in Sni
Lanka, having taken into account, among other things, the maintenance and utilization of
projects 1n Sn Lanka previously financed or assisted by the United States, and the technical
assistance to be provided under the Project to further the country’s capacity to maintain
equipment and support economic growth, do hereby certify that i1n my judgment, Sn1 Lanka has
both the financial capability and the human resources to maintain and utilize effectively the
capital improvements and facilities to be financed 1n the four prionty sectors as identified in this
proposed Sri Lanka Promotion of Private Infrastructure Project

This judgment 1s based upon the project description and analyses as detailed in the Sr1 Lanka
Promotion of Private Infrastructure Project Paper and 1s subject to the conditions imposed

therein
~
o e —

Rithard M Brown
Director, USAID/Sn Lanka

Ao /52

¥ Date
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ANNEX 10 - WAIVERS
Waiver Control No 383-92-016
ACTION MEMORANDUM FOR THE DIRECTOR

Through DD George Jo
From PRJ William ers

Subject Source/Onigin Waiver for Project Procurement of
Right-hand-drive Vehicles

Date September 1, 1992

Problem Your approval 1s required to authonze a source/ongin waiver from Code 000 (the
U S ) to Code 935 (Special Free World) for the procurement of two sedans and two 4-WD,
Right-Hand-Drnive, air-conditioned vehicles costing approximately U S $45,000 (exclusive of
transportation costs) These vehicles are part of the commodities being procured under the
Promotion of Private Infrastructure Project and are to be used in connection with the technical
assistance and other support provided to the Ministry of Policy Planning and Implementation’s
Private Infrastructure Unit

(a) Coooperating Country Snn Lanka

(b) Project Name & Number Promotion of Private Infrastructure
(383-0118)

(¢) Nature of Funding Grant
(d) Description of Vehicles Two sedans and two 4-WD, Right-Hand-Drnive Vehicles

(e) Value U S $45,000
(exclusive of transportation costs)

Discussion A source/origin waiver 1s being sought for the purchase of the above mentioned
vehicles under the Promotion of Private Infrastructure Project This procurement 1s being
conducted 1n accordance with procurement procedures set forth in AID Handbook 11,
Chapter 3

The vehicles are urgently needed 1n order to accomplish the transportation requirements for the
Promotion of Private Infrastrucutre Project They will be used by the AID financed technical
assistance team, consultants and the staff of the Secretariat on Infrastructure Development and
Investment (15 full-time staff) to carry-out the activities described 1n the project paper They
will also be used to provide the transportation support for the 261 person-months of short term
technical assistance planned under the project The GSL 1s dependent on USAID funds for
financing these vehicles given its serious budget constraints and the fact that the FY 1992 budget
does not include any provision for these vehicles Without these vehicles work will be seriously
hampered

The authonzed Geographic Code for this procurement 1s Code 000 (the U S ) Vehicles with
right-hand drive are not available from the authorized Geographic Code and therefore a
source/ongin waiver 1s required to permit procurement from Geographic Code 935 countries

\E°



Right-Hand-Drive vehicles are required mainly for road safety considerations This category
of light-duty nght-hand drive vehicles are generally not manufactured in the U S In addition
ready availability of spare parts and servicing facilities is specially important as the vehicles are
to be used on very poorly maintained roads Due to the extremely warm and humid weather of
Sr1 Lanka plus dirt on the road and in the air these vehicles require air-conditioning to maintain
both the health and productivity of project personnel

The vehicles will be subject to the conditions established by US A 1D 1n 1its new Maission
vehicle policy

Justification and_Authority Pursuant to AID Handbook 1, Supplement B, Section 4C2d(1), a
waiver of source-origin from Code 000 to Code 935 1s justified when ‘circumstances which may
ment waiving the requirement are (a) inability of U S manufacturers to provide a particular type
of needed vehicle, e g , Light weight motorcycles, right-hand drive vehicles, or (b) present or
projected lack of adequate service facilities and supply of spare parts for U S manufactured
vehicles" The waiver of source/origin requirements 1s justified for the two reasons given
above Chapter 4C2a(5)(b) of Handbook 1B states that the Mission Director may make a
determination that air-conditioning 1s justified taking into account the climate in which the
vehicles will operate, the capabilities for servicing air-conditioning equipment, and the need for
austerity and economy 1n project accomplishment

Under Amended and stated Delegation of Authority dated August 9, 1991 from AA/APRE to
Mission Directors in the Asia Region, and in accordance with the critenia prescribed 1in AID
Handbook 1B, Section 4C2, you have the authority to waive source/origin requirements and
approve air-conditioning for AID-financed project vehicles By your approval of this waiver,
you will be certifying that "Exclusion of procurement from free world countries included 1n
Code 941 would seriously impede attainment of the U S foreign assistance program"

Recommendation Based upon the justification presented above, 1t 1s recommended that you
approve the requested source/origin watver from AID Geographic Code 000 to AID Geographic
Code 935 and permut the procurement of four air-conditioned vehicles

i
Approved
Disapproved
Date &[ ﬁL / gL
Clearances

PRJ MWyesinghe [:{ﬁlD Date_®/21]a2

PRJ AlJayatileke 4ﬁ Date_%/21 |9+

CTR AAkers Date ANTZ—
RLA ISmyer L/aa Date g!\//

PRJ W] dm/08/21/92



Legal Prerequisites for BOO and BOT Projects in Sr1 Lanka

INTRODUCTION

The principal reasons that lead governments to enter into BOO/BOT contracts with
private-sector sponsors, both local and foreign, are well known These days, many
governments sumply lack the money or access to credit that major infrastructure projects
require By their very nature, BOO/BOT projects seek to harness the profit motive of the
private sector for the public good The challenge for both governments and private-sector
sponsors 1s to structure BOO/BOT projects 1n such a way that hamessing can occur That 1s,
such structuring must, first, identify the individual needs of the parties to the project and,
second, protect those needs in an implementation document and appropnate supporting
documents, and this must all be done within the context of the host country’s legal and
regulatory regime

Generally, 1t 1s not difficult to 1dentify host government’s needs -- the public purpose
intended to be achieved by a proposed BOO/BOT project For example, the country may
need a modermized port to more effectively compete with more advanced ports in the region
Or, the country may need an improved road or highway to open up the interior Perhaps the
host-country need most typically addressed by BOO/BOT projects 1s for more electrical
power, more effectively distnbuted more power-generating plants, improved transmission
facilities, or even more dams A need which many countries have today ts a modernized

telecommunications system, and they are wncreasingly considering BOO/BOT projects to meet
that need

Similarly, 1dentifying the needs of the pnivate-sector sponsor and its commercial lenders 1s
generally not difficult They need several things Typically, the private sponsor organizes a
private "project company,” usually comprising construction and engineering companies and
equipment suppliers as partners or shareholders, to implement the project The project
company must have reasonable assurances that, over the project’s titmespan and before 1t 1s
formally transferred to the government, the project company will be able to recoup its costs
and realize the projected return on its investment

Financing for BOO/BOT projects 1s typically provided by commercial lenders, frequently
backed by export credit guarantee agencies such us the U S Export-Import Bank and
multilateral financial insututions such as the World Bank These lenders need to have their
loans secured, and this can be a problem because such financing 1s almost always on a
‘non-recourse” basis This means that the lender s security lies not with the host government
or the individual participants 1n the project company, but with the assets of the project



company ttsetf, such as whatever real estate, host-government guarantees, performance
bonds, and plant and equipment the project company has managed to obtan

Vanious strategies have been pursued by lenders to BOO/BOT projects to address their need
for security For example, project revenues are frequently collected and held 1n escrow
accounts which are outside the control of the project company Payments from such accounts
are made according to instructions and priorities which usually require that semor debt
service be paid before any distnibutions to project company shareholders are made Also,
payments on performance bonds, supplier warranties, or other wmnsurance contracts can be
assigned to a trustee for the benefit of senior lenders In some projects, the stock of the
project company 1s pledged to senior lenders under terms which permut them to step in and
replace management 1f the project fails to meet specified performance objectives In some
cases, lenders and export credit agencies succeed tn obtaining the equivalent of
host-government guarantees in the form of, for example, standby subordinated loan facilities

With the foregoing considerations 1 mind, the question to be addressed n this section of the
consultant’s report 1s whether the existing Sn Lankan legal regime will permut BOO/BOT
projects to be structured so as to protect both the interests of the GSL and the potential
project sponsors and their lenders and, at the same time, facilitate the implementation of the
projects We conclude that the answer to both questions 1s in the affirmative with the
proviso that, where changes 1n the legal regime are indicated, they be made in accordance
with the procedures set forth below

I Review of Legal Relationships Currently Governing Potentral BOO/BOT Projects in
Sr1 Lanka

There are four general categories of S Lankan law which must be considered when one
seeks to assess whether the legal regime 1s adequate to support BOO/BOT projects They are

(a) laws of general application to commercial activities, (b) laws governing specific sectors of

the economy, as authonized by State Industrial Corporations Act No 49 of 1957, (c) laws on
investment incentives, and (d) the Constitution

The major laws of general application to commercial activities are these
* Companies Act No 17 of 1982
* Inland Revenue Act No 28 of 1979
* Exchange Control Act

* Land Acquisition Act No 9 of 1950



* Industnal Promotion Act No 46 of 1990
* Various Bi-Lateral Investment Promotion and Protection Treaties

* Vanous Bi-Lateral Treaties against Double Taxation

The major laws governing specific sectors of the economy, as authorized by State Industrial
Corporations Act No 49 of 1957, are these

* Ceylon Electricity Board Act No 17 of 1969
* Transport Board Law No 19 of 1978
* Sn Lanka Ports Authonity Act No 51 of 1979

* Water Resources Board Act No 29 of 1964

* Industnal Estates Corporations (established by State Industrial Corporation Act No
49 of 1957, with functions transferred to the Industrial Development Board by the
Industrial Development Act No 36 of 1969)

* Road Development Authonity Act No 73 of 1981

* Sn Lanka Telecommunications Act No 25 of 1991, which repealed
Telecommunications Ordinance No 50 of 1944, established corporation "Sn Lanka
Telecom™ under Section 2 of State Industnial Corporations Act No 49 of 1957, and
transferred telecom functions to Sr1 Lanka Telecom

The law governing investment incentives 1s Greater Colombo Economic Commission Law

No 4 of 1978, supplemented by GCEC Regulations No 1 of 1978 as amended, and GCEC
Regulations No 1 of 1991

The constitution provision of most tmportance to potential BOO/BOT projects 1s the 13th
Amendment, 1987

None of the four categonies of laws, nor individual laws within the categones, exclude
private-sector participation or BOO/BOT projects Indeed, as regards state corporations, all
of them are specifically authorized to delegate their powers 1n a manner which is best
calculated to achieve their statutory objectives This includes delegation to the private
sector As we said 1n the Introduction, the challenge for both the GSL and the private-sector
promoter of BOO/BOT projects will be to legally structure the proposed project so that 1t fit
it comfortably within the matnx of laws and regulations which govern the economic sector of



the project

BOQ and BOT wn Sr1 Lanka How would a project Advance?

A useful way to illustrate this process 1s to consider a hypothetical BOO/BOT project to
build a toll road 1n Sn Lanka The promoters and GSL would have to review all of the laws
of general application to commercial activity in hght of the proposed legal structure of the
project itself For example, they would have to --

* select the most appropnate legal structure from those permutted by the Companies
Act-- public corporation, private corporation, partnership, or joint venture,

* take 1nto account the taxation provisions of the Inland Revenue Act as they might

be modified or expanded by separately negotiated investment incentives provided by
the GEC Act,

* determine how the provisions of the Exchange Control Act would affect the
project’s operations and chances for success, and

* review the provisions of relevant bi-lateral investment promotion and protection
treaties and double-taxation treaties, 1f any exist between the GSL and the home
countries of the private-sector promoters

However, unlike promoters of other BOO/BOT projects, those 1n our hypothetical case
would also have to pay strict attention to the Land Acquisition Act If the project could not
acquire the land 1t needs to build the toll road, there will be no project

Simularly, when our hypothetical promoters turn their attention to the laws of specific
application to the sector of their interest, they will be particularly interested in the provisions
of the Road Development Authority Act If any of this Act’s provisions would impede the
activities of the proposed toll road project, the project’s promoters, both private- and
public-sector, would have to consider how the Act might be approprately amended (more on
this subject below)

We have already noted that the project might benefit from the provisions of a separately
negotiated agreement with the GCEC Tax holidays and exemption from import duties, for
example, might mean the difference between success and failure for the project The
promoters might also wish to determine whether the entire route of the proposed toll road
could be designated as a “"licensed zone" or “licensed enterpnise” within the terms of the
GCEC Act, thereby making the project eligible for additional incentives and benefits



Perhaps the most important inquiry of our hypothetical promoters would be to determine how
the proposed toll road would be affected by the 13th Amendment to the Constitution Articles
154A to 154T of the Amendment established eight Provincial Councils and devolved upon
them certain subjects over which they have exclusive jurisdiction (Ninth Schedule, List I,
largely regarding local law enforcement), and certain powers which they share with the
central government (List III, largely regarding advisory matters in fields such as education
and agriculture) List I covers matters over which the central government has exclusive
authonty national defense, foreign affairs, monetary policy, foreign trade, ports and
harbors, aviation and airports, and (of vital importance to our hypothetical promoters)
national transport This constitutional tnquiry would proceed as follows

Ninth Schedule, List I, Paragraph 18, reserves for provincial control "  rights 1n or over
land, land tenure, transfer and alienation of land, land use, land settlement and land
improvement, to the extent set out in Appendix II “ Appendix II concerns land and land
settlement It reaffirms provincial control of matters pertaining to land, with several key
exceptions For example, with respect to state land "required for the purposes of the [central]
Government 1n a Province®, the central government, after consultation with the Provincial
Council, may use the land

What might such a central government purpose be? Appendix III, List II, under "National
Transport," states that the central government shall have exclusive control of "[h]ighways
declared by or under law made by Parliament to be national highways

To summarze, then, private-sector promoters of specific BOO/BOT projects and the GSL
must, first, decide how to legally structure the project so as to best achieve 1ts objectives
and, second, formulate a rational way to fit the chosen legal structure into the context of all
applicable laws so that 1t can survive legal challenge In our hypothetical case of the toll
road, 1t would be critical that the legal structure of the project be one that brings it within the
13th Amendment’s definition of "national highways " This might be done via an amendment
to the Road Development Authority Act which specifically designated the toll road a
“national highway “ Failing this, the project might well fall victim to provincial and other
local roadblocks

O Sector-By-Sector Review of Acts Authorized by State Industrial Corporations Act
No 49 of 1957

This Act (Vol I, Legislative Enactments of the Democratic Socialist Republic of St Lanka,
Revised Edition 1990, at page 112 cited as III/112) authonzed the central government to
establish and capitalize state corporations for carrying out certain national objectives that had
been previously implemented by corporations established under the Government-Sponsored
Corporations Act The new state corporauions were empowered to acquire, lease, and sell
property, but not “immovable * property unless they first obtained approval by the



government The state corporations were given exclusive authornty over their respective
sectors

Section S (2) of the Act gave state corporations the power to do anything necessary for, “or
conducive or incidental to," the carrying out of their objectives They can mortgage any of
their properties so long as they do not borrow or guarantee payments which exceed
previously prescribed limits as set by the central government Ostensibly, State corporations
pay regular corporate income taxes Our concern is whether the several Acts establishing
state corporations in the country’s major economic sectors have, in fact, carred out the
mandate of Section 5 (2) of the State Industrial Corporations Act to affirmatively authonze
contracting with the private sector If so, then amending any particular Act to accommodate
BOO/BOT contracts should be relatively easy in that such amendments would not introduce
an unfamihiar pnivate-sector philosophy into Sn Lankan law

Brief looks at some of the major state corporations show that the Section 5 (2) mandate has
been implemented in the establishing legislation

Ceylon Electricity Board Act No 17 of 1969 (XVII/31) Section 58 captures the open and
non-restrictive nature of these Acts It provides that ‘[alny company or other body of persons
may, notwithstanding anything to the contrary in any wntten law or instrument relating to uts
functions, enter into and perform or carry out all such contracts and agreements with the

Board as may be necessary for the performance of the duties and exercise of the powers of
the Board “

Transportation Board Law No 19 of 1978 (XVLI/89), as amended by Law No 6 of 1981
(supplement to 1/258) This law covers inland transport of all kinds, including automobiles
railroads, water traffic, boats, launches, and various taxes on transportation It supervises
regional transportation boards, which provide bus and ferry services (Bus transport was
recently consolidated and privatized ) Section 8 (1)(1x) of the law confers on the Board the
power to enter into and perform, directly or through agents, all such contracts as may be
necessary for the performance of its duties and the exercise of its powers Section 8 (1){x1v)
gives the Board general powers to take all legal acts to perform its functions

Sr1 Lanka Ports Authority Act No 51 of 1979 (X/232) The Act gives the Authonty the
power to develop and regulate the activities of the ports of Colombo, Galle, Trincomalee,
and any other port that the government may specify Section 7 (1)(m) permuits the Authority
to enter 1nto any contract necessary to carty out its mission

Water Resources Board Act No 29 of 1964 (XI/224) The Act gives the Board the power
to control, develop, conserve, and utilize water, to provide for reforestation, to construct
imgation systems, to provide for drainage and flood control and hydropower The Board 1s
advised by an interdepartmental advisory committee While there 1s no language 1n the Act
specifically permutting the Board to contract with the private sector, it may be assumed that
such contracting 1s permitted, an opposite conclusion would run counter to the general



practice adhered to 1n other such Acts and violate the openness common to them all

A subject that would have to be addressed by the promoters of BOO/BOT projects in the
water resources area Is that of water rights Sn Lankan law 1s silent on the subject of the
priority which various segments of the population -- farmers, homeowners, industry -- have
to water Legislation 1n this field, probably as an amendment to the Act, would have to
precede any major water collection and distnibution project

One corporation established by the Act was the Industnal Estates Corporation, which
subsequently had 1ts functions transferred to the Industrial Development Board by Section 54
of Industnal Development Act No 36 of 1969 (IX/101) By their nature, industnal estates
serve the pnivate sector

Road Development Authority Act No. 73 of 1981 (supplement to II/350) The Authonty
established by the Act carmes out integrated road planning for the GSL Section 9 (e) permuts
the Authority to "enter 1nto, perform or carry out, whether directly or by way of joint
venture with any person inside or outside Sr1 Lanka, all such contracts or agreements as may
be necessary for the purpose of carrying out any road development project or scheme
approved by the Government "

Telecommumcations Ordinance No 50 of 1944 (XVI/23) As discussed above, this Act
was repealed by the Snn Lanka Telecommunications Act No 25 of 1991, which, in February
1990, transferred telecom functions to a new state corporation, Sr1 Lanka Telecom, which, in
turn, began operations 1n September 1991 Sn Lanka Telecom has the official mandate to
develop telecom throughout the country and would be-the official partner in any BOO/BOT
project 1n this sector

Two other Acts, both related to the tourism and hotels sectors, deserve mention Tourst
Development Act No 14 of 1968 (1X/256) established a Tourst Board that may acquire
land under the Land Acquisition Act, 1t also has junisdiction over specially designated
“National Holiday Resorts * Ceylon Hotels Corporation Act No 14 of 1966 and No 8 of
1970 (IX/291) set up a state corporation which was recently prnivatzed, with 20% retained
the GSL and 80% being sold to the public

I Some Comments on Laws of General Application to Commercial Activity

The Companies Law 1s based on the familiar Bntish and Commonwealth model and
constitutes a comprehensive legal framework for private sector business

Effective dispute resolution procedures are essential 1n any legal system whose objectives
include the encouragement of private investment S Lanka has adopted the United
Nations-sponsored regime for the recogmtion of arbitral awards and permuts arbitration 1s a
wide range of fora, including the World Bank’s International Centre for the Settlement of



Investment Disputes (ICSID) These actions are extremely important to potential foreign
1nvestors

The Land Acquisition Act, previously discussed, permits the GSL to take land for public
purposes It provides both a method for valuation of land and a mechanism for aggrieved
landowners to appeal takings

The Inland Revenue Act and the Exchange Control Act are typical of such acts found 1n
Commonwealth countries They do not prejudice nor prohibit the private sector and would
not, of themselves, impede BOO/BOT projects

IV Some Comments on Investment Incentives

The Greater Colombo Economic Commussion (GCEC) governs this area Its junisdiction
extends to 1ts "Area of Authornity" (greater Colombo), "licensed zones," and "licensed
enterprises " It 1s governed by a five-member Board of Directors, which 1s headed by a
Duirector General

The GCEC may contract with any government agency or any "person “ Arbitration of
investment disputes 1s in ICSID unless otherwise agreed by GCEC and private parties

GCEC has spectfic authority to take all acts necessary to obtain the objectives of the GCEC
Act, which 1s to promote foreign investment It may acquire land, lay out industnial estates,
and enter into agreements with enterprises The Law states that the GCEC "shall have the
power to enter 1nto agreements with any enterprise 1n or outside the Area of Authonty, and
grant exemptions from [specified laws] or vary the application of any such laws, to such
enterprises 1n accordance with such regulations as may be made by the Minister * All such
agreements must be in wnting and registered with the GCEC

The GCEC may make 1ts own rules and regulations To quote the GCEC’s own Foreign
Investors’ Guide

"The fiscal incentives and other concessions granted
to foreign investors depend on the type of Agreement
which the enterpnise has entered into with the GCEC
The principal source of these incentives and
concessions 1s the Inland Revenue Act as vaned by
the (GCEC] Law and the Regulations made under the
Law The fiscal incentives and concessions
currently 1n force under the Inland Revenue Act

are clearly set out 1n the booklet Tax Incentives and
Fiscal Policies (1991) for Promoting of Investments,
1ssued by the Minstry of Industnes, Science and
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technology

V Recommended Approach to New Legislation, When Needed

Because the existing framework of Sr1 Lankan law already provides a relatively cordial
environment for the private sector, proposed BOO/BOT projects may require no additional
legislation to proceed Whether or not additional legislation 1s required will, of course,
depend on the nature of the proposed project and its legal and financial structure That
structure, 1n turn, may well be determined, at least in part, after the sponsors of the project
have reviewed the relevant laws and arrived at a preliminary decision on how to proceed

But even if the sponsors decide that the existing legal framework 1s adequate for their
purposes, they may well wish to have some "legal insurance” in the form of amendments to
the relevant state corporation law There are two basic reasons why this might be desirable

1 To minimize the likelihood of future legal challenge,
the sponsors might wish to make quite explicit that
their BOO/BOT project 1s permitted by S Lankan law,
and that where the project may conflict with existing
law, the project’s legal requirements will prevail

2 To have on the "official record” the fact that the
project has the formal support of the GSL

Only 1n the most unusual cases should the sponsors of the project seek the enactment of a
separate Act authonzing the project A political reason for this recommendation 1s that the
introduction of new legislation would afford opponents of the project specifically and
opponents of privatization generally a welcome opportunity to reopen past debates about the
GSL’s 'selling the country to foreigners " A practical reason for this recommendation lies in
the nature of the Snt Lankan legislative process itself

Unlike other Commonwealth countries, the Constitution of Sri Lanka combines elements not
only of British common law, but also of Roman-Dutch law, civil law, and Jocal customary
law One result 1s that the constitutionality of any bill introduced 1n the Parliament must be
determine 1n advance of its enactment See, generally, Articles 120-126 of the Constitution
Once bills become law, their constitutionality cannot be questioned This process reverses the
usual practice in which the constitutionality of legislation may be legally challenged only
after its enactment 1nto law

In determining a bill's constitutionality, the Supreme Court must inquire whether 1t would
contravene the provistons of Lists [ II, or III of the 13th Amendment to the Consutution,
regarding matters reserved to Provincial Councils, or reserved to the central government, or
concurrently handled by the Provincial Councils and the central government



With respect to some bills, the Supreme Court s role 1s restricted to determimng whether 1t
should be passed by a "special majonty” (2/3 of the vote) or referred to the voters in a
referendum

Therefore, to avoid the uncertainties inherent in the foregoing process, the mtroduction of
new free-standing enabling legislation for BOO/BOT projects should be avoided Where the
sponsors think that new legislative language would be helpful, such language should be
offered 1n the form of amendments to existing legislation, the constitutionality of which has
been assured

VI Some Encouraging Indications for the Future

Perhaps the GSL’s determination to modernize its commercial laws and facilitate private
investment 1n 1its infrastructure can best be seen 1n Sn Lanka Telecommunications Act No 25
of 1991, which 1s mentioned above The GSL wants to expand its telephone capacity from 1ts
current base of 350,000 hines to 750,000 lines by 1995-96, an objective whose cost will be
far beyond the capacity of the government Consequently, the GSL established Sn Lanka
Telecom and gave 1t the necessary authonty and flexibility to not only meet the near-term
objectives 1n the telecom field but also to handle longer-term expansion Sn Lanka Telecom
was also given authorty to set up a regulatory regime 1n the telecom field, a matter whose
importance will increase in direct relationship to the increase 1n pnivate-sector investment in
the field

Specifically, the key provisions of Sn Lanka Telecommunications Act No 25 were these

* Section 72 Repeals Telecommunications Ordinance No 50 of 1944 This ordinance
was obsolete 1n that 1t dealt principally with outmoded technology and was a totally
inadequate framework for modern telecommunications

* Section 5 (x) Vests broad powers 1n a new Director General of Telecommunication
(the "Authonty") to implement the Act These powers include blanket authority "to
do all such  acts which may be incidental or conducive to the attainment of the
objects of the Authority or the exercise or discharge of his powers and duties under
this Act *

* Section 17 (1) With minor exceptions, requires anyone operating a
telecommunications system to obtain a license from the Authonty This section
spells out the conditions and procedures for obtaining a license and constitutes the
imtial quasi-regulatory framework for the sector

* Section 28 Prescribes a progressive, humane, and efficient way to handle the
staffing and personnel 1ssues which inevitably anse when official bureaucracies are
eliminated or restructured [t deserves quotation at some length



staff, ensure that the new corporation, Sr1 Lanka Telecom, has experienced and motvated
staff, and minimize bureaucratic opposition to needed changes

Interviews with Messtrs A de Z Gunasekera, Secretary, Ministry of Posts &
Telecommunications, and P K Wickramarachi, Managing Director, Sr1 Lanka Telecom,
confirmed the GSL’s overall strategy 1n the field and provide a model that could apply in
other sectors of the economy Mr Gunasekera said that any BOT/BOO project 1n the telecom
sector would be between the project company and a subsidiary of Sr1 Lanka Telecom
organized specifically to represent the GSL’s interests The Secretary also indicated that it
was his intention to eventually privatize Snt Lanka Telecom through the sale of shares on the
Colombo Stock Exchange (Of course, the Corporation would first have to be restructured as
a private share corporation )

VYII Summary and Conclusions

This secuion of the consultant’s report has considered several legal aspects of BOO/BOT
projects

We looked first at the needs and requirements of the vanious participants i such projects
Among these are the needs of the host government to provide major new infrastructure in a
time of limited resources In short, having to provide such infrastructure and not having the
money to pay for 1t, the host government decides to invite private-sector participation

in the project, using the BOO/BOT mechanism The host government must be assured that
the project will be implemented on time and 1n an efficient manner, and that the project’s
benefits to the people will be realized 1n a politically acceptable manner The legal regime of
the host country must be one which permits, even encourages, these results

For 1ts part, the project sponsors’s needs are to recoup 1ts costs and reahze its projected
return on 1ts investment The governing legal regime must also permut this to occur

Finally, the project’s lenders -- the commercial banks and any participating multilateral
financial institutions and export-credit guarantee agencies -- need to have their loans secured
A legal system which 1s flexible enough to permut this to occur -- and also permit the
extension of facilities approximating but not actually constituting government guarantees -- 1S
1deal

We looked next at the four relevant categories of Sm Lankan law to explore whether they
would help or hinder BOO/BOT projects These were the laws of general application to
commercial activities, laws governing specific sectors of the economy, the law governing
investment ncentives, and the Constitution Overall, we concluded that none of the relevant
laws 1n these categories would be hostile to BOO/BOT projects Specifically, the vanous
state corporations, which govern specific sectors ot the economy, are affirmauvely
authorized by their establishing legislation to use whatever commercial means as are



“[Tlhe following provisions shall apply in
relation to the employment in the Corporation
[Sn1 Lanka Telecom] of public officers in the
Department of Telecommunications --

“(a) every public officer of the Department
not being any such officer 1n a transferable
service of the Government  shall, before
the transfer date, give notice in writing to
the Director of Telecommunications that such
officer intends, on the transfer date, --

"(1) to continue tn office as a public
officer of the Department,

(1) to retire from the public service and
become an employee of the Corporation if,
being a pensionable officer of the
Department |, he would on that date have
had not less than ten years’ pensionable
service, or

“(11) to leave the public service and
become an employee of the Corporation 1f,
being a penstonable officer of the
Department , he would on that date have
less than ten years’ pensionable service,

or

“(1v) to leave the public service and
become an employee of the Corporation 1f
he 1s a contributor to the Public Service
Provident Fund |, or

"(v) to both retire or leave the public
service and not become an employee of the
Corporation,

“(b) a notice given to the Director of
Telecommunications before the transfer date
by a public officer of the Department under
paragraph (a), shall be final “

The foregoing menu of employment options 1s an enhightened way to eliminate unnecessary
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PURPOSE

The SIDI unit of the Ministry of Policy Planning and
Implementation will be the main Host Country Implementing
Agency of the Public-Private Partnership in
Infrastructure Development Project The purpose of the
review was to assess the adequacy of the Administrative
capability and Financial Management procedures of the
SIDI unat

ORGANIZATION

(A) Leqal Status

The SIDI unit approved by the Cabinet on July 15th, 1992,
within the Ministry of Policy Planning & Implementation
wlll serve as the focal point for the Private Sector
Participation 1in the Infrastructure Development program

It wi1ll be headed by a Director General (Dr P
Ramunujum, who 1s also the Director, Co-ordination &
Evaluation of the Ministry of Policy Planning &
Implementation), wi1ill work 1n close co-ordination with
the line ministries/agencies concerned and be responsible
for overseeing and monitoring the program

OPTIONAL FORM NO 10
(REV 1-80)
GSAFPMR(41CFR) 101 11 6
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SIDI will be responsible to the Infrastructure

CE wivpus ©  Suw—cumuiicese wblo uwile Louusllisatizatbloil
Commission The sub-committee comprises of Mr Asocka
Gunasekera, Secretary Ministry of Post &

Telecommunication as the Chairman, Dr P  Ramunujum,
Director General of SIDI, Mr Anton Wij)egunawardena,
Representative from the Private Sector, Mr D N
Thurairajah, Attornet-At-lLaw, and Mr G L Perera,
Director G C E C

A copy of the Guidelines approved by Cabinet, and the
Policy Statement on Private Sector Participation 1in
Infrastructure Development 1ssued by the Ministry of
Policy Planning & Implementation are 1n the official
files

(B) Organization Structure

The proposed Organization Structure of SIDI 1s given
below

Director General
Dr P Ramunujum

Director Director Director
Operations Projects Admin & Co-ordination
Mr E H Dissanayake

|

2 Project Officers . ]

Finance Officer 2 Draivers

(Part Time) |

Janitors

Finance [

& Admin Asst Receptionist

The SIDI unit will have the above three Directors working
under the Director General Of the three Directors, the
Director Administration & Co-ordination has already been
employed A Deputy Director of the Ministry of Policy
Planning has been 1dentified to fi1ll the vacancy of
Director, Projects The other posts are vacant The
salaries of the Director, Operations and the two Project
Officérs will be funded out of AID funds, and the
salaries of the balance positions are funded by GSL In
addition to the above there w1ill be several local and
expatriate consultants funded by an AID direct Technical
Assistance contract working for the SIDI unit on the

project



necessary to accomplish their respective objectives This includes using the private sector

We concluded further that when specific projects require additional legislation, such
legislation should be 1n the form of amendments to existing state corporation acts, not in the
form of free-standing, new legislation This is true for two principal reasons

1 By amending existing legislation, the GSL and the sponsors of BOO/BOT projects avoid
having to re-open past popular and legislative debates about the wisdom of involving the
private sector 1n certain sectors of the economy

2 Peculianities 1n the Sn Lankan legislative process pertaining to the determination of the
constitutionality of proposed legislation make 1t politically preferable to amend existing
legislation rather than introduce new legislation

Finally, we concluded that the prevailing attitude of the GSL toward private investment 1s
positive This 1s best illustrated by Sn Lanka Telecommunications Act No 25 of 1991,
which could become a useful model for the restructuring and modernizing of the law
governing other sectors of the economy



(C) Budget

The GSL (SIDI) expenditure on the project will be
included 1n the annual budget of the Ministry of Policy
Planing & Implementation During the review 1t was noted
that no provision had been made 1in the Ministry Budget
for the expenditure of the project for calendar years
1992 & 1993 as yet However, I was told the Ministry
would obtain the required funds for the project from the
treasury, shortly

FINANCIAL MANAGEMENT SYSTEM AND INTERNAL CONTROLS

At present the SIDPI unit does not have a financial
management system, nor have they employed any financial
management staff The amount of AID funds budgeted for
the project to be handled by the unit 1s approximately $
203,000 under 1logistical support, and the method of
payment planned for this 1s the reimbursement method As
per the Director Administration, the unit intends to open
a separate bank account, and maintaln a separate set of
accounts for these funds. It also intends to hire a
Finance Officer on a part time basis (from the Ministry
Administration Assistant on a full time basis During the
review the accounting and internal controls of SIDI could
not be assessed due to the above reason

The expenditures relating to the GSL contribution of the
project will be handled by the accounts department of the
Ministry of Planning & Implementation and will be
governed by the Financial Regulations of the Government
of Sri Lanka

CONTRACTING AND CONTRACT MONITORING

As per the Director Administration SIDI will be
responsible for all Host Country Contracting, and
contract monitoring of the project, and 1t will be
handled by himself together with the 1line Ministry
officials for which the contract 1s carried out It 1is
also planned to hire a Legal Consultant for the project
through the AID Direct Technical Assistance Contract

PROCUREMENT OF COMMODITIES

SIDI will follow the GSL Tender procedures 1n relation to
procurement of commodities However, a SIDI Tender Board
has not yet been constituted

(1



INVENTORY CONTROL

There are no Inventory Control procedures relating to the
recelpt, distributaion, recording, utilization and
disposition of commodities formulated as yet by SIDI

AUDITS

SIDI’s contribution to the project which will be recorded
through the accounts of the Ministry of Policy Planning
& Implementation will be subjected to the Ministry’s
annual Audit carried out by the Auditor General The
accounts which will be maintained by the SIDI unit will
be subject to an annual audit carried out by an
independent firm of Chartered Accountants approved by
AID

14

SUMMARY

The SIDI unit which was approved by the cabinet in July
1992, has yet to strength the Administrative capability
and Financial Management system 1n the following areas

(A) G.S.L. Budget.

No provision has been made as yet, in the Government of
Sri Lanka budget for the operations of the SIDI unit, for
the years 1993 and 1994 However, the Director
Administration confirmed that this will be done shortly

(B) staffing -
Other than for the Director General and the Director
Administration, all other positions 1n the proposed
Organization Structure are vacant

(C) Financial Management.

SIDI 1intends hiring a GSL accountant on a part time
basis This 1s not adequate It might be useful to
explore the possibility of hiring a full time accountant,
funded out of AID funds As stated above, at present
there 1s no Financial Management System at the unit

Thereforé, this review did not cover this area
(D) Contract Management

There 1s no provision 1n the proposed staffing of the
SIDI unit for a Contract Management Officer
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SIDI will follow standard GSL tender procedures However,
a Tender Board has not yet been set up in the unit

(F) Inventory Control.

There are no Inventory Control procedures formulated at
the unit They 1intend following standard GSL procedures

on commencement of operations

However, as 1t 1s intention to provide 1initial logistical
support to start an operational technical unit for the
project, 1t 1s recommended that the strengthening of the
above weaknesses be 1ncluded 1in the conditions of the

project grant agreement .

AID CTR SA 08/04/92
SIDI1
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PUBLIC/PRIVATE PARTNERSHIPS
INFRASTRUCTURE INVESTMENT OPPORTUNITIES IN SRI LANKA

COLOMBO-KATUNAYAKE EXPRESSWAY

[he tollos rz s a brict descnipuon of the proposed Colombo Katunayake Expressway
Projeet The Government of SrLanka 1s interested in allowing the private sector to
parteipate 17 the development ot this project on a BOO or BOT basis This project
profile 1s intended to provide brier information on the structure of the project and the
opportur «es hat it may present to an interested and qualified developer in advance ot
a public bidd ng [t 1s anticipated that the project will be tendered and awarded to a
credible developer through an open process and that the successful developer will
propose a project structure that best serves the requirements of the Government the
public and 'nc operaror e contor 13ce wite the Government of Sm Lanka's Program
Guraehipes 0 DO ane BOT

A _PROJ-CT SUMMARY

I PROJECT TITIE
( OLOMBO RATUNAYAKE EXPRESSWAY
2 TOCATION/ROUTE

[ngurukade Junctuon on the Colombo Port Access Road Pelivagoda Dalugama
[nterchange Ragama Interchange Ekala Interchange Kkatunayake Export Processing
Zone Katunavake Intermmational Airport (See Map - Following Page:

3 PROJECT OBJECTIVES

The Colombo katunavake Fxpressway is intended to provide a more direct alternauy e
rotw between the Port of ¢ alombo and the Internauonal Airport ana Eaport Processing
7one n Katunivake  The project s specific objectives are

o 1o nrovide taster ~01d tmavel between the Port ot Colombo and the
K ituravdke area

o To elieve trattic pressure on the cxasting Colombo
Pty s rov ¢ conneeti o the Port vith Katun iy iae

A PUBLIC PRIVATE PROJECT OF SIDI AND THE MINISTRY OF POLICY PLANNING AND IMPLEMENTATION
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Construction Project Locauon Plan of interchange and Intersection

o To provide a faster and safer route for the heavier commercial cargo vehicles
traveling between the Port, the Arport, and the EPZ

4 PROJECT DESCRIPTION

The Colombo-Katunayake Expressway is intended to be offered by the Government of
Sn Lanka to the private sector under a BOO, BOT or suitable scheme The 29 6 Kms
Highway - Expressway Project calls for the following

o Construction of 1 3 Kms of at-grade four-lane highway following the existing
road from the Ingurukade Juncton of Prince of Wales Avenue with the Port
Access Road to the Full Diamond A-1, A-3 Intersection on the north side of the
existing New Kelani1 bndge 1in Pehyagoda

o Upgrading of 2 9 Kms of the existing four-lane highway from the A-1, A-2
Intersection 1n Peliyagoda to the Dalugama trumpet-style Interchange, including
construction of the full dlamond Peliyagoda Interchange

o Construction of 25 4 Kms of fully access-controlled four-lane Expressway

between the Dalugama interchange and the International Airport at Katunayake
The Expressway portion of the project includes construction of a barrier-system
toll plaza adjacent to the Dalugama [nterchange, two full diamond 1nterchanges
at Ragama and Ekala, and one half diamond interchange at Katunayake Export

Processing Zone

A PUBLIC/PRIVATE PROJECT OF SIDI AND THE MINISTRY OF POLICY, PLANNING AND IMPLEMENTATION
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STANDARD CROSS SECTION FOR EXPRESSWAY PORTION OF THE
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5 PROJECT SCHEDULE i

The construction period 1s estumated to be approximately 54 months (4 years and 6
months) The successful bidder will be expected to meet or exceed this construction
schedule The Government will consider contractual arrangements that reward
expedience 1n the construction as well as penalize delays

B_PROJECT DOCUMENTS/PREPARATION STATUS

The Colombo-Katunayake Expressway Project was initiated 1n December 1982 when,
at the request of the Government of Sn Lanka's Road Development Authonty, the
Japan International Cooperation Agency sent a techmcal assistance team to Sr1 Lanka to
conduct feasibility study on both the Colombo-Katunayake Expressway Project and a
New Port Access Road Construction Project This feasibility study was completed 1n
January 1984 Since that ime the Port Access Road Project has been undertaken
separately The Government of Sr1 Lanka received a loan from Japan's OECF for
engineenng services to review the 1984 Feasibility Study and to carry out the Detailed
Engineenng Design for the project

The Review of the Previous Feasibility Study was completed by the Japan Bridge &
Structure Institute, Inc 1n October 1991 A Supplemental Study of the project as a toll
road was completed n March 1992, and Detailed Engineening Designs for the entire
project as a toll road are scheduled for completion by early summer 1992 Complete

copies of the feasibility studies will be made available to credible bidders for a modest
fee

A PUBLIC/PRIVATE PROJECT OF SIDI AND THE MINISTRY OF POLICY, PLANNING AND DMPLEMENTATION
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C ESTIMATED PROJECT/INVESTMENT COSTS

(M1llion Rs )
Project Cost

Construction Cost 4,805 7
Land, Engineerinq, & Contingenciles 1,763 6
Total Project Cost 6,565.7
Maintenance Costs

Annual Maintenance 23 3
Periodic Maintenance (every 10 years) 196 6

It 1s esttmated that 27% of the Project Cost will be 1n local currency, 57% 1n foreign
currency, and 16% of the Project Cost will be in the form of tax

D INVESTMENT FACTORS:

The estimated Economic Internal Rate of Return for the project 1s 19 08%
This 1s largely due to the high direct benefit in terms of vehicle operating costs for the
63,000 average vehicles which already cross the New Kelan1 Bndge each day

The Financial Internal Rate of Return for the project as a toll road range
between 0 51% and 11 18% based upon differing escalation rates for operation costs
and toll increases However, this calculation of the FIRR has not included other BOT
project structuning alternatives, such as concessions for advertising space along the
expressway or concessions for reclaiming and developing real estate adjoining the
interchanges which would increase the project's FIRR

The Benefit/Cost Ratio for the project 1s estimated at 2 00

The financial and economic factors ind:cate that the project 1s economically
justifiable and has strong potenual to be even more attractive financially when
structured on a Build-Operate-Transfer basis

E PRIVATE DEVELOPMENT OF THE EXPRESSWAY

Following the supplemental Feasibility Study of the project on a BOO or BOT
basis, Project Bid Documents would be prepared outlining the general and minimum
standards and specifications for the completion and operation of the project The
Government of Sn1 Lanka's Secretanat for Infrastructure Development and Investment
(SIDI) will hold a Consultative Conference prior to the completion of the bid
documents This Conference would provide the SIDI with the views of interested
private bidders on the BOT scheme for the expressway project Such a Conference
would ensure a faster and higher success rate for the bidding and implementation of the
Expressway Project

A PUBLIC/PRIVATE PROJECT OF SIDI AND THE MINISTRY OF POLICY, PLANNING AND IMPLEMENTATION
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Although this project profile summarizes the project details as 1dentified 1n the
feasibility studies, SIDI will consider bids that propose alternative project structures
and or charactenistics if they are viewed to enhance the viabuility of the project and its
attractiveness to the Government The government welcomes the ingenuity and
creativity that the private sector may bring to this project if it 1s tn comphiance
with the parameters of the project specifications contained in the bidding

documents and the GSL Program Guidelines on BOO and BOT

F CRITERIA IN THE EVALUATION OF BIDS:

While BOT project bid documents for the Colombo-Katunayake Expressway
have not yet been developed, the SIDI 1ntends to utilize the following general critena 1n
the evaluation of private sector bids

1 Clear expertise 1n constructing and operating expressways

2 Low estimated project cost and operating cost

3 Financial backing and clear, viable plan to obtain financing for the project
both locally & abroad

4 Ability to comply with environmental objectives of the project

5 Realistic plans for completing project 1n an expeditious manner, including
accessing supplies, utilizing viable technologies

6 Demonstrated commitment to the project

G CONCERNED AGENCIES.

For more information of this and other opportunities for public-private
partnerships in Sn1 Lanka please contact

Secretanat for Infrastructure Development & Investment
Ministry of Policy Planning & Implementation
Sethsinpaya
Battaramulla, Sr1 Lanka

PUBLIC/PRIVATE PROJECT OF SIDI AND THE MINISTRY OF POLICY, PLANNING AND IMPLEMENTATION
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PUBLIC-PRIVATE PARTNERSHIP IN
INFRASTRUCTURE DEVELOPMENT

GUIDELINES FOR BOO-BOT PROJECTS

MINISTRY OF POLICY PLANNING & IMPLEMENTATION

JULY, 1992




Public - Praivate Partnership in
Infrastructure Development

Program Guidelines for BOO-BOT Projects

1 Background and General Policy

1 1 There 1s an urgent need to improve the infrastructure
facilities 1n Sri Lanka to match international standards in order
to cope wlith the higher levels of anticipated investments 1n
industry, agriculture and the service sectors Further 1t 1s
widely accepted that a well developed economilic infrastructure,
among other things, creates employment, promotes 1local and
foreign 1nvestment, fuels business productivity and expansion and
contributes greatly to raising standards of living and access to
social and economlc services Conversely, an 1nadegquately
developed or 1inefficiently performing infrastructure stifles
economic activity and affects the guality of life of every
section of the community

1 2 The ab ':tv of the Government to finance the required
infrastructure facilities 1s limited by the amount of revenue
that can be generated from the available low 1ncome base of the
country and increasing world wide competition for funds tnrough
donor assistance Also, there are competing demands on
government resources arising from the need to ma.ntain a
reasonable standard of social welfare Hence, 1n pursuance of the
accepted policy of the Government of encouraging praivate
investment i1in the economic development of the country, 1t i1s now
envisaged to attract private 1investment 1n the development of
infrastructure facilities 1in the future

1 3 The Government therefore seeks the collaboration of
the private sector, domestic and foreign, on mutually beneficial
terms 1n the development of the infrastructure on Build - Own -
Operate (BOO) and Build -~ Operate -~ Transfer (BOT) or other
Public - Private partnership arrangements

1 4 In promoting private investments, the Government will
endeavour to maintain a proper balance between the need to
provide a satisfactory service to the public at reasonable cost
while safeguarding their rights to existing alternative services
and to ensure an adequate return on 1nvestment



2 4 ©Normally, the Government will 1dentify a project and
invite the private sector to submit proposals in conformity with
program guidelines and project specifications together with their
own technical, organisational and financial approach Private
sector 1nvestors may also advance proposals on their own
initiative If such a proposal appears to have the potential to
make a significant contribution to 1nfrastructure development
while meeting the criteria applicable to BOO-BOT projects, the
Government may enter into negotiations with a view to developing
a viable project

3 Institutional Framework

3 1 The focal point of the BOO-BOT program wlll be the
Secretariat on Infrastructure Development and Investment (SIDI)
established within the Minaistry of Policy Planning &
Implementation as the focal point of the BOO-BOT programme SIDI
w1ll be responsible for all aspects of project development 1in
collaboration with key policy and i1implementing Ministries The
operations of SIDI will be supervised by a Sub Committee of the
Industrialisation Commission

The SIDI wi1ll primarily be responsible for

1 Identifying appropriate projects and preparing
profiles that may be suitable for implementation
under BOO-BOT or other basis, 1n co-operation with
implementing agencies and building an inventory of
such projects,

11 Ensuring that proposed projects meet established
socio-economic, technical, and environmental policy
criteraia,

111 Ensuring that proposed projects conform to the
Program Guidelines and governing legislation,

1v  Administering, in collaboration with the relevant
Ministries and key 1mplementing agencies,
the process of project development, and,

v Negotiating with Investors, with input from relevant

Ministries and other implementing agenciles,
on project proposals, and providing recommendations
on decisions to accept or reject



6 The Process of Project Development and Approval

The process of project development and approval takes two
forms depending on whether the proposals are solicited or
unsolicited

6 1 Solicited Proposals

6 1 1 In this type of project, the Government through SIDI
and the relevant line Ministries/agencies will i1dentify eligible
and viable project candidates, develop bid documents, and tender
eli1gible projects to the private sector through a competitive bid
process using public advertisement SIDI and the relevant line
Ministry/agency wi1ll then review, evaluate, rank and determine
project candidacy and bidders using established bid evaluation
criteria

6 1 2 After the bid evaluation stage, the best proposal will
be selected and approved 1in principle, and a Letter Of Intent
(LOI) 1ssued LOI will enable the bidder to move to the second
stage of the project process In the second stage, the bidder
w1lll take the following steps

1 Establish project company incorporated or registered
1n Sri Lanka
11 Seek required approvals and consents,
111 Conduct an environmental and social i1mpact study,
1v Prepare 1mplementation plan,
v Finalise equity and loan arrangements,
vl Prepare and submit the final proposal,

6 1 3 Upon compliance with all aspects of project
development 1n the second stage, bidders will go through the
negotiation stage, at the end of which the Government, 1if
satisfied with regard to project viability and compliance with
established crateria, may grant approval of terms and conditions
of contract and execute agreements binding parties to financial
arrangements and construction of the facility 1in question



6 2 4 At this stage, SIDI will also provide the proposer
with a 1letter acknowledging the submission and a Terms of
Reference (TOR) to prepare a detailed proposal In the interest
of promoting program transparency and integrity, SIDI will
announce publicly the receipt of the proposal and that the
Government has offered TOR to move to the second stage

6 2 5 The 1ssue of TOR, letter of acknowledgement, and
public announcement, do not represent 1n any way a commitment by
the Government to the Project Only after a final and more
detalled proposal 1s evaluated and approved will the Government
provide the proposer of an unsolicited project with a Letter Of
Intent (LOI)

6 2 6 In the case of proposals submitted 1n response to an
SPR, SIDI wi1ll consider reimbursing a portion of the cost
incurred 1n carrying out project feasibility studies as a means
to further encourage the active participation by the private
sector 1n the project development cycle

7 Evaluation of Proposals : Solicited and Unsolicited

The evaluation of proposals, solicited or unsolicited will
be guided by the same criteria The 1nitial stage 1n the
evaluation of proposals 1s to determine whether

7 1 the bidders or proposers have the technical, financial
and operational expertise and experience to successfully
implement the project Greater weight will be given to
bidders or proposers who Have experience in the sector
1n question and with public/private partnerships,

7 2 the project can be successfully financed in
conformity with the Program Guidelines, 1 e , on a non
or limited recourse basis with no state financial
guarantees required,

7 3 the project can stand the rigorous test of compliance
with all social and environmental 1mpact guidelines,

7 4 the project can yield significant social, economic, and
financial returns and provide product or service to
users at the "least cost" possible and with acceptable
terms and conditions,



9 Pre-qualification Criteria and Minimum Standards

In all cases, bidders or proposers wishing to undertake
infrastructure development 1n partnership with the Government
must meet certain pre-qualification criteria

9 1 Ownership

The bidders or proposers can be domestic or foreign or
joint ventures However, they must have some legal domicile 1in
Sr1 Lanka (e g a company 1incorporated in Sri Lanka) and are
governed by the same regulations as other enterprises which
gualify for concessions under the Greater Colombo Economic
Commission {GCEC)

9 2 Experience or Track Record

The bidders or proposers must possess adequate experience
in the sector i1n question as well as with projects structured and
operated of this kind Consortia arrangements will be evaluated
on the basis of the 1individual and collective experience and
expertise of the firms 1n question Key personnel must also
demonstrate experience 1h managing and implementing projects of
this kind

9 3 Financial Capability

In all successful public/private partnerships, financial
stamina and strength of the bidders or proposers are Kkey
ingredients to project success Successful bidders or proposers
wi1ll demonstrate an ability and experience to structure and
complete financial packages that are viable and that are designed
on a non-recourse or limited recourse basis Evidence of
financial capacity to mobilize domestic and foreign resources,
debt and egquity, wi1ill be a de rigueur element in the advancement
of any project

9 4 Minimum Standard and Specifications

All bidders and proposers must meet certain minimum
standards regarding specifications and performance and the
delivery of certain goods and services as determined by SIDI and
the relevant line Ministries/ agencies In the case of solicited
proposals, SIDI and the relevant line Ministries/ agencies will
outline the minimum standards and performance levels that
successful bidders must meet

N
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12 Bidding Procedures

12 1 A pre-bid conference shall be conducted by SIDI at
least sixty days before the deadline for the submission of bids
At this conference, potential bidders wi1ill have the opportunity
to seek clarifications on the scope 0of work, bid documents, baid
evaluation procedures, contract terms and conditions, and any
other non-proprietary information that may be required to submit
high quality bids

12 2 SIDI will be responsible for receiving and publicly
opening the bids at the stipulated time and place and will
evaluate all bids as to their conformance with the requisite
standards, criteria, and prices

13. Awards

131 Upon evaluation, SIDI and the relevant Line
Ministry/Agency wi1ll recommend to the Cabinet, for approval the
award of the contract to the bidder with the lowest cost and most
favourable technical, economic, and soclal value proposal

13 2 The Government reserves the right to reject any and
all bids that are not in compliance with the interests of this
program and accept any offer that 1s most advantageous to the
government Moreover, if no bids are viewed to be 1n compliance,
the bidding could be declared suspended

14. Performance Bonds and Bid Bonds

14 1 In submitting bids for projects, bidders are reguired
to submit authentic bid bonds as specified in the bid documents,
and serves to guarantee that the bidder, 1f selected, will enter
into a contract with the Government, according to the terms and
conditions of the tender

14 2 In some cases, performance bonds will be required 1in
order to ensure and guarantee compliance with meeting certain
project milestones by the contractor throughout the life of the
concessions In other cases, performance will be governed by
fluad arrangements, whereby penalties and rewards are
contractually a part of meeting or failing to meet pre-determined
project performance standards

U
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15.3 Fainancial or Equity cCeontributions

Depending on the nature of the project and the structuring
of the security package to ensure project success, 1t may be in
the interest of the public good as well as the project, to have
the Government provide certain levels of financial, direct or

indirect, or equity participation 1n projects on a case by case
basis

15 4 Logistical or Physical Facilities to be Provided by
the Government

In some cases the Government may be required to provide
certain logistical or physical facilities or support to
contribute to project success This can 1include, but 1s not
limited to acguisition of rights of way and other servitudes,

part of a physical structure, donation of certain land or assets
etc

15.5 Approval of Designs

The Government will approve appropriate designs and plans
prepared by bidders or proposers and/or other contractors, 1if
SIDI and the relevant Line Ministry/Agency are satisfied with
their conformity to program and project objectives

15 6 Approval of Tolls/FeeS}Tarlffs/Charges, ete

The Government will approve all tolls and fees determined
as fair and appropriate to project viability in accordance with
the "least cost/high profit" concept of the bid award Moreover,
1n recognition that long term arrangements require adjustments
1n fees and tolls, the Government will provide, 1n the bidding
documents and contracts, a formula where adjustments to tolls,
fees, charges, etc can be instituted as required



