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PROJECT AUTHORIZATION

Name of Country SrI 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 Pnvate Infrastructure Project for Sn Lanka (the
"CooperatIng Country") mvolvmg planned oblIgatIons of not to exceed Seven MIllIon UOlted
States Dollars (US$7,OOO,OOO) m grant funds over a four year penod from date of authonzatIOn
subject to the avaIlabIlIty of funds m accordance wIth the A I D OYB/allotment process, to help
m financmg foreIgn exchange and local currency costs for the project The planned lIfe of the
project IS four years from the date of mitIal oblIgatIon

2 The Project wIll aSSIst the Government of Sn Lanka to develop a market to attract pnvate
sector financmg and management of economIC mfrastructure, mcludmg, among others, water
management faCIlItIes for safe water, sanItary waste dISposal faCIlItIes, roads and transportatIOn,
power plants, telecommUOlcatIon faCIlItIes, mdustnal estates, and enVIronmental mfrastructure
faCIlItIes ActIVItIes financed under thIS Project to promote development wIll mclude techOlcal
aSSIstance and trammg to develop and educate human resources, feaSIbIlIty studIes, and
supportmg commodItIes

3 The Project Agreement WhICh may be negotIated and executed by the officer to whom
such authonty IS delegated m accordance WIth A I D regulatIOns and DelegatIons of Authonty
shall be subject to the followmg essentIal terms and covenants and major condItIons, together
WIth such other terms and condItIOns as A I D may deem appropnate

4 a Source and Ongm of CommodItIes. NatIOnalIty of ServIces

CommodItIes financed by A I D under the project shall have theIr source and ongm m
the UOlted States or 10 the Cooperatmg Country except as A I D may otherwIse agree m
wntmg Except for ocean shIppmg, the supplIers of commodItIes or servIces shall have the
UOlted States or the Cooperatmg Country as theIr place of natIOnalIty, except as A I D may
otherwIse agree m wntmg

Ocean shIpp10g financed by A I 0 under the project shall, except as A I 0 may
otherwIse agree 10 wnt1Og, be financed only on flag vessels of the Umted States



g The followmg WaIvers to A I 0 regulatIons are hereby approved

(1) Source/Ongm WaIver for four-wheel-dnve, nght-hand dnve vehIcles

(2) Sole Source WaIver for the techmcal aSSIstance contract

Clearance

Date

WAJeffers,PRJ~ Date '1/5 (!~
IGSmyer,RLA _~D!Jft)_ Date r!ICf!9:L
DGarms,PRM % ~ Date'th\\,,\1.1

GAnders,ANR~ Date ,/[,z ;--1':1-

TPenner,PSD '~~ .. Date --:zJ :t<; 111'L-

AAkers,CTR (k: Date '6/(r2-
~

PRJ MJWI]esmghe rn]w



INTRODUCTION

The PromotIon of Pnvate Infrastructure (PPI) Project responds to a compell1Og set of
finanCIal, economIC and polItIcal CIrcumstances affectlng Sn Lanka's development
potentIal, summanzed as follows

*

*

*

*

Sn Lanka's contInued economIC progress, 10deed even ma1Ota101Og the status quo,
IS severely lImIted by fall10g and outdated 1Ofrastructure,

The GSL (as do most governments) lacks the finanCIal resources and 1OstItutIOnal
capaCIty to proVIde essentIal 1Ofrastructure, and donor asSistance levels are do not
permIt fund10g of such projects,

The pnvate sector (1Oclud1Og foreIgn 1Ovestors) has demonstrated mterest 10
certaIn 10frastructure projects through BOO and BOT approaches, WhICh have
proved successful 10 other develop1Og countnes 10 ASIa, and

The GSL, partIcularly the current government, IS commItted to a strong
publ1c!pnvate partnershIp 10 attam10g Sn Lanka's development goals

The PPI ProJect, then, offers USAID a umque opportumty to proVIde pIVOtal support to
the GSL to encourage publIc!pnvate partnershIps WhICh WIll result 10 sIgmficant
Improvements 10 water management facllitles for safe water and sanItary waste dISposal,
rural roads, transportatlon, power plants, telecommumcatlons faCIlItles, 1Odustnalland,
and envlfonmental 10frastructure These faCIlItIes are essentlal for Improv1Og the qUalIty
of lIfe of Sn Lankans natlonWIde At the same tlme, thIS Project may create new
opportumtles for US pnvate sector 1Ovolvement 10 Sn Lanka's development through
10vestment 10 economIcally and finanCIally Viable 10frastructure activitles

To thIS end, A I D WIll prOVIde $7 0 mIllIon 10 grant funds for strategIC techmcal
aSSIstance, tra101Og, and 10gIStlcal support to the GSL Mimstry of Plan and
Implementatlon ThIS WIll be delIvered, pnncipally, through a contract WIth a U S firm
expenenced 10 the BOO and BOT approaches 10 develop1Og countnes

The GSL, WhICh has created a Secretanat on Infrastructure Development and Investment
(SIDD for purposes of carry10g out thIS Project, WIll proVIde dedIcated staff, lOgIStICal
and budgetary support for ItS operatIon The GSL Will also prOVIde for local and
1OternatIonal finanCIal partICIpatiOn 10 the Project through the establIshment of an
10dependent mfrastructure project fund The total host country contnbutlOn IS estimated
to be $2 5 millIon

The Project WIll be Implemented as a senes of components
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(1) PrIvate Infrastructure Network Component to establIsh the GSL's polIcy
and institutIOnal framework to promote and Implement publIc/pnvate
Infrastructure actiVItIes,

(2) PublIc Awareness Component to mform and educate Sn Lankans of the
benefits of the BOO and BOT approach,

(3) Marketmg Component to engender the partICIpatIon of the maxImum number
of qualIfied pnvate Investors, and

(4) PrIvate Sector Wmdow Component to expand the role of the pnvate sector
In Identifying, desIgmng, and finanCing of mfrastructure projects

It IS 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 mvestment 10

mfrastructure projects and attract the addItIonal mvestment necessary for contmued
economIC prospenty for Sn Lanka Thus, the project WIll prove to be an Important and
hIghly cost-effectIve addItion to USAID's development program helpmg Sn Lanka to
achIeve NIe status by the year 2000

"
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A PROJECT RATIONALE AND BACKGROUND

1 Infrastructure Development Needs and OpporturntIes

Sn Lanka's economIc mfrastructure and Its management are madequate Poor roads,
dIfficult access, madequate water supply and dIstnbuuon, unrelIable and stramed
generanng capaCIty of electncIty, unsustamable waste management and treatment
pracuces and lack of mmimum standards 10 telecommumcauons facIlIues, especIally
outsIde the Colombo area, are lIkely to deter mdustnal and commerCIal mvestments, and
slow pnvate sector growth ThIS underm10es the country's strategy for sustamed
development of the pnvate sector and for economIC growth 10 general In fact, 10 one
of the most compeuuve and dynamIC economIC reglOns 10 the world, South/Southeast
ASIa, where pnvate mvestment seeks not only favorable factors of productlOn costs but
also modern and relIable mfrastructure, Sn Lanka can III afford mamtammg the status
quo

Smce the 1970's the GSL pnmary 10frastructure mvestments have been 10 ImgatlOn and
hydropower, as well as 10 a port, auports and two free trade zones 10 Colombo
However, over the last ten years, declImng GSL budgetary resources, lImIted absorpuve
capaCIty of the bureaucracy, and other problems have resulted 10 a steep decl10e 10 publIc
mvestment 10 Sn Lanka's mfrastructure as measured 10 relauon to Its GDP As a result,
mfrastructure projects needed for sustamable economIC growth have not been effecuvely
Idenufied, financed or Implemented Thts IS especIally disconcemng 10 VIew of the long
gestauon penods that most 10frastructure projects reqUire

The eXIsung methods for financ10g 10frastructure are msufficient to achIeve Sn Lanka's
economIC ambluons The GSL has neIther the capItal financ10g for new mvestments nor
the budgetary capaCIty to ma1Ota1O eXIsung facllIues as reqUired to support pnvate sector
growth and proVIde consumers WIth adequate servIces Donor resources, whIch already
proVIde the bulk of capItal mvestment 10 the sector, are madequate to meet the projected
mvestment reqUirements Pncmg pohCIes are also mappropnate Tanffs are too low to
manage the demand for and effiCIent allocatIOn of mfrastructure servIces, or to mobIlIze
the resources to expand capaCIty as needed A polIcy of pncmg mfrastructure servIces
to achIeve an adequate rate of return on capItal mvested IS urgently reqUired

Sn Lanka's tradluonal management approach of rely10g on a government monopoly to
buIld, manage and ma1Ota1O 10frastructure have had poor results The lImIted techmcal
and human resources of these organIzatIOns and the lack of market mcentIves to Improve
thelT performance is another a major obstacle preventing the expanSIOn and improvement
of Sn Lanka's mfrastructural facIhties
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SpecIfic constralnts facing the major economIc Infrastructure sectors mclude

a) Power and Electncity

The supply and dIstnbutIOn of electncIty IS the responsIbIhty of the Ceylon ElectncIty
Board (CEB), a government agency

Large mvestments In hydropower have enabled Sn Lanka to sIgmficantly mcrease itS
electncal generanon capaCIty The total mstalled capacIty of all power statIons owned
and operated by CEB IS now 1225 MW However, the energy demand profile buoyed
by connnuIng economIc growth and mcreased demand by mdustnal users IS closmg on
supply Recent power shortages and Imposed cuts m the urban and rural areas caused
by drought have already caused economIc hardshIp and represent enormous finanCIal
opportumty costs Based upon the long gestanon penod reqUIred to bnng new power
projects on lme, new generatIng capacIty, and the methods of connectIng to the gnd
expedItIously and effiCIently, must be exammed ImmedIately

The projected average annual growth rate for power In Sn Lanka IS 8 percent over the
next fourteen years The Mimstry of Power and Energy recently declared plans to mstall
800 MW of generanng plant by the year 2002 To meet thIS target, Sn 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 mIlhon)
and 200 MW dIesel/gas turbme plant ($240 mIlhon) The estImated mvestment reqUIred
to match these targets (m 1992 pnces) IS $1,440 mIllIon

Government loans for such large amounts would not be easy or deSIrable In VIew of the
GSL's large outstandmg foreIgn debt Another financmg optIOn, used In many other
parts of ASIa, IS to allow the pnvate sector (local and foreIgn) to partlCIpate m thIS
development program

b) TelecommumcatIOns

TelecommumcatIOns m the mformatIon age IS perhaps the most Important element of
economIC mfrastructure The telecommumcatIOns sector m Sn Lanka reqUIres enormous
new mvestment The recent corporanzanon of Sn Lankan Telecom (SLT), whIle addmg
some commercIal dISCIplIne and finanCIal autonomy through changes m its legal structure,
does not address mvestment reqUIrements nor does it sigmficantly expand capaCIty
Smce m the short-term It IS unlIkely that the Sn Lankan Telecom WIll be pnvauzed,
some solutIon must be found to proVIde the techmcal, finanCIal, and managenal resources
that the GSL needs to develop the sector

SLT esUmates that Sn Lanka WIll need to proVIde some additIOnal 175,000 new hnes by
1994 and an addItIOnal 175,000 to that by 1996 But these estlmates even appear to be
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low A recent study by Industry experts states that a total of 550,000 new lmes WIll be
reqUIred between 1992 and 1997 In order to meet expected and pent up demand
Currently there IS a SIX year WaItIng lIst for new phone servIce

WhIle the World Bank and ASIan Development Bank have pledged sIgmficant finanCIal
resources to thIS sector, these funds would be most effiCIently applIed to the non
economIc servIce areas whIle the pnvate sector, on a commercIal baSIS, could playa
major role m acceleratIng constructlon and operatlon plans to achIeve 1992-97 ObjectIves
AccordIng to telecommumcatlons Industry experts, m order to meet the mstallatlon
targets for thIS sector, at an average cost of $2500 a lIne, over $1 bIllIon of new
mvestment would be reqUIred

c) Transportatlon

The transport sector IS poorly developed In Sn Lanka In the surface transport area, I e
hIghways, roads, bndges,raIl , etc there IS far more demand than supply Congested
urban roads, poor feeder roads between regIOnal centers, washed out or Inadequately
maIntaIned bndges, all represent a tremendous constraInt to productlve economIC actlvIty
and an undIgmfied "toll" on ordInary CItIzens, some of whom spend hours a day
commutlng short dIstances

A Transport Sector Planmng Study prepared In January 1988 outlIned the Investment
needs In these areas AdJustlng the study's mvestment figures for 1992 pnces, Rs 12
bIllIon (US$295 millIon) IS needed for hIghway Investments and Rs 4 824 bIllIon
(US$1l8) for raIlways over the penod 1992-1996 The hIghway mvestment program
mcludes only the upgradmg, resurfacmg, road constructlon, and related expendItures
It does not mclude the development of any new projects m thIS VItal sector such as
expressways, hIghways, bndges, etc

The bulk of Investment m the last decade m hIghways has been on rehablhtatIOn and
maIntenance of roads as well as repaIrs and Improvements to bndges However, as the
study notes

"There are strong mdlcatlons that, at the present level of fundmg and WIth
eXIstmg maIntenance techmques, the overall condltlon of the roads maIntaIned by
the Road Development Authonty IS detenoratlng Some drastlc measures are
necessary to prevent the entlre dlSIntegratlon of the road network "

The study also Included estImates for public bus Investments Passenger transportatIon
IS domInated by ommbus servIces whIch operate on over 3,500 routes covenng almost
every part of the country ThIS segment of the transportatlon sector has already
benefitted from pnvatIzatIon SInce thIS study In 1989, the GSL decIded to pnvatlze 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 mto public companIes With 50 percent of
the shan""" _1 l"H~ given to the employees of the depots The remaInIng 50 percent IS
expected to be dISPOSed of to pnvate sector buyers The GSL also proposes to pnvatIze
the workshops (USAID contnbuted to thiS pnvatIzatIon by provIdmg transport
engmeenng assistance and developed a senes of studies contaInIng dIvestIture strategIes
for three Central Transport Board workshops) The mvestment costs avoIded (as forecast
by the planmng study) by the GSL because of thIS pnvatlzatIon are on the order of US$
45 mIllIon

Due to Sn Lanka's geography and SIte on global trade routes, effiCIent market-town and
mtermodal lmkages could add tremendous value In the area of ports, the new
Investment reqUIred IS large and especIally cntIcal Sn Lanka has always been an
Important mantIme trade destmatIOn The port of Colombo, whIle achIevmg ImpressIve
results m traffic growth, IS reachmg near capacIty, and addmg new capaCIty IS not Viable
gIven the geography of the Port's locatIon The Port of Galle, WhICh a study has
revealed as a preferred port destlnatIon for cargo due to ItS locatIon dIrectly on the
shlppmg routes, IS small and reqUIres SIgnIficant mvestment to modernize The Port of
Galle project IS estImated to cost approxImately $320 mIllIon mcludmg the construction
of a breakwater and dredgmg The Port of Tnncomalee, whIle possessmg outstandmg
potential due to ItS natural attnbutes, IS completely undeveloped

PublIc mvestment m the transport sector IS fallIng and If not for the contnbutIOns by
donor organizatIons would be sIgmficantly worse The GSL needs to close the financmg
gaps and develop new management approaches m order to at least maIntaIn, and
hopefully Improve, the performance of the transport sector

d) Water

WIth the development of the Accelerated Mahaweh scheme, sIgmficant advances have
been made m hydropower and Imgatlon The mvestments are large and long-term
There are a number of potentlal water supply projects that result from the extenSIve
mvestment m the MahawelI regIon However, the mvestment costs reqUIred to lInk
reservOirs, lay pIpelInes, and establish treatment faCIlities are high There IS demand,
a market, a regulatmg capacIty, and the technology, but as yet no SIgnIficant projects

Water supply and dIstnbutIOn m the country IS madequate The government IS making
a concerted effort to proVIde potable water to most CItIzens wlthm the decade The
mvestment and mamtenance reqUIrements, though, would severely strnn eXISting GSL
resources to meet these targets The Natlonal Water Supply and Drnnage Board
(NWSDB) estimates that over $600 mIllIon WIll be needed m mvestment dunng the
present decade to expand access, rehabIlItate eXIsting schemes, and upgrade levels of
servIce ThIS mcludes supplymg pIped water to another 2 millIon people ($435 mIllIon)
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provId1Og hand pumped water to I 4 millIon people ($22 mIllIon) and doublIng the
number of people with access to open protected wells($156 mIllIon)

Even If the pnvate sector could assume only a small percentage of the total 10vestment
needs (10-20 percent) the sav10gs to the government 10 absolute terms ($60-120 mIllIon)
would be sIgmficant

e) SolId Waste

Like so many other metropolItan CItIes 10 the ASIan regIOn, the Colombo solId waste
management system IS approach1Og cnSIS MetropolItan Colombo generates an estImated
average of 700 tons per day of reSIdentIal and mdustnal waste matenals DISposal and
fillIng IS not always sanItary, causmg pollutIon and cloggmg of surface canals and drams
and pollutIon of ground water The problem compounds when urban solId waste fills
lowlands for development purposes--a common occurrence gIven mcreasmg demands for
urban land

A 1991 study on the IdentIficatIon of Land for SolId Waste DISposal by the NatIOnal
BUIld10g Research OrganizatIon determIned that aVaIlable and SUItable space for solId
waste diSPOSal In and around Colombo IS InSUffiCient and that waste WIll need to be
transported conSiderable distances out of the area by tram As dIsposable wastes Increase
and environmental standards become more restnctIve, 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 IS sIgmficant potentIal for better solId waste management through the development,
constructIon, and operatIon of compostIng plants, recyclIng and resource recovery
faCIlItIes, 1Oc1Oerators, and other methods of dISposal at Sn Lankan dump Sites
However, thIS wIll reqUIre sIgmficant new financmg and Improvements In the applIcatIon
of more effiCIent technology

2 RelatIonship to GSL PnorltIes

The Government of Sn Lanka (GSL) has endorsed a polIcy promotIng publIc-pnvate
sector partnershIps for Infrastructure development ThIS polIcy IS yet another mIlestone
10 the evolutIon of Sn Lanka's phIlosophy on the role that the pnvate sector plays 10 the
process of economic growth and sustaInable development More Importantly, Sn Lanka
Joms several other emerg10g market nations 10 the ASian regiOn that recogmze that their
need for competitive mfrastructure IS dIrectly related to future economiC growth and that
the country's needs are m excess of the government s own finanCial and Implementation
capaCIty
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The economIc record of Sn Lanka's first 30 years Since Independence has been
lackluster-- averaging relatlvely small rates of economIc growth compared to several of
Its neighbors In the ASian regIon For a large part of that penod the pnvate sector's role
In Sn Lanka's development has been decIdedly lImited Government continued to grow
and command Increasingly larger proportIOns of the GDP PolICIes tended to be hIghly
protectIOnIst In nature With the electIOns In 1977, economIC polICIes became more open
and lIberal Import restnctIOns and pnce 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,
sIgmficantly 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 condIUons whIch adversely affected
the economy

A major objecuve of the GSL Since 1989 has been an accelerated effort to lIberalIze the
economy, charactenzed pnmanly by a structured program of pnvatIzatIOn of state-owned
enterpnses and capItal market development By the begmmng of 1992, the GSL had
pnvatIzed 17 enterpnses The value of assets transferred to the pnvate sector was an
estimated $US 150 mIllIon The development of the Colombo Stock Market has also
been ImpreSSIve recording sIgmficant mcreases In both share values and shareholders
Both programs have been effecuve mechanIsms for expandmg the role of the pnvate
sector In the economy The GSL belIeves that the Issues of sustamIng economIC growth
and conunumg to expand pnvate mvestment and management converge In polIcy
decISIons about the proVISIon of competIuve mfrastructure

3 RelatIOnshIp to A I D Strategy

The overall strategIC VISIon of the A I D Program In Sn Lanka IS to aSSIst the GSL
become a democratIC, "greener" NIe (newly-Industnalized country) by 2001 A central
feature of thIS VISIOn IS to use A I D 's on-going relatIOnshIps WIth both the pubhc and
pnvate sectors to buIld partnershIps WhICh Increase economIC growth and faCIlItate
sustainable development

The eXIsUng USAID/Sn Lanka portfolIo has already demonstrated the excellent potenual
for pubhc/pnvate partnershIps In several areas One of the most successful examples IS
the Pnvate Sector PolIcy Support (PSPS) ThIS project has (a) developed the capItal
market and strengthened ItS regulation, (b) assisted the GSL In planmng and
Implementing Its medIUm-term pnvatizatIOn program, and (c) strengthened the capaCIty
of pnvate sector organizatIOns to conduct polIcy research, analySIS, and dIalogue WIth the
GSL on Issues of concern to the pnvate busmess commumty Many of USAID's other
projects including the Natural Resources, EnVIronment, and PolIcy Project, the Agro
Enterpnse Project, and the Technology ImtIauve for the Pnvate Sector Project have
components for enhanCing both publIc and pnvate sector roles
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The project proposed In thIS project paper wIll represent a partnershIp between the publIc
and pnvate sector ThIS partnershIp WIll result m the transfer of nsks, responsIbIhtIes,
and rewards from the publIc sector to the pnvate sector In order to develop modern,
market-onented, and competItIve Infrastructure

ThIS project also supports the four general strategIc emphases of USAID aSSIstance In Sn
Lanka

a) fostenng a sound 10vestment clImate and busmess performance

b) commercialIzmg agnculture systems and Improvmg dIstnbutIOn mfrastructure to
meet market needs

c) strengthemng enVIronmental polICIes, standards, and mstItutIons as well as
promotIng market-based conservatIon and protectIOn efforts

d) actIve partiCIpatIOn 10 democratIc systems and promoting local and regIOnal
governance Furthermore, the proposed actIvIties meet the reqUIrements of USAID/Sn
Lanka's Intervention selectIOn cntena

The proposed project also offers opportumtIes to promote U S trade and Investment
U S fIrms are actIve m the areas of mfrastructure relevant to thIS project such as
telecommumcatIons, 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 pnmary outputs WIll be the expanSIOn of trade and
mvestment opportumtIes for U S fIrms, In areas of competItIve advantage, represents
a sIgmficant multIpher beyond the proVISIon of project 10puts
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B PROJECT DESCRIPTION

1 Project Goal and Purpose

The goal of the project IS to modernIze economIC Infrastructure In SIX pnmary sectors
power, water supply and treatment, telecommumcatIons, transportation, waste
management and dISposal, and lOdustnal estates/faClhues

Over the next five years, the targets for thIS goal wIll be to expand telephone hnes by
500,000, mcrease power generation by 400 MW, Increase by two mIllIon the number of
people WIth access to pIped water, and mcrease the capaCIty of Sn Lanka to manage
1,000 tons per day of solId waste

The project purpose IS to aSSIst the GSL to develop a market for pnvate finanCIng and
management of economIC Infrastructure The objective of developIng a market for
Infrastructure IS to promote more effiCIent use of publIc and pnvate resources and to
develop the mfrastructure reqUired for economIC growth and development

ThIS market WIll be charactenzed by the development of new Infrastructure projects
proVIded by effiCIent pnvate firms seekmg profit based on theIr performance The
market WIll operate on a non-subSIdIzed baSIS and wIll reflect m most cases the true costs
of capItal and charge realIstic tarIffs Importantly, the market wIll offer the consumer
chOice No new mfrastructure facIlIty WIll dIsplace an eXIstmg faCIlIty that represents
a free alternative Instead the market wIll proVIde hIgher qUalIty, more competitive
servIce than eXiSting mfrastructure servIces

The sub-purpose of the project IS to encourage and support US trade and Investment In
Sn Lanka's Infrastructure development actiVIties The Intention IS to enhance the
lIkelIhood of U S firms and pnncipals directly partiCipating In the GSL program and
fostenng greater competltlon In the process of proVIdIng pnvate Infrastructure

2 Expected AchIevements and AccomplIshments

At the end of the project the follOWIng five end-of-proJect accomphshments WIll be In
place

• Three projects SIgned WIth pnvate partIes representIng a value of at least $150

mIllIon,

• FunctIOmng pohcy and procedures for pnvate partICIpatIOn m mfrastructure

development,
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• Broad publIc awareness and support for pnvate sector mfrastructure,

• SIgmficant Blddmg CompetItIon for tendered pnvate mfrastructure proJects, and,

• An enhanced ablhty of the pnvate sector to partICIpate m the program

In addItIOn to the three projects awarded, there wIll be a plpehne of at least four more
projects WhICh can be Implemented by the GSL after the completIon of the project
AddItIonally projects that are determmed non-vIable as candIdates for pnvate mvestment
WIll be assessed to determme theIr SUItabIlIty for and mtegratIon WIth the publIc sector
mvestment program WIth a hIgher degree of qUalIty m project preparatIon

It IS also expected that the project WIll serve as a stImulus for US mvestment m Sn
Lanka The aIm IS to have US companIes prepare 5 feaSIbIlIty studIes and submIt
competItIve bIds for 3 tendered mfrastructure projects

3 The Structure of the Project

The Project WIll consIst of four components a) Pnvate Infrastructure Network
Component, b) PublIc Awareness Component, c) Marketmg Component, and, d) Pnvate
Sector Wmdow Component

The success of thIS project WIll reqUIre cooperatIon and coordmatlon among the publIc
and pnvate actors who WIll partICIpate In thIS project Therefore, each of the four
components are necessary but not suffiCIent by themselves to effect attamment of the
project objectIves These four components are deSIgned to ImtIate and support a
techmcal and InstItutIOnal approach to pnvate mfrastructure development m Sn Lanka
The mam component, the Pnvate Infrastructure Network Component proVIdes the
techmcal mputs reqUIred to maugurate a "cntIcal mass" of pnvate projects and
procedures The other sub-components are deSIgned to mteract WIth and remforce the
development and ImplementatIOn of pnvate mfrastructure efforts by provIdmg key
outputs m pubhc awareness, marketIng, and finanCIal enhancement

Component 1 - Pnvate Infrastructure Network Component

The Pnvate Infrastructure Network Component WIll represent the core effort of the
project and wIll proVIde for the techmcal support to the deSIgnated mstItutIons managmg
the process of pnvate partICIpatIOn m mfrastructure

Currently, there IS no smgle mstItutIOnal entIty responSIble for or engaged 10 promotmg
and managmg pnvate partICIpatIOn m mfrastructure In Sn Lanka WIthout a structured
approach and framework supportmg a polIcy of pnvate promotIOn of mfrastructure,
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success IS hIghly unhkely In addItIOn to a structured and organIzed approach to
promotmg pnvate Infrastructure, formal procedures and effiCIent processes for planmng,
analyzmg, ImplementIng, and momtonng pnvate mfrastructure projects WIll be reqUIred

Moreover, development of a well-tramed cadre of profeSSIOnals withm the deSIgnated
InStltutIOnal focal POInt, the Secretanat on Infrastructure Development and Investment,
(SIDI), and the relevant lIne agenCIes responSIble for Infrastructure development In Sn
Lanka WIll be a prereqUISIte for program success Presently, there IS an embryomc
polIcy and program framework for pnvate Infrastructure development ImtIatIves wIthm
the GSL, yet the Instltutlonal capacIty to effectIvely conduct all of the actlvItles reqUIred
for program success are not present

1) Component ObjectIves

The pnmary objectIve for the Network component IS to establIsh a formal network to
promote and support the development of pnvate Infrastructure In Sn Lanka Techmcal
aSSIstance WIll be proVIded to support the deSIgnated focal POInt, (SIDI) and the other
relevant actors 10 promotIng pnvate Infrastructure projects such as the GSL lIne agenCIes
and the pnvate sector Formal procedures and qualitatlve operatIng standards WIll be
developed for Identlfymg, analyzIng, ImplementIng, negoUatlng, and momtonng pnvate
Infrastructure projects and to upgrade the slal1s of publIc and pnvate sector OffiCIalS alIke
through techmcal and on-the-Job traInmg

Lastly, the Network WIll seek to support the process of pnvate Infrastructure project
development and Implementatlon In a fashIOn conSIstent WIth and complementary to
eXIStlng GSL Infrastructure development actlvItles by broademng and deepemng the
lInkages between offiCials, managers, and beneficlafles engaged In Infrastructure
development

n) Component Outputs

The successful attamment of these ObjectIves WIll be measured by the follOWIng outputs

• Twelve projects WIll be Identlfied and StudIed on a pre-feaSIbIlIty baSIS

• SIX tendered packages for pnvate Infrastructure projects WIll be developed and

ISSUed

• Three pnvate Infrastructure agreements WIll be awarded, negotIated, and SIgned
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m) Component ActivIties

In order to support the process of pnvate 10frastructure development, a vanety of cross
cutting and sequenced actIVIties must be undertaken In general these actiVItIes WIll aSSIst
SIDI to develop the capaCIty to Identify, analyze, rank, and screen BOO/BOT
candidates, effect faIr and transparent tendenng transactIons for identIfied proJects,
support and develop the structunng and negOtiatIng capaCIty of SIDI and the network of
lIne agency staff In completIng mutually benefiCIal transactIons, and, support conductIng
follow-up momtonng and evaluation

SpecIfically, Network component actIVItIes wIll mclude

ACtIVity 1 - PreparatIon of the Project Master List

Develop a "Master List" of potentIal pnvate/publIc mfrastructure projects through the
collectIon of data, consolIdatIOn of eXIstIng feasIbIlIty studIes, and analysIs of sectoral
candIdates from the power, transport, telecommumcatIons, waste management, water,
and mdustnal estates sectors ThIS aCtiVIty WIll be conducted by a techmcal team of
mfrastructure sector SpecialiStS and BOO/BOT experts workIng 10 collaboratIon WIth SIDI
and the relevant hne agenCIes

ACtIVIty 2 - Conduct Project Screemng and Structunng

Usmg projects and data from the Master lIst, extenSIve screemng will be conducted to
detenmne the rank order and pnonty of the first tranche of projects selected for
advancement to the pre-feasIbIlIty stage ThIS screemng process WIll entail detailed and
systematIc exammatIons of projects and or potential projects based on theIr economIC,
finanCIal, techmcal, legal, envlfonmental, and SOCIal attnbutes ThIS actIVIty WIll be
performed by SIDI and supported by Industry SpecIalIStS as determmed by the character
of projects denved from the Master List

ACtIVIty 3 - Perform Pre-FeasIbIlIty StudIes

Once IdentIfied, analyzed, and selected for advancement, SIDI wIll conduct pre-feasIbIlIty
studIes fOf BOO/BOT VIabIlIty on twelve project candidates It IS 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 dnve the
declSlon process

These twelve pre-feasibilIty studies will ascertaIn not only theIr commercIal and
economic ViabilIty but their attractiveness to the pnvate sector based on different project
structunng optIons ThIS actIVity WIll be performed by pnvate 10frastructure experts
composed of foreIgn and local teams WIth 10terdlsciplInary skIlls typIcally In the
finanCIal, legal, and techmcal fields In questIOn
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ACtIVIty 4 - Project RankIng and Structunng

After pre-feasibIltty studIes are completed, the techmcal umt and support network wIll
undertake project structunng and rankIng procedure In thIS aCtiVIty SIDI WIll determIne
the most vIable projects as the ImtIal candIdates for tendenng to the pnvate sector In
addItIOn to perform1Og the rankIng aCtivIty, SIDI WIll conSIder the appropnate structunng
optIOns and standards/specIficatIOns that the project reqUires before tendenng RankIng
actIVItIes wIll be dnven by a vanety of ,factors mcludmg the conSIderatIons of
demonstratIOn Impact 10 project selectIOn and pnonty SImply put, most hkely to
succeed least hkely to fall cntena wIll mfluence project selecton decIsIons

ACtIVIty 5 - Prepanng Tendenng and BId Packages

The projects selected from the preVIOUS stages that have met or exceeded SIDI's "lttmus
test" of project candIdacy WIll be prepared for tendenng It IS expected that SIX bId and
tendenng packages WIll b~ prepared by the techmcal umt under thIS component In thIS
actIVIty, SIDI, workIng WIth the appropnate ImplementIng agents, WIll plan, deSIgn,
draft, structure, and package tender documents for mternatIonal competitive bIddIng
The tendenng package, typIcally composed of completed project pre-feasIbIlIty study, the
InVItation for BId Proposal (IPB) WhICh descnbes the standards and specIfications
estabhshed by government so that proposals submItted can be compared and evaluated
ltke to hke, finanCIal and economIC parameters, a legal package, enVIronmental
requIrements, a model conceSSIOn agreement and cntena for evaluatlon, IS the pnnclpal
10strument by WhICh government solIcIts senous pnvate sector proposals to undertake
mfenor projects

ActIVIty 6 - BId Evaluations

After bIds have been receIved the techmcal umt and lIne agenCIes WIll evaluate all
elIgIble bIds ThIS project actIVIty WIll aSSIst the GSL to develop the bId evaluatIon
cntenon and standards 10 complIance WIth the BOT program gUIdelmes

ACtlVIty 7 - NegOtIatIOns

After the bId evaluatlon aCtlvlty, the techmcal umt and relevant lme agency WIll engage
the leadmg bIdder or bIdders and begIn negotiatIOns NegotlatIon actIVItles WIll mclude
not only project award terms and COndItiOnS, but 10 some cases, WIll result m the
granting of agreements such as Letters of Intent (LOI) or Memoranda of Understandmg
(MOU) to the successful proponent to eIther commence constructIOn or to conduct full
feaSIbIlIty dependmg on the status of the project m questIOn
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ACtIVIty 8 - TraInIng ActIvitles SupportIng the Secretanat and Network

The last pnmary aCtlvity In the Network component IS development of the capacIty of
the Secretanat (SIDI), the hne agencIes, and the pnvate sector, to promote and manage
pnvate Infrastructure development Therefore, a central actlvity buttressIng the techmcal
assIstance In thIS component wIll be traInIng TraInIng activItIes WIll be IntensIVe and
multidImensIOnal TraInIng of SIDI staff, lIne agencIes, and the pnvate sector WIll
commence as early as possIble In the project and be offered In modular formats
throughout the lIfe of the project TraIn10g programs, study tours, conferences, and
semInars wIll be desIgned that focus on bUIld10g skills 10 project IdentlficatIon, project
analysIs, project bId and tender preparatIOn, project negotIatIOn, and project momtonng
Trammg actlvities WIll also be desIgned and delIvered to focus on 10frastructure specIfic
Issues such as pubhc/pnvate project Issues In the power, transport, telecommumcatIOns,
water supply, and waste management areas Tram10g actIvItIes WIll be case-onented 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 operatlonal techmcal umt so that the pnvate 10frastructure
development responsIbIlItIes of SIDI and ItS capaCIty to carry them out do not lag, early
lOgIstICal support IS reqUIred Currently, the GSL's pnvate Infrastructure polIcy process
IS mOVIng faster than the present logIstical, operational, and InstltutIonal capaCIty of
SIDI Tlus actiVIty wIll assIst SIDI In ldentlfymg and establIshmg facIlIties In an
expedIent fashIOn, support SIDI WIth admimstratIve and techmcal experts to respond to
the needs of SIDI, and asSIst In bUIldmg the network of pnvate Infrastructure
development actors withm the GSL lIne agencIes to accelerate early project reqUIrements

IV) Component Inputs

The follOWIng Inputs WIll be proVIded under the pnvate Infrastructure network
component (See Annex 4 for full budget detaIls )
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(a) Technical AssIstance

Expatnate Sn Lankan

PosItIOn Person PosItIOn Person
Months Months

ChIef of Party 36 Infrastructure SpecIalIst 36
BOT SpecIalIst 18 Fmance SpecIalIst 36
Home Office 12 Fmance Officer 36
Telecom SpecIalIst 2 MIS SpecIalIst 3
Power SpecIalIst 2 Project Officers 72
Transport SpecIalIst 2
Water SpecIalIst 2 Engmeer 12
Waste SpecIalIst 2
Port SpecIalIst 2

PrefeasibilIty StudIes 36
Tender Packages 18 PrefeasibilIty StudIes 54

Tender Packages 27
Total Expatnates 132

Total Sn Lankan 276

GRAND TOTAL 408 person months

(b) Trammg

Inputs consIst of short term trammg mcludmg US trammg (12 persons) thIrd country
(6 persons), and m country (60 persons) The trammg WIll start WIth a major BOO/BOT
semmar followed by a senes of short m-country workshops, on such subjects as mitIal
Trammg In BOO/BOT concepts and related mfrastructure pnvatIzatIon, screemng and
analysIs of proJects, and tendenng, evaluatIon and negotIatIon, of projects

(c) CommodItIes

The project WIll finance the followmg commodItIes 4 four wheel dnve vehIcles, 8
computers, 6 software packages, 4 laser Jet pnnters, 2 hIgh speed photocopIers, 2 fax
machmes, and furnIture

(d) LogIStICal Support

The project WIll finance a portIOn of the office costs to establIsh and operate SIDr and
other key organIzatIOns partIcipatmg m the program These costs WIll Include,
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consultants, admimstratIve finance and support staff, operatIOnal costs, couner servIce,
report reproduction, etc

Component 2 - Publzc Awareness Component

ThIS component addresses one of the most fundamental elements of any econonuc reform
Imtlatlve promot1Og an awareness of and support for pnvate 10frastructure wIth10 the
bureaucracy, busmess sector, and general publIc The component WIll focus on
undertala.ng several efforts, through a vanety of techmques, to dissemmate 1Oformauon
about the objectlves, ratlonale, and benefits of publIc/pnvate partnershIps 10
10frastructure development

ThIS component WIll be carned out 10 collaboratlon WIth several Sn Lankan counterpart
orgamzatIOns 10cludmg the SIDI, the hne agencIes and other relevant government entltles
at the natlonal, mumcipal, and local level, and the pnvate sector orgamzatlons
responsIble for busmess development and commumty partICIpatlon, such as the local
chambers of commerce and other mstitutlons

Currently, there IS lImIted capacIty withm the GSL to artIculate the offiCIal pOSItIOn
regardmg the polIcy of pnvate mfrastructure development, the potentlal benefits wIth10
the commumty of the program, the strategIes that GSL WIll adopt to allevIate problems
of affected partIes caused by projects of thIS k1Od, such as nght of way, land acqUlsIuon,
tanff rates, etc , nor, perhaps most Importantly, commumcatlng the polIcy, procedures,
standards, and strategIes of the program wIth10 government to engender the actlve
support and cooperatlon of key lIne agencIes

One of the problems thIS component addresses ImmedIately IS commumcatlon of the
program's operatlons and procedures to the publIc at large so as to clanfy any concerns
regard10g the transparency of the program

1) Component ObjectIves

The pnmary ObjectIve of thIS component IS to establIsh an awareness of the benefits of
pnvate 10frastructure There are two sub-objectlves of thIS component The first
objectlve IS to strengthen SIDI's capacIty to dissemmate 1OformatIOn about the program
us10g a vanety of medIa, to the general publIc about the entire pnvate 10frastructure
program It IS hoped that thIS effort WIll result 10 a greater awareness of and support for
the benefits of pnvate Infrastructure In Sn Lanka The commumcatIOns effort WIll also
convey InfOrmatIOn regard10g the procedures of the program so as to preempt any
confUSIOn about the entIre process especially regard10g the bId award and negOtiatIOn
process, where potentIal cntICIsm about the ment of awards IS typICal
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It wIll also be responsIve to the concerns and questIons of mdIviduals or commumtIes
who may be affected by the program or by mdividual projects ThIS "ombudsmen" role
IS part of the process of consensus-bUIldmg and commumcatIons ThIS objectIve would
also serve to promote awareness, consensus, and support for the program wlthm the
government bureaucracy Itself ThIS component aIms to mclude to the fullest extent
poSSIble, the relevant hne agencIes and other entItIes withm government to ensure theIr
full cooperatIon and mvolvement WIthout theIr partICIpatIon and awareness the program
could suffer

The second objectIve IS to ensure that the local partiCIpatIOn and mput of CItIzens IS
maxImIzed at all stages of the project VItal to the success of thIS project IS the support
for and understandmg of functIomng mfrastructure by local, mUnICIpal, and natIonal
commumtIes

ll) Component Outputs

The successful attaInment of the objectIves of thIs component will be measured by the
followmg outputs

• an mcreased percentage of the populatIon mformed and aware of the pnvate

mfrastructure development program, and

• large number of Sn Lankans are the dIrect beneficlanes of mfrasttucture projects

111) Component ACtIVIUeS

The acuvitIes to be undertaken m the PublIc Awareness Component focus on four
pnnclpal tasks 1) Deslgmng an overall PublIc Awareness Strategy, 2) ConductIng PublIc
Awareness ACtIVItIeS, 3) InformatIon Dissemmauon at the project level and, 4)
Momtonng Local ParttcIpauon

ACtIVIty 1 - DesIgn PublIc Awareness Strategy

In thIS acuVlty, SIDI Will undertake an assessment to determme the appropnate strategy,
based on local COndItIOnS, to convey the objecuves and benefits of pnvate mfrastructure
to the publIc and pnvate sector ThIS actIVIty WIll set the course for a broad-based publIc
affaIrs effort that wIll seek mput from and be dnven by the consumer as well as the
pnvate prOVIder of mfrastructure servIce ThIS aCtIVIty WIll entaIl the development of
a publIc awareness strategy, a plan for ImplementatIon, the selectIon of the appropnate
pubhc awareness methodologIes such as conferences, newspapers, bnefings, and other
forms of mformatIon dissemmatIon The aCtIVIty WIll draw heavIly on the lessons of the
Sn Lankan pnvatIzatIon program as well as the publIc aff31rs component of the
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successful capItal market development project USAID has supported A techmcal 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 conveymg the objectives of the pnvate
mfrastructure program to the publIc at large Conferences, newspaper articles, televlSlon
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 Issues to publIc/pnvate partnershIps WIll be
addressed In these fora Techmcal aSSIstance WIll be provIded by local and mternatIonal
medIa experts and trade mdustry SpecIalIStS to develop contacts, compIle marketIng
mformatIon, draft matenals, conduct presentations and other actIVIties to support SIDI's
ObjectIves of reachIng the WIdest pOSSIble audIence

ACtiVIty 3 - Project InformatIon DIssemmatIOn

As the program emerges and program actIVIties shIft to more project specIfic actIVIties
and responsIbIlInes, the publIc awareness program WIll reqUIre a dIfferent strategy aImed
at a more specIfic audIence Project mformanon actIVItIes WIll be deSIgned to target the
members of the commumty that are affected by a gIven project In any way Examples
of project publIc awareness actIvItIes may mclude the effectIve commumcatIOn of
commumtIes concerned about the development of a pnvate power project In theIr regIon,
publIc meetIngs on the nghts and responsIbilItieS of government In acqumng land for
"publIc use", and InformatIon for the employees of enterpnses that belIeve that they WIll
be negatively affected by new Investment In pnvate alternatives to publIc servIce
delIvery

ACtIVIty 4 - Momtonng Local PartIcIpatIOn

Program and project publIc awareness aCtiVItIes WIll Include publIc hearings, traImng,
media relatIons, beneficIary partIcIpatIOn, survey collectIOn and analysIs, and other forms
of fostenng an open and pOSItIve enVIronment for pnvate mfrastructure In Sn Lanka
Included In thIS actIVIty WIll be project momtonng functIOns so that projects under
constructIon or In operatIOn are accountable to local partIcIpants and beneficIanes
Moreover, thIS aCtIvIty WIll also momtor the beneficIanes of pnvate Infrastructure
development programs and mform the publIc about project accomplIshments and
achIevements to earn publIc trust and support In functIonmg and relIable mfrastructure
servIces
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IV) Component Inputs

The followmg mputs wIll be provIded under the PublIc Awareness Component (See
Annex 4 for full budget detaIls )

(a) Techmcal ASSIstance

Expatnate Sri Lankan

POSitIon Person PositIon Person
Months Months

MedIa SpecIalISt 2 PublIc RelatIOns SpecIalISt 6

GRAND TOTAL 8 person months

(b) Trammg

The project WIll finance trmmng of appropnate semor level offiCIals and SIDI staff on
the strategIes and techmques of promotIng and sustaJ.mng publIc awareness and
commumcatIons FIve mmistnes WIll also receIve aSSIstance 10 momtonng publIc
awareness efforts for specIfic projects ThIS WIll mclude mcountry trmnmg (125
persons)

(c) LogIStICal Support

The project WIll also fmance multI medIa operatIOnal costs mcludmg matenals
preparatIon, advertIsmg, pnntmg publIcatIon/dIstnbutIon costs, pubhc meetIngs, etc

Component 3 - Marketzng Component

The thIrd component of thIS project represents the fuel for the engme dnvmg competItIve
partICIpatIon by the mvestment commumty WIthout an effectIve marketmg strategy,
local and foreIgn mvestors WIll seek opportumtIes 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 mterests of government and the publIc The
Marketmg Component targets prospectIve mvestors and operators, and finanCIal
InstItUtIons

1) Component ObjectIves

The objectIve of thIS component IS to generate the hIghest number of competitIve bIds
from the broadest, local and foreIgn, Investor/operator, commumty as poSSIble A sub-
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objectIve IS to gear the marketIng program to SOhClt and attract sIgmficant U S
partICIpatIon In the program through the submIssIOn of credIble and competitIve bIds
The actIvitIes In thIS component wIll be conducted In close collaboratIOn wIth not only
SIDI and the hne agenCIes but wIth the External Resources Department of the Mlmstry
of FInance, the Greater Colombo EconomIC CommISSIOn (GCEC) , the US-Ceylon
Chamber of Commerce, and the other busIness organIzatIOns In the country

Currently there IS no capaCIty to market and/or promote the pnvate provISion of
Infrastructure In Sn Lanka WhIle the government sponsored Investment promotIOn arm,
the Greater Colombo EconomIC CommISSIon, GCEC, IS In place, It IS not structured or
mandated to promote pnvate 10frastructure ThIS component wIll address the lack of
government capaCIty In pnvate 10frastructure promotIOn and marketIng whIle also
bUIld10g on the efforts undertaken In component two

An addItIonal constraInt thIS component seeks to overcome IS the relatIvely low level of
local pnvate sector capaCIty to partICIpate 10 Infrastructure project development
Currently, the local pnvate sector does not have the market InfOrmatIOn, SIze, and
finanCIal stamma to undertake many projects of scale A marketIng component not only
enhances the hkehhood of recelv10g the hIghest number of competitive bIds for proJects,
but also can serve as a hnkage between local and foreIgn partners Market10g actIVItIes
WIll be undertaken WhICh promote 1OformatIOnal and commercIal exchanges so as to
ensure local and foreIgn collaboratIOn 10 as many projects as pOSSIble

11) Component Outputs

AttaInment of the ObjectIves of the actIVItIes performed 10 thIS component WIll result In

the follOWIng outputs

• a competItIve GSL 10centlve package offered for pnvate 10frastructure projects

• effectIve marketIng matenals are prepared and dIstnbuted

• broad awareness and Interest 10 the program by both foreIgn and local 1Ovestors

lll) Component ACtIVItIes

The planned actIVItIes for thIS component are aimed at three levels -
marketIng the overall program to 1Ovestors, marketIng IndIVIdual proJects, and targetIng
specIfic finanCIal InstItutIOns

ActIVity 1 - Strengthemng Sn Lanka's IncentIve Structure to Attract Bids

In order to conduct a successful marketIng program, It IS eSsentIal to understand the
competItIve nature of the emerg10g market for pubhc/pnvate partnerships 10
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Infrastructure Nowhere IS thIS more true than In ASia where over $500 bIllIon worth
of Infrastructure projects wIll be developed In the next five years ThIS "opemng" of
Infrastructure sectors to pnvate Investment IS occumng throughout ASIa and has dIrect
ImplIcatIOns on a PromotIOn of Pnvate Infrastructure Program In Sn Lanka SImply put,
Sn Lanka must compete In order to attract local and foreIgn partICIpants to bId on
projects The first actIVIty In the MarketIng component WIll be to strengthen Sn Lanka's
competItIve pOSItIon to market BOO and BOT In contrast to the IncentIve structures of
other countnes In the region With pnvate Infrastructure development programs such as
the PhilIppmes, 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 techmcal team Will work
WIth SIDI at the begInmng of the program to proVIde the GSL wIth up to date
informatIon and matenals on the mcentIve structures and polICies of Sn Lanka's
competItors m 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 pnvate mfrastructure program brochure and handbook These
matenals, based on the GSL polIcy gUIdehnes, WIll be the first overt marketIng tool that
proVIdes potential Investors/bIdders WIth mformatIon about the opportumtIes In Sn
Lanka The handbook and brochure WIll descnbe 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 opportumtIes
The brochure WIll be developed by local and foreign experts With expenence In
mvestment promotion, productIOn and layout, and BOO/BOT marketIng skills

ActiVIty 3 - Investor/Operator Marketmg Efforts Program Specific

In thiS actIVity, SIDI Will undertake a vanety of other tasks to mform the
Investor/operator commumty about the nascent program In Sn Lanka This activity
Includes the development of a senes of low-cost yet effective conferences and bnefings
In Sn Lanka and abroad to announce the GSL program Techmcal 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, US-Ceylon Chamber of Commerce,
Chamber of Industnes, U S Overseas Pnvate Investment CorporatIon, etc Events Will
be scheduled to maximize exposure mcludmg coordmatmg appearances at the World
Bank/IMF annual meetIng, ASIan Development Bank Annual Meeting, Sn Lanka Year
of Exports 1992 expOSitIOns In Colombo, and other mdustry related annual events

Like other InternatIOnal bUSIness aCtiVItIeS, the Infrastructure Investment commumty IS
tlghtly-kmt and rehes on mformatIon shanng ThiS fact lends Itself well to the
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development of a Marketmg InformatIon CampaIgn that IS desIgned to market the Sn
Lankan program ThIS wIll Involve IdentIfymg and dISSeminating information about the
program through artIcles, press releases, and other medIa In the Infrastructure
development field including trade journals, procurement notIces, supplIers 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 techmcal aSSIstance WIll be conducted by a SpecIalISt Intimately faml1Iar 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 countnes to promote successful project SOlICItatiOnS In order to receIve a hIgh degree
of competItIve bIds and to attract strong U S partICIpatIOn In the program and In
indIVIdual projects, a small representative mISSIon WIll travel to the Umted States and
selected other key investor/operator capItals In the ASIan regIOn These mISSIons WIll be
specIfic, focused, and strategIcally planned They WIll not be "soft" efforts, where
Irrelevant or Inappropnate bUSiness groups are contacted Rather, the network WIll
IdentIfy and contact senous and credIble 1Ovestor groups well In advance and organIze
a profeSSIOnal senes of marketing mISSIons and 1Ovestor bnefings

ACtiVIty 4 - Project Marketing InformatIOn DISSemInatIOn

USIng the expenence and network of the Program MarketIng efforts, sIgmficant 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 1OformatIon such as
trade journals, magaz1Oes, teleconferenc1Og, procurement notices and the lIke to market
and announce specIfic project SOlICItations These actiVItieS WIll reqUire sIgmficant
schedulIng, trackIng, drafting, and follow-up 10 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 mvestors a samplIng of finanCIal,
techmcal, and economIC 1OformatIOn on potential projects WIll be developed to promote
the program and elICIt responSIve bIds on specIfic projects A sample project profile IS
found In Annex 5

ACtIVIty 5 - FinanCIal InstItutIOn Marketmg Program and Project

In order to bnng together the entIre moSaIC 10 a marketmg effort that Includes the GSL
and the potentIal Investor/Operator (local and foreIgn), It IS Imperaave to proVIde
1Oforrnaaon to the lIkely finanCIers of such projects the local and mternaaonal bankIng
commumty WhIle thIS acavIty IS pnmanly the responSIbIlIty of the mvestor/operator
10 the downstream, It WIll be advantageous to deSIgn a few specIfic and dIscreet
marketing actiVIties aImed at promotmg the Sn Lankan program and mdIvidual projects
to the relevant finanCIal InSatutIons ThIS actIVIty would Include the development of a
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financIal instItutIon strategy, marketing matenals focusing on financIal aspects of
BOO/BOT projects be prepared and dIstnbuted for dISCUSSIon WIth relevant finanCIal
InstitutIOns, and mISSIons and bnefings be conducted (10 tandem WIth mvestor/operator
mISSIons) to mform the finanCIal commUnIty

TechnIcal aSSIstance 10cludmg bnefings, presentations, and aIdes memOIr would be
conducted by specIalIsts WIth hIgh-level access at commerCIal and concessIOnal financmg
organIzatIons to dISCUSS 10 detaIl the objectives and charactenstIcs of the Pnvate
Infrastructure Development Project

1) Component Inputs

The follOWing 10puts WIll be proVIded under the MarketIng Component (See Annex 4
for full budget detaIls)

(a) TechnIcal ASSIstance

Expatnate 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 trammg (2 persons), thIrd country traInIng (4 persons), and
10 country traInIng (75 persons) ThIS traInIng for senIor government OffiCIalS, the
pnvate sector, SrDr staff on the strategIes and technIques of Investor/operator marketIng
at the program and project level

(c) LogIStIcal Support

The project wIll finance travel, advertIsmg, publIcatIOn costs, and other costs assocIated
WIth the marketing effort

Component 4 - Pnvate Sector Wmdow Component

In order to faCIlItate the successful ImplementatIOn of components one, two, and three,
It IS cntIcal that the project have the capaCIty to enhance the pnvate sector's abIlIty to
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attract long-term financIal support, defray or mItIgate the costs and nsk of developIng
feasibIltty studIes reqUIred for BOO/BOT projects, and engage In developIng unsoltcited
proposals to overcome Infrastructure dIfficultIes and IdentIty Investment opportumtIes
The Pnvate Sector WIndow Component addresses these cntIcalissues

1) Component Objectives

The Pnvate Sector Window Component IS deSIgned to faCIlItate a greater number of
pnvate mfrastructure development transactions and to augment other project components
ThIS IS mtended to promote a greater number of VIable project proposals by desIgnmg
a feaSIbIlIty study fund or cost-shanng mechanIsm, developIng and ImplementIng a
Pnvate Sector Infrastructure Development Fund (PSIDF), and ~trengthemng the capaCIty
of SIDI (SIDI) to receIve, analyze, evaluate, process, negotIate, and award unsolICIted
proposals for pnvate mfrastructure projects

ThIS component IS desIgned to, as early as poSSIble, alleVIate three problems that could
stIfle a robust program m Sn Lanka, and that represent a major constramt to the pnvate
sector

• lack of capaCIty on the part of the local fmancial market to proVIde long-term

finanCing for Infrastructure projects,

• lack of InCentIve for the local and foreIgn pnvate sector to nsk therr tIme and

effort to shoulder the entIre burden of project IdentIficatIOn and feasIbIlIty studIes
WIthout prospect for compensatIon or award, and

• lack of a legItImate opportumty or wmdow for the pnvate sector to utIlIze ItS

entrepreneunal resources and energy to Identify umque approaches to
mfrastructure Investment opportumties WIthout formal procedures to process
proposals

n) Component Outputs

The successful attamment of the objectIves of thIS component would result m completIOn
of the followmg outputs

• A pnvate sector facIhty/fund deSIgned

• Mechamsms for cost-shanng feaSIbIlIty studIes are developed or accessed

• Formal and effective procedures are estabhshed for treatIng unsohcIted proposals
for pnvate Infrastructure projects
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111) Component ActlvitIes

The IndIVIdual actlvitIes WIll be conducted In coordmatIOn WIth SIDI and other cntIcal
GSL counterpart InstItutIons IncludIng the External Resources Department of the MInIStry
of FInance, Development FInance Corporation of Ceylon, and the NatIonal Development
Bank SpecIfic actiVIties Include the followmg

ActIVIty I - Pnvate Sector Infrastructure Development Fund DeSIgn

The proposed lIPnvate Sector Infrastructure Development Fund" (PSIDF) represents an
Important faCIlIty WhICh wIll allow the pnvate sector access to OffiCIal development
aSSIstance and serve as a catalyst In promotIng pnvate Infrastructure projects, aSSIst In
overcomIng the shortage of avaIlable long-term financIng In Sn Lanka and the dIfficultIes
of accessing foreIgn long-term financ1Og, 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 10 construcnng a mechanIsm that IS
fleXIble and reahsnc In addinon to develop1Og the program deSIgn, the acnvity wIll
Include presennng, Jusnfymg, revlSlng, and negonanng, on the behalf of government and
the pnvate sector, the creanon of such a faCIhty

AcnVIty 2 - FeasIbIhty Study Fmancmg MechanIsm DesIgn

In order to effecnvely attract the pnvate sector to paruclpate fully In the program, a
vehIcle must be In place that offers some burden shanng arrangements In the
development of pre and full feasIbIhty studIes Currently, A I D has In place an agency
WIde mechanIsm WhICh proVIdes cost-shanng arrangements In the development of
feaslbIhty studIes for pnvate sector energy development projects (PSED) The PSED
feasIbIhty study prOVIdes for cost-shanng of 50% on project that are developed by the
publIc/pnvate sector ThIS actIVIty would mvolve the analySIS of the usefulness of the
eXIsnng PSED mechanIsm for pnvate sector energy projects m Sn Lanka, as well as to
determme the VIabIlIty of ItS replIcatIOn, WIth appropnate alteranons, for projects m non
energy related mfrastructure areas ThIS actIVIty also entails the development of
altemanve arrangements whereby the SIDI would prOVIde some cost shanng or
reImbursement arrangements, m local or foreIgn currency, for feaSIbIlity studIes
undertaken by the pnvate sector

If deSIgn m thIS actiVIty resulted m pOSItive conclUSIOns or models for ImplementatIOn,
the actIVIty would be enlarged to respond to the need for managmg such a faCIlIty or
facIhtIes 10 thIS project

PPI PrOject Paper 26 of54 pages



ACtIVIty 3 - Unsohclted Proposal Processing and Procedures ACtiVIty

The Promotion of Pnvate Infrastructure Project wIll be market-dnven and the pnvate
sector wIll partIcIpate m project Identification In order to ensure that thIS faclhty IS In
place as early as possIble, a pnnclpal actIVIty of thIS component WIll be the technIcal
mput of a SpecIalISt famIlIar WIth the appropnate procedures m developing a "Unsohclted
Proposals" WIthout such procedures, VIable unsolIcIted proposals are not responded to
and result In the program lOSing some of Its long-teIlTl credIbIlIty Moreover, unsolIcIted
proposals can aSSIst In bUilding the mventory of qUalIty projects ThIS aCtivIty WIll entaIl
a survey of SIDI and line agency procedures, dIScussIons WIth the pnvate sector to
determine theIr responsIveness, and the drafting and Implementation of a set of
procedures for unsolIcIted proposals

IV) Component Inputs

(a) TechnIcal ASSIstance

Expatnate Sn Lankan

POSItion Person POSItion Person
Months Months

PSIDF PSIDF
Fmance SpecIalISt 2 Finance SpecIalISt 6
BOT Speclahst 2

Feaslblhty StudIes Fund FeaSIbIlIty StudIes
Finance SpecIalISt 2 Finance SpecIalIst 6
Infrastructure SpecIalISt 2
IQC Buy-ms/TA 25

Unsohclted BIds MechanIsm 2
Contracting SpecIalISt

Total Expatnates 35 Total Sn Lankans 12

GRAND TOTAL 47 person months

(b) Training

Inputs conSIst of US traInmg (2 persons), thud country tramIng (10 persons), and m
country tramIng (25 persons) ThIS tramIng WIll mclude tramIng for the SIDI finance
officer and another finanCIal officer m local mstItutIOns ThIrd country tramIng IS
planned at the ASIa Fmance and Investment CorporatIOn
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C COST ESTIMATES AND FINANCIAL PLAN

1 Project Costs

T1 ~ Project cost IS $9,500,000 over the four-year project penod

g
mcludmg the eqUIvalent of $2 28 mIllIon from pnvate finances

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
Pnvate Sector Wmdow $1,226,000 $0 $0 $1,226,000
EvaluatIonlAudIt $200,000 $0 $0 $200,000
Pnvate Infrastructure $0 $0 $2,281,000 $2,281,000

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

.'hiS sum reflects the followm contributions AID-~$7 ,UUO,UUO and the HC--$2,5UO,OO

2 Sources and Uses of Funds

The followmg IS a descnptIon of the sources and uses of project funds

Table II
Sources and Uses of Project Fmancmg

Components USAID Host Country Total Project

GSL Other
Costs

Techmcal ASSIstance $5,697,000 $0 $0 $5,697,000
Trammg $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
Pnvate Infrastructure $0 $0 $2,281,000 $2,281,000

ProJects*
$7,000,000 $219,000 $2,281,000 $9,500,000

TOTAL

* mcludes Pnvate Sector contnbutlOn to projects of $2 28 mIllIon for IndIVIdual project
costs
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AID ContnbutlOns The AID grant contnbutIOn to the Project wIll provIde $7,000,000
or 74 percent of the total costs Budget Table 1 contams a summary of AID's
contnbunons

Host Country ContnbutIOn The Host country contnbutIOn to the Project IS the
eqUIvalent of $2,500,000 WhICh represents 26 percent of total costs The HC
contnbutton consIsts of both contnbuttons by the GSL to ImtIate and admInIster the
proJect, theIr contnbunons to IndIVIdual project acnVlnes and Investments by the pnvate
sector for mfrastructure projects, deslgmng and ImplementIng

3 Recurrent Costs

One of the obJecnves of the project IS to replace tradlnonal GSL capItal and recurrent
expendItures for Infrastructure WIth pnvate sector fundIng, thus ensunng the
sustaInabIlIty of the actIVIty The lImIted mcrease In any recurrent costs of the Project
(largely restncted to SIDI operatIOns) WIll be compensated many tImes over by the
reducnon In expendItures on Infrastructure There are no sIgmficant recurrent costs
Issues aSSOCIated WIth the project

4 ObhgatlOn Schedule.

The proposed schedule of oblIganons of A I D funds for thIS Project IS as follows

Table ill
Schedule of Obhga1:J.on
(US$ thousands)

Components FY 1992 FY 1993 FY 1994 FY 1995 TOTAL

Techmcal ASSIStance $1,000 $1,999 $1,192 $1,506 $5,697,000
Trammg $200 $100 $36 - $336,000
Commodlnes $138 - - - $138,()()()
Loglsncal Support $164 $293 $172 - $629,000
Evaluanon/AudIt - - $100 $100 $200,000

TOTAL $1,502 $2,392 $1,500 $1,606 $7,000,000
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5 Methods of Implementatlon and Fmancmg

A reVIew of alternatIve methods of ImplementatIOn and financmg from the standpomt of
funds accoup+~l 1 + :.nd project needs has been conducted dunng the course of the PP
deSIgn A;:,w of the results IS mcluded below

PrOject ReqUIrements Method. of Method of FInancmg Approx
Implementatton Amount

($'000)

US Techmcal ASSIStance AID DIrect Contract DIrect Payment 4,230

SL Techmcal ASSIStance Host country/Through DIrect Reimbursement 477
TA Contract

MarketIng Support Through AID Direct Direct Payment 240
TA Contract

Techmcal 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 Drrect 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-m to centrally
funded project, or
PSC

6 Audit ReqUIrements

A reVIew of the audit reqUirements of the project IS as follows
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AnalysIs of AudIt Reqmrements

Component Amt at Method of Resp Host Recommended AudIt Proposed Date Cost to Project
nsk ImplementatIOn Country Coverage for Aud COV
($000) Agency

US Techmcal 4,230 AId DIrect Contract None DCAA audIt Voucher Annually
AssIstance reVIews NFA Quarterly

09/30/94 50,000

SL Techmcal 477 Host Country SIDI umt 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 I 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 umt GSL AG's annual audit Annually None
Procurement SIDl umt Voucher ReVIews Quarterly

FeaSibIlity Studies 750 lQC's None lG/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 umt GSL AG's annual audIt Annually None
SIDl umt Voucher ReVIews Quarterly



D IMPLEMENTATION PLAN

1 IntroductIOn and Prmclples

Implementation of a pnvate Infrastructure Investment program In Sn Lanka reqUires
Identification of the pnonty development programs of key mImstnes, then provIding
opportumtIes for pnvate bUSIness to undertake the projects

The tempo and pace of Implementation wIll be dnven by the capacIty of the deSIgnated
ImplementIng agency to analyze, select, and package SUitable projects for tender
Proposals receIved are then reVIewed and evaluated WInmng 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 declSlons to be made about them For Investment targets to be met, an
mstItutIonal 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 opportumtIes to prospectIve
bIdders, and avaIlabilIty of finance

The focal pomt deSIgnated by Government to manage the program IS a new techmcal umt
WIthIn the Mlmstry of Pohcy PlannIng and ImplementatIon, the Secretanat on
Infrastructure Development and Investment (SIDI) It IS responSIble for packagIng and
advertISIng the selected Investment opportumtIes, InVItmg proposals, respondmg to offers,
and declSlon-makIng to advance approved projects to completIon SIDI proVIdes an
authontatIve hnkage between the key pohcy and operatIng MImstnes and the hIghest
executIve approval level of Government, the CabInet

The SIDI Umt serves as the Government mterface between the busmess and finanCIal
commumtles on the one hand, and the hne mInIstnes or mumclpal JunsdICtIOnS 
proponent agenCIes seekIng constructIon of toll roads, bndges, ports, power plants, water
treatment/waste dISposal plants, telecommumcatIOns faCIlItIes, etc on the other

SIDr wIll establIsh the program schedule Projects submItted by the mmistnes or
proposed by pnvate Investors, WIll be pnontIzed and then handled m sequence,
ImproVIng the prospects of early success and to reduce commercIal nsk

DemonstratIOn projects WIll be chosen for mItIal ImplementatIon These WIll lay the
foundatIOn for confidence-bUIldmg essentIal to the new publIc-pnvate partnershIp
CompletIOn of demonstratIon projects WIll enable more rapId progress to be made later
In dealmg WIth the backlog of pent up demand
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Successful BOO/BOT implementatIOn reqUIres that capital prOjects are not only
techmcally and economically vIable, but also bankable from the nsk-takmg mvestor's
perspectlve Projects selected will be SOCIally sound and envIronmentally acceptable
Fmancial VIabIlIty under BOOIBOT cntena reqUires settlng realIstlc tanff levels
suffiCIent to amortIze the capItal loans, pay a reasonable rate of return on eqUity
mvestment to shareholders, while stlll assunng adequate funds to sustam operatlons and
mamtenance at hIgh levels

Busmess execUtlves, no less than government OffiCIalS, hate surpnses Corporate
managers need to pay full attentlon to theIr day-to-day planned, programmed and
budgeted productIOn and mamtenance functIOns, aVOldmg cnSIS management dIstractIOns
SIDI WIll ensure that Its actlons prOVIde a fully transparent and predIctable "level playmg
field" m whIch rules are clear to the players, and perceIved country nsk IS dimimshed
ThIS WIll mclude gUidance, counsel and directlOn to the pnvate mvestors, and servmg as
advocate to obtam necessary approvals from the relevant GSL authontles

SIDI IS responSIble for vettlng tender documents, establIshmg evaluatIOn cntena, and
gUIdmg the proponent agenCIes m negotIatlng the conceSSIOn agreements and franchIses
awarded to successful proposers and bIdders Techmcal expertIse of the respectlve
mimstry or jUnSdiCtlOn will establIsh the performance standards and specificatlons

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 momtor Implementatlon
of the project ThIS project officer WIll become famIlIar WIth all the aspects of the
project and keep the Office of Projects, MISSIon Controller, Executlve Office and other
relevant USAID managers appraIsed of program ImplementatIOn matters He WIll also
perform other coordmatlng and support functlons mherent m USAID - contractor
relatlonshIps, mcludmg revIewmg vouchers, approvmg budget modificatlons, momtonng
penodlC reports, and schedulIng evaluatIOns He will be responSIble for hasmg WIth the
GSL Project DIrector on all operatlonal matters

The USDH ChIef for the EnVIronmental and CapItal Projects DiVISIon will supervIse the
PPI Project Officer on a day to day baSIS He will be responSIble for makmg the overall
commItment of AID finanCIal resources The Project CommIttee WIll mclude
representatIves of other USAID offices and be responSIble for gUldmg and coordmatIng
the project m 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 Implementatlon reVIews
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3 Implementation Schedule

Project Events

Key Events Startmg Date

1 Project Start-up, SIDI Commences OperatIOn, CFED Contract IS Nov 15,1992
moblhzed

2 Component 1 network bUlldmg mitlated Master LIst, project Jan 15, 1993
rankIng, pre-feasIbIlIty studIes started

3 BOO/BOT Workshop Attendees mc1ude SIDI and MInIStry Feb 15, 1993
LIaISOn offiCIals, bUSiness and banlang companIes and asSOCIatIons
Concepts and procedures are defined

4 Component 2 PublIc Awareness Press releases ISSUed, Brochure Apr 1, 1993
publIshed

5 Component 3 Marketing Program marketing beginS, when
project profiles are ready, projects are marketed

6 Component 4 Pnvate Sector Window UnsolIcited proposals
inVIted, PSIDF deSIgned and funded

7 BId and Tendenng packages put out to tender

8 BId EvaluatIon and Awards

9 ConceSSIOn Agreement Contracts negotiated

10 MId-term Program EvaluatIon conducted

11 Fmal Program EvaluatIOn

PPI Project Paper

Jun 15, 1993

Jan 1, 1994

Dec 1, 1993

Sep 1, 1993

Apr 1, 1995

Jun 1, 1994

Sep 1, 1995
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4 Implementation Arrangements

a) Pre-ImplementatIOn

GIven the accelerat10g momentum of the program, and the enthusIasm be10g shown at
the hIghest levels of the GSL, project desIgn requIres Pre-ImplementaUon actiVIties
These WIll be largely 10 the nature of 10termittent techOlcal assIstance to assure tImely
and appropnate acUons by the operaUng Secretanat 10 the M10Istry of PolIcy PlanOlng
and ImplementatIon (SIDI), pnor to the award of the techOlcal assIstance contract It IS
lIkely that SpecIalIZed techOlcal assIstance WIll be provIded dIrectly to one or more of the
lme M10Istnes and theIr agenCIes, e g the Ceylon ElectnCIty Board, Sn Lanka Telecom,
Water Supply and Dramage Board, to assure that theIr acUvIUes harmomze WIth the
overall program These actIvItIes also 10clude lOgIStical support for estabhsh10g an
organIzauonal plan and operaUng procedures for SIDI, and actions to energIze the
network of proponent lme M10Istnes that wIll set the agenda for the program

b) Contracung for the TechOlcal ASSIStance

Due to the SpecIal requIrements of the PPI project acUVIUes and the ImmedIate
requuements of the GSL for support, the MISSIon proposes to Waive compeuUon for
provId1Og techOlcal assIstance and tra1010g servIces for the project (see Annex 10)
Assum10g the WaIver IS approved, the RegIOnal Contracung Officer will Issue a request
for a proposal to the selected firm After reVIew by the techOlcal evaluauon panel, the
RCO wIll negoUate the final detaIls and costs for a final award

After contract award, the ImUal step would be despatch to Colombo of the contract
mobIhzaUon team compnsed of three persons 1) a semor officer of the contract1Og firm
who was thoroughly famihar WIth all phases of the project and had been personally
1Ovolved 10 the contract negoUaUons, 2) the deSIgnated ChIef of Party, and 3) the
lOgIStiCS SpecIalISt WIth SpecIal experuse 10 office eqUIpment reqUIrements, pamcularly
computer work staUon hardware and software, pnnters, repr-oductIOn and commumcatlon
eqUIpment, etc so that prompt procurement of the commodIty components could
proceed

The mobilIzaUon team would meet WIth the SIDI UOlt DIrector and staff and the USAID
Project DIVISIon ChIef and Project Officer to estabhsh the baSIC overall program
workplan, and to ImUate start-up of operatlons Agreement wIll be reached on scopes
of work for key functlonal actlvltles to be undertaken, and target dates would be set for
accomplIshment of specIfic tasks and dehvery schedules Procedures would be
establIshed for prompt reVIew and clearance by the USAID project officer of contractor
nommees for short-term consultancles
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5 Implementation Phases

ThIS project wIll be Implemented In four dIStinct phases, cOincIding wIth each of the four
lIfe-of-proJect years as follows

Phase I - FIrst Year - Network InstitutIon BUIlding

ACtIvItIes scheduled for thIS year Involve the organIzatIOn of SIDI and ItS lInkages WIth
the lme agencIes and key pnvate sector instItutIons AccomplIshments wIll Include
estabhshment of the SIDI office as a functIOnIng organIzatIon WIth qualIfied staff In
place, operatIng procedures In effect and publIshed manuals and program documents
descnbmg selection cntena, applIcation forms, and related matenals Benchmarks to be
achIeved dunng 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 movmg the
specIfic projects along through the necessary sequence of events reqUIred for theIr
executIon The specIfic mfrastructure projects such as power plants, water treatment
facIlItIes, telecommUnIcatIon InstallatIons, toll expressways, etc IncludIng the relevant
pre-feasIbIlIty studIes, technIcal performance specIficatIons, legal aspects, economIc and
financIal parameters WIll be packed Into bId documents, and marketed for tendenng m
the local and mternatIonal mvestment commUnItIes Dunng thIs second operational year,
these Infrastructure projects will become the UnIts of management for conductmg 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 categones
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 In creatIng a pnvate market for economIC
mfrastructure WIll become manIfest In the thIrd year of the project, when It WIll become
apparent that actual transactIOns have occurred, utIhzmg the polICIes, procedures and
Instruments put In 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 financmg mstItutIOns The final transactIonal
mIlestones wIll be the actual ConcessIOn Agreement contracts endorsed by SIDI and the
hne MInIstnes, that are approved by CabInet for ImplementatIon The valuatIOn In the
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amounts of these conceSSIon agreements, summed up, wlll represent the addltIOnahty In
new Investment and aVOIded cost to Government that WIll provIde the ultImate
quantItatIVe measure of project accomphshment

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 It IS enVIsIoned that thIS assessment WIll be a collaboratIve undertalang by USAID
and the GSL that wIll exanune end of project status The outcome of thIS assessment IS
expected to be a determmatIon about the appropnateness of a follow-on project, If
mdicated, and recommended deSIgn features and SUitable parameters of scale, based upon
the numbers and charactenstIcs of mfrastructure projects m the pipelme, and expenences
WIth BOO/BOT of the major lme mimstnes, at that tIme
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E MONITORING AND EVALUATION PlAN

1 Momtonng

Withm the first 120 days after arrIval of the techmcal assIstance team the contractor WIll
finalIze quantItatIve performance 1Odicators, 10 collaboratIon WIth USAID and the GSL
ThIs WIll set benchmarks 10 acmev10g the project objectIves for the project over Its four
year lIfe and WIll generally conform to the four project phases outl1Oed above These
mdicators WIll reflect all aspects of the project (not only those actIVItIes under the TA
contract) and be disaggregated to annual performance targets

The pnnclpal mechanIsm to assure satIsfactory project momtonng IS the project officer,
whose mam responsIbIlIty w111 be haIsmg WIth the GSL and pnvate sector OffiCIalS and
servmg as the condUIt for conveymg techmcal dIrectIon to the contractor The project
officer WIll also maIntaIn the MISSIon files for the project, and WIll be proVIded copIes
of all dehverables called for under the contract(s), and other project actIVItIes Includmg
penodlc reports, terms of reference, scopes of work, and other operatIonal documents
produced by SIDI In connectIon WIth the project

As noted m SectIon D 2 above the PPI Project CommIttee WIll also proVIde momtonng
support for the project m relatIon to the overall MISSIon program

The progress of the project WIll also be momtored on a quarterly baSIS under the MISSIon
Project ImplementatIon Reportmg 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 reportmg on
project mdicators, the TA contractor reports WIll Include progress reports on commodIty
procurement, traImng, and finanCIal performance

A quarterly project workIng group meetIng WIll be convened by SIDI WIth USAID to
reVIew project progress and to resolve any outstandmg Issues The workIng group WIll
reVIew annual operatIonal assessments prepared by the techmcal aSSIstance 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 Fmal
EvaluatIon near the end of the hfe of project penod These evaluatIons WIll follow
customary USAID practIce of engagmg an mdependent consultant(s) to assess the
program and reVIew the progress of ImplementatIOn agaInst the work plans, budgets and
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prOject objectlves DetaIled scopes of work WIll be developed for each of the formal
evaluatlons The evaluatlon WIll be conducted USIng normal procedures of document
reVIew, IntervIews of Government OffiCIalS, bUSInessmen, bankers, customers and
representatlves of donor organizatlons as appropnate

The first evaluatlon 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 In the project paper have been appropnate and provIded In a tlmely manner
ThIS evaluatlon IS meant to eIther reconfirm the project deSIgn If progress IS satlsfactory,
or alternatlvely suggest alternatlve courses of actlon

By contrast the second evaluatlon, scheduled Into the thIrd year of the project, IS Intended
to IdentIfy and elaborate on project accomplIshments

The baselIne CIrcumstances under WhICh thIS project IS beIng undertaken are the
defiCIencIes and relIabIlIty of eXIstIng Infrastructure servIces Each pnvate Infrastructure
project WIll contaIn quantItatlve data such as saVIngs In vehIcle operatlon costs, reductIon
In economIC losses from energy load sheddIng, numbers of new telephones connected,
Increases In volume of domestlc and Internatlonal 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 obJectlve evaluatlon of the entIre project

Another source of program assessment, more appropnate for the project's InstltutIOnal
development obJectIve, WIll be the wntten evaluatIons that are an Integral part of each
of the workshops and semInars organIzed and conducted by the contractor, under the
traInIng component of thIS project CopIes of these tramlng partICIpant evaluatlons WIll
be proVIded to the project officer for InclUSIOn In project files, and made avaIlable to the
evaluators

USAID may also, from tlme to tIme, conduct program audIts or eXamInatIOn of
operatlonal aspects of the program, as authonzed 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 Technical AnalysIS

Pnvate Infrastructure Development

As noted In sectlon A, the demand for Infrastructure far exceeds government's abIlIty to
Install and manage new facIlItIes In determmIng the vIabIlIty of a pnvate Infrastructure
development as a vIable altematlve to publIc Infrastructure, several essentlal elements
must be examIned wIthIn the context of successful and unsuccessful expenences In
SImIlar enVIronments There are SIX fundamental Issues, mutually reInforcmg but not
exclusIve, that serve to valIdate the lIkelIhood of successful Implementatlon

a) Formal PolIcy and Program ObJectlves

A pnmary feature umversal to countnes WIth a track record of success IS the emergence
and manIfestatIOn of a clear and formal polIcy for pnvate mfrastructure development
An ad hoc or premature polIcy enVIronment charactenzed by ambIgUIty or InformalIty
sends a SIgnal to the ImplementIng agenCIes, the publIc, and the pnvate sector that the
polItIcal WIll does not correspond to the pracucal ratlonale of promotlng publIc/pnvate
partnershIps In the prOVISIOn of Infrastructure

ThIS polItlcal WIll and long-term commItment must be overtly demonstrated and ItS
obJectlves refined and clearly understood There are several examples of countnes that
have recogmzed the need and ratlonale for pnvate Infrastructure development yet have
undervalued the Importance of defimng obJecuves for the program as a whole, and for
specIfic Infrastructure sectors In parucular

In Sn Lanka, the government has over the last fourteen months, prepared, approved, and
ISSUed a polIcy statement clearly aruculatlng the goals and obJectlves of such an
approach ThIS polIcy statement or 'gUIdelInes', a copy of WhICh IS attached In
Annex 5, represents an offiCIal commItment to promotlng pnvate sector approaches to
Infrastructure and was developed and approved by the GSL cabInet and the pnncIpal
actors responsIble for polIcy ImplementatIOn

b) InstItutIonal Framework EstablIshed

In order for the promotIOn of pnvate Infrastructure project to be successful, a well
deSIgned and coherent InStItutIOnal framework must be establIshed

A techmcal umt that operates full-tlme and serves as a lInkage between the lme agenCIes
such as water, power, transportatlon, commumcatlons, etc as well as to the polItIcal
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authontIes responsIble for approval IS a prereqUiSIte for success Expenence In
developed and developIng countnes a1J.ke venfy that WIthout command and control
mechanIsms In place, pnvate Infrastructure development InItiatives are lIkely to fragment,
dnft, and dIsappoInt

The GSL has recently establIshed an InStitutIonal "focal poInt" deSIgnated as responSIble
for planmng, coordmatIng, and Implementmg pnvate Infrastructure development actions
ThIS focal pomt, the Secretanat for Infrastructure Development and Investment (SIDI),
WIll serve m a techmcal and coordmatIng capaCIty between the polItical authonty
(Cabmet) and the lIne agencIes responSIble for tradItional Infrastructure development such
as the MInIStry of TransportatIon, MInIStry of Power, Ceylon Electnclty Board, Mlmstry
of Posts and TelecommumcatIons, and the lIke

A VItal attnbute m thIS deSIgn IS the deSIgnation of a "network" for pnvate mfrastructure
development whereby relevant Mlmstnes and lIne agencIes actIve In thIS process are
admInIstratively connected through commIttee asSIgnments and deSIgnatIons WIth SIDI
and operatIOnally connected through hatson 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 MInIStry of Pohcy Planmng and
ImplementatIon, and members of the network WIll all have clearly defined responsIbIhtIes
In the Implementation of thIS polIcy The attached orgamzatIonal chart (see Annex 5 
AdmimstratIve AnalysIs) Illustrates the responsIbIhtIes and relationshIps of thIS
1OstItutIonal framework

c) Estabhshed Procedures

The thud element that must be consIdered to determ10e the feaSIbIlIty of thIS 1Otervention
IS the status of the "rules of the game" Pnvate Infrastructure Development IS not unlIke
foreIgn mvestment, banking, trade, and other commerCIal actiVIties m that a compact
must eXIst between all of the partICIpants 10 the process, 10 thIS Instance the government,
the pnvate sector, and the publIc

ThIS compact relIes extensIvely on a well-estabhshed and unasSaJ.1able 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 pnvate
10frastructure program decISIvely "BOO/BOT Program GUIdehnes" artIculat10g the
process and procedures of the GSL program, have receIved cabmet approval These
gUIdelInes, a copy of whIch are attached 10 Annex 5, represent the key determ10ant of
program feaSIbIlity
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d) Techmcal CapacIty

One of the key features of thIS project deSIgn IS support to the capacIty of the relevant
"network" of pnvate Infrastructure development actors In carryIng out the objectIves of
the above elements Without the techmcal capacIty to IdentIfy, analyze, structure,
screen, evaluate, and negotIate pnvate Infrastructure projects, the lIkelIhood for success
IS dimimshed

The project deSIgn addresses thIS problem 10 several ways By supportmg the framework
and network though the proVIsIon of long term and short term techmcal resources that
are styhzed to meet the umque needs of thIS project, and by provIdmg SIDI WIth the
logIsncal support It needs to be operatIOnal and responSIve to the "market" for
1Ofrastructure, the Issue of capacIty determInIng feaSIbIlIty IS altered WIth techmcal and
admimstrative capaCIty support1Og the 1OstItutIonal framework, the factors determm10g
project feaSIbIlIty now become project specIfic In thIS mstance 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 pnvate sector and local partICIpatIon In the IdentIficatIon of
project (transaction) candIdates ThIS Issue IS dISCUSsed In greater detaIl 10 Annex 5

e) Effective EnablIng EnVIronment

When undertak10g an InItiative such as pnvate Infrastructure development, a vanety of
exogenous factors affect project feaSIbIlIty and therefore must be assessed The enablIng
enVIronment to support successful project gestatIon and operatIon IS pnmanly a function
of the legal, finanCial, commercial, and socio-pohtIcal enVIronment and ItS dISpOSItIOn
towards a project of thIS k10d

In Sn Lanka, the project deSIgn team concluded that the enablIng legal enVIronment IS
supportIve for pnvate mfrastructure development In general there are no major
prohIbItIOns to BOO and BOT transactIOns In any of the sectors determ10ed elIgIble by
the Program GUIdelInes Moreover, the operat1Og and ImplementIng legal acts that
govern the process of project development, approval, financ1Og, and ImplementatIOn do
not pose sIgmficant constramts The grant10g 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 1Otroduc1Og major enabhng legIslation, are allowed and
non-prohIbItive

As dISCUSSed m greater detaIl In the finanCIal, economIC, and SOCIal soundness analyses
of thIS report, the enablmg enVIronment charactenz10g these sectors are generally
SupportIve Sn Lanka is a growmg and complex economy The lack of a hIghly
developed finanCIal market and large pnvate sector commumty are not constramts to thIS
proJect, rather they are necessary beneficlanes The project does not rely on theIr
growth and development but IS deSIgned to augment and support theIr expanSIOn
However, the project deSIgn does recogmze that certam project 1OterventIOns must be
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applIed to accelerate this process Included In thIS IS the reqUirement to Involve the
publIc In 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 AdImmstratIve AnalysIS

a) Secretariat of Infrastructure Development and Investment (SID!)

The GSL has deSIgnated the Secretariat on Infrastructure Development and Investment
(SIDI) Implementing agency for the program An adminIstratlve reVIew of the proposed
organizatlOnal structure and admmistratlVe system has been undertaken as part of the
project deSIgn The conclUSIOn of the reVIew IS that WIth mInImUm effort these systems
WIll be satlsfactory to Implement the project StrategIcally located WIthin the MInIStry
of Pohcy PlannIng and Implementatlon, SIDI It IS gUIded by a sub-commIttee of the
IndustnalizatlOn CommIssIOn, WhIch IS compnsed of senIor Secretaries from the key
polIcy and lme MinIstnes SIDI's status and positlOn WIthin the MInIStry of Pohcy
PlannIng and ImplementatIOn gIves It the authonty to make autonomous declSlons on ItS
own behalf, and to coordmate WIth the lme proponent MinIstnes WhICh WIll be playmg
a key role m the tendenng and award process that WIll permIt pnvate mvestment for
Infrastructure projects

The Government has defined SIDI's authonty, and functlons m the OffiCIal BOO/BOT
"GUidelmes" WhICh have already been approved by Cabmet Its organIzatIOn, personnel
and operatlonal budget are hne Items withm the host MInIStry'S budget

The "GUidehnes for BOO/BOT Projects" state

" SIDI WIll pnmanly be responSIble for

..

I IdentIfying appropnate projects and prepanng profiles that may be SUitable for
ImplementatIOn under BOO-BOT or other baSIS, m co-operatlon WIth Implementing
agencIes and building an mventory of such projects,

11 Ensurmg that proposed projects meet estabhshed socio-economIc, technIcal, and
enVIronmental pohcy cntena,
III Ensunng that proposed projects conform to the Program GUidelmes and governmg
leglslatlon,
IV AdmlnIstenng, m collaboration WIth the relevant MlnIstnes and key Implementing
agenCIes, the process of project development, and
v Negotiatmg WIth Investors, WIth Input from relevant Mimstnes 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 professlOnals, headed by a
DIrector-General, who w1l1 be supported by three AddItIonal DIrectors (ADLs) The
semor ADL IS 10 charge of OperatIons, another ADL manages Projects whIle the thIrd
ADL IS responsIble for Coord1OatIon WIth the line mimstnes

Other profeSSIonal staff WIll 10clude a Budget and FISCal Officer, an Infrastructural
SpecIalISt, a FinanCIal SpecIalIst, and two Project Officers WIth adminIstratIve skIlls

ThIS core group of officers WIll partICIpate In 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 In perform1Og theIr tasks and fulfill10g organIzatIon development goals In a
settIng charactenzed by hIgh professlOnal standards

The recommendatIons of the adminIstratIve reVIew are to obtain documentatlOn of GSL
budget support for the project, ensure that at least the Finance Officer and Project
DIrector are 10 place pnor 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 momtonng of each aspect of
program operatIOns Results WIll be confirmed by regular audIts and penodic evaluatIOns
of the program

3 Summary of Econonuc and FmancIaI AnalysIS

a) EconomIC VIabIlIty of the ProJect

The provislOn of mfrastructure by the pnvate sector should prove to be a supenor
mechamsm to the traditlOnal government and donor-led system of us10g aDA It reduces
the finanCIal burden on overly-Indebted governments and Involves the pnvate sector In

areas where they have greater competItIve advantage VIs-a-VIS the publIc sector

EconomIC and f.nancial conSIderatIOns for the project apply at several levels The first
conSIderatIon IS the return to USAID 10 companson WIth alternatIve projects In WhICh It
could 10vest $5 mIllIon The pOSSIbIlItIes for attractIve returns from the project are hIgh
In VIew of the potentIal leverag10g of lImIted USAID resources for a proportlOnately
much hIgher level of Infrastructure prOVISIon The targeted output of the project IS $150
mIllIon worth of 10frastructure projects SIgned by the GSL WIth the pnvate sector One
way to VIew the Impact of these project funds IS to conSIder that, USing the tradItIOnal
approach, spending $5 mIllIon for a traditlOnal Infrastructure project would create an
equal amount of 10frastructure by value USing $5 mIllIon of USAID funds to set up a

•
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mechamsm that could attract $ 150 mlllIon of 10frastructure projects, on the other hand,
would result m a leveragmg of USAID's resources of 30 tImes

JustIficauon for thIS prOject IS based upon the CIrcumstances ansmg from postpomng
needed mvestment 10 the baSIC economIc mfrastructure of the country Budget
constraInts and accumulated debt servIcmg burden have resulted m neglected routme
mamtenance, and deferral of new mfrastructure mvestments ThIS has eroded the qUalIty
of servIce, leadmg to power outages, poor phone servIce to subscnbers and long WaIts
for new servIce mstallatIOn, congested ports, overburdened mass tranSIt, 10creased
vehIcle operaung costs, madequate water servIce, poor waste water dISposal and solId
waste management In addluon to erod1Og the qUalIty of lIfe, these condluons degrade
the 10vestment clImate and dImInIsh Sn Lanka's compeunveness 10 attracnng new pnvate
busmess mvestment

PublIc/pnvate partnershIps made possIble by the project WIll produce economIc benefits
by

• Increas10g the lIkelIhood that addluonal mfrastructure wIll be bUllt, and

• AchIevmg greater effiCIency of resource allocauon and use by pnvate creanon and

ma10tenance of mfrastructure

The combmed Impact of these two benefits assure economIc VIabIlIty for the program If
only a few projects are undertaken, and for those to achIeve only moderate Improvement
10 effiCIency compared to Government-operated faCIlInes

There are nsks aSSOCIated WIth thIS project, largely related to country nsk percepnons
that could result from potennal polIncal OppoSItIon to the program, and 10stabilIty that
could be the consequence of an upsurge 10 CIVIl unrest There are also fmancial nsks
resulung from poSSIble problems encountered by prospecnve 1Ovestors 10 mobIlIz1Og
suffiCIent amounts of capItal financ10g at 10terest rates low enough to permIt VIable
mternal rates of return Although these not 10SIgmficant nsks could JeopardIze the
project's potentIal hIgh returns, these nsks have been mItIgated through drawmg on the
lessons learned from other countnes to Improve program deSIgn, and from Sn Lanka's
expenence m conduct1Og ItS current pnvatizatlOn program

On balance, the potentIal "upSIde" economIC return of the project combmed WIth the
lImIted nsk of undertakIng a pnvate sector mfrastructure program are preferable to the
low returns and predictable--and hazardous--nsk, whIch threaten the country's further
economIC development, of contmumg exclUSIvely WIth the present system of
mfrastructure prOVISIon
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b) EconomIC ViabIlIty of the Sub-ProJects

At a sub-project level, economIC and finanCIal conSIderatIOns WIll be an 10tegral part of
the BOO/BOT project screemng 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 mternal rate of return (IRR) cntena WIll not be pursued

Projects WhIch are economIcally VIable WIll then be analyzed for finanCIal VIabIlIty, that
IS, theIr attractIveness to the pnvate sector at market pnces Those that are VIable are
good candIdates for further BOO/BOT conSIderatIOn

Those that are not WIll be further analyzed for potentIal structunng to make them
finanCIally attractIve to the pnvate sector For example, a hIghway project may 10 and
of Itself not be finanCIally attractIve However, some anCIllary benefits may be
assocIated WIth the project, such as land development nghts by the entrance and eXIts
po1Ots, could be structured as a part of the transactIon to make It more attractive to the
pnvate sector

Those projects WhICh cannot be made finanCIally VIable, but are economIcally VIable,
would remaIn as SUItable candIdates for tradItIonal donor financ10g

c) Fmanc10g Pnvate Infrastructure ProJects

Finally, the deSIgn team analyzed the potential of the domestIc and foreIgn pnvate sector
to mobIlIze the finanCIal resources to undertake 1Ofr.astructure projects

Sn Lanka's finanCIal markets are stIll "emerging" and not ready to assume the amounts
and matuntIes that would be reqUIred for most BOT projects DISCUSSIOns WIth local
finanCIal instItutIOns 10dicate that the maxImum amount of capItal that could be raIsed for
a BOT project would be about $10 mIllIon Although partICIpatIon by Sn Lankan
1OstItutIons would be 10ItIally modest, It IS Important that they partICIpate 10 transactIOns
10 an effort to further develop the finanCIal and capItal markets

The aVaIlabIlIty of foreIgn commerCIal bank debt IS lImIted by Sn Lanka's hIgh levels
of foreIgn debt and the reluctance of foreIgn commerCIal banks to take project nsk m Sn
Lanka ForeIgn dIrect 10vestment has averaged only about $40 mIllIon a year for the last
twelve years It has been lImIted by perceptIOns of nsk due partIally to the ongo1Og CIVIl
conflIct

As the expenence of the PhilIppmes and elsewhere demonstrates, Sn Lanka WIll need to
rely on financmg from the IFC and the ADB pnvate sector w1Odow to 10ItIate ItS first
sIgmficant BOT projects DISCUSSIOn by deSIgn team members mdlcates a keen 10terest
by these mstitutIons 10 partIclpat10g 10 the financ10g of BOO/BOT projects 10 Sn Lanka
At the same tIme, Sn Lanka should work wIth the OffiCIal development aSSIstance
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commumty to create a mechamsm to channel ODA to the pnvate sector to support BOT
projects ThIs would help to provIde the sums and matuntles of finance needed for BOT
projects, whIle aVOIdmg problems such as counterpart funds reqmred by tradItIOnal donor
financmg WhICh have slowed mfrastructure development The deSIgn team has proposed
a "Pnvate Sector Infrastructure Development Fund" (PSIDF) to meet thIS need Creatmg
thIS fund would be a part of the pnvate sector wmdow component

4 Summary of SOCial AnalysIS

a) General Background

Sn Lankan SOCIal values have tradItIOnally been strongly onented toward eqUIty, poverty
allevIauon, preservatIOn of VIllage hfestyles and cultural values WIth the advent of
economIC hberalIzauon smce 1977--and especIally In the last three years--these values
have been exphcItly mcorporated In government pohCIes that seek, at the same tIme, to
promote economIC growth, mvestment, an open tradIng regIme and a market economy
In WhICh the pnvate sector gradually supplants the state's role In producuve acuvitIes
ThIS combInauon reqUIres a shIft In emphaSIS away from welfare pohcles aimed at
redIstnbutIOn of Income and toward economIC pohCIes that Increase the economIC
opportumues of large numbers of people--Includmg the rural poor--to partICIpate In and
enjoy the benefits of development ThIS, In turn, reqmres a dehcate balance of pohcles
and Investments to aVOId the emergence of a dual economy m whIch a hmited number
of ehte urban partICIpants m the formal economy benefit from acceleratIng economIC
growth whIle large numbers of rural, agnculturally-based people langmsh In a low
producuvity poverty trap

The pohcles of the current government seek to harmOnIze the two goals by emphasIzmg
broad CIuzen partICIpauon m productIve pnvate Investment and employment The
PromotIOn of Pnvate Infrastructure Project IS fully conSIstent WIth thIS strategy The
project WIll support the concept of broad partICIpatIon In development by, most
Importantly, provIdmg new mfrastructural servIces WhIch are the prereqmsites for rapId
economIC growth and hIgher standards of hVIng The project structure fully reflects the
need to develop a strong sense of ownershIp by pubhc and pnvate leaders m Sn Lanka
and a broad understandmg of Its aims by the general pubhc To thIS end a pubhc
awareness and commUnICatIOns component has been added to thr project whIch WIll be
used to promote and momtor broad Sn Lankan partICIpatIOn

Whl1e the average Sn Lankan--and certamly the typICal worker In Sn Lankan mdustry--Is
unfamIlIar WIth the concept of large scale pnvate sector mfrastructure 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 m other areas where the publIc IS
already paymg (1 e power) these Issues are not lIkely to be as Important Based on
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USAID's expenence wIth the "people-lzatIOn" program, when the benefits of pnvate
sector programs are clearly artIculated publIc awareness and acceptance mcreases
dramatIcally

Several of the actIvItIes planned for ImplementatlOn under the Project wIll remforce
publIc confidence and partICIpation In these new mvestment opportumties The Project
wIll focus on the transparency of GSL deciSIons on pnvate sector projects thereby
makmg It clear to all that these processes WIll be carned out on level playmg fields
where everyone can expect a fare chance to play and wm CreatIon of local markets for
new debt mstruments, mcludmg corporate bonds, WIll mcrease the number and vanety
of opportunItIes aVaIlable to Sn Lankan's to share 10 the benefits of the project

The SOCIal Impact of the Project WIll extend beyond the dIrect partICIpants 10 each of the
Infrastructural projects The development of markets In pnvate mfrastructure WIll
substantially mcrease the pace of both foreIgn and mdigenous mvestment 10 pnvate
enterpnse In Sn Lanka, and that, In turn, wIll create new employment opportunItIes A
recent study on the causes of unemployment, co-authored by a consultant and an offiCIal
of the MImstry of PolIcy Planmng and ImplementatIOn, concluded that the Sn Lankan
economy IS SImply not creating enough jobs to keep pace WIth the growth of the labor
force, and that accelerating employment growth would reqUIre an mcrease of about 23 %
10 annual foreIgn mvestment, compared WIth the 1990 level Low demand for labor IS
a dIrect result of relatIvely low rates of economIC growth In 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,
Sn Lanka's unemployment problem IS demand-related rather than structural

The benefiCIary Impact of thIS project IS WIdespread, and mcludes dIrectly those persons
who WIll be proVIded new employment opportumtles through constructIon, operatIOn and
maIntenance of the new pnvate sector financed mfrastructure projects that would not be
bUIlt WIthOUt the project Employees, managers, owners and shareholders of the servIce
mdustnes 10 finance, accountmg, msurance, and related busmess servIces dIrectly
supportIng the operatIon of the new facIlItIes, WIll benefit from added levels of busmess
actIVIty generated by the Infrastructure projects when they are bemg bUllt and afterwards
dunng theIr operatIon throughout the conceSSIon agreement penod, lIkely to range
upwards from twenty to thIrty years or more

A gender analySIS of the project has limItatIOns at thIS stage smce mfrastructure projects
WIll be selected by the pnvate 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 accord109 to gender to maIntaIn representative levels
of benefits for trammg and staff positlOns In terms of the overall pIcture, both women
and men are lIkely to benefit most from the deSIgn and construction of new
mfrastructure In terms of long term employment 10 the new pnvate utIlitIes
(telecommUnICatIOns, power, and water) women have traditlOnally been the largest
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segment of the employees, constltutmg almost 85 % of the work force in thIS sector at
the present tlme

IndIrect beneficlanes are the men, women, and chIldren In both rural and urban areas
who WIll be enjoYing more rehable and effiCIent transport, energy, potable water, sohd
waster dlsposal,telecommumcatlons, and other servIces contnbutlng to Improvement In
qUalIty of hfe indIcators The business commumty WIll expenence fewer losses attnbuted
to power outages, delayed shIpments, mIssed commumcatIons, etc

Another sIgmficant benefit of the project is that It WIll reduce the levels of pubhc finance
reqUIred to construct and operate (Includmg the payment of SubSIdIes) mefficient
Infrastructure servIces ThiS WIll make more GSL funds aVaIlable to Improve the qUalIty
and amount of SOCIal welfare programs more dIstmctlvely governmental m character

There WIll also be people whose Interests WIll not be served by the project mcludmg
those persons whose homes and busmesses occupy the SItes that WIll need to be acqUIred
by the Government to permIt constructlon of the new hIghways, bndges, power statlons,
water and waste water treatment plants, ports, railways, etc ThIS effect WIll be
mItigated by the eqUItable exerCIse of nghts of emment domain, and reasonable and
prompt compensatIon by the Government, to the owners of property beIng taken over m
project constructIon locations LikewIse, managers and employees of government-owned
Infrastructure organIzations may see pnvate supplIers as a SubstItute rather than as a
supplement for theIr servIces In these cases, the project WIll depend upon regular
consultatlon WIth these groups as proVIded under component two to carefully explain the
role of the pnvate supplIers

5 Summary of EnVironmental AnalysIS

The PromotIOn of Pnvate Infrastructure (PPI) Project WIll enhance the GSL's polIcy
framework and InstitutIOnal capabIlIty to promote pnvate mfrastructure development
A I D funds WIll not be used to Implement any Infrastructure project, and therefore, WIll
have not dIrect enVIronmental Impact All A I D funds WIll be used for the prOVIsIon
of techmcal aSSIstance, traImng and lOgIStICal support to the GSL's Secretanat for
Infrastructure Development and Investment (SIDI) However, the mfrastructure projects
WhICh WIll result from an Improved GSL polIcy enVIronment and strengthened
InstItUtlonal structure WIll have major Impacts on the enVIronment Consequently, The
PPI Project WIll depend SImultaneous development of the GSL's enVIronmental
assessment and regulatlon capacIty USAID/Sn Lanka's Natural Resources and
EnVIronmental Polley Project (NAREPP) has a mandate to prOVIde thIS support

The PPI Project Will be proactIve in ensunng 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 pnvate
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partIcIpatIon m Infrastructure are techmcally and economIcally 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 IS
to examme the envIronmental Impacts of each project IndIVIdually Techmcal 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 complIance WIth the GSL's enVIronmental standards and
reqUirements

The PPI project posItively Impacts upon the enVIronment IS several ways

a) '"llgorous EnVIronmental ReVIew - Each mfrastructure proposal receIved by
SIDI WIll Include eIther an ImtIal EnVIronmental Examination or an EnVIronmental
Impact Assessment depending on the nature of the acUvItIes ThIS WIll ensure that all
future Investments are thoroughly examined for all pOSSIble enVIronmental consequences
and that Investment decISIons are made WIth thIS In mInd ThIs enVIronmental safeguard
IS also bUIlt Into gUIdelInes for UnsolICIted Proposals SIDI WIll promulgate gUIdelInes,
based on A I D envIronmental regulatIOns, and adjusted to Sn Lankan condItions, for
all proposals submItted for conSIderatIOn All unsolICIted proposals WIll Include the same
enVIronmental threshold reqUIrements beIng applIed to Government-ImtIated projects

b) EnVIronmental AddIUonahty of PPI - In addItIOn to the routIne enVIronmental
reVIew deSIgned Into the operatIng procedures of the project, PPI may result In a number
of pnvate 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 pnvate/publIc partnershIps beIng establIshed by thIS project ThIS "additIOnalIty"
of mvestment In projects specIfically targeted to Improve the enVIronment IS among the
potential enVIronmental benefit resulting from PPI

c) Strengthened Local CapabIlIty - Smce SIDI WIll be supported by A I D
techmcal aSSIstance, the local pnvate sector wIll benefit from InternatIOnal expertIse In
prepanng EnVIronmental Impact StudIes of an International standard ThIS would not
only help the GSL In ensunng 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 techmcal 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 Mimstry of
EnVIronment, the Mimstry of Pohcy Planmng and other GSL enVIronmental
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orgamzatIons USAID/Sn Lanka wIll also ensure that SIDI's reqUIrements are provIded
to the maxImum extent possIble by the MISSIon's NAREPP prOject resources Fmally.
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 cntena
and an 1OstitutIOnal process WIll be developed as part of the PPI Project EnVIronmental
momtonng WIll be 10cluded 10 the techmcal aSSIstance progress reports and WIll be a
standIng Item at the quarterly project reVIew meetIngs Moreover, as stated above, the
Project Grant Agreement WIll 10cludes an enVIronmental reVIew covenant

The GSL enVIronmental reVIew process WIll conSIst of three phases

a) EnVIronmental Screemng - SIDI WIll reqUIre all proposals to mclude a sectIOn
on enVIronmental screemng SIDI WIll be responsIble for determImng the adequacy and
valIdIty of the EnVIronmental Screenmg based on ItS promulgated gUIdelInes PPI and
NAREPP resources WIll be used to develop these gUIdelInes and standards

b) Imtial EnVIronmental Exam1OatIOns (lEEs) - If an lEE IS 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 Authonty In
conductIng an lEE PPI staff WIll reVIew lEE's to ensure that the type of aSSIstance wIll
not dIrectly or mdIrectly VIolate the A I D enVIronmental reqUIrements

c) EnVIronmental Impact Assessments (EIAs) - If the project proposed needs an
EnVIronmental Impact Assessment (EIA), the terms of reference WIll be developed by the
PAA appo1Oted by the Central EnVIronmental Authonty The capabIlIty of PAA and
CEA to develop TORs for EIA studIes IS beIng developed under NAREPP Under
NAREPP, the CEA WIll be aSSIsted to prepare programmatIc gUIdelInes for some of the
small-scale mfrastructure developments WhICh may be duplIcated several times These
gUIdelInes wIll be used rather than developmg separate gUIdel10es The completed EIA
shall be presented to SIDIIPAA WhICh, 10 consultatIOn WIth the CEA, shall
approve/dIsapprove the actIVIty

PPI PrOject Paper 51 of54 pages



G CONDITIONS AND COVENANTS

! CondItIOns Precedent

The follow1Og conditIOns precedent to InItIal disbursement are proposed for the
PromotIOn of Pnvate Infrastructure (PPI) Project Grant Agreement

a FlI'S1: DISbursement Pnor to the first dIsbursement under the Grant, or to
the Issuance by A I D of documentatIon pursuant to WhICh dIsbursement wIll be made,
the Grantee will, except as the PartIes may otherwIse agree m wntmg, furnIsh to A I D
10 form and substance satIsfactory to A I D

(1) A statement of the name of the person hold1Og or act10g 10 the office of the
Grantee, and of any addItIonal representatIves, together WIth a specImen SIgnature of
each person specIfied 10 such statement, and,

(2) A publIshed polIcy promot1Og pnvate 10vestment 10 10frastructure adopted by
the Government of Sn Lanka, and,

(3) For the first dIsbursement provId1Og aSSIstance to the Secretanat on
Infrastructure Development and Investment ("SIDI"), eVIdence that SUItable, aVaIlable
office space and faCIlItIes at a locatIon convenIent to the Colombo central busmess dIStnct
have been located

b AddItIonal DISbursement Pnor to addItIOnal dIsbursement for SIDI under
the Grant, or to the Issuance 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 m
wntmg, furnIsh to A I D 10 form and substance satIsfactory to A I D , eVIdence that
SIDI has

(1) HIgh-level decIsIOn-makmg authonty to Implement the Government of Sn
Lanka's polIcy promot1Og pnvate 10vestment 10 1Ofrastructure,

(2) SuffiCIent staff with the capaCIty to Implement the polIcy, 10cludmg
IdentIfymg SUItable projects and negotIatmg and admInlstenng project development, and,

(3) Adequate admInistrative, Inventory, and funds control procedures
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c NotificatIOn When A I D has determIned that the cOndItionS precedent
specIfied In SectIons 4 I and 4 2 have been met, It WIll promptly notIfy the Grantee

d Tennmal Dates for Conditions Precedent

(1) If all of the condltlons specIfied above have not been met withIn 45 days,
A I D , at Its option, may termInate thIS Agreement by wntten 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 wntIng,
A I D , at Its optIon, may cancel the then undIsbursed balance of the Grant, to the extent
not lITevocably commItted to thIrd partIes, and may termInate thIS Agreement by wntten
notIce to the Grantee

2 Special Covenants

a ProJect Evaluation The PartIes agree to estabhsh an evaluation program as
part of the Project Except as the PartIes otherwIse agree 10 wntIng, the program WIll
mclude, dunng the ImplementatIOn of the Project and at one or more pOInts thereafter

(1) evaluatIOn of progress toward attamment of the obJecuves of the Project,

(2) IdentlficatIOn and evaluatlon of problem areas of constramts 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 CoordmatlOn and ConsultatIOn The Grantee shall Implement ItS pohcy
promotIng pnvate Investment through a front lIne mimstry, as the Mlmstry of Pohcy
Planmng and Implementatlon ("MPPI"), and Will deSIgnate the Secretanat on
Infrastructure and Development Investment ("SIDI") to be responsIble for close
COOrdInatIOn WIth consultants financed WIth resources under thIS Grant USIng A I D
dIrect contracts The Grantee shall proVide the consultants With all mformatlon necessary
to enable them to prepare annual work plans, reports, and other documents requued to
fulfill the terms and COndItIonS of theu 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

c Development Fund Upon completIOn of a deSign of a development fund or
Similar mechanIsm to proVIde financmg for pnvate Investment, the Grantee shall take all
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appropnate steps to assure that the fund IS created and elIgIble to receIve non-A I D
resources such as those of the World Bank or the ASIan Development Bank

d Private Sector Support The Grantee shall assure that pnvate Investors
approved for pnvate partICIpatIOn In Infrastructure wIll receIve the most favored
treatment accorded by the Greater Colombo EconomIC CommIssIon (GCEC) to
commercIal Investors partIcIpatmg In Export Processmg Zones and SImIlar programs
under GCEC jUnSdICtIOn The Grantee shall extend the benefits of the treatment for a
term and under condItIons that reflect the longer penods of commercIal nsk beIng
assumed for Infrastucture

e EnVironmental ProtectIOn and SOCial Soundness The Grantee shall assure
that any proposals approved for pnvate partICIpatIon 10 Infrastructure are techmcally and
economIcally VIable, SOCIally sound, and envIronmentally acceptable under Government
of Sn Lanka enVIronmental laws, rules and regulatIons

f Contmued Policy PromotIOn Efforts The Grantee shall contInue to
emphaSIze and support the polIcy promot1Og pnvate Investment In Infrastructure over the
lIfe of thIS Project to assure the Project's success and shall take all appropnate steps to
fully assume, by the end of the Project, finanCIng of recurrent costs aSSOCIated WIth the
umt ma1Ota101Og 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

Goal To modernIze EconomIC
Infrastructure

Purpose To develop a market for
pnvate financmg and management
of 10frastructure

Sub-purpose To encourage and
support US trade and Investment 10
Sn Lanka's economIc mfrastructure

Outputs
- Formal network estabhshed to
promote and support pnvate
mfrastructure

IndlCators

Over the next 5 years
- Expand telephone hnes by
500,000
- Increase power generation by
400MW
- PopulatIOn WIth access to pIped
water 10creases to 2 ml1hon
- CapacIty to manage 1,000 ton/pd
of sohd waste for Metro/Colombo

- 3 projects SIgned WIth pnvate
parties for $150 ml1hon
- FunctIOmng pohcy and
procedures for pnvate partiCIpation
10 10frastructure
- Pubhc awareness and support for
pnvate sector 10frastructure
- Competition to provIde pnvate
10frastructure
- Enhanced abIhty of the pnvate
sector to partiCIpate 10 the program

- 12 projects Identified for pre
feasIbIhty
- 6 tendered packages developed
for Issuance
- 3 agreements awarded and
negotIated
- PenodIC reports confirm1Og
project performance

VenficatIOn

SL Telecom waIt10g penod
for new hook-up reduced
- Phone servIce aVailable
- Brown-outs, load shedd10g
ceases
- CEB power more aVailable
- Water supply aVailable
- Annual Reports of CEB,
SL Telecom

- Contracts awarded

- IDI Brochure aVailable and
utIhzed

- Survey of pubhc and medIa

- Multiple bIds receIved 10
response to tenders
- SIDI documents

- ReVIew of consultants
reports

- List of projects completed

- Agreements

- GSL reports

Assumptions

GSL commItment to pubhc/pnvate
partnershIps contmues to grow and
consohdate

Pnvate sector contnbutes to
10frastructure development

DomestIc and foreIgn mvestors
and operators WIll respond to
project opportumties

Govt AgencIes, pnvate sector,
and users 10 pubhc WIll recogmze
"common purpose" In benefits of
pubhc/pnvate projects

A techmcal umt IS estabhshed
wIthm the GSL and that It possess
hIgh-level authonty

Staff 10 the relevant agencIes and
umt can be trained to provIde
ImmedIate and long term capacIty



~
-----

- Program established to create an - Increased percentage of - Survey conducted
awareness of benefits of pnvate populatIon aware of program
Infrastructure - SIgmficant partIcIpation of Sn - Ratio of local vs foreIgn

Lankans m program activIties submISSIons

- Multiple bIds receIved from - ForeIgn and local competitIve - FIle of project bIds Pnonty projects that are
Investors bIds receIved for projects greater determmed to be financIally VIable

than $10 mIllIon WIll be selected and advanced
- 3 bIds receIved from U S - FIle of foreIgn bIds (SIDI)
pnnclpals

- Create a Pnvate Sector FacIlIty - Pnvate Sector Fund deSIgned - Investment Fund In place
- FeaSIbIlIty financmg mechanIsms - Cost of studIes shared
developed and or accessed
- Procedures establIshed for - Actual number of
unsolICIted proposals unsolICIted proposals

receIved

- CompetItive bIds from more than
one pnvate developer areJ
submItted for most projects
tendered by GSL
- Reasonable unsolICIted proposals
are submItted for targeted sectors

-Fund IS created

Inputs
LT Techmcal ASSIstance 150 pm
ST Techmcal ASSIstance 212 pm
Tratmng 316 persons
US Feaslblhty StudIes $133,000
CommodIties $101,000
Marketmg 32 pm
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5C(2) ASSISTANCE CHECKUST

Listed below are statutory crltena applicable to the assistance
resources themselves rather than to the eligibility of a country to
receive assistance This section IS divided Into three parts Part A
mcludes cnterla applicable to both Development ASSistance and
Economic Support Fund resources Part B Ineludes cntana
applicable only to Development ASSistance resources Part C
meludes criteria applicable only to EconomIc Support Funds

CROSS REFERENCE IS COUNTRY CHECKLIST UP TO DATE?

YES

statutory Check11st: Page 4

appropriated has the President consulted With and proVlded
a written Justification to the House and Senate Appropriations
Committees and has such obligation been subject to regular
notoflcatlon procedures?

Not App/u:.rble

c Cash Transfers and Nonprolect Sector ASslstllnce iFY
1991 Appropriations Act Sec 575(bll31) If funds are to be

made available In the form of cash transfer or nonproject
sector aSSistanCe has the CongressIonal notice Included a
detailed descrrptlon of how the funds Will be used WIth a
diSCUSSIon of U 5 Interests to be served and a deSCription of
any economIc policy reforms to be promoted?

A

2

3

CRITERIA APPLICABLE TO BOTH DEVELOPMENT
ASSISTANCE AND ECONOMIC SUPPORT FUNDS

Host Country Development Efforts IFAA Sec 6011al
Information and conclusions on whether assistance will
encourage efforts of the country to la) Increase tha flow
of internatIOnal trade (b) foster private Initiative and
competitIon Ic) encourage development and use of
cooperatives credit unions and savmgs and loan
associatIons (d) discourage monopolistic practices (e)
Improve technical efficiency of Industry agnculture and
commerce and (f) strengthen free labor unions

Pro/#ICt actJVItI.. directly .upport pnvate .ectorgrowth bV
c",atmg a market for urfrutructurtl mv..tment It_o
enha_ /nt_tID'" competnv_

US Pnvate Trade and Inv..tment IFAA Sec 610lbll
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 pnvate trade channels and the
services of U S private enterpnse)

The we of U S techntclll U$l$tance will help $trengthen
/nvutment opportunttl.. c.pttlll markell and market
effiCiency cruttng a dramatJcIIIIy ImpI'OVtld and more
famu/ar /nvutment climate for US trade and /nvutment
acliVltl..

Congressional Notdicatlon

a General ReqUirement IFY 1991 Appropnatlons Act
Secs 523 and 591, FAA Sec 634AI If money IS to be
obligated for an actiVIty not preVIously Justified to
Congress or for an amount In 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 welfare)?

Yu

b Notice of New Account Obligation IFY 1991
AppropriatIons Act Sec 5141 If funds are being obligated
under an appropnatlon account to which they were not

4

5

6

7

s

Englneetlng lind FInanCIal Plans FAA Sec 611(1111 Prior to
an obligation In excess of $500 000 will there be (a)
engineering flnenclal or other plans necessary to carry out
the assistance and (b) a reasonably firm estimate of the
cost to the U S of the assIstance7

Y..

Legislative Action (FAA Sec 611 lall211 If legislatIve action
IS required Within reCipient country WIth respect to an
obligation In excess of $500 000 what IS the baSIS for a
reasonable expectation that such action will be completed
In time to permIt orderly accomplishment of the purpose of
the assistance?

Not Applic.ble

Water Resources !FAA Sec 611lbl. FY 1991
ApproprIations Act Sec 501) If project IS for water or
water related land resource construction have benefits
and costs been computed to the extent practicable In
accordance With the prrnclples standards and procedures
established pursuant to the Water Resources Planning Act
142 USC 1962!U!!!£l)? (See A I D Handbook 3 for
gUidelines)

Not Applicable

Cash Transfer and Sector ASSistance (FY 1991
Appropnatlons Act Sec 575!bll Will cash transfer or
nonprolect sector assistance be maintained In a separate
account and not commingled WIth other funds (unless such
requirements are waived by Congressional notice for
nonproJect sector assistance)?

Not Applicable

Capital ASSistance IFAA Sec 611 lell If prOtect IS capital
assIstance (e g construction) and total U S assistance
for It will exceed $1 million has the MISSion Director
certified and Regional ASSistant Admlnrstrator taken Into



9

consideration the country s capability to maintain and
utlllza the project effectively?

Multiple Country Oblectlve. (FAA Sec 6011all
Information and conclUSions whether project will
ancouraga efforts of the country to (a) Increase the flow
of international trade (bl foster prrvate 100tlative and
competition Ic) encourage development and use of
cooperatives credit Ulllons and savmgs and loan
associations (d) discourage monopolistic practICes (el
Improve technical efficiency of Industry agrrculture and
commerce and Itl strengthen free labor unions

statutory Check11st: Page 5

(11 Has A I D (a) required that local currencies be
depOSited In a separate eccount established by the
reCipient government (bl entered Into an agreement With
that government prOVIding the amount of local currencies
to be generated and the terms and conditions under which
the currencies so deposited may be utilized and
(clestabllshed by agreement the responSibilities of A I D
and that government to mOOitor and account for depOSits
Into and disbursements from the separate account?

(2) Will such local currenCies or an eqUivalent amount
of local currencies be used only to carry out the purposes
of the DA or E5F chapter. of the FAA (depending on which
chapter IS the source of the assistance) or for the
admllllStratlVe requirements of the Urnted States
Government?

ProjM:t lIct1vrtJu d,.;t/y supp«tpnvllte sector growth by
exp.nding /nlfUtment opportUIIItJ.. lind Cllpltlll
.v.,7I1bikty h ..o f"ten gr".ter competition /n the
finllflCllII m.rke'" lind directly strength_ the tech",cIII
Cllp.CIty of th" government to w" pnvllte /nv..tment /n

/nfr.6tructure.

10 U S Private Trade IFAA Sec 601 (bll Information and
conclUSions on how project will encourage U 5 private
trade and Investment abroad and encourage pnvate U 5
participation m foreign assistance programs (Including use
of pnvate trade channels and the serYlces of U 5 pnvate
enterpnse)

The US" of U S technlC#l/ _t.nce will help strengthen
/nv..tment opportUIIItJ_ c.pltlll m.rk,,'" lind m.rket
effiCiency CTNtllJfl II tk."..tJc.I/y Improved .nd f.miII.,
/nv_tment cIImllte for U S tr.de.ndInvestment .ct1VIti..

11 Local Curr.ncta.

a Rectp,ent Contnbutlone !FAA Sece 612Ib!. 6361hll
Descnbe steps taken to assure that to the maximum
extent possible the country IS contnbUtlng local currenCies
to meet the cost of contractual and other serYlces and
foreign currencies owned by the U 5 are utilized In lieu of
dollars

The H"t Country II oontn'bWIJfI lit 'NIt 2596 of the ca.t
of project Implementlltloft.

b US Owned Currency IFAA Sec 612!dll Does the
U 5 own excess foreign currency of the country and If
so what arrangements have been made for Its release?

No

c Separate Account IFY 1991 Appropriation. Act Sec
575t If assistance IS furnished to a foreign government
under arrangements which result In the generation of local
currencies

(3) Has A I D taken all appropnate steps to ensure that
the equivalent of local currencies disbursed from the
separate account are used for the agreed purposes?

(41 If assistance IS terminated to a country will any
unencumbered balances of funds remaining In a separate
account be disposed of for purposas agreed to by the
reCipient goverlV11ent and the United 5tatas Government?

12 Trade R..trictJOIW

a Suml.- Commodltle. IFY 1991 Appropnatlon. Act Sec
5211all If ass.stance IS for the production of any
commodity for export IS the commodity likely to be In

surplus on world markets at the time the resulting
productive Cap8Clty becomes operative and IS such
assistance likely to cause substantial lOJury to U 5
producers of the same Similar or competing commodity?

NotApp/lcllbM

b Textile. !Laurenberg Amendment! IFY 1991
ADDrooriatione Act Sec 521!cll Will the assistance
(excapt for programs In Canbbean BaSin Initiative countnes
under U S Tanff Schedule "5ectlon 807" which allows
reduced tanffs on arocles assembled abroad from
U 5 mede components) be used directly to procure
feaSibility studies prefeaslblhty studies or project profiles
of potential Investment In or to assist the establishment of
faCIlities speCifically deSigned for the manufacture for
export to the Ulllted States or to third country markats
.ndlrect competition With U 5 exports of teXtIles apparel
footwear handbags flat goods Isuch as wallets or COlO
purses worn on the personI work gloves or leather
Weanng apparel7

13 Tropical For••te IFY 1991 Approonatlone Act Sec
5331c1l311 Will funds be used for any program projector
actiVIty which would lal result In any slglllficant loss of
tropical forests or Ib) Involve Industnal timber extraction
In pnmary tropical forest areas?

No



14 PVO Anlstance

a Auditing and RegrstratlonlFY 1991 Appropriations Act
Sec 5371 If assistance IS being made available to a PVO
has that orgaOlzatlon prOVIded upon timely request any
document file or record necessary to the auditing
requirements of A I D and IS the PVO registered With
AID?

Not Appllc.ble

b Funding Sources IFY 1991 Appropnatlons Act. Title II,
under heading "Private and Voluntary OrganlZlltlons"' If
assistance IS to be made to a Unltad States PVO (other
than a cooperative development orgaOlzatlon) does It
obtain at least 20 percent of ItS total annual funding for
international actiVIties from sources other than the United
States Government?

15 ProlectAgreementDocumentatlonlState Authori%atlonSec
139 (as interpreted by conference reportll Has
conf"matlon of the date of signing of the project
agreement including the amount Involved been cabled to
State LIT and A I 0 LEG Within 60 days of the
agreement s entry Into force With respect to the Ul1Itad
States and has the full text of the IIgreement been
pouched to those same offiCIIS? ISee Handbook 3
AppendiX SG for agreements covered by thiS prOVISion I

Not Ap"uc.bIe

16 MetriC SY!tem (Omnibus Trade and Competitiveness Act
of 1988 Sec 5164. as Interpreted by conference report.
amending Metnc Conversion Act of 1975 SeC 2. and as
Implemented through A I D pollcyl Does the assistance
actiVIty use the metnc system of measurement In Its
procurements grants and other bUSiness relatad actiVIties
except to tha extent that such use IS unpractical or IS likely
to cause SIgnificant IneffiCienCies or loss of markets to
United States finns? Are bulk purchases usually to be
made In metnc and are component. sub-assemblies and
semlfabncated matenels to be speCIfied ,n metnc unrts
when economically avadable and techl1lcally adequate?
Will A I D speCIfication. use matnc Units of measure from
the earliest programmatic stage. and from the earliest
documentation of the assistance processes (for
example project papers' InvolVing quantifiable
measurements length area volume capacity mess and
welghtl through the Implementation stage?

y.,.

17 Women rnDevelopment IFY 1991 Appropnatlons Act. Title
II under headrng ·Women In Development"' Will
assistance be daslgned so that the percentage of woman
partiCipants will be demonstrably Increased?
The project ,. dNlgned to promote pm,.te 6ector growth
.nd6p,...d _nomiC growth b_fiU .crN6 .npopul.tJon
.u.t. ",eluding m.rket women '" rur• • re..

statutory Checkl1st: Page 6

18 Regional and Multilateral ASSistance (FAA Sec 2091 Is
assistance more effiCiently and effectively prOVIded
through regional or multIlateral organizations? If so why
IS assistance not so prOVIded? Information and
conclUSions on whether assistance Will encourage
developing countries to cooperate In regional development
programs

No

19 Abortions IFY 1991 Appropriations Act, rrtJe II, under
h.-ding "Population, DA, and Sec 5251

a Will assistance be made available to any organization or
program which liS detennrned by the Presidant supports
or participates rn the managemant of a program of coerCive
abortIon or Involuntary stenllzatlon?

No

b Will any funds bll used to lobby for abortion?

No

20 Cooperlltlves IFAA Sec 1111 Will assIstance help develop
cooperatives espeCially by technical assistance to assist
rural and urban poor to help themsalves toward a better
life?

No

21 U S Owned Foreign CurrenCIes

a Use of CurrenCIes IFAA Secs 612lWe 636!h!. FY 1991
Appropnatlons Act Secs 507, 5091 DeSCribe steps taken
to assure that to the maximum extent pOSSible foreign
currencies owned by the U 5 are utilized In lieu of dollars
to meet the cost of contractual and other seMces

Not Appllc.ble

b Releue of CurrenCIes (FAA Sec 612ldll Does the
U Sown axcess foreign currency of the country and ,f
so what arrangements have been mada for Its ralease?

No

22 Procurement

a Small Busrne.. (FAA Sec 602(a)) Ara there
arrangements to permit U 5 smell buslnass to partlclpata
eqUitably rn the furnlshrng of commodities and serVIces
financed?

Y.,. PrOject Intant# to rely on 611f1/1C8$ of " H,.p.",c
wom.n-owned firm to Implement the project

b U S Procurement IFAA Sec 604!a)) Will all
procurement be from the U 5 except as otherWise



determined by the PresIdent or determined under
delegation from him?

Y..

c Manne Insurance jFAA Sec 6041dU If the cooperating
country dlSCrllT1lnates egalnst manne Insurance companies
authOrized to do business In the U 5 Will commodities be
Insured In the United 5tates egelnst marine risk With such
a company?

d Non U S Agricultural Procurement IFAA Sec 6041ell
If non U 5 procurement of agricultural CommodIty or
product thereof IS to be financed IS there prOVISion against
such procurement when the domestic pnce of such
commodity IS less than panty? (Exception where
commodity financed could not reasonably be procured In
U 5)

Not Appliuble

e Construction at engineering Servlcea {FAA Sec
~ Will construction or englneenng serVIces be
procured from firms of advanced developing countnes
which are otherWise ehglble under Code 941 and which
have attained a competitive capabIlity In International
markets m one of these areas? (exception for those
countnes whlch receive direct econol1'llc aSsistance under
the FAA and pemllt United 5tates firms to compete for
construction or engmeenng serVIces fmanced from
assistance programs of these countnes )

No

f Cargo Preference Shlpplng(FAA S.c 6031 Is the
shipping excluded from comphance With the requirement
In section 901 (b) of the Merchant Manne Act of 1936 as
amended that at least 50 percent of the gross tonnage of
commodities (computed separately for dry bulk carners
dry cargo hners and tankers) financed shall be transported
on pnvately owned U 5 flag commercial vessels to the
extent such vessels are available at fBlr and reasonable
rates?

Not App/lt:4b1e

g Technical Assistance jFAA Sec 6211ell If technical
assIstance IS fmanced will such assistance be furnished by
private enterpnse on a contract bas,s to the fullest extent
practicable? Will the facilities and resources of other
Federal agencies be utlhzed when they are particularly
SUItable not competitive WIth private enterpnse end made
available Without undue Interference With domestic
programs?

h U S Air Camers lInteronatlonal Air Transportation Fair
Competitive PractIces Act. 1974) If air transportation of

statutory Check11st: Page 7

persons or property IS financed on grant baSIS WIll
U S carriers be used to the extent such seMce IS
available?

Y..

TermlOatlon for Convenience of US Government (FY
1991 Appropnatlons Act S.c 504) If the
U 5 Government IS a party to a contract for procurement
does the contract contain a prOVISIon authorIZIng
termmetlon of such contract for the convenience of the
United 5tates?

J Consulting S.rvlces IFY1991 Appropnatlons Act Sec
524! If assistance IS for consulting serVIce through
procurement contract pursuant to 5 USC 3109 are
contract expenditures a matter of pubhc record and
available for public inspection (unless otherWise prOVIded
by law or executive order)?

Y..

k M.tfle Conv....lon {Omnibus Trade and
Competitiveness Act of 1988... Interpreted by eonference
repott,amendlng Metric Conversion Act of 1975 See 2,
and as Implemented through A I D pollcv! Does the
asslstanee program use the metnc system of measurement
m ItS procurements grants and other buslOess related
actiVIties except to the extent that such use IS Impractical
or IS hkely to eause Significant IneffiCIenCIes or loss of
markets to United States firms? Are bulk purchases
usually to be made In metric and are
components subassemblies and sslTllfabncated matenals
to be speCified 1M metnc Units when econolT1lcallv available
and techOlcally adequate? Will A I 0 speCifications use
metnc UOlts of measure from the earliest programmatic
stages and from the earhest documentation of the
aSSIstance processes (for example project papers)
InvolVIng quantifiable measurements (length area volume
capaCIty mass and weight) through the ImplementatIon
stage?

Y..

I Competitive Set.euon Procedures !FAA See 6011ell
Will the assistance utlhze competItive selection procedures
for the awardmg of contrects except where apphcable
procurement rules allow otherWIse?

Y..

23 ConstructIon

a Caprtal Project IFAA Sec 601(dl! If capital (~
construction) project will U 5 engIMeenng and
profeSSIonal serVIces be used?

Not Ap"uc.bI.

b Construction Contract IFAA Sec 6111cll If contrects
for construction are to be financed WIll they be let on a
competitIve baSIS to maximum extent practicable?

Not App/iclIbi.



c large Prolecta, Congre••lonal Approval (FAA Sec
620!k!l If for construction of productive enterprise Will
aggregate value of assistance to ba furnrshed by the U 5
not exceed $1 00 mllhon (except for productive enterprlsas
In Egypt that were described In the Congressional
PresentatIon) or does asslstence have the express
approval of Congress?

Not App/l~bI.

24 U S Audit Rightl (FAA Sec 301ldll If fund IS estabhshed
solely by U 5 contnbutlOns and admllllstered by an
international orgalllZlItion does Controller General have
aud.t nghts?

NotApp/lubM

25 Communl.t A....tance !FAA S.c 620lhll Do
arrangements eXist to Insure that Unltad State. foreign aid
IS not used In e manner whIch contrary to the best
Interests of the United States promotes or assists the
foreIgn aid projects or actiVIties of the Communist bloc
countnes?

26 Narcotlce

a Ca.h R.lmbu....mante (FAA Sec 4831 Will
arrangement. preclude use of finanCing to make
reimbursements In the form of cash payment. to person.
whose IlliCit drug crops are eradicated?

Not App/l~bM

b ASSIStance to Narcotics Trafficke... IFAA Section 4871
Will arrangements take "all reasonable steps"to preclude
use of financing to or through IndiVIduals or entitle. which
we kno w or have reason to beheve have either 111 been
conVIcted of a VIolation of eny law or regulation of the
United States or a foreign country relating to narcotIcs (or
other controlled substances) or (2) been an IlliCit trafficker
,n or otherWise Involved In the dhclt trafficking of any such
controlled substance?

Y..

27 EXDroonatlon and land ReformlFAA Sec 6201g)) Will
aSSistance preclude use of finenclng to compensate
awners for expropnated or natlonahzed property except to
compensate foreign nationals In accordance With a land
reform program certified by the PreSIdent?

28 Police and Pri.ons (FAA Sec 6601 Will assistance
preclude use of finanCing to prOVIde training adVICe or any
finanCial support for pohce prisons or other law
enforcement forces except for narcotics programs?

statutory Check11st. Page 8

29 CIA ActlVltle. (FAA Sec 662) WIll assistance preclude use
of flnanclOg for CIA actiVIties?

30 Motor Vehicle. (FAA Sec 636(1!I Willllssistance preclude
use of financlOg to prOVIde for purchase sale long term
lease llxchange or guaranty of the sale of motor vehicles
manufactured outSide U 5 unless a waiver IS obtained?

Y..

31 Military Pe...onneiIFY 1991 AppropnatlOM Act Sec 503)
Will assistance preclude use of finanCing to pay panslons
annuIties retlrement payor adjusted service compensation
for pnor or current m,lItary personnel?

32 Paym.ntof UN A•••••ment.IFY 1991 Appropriation. Act
Sec 5051 Will aSSistance preclude use of finanCing to pay
UN assessments arrearages or dues?

Y..

33 Multilat.ral Organization L.ndlng IFY 1991 Appropnatlon.
Act S.c 6061 Will arrangements preclude use of flOancing
to carry out proVISIons of FAA section 209(d) (transfer of
FAA funds to multilateral orgamzatlons for lending)?

Y..

34 Export of Nuclear R••ourcesIFY 1991 Appropriations Act
S.c 5101 Will aSSistance preclude use of finanCing to
finance the export of nuclear equipment fuel or
technology?

Y..

3S Repr•••,on of PopulatIon IFY1991 Approprlat,ons Act Sec
511) Will assIstance precluda use of flnanclOg for thll
purpose of aiding the eHorts of the governmllnt of such
country to repress the legitImate nght6 of the population of
such country contrary to the Universal Dllclaratlon of
Human Rights?

Y..

36 Publicity or Propaganda IFY1991 Appropriations Act S.c
5161 Will assIstance be used for pubhclty or propaganda
purposes deSigned to support or defeat leglslat,on pending
before Congress to Influence In any wey the outcome of
8 political election In the United States or for any publiCity
or propaganda purposes not authonzed by Congress?



No

37 Manne Insurance !FY 1991 Appropriations Act Sec 563!
Will eny A I D contract and sohcitation and subcontract
entered Into under such contrect Include a cleuse requlnng
that U 5 manne Insurance companies have a falf
opportunity to bid for marine Insurance when such
Insurance IS necessary or appropriate?

38 Exchange for Prohibited ActlFY 1991 Appropriation. Act
Sec 5691 Will any aSSIstance be proVIded to any foreign
govarnment (including any In.tNmentality or agency
thereof! foreign person or United States person In
exchange for that foreign government or person
undertaking any action which IS 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 APPUCABLE TO DEVELOPMENT ASSISTANCE
ONLY

4
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Indigenous Needs and Resources!FAA Sec 281!bll Descnbe
extent to which the actiVIty recognizes the particular needs
deSires and capacIties of the people of the country Utlhzes
the country s Intellectual resources to encourage institutional
development end supports CIVIC education and training In

skills required for effective participation In governmental
processes essential to self government

TM ProjeCt will _.,.t In .veloplng and strength_ng

tIN! InstltUt10nel c.pabildy of Sti Lankan InstitutiOns
rapolVlble fIN '''''utJucturai developm-m Emph_1$
,. plae«l on proVHIng tet:h1llClll u.,.ta~ to thes.
InstnutJons whH:JJ will _ble them to expand and
regulat. new mfrutructure proVIded by the pnvat.
sector

5 EconomiC Development IFAA Sec 101(all Does the
actiVIty give reasonable promise of contnbutlng to the
development of economic resources or to the Increase
of productive capaCities and self sustaining economic
growth?

Y_ The development of ",frutrure will h.". bro.d
economic .nd .ocial benefite

Agricultural Exports (Bum!!!,. AmendmentllFY 1991
AppropnatlOM Act Sec 521(bl. U Interpreted by
conference report for original enactmentl If asSistance
IS for agncultural development actiVIties (specifically
any testing or breeding feasIbilIty study vanety
Improvement or introduction consultancy publication
conference or training) are such actiVIties (1)
specifically and pnnclpally deSigned to Increase
agncultural exports by the host country to a country
other than the United States whera tha export would
lead to direct competition In that third country With
exports of a slInliar commodity grown or produced In
the United States and can the actiVIties reasonably be
expected to causa substantial inJury to U 5 exporters of
a Similar agncultural commodity or 121 In support of
research that IS Intended pnmanly to benefit U 5
producers?

Not App/lc./W

6 Special Development Emph.... IFAA Sece 1021bl. 113.
2811.U Descnbe extent to which actiVIty Will
(a)effectively Involve the poor In development by
extending accus to economy at local level mcreasmg
labor intenSive production .nd the use of appropnate
technology disperSing Investment from CIties to small
towns and Nral areas and Insunng Wide partiCipation of
the poor In the benefits of development on a sustained
baSIS uSing appropnate U 5 Institutions (bl encourage
democratic pnvate and local governmental institutions
(c) support the self help efforts of developing countnes
(dl promote the partlClpatJon of women In the national
economies of developing countnes and the Improvement
of women s status and (e! utlhze and encourage
regional cooperation by developmg countnes

TM PI'Oj«:t will In pad create opportUlJltles for rural
popuiatioM to participate u BOO/BOT pl'Olecu are
undertaken tIUt6H» of urban cent.. MtJTeOVflt' bl'Oad
sUdlt/nabie __mu:: gl'Owth b«»fiU "" strata of Sn

Lankan .odety

2

3

Tied Aid Crecll1a IFY 1991 Appropriati_ Act, Title II.
under heading "EconomiC Support Fund"! Will DA
funds be used for tied aid credits?

Appropnate Technology !FAA Sec 107) Is special
emphaSIS placed on use of appropnate technology
(defined as relatIVely smaller cost saVIng labor uSing
technologies that are generally most appropriate for the
small farms small bUSiness and small Incomes of the
poorl7

7

8

ReCipient Country ContrlbutionlFAA Sec 110, 124(dll
Will the reCipient country prOVIde at least 25 percant of
the costs of the program project or actiVIty With
respect to which the assistance IS to be furnished (or IS
the latter cost shanng reqUirement being waived for a

relatlvely leest developed" country)?

Benefit to Poor Malorlty !FAA Sec 128lbll If the
actiVIty attempts to Increase the Institutional capabilities
of pnvate orgalllzations or the government of the
country or 'f It ettempts to stimulate sCientific and
technological research has It been deSigned and will It

be mOnitored to enSure that the ultimate beneficlanes
are the poor maJonty7



9

Economic b_fiU .CCNIId from 6trengthe"tng
economiC pMform.nce will be 6h.red by the poor
m.Jonty

AbortIons (FAA Section 1041f1,FY 1991 Appropnatlons
Act, Title " under headIng 'Populatlon, DA,' and Sec
5351

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

No

b Are any of the funds to be used to pay for the
performance of Involuntary sterilization as a method of
family planning or to coerce or prOVIde any finanCial
Incentlvo to any person to undergo stenllzatlons?

No

c Are any of the funds to be medo available to any
organization or program which as determined by the
PreSident supports or partiCipates In tho management
of a program of coercIve abortIon or Involuntary
stenllzatlon?

No

d Will funds be made avstlablo only to voluntary farmly
planning projects which offor either directly or through
referral to or Information about access to a broad
range of family planning method. and seMcas?

Not App/lCllIH

e In awarding grants for natural famdy planning will
any applicant be dlscnmlnated against because of such
applicant s religiOUS or conscientious coml11ltment to
offer only natural farmly planning?

statutory Check11st. page 10

11 DIsadvantaged Enterprise IFY1991 AppropriatIons Act
Sec 5671 What portIon of the funds Will be available
only for actIVIties of economically and SOCially
disadvantaged enterpnses hlstoncally black colleges
end uOlversltles colleges and UOlversltles haVIng a
student body In which more than 40 percent of the
students ere HlspaOlc Amencans and private and
voluntery orgaOlzetlons which are controlled by
IndIVIduals who are black Americans HlspaOlc
Amencans or Native Amencans or who are
economIcally or SOCially dlsadvantagad !Including
woman)?

An _tim.ted 85 percMJt of project fuMb will be
proVH»d to • H#p_ wom.n-owned firm

12 Biological Diversity IFAA Sec 1191g11 Will the
assIstance lalsupport training and education efforts
which Improve the capacity of reclp,ent countries to
prevent loss of biological diverSity (bl be prOVIded
under a long-term agreement In whIch the reCipient
country agrees to protect ecosystems or other wildlife
habitats Icl support efforts to Identify and survay
ecosystems In reCipient countnes worthy of protection
or (d) by any direct or Indirect means Significantly
degrade national parks or Similar protected areas or
Introduce exotic plants or aOlma/s Into such areas?

(.JNo
(bJ No
(eJNo
(dJNo

13 Tropical Forests (FAA Sec 118, FY 1991 Appropriations
Act Sec 5331cl lei and fgll

Not App/lCllIH

f Are any of the funds to be used to pay for any blo
medical research which ralates In whole or In part to
methods of or the performance of abortions or
Involuntary stenllzatlon as a means of farmly planning?

No

g Are any of the funds to be made available to any
organizatIon If the PreSident certifies that the use of
these funds by such organization would VIolate any of
the above prOVISions related to abortions and
Involuntary sterilizatIon?

No

10 Contract Awards IFAA Sec 601lell Will the project
utIlize competitive selection procedures for the awarding
of contracts except where applicable procurement rules
allow otherWise?

Yu

a A I 0 Regulation 16 Does the assistance comply
WIth the enVIronmental procedures set forth In A I 0
Regulation 16?

b Conservation Does the assistance place a hIgh
pnonty on conservation and sustainable management of
tropical forests? SpeCifically does the assistance to
the fullest extent feaSible (1) stress the Importance of
conserVIng and sustalnably managing forest resources
(2) support ectlVltles whIch offer employment and
Income alternetlves to those who otherWise would
cause destruction and loss of forests and help
countnes IdentIfy and Implement alternat.ves to
coloniZing forested arees 131 support training programs
educational efforts and the establishment or
strengthening of institUtIOnS to Improve forest
management (4) help end destructIve slash and burn
agriculture by supporting stable and productive farming
practices (5) help conserve forests which have not vet
been degraded by helping to mcraase production on
lands already cleared or degraded (6) conserve forested
watersheds and rehabilitate those whIch have been



deforested (7) support training research and other
actions which lead to sustainable and more
enVironmentally sound practices for timber harvesting
removal and processing (S) support rasearch to expand
knowledge of tropical forests and Identify alternatives
which will prevent forest destruction loss or
degradation (9) conserve biOlogical diversity In forest
areas by supporting 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 actIVIties lOvolvmg forest clearance or degradation
and by helpmg to Identify tropical forest ecosystems
and species In nead of protection end establish and
maintain appropnete protected area. (1 O) seek to
Increase the ewareness of U S government agencies
and other donor. of the Immadlate and long-term value
of troPical forests (11) utilize the resources and abilities
of all relevant US government agencies (12) be based
upon careful analySIS of the elternatlves available to
achleve the best sustelnable use of land and (13) take
full account of the environmental Impects of the
proposed actiVIties on biological diverSity

Not Ap"uc.bM

c Fore.t Dearadatlon Will assistance be used for (1)
the procurement or use of logging equipment unless an
enVironmental assessment Indicates that all timber
harvesting operations Involved Will be conducted In an
enVironmentally sound manner and that the proposed
actiVIty Will produce posItive economic benefits and
sustemable fore.t management system. (2) actions
whlch will SIgnificantly degrade national parks or SImilar
protected areas which cont8ln tropical forests or
Introduce exotic plants or animals In to such areas (3)
actiVities whlch would result In the converSIon of forest
lands to the reenng of livestock (4) the
construction upgrading or maintenance of
roads(lOcludlng temporary haul roads for logging or
other extractive Industnes) whlch pass through
relatively undegraded forest lands (51 the cololllzatlon
of forest lands or (6) the construction of dams or othar
water control structures which flood relatively
undegraded forest lands unless With respect to each
such actiVIty en enVironmental essessment Indicates
that the actiVIty will contnbute slglllficantly and directly
to ImproVing the livelihood of the rural poor and Will be
conducted In an enVironmentally sound manner whlch
supports sustainable devalopment1

(1J No
(2J No
(3JNo
(4J No
(5J No
(6J No

d Sustainable Forestry If assistance relates to tropical
forests Will prolect assist countnes In developing a
systematic analYSIs of the appropnate use of their total
tropical forest resources With the goal of developing a
national program for sustameble forestry?

statutory Check11st: Page 11

e enVIronmental Impact Statements Will funds be
made avallabla In accordance With prOViSions of FAA
Section 117(c) and applicable A I D regulations raqulrlng
an anVironmental Impact statement for actiVities
Significantly affecting the enVironment?

Although the proJ«:t do.. not fimlflce eny dir«:t
mvutnrentIn mfrutrueture fecibtJ.. It will IHtvertheles.
_ure thet pro1M' _vrronm_tel ......menu ere
und.nek."

14 Energy IFY 1991 Appropnatlons Act Sec 5331cll If
assistance relates to energy Will such assistance focus
on (a) end use energy effiCiency least cost energy
plannang and renewable energy resources end (bl the
key countnes where asslStence would have the greatest
Impact on redUCing emiSSions from greenhouse gasas?

15 Sub-8aharan Afnca Ass..tance(FY 1991 Appropnatlon.
Act Sac 582.adding a new FAA chapter 10 !FAA
Sec 49611 If assistance will come from the
Sub-Saharen Afnca DA account IS It (alto be used to
help the poor maJonty In Sub-Saharan Afnca through a
process of long-term development and economic growth
that IS eqUitable participatory enVIronmentally
sustainable and self reliant (b) to be used to promote
sustained economic growth encourage pnvate sector
development promote indiVidual IllItlatlves and help to
raduce the role of central governments In areas more
appropnate for the pnvate sector (c) to be prOVided In

a manner thet takes Into account dunng the planning
process the local level perspectives of the rural and
urban poor including women through close consultation
With Afncan Ul'lltad States and other PVOs that have
demonstrated effectiveness In the promotion of local
grassroots actiVIties on behalf of long-term development
In Sub-Saharan Afnca (d) to be Implemented In II
manner that reQUires local people including women to
be closaly consulted and Involved 'f the assistance has
a local focus (e) being used pnmanly to promote reform
of cntlcal sectoral economic poliCIes or to support the
cntlcal sector pnontles of agncultural production and
natural resources health voluntary family planning
services education and Income generating
opportunatles lind (f) to be prOVided In a manner that
If policy reforms are to be effected contelns prOViSions
to protect vufnerllble groups and the enVironment from
pOSSible negative consequences of the reforms?

Not Ap,-c.ble

16 Debt for-Nature Exchange lFAA Sec 4631 If proJect
will finance a debt for nature exchange deSCribe how
the exchange Will support protection of (al the world s
oceens and etmosphere (bl 1I1l1mal and plant species
and (c) parks end reserves or deSCribe how the
exchange Will promote (d) natural resourCll
management (el local conservation programs (f)
conservation tralnang programs (gl public commltmllnt
to conservatIon (h) land and ecosystem



management and (I) regenerative approaches In farming
forestry fishing and watershed managament

NotAp~bIe

17 DeobligatlonlReobllgatlon IFY1991 Appropnattons Act
Sec 5151 If deob/reob authonty IS sought to be
exercised In the prOVISion of OA assistance are the
funds being obligated for the same general purpose and
for countnes Within the same region as onglnally
obligated and have the House and 5enate

Appropnatlons Committees baen properly notified?

Y..

18 LoaM N/A

a Repayment CapaCIty 'FAA Sec 1221bll Information
and conclUSion on capacity of the country to repay tha
loan at a reasonable rate of Interest

b Longof'anqa Plana IFAA Sac 1221bll Does the
actiVIty give reasonable promise of assisting long-ranga
plans and programs deslgnad to develop economic
resources and Increase productive capaCIties?

c Interest RatalFAA Sac 122lbll If development loan
IS repayable In dollars IS Interest rate at least 2 percent
per annum dunng a grace penod which IS not to exceed
ten years and at least 3 percent per annum thereafter?

Not App/IcMIIe

d EXDorts to United StateslFAA Sac 620ldl! If
assistance IS for any productive enterpnse whlch will
compete With U 5 enterpnsllS IS there an agreement by
the reCipient country to prevent export to the U 5 of
more then 20 percent of the enterpnse s annual
production dunng the life of the loan or has the
reqUirement to enter Into such an agreement been
waived by the PreSident because of a national secunty
Interest?

Not App/H:Mlle

19 Development ObJectives IFAA Saes 1021a), 111. 113.
2811all Extent to which aCtiVIty Will 111 effectively
Involve the poor In development by expanding access to
economy at local level IncreaSing labor intensive
production and the use of appropnate technology
spreading Investment out from Cities to smell towns and
rural areel and Insunng Wide partiCipation of the poor
In the baneflts of development on a sustained baSIS
uSing the appropnate U S institutions (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 governmental institutions (3) support the
self help efforts of developing countnes (4) promote
the partiCipation of women In the national econol1lles of
developing countnes and the Improvement of women s

statutory Checkl1st: Page 12

status and (5) utilize and encourage regional
cooperetlon by developing countnes7

S_nd-u. mark.", fo' example IIJcreumgly maka
tUlpdai availabla to the POO'" a"ata u well u /nr;,....

opponunttlu fo, non-unan populations to paniC/pat. IIJ

tUlpdai marieat actJllltlu

20 Agnculture. Rural Development and Nutrition, end
Agricultural Resaarch (FAA Sees 103 and 103Al

a Rural Poor and Small Farmers If assistance IS being
made available for egrlculture rural development or
nutntlon descnbe extent to which actiVIty IS speCIfically
deSigned to Increase productiVIty and Income of rural
poor or If assistance IS being made available for
agncultural research has account been taken of the
naeds of small farmers and extensive use of field
testing to adapt baSIC research of local conditions shall
be made

NDt Applicable

b Nutntton Descnbe extent to which assistance IS
used incoordination With efforts carned out under FAA
Section 104 (Population and Healthl to help Improve
nutntlon of the people of developing countries through
encouragement of Increased production of crops With
greater nutntlonal 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 undertakmg of pilot or demonstration programs
exphcltly addreSSing the problem of malnutntlon of poor
and wlnerable people

Not App/ltUlble

c Food Seeunty Oescnbe extent to which actiVIty
Increases national food secunty by ImproVIng food
poliCies and management and by strengthening national
food reserves With partlculer concern for the needs of
the poor through measures encouraging domestic
production budding national food reserves expanding
available storage facilities reducing post harvest food
losses and ImproVIng food dlstnbutlon

21 Population and Health (FAA Secs 104(bl and (cJ) If
assistance IS being made available for population or
health actiVIties descnbe extent to which activity
emphaSizes low cost Integrated delivery systems for
health nutrition and family planning for the poorest
people With particular attention to the needs of mothers
and children uSing paramedlcals and aUXIliary medical
personnel cllmcs and health posts commercial
dlstnbutlon systems and other modes of community
outreach

22 Education and Human Resources Development (FAA
Sec 105) If assistance IS being made available for
education public admlOlstratlon or human resource
development descnbe (a) extent to which actiVity



strengthens non formal education makes formal
education more relevant especially for rural families and
urban poor and strengthens management capability of
institutions enabling the poor to partiCipate In
development and (b) extent to which assistance
proVides advanced educatIon end training of people of
developing countnes In such disciplines as are required
for planning and Implementation of public and pnvate
development actiVities

C
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CRITERIA APPUCABlE TO ECONOMIC SUPPORT FUNDS
ONLY
Not Applicable

Economic and Political Stability (FAA Sec 531/811 Will
thiS assistance promote economic and political stability?
To the maximum extent feaSible IS thiS assistance
consistent With the policy directions purposes and
programs of Part I of the FAA?

PrOject provrd#N techrJIcM trlllrJIng to support _notrllC
development

23 Energy Pnvate Voluntary Organizations and Selected
Development ActiVities (FAA Sec 106) If assistance
IS bell'lg made available for energy pnvate voluntary
organlzatlons and selected development problems
descnbe extent to which actlVlty IS

Not Appllc.ble

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
facilitative of research on and development and use of
small scale decentralized renewable energy sources for
rural areas emphaSIZing development of energy
resources which are enVironmentally acceptable and
reqUire minimum capital Investment

2

3

4

MIlitary Purp08es(FAA Sec 531 leU Will thiS assistance
be used for military or paramilitary purposes?

Commodity Grants/Separate Accounts (FAA Sec 609!
If commodities are to be grantad so that sale proceeds
will accrue to the reCipient country have SpeCial
Account (counter part) arrangements been mada? (For
FY1991 thiS proViSIon IS superseded by the separate
account reqUirements of FY 1991 Appropnatlons Act
Sec 575{a) see 575(a)(5) )

Generation and Use of Local CurrenCl88 (FAA Sec
531ldl! 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 actiVities
consistent WIth the objectives of FAA sections 103
through 106? (For FY 1991 this prOViSion IS
superseded by the separate account requirement of FY
1991 Appropriations Act Sec 575(a) see
Sec 575(a){5) )

Not Applic.bIe

b concerned With technical cooperation and
development espeCially 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 Appllc.bIe

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

Not Appllc.bIe

e for special development problems and to enable
proper utilization of Infrastructure and related projects
funded With earher U S esslstance

Not Applicable

f for urban development espeCially small
labor Intensive enterpnses marketing systems for small
producers and finanCial or other institutions to help
urban poor partiCipate In economic and SOCial
development

Not Appllc.bIe

5 Cash Transfer ReqUirements !FY1991 Appropriations Act,
Title II. under headlna "Economic Support Fund,· and Sec
575 !bl! If assistance IS In the form of a cash transfer

a Separate Account Are all such cash payments to be
mall'ltalned by the country In a separate account and not to
be commingled With any other funds?

b Local CurrenCIes Will all local currencies that may be
generated With funds prOVided as a cash transfer to such a
country also be depOSited In a special eccount and has A I 0
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
responSibilities of A I 0 and that government to mOnitor and
account for depOSits and disbursements?

c U 5 Government Use of Local CurrenCIes Will all such
local currencies also be used II'l accordance With FAA Section
609 which requires such local currencies to be made
available to the U 5 Government as the U S determines
necessary for the requirements of the U S Government and
which requires the remainder to be used for programs agreed
to by the U 5 Government to carry out the purposes for
which new funds authonzed by the FAA would themselves be
available?

d Congressional Notice Has Congress received prior
notification prOViding In detad how the funds Will be used
including the U S Interests that will be served by the
assistance and as appropnate the economic policy reforms
that WIll be promoted by the cash transfer assistance?
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Mr George Jones

Actlng Dlrector

USAID

Dear Mr Jones,

PRIVATE SECTOR PARTICIPATION IN

INFRASTRUCTURE PROJECTS
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I-I ----- --

We are pleased to lnform you that a pollcy decls l3141 'I'rils. - ---
now been taken by the Government to lnvlte the prlvate

sector to partl.cl.pate l.n 1.rnlestl.ng l.n l.nfrastructure

proJects on the ll.nes of BOO/BOT pr1.nc1ple In th1S

connectl.on 1.t lS proposed to establl.sh a Secretar1at on

Infrastructure Development and Investment (SIDI) at the

Mlnl.stry of Poll.cy Plannlng & Implementatlon to

promote, coord1.nate and oversee the BOO/BOT Programme

Wh1.lst thanklng USAID for the lnterest shown and

ass1stance provl.ded 1.n lntroduclng the BOO/BOT concept

to Srl. Lanka, we w1.sh to obta1n your ass1stance further

for sett1ng up of the Secretarlat on Infrastructure

Development & Investment and strengthen1ng 1ts capac1ty

to undertake 1ts work

The spec1f 1C 1npu ts reques ted under USAI D ass 1S tance

are as follows

waste-
I

1

; ~' -::;: N'J g~ \0\2
-lr::,dO 2'4 ~

~\ ,

SerV1ces of experts on

sUbJect spec1a11sts 10

are llkely to be

generat1on,

the BOO/BOT strategy and

areas 10 Wh1ch proJects

cons 1dered v 12 Power

management,



2

11 Tra1n1ng for the staff of 5101 and of the

llne agenc1es Wh1Ch would be 1mplementlng

BOO/BOT ProJects,

111 Veh1cles and some equ1pment ma1nly

computers,

1V. Some local expenses towards the estal1shment

of SIDI to supplement Govt expend1ture

We would be most grateful

cons1dered favourably for

Programme

Yours slncerely,

1£ the above reques t 1S

fund1ng under the USAIO

)~
(SuJatha Cooray)

Deputy Olrector,

for Olrector of External Resources



PROJECT BUDGET

ANNEX 4

Promotion of Private Infrastructure August 28, 1992



M-!JfAVAILABLE COpy

TABLE

SUMMARY OF PROJECT COSTS BY COMPONENTS
aSAID

COMPOUHT nn n 93 n 94 fY 95 TOTAL

PI Network S138 000 S2,167,OOO $I 645,000 SI,041,OOO S4,997 000
Publlc Awareness SO Sl19,OOO S25,000 S25,000 Sl69,OOO
MarketIng SO $211 ,000 Sl42,OOO m,ooo $408,000
Prl~ate Sector WIndow SO $681,000 S274,OOO $265,000 $1,226,000
K~aluatlon/&adlt SO SO mo,ooo S100,OOO S2OO'oOO

TOTAL S138,OOO S3,184,000 S2 ,186, 000 SI, 492. 000 S7, 000, 000

TABLE II

SOURCES AND aSES OF PROJICT FIXAHCIHG

comuns aSAID Rce TOTAL

GSL OTan

Technlcal ASSIstance S5,697,OOO SO SO S5,691,000
TrarnIng S336,000 Sl9,OOO SO S355,000
COliodltles Sl38,OOO S1,000 SO $145,000
LogIstIcal Support S629,OOO $193 000 SO S822,OOO
Kvaluatlon/Audlt S200,OOO SO SO S200,OOO
Prlvate Infrastructure ProJects SO SO S2,281,OOO S2,281,000

Tom $7,000,000 $219,000 $2,281,000 $9,500,000
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)r AVAILABLE copy

TABLE III

USAID CONTRIBUTION

DESCRIPTION

COMPONXHT 1 PI NXTWORK

TechnIcal Asslstance
Long Ten
Short Terl
Total TA

Trainlng
COllodltles
LogIstIcal Support

TA Support

n 92

so
SO
SO
SO

$138,000

SO

n 93

$834,000
$1, 011 ,000
$1, 905,000

$108 500
so

$153,500

n 94

S648,000
S828,OOO

SI 476 000
S31 250

SO

$137,750

n 95

S462,000
S441,OOO
S903,000

S31 250
so

S112,750

Tom

Sl,9H 000
S2,340,OOO
S4,284 000

Sl71 000
S138 000

S404 000

Total Loglstlcal Supp
Total

COMPONiHT 2 PUBLIC ANAREHESS

$138,000 $2,167,000 SI 645,000 SI,047 000 S4,997 000

TechnIcal Asslstance (ST)
TrainlDg
Loglstical Support

Total

COMPONIHT 3 MARKETING

TechnIcal ASsistance (ST)
TralDlDg
Loglstical Support

Total

so
SO
SO

SO

So
SO
SO

SO

$69,000
$25,000
$25,000

$119,000

$138,000
$48,000
$25,000

S211,OOO

so
so

S25,000

$25,000

$108,000
$9,000

S25,OOO

$142 000

$0
$0

S25,000

S25,000

S30,000
so

S25,OOO

S55,OOO

S69,OOO
S25,OOO
$75,000

$169,000

$216,000
S57,000
S75,000

$408 000

COMPOHIHT 4 PRIVATI SICTOR WINDOW

S138,OOO S3,184,OOO S2,186,OOO S1,492,OOO S7,000 000

S100,000 S100,OOO

Technlcal Asslstance (TA)
TralDlng
Loglstlcal support

Total

COMPONINT 5 EVALUATION/AUDIT

GRAND TOTAL

SO
so
SO

So

SO

S588,OOO
SH,OOO
S25,000

S687,OOO

so

240000
S9,OOO

S25,OOO

S274 000

240000 SI,068,000
so S83 000

S25,000 S75 000

S265,000 S1,226 000

S200,OOO

- "
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BE;ST AVAILABLE COpy

TABLi IV

HOST COUNTRY CONTRIBUTION

rYn rY 93 HH n 95 TOTAL

Technical ASSIstance
Tralnlng SO S9,400 14,800 S4,800 $19 000
COl10dltles SO S4,800 Sl,100 $1,100 S7,000
LogIstIcal Support $30,000 $30,000 $56,000 $11,000 $193,000
Kvaluation and Audlt $0 SO $0 SO SO
PI Projects $10,000 $100 000 S151, 000 $160,000 $2,281,000

Total SlOO 000 $7 H 200 S812 900 '842,900 $2,500 000

TABLK V
TKCHNICAL ASSISTAKCK PLAN

(Person Months I

COlponent 1

KIPatnate TA
Sn Lankan TA

Subtotal

COlponent 2

hpatnate T!
Sn Lankan TA

Subtotal

COlponent 3

Kxpa tnate TA
Sn Lankan TA

Subtotal

COlponent 4

Expatnate U
Sn Lankan T!

Subtotal

n 93

60
102
162

2
6
8

4
12
16

19
12
Jl

45
96

Hl

o
o
o

n 95

21
18

105

o
o
o

1
a
1

8
o
8

TOTAL

132
276
408

2
6
8

8
24
32

35
12
41



~08POKEKT 1 ~ORKAL KKTWORI

TECHNICAL ASSISTANCE TOTAL
PERSOR n 93
!OHTHS ~OK

~ong Terl ExpatrIate

~...o.~~--:.:; ....... '"' --:- --y':-- _
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COST ~OK COST ~ON COST

1 Chlef of Party
2 BOT Speclalist

Jubtotal ~T TA

36
18

54

12 $372,000 12
12 S312,OOO 6

24 $144,000 18

$372,000
Sl86 000

S558,OOO

12 $372 000
o SO

12 S372 000

1 InfrastrucLkre Offlcer
2 ~lnance SpecIalIst
3 ~Inance OffIcer
4 ProJec, Offlcer
5 ProJect Offlcer

36
36
36
36
36

12
12
12
12

Sl8 000
$18, 000
$18 000
$18, 000
$ ~

12
12
12
12

518,000
S18,OOO
S18 000
SI8, 000

12
12
12
12

Sl8 000
S18 000
mODO
$18 000

Subtotal ~T SrI ~anlan TA 180 60 $90 000 60 590 000 60 $~, JOO

~ubtotal ~ong Terl TA

Short Terl Srl Lankan TA

8~ $834,000 78 Sb~8,OOO 72 5~62,000

1 ~IS SpeCIalist $4,500 a $0 sa

COKPONKHT 1 SHORT TIRK EIPATRIATK TA
H 93 HH ~y ~5 Tom

KON COST ~ON COST KON COST COST
A Kaster LlSt

Expatmte U

Telecol Speciallst 2 2 $60,000 sa so S60,000
2 Power SpeCIalIst 2 2 $60,000 SO SO S60 000

Transport Speciallst 2 2 $60,000 SO Sa S60,OOO
Water SpeCIalIst 2 2 $60,000 $0 SO S60 000
Waste Speciallst 2 2 S60,000 SO SO $60,000
Port Speciallst 2 2 $60,000 SO SO $60,000

SrI ~ankan ST TA

Infrastructure Speclalist 12 12 $18,000 SO Sa S18 000

Subtotal ~aster LIst ST TA 12 12 $360,000 $0 $0 mQ,Ooo

Short Terl KIpatrlate

1 HOle Ofilce 12 6 $108,000 $5~,OOO 3 S54,OOO $216,000

ct7
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COMPOKEHT 1 B PRIFIASIBILITY STUDIES

TOTAL FY 93
m mM

MOKTH

Total No of Studies 12
No of PHs/Study 3 --

FY 94 FY 95
COST PIa KOK COST PER K COST

TOTAL
COST

No of Stud1es in ry 12 mo,ooo so $0 $360000

No of Stud1es 1n FY 6 $0 18 $540,000 $0 $540 000

No of Stud1es 1n FY o so o so 6 $180,000 $180 000

6 S180,000 11,080,000Prefeas Stud1es lIP

sr1 Lankan ST TA

12 12 $360,000 18 $540,000

18 127,000 27 $40,500 9 $13,500 $81, 000

Total Feas1b1l1ty Studies 30 1387,000 45 1580,500 15 $193,500 $1,161 000

COMPOKlKT 1 C TIKDIRIHG PAC[AGIS

TOm n 93 H 94 n 95 TOTAL
m HOH HOH COST m COST MON COST COST

Total No of Stud1es 6
No of PHs/Study 3

No of Stud1es 1n fY 2 6 6 $180,000 SO SO $180,000

No of Studies 1n H 2 6 a so 6 $180 000 0 so Sl80,000

No of Stud1es LD H 6 0 so 0 so 6 Sl80 000 Sl80,000

Tendenng hpatnat 6 18 6 Sl80, 000 6 Sl80,OOO 6 $180 000 $540,000

Tendenng Sn Lankan ST TA 27 9 $13,500 9 Sl3,500 9 Sl3 500 $40 500

Total Tentenng 45 15 $193,500 15 $193,500 15 $193,500 $580,500

COlponent 1 Totals

Total Short Terl EIpatriate TA 36 1008000 27 174000 15 414000 $2,196,000

Total Short Terl Srl Lankan TA ~2 $63,000 36 $54,000 18 $27,000 UH,OOO

Total Short Terl TA 39 S1, 011,000 21 $828,000 15 1441,000 S2,340,000 ~\
• • I _, 1~~ ~1 on~ nno 1o~ ~, /7C 0nn Q' Hn1 ~~n ~l ~Q! ~nn



COST PiRSO PIRSONS

$31,250 20 $175,000 S336,000

S11t 000
$25,000
$51,000
$83 000

TOTAL
COST

COST

146,000
$25,000
'39,000
'65,000

285

60
125

15
25

6
o
4

10

'31,250
$0
$0
$0

3

°
°o

'31,250
SO

$9,000
'9,000

$49,250

COMPONENT 1 4 TRAIKIXG
H93

PERSONS COST

PI Hetllork 6 $62,500
PubllC Allareness °

$0
Marketlng 1 $9,000
Prlvate Sector Window 1 $9 000

Subtotal Tralnlng 8 '80,500

~O~POMKKT [ COKKODITUS

SUGGISm UKIT QUANTITY TOTAL PROCURXD DISTRIBUTION DATX
ITU MAK! sPlm SOURCE PRICI KUDID COST BY KUDID

A THROUGH TA CONTRACT

Vehicle m $16,000 2 $32,000 AID Contractor 12 92
COlputers 486, 33.h Dell $5,000 4 $20,000 Contractor Contractor 12-92

4 KB Ra.
120 KB HD

Softl1are WP51 LotuDell '50O '1,500 Contractor Contractor 12-92
Har Graphlcs
Wlndol1s, Paradox

Pnnters Laser HP '1,500 2 '3,000 Contractor Contractor 12-92
Photocopler Hlgh speed

Auto feed $5,000 1 $5,000 Contractor Contractor 12-92
hx Auto feed '1,500 1 $1,500 Contractor Contractor 12 92
Furnl ture Desk, chaHS $500 10 $5,000 Contractor Contractor 12-92

hie cab

Subtotal COllodltles '68,000

B THROUGH SrDI

Vehlcle 414 Sl6,000 '32,000 SIDI SrDI 12 92
COllputers 486, 331h Dell '5,000 '20,000 SIDI SIDr 12 92

4 KB Ba.
120 KB HD

Software WPS1, LotuDell '50O SUOO SIDI SIDr 12 92
Har GraphICS
Windows, Paradol

PrInters Laser HP '1,500 2 $3,000 SIDI SIDI 12 ~2

PhotocopIer Hlgh speed
Allto feed '5.000 1 $5,000 SrDr SIDr 12 92

hI Auto feed '1,500 1 $I,500 5101 SID I IH2
Typewnter $1,200 1 $1,200 SIDI
Blndlng Kqulplent '3,500 1 $3,500 SIDI SIDI 12 92
Telephont Kqulplent $2,300 1 $2,300 SIDr SIDr /

9J~
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GOIl.Po~m I ~OGrSTICAL SUPPORT rOUL
pmOB lY 92 n 93 COST fYH COST H 95 COST rom

LOCATIOI KOlfTllS 11.011 KON KOK COST

STm

Director IOperations) SIDI 36 12 Sl8,000 12 Sl8,OOO 12 $18,000 $54,000
Secretary SIDI 36 12 $3,900 12 $3,900 12 $3,900 511,100
Secretary SIDI 36 12 53,900 12 53,900 12 53,900 511,700
On ver SIDr 36 12 S2,100 12 $2,100 12 52,100 56,300
On ver SIDr 36 12 52,100 12 S2,100 12 52,100 56,300
ReceptiOnist SIDI 36 12 $3,900 12 S3,900 12 53,900 511,100
DrlVer SIDI 36 12 S2,100 12 52,100 12 $2,100 $6,300
Dnver SIDI 36 12 52,100 12 52,100 12 $2,100 56,300

OPERATIONAL

Petrol and Maintenance SIDI 56,000 S6,OOO $6,000 518,000
Phone & fal SIDl Sl2, 000 S12,OOO $12,000 536,000
Postage SIDI 5600 S700 5100 52,000
Supphes SIDI 55,000 S5,OOO $5,000 $15,000
Report Production SIDI 55,000 $5,000 $5,000 S15,000
Courner SIDI $5,000 55,000 55,000 S15,OOO
Rental SIDl 20000 20000 0 HO,OOO

ALTERATIONS & REfURNISHING SIDI $1l,800 5950 5950 $13,100

4 PUBLICA~IOKS,ADVKRTISIKG

KISCKLLAHKOUS SIDl 550,000 $45,000 UO,OOO $135,000

Subtotal Loglstlcal Support 5153,500 $137,750 S1l2,750 $404,000

Total COlponent 1 $138, 000 52,167,000 $1,645,000 51,OH,OM 5U97 000

'7 '>- t' - .."Ol
~- I :=;fI - l J (

<f It> -
COIl.POKKHT 2 PUBLIC AWAaiHiSS AID COIl.Il.OKICATIOHS ::E c:( cr r .J -

0:: ~

o tC r

TOTAL PIB fY 93 n 94 H 95 TOTAL LJ...-.Jcr r

SOnKS SOl COST SON COST SOH COST COST
~ c:( ( )
70:;-- ~,LoJo 0 _c - -

A S1 hpatmte TA
;: ILl , -r

lJ... - -J :i_ I

-l c::( $ L""' -Kedia Specialist 2 S60,000 0 50 ° SO S60 000 LL1 I I • .... J
,

In lL lJ... ~
L.. 0 I') I

ul 0 ,,- ,~~

B ST Sri Lankan TA ) L I 0 ~ -, _ w
Cl:: Cr [ l I~ 1-_
..JI-::l I '_Ie"n -<.) ('I l ¥/ [

PH Speciallst 6 6 S9,000 a $0 0 $0 S9,000 If)::>ot; - ;.-
(I') 0 .-J u - >; - I J
.".ZI>Oll .. 1-

Total Short rA $69,000 569 000 -OUi " .... J...J
<CUOIJ""Z - ...t; :c u <.; ,- ~

C TraiDlng 525,000 $25,000 o lLl !;:! I- (1") ~: 'J.. ..
1):::i=lJ...:.J~u
~ 0 ~ c.::::

~ -~I-U

D Publicatlons, Advertising & .". t-l'c::rC::?
,j0z'" -o( a::

KlScellaneous $25, 000 525,000 $25,000 $15,000 ~I-I.IJ~~\.I.. r
-) ::'"

("'

Total COlponent 2 SI19,000 $25,000 $25,000 S169 000
-~~
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~omHKKT 3 IHYKSTOR/OPKRATOR ~ARKKTIKG

Tom
PERSON FY 93 COST FY94 COST n 95 COST TOTAl.
~OM·HS ~OK KOM MOM COST

A ~r txpdtrlate TA

~ $1 Ie OCli $9u 000 I $30 000 S240 000-

B J'f' ~)".L ~G!an TA

~oca Marketlng Sp 24 '2 $18 000 12 $18,000 0 so S36 000

·otal 51 1A 32 ,6 Sl38,000 15 S108,OOO $30 000 S216,OOO

" rralucg $48,000 $9,000 SO S51 000

0 Publlcatlons AdvertlSlng &
MlScellaneous $25,000 S25, ~OO $25,000 S15,000

Total COlponent 3 32 16 $211,000 15 $H2,000 '55,000 sm,ooo

- \



COKPONKHT 4 Pir'ATI SKCTOH WINDON

TOTAL
pmON H 93 COST FY 94 COST FY 95 COST TOTAL
~OHTHS MON MON KON COST

PSIDF

ST AIpatrlate TA

Flnance Speclallst 2 2 S60,OOO 0 SO SO S60,OOO
BOT Specuhst 2 2 S60,OOO 0 SO SO S60,OOO

ST Sn Lankan TA

FInance SpecIali~t 6 $9,000 0 SO $0 S9,OOO

Sub Total to 10 $129,000 0 SO $0 $129,000

B Feaslblllty StudIes Fund

ST KIpatnate TA

1 FInance Speciallst 2 2 S60,OOO 0 SO $0 $60,000
2 Infrastructure Spec 2 2 $60,000 a SO 0 SO $60,000
3 IQC BUY-lns/TA Supp 25 9 $270,000 8 S240,OOO 8 1240,000 S750,OOO

ST SrI Lankan TA

FInance Speciallst 6 6 $9,000 0 SO SO S9,OOO

Sub Total 35 19 1399.000 8 $240,000 8 S240,OOO S879,OOO
,..

UnsolICIted Blds Proposal Kechanisl.J

ST KIpatrlate 1A

Contractlng Speclal 2 2 S60,000 0 SO $0 $60,000

Total TA COlponent 4 47 31 $588,000 8 SHO,OOO B mo,ooo $1,068 000

0 TralnlDg SH,OOO $9,000 SO S83,OOO

Publlcatlons,Advertlsing &
Klscellaneous S25,OOO S25,000 $25,000 $75,000

Total COlponent 4 $681,000 $274 000 $265 000 Sl 226 000
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HOST COUNTRY
LOGISTICAL SUPPORT

TOTAL
URSON FY 93 COST FY 94 COST FY 95 COST TOTALMONTHS MON MaN ~OH COSTSTAFF

Dlrector General 36 12 $8,372 12 S8,838 12 S9 300 $26,510Dlrector (Opera,lonal)
Dlrector (ProJects) 36 12 sU16 12 $7,H2 [? '7,906 122,mDlrector (Coordinatl 36 12 $8,372 12 18,838 12 '9 300 $26,510Messenger/Offlce AId 72 24 $150 24 $150 24 Sl50 $450

Sub Total 180 60 S23,870 60 125,268 60 S26,656 175,794

2 OPKRATIOm

Petrol, Malntenance,Kqulplent,
KlectrlcIty, "ater and Telephone S13,954 $13,954 $13,954 $41,862/urniture 14,652 S1,162 Sl 160 16,914StatIonery and PrIntIng S9,302 $6,976 $6,976 W,254JaDl tor and Secull ty Sernces 13,720 $3,720 '3,720 SI1 ,160Rentals 10 10 S20 000 '20,000Fees (Per dIel) 14,652 U,652 'U52 $13,956
Sub Total 136,280 $30,464 150,462 $117,206

TOTAL He LogIstIcal Support '60,150 S55,732 '77,118 $193,000

EVALUATION/AUDIT

lY 93 n 94 FY 95 TOTAL

EvaluatIon/AudIt

Total

so

SO

$I 00 000

$100,000

1100 000 1200,000

S100,000 $200,000
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FINANCIAL nAN

Forelgn
Currency

Local
Currency

FY 93

Forelgn
Currency

Local
Currency

FY 94

Forelgn
Currency

Local
Currency

FY 95

Forelgn
Currency

Local
Currency

TOTAL

Forelgn
Currency

~ocal

Currency

~
"

AID TOTAL

Technical Assistance so so S2 502 000 SI98 000 SI,662 000 SI62 000 SI 056 000 SI17 000 S5 220 000 S477 000 S5,697,000

TralnlDg

COllllllodltles

so SO S240 500

S113,000 S25 000 SO

S15,000

SO

S29,250

SO

S20,OOO

$0

SII 250 S20,000 $281,000

so SO Sl13,000

$55 000

S25,000

$336,000

$138,000

$400 750 SI 167 250
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$50,000 $100 000 SIOO 000

S168,750 muoo S419,OOO

$355,750 S5 864 000 SI,136 000

S50,OOO

$50,000

S50,000

S168,750S50,OOO

S50,OOO

SI 791 250

so

S354 500

$141,500

so SO

so $50,000

S25 000 S2,792 SOD

so

so

SI13 000

~oglstlcal Support

RvaluatlOn/Audl t

TOTAL
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ANNEX 5 - PROJECT ANALYSIS

a) Technical AnalySIS

In deSIgning an approach to promote pnvate mfrastructure development m Sn Lanka
a number of factors must be consIdered to determlOe 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 constralOts

Pnvate Infrastructure Development

In determmmg the VIabIlIty of a pnvate mfrastructure development InitIatIve, several
essentIal elements must be examlOed WIthIn the context of successful and unsuccessful
expenences In SImIlar envIronments There are SIX fundamental ISSUes, mutually
remforCIng but not exclUSIve, that serve to valIdate the lIkelIhood of successful
ImplementatIon

1) Formal PolIcy and Program ObjectIves

The record shows that other countnes wluch have successfully attempted to promote
pnvate Infrastructure development share some common features A pnmary feature
uOlversal to countnes WIth a track record of success IS the emergence and
mamfestatIon of a clear and formal pollcy for pnvate lOfrastructure development An
ad hoc or premature pollcy enVIronment charactenzed by ambIgUIty or 1Oformality
sends a SIgnal to the ImplementIng agenCIes, the publlc, and the pnvate sector that the
polItIcal will does not correspond to the practIcal ratIonale of promotIng pubhc/pnvate
partnerslups 10 the proVISIon of 10frastructure

ThIS polItIcal WIll and long-term commItment must be overtly demonstrated and ItS
objectIves refined and clearly understood There are several examples of countnes
that have recogmzed the need and ratIonale for pnvate 10frastructure development yet
have undervalued the Importance of defirung objectIves for the program as a whole,
and for specIfic mfrastructure sectors 10 partIcular

In Sn Lanka, the government has learned from the lessons of other countnes and has,
over the last fourteen months, prepared, approved, and ISSUed a polIcy statement
clearly artIculatIng the goals and objectIves of such an approach ThIS polley
statement 10 the form of "gUldelmes", IS attached (Attachment 1) and represents an
offiCIal commItment to promoting pnvate sector approaches to mfrastructure, was
developed and approved by the pnncipal actors responSIble for polley Implementation

I



n) InstItutIonal Framework EstablIshed

In order for the promotIon of pnvate mfrastructure project to be successful, a well
deslgned and coherent mstItutIOnal framework must be establIshed The global lessons
of pnvatIzatIon and publIc/pnvate partnershlps m partIcular reveal the import of
establIshmg a focal pomt deSIgnated WIth the hIghest polItIcal authonty posslble so that
polIcy and program objectIves can be achIeved and constramts and operatIonal
dIfficultIes overcome Key to the successful establIshment of such a framework IS lts
calIbratIon WIth and rnterface to the relevant hne agencIes IdentIfied as ehglble sectors
for pnvate sector lOvolvement

ThIS would be a technIcal UnIt that operates full-time and serves as a lmkage between
the hne agencIes such as water, power, transportation, communIcations, etc as well
as the polItIcal authontIes responSIble for approval Expenence m developed and
developmg countnes a1.Ike venfy that WIthout command and control mechanIsms m
place, pnvate mfrastructure development InItIatIves are lIkely to fragment, dnft, and
dlsappomt

However, the mstItutIonalIzatIon of polIcy analySIS and Implementation IS always
based on the unIque organIzational and polItlcal charactenstIcs of any governmental
entlty or structure be It local, mUnICIpal, or national It IS essentlal to understand the
Importance of diagnosmg the umqueness of any gIven country or mstItUtlonal structure
m order to venfy the appropnate and most effectlve configuration for polIcy
lmplementatlon Effectlve polIcy Implementatlon almost always corresponds more to
the actual "power structure" rather than the lOgIcal center of responSIbility

Sn Lanka has benefitted from the tnals of other countnes m thIs regard as well As
WIth pnvatlzatIon efforts around the world throughout the 1980's, the determmatIon
of the focal pomt for publIc/pnvate partnershIps offers SIgnIficant challenge In some
countnes thIS focal pomt IS found m a MInIStry that has taken the lead such as the
Water and Power Development Authonty m Pakistan, the MInIStry of PublIc Works
m Chile, or the MInIstry of Transportatlon m Jamaica In other countnes the focal
pomt rests WIth the traditlonal polIcy team familiar WIth general development and
pnvatlzatlon ISSUes such as the MInIstry of Fmance m Argentina, the MlOlStry of
Transformatlon m Poland, the State Property Agency m Hungary, or the PublIc
PartICIpatIOn Office m Turkey

Other country examples Illustrate the hIgh pnonty asSIgned to pubhc/pnvate
partnershIps by vestlng authonty at the hIghest level Office of the Pnme MImster m
MalaySIa, Office of the PreSIdent m the PhIlIppmes, and the Office of the Cabmet to
the PreSIdent of MeXICO

DeclSlons taken to entrust the funetlon to a partIcular government entity laid the
foundatlon for the subsequent success or failure m the effort to promote pnvate sector
partICIpation m mfrastructure development Undoubtedly, polIcy Implementation WIll
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only be as effectIve as the focal pomt or bureaucratIc structure selected for carrymg
it out based on Its abIhty, authonty, and umque relationshIps wIth the hne agenCIes
and the pnvate sector Not surpns1Ogly, the cases where the hIghest authonty was
attached to the focal pomt have tended to be where the most "aCtion II has occurred and
the best examples of successful expenence WIth publIc/pnvate projects developed

The GSL has recently establIshed an mstItutional "focal pomt" desIgnated as
responsIble for planmng, coordmatIng, and Implementing pnvate 10frastructure
development actIons ThIS focal pomt, the Secretanat for Infrastructure Development
and Investment (SIDI), will serve 10 a techmcal and coordInating capacIty between the
polItIcal authonty In questIon (Cabmet) and the lme agenCIes responsIble for
tradItIonal mfrastructure development such as the Mimstry ofTransportatIon, Mimstry
of Power, Ceylon ElectnCIty Board, Mimstry of Posts and TelecommumcatIons, and
the lIke

A VItal attnbute 10 thIS desIgn IS the desIgnatIOn of a "network" for pnvate
10frastructure development whereby relevant Mimstnes and lme agenCIes aCtive m thIS
process are admimstratIvely 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 Muustry of
PolIcy Planmng and ImplementatIon, and members of the network wIll all have clearly
defined responSIbilIties 10 the ImplementatIon of this polley The attached
organIZatiOnal chart illustrates the responSIbIlItIes and relatIonshtps of this InstItutIonal
framework (See Attachment 2)

In a preVIOUS analySIS of the mstItutIonal requrrements of any proposed GSL focal
pomt, the deSIgn team CIted the follOWing descnptIve cntena for success

(a) The focal poInt be establIshed 10 the hIghest polItIcal office poSSIble WIth at
least access to and lInkages WIth the CabInet and Office of the PreSIdent

(b) The focal pomt have dIrect lmkages, eIther through affilIatIon or sub
committeesisecretanat relatIonshIps WIth the ImplementIng agenCIes responSIble for
publIc/pnvate projects ThIS would mclude agenCIes responsIble for transportatIon,
power, water, waste management, mdustnal estates, and telecommumcatIons

(c) The focal poInt have some formal relatIonshIp between and WIthIn the
department responsIble for 10frastructure development and planmng so as to access
1OformatIon and consolIdate expenence

(d) The focal pomt have an instItutIonal affilIatIon that allows for dIalogue WIth
the pnvate sector
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(e) The focal pamt has an mstltutlonal reiatlonship WIth the body responsIble for
coordmatlng Overseas Development ASSIStance so as to leverage the partICIpation of
donors m thIS process smoothly

(f) Fmally, the focal pamt be gIVen authonty not only to plan and analyze poSSIble
transactlons but to evaluate and recommend theIr ment m accordance wIth techmcal
cntena WIth the mput of the relevant lme agency and the SUpervISOry body govemmg
the focal pomt

The project deSIgn team concludes that the selectlon of SIDI and the mstItutlOnal
configuratIon now put mto place, meet all of the above cntena Smce the above
recommendations were made, SIDI has matenaiIzed and IS In the process of bemg
structured accordmg to the lessons of expenence and the umque charactenst!cs of Sn
Lankan declSlon-malang

SIDI has hIgh-level access and authonty, multIple and broad partiCIpatIon m Its
operatIons by the key llne agenCIes, IS withm the same Mimstry as the tradItIonal
mfrastructure development technocrats, has created a "Pnvate Sector Wmdow" for
dIalogue WIth the pnvate sector on projects, IS coordmated by the Secretary m the
Treasury who oversees Mimstry of Fmance Issues, and IS headed by a Mimstry of
Pollcy Planmng and ImplementatIon dIrector who, has been granted authonty to
approve and SIgn agreements for transactIons m accordance WIth program gUldelInes

The framework establlshed venfies the soundness of the project deSIgn and assures
concerted Implementation of components for thIS project UnlIke other countnes
where reorganIZatIon, overlap, or poor coordmatIon charactenzed government
approach to mfrastructure development matters, the GSL framework IS deSIgned to
address and prevent problems from occumng or proVIdIng a mechamsm for SWIft
resolutIon through program adjustments

Role, Authonty, and ConSIstency

More Important than the placement of the techmcal umt Itself IS the authonty and
deSIgnated functIons of the umt VIS a VIS the other agenCIes mvolved 10 mfrastructure
development and economIC pollcy Expenence has shown that It IS VItal for the umt
to work effectIvely WIth the lme agenCIes 10 a coordmatIng capaCIty and that It IS
perceIved as bemg "responSIble" for certam tasks 10 planmng and Implementmg BOO
and BOT, 1 e project IdentIficatIon, project analySIS, project conformIty to
gUldellnes, project admlmstratIon, project reVIew and recommendatIon, and project
momtonng, and that It be vested WIth that authonty 10 total To underscore the
Importance of these charactenstIcs that SIDI wIll possess, It can be contrasted WIth the
expenence of the PhIlIppmes

In the PhI1Ippmes BOO/BOT program recently, a dIspute arose over the detenmnauon
of a project structunng Issue 10 a proposal that had been SOlICIted by the techmcal umt
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or focal pomt The project called for a pubhc bIddmg of a Grams Termmal Complex
The bIddmg and tender documents allowed for mgenUIty of the pnvate sector m the
proposed techmcal or finanCIal features, as long as performance and costs remained
withm prescnbed standards and specificanons

In the development and Issuance of the blddmg documents, one of the techmcal
experts worlang wIth the umt concluded that the project would be made much more
attracnve for all parnes, and therefore result m the receIpt of a greater number of
compennve bIds, If the project tanffs be fixed and payments to the operator paId m
dollars smce the smce the termInal would effect dIrect savmgs ( reducnon of vessel
time m port) m shlppmg and landmg transactions already denommated and paid m
dollars Tlus requIrement also mlffimtzed mflatIon and foreIgn exchange nsles to the
pnvate proposers

The dollar denommauon decISIon was endorsed by the techmcal umt and confirmed
to be m conformIty WIth Central Bank procedures, but was strongly opposed by the
PhilIppme Port Authonty for hIstoncal reasons WhICh were however, not germane to
the Grams Termmal project

Other recommendanons of the techmcal experts regardmg the proposed tariff structure
were also objected to The result was that the technIcal umt's recommendations were
Ignored and the Port Authonty was able to prevaIl, exerclsmg Its mfluence beyond the
dehneanon of authonty for BOO and BOT

The consequence was that tendenng the project would go forward on the least
attractive basIS for promotIng competitive pnvate sector mterest ThIS assured that
fewer bIds would be receIved, and submIssIons receIved would reflect hIgher charges
to the publIc, to cover the greater commercial nsk to the mvestors Even If the
techmcal umt had been overruled at a higher executive level 10 government, that
outcome would have demonstrated mstItutIonal mtegnty Instead It appears, that the
Port Authonty Wielded more poltncal authonty and exercIsed It even though It was
mconsistent WIth the obJecnves of the transaction 10 question

The lesson here IS 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 10 the project deSIgn, the GSL has taken steps to deltneate as much as
poSSIble, authonty, responslbIlttIes, procedures, and commitment to remaImng
conSIstent The SIDI Will have dIsnnct authonty m the IdentIficanon, analySIS, and
approval stage of projects WIth mput and cooperanon among and between the relevant
hne agenCIes and the cabmet Although there are lIkely to be some correcnons and
adjustments made, the msntunonal deSIgn of thIS project IS sound
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111) Estabhsheci Procedures.

The Hurd element that must be consIdered to determme the feasIbl1Ity of thIs
InterventIon IS the status of the "rules of the game" Pnvate Infrastructure
Development IS not unhke foreIgn mvestment, bankmg, trade, and other commercIal
actIvitIes In that a compact must eXIst between all of the partICIpants In the process,
In thIS Instance the government, the pnvate sector, and the publIc

ThIS compact relIes extensIvely on a well estabhshed and unassaIlable set of
procedures that WIll serve to govern the process and subsequent transactIons over the
lIfe of the project Expenence from other countnes IndIcate clearly that Without clear
cut procedures for IdentIfyIng, analyZIng, fmancmg, evaluatIng, and awardmg pnvate
mfrastructure proJects, the chances for faIlure mcrease substantIally WIthout clear
procedures, the prospects for success are JeopardIZed by the lIkelIhood of poor project
selectIon, lack of transparent evaluatIon processes, Imprudent demonstratIon project
sequencmg, and resultant polItIcal and SOCIal cntIcism and concerns

The Government of Sn Lanka has addressed this aspect of a pnvate mfrastructure
program decISIvely The "BOO/BOT Program GUIdelmes" artIculatIng the process
and procedures of the GSL program, have receIved cabmet approval These
gUIdelmes, a copy of whIch are attached m Annex, represent the key detenmnant of
program feasIbility Therefore, the project desIgn IS m accord WIth the polIcy
parameters, scope of the Program GUIdelInes and the JunsdiCtIOns they govern

Program GUIdelmes need not be detaIled nor burdensome Ideally, they should
artIculate the government's objectIves m pursumg BOO and BOT projects and outlme
the procedures through whIch elIgIble project and project proponents can advance

Agam, not surpnsmgly, the countnes that have developed broad-based yet conCIse
program gUIdelmes that represent accurately the techrucal, legal, fmanclal, and
polItIcal objectIves and reqUIrements of the Government In questIon, are the countnes
expenencmg success WIth BOO and BOT ThIS would mclude MalaySIa, MeXICO,
JamaIca, and Palostan The PhilIppmes, WhICh deserves much credIt for aggresSIvely
pursumg BOO and BOT and has contnbuted many lessons of success (Hopewell
Power) and regretfully, faIlure, has promulgated specIfic legIslatIon and ImplementIng
Rules and RegulatIons whIch are too detaIled and ngld to effectIvely address many of
the ISSUes of project approval, project analySIS, project elIglblhty, and dIspute
resolutIon Moreover, the PhilIppme Government has shown Its wllhngness to
mtervene polItIcally I qUIckly ignonng and abandOnIng its own procedures when
biddmg does not conform to the antiCipated outcome

WhIle the GSL has iSSUed clear yet fleXible program gUIdelInes, the project deSIgn
team adVIses that lmplementmg rules and regulatIons should be developed as well
These regulatIons would help to clarIfy the government's poSItIon on procedures that
may be unIque to plannIng, ImplementIng, and momtonng BOO and BOT In anyone
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sector of 10frastructure ThIS would further clanfy the positlon of the government and
provIde the pnvate sector WIth a greater level of confidence that comphance and
qualIty that the government expects and the obhgatlons that government IS wIlhng to
assume are fully understood

The program's relatlvely well developed procedures and gUldehnes dIstance the GSL
nascent program from others 10 thIS field The project deSIgn and structure rests on
a much sounder foundatlon for feasIbIlIty and success due to the eXIstence of these
procedures a pnon to any technIcal asSIStance 1Oterventlon

IV) TechnIcal CapacIty.

One of the key features of the project deSIgn IS support for the capaCIty of the relevant
"network" of pnvate 10frastructure development actors m carrymg out the objectives
of the above elements WIthout the technIcal capaCIty to Identlfy, analyze, structure,
screen, evaluate, and negotlate pnvate 10frastructure proJects, the hkelIhood for
success IS dImInIshed

In other country expenences, the framework and procedures for mterventlons of thIS
kmd may have been m place, but were not supported by techrncal and admimstratlve
staff and facilitles famIllar WIth and responsIve to the obJectlves m questIon ThIS has
led to ambIguous scopes of work, poor project selection and evaluatlon, unfavorable
and onerous agreements, and backlogged project pipehnes

Worse, these problems have resulted m the pnvate sector and the pubhc at large
losmg confidence m the credIbility of the program and Its potentlal benefits

The project deSIgn addresses thIS problem m 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 provId1Og SIDI
WIth the 10gIstlcal support It needs to be operational and responSIve to the "market"
for mfrastructure, the poSSIbility of capaCIty needs or polItical pressures deternumng
feasIbIhty IS averted

WIth techmcal and adminIstratlve capaCIty supportIng the mstltutIonal framework, the
factors determImOg project feasIbIhty now become project specIfic In thIS 10stance
project specIfic factors become the most Important mechanIsms supportmg the chances
of project (transaction) success, prOVIde data for determmmg project (transaction)
finanCIal VIabIlIty, and promote greater pnvate sector and local partICIpatIOn In the
IdentIficatIon of project (transaCtIon) candIdates

(a) BOO/BOT Project IdentIficatIon and Screemn!:'.

As the first step 10 the development of a BOO/BOT transactIon, the project
IdentIfication process plays a VItal role 10 determmmg the future poSSIbIlIties of the
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entIre BOO/BOT program The prOject IdentIficatIon process IS the foundatIon upon
which the entIre pyramid rests Unless thiS foundatIon IS broad enough, and a sUitable
quantIty ofeconomically Important and finanCially attractive BOO/BOT candIdates are
added to the lflventory of Sn 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, IS the quahty of the project IdentIfied to be
structured on a BOO/BOT basiS Therefore It IS Vital that a maximum number of
VIable BOO/BOT projects are IdentIfied, studIed, and added to the Sn Lanka's
Inventory of BOO/BOT project candIdates The project design recogmzes thIS as a
techmcal capacity Issue and has buIlt m three cntIcal vehicles to add project candidates
to the BOO/BOT Inventory

(1) Tratmng staff

Staff will be tratned In the IdentIficatIon and analysIs of BOO /BOT projects though
technical and on the Job tratnmg Important to thIs tratmng effort will be long and
short term consultants workmg With SIDI staff, and UtIlIZIng data collected regardmg
Sn Lankan projects as pnmary tratmng/proJect IdentIficatIon matenals

(n) The Pnvate Sector W1Odow for Unsohclted Proposals

The Pnvate Sector W1Odow for Unsohclted Proposals allows the pnvate sector the
opportumty to Identify theIr own projects and submIt them to SIDI ThIs mechanIsm
Will serve not only to develop a larger 1Oventory of quahty project candIdates but
solIdIfies and 1OstItutIonahzes the dIalogue and 10terface between the publIc and
pnvate sectors 10 10frastructure development

(111) Pnvate Sector W1Odow FeaSibIlity Study Fund

In the deSIgn, a role has been IdentIfied for the development of a feasibilIty study fund
to prOVide 10centIves for the pnvate sector to undertake studies either through the
pnvate sector unsohclted Window or on a sohclted basiS This deSign element WIll
represent an Important feature of add10g to the feaslblhty and sustaInabllIty of thiS
project 10 that a grater number of projects With a higher degree of success WIll be
Identified, structured, and advanced

(b) BOO/BOT Project Screenmg and Structunng.

In order to enhance the techmcal capaCIty of the SIDI and the hne agencies, sIgmficant
attentlon must be focused on the project screemng and structunng stage

If the project IdentlficatIon process forms the foundation of the BOO/BOT pyramId,
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) Screemng out
projects that are not economIcally Important or are environmentally unfeasIble, and
2) structunng projects to become finanCially more attractIve to the pnvate sector (See
Attachments 3 & 4)

Given that BOT projects WIll reqUire sIgmficant levels of effort dunng the project
development and negotIatIon stages by both the Government of Sn Lanka and pnvate
Investors, It IS Important that the project screen109 process be effectIve at ensunng that
only projects wIth a hIgh potentIal for success--financially, techmcally, legally, and
environmentally--are developed Therefore, the objectIves of the BOO/BOT project
screenmg process should be comprehensIve and specIfic

(c) ProJect Structunng

While project screemng mechanIsms Will remain chIefly 10 the hands of the SIDI and
SpecIaliSts withm the Lme AgencIes (BOT Liaisons), the BOT project structunng
process wIll be the result of mputs from both the pnvate and publIc sectors
However, It WIll be Important that both SIdes of the table agree on a common set of
objectIves for the project structunng process The techmcal capacIty for carrymg out
thIS aspect of project desIgn should adhere to the followmg two objectives

I) ImtIate projects that are already economIcally and developmentally Important
for the Government and structure them to be as fmancially attractive as possIble, to
the pnvate sector mvestors and operators

n) Allow for "value captunng" techmques whereby a project that may not appear
to be hIghly finanCIally attractIve based on a smgle revenue stream, can be structured
so that the mvestor IS allowed to capture value from parallel sources Examples of
thIS would be land development, retail outlets, servIce statIons, cogeneration, and
other forms of project structunng In these cases, the upSIde potentIal for the pnvate
mvestor has been enhanced WIthout hIm havmg to assume any more nsk or be
burdened WIth unenforceable contract terms and COndItIOnS

(d) AdmImstratIve PrereqUIsItes

In order for thIS project to be feasIble, and 10 order to mobilIze the techmcal capaCIty
called for 10 the project deSIgn, a sound admImstratIve and personnel base must be
establIshed The project deSIgn stIpulates a small but full-tIme techmcal umt
supported by techmcal asSIStance to undertake thiS effort The need for thIS has been
shown In many countnes

The successful pnvatIzatIon expenences of MalaySIa, MeXICO, ChIle, and 10 some
respects PakIstan and PhIhppmes, have been CIted 10 consultants' reports, and have
been addressed 10 vanous meetmgs 10 Sn Lanka To the extent that these programs
achieved obJectIves, It can be attnbuted to theIr havmg formulated program gUidelInes
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and pnnciples, establIshed appropnate InstItutIOns, and most Importantly achIevements
were noted when programs were charactenzed by a professIOnal approach to
admimstenng and managmg the process of bUIldmg pubhc/pnvate partnershIps

Tn addItIOn to creatIng a dedIcated techmcal umt to plan and manage the program,
consultants were utIlIzed at vanous 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 faIfly lImIted degree of expenence 10 puttIng Into place
pnvately-financed Infrastructure As the staff conduct1Og these programs become
more proficIent 10 planmng and manag10g 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 adm10Istrative plan, had a SUItable
recruitment strategy, and 10cluded a tratmng program to ensure that the organIzatIOnal
"learmng curve" was neither rushed nor unduly protracted ThIS IS the hallmark of
effectIve 1OstItutIonal development, and IS as appllcable for BOO/BOT as It IS for
other complex orgamzatIonal undertakmgs

(e) AdmInIstratIve ReqUIrements

AdmimstratIve deSIgn should take account of the common expenences 10 develop1Og
admimstratIve plans for staffing, traInmg and operatIons, that 1) resources aVaIlable
are always less than optImum, and 2) governments tend to select staff on famillar
cntena rather than techmcal competence, profeSSIOnal sUItabIhty, and lOgICal matchmg
of slalls to Job requIrements More often, semonty, 10terest 10 the program, or
random Circumstances preVaIl, rather than strategIC cntena

Again, exam1010g the way governments staffed up to conduct pnvatIzatIon programs,
eIther the responSIbIlItIes were added to busy OffiCIalS who were preoccupIed WIth
other compellIng concerns, or the OffiCIalS selected were not fully aware of polItIcal
senSItIVItIes and thus were taken by surpnse when adversanal SItuatIOns were
encountered ThIS ofttImes resulted 10 delays until hIgher level polItICal declSlon
makers could 10tervene

Other dIfficultIes encountered In pnvatIzatIon programs arose 10 SItuatIOns where very
specIfic slalls were called for, with which most government OffiCIalS were unfamihar
For example, ways of determ1010g market value of an enterpnse, or calculat10g cash
flow to assess the volume of a future benefit stream, whIle common to the pnvate
sector, are SImply matters rarely of concern to government bureaucrats UntIl these
slalls are learned, qualtfied outSIde consultants should be relted upon Government
offiCIals, on the other hand, are tradItIOnally competent 10 performance of regulatory
functIOns, and are used to assessmg how government operatIons Impact on the pubhc
so they can perform theIr most essential functIon of servmg to protect the publtc
mterest
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ApplyIng the InSIghts gamed from pnvatizatIOn programs to the reqUirements of
BOO/BOT program managers, several cntena clearly emerge

(1) QUalIty of Staff - RecrUitment should seek the best and the bnghtest both from
wlthm and outsIde of the government The Umt's officers should be on a par WIth
the most Important agenCIes In government BOO/BOT WIll be a program compnsed
of projects of major scale costing hundreds of mIllIons of dollars, and WIll Include
roads, bndges, water supply, and commuOlcatIons dIrectly affectmg the qualIty of lIfe
of urban and rural famlhes In all regIOns of the country SIgmficant saVIngs In
government expendItures, and Improvement In dehvery 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

(11) FleXIbIlIty and AdmimstratIve DISCretIOn - Runmng a BOO/BOT program IS
not a routine process mOVIng papers from one level to the next In the bureaucracy
The UOlt needs to be lean, focused, and expandable as Its project portfolIo mcreases
The program WIll reqUire launchIng WIth adequate resources at the outset, and have
the authonty and capaCIty to acqUire addItIonal capaCIty as It grows As the program
matures, concern WIll shIft from project IdentificatIon and negotIatIOn of large
transactIons, to oversIght, momtormg, and aUdItIng to assure that scenanos set forth
In proposals take place on schedule, or that correctIve actIons are undertaken to keep
them on track The Umt should be large enough to Include each of the key dISCIplInes
(see staffing reqUirements suggested 10 sectIon below)

(m) Trammg Early and Often - Regrettably many OffiCIalS tasked With pnvatIzatIon
responsIbIlItIes In developmg, emergmg market, or former SOCIalIst economIes 10

tranSItIon, dId not receIve adequate trammg 10 pnvatIzatIon management, nor dId they
antICIpate the umqueness of the problems they would be faCIng Some Eastern
European or former SOVIet Umon offiCIals 10 charge of runmng large publIc enterpnse
operatIons on a Fnday were placed 10 charge on the follOWing Monday of findmg
wIllIng buyers for theIr enterpnses, whIch often represented bIllIons of dollars worth
of obsolete technology or underperformmg assets whose fundamental weakness had
been dISgUISed by years of government SubSIdIes Nor were they adept 10 dealmg
WIth the senSItIve polItIcal skills of dealmg WIth large numbers of redundant workers
whose future employment prospects were hypothetIcal

Those countnes that have been the most successful 10 conductmg pnvatIzatIon
programs dunng the past five years, and those who WIll establIsh the best track record
In BOO/BOT In the next five years, WIll have 10 common small but very capable
staffs well tramed 10 techmcal skills, finanCIally and economIcally astute, and
competent In servIng as a bndge between the pnvate sector and government Sn
Lanka's PnvatIzauon/Peophzauon program, It Export ProcessIng Zones and GCEC
expenence, WhICh demonstrates Its commItment to traIn ItS managers and develop
pubhc awareness among the affected constItuenCIes, WIll serve It well In thIS
program
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(t) AdmlmstratIve RecommendatlOns,

Staffing needs are dnven by the Umt's objectIves of bUlldmg an mventory of
mfrastructure projects lmplementable by the pnvate sector, promot1Og the program
and marketIng the projects to prospectIve Investors at home and abroad, developIng
a collaboratIve relatIonshIp between the techmcal and managenal staff In the umt, the
hne agenCIes, and the pnvate sector, and capaCIty to match candIdate mfrastructure
projects WIth potentIal finanCIng for feasIbIlIty studIes and capItal loans and eqUIty
sources

These objectIves WIll requIre sla11s m ensunng that projects meet the establIshed
techmcal, soclo-economlc, finanCIal and envIronmental cntena, that they conform to
preVaIlIng program gUldelInes, that actIve projects are followed up and kept 10 traIn
and not permItted to langUlsh through bureaucratIC mertIa, that negotIatIons are
transparent and faIr, are vetted for Cabmet approval, and move to closure WIthout
delays, and finally that on-gomg projects are properly mOnItored

To perform these tasks, a talented Umt 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 oversee1Og the CruCIal programs of project
packag10g and marketIng to mvestors AddItIonal profeSSIonal staff should be
recruIted WIth finanCIal analytIcal talents, and computer slalls m finanCIal modelmg,
pncmg, and abIlIty 10 dISCOuntIng future benefit streams to calculate present value
Staff should also Include one or more mfrastructure sectoral SpecIalIStS WIth
engmeenng background and mfrastructure planmng and operatIonal expenence, In
such sectors as power and energy, water and solId waste, telecommumcatIons,
transportatIon, and mdustnal productIon Ideally, the umt should have m-house
enVIronmental and legal officers, to work WIth the consultants and InternalIze theIr
slalls for the benefit of the umt Fmally, there should be adequate admlmstratIve and
productIon staff able to produce studIes, reports, marketIng matenals, and prepare
procedures manuals, traInIng modules, and VISUal presentatIon matenals

(g) EffectIve Enabhng EnVIronment

When undertakIng an ImtIatIve such as pnvate mfrastructure development, a vanety
of exogenous factors affect project feaslblllty and therefore must be assessed The
enabhng enVIronment to support successful project gestatIon and operatIon IS pnmanly
a functlOn of the legal, finanCIal, commerCIal, and soclo-pohtIcai enVIronment and its
dIspoSItIOn towards a project of thIS land

In Sn Lanka, the project deSIgn team concluded that the enablIng legal enVironment
is supportIve for pnvate mfrastructure development In general, there are no major
prOhIbItIOnS to BOO and BOT transactIons In any of the sectors determmed ehglble
by the Program GUidelInes Moreover, the operatIng and lmplementmg legal acts that
govern the process of project development, approval, financmg, and ImplementatlOn
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do not pose sIgmficant constraInts The grantIng of conceSSlOns, the chargmg of
market or near-market tanffs, the acqUlsltlOn of land, and all other aspects necessary
to Imtlate BOO and BOT projects without mtroducIng major enabhng legislatlon are
allowed and non-prohIbitIve A detaIled analysIs of thIS legal settIng completed by the
desIgn team IS attached (Attachment 5 )

As discussed elsewhere In the financIal, economIC, and SOCIal soundness sectlons of
thIs report, the enabhng enVIronment charactenzIng these sectors are generally
supportIve Sn Lanka IS a growmg and mcreasmgly more complex economy The
lack of a hIghly developed finanCIal market and large pnvate sector commumty are
not a dIsablIng constraInt to thIS proJect, rather they are necessary beneficlanes The
project does not rely on theIr growth and development but rather IS deSIgned to
augment and support theIr expanslOn

The project deSIgn does recogmze however, that certaIn project 1OterventIOns must be
applIed to accelerate thIS process Included 10 thIS IS the reqUIrement to Involve the
publIc 10 thIS process The project deSIgn devotes substantIal resources to the
mclusIOn of local partICIpatIOn and publIc awareness efforts to budd support for and
understandmg of thIS project's goals and outputs

(h) ImplementatIon Components

ThIS project has four pnncIpal components Each of the components IS deSIgned to
accomplIsh specIfic outputs and to address specIfic constra1Ots The four pnncIpal
components A) Network Component, B) PublIc Awareness Component, C) MarketIng
Component, and D) The Pnvate Sector Wmdow, are all lInked and mutually
remforCIng 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 actlvitles 10 the other ThIS deSIgn proVIdes a
tenSIon that emphaSIzes results beIng achIeved WIth the expectatIon of exceedIng
projected outputs and goals

From a techmcal standpomt, the realizatIon of the outputs of each component WIll
make a sIgmficant Impact and contnbutIon to the problems of Infrastructure
development The five pnnclpal end of project outputs of three projects SIgned wIth
pnvate partIes for $150 mIllIon, functIomng polIcy and procedures for pnvate
partICIpatIOn In 1Ofrastructure, greater publIc awareness and support for the benefits
of pnvate 1Ofrastructure, promotIon of competItIOn to proVIde pnvate Infrastructure,
and an enhanced abIlIty of the pnvate sector to partICIpate 10 the program, are
sIgmficant and far reachmg

AttaInment of these outputs wl1l contnbute slgmficantly to mitigatIng the problems of
budgetary constraInts to Infrastructure services, proVide a more competItlve economIC
mfrastructure, support the pnvate sector In a partnershIp 10 economic development,
and conserve and protect the enVIronment
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Lastly, there are few techmcal lImItatIOns to aChIeVing the successful ImplementatIon
of the components and the overall project The techmcal lImitatIOns that eXist,
pnncipally In the training, marketmg, and financIal capaCIty areas are dIrectly
addressed In component desIgn

The provlSlon of a long-term tearn supported by short term techmcal experts from a
vanety of fields relevant to pnvate Infrastructure WIll IdentIfy the cntieal mass of
projects needed for an Inventory of competItIve projects The project components are
heaVIly front loaded, focusmg on project IdentIficatIon, structunng, tendenng,
traImng, and marketing 10 order to accelerate project development and pnvate sector
10terest The proJect's susta10abilIty IS ensured by talang advantage of the favorable
enablmg envIronment to select "wmmng" demonstratIon projects as first candIdates

As these demonstratIon projects advance and the publIc and pnvate sector become
more aware of the benefits of pnvate mfrastructure, the responSIbilIties of the umt Will
shIft from project IdentIficatIon to project ImplementatIon and momtonng

The key VarIable challengIng the success of thIS project In the short and long-run WIll
be problems umque to a gIven sector or project, be It In the IdentIficatIOn or
negotJatJon stage, or a dramatJc change In the assumptJo.ns reqUired for program
success

No program of techmcal aSSIstance IS WIthOut nsk ThIS project IS no exception
There are nsles that the project IdentificatIon process WIll yIeld fewer qUalIty projects
than expected because of the dearth of techmcal, ecQnomIC, and finanCIal informatIon
ThIS could lead to greater pressure bemg placed on the success ratio of projects
IdentIfied, tendered, and awarded There are also nsks of market downturns and/or
less lIkely, reactIons to the concept of pnvate Infrastructure that Will challenge project
managers

However, VIrtually all of these nsles have been accounted for 10 project component
deSIgn and are solvable In any case, the nsles of not promot1Og the pnvate sector to
partICIpate 10 mfrastructure development, or worse, not supportIng the pnvate sector
gIven the favorable enablmg enVIronment and the fact that the ratIonale for the project
IS obVIOUS to those In government, IS much greater than undertala.ng the project,
recogmzIng the need to make mId-course adjustments and correctIons

b) AdmInIstrative AnalySIS

The GSL has deSIgnated the SecretarIat on Infrastructure Development and Investment
(SIDI) Implement10g agency for the program StrategIcally located WIthin the
Mlmstry of PolIcy Planmng and ImplementatIon, It IS gUided by a sub-committee of
the IndustnalizatIon CommISSIon, whIch IS compnsed of semor Secretanes from the
key polIcy and lme Mmistnes
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SIDI's legal status and posItiOn gIves It the authonty to make autonomous declSlons
on ItS own behalf, and to coordmate wIth the proponent hne MInIstnes WhICh wIll be
playIng a key role In the tendenng and award process that WIll permIt pnvate
mvestment for Infrastructure projects

The Government has defined SIDI's authonty, staffing, and functIOns In the OffiCIal
BOO/BOT "GUidelInes" WhICh have already been approved by CabInet Its
organizatIon, personnel and operational budget are hne Items WIthIn the host
MInIStry'S budget

Success of the program depends upon SIDI's authonty as perceIved by the lIne
minIstnes and agenCIes that are the proponents of the Infrastructure projects beIng
prepared for pnvate sector ImplementatIon, and pubhc 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
appropnately balanced authonty and responsIbIhty When notmg the functIons
enumerated for SIDI In the GSL OffiCIal "GUidelInes for BOO/BOT Projects", It
states

" SIDI WIll pnmmly be responsIble for

1) IdentIfyIng appropnate projects and prepanng profiles that may be SUitable for
Implementation under BOO-BOT or other basIS, In co-operanon WIth ImplementIng
agenCIes and buildIng an Inventory of such proJects,

n) Ensunng that proposed project meet estabhshed SOClo-economIC, technIcal, and
enVIronmental polIcy cntena,

m) Ensunng that proposed projects conform to the Program GUidelInes and
governIng leglslanon,

IV) AdminIstenng, In collaboratIOn WIth the relevant MIOlstnes and key
Implemennng agenCIes, the process of project development, and

v) NegotIating WIth Investors, WIth Input from relevant MIOlstnes 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 titles of the staff compnsIng
SIDI's organIzatiOnal structure, dIrectly relate to the above defined functions
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The project desIgn has proVIded on-gOIng assistance and support to the GSL for thIS
program, Includmg technIcal advIce, In-country trainIng semInars, field VISitS to
nelghbonng countnes with SimIlar programs, detaIled field reports and numerous
consultatIons and meetmgs

The contemplated prOVIsIon of long-term technical assIstance to contmue thiS support
over a three-year penod through the proVISIon of a multI-component InstItutIOn
bUIldIng program, leads to the conclUSIOn that the program IS admInistratIvely feaSIble

c) EconomIC and FInanCIal AnalySIS

1) IntroductIon and Summary.

The provlSlon of Infrastructure by the pnvate sector should prove to be a supenor
mechanIsm to the tradItIonal government and donor-led system of USIng aDA It
reduces the finanCIal burden on overly-Indebted governments and Involves the pnvate
sector In areas where they have greater competItIve advantage Vis-a-VIS the publIc
sector SInce the pnvate sector operator has repayment schedules to meet, It has a
keen Interest In 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 IS the return to USAID In companson WIth alternatIve projects In
whIch It could Invest $5 mIllIon

In order to understand the economIC settmg In WhIch-the project WIll work, the deSign
team exammed the current system of government and donor led financ10g of
Infrastructure projects There IS a cnSIS facmg the present system of provlSlon of
mfrastructure The GSL's ongomg finanCIal dIfficultIes have not made It poSSIble to
proVIde the economIC 10frastructure necessary to realIze the country's development
and growth ObjectIves Government capItal expendItures as a percentage of GDP have
declmed steadlly over the last decade

The second sectIon IdentIfies, and tnes to quantIfy, the two basIC economIC benefits
from the proposed project

•

•

AdditIonal Infrastructure WIll be bUIlt

The effiCIency of resources utIlized In creatmg and maIntaIning Infrastructure

10creases

An analysIs of the combIned Impact of these two benefits 10dIcates that economic
VIabIlIty for the project can be attamed at relatIvely modest levels of Improvement 10
the probability of Infrastructure be10g undertaken, and In effiCIency
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Although there are not 10SIgnIficant nsks assocIated WIth the project's potentIal hIgh
returns, these nsks have been mitIgated through drawmg on the lessons learned from
other countnes to Improve program deSign, and from Sn Lanka's current pnVatIzation
program

Moreover, thiS project wIll complement, rather than compete WIth, SOCial objectIves
In help10g the government to ShIft Its portfolio of economIc 1OterventIOns away from
those that can be undertaken by the pnvate sector, and concentrat1Og on those whIch
fall more properly wIth10 ItS domaIn, the government can free more of ItS resources
to address the SOCIal agenda

On balance, the potentIal "upsIde" economIc return of the project combmed WIth the
hmited nsk of undertaIong a pnvate sector 10frastructure program are preferable to
the low returns and predictable--and hazardous--nsk, whIch threaten the country's
further economIc development, of contInuIng exclUSIvely WIth the present system of
mfrastructure proVIsIon

At a sub-prOject level, economIC and finanCIal consIderatIons WIll be an 10tegral part
of the BOO/BOT project screemng and analySIS

Fmally, the deSIgn team analyzed the potentIal of the domestIc and foreign pnvate
sector to mobIlIze the finanCIal resources to undertake Infrastructure projects Sn
Lanka's finanCIal markets are stIll "emergIng" and not ready to assume the amounts
and matuntIes that would be reqUIred for most BOT projects DIscussIons WIth local
finanCIal 1OstItutIons IndIcate that the maxImum amount of capItal that could be raIsed
for a BOT project would be about $10 millIon Although partICIpatIon by Sn Lankan
mstItutIons would be ImtIally modest, It IS Important that they partICIpate 10
transactIons 10 an effort to develop the finanCIal and capItal markets further

The aVaIlabIlIty of foreIgn commerCIal bank debt IS hmited by Sn Lanka's hIgh levels
of foreIgn debt and the reluctance of foreIgn commerCIal banks to take project nsk 10
Sn Lanka ForeIgn dIrect 10vestment has averaged only about $40 mIllion a year for
the last twelve years It has been lImIted by percepnons of nsk due partIally to the
ongo1Og CIvIl conflIct

As the expenence of the PhIlippInes and elsewhere demonstrates, Sn Lanka wIll need
to rely on finanCIng from the IFe and the ADB pnvate sector WIndow to ImtIate ItS
first SIgnIficant BOT projects DIscussIOns by deSIgn team members indIcate a keen
10terest by these 1OstItutIons In partICIpat10g 10 the financ10g of BOO/BOT projects 10
Sn Lanka

At the same tIme, Sn Lanka should work WIth the OffiCIal development aSSIstance
commUnIty to create a mechamsm to channel aDA to the pnvate sector to support
BOT projects ThIS would help to proVIde the sums and matuntIes of finance needed
for BOT projects, whIle aVOIdIng problems such as counterpart funds reqUIred by
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traditlonal donor financmg WhICh have slowed mfrastructure development The desIgn
team has proposed a "Pnvate Sector Infrastructure Development Fund" (PSIDF) to
meet thIS need Creaung thIS fund would be a part of the pnvate sector wmdow
component

11) The Current System of FmancIng Infrastructure

(a) Back~round,

Economic growth m Sn Lanka dunng the early 19705 was hmited by an mefficient
pubhc sector and by efforts to protect domestic mdustry from foreign competition

In SpIte of reforms ImtIated m 1977 to make the economy more open and lIberal, a
large and mefficient publIc sector was left mtact Large publIc mvestment projects
financed pnmanly by donors and foreign commercial lenders yielded low returns,
growmg mdebtedness and madequate support to the pnvate sector

In 1989 the government decided to accord the pnvate sector a larger role, and to
assist m the development of capital markets As part of the program, the government
launched a pnvanzanon program WhICh aImed at pnvanzmg commerclally-onented
state owned ventures By mId 1992, the GSL had pnvatIzed 19 ventures worth a
reported $US 180 mIllIon

As a result of these and related measures, the economy grew by 6 percent m 1990 and
an esnmated 5 percent m 1991 Assummg connnued polIcy reforms, Improved
macroeconomIc management, and the provlSlon of key economIc mfrastructure, the
World Bank expects the country to grow at about 5-6 percent a year 10 the medIUm
term future

(b) Fmancmg by Foreign Donors.

A factor that has mhIblted Sn Lanka's growth IS Its low savmg rate 10 relation to
needed 10vestment to achieve more rapid and sustaInable growth As a result, It has
had to fill the savmg-mvestment gap WIth foreign resources, 10 large part from the
donors However, there IS a hmit on foreIgn resources It WIll be Important to
10crease domesne savmgs, 10 part through reform of the finanCial system to prOVIde
the nght mcentIves and market signals for savmg and mvestment

OffiCial aId and concesslOnai foreign loans have played a major part 10 Sn Lanka's
development Aid flows, m partIcular, have played an Important role 10 financmg Sn
Lanka's current account defiCit
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Sn Lanka has received bilateral and multilateral aid averagmg about US$ 580 mIllIon
per 'fear on a gross disbursement basiS between 1985 and 1990 On average, project
dIsbursements have been about US$ 480 mIllIon a year and have financed 50-60
percent of publIc Investment (World Bank 1992)

1990 AsSIStance

CommItments DIsbursements

World Bank Group 3253 128 1
Japan 2463 1845
ADB 1980 110 6
USAID 41 4 629
Other 1650 139 1

Total 9760 6252

Source The World Bank

(c) Government Investment m Infrastructure

The government has been mvestIng heavIly m ImgatIon and hydropower smce the
1970s, as well as m a port, airports and two free trade zones In Colombo

As the followmg table Illustrates, the percentage of total project aid gOing to
agnculture and imgatIon has declmed as Mahawell-related dIsbursements have
dechned In mfrastructure, the share of transport In total project aid has been fallIng
As the World Bank notes, thIS IS potentIally a cause for concern gIven the hIgh
pnonty that should be accorded to road transport for the economy to sustain hIgh
growth On the other hand, the shares of energy and telecommumcatlOns In project
3ld have Increased

19



Sector Dlstnbutlon of Total Project Aid
(percent of Total)

1985 1990

Agnculture & Imganon 470 25 8

Infrastructure 306 46 1
o/w Transport 11 3 64
o/w Telecommumcanon 24 76
o/w Energy 12 1 276

SOCIal Sectors 4 1 65

Others 183 21 6

Source The World Bank

However, there has been a steep decllne In publIc Investment In Sn Lanka as a
percentage of GDP The root cause of these problems bes 10 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 resulnng from cuts In
fiscal expendItures Imposed to stabIlIze the economy

PublIc Investment
(As a percent of GDP, 1982 pnces)

1982 1984 1985 1986 1989 1990

160% 145% 131% 142% 78% 57%

Source The World Bank

(d) The Inadequacy of Infrastructure

Sustamable growth wIll depend m large part on the condItIOn of the country's
mfrastructure Infrastructure In the power, telecommumcatIons, transportatIOn, water
and other key sectors lowers the cost of pnvate bUSIness and Induces pnvate
Investment

Even though the percentage of total project aid gomg to Infrastructure has Increased,
Sn Lanka's economIC mfrastructure and Its management are madequate ThIS
ndermmes the country's strategy for sustamed development of the pnvate sector and
for economIC growth In general
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As the ADB has noted, poor roads, dIfficult access, madequate water and electncIty
supplIes, poor sanItatIon and lack of mInImUm standards m telecommumcatIOns
faCIlItIes, especIally outSIde the Colombo area, are likely to deter mdustnal and
commercIal mvestments, and slow pnvate sector growth

(Under eIther a tradItIonal or BOT approach, It IS Important to note that appropnate
pncmg polICIes are cntlcal to manage the demand for and effiCIently allocate
mfrastructure servIceS, and to mobIlIze the resources to expand capaCIty as needed
To ensure the finanCIal health of the sector, It IS necessary that a polIcy of pncmg
mfrastructure 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 m the nght dIrectIon and conSIstent WIth the polICIes and strategy the GSL
IS trymg to adopt to support sustamable growth At the very least, attractmg pnvate
sector resources to mfrastructure would release scarce government funds to needed
SOCIal sectors such as health and educatIon
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11) EconomIC AnalysIs of Proposed Project

The basIc economIc consIderatIOn is the return to USAID m companson with
alternauve projects m WhICh it could mvest $5 mIllIon

The possibIlItIes for attractIve returns from the project are hIgh m VIew of the
potentIal leveragIng of lImIted USAID resources for a proportIonately much hIgher
level of Infrastructure provlSlon

The targeted output of the project IS $150 mIlhon worth of mfrastructure projects
SIgned by the GSL WIth the pnvate sector One way to VIew the Impact of these
project funds IS to consIder that, usmg the tradItlonal approach, spendIng $5 mI1hon
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 mIllIon of Infrastructure projects, on the other hand, would result In a leveragIng
of USAID's resources of lQ tImes

There are baSIcally two economIC benefits from the project

• The probabIlIty of economIcally useful Infrastructure beIng constructed

Increases

• Because of pnvate sector partlcIpatlon, the effiCIency of resources utllIzed In

creatlng and maIntaInIng Infrastructure Increases

The first benefit IS very plaUSIble, gIven the current resource constraInts facmg the
Government of Sn Lanka ThIS Imphes that sIgmficant benefits are currently lost to
the economy because of the return foregone by not undertalang thIS Investment
IncreaSIng the probabIlIty of mObIlIZIng resources (eIther from Idle domestIc resources
[1 e unemployment], or foreIgn saVIngs) Increases the return flOWIng to the economy

The second assumptlon that the pnvate sector provlSlon and maIntenance wIll be done
more effiCIently than the tradItlonal approach IS also plaUSIble A groWIng body of
empmcal eVIdence poInts to the greater effiCIency of operatlons by the pnvate sector
over the publIc sector A recent World Bank study of 12 pnvatIzatIon transactIOns
worldWIde concluded that there were conSIderable effiCIency gatns from pnvate sector
ownershIp and operatlon of assets

To quantIfy the expected benefits from the proJect, we have made the followmg
assumptions The opportumty cost of capItal IS assumed to be 12 percent The
average economIC Internal rate of return from an mfrastructure project IS 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 He
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Table below calculates the net present value of the proposed project expendItures from
dIfferent comb1OatIons of 10creased probabIlItIes that 10frastructure wIll be bUIlt, and
10creased percentages 10 the effiCiency WIth which resources will be used under
pnvate sector ownershIp and management

Net Present Value of Project
($US M1lhon)

Increase m EffiCiency

0% 5% 10% 15% 20%

Increase m 0% -7 5 -75 -7 5 -7 5 -7 5

ProbabilIty 5% -4 1 -0 7 27 62 96

Infrastructure 10% -0 7 27 62 96 13 0

Will be BUllt 15% 27 62 96 130 164

20% 62 96 130 164 19 8

(the calculatIons illustrated m the above table are qUlte SImple The figures for the
10crease m probabIlIty of 10frastructure be10g bUllt Is-the NPV that would be expected
for an addItIonal 10frastructure project (or projects) of $150 mIlhon With an IRR of
20 percent when the opportumty cost of capital IS 12 percent, multlphed by the
10creased probabIlIty of such a project or projects actually bemg undertaken as a result
of the 10frastructure pnvatlzatlon program The 10crease 10 effiCiency IS SImply the
NPV under present conditlOns mu1tlphed by the assumed 10crease 10 effiCIency )

For any combmatlon yIeldmg a net present value from the project greater than 0, the
project should be undertaken smce the return exceeds the benchmark opportumty cost
of capital For combmatlons less than 0, the project should not be undertaken The
first row of figures 10dicates that If there are no additlonal mfrastructure projects
forthcom1Og because of the pnvate 10frastructure program, then the entIre project costs
WIll be lost (The assumed mcreases 10 effiCIency would be Irrelevant In that case
smce there was no mcrease 10 mfrastructure )

However, the table 10dicates that, for example, WIth a combmatlon of a 10 percent
10crease 10 the probabIlIty of addItIOnal mfrastructure be10g undertaken, and a 5
percent 10crease 10 effiCIency WIth which It IS undertaken compared WIth the present
system, the proposed project Will attam economIC VIabIlIty
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economic vlablhty for the project can thus be attamed at relatIvely modest levels of
Improvement In the probabIlIty of an addItIonal $150 milhon In mfrastructure bemg
undertaken, and an Increase In efficIency compared wIth the present system At the
same tIme, there IS attractIve "upsIde" potential If these levels are surpassed

(a) ProJect ChOIce

It could StIll be argued that although the lIkely returns from the project are hIgh, It
would be preferable to dIrect lImited resources to projects which have a more
demonstrable Impact on the more SOCially depnved groups of the populatIOn than the
lIkely users of Infrastructure

It should be noted that the current project IS complementary to efforts to address the
SOCIal agenda One of the malO emphases of the USAID program IS to help the
government ShIft Its portfolIo of economIc InterventIOns from those actiVItIes that can
be undertaken by the pnvate sector and focus on actIVIties that more properly belong
to government, such as education and health By creatmg a mechanIsm that wIll free
the government In part from the burden of bUIldmg, ownIng and operatmg
Infrastructure, It WIll free resources that can be used by the government to address
more dIrect!y the SOCIal agenda

(b) Project RIsks

Project nsks fall Into the medlUm to lugh range There IS the nsk that a pnvate sector
approach to mfrastructure may encounter SOCIal, poltncal and cultural opposinon
Vested mterests asSOCIated WIth the current means of mfrastructure prOVISIon may feel
threatened by a change 10 the status quo and exert power and pressure to reduce the
program's chance for success Renewed domesnc stnfe could put the program on
hold and deter the foreIgn mvestment that wIll be needed to make the program work
The fmancial technology and techmques of mfrastructure pnvatizatIOn are new and
untested In Sn Lanka The legal and admmistratIve compleXIty of the tendenng (or
revIewmg unsohcIted proposals) and awardmg pnvate sector conceSSIOns could delay
or even deraIl the program

MitIgatmg these nsks IS the expenence gamed from other countrIes WhICh has been
mcorporated mto the desIgn of the project For example, publIc awareness and
traImng IS a cntIcal vanable 10 explammg the benefits and secunng support by key
CIvIl servants and the pubhc at large ThIS has been taken mto account In the current
project deSign SIml1arly, the proven and successful elements from the programs of
other countrIes have been mcorporated mto the project IdentIficatIon, screenIng,
structunng, marketmg, tendenng, negouauon and award process

Sn Lanka has also had a relatIvely successful expenence WIth Its current pnvauzatIOn
program, which focuses on the pnvatIzatIon of eXisting assets In spIte of dIfficultIes
and some controversy, Sn Lanka has persevered With ItS program and has pnvauzed
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19 enterpnses worth a reported $180 mtlhon The lessons learned from thIS program
have also been mcorporated mto the current desIgn, mcludmg adequate staffing, publIc
awareness, formallZlng the tendenng process, and developmg a set of procedures for
unsolIcIted proposals

Sn Lanka has taken InnovatIve tax and regulatory measures to develop ItS stock and
capItal markets WhICh has resulted In 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 pnvate sector

(c) EconomIC and FInancIal ConSIderatIons for IndiVIdual Sub-prOJects

EconomiC and financIal conSIderatIOns wIll be an Integral part of the BOO/BOT
project screemng 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 IS, theIr attractIveness to the pnvate sector at market pnces Those that are VIable
are good candidates for further BOO/BOT conSIderatIon

Those that are not WIll be further analyzed for potentIal structunng to make them
financIally attractIve to the pnvate sector For example, a hIghway project may In
and of Itself not be finanCIally attractIve However, some anCIllary benefits may be
aSSOCIated WIth the project, such as land development nghts by the entrance and eXIts
POInts, could be structured as a part of the transactIon to make It attractIve to the
pnvate sector

Those projects WhICh cannot be made financIally VIable, but are economIcally VIable,
would be good candIdates for traditIonal donor finanCIng

m) FmancIne of Infrastructure under BOO/BOT and Related Pnvate Sector
ProJects,

(a) BOO/BOT Programs the FInanCIal Issues

A successful BOO/BOT project IS one that IS 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
challengmg 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, sometlmes more than $US 1 bllhon for power
projects and hIghways

BOO/BOT projects are typIcally hIghly leveraged, wIth the debt component usually
runmng from 70 to 90 percent And the debt portIon reqUires falfly long matuntles,
often 10 to 15 years and longer, correspondIng to the economIC hfe and payback
penod of the projects

In developmg countnes such as Sn Lanka, hmited local capItal markets and a
perceptIon of country nsk on the part of foreIgn financIers complIcates further the
financmg of BOO/BOT projects

A balance of financIal Interests IS reqUIred In a BOO/BOT proJect, between prOject
owners, project lenders, the host Government, and the consumers of the mfrastructure
servIces

The "best deal" IS a fair and balanced transactIon for all partIes The host
Government must be prepared to enable a "pnvate sector" rate of return, to mvestors
or to lenders If It IS a pnvate 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 pnvate sector for mfrastructure projects

(b) Sn Lanka's FInanCIal Markets

Sn Lanka's finanCIal markets are stIlI "emergIng" and not ready to assume the
amounts and matuntIes that would be reqUIred for most BOT projects However, they
can playa role, although It WilI necessanly be modest at first It IS Important that thIS
modest step be taken, however, In an effort to develop the finanCIal and capItal
markets further

As the expenence of the PhIlIppIneS and elsewhere demonstrates, Sn Lanka WIll need
to rely on financmg from the IFC and the ADB pnvate sector WIndow to mItIate ItS
first sIgmficant BOT projects

At the same tIme, Sn Lanka should work WIth the OffiCIal development aSSIstance
commumty to create a mechamsm to channel aDA to the pnvate sector to support
BOT projects (Means of domg thIS are the subject of an attachment to thIS analysIs)
ThIS would help to prOVIde the sums and matuntles of finance needed for BOT
projects, whIle aVOIdIng problems such as counterpart funds WhICh have slowed
Infrastructure development

Over tIme, as the foreIgn perceptIOn of Sn Lanka Improves, pnvate foreIgn capItal
should hopefully play an IncreasIng role ConcomItantly, as Sn Lanka's finanCIal
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markets develop dunng the 199Os, local pnvate sector agents can be expected to play
a growIng role In the finanCIng and development of Infrastructure

(c) 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
mvolve local capital market agents m BOT projects What IS the potential for tappmg
the Sn Lankan capItal market for financmg BOT projects?

Sn Lanka's finanCIal msututIons are relauvely dIverse They are capable of provldmg
pnvate borrowers WIth at least short term worlang capItal

A host of polIcy and mstltuuonal problems, however, make longer term financmg
Virtually ImpoSSIble to prOVIde from local Sn Lankan sources Some mterest rates are
controlled and the use of market-based monetary mstruments IS lImIted The
development of Sn Lanka's finanCIal mstItuuons IS also Impeded by senous debt
recovery problems, InSUffiCIently ngorous central bank supervISIon, and madequate
accounung and audlung

DISCUSSIons WIth local finanCIal mstItutlons mdlcate that the maxImum amount of
capItal that could be raIsed for a BOT project would be about $10 mIllIon, the debt
portIon of WhICh would be repayable m 3 to 5 years ThIS amount and tenor IS too
lIttle and too short for most BOT projects that WIll be needed for Sn Lanka to meet
It growmg mfrastructure needs

Thus, except for very small projects, Sn Lanka's finanCIal msutuuons would not be
able to raIse the amounts of money reqUIred for BOT transacuons In the near future

Of course, the actual amounts avaIlable m the commg years WIll depend on a number
of factors, mcludmg the state of the Sn Lankan economy, the degree of polItIcal
stabIlIty, the level of creauvIty and ease of apphcatIon of the government's BOT
program and process and slall m overcommg the usual bureaucrauc Impediments, the
response from the aDA communIty, and the response from the vanous local and
foreign pnvate sector agents who WIll partICIpate 10 the program

(d) The Debt Market

Sn Lanka's debt market IS domInated by Issues of short matuntIes of the government,
pnmanly treasury bills No long term government bonds are outstandmg and the
corporate bond market, at least untIl recently, has been monbund

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 msolvent when
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internationally accepted provisIomng for bad debts IS taken As advocated by the
World Bank, these banks need to be commercialIzed after appropnate provlSlomng
and recapitalIzaoon IS completed, and the Bank of Ceylon needs to be pnvatIzed 10
the future

Sn Lanka's penSIOn funds and msurance companIes have successfully raised large
pools of long term capItal However, government polIcy currently reqUIres thIS
money to be 10vested 10 short term government secunties

The two development banks, the NatIonal Development Bank (NOB) and the
Development Fmance Corporaoon of Ceylon (DFCC) whlle relatIvely sound and well
managed, are unable to mobIlIze long-term local currency funds for onlend1Og
Instead, they have to rely on the World Bank and the ADB for long term local
currency onlendlOg

Institutional Investors such as 10surance companIes and penSIOn funds are essentially
capove 1Osotuoons for government debt secuntles

(e) The EqUIty Market

The Colombo Stock Exchange (CSE) has evolved substantially dunng the last two
years It has seen a sIgmficant 10crease In market capitalizanon, turnover, stock
exchange 1Odlces, and the valuation of companIes It has helped to faCIlItate several
pnvanzatIon, and 10 turn has benefitted from the addItional lIsongs and turnover 10

the market Market developments have helped to make eqUity financ10g a more
realIsnc option for Sn Lanka's pnvate sector Wlule It can playa potennal role In
BOT financ1Og, the plaUSible amounts that could be r.used remam small 10 relatIOn to
estImated needs

The key elements 10 the development of the CSE were a commumcatlons campatgn
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, encourag1Og
foreign 1Ovestors, and encourag1Og partICIpation by and development of local finanCIal
1OstItutIons and 10dlvldual 1Ovestors These would also be key elements 10 develop1Og
a BOT program 10 Sn Lanka

The development of the CSE IS also mterest10g 10 and of Itself, and demonstrates that
If the GSL's concerted and coordmated efforts to develop the stock market could
poSSIbly be repeated 10 an effort to develop a BOT program, the prospects for success
would be encourag1Og The second attachment to thIS analySIS discusses the
development of the CSE 10 greater detaIl
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(f) Pnvate ForeIgn CapItal

LimIted domestic saVings and the underdeveloped state of Its financIal markets ImplIes
that Sn Lanka wIll reqUire foreIgn capItal to finance BOT projects

(g) ForeIgn CommercIal Debt

ThIS IS normally a very Important source of financ10g for BOT projects, WhICh by
nature are fcurly hIghly geared The scope for pnvate foreIgn debt finanCIng BOT
projects IS lImIted by Sn Lanka's hIgh levels of foreIgn debt (over $7 billIon) and the
reluctance of foreIgn commercIal banks to take project nsk In Sn Lanka

External Debt OutstandIng by Type of CredItor (1990)
(m US$ Milhon)

CommercIal Banks 7474
Suppher's CredIts 189
Mululateral Donors 2,7879
BIlateral Donors 3,4035
Pnvate Non-Guaranteed 1799

Total 7,137 5

Source The World Bank

(h) DIrect ForeIgn and Portfoho Investment.

As the case of Hopewell shows (dISCussed below) foreIgn eqUity 10 the form of ditect
Investment can be attracted, depend10g on the partIcular project ConSIderable Interest
eXISts among foreIgn portfolIo Investors for share ownershIp 10 Sn Lankan companIes
The current level of foreIgn portfoho Investment 10 the market IS approxImately US$
50 mIlhon ThIS demand for Sn Lankan shares can support BOT projects IndIrectly
when Sn Lankan compames come to market to raIse eqUity capItal related to BOT
projects As a part of Its pnvatlZauon program, the GSL was able to sell maJonty
ownershIp, pnmanly to foreIgn Investors, In Lanka MIlk Foods and DistIllenes for
about US$ 12 mIllIon and $25 mIlhon respectIvely through open bIdd10g on the stock
exchange

DespIte low wages and a strategIC locatIOn, Sn Lanka has remained a marginal
recIpIent of foreIgn dIrect Investment Dunng the last 12 years, Sn Lanka has
receIved an annual average of US$ 40 mIllIon dIrect foreIgn Investment ThIS
amount, however has been declImng dunng the last few years, OWIng to percepuons
of hIgher country nsk due partIally to the ongoIng CIvIl confhct In 1990, net
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mvestment was US$ 32 mIllIon, or less than 2 percent of mvestment Uncoordmated
polICIes and the dlscreaonary nature of approval procedures have also hmdered foreIgn
dIrect mvestments

(I) Debt-EqUIty Swaps

A debt eqUity swap IS a mechanIsm for financ10g eqUity from foreIgn commercIal
bank debt As we WIll see In the Hopewell example, a debt eqUity swap featured In

CitICOrp'S eqUity partlCIpatIOn In the project, whIch otherwIse would not have been
made In the absence of thIS mechamsm At present, however, Sn Lanka does not
have a debt-eqUIty swap program GIven the controverSIes and delays that have
happened WIth such programs In other countnes, It IS unlIkely that settIng up a debt
eqUIty swap program would do very much to Increase foreIgn Investment

(J) IFC and ADB

As dISCUSSed In Hopewell example below, the IFC and ADB (through Its pnvate
sector WIndow) WIll In all lIkelIhood be the most Important sources for loan and eqUIty
pa.rtIcIpaUon In BOT projects 10 Sn Lanka Unhke ODA, the IFC does not reqUIre-
and 10 fact IS prohIbited from obtammg--government guarantees The IFC's presence
and mterest 10 neighbonng countnes P010ts to a solId source of finance for the more
"bankable" of the BOT projects

GIVen the Importance of the IFC and ADB financmg for the InitIal stages of the
BOO/BOT program, deSIgn tearn members contacted relevant department 10 each
1OstItutIon to ascertam theIr Interest In pa.rtIcipatIng In the program Both msUtuUons
mdlcated a keen 10terest In pa.rtICIpaung 10 the program

(k) A Pnvate Sector Infrastructure Development Fund.

The deSIgn tearn has proposed a mulu-donor Pnvate Sector Infrastruclure
Development Fund (PSIDF) to complement and help mobIhze pnvate sector resources
to finance, own and operate needed Infrastructure projects The fund would aSSIst the
GSL In 1Ocreas1Og pnvate sector 10vestments under BOT type arrangements through
lImIted recourse financIng WhIch would help attract the pnvate sector to mfrastructure
projects The PSIDF could receIve support from the World Bank, the ADB, and
bIlateral donors

The baSIC obJecuves In USIng aDA for pnvate sector led Infrastructure projects m Sn
Lanka are to

• Enable pnvate sector access to offiCIal development aSSIstance to serve as a

catalyst 10 promotIng the development, ownershIp and management of
mfrastructure by the pnvate sector
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•

•

Overcome lack of aVaIlabilIty of long term financ10g 10 Sn Lanka, and the
difficulues of accessmg foreIgn long term financ10g for 10frastructure projects

Reduce the fiscal burden on the GSL to provIde counterpart funds reqUired 10

government to government financmg of mfrastructure

The Fund would be InlUally financed from loans and grants from the aDA finanCiers
Loans would be made to the NDB and OFCC and would be guaranteed by the
government The aDA cofinanciers would enter mto a Loan Agreement WIth the
development banks and a Guarantee Agreement WIth the GSL

The Fund would provIde up to 30 percent of the financmg for pnvate sector
mvolvement 10 mfrastructure proJects, mcludmg vanous financmg arrangements such
as BOT, BOOT, BOO and BT EqUIty Investment (from the project sponsors and
other mvestors) should be a mmimum of 20 percent of project cost

In addItIon to provIdmg the basIC capItal of the fund, donors could provIde traInmg,
techmcal asSIstance and commodItIes to help set up PSIDF, and also work WIth the
hne agencIes They could also provIde for SpecIal studIes 10 pnvate sector
partICIpatIon 10 mfrastructure projects, to encourage and support the partiCIpatIOn of
foreIgn mvestors and Sn Lankan companIes In the PSIOF SettIng up thIS fund would
be a part of the pnvate sector WIndow component

A more detaIled dISCUSSIon of the PSIDF IS found U1 Attachment A to thIS analySIS

(1) The Hopewell Power ProJect In the PhilIppmes

A concrete example of a BOT project 10 the PhilIppmes (and one of the few BOT
power projects 10 ASIa) IS the Hopewell Energy (philIppmes) CorporatIon's 200
megawatt gas turbme plant located at Navotas, 10 Metro ManIla

The financmg arrangements mdicate what the current "art of the poSSIble" WIll
probably be lIke for Sn Lanka m 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 mcluded the followmg proVISIons

• All electncity would be purchased by the NaUonal Power Corporauon

• NPC WIll prOVIde the SIte and all fuel for generatIOn of electncity at no cost

to Hopewell
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• NPC will pay Hopewell a capaclty fee (monthly) for standby capacIty
commItted to be aVaIlable plus an energy fee based on electncIty actually
generated

• The project was awarded "pIoneer" status by the government ThIS provides
certaIn pnvl1eges mcludmg "tax hohday" of 5 years and WaIver of Import
dutIes on eqUipment

The IFC and the ADB (through Its pnvate sector wmdow) proVIded US$ 10 milhon
m loans WIth a 10 year matunty m US dollars on a floatIng rate basIS Another US$
10 milhon was obtaIned on a complementary basIS lInked to the ADB dIrect loan, WIth
a 7 year matunty m US$ on a floatIng rate basIS ThIS complementary financmg IS
prOVIded by 4 European commerCIal banks, WIth the ADB as lender of record, but
WIth commerCIal banks talang full project nsk

All performance oblIgatIOns of the NPC (mcludmg payments) are to be guaranteed by
the government of the PhilIppmes The capacity fee and energy fee are to be paId m
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 financ1Og, apart from certaIn "m-kInd" contnbutIOns from
NPC (land, fuel) Reasons mclude the unfamI1Ianty by local financialmstitutlOns WIth
BOT, the lack of SUitable term financ1Og, the reluctance of Hopewell to nsk crowdmg
out lImIted local finanCIal resources, and the deSIre to get the project on stream
qUickly

Hopewell 10dlcated that thIS proJect, relatIvely small m scope by BOT standards, was
deSIgned as a demonstratIon project to determme what could be accomplIshed on a
BOT basIS The expenence gaIned 10 the first small project encouraged them to
attempt a second, much larger BOT undertakmg The most dIfficult part of the first
project was not arrangmg the financmg, but the lengthy approval process by the
government

A second Hopewell project for two 350 megawatt plants IS on the drawmg board
ThIS one WIll apparently mvolve the remarkable sum of about $800 mtllIon, WIth the
IFC takIng the lead role as finanCIal adVIsor The ADB also figures prommently m
the financmg, WhICh lIke the first Hopewell project IS VIrtually all foreIgn financed
If thIS transactIon IS completed, It should be a sIgmficant boost to the ImplementatIon
of BOT projects m the Phillppmes
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However, the approval process for thIS project StIll appears to be qUIte slow 10 spIte
of new BOT legIslatIOn and ImplementIng rules and regulatIons 10 the PhilIppmes
Thus, It WIll behoove Sn Lanka to make a senous attempt to streamlIne the approval
process, especIally m VIew of the mcreasmg Importance It attaches to BOT projects
for mfrastructural development m the country

Attachment A

EconomIC and FinanCIal AnalysIs

A Pnvate Sector Infrastructure Development Fund.

ThIS attachment outlines a funding mechamsm whereby OffiCIal Development
ASSIStance (ODA) from the World Bank, the ASIan Development Bank (ADB), and
other OffiCIal donors and concessIOnal finanCIers could be Utllized 10 Sn Lanka by the
pnvate sector for mfrastructure projects, including BOT type projects

As noted above, the prOVISIon of mfrastructure by the pnvate sector could prove to
be a supenor mechanIsm for provldmg needed mfrastructure to the tradItIOnal donor
to-government way of usmg aDA It reduces the finanCIal burden on overly-mdebted
governments and Involves the pnvate sector In areas where they have greater
competltIve advantage VIs-a-VIS the publIc sector Smce the pnvate sector operator
has repayment schedules to meet, It has a keen mterest In seeIng that the project
operates smoothly and dehvers Its planned servIces..

In Sn Lanka, the concept and procedures for channellIng aDA to the pnvate sector
are already developed The World Bank, the ADB and other offiCIal donors and
concesslonal finanCIers have regularly proVIded lmes of credIt to the pnvate sector,
pnmartly through the conduItmg agency of the NDB and the DFCC

In at least one other country (palastan) , the World Bank and offiCIal donors have
created a fund to channel aDA to the pnvate sector for Infrastructure development,
IncludIng BOT type projects In the PhIhppmes, the government has endorsed a
PSIDF concept, and proposed It to the donors, where It has receIved encouragement
and support

Thus, the mechaniCS and the precedent eXIst for establIshing such a fund In essence,
aDA could be condUlted through the DFCC and the NDB to prOVIde finance to
promote and support pnvate sector IOvolvement In the prOVISIon of much needed
Infrastructure 10 the areas of power, telecommumcatIons, potts, roads and bndges,
mass tranSIt, and solId waste management and other sectors as mdlcated by the GSL
gUidelInes

33



It should be noted that mitlaUy, It wl1l probably be more useful for mdependent loans
or hnes of credIt to be made aVaIlable from aDA finanCIers for the first few specIfic
BOT projects If the BOT program shows SIgns of developmg mto a sustaIned
process, then It will prove useful to develop a formal fund

Fund ObJectIves

The baSIC objectives 10 usmg aDA for pnvate sector led mfrastructure projects In Sn
Lanka are to

1 Enable pnvate sector access to offiCial development asSIstance to serve as a
catalyst In promotmg the development, ownershIp and management of
Infrastructure by the pnvate sector

2 Overcome lack of aVailabIlIty of long term finanCIng In Sn Lanka, and the
dIfficulties ofaccesSIng foreIgn long term financmg for Infrastructure projects

3 Reduce the fiscal burden on the GSL to proVIde counterpart funds requIred In
government to government financmg of Infrastructure

Donor Involvement In Pnvate Sector ProJects,

How reasonable IS It to expect aDA fmanciers to partICIpate 10 such a fund? The
World Bank, by Its charter, IS lllmted 10 Its lendIng actlvitles to makmg loans to
sovereIgn governments or loans that are covered by a sovereIgn guarantee Thus, It
has not been able to lend dIrectly to BOT projects, none of WhICh so far has earned
a sovereIgn guarantee

The World Bank has found 10direct and creatlve ways, however, to asSISt ItS member
countnes 10 ImplementIng BOT projects In Palastan, for 1OStance, the World Bank
played a key role 10 establtshIng a US$ 520 mIllton Pnvate Sector Energy
Development Fund (the "PSEDF"), WhICh IS Intended to make long term loans to
finance up to 30 percent of the cost of qualIfyIng proJects, mcludmg BOT projects,
In the energy sector

Another way In WhICh the World Bank helps Its member countnes carry out BOT
projects IS by conductIng sector studIes These studIes have been done for the power
sector 10 Turkey, PakIstan and the PhIlIppInes They have helped to IdentIfy the need
for and to determIne the feasIbIlIty of BOT power plant projects In these countnes

Fund DescnptIon,

The proposed fund would be a mulu-donor Pnvate Sector Infrastructure Development
Fund (PSIDF) to complement and help mobIlIze pnvate sector resources to finance,
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own and operate needed mfrastructure projects The fund would aSSIst the GSL In

mcreas10g pnvate sector mvestments under BOT type arrangements through lImIted
recourse financ10g which would help attract the pnvate sector to Infrastructure
projects The PSIDF could receive support from the World Bank, the ADB, and
bIlateral donors

The Fund would be Imtlally financed from loans and grants from the aDA finanCIers
Loans would be made to the NDB and DFCC and would be guaranteed by the
government The aDA cofinanclers 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 financ10g for pnvate sector
Involvement In mfrastructure projects, 1Oclud1Og vanous financ10g arrangements such
as BOT, BOOT, BOO and BT EqUity 10vestment (from the project sponsors and
other 1Ovestors) should be a m10lmum of 20 percent of project cost

In addioon to proVidIng the basIC capital of the fund, donors could prOVide traImng,
techmcal assistance and commodloes to help set up PSIDF, and also work With the
hne agenCIes They could also proVide for Special studies 10 pnvate sector
partIclpaoon 10 10frastructure proJects, to encourage and support the partlcipatIon of
foreign 1Ovestors and Sn Lankan companies 10 the PSIDF

Fund Implementation

The follow1Og secoon addresses some of the key Issues and parameters 10 sett10g up
such a fund, but are largely IllustratIve The exact conditions (1Oterest rate,
repayment penod, grace penod, 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 Its own project agreement With the GSL to prOVide funds for
a common credit faclhty The procedures for the coord1OatlOn among cofinanCiers
would be detalled 10 a Cofinanclers' Memorandum of Understand10g (eMU) which
would be finalized between the GSL and the cofinanciers

The CMU would outhne the processes 1Ovolved 10 the approval of the declSlon of the
fund for financmg ehgible BOT and other types of proJects, clearance of bIdding
documents, and approval of award recommendatIOns, reportmg format, and annual
audIt arrangements
The World Bank's International Fmance Corporation (IFC) and the ADB's pnvate
sector wmdow (whose funds are not conSidered to be aDA) could complement thiS
by Fund by offenng commercial credit to firms and ta1a.ng eqUIty poSitIOns 10 the
pnvately owned and/or operated 10frastructure projects
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One posSIbIlIty would be to set up the fund as a separate entIty Such a fund could
be financed, m addlUon to onIendmg by the aDA consortIa, by pnvate sector eqmty

However, settIng up a new entlty would be a disadvantage both from the pomt of VIew
of tune required as well as a tendency for finanCial mstltuUons to prohferate The
creatIOn of a new 105tItutlOn would reqUIre extenSI'.e work to outhne the future role
ot the fund, sources of financmg for Its future operatIons, financial performance
cntena, gUidelInes for operatIons, and staffing

A more practlcal option would be to utIlIze eXIstIng development banks such as DFCC
and the NDB

On-LendIne Mechamsm.

The NnB and DFCC would be the borrower from the aDA co-finanCiers Through
the PSIDF, these development banks would make mediUm and long-term hmlted
recourse loans to elIgible mfrastructure project companIes

Guarantee and Forelen Exchanee RISk

The GSL would guarantee the loan between the cofinanclers 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
gO\ ernment to set up Its own foreIgn exchange loss proVISions

Sovereign guarantees for loans assumed by the pnvate sector, however, would not be
prOVIded A baSIC pnnclple of BOT and other pnvatIzatlon projects IS that pnvate
sector mvestors should not reqUIre dIrect sovereIgn guarantee for supplIers' credits
and commercIal loans Instead, the Instltutlons provIdmg these funds (Includmg the
PSIDF) should be prepared to assume project specIfic nsks 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 10dlvIdual cofinancIers
and the GSL and the development banks The World Bank, for Instance, could lend
to the development banks at Its standard vanable rate

On-lendIni rate of the DevelQPment Banks to PrOJect Commuues.

The development banks would onIend the project t'Jnds to elIgIble mfrastructure
project companIes In rupees and foreIgn exchange at market rates of mterest, 1 e at
rates that approxImate the cost to borrowmg funds of a simllar matunty In the market
The development banks could offer alternative vanable and fixed rate optIOns to the
project company borrowers The rate should be suffiCIent to cmer the cofinanclers
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rate, foreIgn exchange fee for rupee denommated loans, and an adequate spread to
cover other expenses

The onlendmg mterest rate for loans In foreign currenCIes from the PSIDF to elIgible
pnvate sector entities would equal the prevaIling rate on foreign loans to mdustnal
enterpnses 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, audltmg, reporting, loan
documentatIon, and supervlSlon of project ImplementatIon

Interest rates for rupee denommated loans could be based on the aDA cofinanclers
pool-based vanable lend109 rate system for the World Bank and the ADB The GSL
would assume the foreign exchange nsk under the loan for a market-based foreign
exchange nsk fee (FXRF) to be paId by the development banks to the GSL Weighted
average of the rates of mterest on time depoSIts of up to SIX moths' matunty paId by
ten large commerCIal banks dunng the prevIous semester could be used as the
reference relendmg rate for determmmg 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), (11) RGF, and (lll) the
development banks' mtermedIatIon margm

The repayment terms for onlendmg could be up to 25 years, WIth a grace penod of
up to 10 years (the exact figures WIll depend on the terms of the aDA loans and the
economIc profiles of the proJects) ThIS grace penod WIll faCIlItate the completIon of
long gestatIon penod mfrastructure, and the repayment of export credits and
commerCIal loans

ThIS ImplIes that commercial loans would be semor 10 repayment to the loans
proVided by the Fund CommerCIal loans and/or export credits obtaIned for the
purposes of the project company would have pnonty over the financmg obtaIned from
the PSIDF 10 the allocatIOn and dlstnbutlOn of funds aVaIlable With the project
company for repayment PSIDF, however, would be pan passu With commercial
lenders 10 lIqUidatIon

ElIgible Subborrowers

The PSIDF would finance techmcally, economlcally and financial Iy sound
mfrastructure projects that feature pnvate sector ownership and/or management of the
mfrastructure faCIlitIes The mimmum eqUity contnbutlOn by the project company
should be 20 percent
The followmg sectors would be eligIble for aDA financmg through the Pnvate Sector
Infrastructure Development Fund
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• Power

• TelecommumcatlOns

• Ports

• Mass TransIt

• Roads and Bndges

• SolId Waste Management

• Water Supply

• Others as per GSL gUIdelInes

The cntena for project approval by the Fund would Include

• The project IS qualIfied for the PublIc Investment program, Included In 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
unsolIcIted 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 cntena for subborrowers and subprojects If the
amount of a subloan exceeds the hmIt agreed to by the cofinanclers, 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 In accordance WIth the Bank gUIdelInes The pnvate sector project mvestors
would be able to utIhze 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 cofinanclers' funds would be m accordance with their respectlve
gUidelmes In case the successful bidder IS from a country ehglble for financmg under
the gUidelmes of the World Bank and the ADB, the contracts would be financed from
all the agencies m proportion to their contnbutlon to the fund

Commmghng of Funds

Whtle the comnunglIng of funds from the different sources may be ultlmately
desirable, mltIally thiS wtll probably not be very practIcal given donor fund10g
mechanisms Rather than subject the ImplementatIon of the fund to possible delay,
It IS recommended mltlatlng the PSIDF Without commmglmg The posslblhty of
commmglIng can be addressed m a later evaluatlon once the fund IS up and runmng

Smgle Borrower LimIts

Both the DFCC and NDB face lImIts In the amount of money that can be lent to any
smgle borrower Determmed as a percentage of eqUity, thIS lImIt would be 10 the
range of $5 to $10 mtlhon for each bank This would ObVIously be a constramt for
the large sums of potential mfrastructure projects One area for further 1OvestIgatIon
IS to see whether a syndicatlng mechanism could be worked out WIth the local
commercial banks

ImplementatIon Schedule

The development of the Fund could be Implemented 10 stages As mentIoned above,
It WIll probably be more useful for mdependent loans or lInes of credIt to be made
avatlable for the first few specIfic BOT projects If the BOT program shows signs of
developmg mto a sustamed process, then It WIll prove useful to develop a formal fund

The first stage m developmg the fund would cover Its establIshment, development of
gUldelmes for the appraIsal, approval and SUpervISIon of BOT type projects,
recruItment of core staff and the appomtment of consultants to support the operatlons
dunng the first few years

The second stage would mvolve 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 It would
behoove the Fund and the GSL to secure the consultIng servIces of a finanCial
mstItutIon WIth expenence and a track record m undertakIng Infrastructure project
finance Hopefully, some of the fund's mItIal contnbutIons WIll mclude grant momes
to be used to secure techmcal asSiStance as needed to get the PSIDF up and runmng
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The terms and COndItIOnS under WhICh the development banks would manage the Fund
would be set out m an admInIstratIOn 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 IS expected to deal wIth a number of relatIvely dIverse Infrastructure
proJects, It WIll not be practIcal to maIntam the necessary professIOnal staff for
appraIsal and SUpervIsIon of all BOT projects The m-house staff m the Fund would,
therefore, be lImIted to the core staff reqUIred for the appraIsal and SUpervIsIon and
financmg operatIons

The Case of Palastan.

In PakIstan, the World Bank and other ODA co-financIers has establIshed the Pnvate
Sector Energy Development Fund (PSEDF) to extend loans to the pnvate sector for
energy projects Total funds commItted to PSEDF are SUS 653 rrullIon Both the
grace penod and the repayment penod of these loans are attraCtIve WIth the result that
a project's debt servIce profile WIll typIcally be more commensurate WIth the long hfe
of power projects than would be feasIble gIven commercIal fmance alone The Fund
IS admInIstered by the NatIonal Development FInance CorporatIon (NDFC), the
eqUIvalent of the DFCC or NOB 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 penod of repayments of up to 8 years Currently the
applIcable mterest rate IS 14 percent -

EIther firm commItments or mdicatIOnS of support have been receIved from

•

•

•

•

•

•

•

The World Bank

Export Import Bank of Japan

U S Agency for internatIonal Development

U K Overseas Development AdmInIstratIon

KreditanStalt fur Weiderautbau (KFW), Federal RepublIc of Germany

CanadIan InternatIonal Development AgenCIes

Government of the RepublIc of Italy
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The Hab RIver PrOject

The Hab RIver Project IS the most notable beneficIary of the PSEDF The ProJect,
a 1,292 MW 011 fired power statton, compnsed of 4x323 MW umts, located at the
mouth of the Hub River In BalUChIStan, PakIstan, WIll be deSIgned, constructed,
owned and operated by a lImIted lIabIlIty company (the Project Company)

The Project Company wJ.11 arrange for base financmg to cover the estImated
construcoon costs, financmg costs dunng constructIOn and Project Company pre
operaong costs, e g , general and admmlstraove costs, consumables, Imual fuel
supply, start-up costs and msurance The financmg structure IS set at 75 percent
commItted debt and 25 percent commItted eqUIty The PSEDF WIll prOVIde
apprOXImately 40 percent of the debt, whIch wIll be subordInate to the balance of the
debt (the Sernor 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
subscnbed by offshore Investors mcludmg members of the Group, who would prOVIde
about 30 percent of the eqUIty

The Project Company Will enter Into a contract With MItsUI under which MItsUI Will
commIt to complete the deSIgn and constructIon of the Project for a fixed pnce withm
an agreed schedule and agreed specIficatIons The turnkey contract WIll reqUire
MItsUI to satIsfy PSEDF reqUIrements, for example, concernIng mternauonal
competItIve blddmg m 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 estabhshed from revenues under the PPA, to be buIlt up to,
and thereafter mamtaIned at a level equal to all project Company debt servIce
payments fallmg due m the followmg 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 facUlty made aVaIlable by the World Bank for the followmg purposes

• RepaIr of the plant damaged due to polItIcal force ma..Jeure

• Payment of debt service If construcUon penod IS extended due to pohtIcal

force majeure
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The World Bank has also mdIcated an mterest 10 creatmg an extended co-financmg
(ECO) scheme WhICh would underwnte GSL's foreign exchange lIabIlIties for the
project m 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 II from
thIS expenence IS to aVOId thIS problem by InItIatIng a BOT program WIth smaller
projects

42



Attachment B

EconomIC and FinancIal AnalysIs

THE COLOMBO STOCK EXCHANGE

ThIS attachment on the Colombo Stock Exchange IS Intended to provIde addItIonal
informatIon on

(1) A successful project interventIon In the capItal markets area
(n) An example of polIcy reforms the government was wIllIng to undertake In
support of a project
(Ill) The dynamICS of the Sn Lankan eqUity market

The Colombo Stock Exchange Pnor to 1990

To better apprecIate the remarkable transformatIon that has occurred at the Colombo
Stock Exchange over the last two years, one should conSIder ItS condItIon pnor to
1990 In 1985 the perenmal1y monbund stock market was reorganIzed as the
Colombo SecuntIes Exchange (It IS now called the Colombo Stock Exchange, or
CSE) In 1987, the SecuntIes CouncIl Act created, for the first tIme, a regulatory
body charged With ensunng orderly markets and protectIng buyers of lIsted eqUIty and
debt secuntIes The SecuntIes Council (now called the SecuntIes and Exchange
CommISSIon or SEC) also adVIses the government on the development of the capItal
markets

OperatIons on the Colombo Stock Exchange were inItIally slow and cumbersome,
mamly because they were manual and paper-based ThIS lImIted the efficIency and
tImelmess of share transfers Even before the recent nse In trading In 1990 and 1991,
the CSE expenenced settlement dIfficultIes

Other, more dauntIng, problems were of a structural nature Many Sn Lankan
companIes were unwIllIng to lIst, thus lImItIng the supply of shares on the market and
reducmg lIqUIdIty Interest rate and tax pohCIes actually encouraged companIes to
favor debt over eqUIty fmancmg 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 lImIted Investment
research and portfolIo management skills were VIrtually non-existent

The demand for shares was also severely lImIted The Sn Lankan publIc was
generally unaware of the potentIal benefits of investIng In shares If aware, It
frequently lacked confidence In the market, and tended to prefer less nsky, albeIt
lower-yIelding, bank depoSIts InstItutIonal Investors, WhICh should have been a
sIgmficant source of demand, were typIcally government owned, and served as
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captives for low yIeldIng (10 real terms) government debt ForeIgn portfolIo
10vestment was effecuvely ehmmated by a 100 percent tax on purchased shares

The Exchange after 1990

Smce then, the changes at the Exchange have been dramatic, both techmcally and In
terms of trad10g actiVIty In other areas, partIcularly WIth respect to regulatory and
1OstItutIonal development, the process has necessanly been more evolutionary In
1990, the CSE was the second best performer 10 the world after Venezuela and has
continued to apprecIate strongly smce then

Several government decISIons were VItal to the market's "takeoff" The most
Important of these occurred 10 1990 In June of that year the government lIbera1Ized
foreIgn portfolIo 10vestment 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 ISSUed holdIng)

Almost ImmedIately, thIS tnggered a surge In foreIgn Interest 10 the market ThIS
captured the attention of the CSE, the brokerage firms and the Sn Lankan InvestIng
publIc, and led to a rapId nse In shares that had preVIously been undervalued
OffiCIalS at the CSE report that there are now over fifty foreIgn funds approved to
Invest In the market

The government Implemented other supportIve measures as well For example, It
reVIsed the capItal gatns tax on hsted shares, abohshed the ad-valorem stamp duty on
shares, WIthdrew the WIthholdIng tax of 15 percent on dIVIdends, and WIthdrew the
wealth tax on ltsted company shares

Progress on the regulatory front was substantIal dunng 1991, though more rematns
to be done The key amendments to the SecuntIes Act mclude the follOWIng

• The SEC was gIven responSIbilIty for regulatIng umt trusts

• ResponsIbIlIty for 10SIder tradIng was put under the SEC PreVIOusly, thIS

area was addressed 10 the CompanIes Act

• A takeovers and mergers code has been drafted, approved by the MOF and the

FfC, and IS be10g reVIewed by the Legal Draftsman It IS expected to help
reduce 10stances of "creepmg" takeover abuses

DomestIc Secuntles FIrms

Brokers and others readIly admIt that corporate finance IS stIll not well developed In

Sn Lanka, but are 10terested In explonng Its potentlal further Essentially, secuntIes
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firms earn all of theIr revenues from brokerage In response to the nsmg tradmg
volume, these firms expanded rapIdly dunng 1991 m terms of staff, business volume
and number of offices ThIS would be the Ideal way of addressmg the problem of
dIstnbuttng shares outsIde of Colombo and IS bound to sttmulate more actIvIty In the
stock market

Technical Developments.

The Central DepoSItory System (CDS) went Into operation on September 2, 1991
The share pnces of all compames can be readily VIewed on any of several ternunals
The system also proVIdes mvestors WIth monthly account statements and Information
generated by the CDS IS sent to mdividual companIes on an as-needed basIS, for
example, when dIVIdends need to be paid Moreover, because the CDS records the
time sequence of trades as well as the IdentIty of wluch brokers are transacting those
trades, the CSE has unprecedented abIlIty to momtor inSIder trading

Supply of Shares

WhIle demand for shares m Sn Lanka has grown steaduy, the supply, WIth the
exceptIon of those created through pnvatlZatIon, has lagged The CSE IS attemptIng
to encourage as many new compames as poSSIble to bst

As In other markets, Sn Lankan compames m decldmg whether to bst or not, must
consIder the benefits and costs There IS a dIrect fiscal IncentIve to bst, namely, the
corporate tax rate m Sn Lanka IS only 40 percent fo!, lIsted companIes, as compared
WIth 50 percent for pnvate compames

The dIfficultIes 10 gettIng companIes to llst mother emergmg markets have been well
documented Generally, there IS Widespread reluctance to WIden the ownershIp of
famIly owned and run compames for fear of loss of control Certam firms also fear
the dIsclosure reqUIrements of bemg llsted, especIally 10 mstances where they have a
hIStOry of underpaymg theIr tax obbgatIons In Sn Lanka as elsewhere these concerns
have bmlted new company bstIngs and the avaIlabuity for sale of shares held by
famIly members m eXIstmg lISted companIes

Another sIgmficant problem 10 Sn Lanka IS the relatIve cost of debt and eqUity
finance After allowmg for mflatIon, 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 favonng debt financmg by firms) EqUity finanCing, on the other
hand, can be qUite expenSIve

As other countnes have demonstrated, some of the reasons for reluctance begm to
ease once pnces on the stock market begm to mcrease However, an additIonal
constramt IS 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 1Oformed about both
the process and possIbIlItIes

Demand for Shares

DomestIc brokers generally contend that foreIgn lOvestors have been the dnvlOg force
behlOd the exchange dunng the last year They descnbe theIr domestIc clIents as
.. speculatIve" That IS, they do not 10vest on the basIS of the fundamental value or
earmngs potentIal of a firm Thus, to date they have seen lIttle need to undertake
research on the market The result IS that, WIth the exceptIon of John Keells, Forbes
and Walker, and the Merchant Bank of Sn Lanka, local research IS stIll not avallable
However, gIven the strong foreIgn lOterest 10 the market, there IS a grow1Og 10centIve
for local brokerage firms to develop these capabIlItIes And gradually that seems to
be happen10g The malO constramt at thIS pomt IS a severe shortage of tramed
secuntIes analysts

InstItutIonal Investors

StIll ffilssmg from the demand SIde of shares are domestic 1OstItutIonal 1Ovestors The
largest penSIon funds 10 the country are the Employees PrOVIdent Fund (EPF) and the
Employees Trust Fund (ETF) These are stlll captIve mstruments of government
polIcy EPF IS by far the larger of the two The labor commISSIoner estImates that
the EPF collects roughly 400 ffilillon rupees per month Currently, both EPF and
ETF mvest all theIr funds 10 eIther treasury bIlls or government owned corporatIons

Although techmcally these funds could dIversIfy, both are subject to dIrectIves from
the Muustry of Fmance which basIcally determmes 10vestment pohcy To gIve an
Idea of how dependent the government IS on the EPF, ItS dIrector estimates that the
EPF funds 60 percent of the government defiCIt In that lIght, It seems unlIkely that
the Investment polIcy w1l1 be allowed to change soon Unfortunately, both funds earn
a negative real return on theIr Investments ObVIously, thIs IS unfaIr to the
benefiCIarIeS of these funds and Ifomcally, 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 10 total, the
aggregate mflow of funds per month IS less than lOO mIllIon rupees UnlIke the EPF,
these funds can 10vest 10 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 10 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 permIts the formatIon
of umt trusts, WhICh are expected to play an Important role 10 generatIng demand
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Several firms, Including the DFCC and Capital Development and Investment
Corporation, Ltd (CDIC), are applymg for hcenses to set up umt trusts The
mcentlves offered under the legislatIon mclude a five year tax holIday, no capital gains
tax and no withhold1Og tax

Pnvate 10surance companIes are just begmn10g to 10vest 10 the CSE but they are still
small and subject to lImItatIons on the percentage of pald 10 capItal they are allowed
to commIt to eqUIty Meanwhtle, the two largest Insurers remam 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 pnvate sector Insurance companIes need
to be adjusted to allow more eqUIty mvestment PublIc Insurance compames can be
pnvatlzed, and the mvestment pohcles can also be changed to permIt greater eqUIty
In theIr portfolIo

(d) SOCIal AnalysIs

The thrust of thIS project IS to promote economIC growth, by creatmg a clImate
facIhtatmg pubhc/pnvate partnershIps to undertake mfrastructure Investments ThIS
objectIve IS compatIble WIth the WIdely supported natIonal development objectIve of
transformmg Sn Lanka mto a Newly Industnahzed Country (NIC) by the year 2000,
and follows the sequence of reform that have contnbuted to creatIon of the current
market onented socio-cultural settmg

Sn Lanka has adopted polICIes WhIch reflect a sIgmficant departure from earlIer
decades, whIch were marked by heavy state mvolvement m the economy and extensIve
nationalIzatIon of pnvate mvestments The market polICIes first embarked upon at that
polttIcal turnIng pomt fifteen years ago, have been dIrected at dIsengaging the state
from Its dOmInant econOlnlC role The thrust of natIonal polIcy today IS promotIon
of an mcreasmgly larger role for the pnvate sector, a phIlosophy now embodIed 10 the
popular culture, and repeatedly confirmed m pronouncements of top pohtlcalleaders
ThIS now mcludes protectIon of property nghts, lImItatIon on government exerCIse of
emment domam WIthOut adequate compensatIon, and legal mechanIsms for dIspute
resolutIon and orderly redress of gnevances agamst the government

Government emphasIS on the promotIon of market-dnven polICIes has been Increas10g
The programs for mvestment attractIon conducted by the Greater Colombo EconomIC
CommISSIon, and the Sn Lankan pnvatIzatIon program have resulted In new non
tradItIonal lIght mdustry bemg set up, and the dIveStIture of a WIde range of largely
commerCIal enterpnses, IncludIng the natIonal bus company WhIle there has been
reSIstance to these efforts 10 some quarters, for example among labor groups fac10g
reductIons In the SIze and mfluence 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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Sn Lanka IS a hIghly lIterate, artIculate SOCIety WIth a sophIStIcated and well-mformed
populatIon, enJoymg a VIgOroUS and lIvely free press Most groups perceIve the
eXIstence of and partICIpate m a reasonably open polItIcal system The populatIon
expects theIr pohtIcalleaders to JustIfy and defend decISIons taken by Cabmet m the
ParlIament where they are subject to debate and questIomng m a claSSIC Westmmster
style forum The parlIamentary system, press freedom, and use of the electoral
process, are manIfestatIons of legItImacy and popular consensus

The polItIcal leadership responSible for growth of the economy, face the dauntIng
challenge of copmg With regIOnal competItIon for new pnvate mvestment from larger
countnes offenng attractIve factor costs, established track records of rapid growth,
relatIve polItIcal tranqUillIty, broader market access, lower cost and more relIable
support functIons m transport, energy, commurucatIons, and the other utIlItIes and
servIces that mfluence factory SItIng decISions by mternatIonal busmesses

Given general publIc support for the pnvate sector-led economic development goals,
the BOO/BOT program enJoys Widespread leadershIp sponsorship and endorsement
throughout the government Cabmet has already approved the program A
CommIttee appomted by the MInIster of Industnes, SCience and Technology has
drafted GUIdelInes for BOO/BOT ImplementatIon that have been endorsed by the
IndustnalIzatIon CommISSIon These GUIdelInes deSignate the SecretarIat for
Infrastructure and Development (SIDI) wlthm the Mlrustry of PolIcy Planmng and
ImplementatIon as the focal pomt for carrymg out the program Key offiCials 10 the
lIne mmlstnes, and those concerned With capital market growth are all famIlIar With
and supportIve of BOO/BOT, and the compelhng reasons for Its adoptIon

These needs are WIdely acknowledged The publIc IS fully aware that Sn Lanka IS
suffenng from madequate mfrastructure Dunng the recent extended drought, power
outages occurred and the publIc generally came to understand that thiS resulted from
the fragilIty and msufficlent capacity of the system In a country where there IS a SIX
year waitIng penod for mstallatIon of a new phone, It IS no mystery that major new
mvestments are urgently reqUIred m the telecommurucatIons sector

Traffic congestIon, accumulatIon of garbage 10 the streets, overcrowded publIc
transport, mtermtttent shortages of key Imported goods that need to tranSit through
overburdened ports, and lack of readIly acceSSible water for ImgatIon and domestIc
uses, are IncreasIngly becommg a famIlIar part of the publIc's everyday expenence
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 borrowmg capaCIty constram the
government from makIng the reqUISIte capItal mvestments on a tradItIonal donor
financed baSIS Pnvate busmess wIllIngness to undertake these mvestments IS
therefore welcomed
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Pnvate busmessmen lookmg for markets and competItIve advantage of factory
locatIons, and especIally those government OffiCIalS responsIble for programs to Induce
new mvestment, are aware of the urgency to expand the aV3.11abilIty and Improve the
performance of mfrastructure 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 IS apparent that
mfrastructure Improvements WIll encourage more rapId pnvate sector growth
throughout the economy

Improved mfrastructure m Sn Lanka wIll therefore become a nsmg tIde that raIses all
ShIpS, and WIll offer a WIn-WIn rather than a WIn-lose paradIgm, thus malang It qUIte
unlIkely that any major groups In the society WIll become adversanes 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
pnvate delIvery of 1Ovestor-provided servIceS ThIS WIll result 10 a more effiCIent use
of government resources wluch can then be concentrated on more dIStInCtIvely
governmental welfare and admInIstratIVe functIons

The downSIde adverse consequences lIkely to affect the publIc are tranSItOry and
lImIted 10 scope to those IndIVIduals whose homes and bUSInesses are m locatIons that
WIll need to be taken over by the government to prOVIde access or construcnon SItes
for the new 10frastructure faCIlItIes ThIS w111 entall exerCIse of emment domatn,
acquisitlon and compensatIon to the mdividual owners To date, GSL has
demonstrated Its abl1Ity to conduct such proceedIngs WIth transparency and eqUIty
The Government has the legItImacy to present and defend the ratIonale that new
mfrastructure mvestments are long overdue, and WIll result In a greater benefit to the
SOCIety wtule mdividual nghts will be preserved

BenefiCIary Impact resulnng from ImplementatIon of the project WIll be WIdespread
The InItIal and most dIrect benefiCIarIeS WIll be the staff of SIDI, both eXIstmg
OffiCIalS of the Mmistry of Planmng and ImplementatIon that w111 be asSIgned to SIDI
and new employers and consultants who WIll be lured to undertake project actIvitles
All of them WIll be exposed to the cost-eonSClous, market-dnven concerns that

motlvate busmess mvestment decision-makmg Consequently at the end of the proJect,
they WIll have valuable 10SIghts and apprecIatIon of mternatIonal busmess Issues, and
knowledge of how major capItal prOjects proceed 10 the pnvate sector from concept
to completIon ThIS WIll certamly enhance theIr value as employees for future
employers, eIther 10 pnvate sector or government employment

The next sIgmficant group of dIrect beneficianes wIll be managers and employees of
constructIon contractlng firms, eqUipment and raw matenal supplIers, and the owners
and stockholders of these and other compames whose servIces wIll be employed to
bulld the BOO/BOT capItal 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
contnbute to reducmg unemployment, as well as provIdmg 'state of the art' slalls m
operatIng and maIntammg the new facIlItIes Women would be expected to have hIgh
partIcIpatlon rates m the employment rosters of the newly establIshed enterpnses, m
the techmcal, admlmstratIve, 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 In publIc transport, telecommumcatIons, potable water, waste dISposal, etc
ThIS WIll mclude market women served by Improved farm-ta-market feeder roads, for
example

Yet addItIonal beneficIary Impact WIll be felt by employees, managers, owners and
stockholders of financIal, accountIng, Insurance, and related bUSIness servIce firms
that WIll contnbute to and profit from the new busmess actIVIty generated by the
project Other mdirect benefiCIarIeS are the merchants, store keepers, factory workers
and servIce employees of small and medIUm busmess establIshments patromzed by the
new employees for neceSSItIes of lIfe for such needs as food, clothmg, medIcme,
shelter, transport, etc that the new capItal projects workers and theIr famIlIes WIll
reqUire

Another benefit to government under BOO/BOT IS that WIth pnvate Investors, there
IS lIttle lIkelIhood of neglect of on-gomg mamtenance, smce the costs of spare parts
and servIce WIll be budgeted and controlled as an element m the commerCIal nsk
beIng assumed by the owner/mvestors These costs Will be built In to the tanff
structure, rather than bemg a recurrent government budget Item that needs to be
addressed separately, and IS so often gIven short shnft by hard pressed fiscal officers

WIth the pnvate 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 occumng and bemg tolerated
for pohtIcal reasons are mlmmlzed Threat of demal of service to non-payers and
energetIc purSUit of accounts payable will be lead to the adoptIon of more responSIble
user practIces

BOO/BOT IS of course benefiCIal to the pnvate Investors who are awarded concesslOn
agreements under the program In most cases, franchise prOVISIons Will Incorporate
eIther lImited competItIon or market exclusIvIty, thus dimimshmg the nsk of the
mvestment dunng the duratIon of the arnortlzatlon penod In some sectors, there WIll
be "take or pay" or SImIlar arrangements, and assurances of foreIgn exchange,
assunng umely servICIng of debt obhgauons

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 mfrastructure mvestments WIll have clearly
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perceIvable consequences not only dIrectly dunng constructlon m new employment
generaoon, mcreased busmess for the raw matenals, parts, and servIce mdustry
supphers, but WIll also result over orne m encouragmg broadly based new mvestment
m manufactunng, processmg and servIceS, WhIch WIll mcrease producovity and
generate further qualIty of hfe 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) tariffs, reflectlng the true costs of servIce delIvery It is expected that pubhc
awareness campaigns WIll help to cIanfy the publIc understandIng that those SubSidIes
proVided 10 the past were alan to 10dIrect taxes whose 10CIdence IS borne 1OeqUItably,
impactlng most heavIly on the poor

The way that the SOCIety adjusts to the undoubted Increases In 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 10 the mdividual
vehIcle charge, the full capItal costs of the new faculty, If the conceSSIon agreement
IS so structured to permIt the concesSIon awardee addioonal revenue for commercIal
or IndustrIal real estate, leas10g out of petrol sheds, snack bars and other amemoes,
etc whose uolIzatlon would be 10creased and customer base "captured" by VIrtue of
itS locatlon on the tollway Alternatlve routes wIll remam avauable to those unwtlhng
to pay the tolls

WIth respect to the energy sector, the concesSIon agreement can mc1ude "take or pay"
compensatlon for mstalled capaCIty, additlonal revenue for actual gIgawatts of energ
dehvered to the gnd, and specIal arrangements With respect to assummg all or a
pornon of the fuel costs, so that the new facility and the sluftmg of its costs and
benefits that Its commlsslonmg will entad, can be phased m to the Ceylon ElectnCIty
Board system and customer rate structure adjustments made m orderly fashIon

SOCIal consequences of each of the other BOO/BOT capItal Investments can be
managed m such a way as to maxImIze the beneficIal Impact on the economy, and as
reqUIred, to orne-phase the adjustment penod to permIt users to mcorporate the
changes In theIr own cost structures

All of the above should ensure that the new pubhc/pnvate partnershIp bemg 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 mfrastructure WIll be WIdely dIffused

PartiCIpatIOn and MotIvation

ThIS project will have a cumulatIve number of partICIpants As mdividual conceSSIon
agreements are earned out, the benefiCIal results WIll be shared among the users of
the mfrastructure facIlttleS ThIS WIll mcIude, for example, motor vehIcle operators
and passengers, domesoc and commerCIal customers usmg telephones, energy, piped
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water, and passengers In all transport modes As descnbed above, the Investments
WhICh w111 be faCIlitated by thIS program would eIther not have occurred at all or
would have taken place much later

The aVOided cost to government, and the assumptiOn of commerCIal nsk by pnvate
Investors for BOO/BOT projects, WIll release scarce government resources and
capabIhnes, permltnng more attennon to be paId to umquely governmental funcnons
WIth pnvate sector performIng more effiCIently In operanon of the concessIOn
servIceS, and government havmg more resources, there Will be general Improvements
10 growth rates, degree of capacIty UtIlIZatIon, and effiCIency 10 resource allocatIon
felt throughout the economy As government SubsIdIes dimiOlsh, performance wIll
Improve and Sn Lanka WIll become more competItIve InternatIonally

e) Envtronmental AnalySts.

The enVIronmental consequences of thIs project are mherent 10 the method of Its
operanon establIshIng a central government authonty or focal pomt to reVIew and
authonze detaIled programs of pnvate Investors who WIll be undertalang construcnon
and operanon of major Infrastructure projects ThIS Will establIsh at the outset, clear
gUIdelInes for all prospecnve Investors that proposals beIng conSIdered for poSSIble
award of long term concesSIon agreements, WIll have to conform fully WIth accepted
enVIronmental standards

The Implemennng agency, SIDI, will mcorporate m every project that It prepares for
tendenng, an Inttlal EnVIronment Exammatlon (lEE) m the pre-feasIbility studIes that
It WIll perform as part of each bId package Proposers will thus be put on notlce that
full Envrronmental Assessments or EnVIronmental Impact Statements wIll need to be
undertaken for each project dunng completion of the full feasIbility studIes WhICh wIll
dIsclose the techmcal, admiOlstratlVe, economIc and finanCIal program and plans of
the proposers

By InclUSiOn In therr basIC evaluatlon cntena the reqUIrement that all projects WIll be
scrutln1Zed for envIronmental Impact, the reqUIrement for proposers to address these
concerns Will be built mto the basIC operatlng procedure of SIDI ThIS WIll assure
that no projects WIll be brought forward for conSIderatlon, that have not been
thoroughly vetted for enVIronmental Impact

An Important feature of the project WIll be the establIshment of a pnvate sector
wmdow, a facIltty by WhICh bUSInessmen on theIr own IOlttatlve, prepare and submIt
proposals for Government consideratton, rather than respondIng to mVItatIons to bId
or propose SIDI mtends early on to establIsh Terms of Reference gUIdmg the
reqUIrements whIch need to be met In these unsolICIted 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 mimmize or aVOld any potential
adverse envlfonmentalimpact 10 t the techmcal deSIgn and finanCIal costing of projects
be10g submItted For example, If 10 the energy sector, a proposal IS eIther SOhClted
or receIved for a coal-fired thermal electnclty generation plant, the proposer would
be obhged to descnbe 10 detaIl sounng of the fuel ThIS would 10clude an analySIS
of ItS potenUal for atmosphenc polluuon, mode of transport and unload1Og In Sn
Lanka, methodology for bnng10g the fuel to the bOllers, and the systems to be
10stalled for mlugat10g by electromc precIpItators, etc, any adverse content In stack
gases

Also 10cluded would be draw10gs and engmeenng detaIls on the record1Og, control and
momtonng eqUIpment and arrangements that would be put 1Oto place for on-go1Og
government observauon and oversIght of Its use

All constructIon plans for proposers will be reqUIred to 10clude assessments of the
enVIronmental Impact lIkely to occur dunng both constructIon and operauonal phases
of the project, as well as onward plans for operaUon and mamtenance

In most cases, these EnVIronmental Assessments wIll be 1Ocorporated In the
submIssIons presented by proposers seek10g approval and awards, and the
reqUIrements for thelf 1OCIsion WIll be spelled out 10 the performance specificaUon and
cntena for selecUon that WIll be the basIS for the tender and evaluauon procedure

The other poSItIVe envlfonmental consequence of thIs project WIll result from the
addItIOnal 10vestments 10 envrronment Improv1Og projects such as solId waste dISposal,
water supply and waste water treatment proJects, one of the major sectors for whIch
pnvate 10terest 10 undertalang Infrastructure projects IS expected These projects
would not be undertaken by Government and the program WIll faCIlItate these
10vestments to go forward encouragmg the pnvate sector to undertaken them Both
10 respond1Og to 1OVItatIons for bId, and 10 unsohclted proposals receIved, projects 10
thIS sector WIll 10clude lead10g edge technology from U S and other foreIgn firms that
have world-WIde reputatIons for contnbuung to the state of the art 10 enVIronmental
controls
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PROCUREMENT PLAN

ANNEX 6

Promotion of Private Infrastructure August 28, 1992
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IMPLEMENTATION SCHEDULE

ANNEX 7

Promotion of Private Infrastructure August 3, 1992
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TRAINING STRATEGY

ANNEX 8

Promotion 01 Private l1i/rastructure August 28, 1992



ANNEX 8 - TRAINING STRATEGY

ThIS project will reqUIre the staff of the core Secretanat on Infrastructure Development and
Investment (SIDI) and the network BOO/BOT LiaIson officers m the proponent lme mImstnes,
not only to familIanze themselves WIth operatIOnal procedures, but also be able to VIew the
overall program from a pnvate 1Ovestor's pomt of VIew

Accord1Ogly, a ngorous staff development traImng program wIll be conducted The traImng w111
be multIdImensIOnal and practIcal, grounded 10 exposItIon of baSIC BOO/BOT concepts, and
Illustrated WIth case studies from Sn Lankan and other country empmcal expenence

The traInIng wIll define fundamentals of pnvate 10vestment 10 1Ofrastructure, IdentIfymg key
factors whIch preVallirrespectIve of the sector, or contemporary economIC condItIons TraInees
wIll be made mmdful of the need to sustaIn transparency, provIdmg a "level play10g field"
WIthout favontIsm or prejUdIce

The underly10g traInIng theme wtll be defInItIon of the dIfferences between publIc sector
approaches to mfrastructure 10vestment charactenzed by donor financ10g and sovereIgn
guarantees, compared to market-dnven conSIderatIons 10 pnvate assumptIon of commerCIal nsk,
us10g non-recourse financmg

The methodology for conductIng the traInmg program will be to hold a major, hIgh-vISIbIlIty,
10tensive BOO/BOT Workshop shortly after start-up of the program, once the pnncipal OffiCIalS
have been desIgnated and the office IS fully operatlonal After thIs kIck-off program, there
would follow a regular senes of shorter, workshops eacJ! compnsed of partlcular topIcal modules
keyed as closely as poSSIble to the InItIatIon of new program components

The start-up major workshop would mclude such commerCIal cntena of project feasIbilIty as
finanCIal Internal rate of return (IRR), foreign exchange, InflatIon, and other country nsks, cash
flow analysIs mcludIng discountIng future revenue streams to calculate present value, lIcens1Og,
msurance, tax, and other bUSIness expense analyses, bUSIness percepnons of government
approvals, legal complIance and dispute resolunon matters

Subsequent topical workshops would be keyed to partlcular functIons to be performed by SIDI
mcludmg project design and formulanon, pnontlZlng and rank-ordenng (usmg shadow pnCmg,
SOCial discount rates, and other forms of opportumty cost calculatIon), tendenng package
preparatIon, program and project markenng techmques, proposal evaluatIon and award methods,
and techmques of negonatIon
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TrammglWorkshop Plan for LIfe of ProjeCt (LOP)
(383-0118)

Project Component LOP Trammg LOP Project

US TC IC TraInIng Fund
(US$ 000)

1 Pnvate Infrastructure Network 12 06 60 171

2 PublIc Awareness - - 125 25

3 Marketmg 02 04 75 57

4 Pnvate Sector Wmdow 02 10 25 83

TOTAL 16 20 285 336

* Please note LOP TraIrung mdicates number of persons traIned Includes ForeIgn Exchange
and Local Currency for LOP

US Trammg - 04 persons m groups of two will partICIpate m workshops of 3 weeks
per year dunng LOP (3 years)

- On-the-job trammg for 3 weeks for 4 persons dunng the LOP

TCT - On-the-job trammg for 2 weeks for 20 persons dunng LOP

IC - 285 persons will partICIpate m Boo Bot workshop 11 workshops WIll be
organIZed dunng the LOP

US - Umted States
TC - Thrrd Country
IC - In Country
LOP - LIfe of Project
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ANNEX 9 - 6ll CERTIFICATION

CERTIFICATION PURSUANT TO SECTION 61l(E)
OF THE FOREIGN ASSISTANCE ACT OF 1961, AS AMENDED

I, RIchard M Brown, the pnncipal officer of the Agency for InternatIonal Development m Sn
Lanka, havmg taken mto account, among other thmgs, the mamtenance and utIlIzatIOn of
projects m Sn Lanka prevIously financed or aSSIsted by the Umted States, and the techmcal
aSSIstance to be prOVIded under the Project to further the country's capacity to mamtam
eqUlpment and support economIC growth, do hereby certIfy that m my Judgment, Sn Lanka has
both the finanCIal capabIlIty and the human resources to mamtam and utIlIze effectIvely the
capItal Improvements and faCIlItIes to be financed m the four pnonty sectors as IdentIfied In thIS
proposed Sn Lanka PromotIon of Pnvate Infrastructure Project

ThIS Judgment IS based upon the project descnptIon and analyses as detalled m the Sn Lanka
Promotlon of Pnvate Infrastructure Project Paper and IS subject to the condItIons Imposed
therem

--+Ck- ~RI~d M Brown
DIrector, USAID/Sn Lanka
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Subject

Through

ANNEX 10 - WAIVERS
Warver Control No 383-92-016

ACTION MEMORANDUM FOR THE DIRECTOR

DD George !O~I
PRJ Wi1ham~ers

Source/Ongm Waiver for Project Procurement of
R1ght-hand-dnve Vehicles

Date September 1, 1992

Problem Your approval is reqUired to authonze a source/ongm Waiver from Code 000 (the
US) to Code 935 (SpeCial Free World) for the procurement of two sedans and two 4-WD,
R1ght-Hand-Dnve, air-ConditIOned vehicles costmg approximately U S $45,000 (exclusive of
transportanon costs) These vehIcles are part of the commodIties bemg procured under the
Promonon of Pnvate Infrastructure Project and are to be used m connection wIth the techmcal
assIstance and other support provided to the Mlmstry of PolIcy P1anmng and Implementation's
Pnvate Infrastructure UOlt

(a) Coooperanng Country Sn Lanka

(b) Project Name & Number Promonon of Pnvate Infrastructure
(383-0118)

(c) Nature of FundlOg Grant

(d) Descnpnon of Vehicles Two sedans and two 4-WD, R1ght-Hand-Dnve Vehicles

(e) Value U S $45,000
(exclusive of transportatIOn costs)

DiSCUSSIon A source/ongm W31ver IS bemg sought for the purchase of the above mentIOned
vehicles under the Promonon of Pnvate Infrastructure Project ThiS procurement IS bemg
conducted m accordance with procurement procedures set forth 10 AID Handbook 11,
Chapter 3

The vehicles are urgently needed 10 order to accomplIsh the transportation reqUirements for the
PromotIOn of Pnvate Infrastrucutre Project They Will be used by the AID financed techmcal
assIstance team, consultants and the staff of the Secretanat on Infrastructure Development and
Investment (15 full-time staft) to carry-out the actiVities descnbed 10 the project paper They
WIll also be used to proVIde the transportation support for the 261 person-months of short term
techmcal aSSistance planned under the project The GSL IS dependent on USAID funds for
financlOg these vehicles gIven itS senous budget constr31nts and the fact that the FY 1992 budget
does not lOclude any provlSlon for these vehIcles WIthout these vehIcles work WIll be senously
hampered

The authonzed GeographIC Code for thIS procurement IS Code 000 (the US) VehIcles WIth
nght-hand dnve are not aVallable from the authonzed GeographIc Code and therefore a
source/ongm Walver IS reqmred to permIt procurement from GeographIC Code 935 countnes



Rrght-Hand-Dnve vehicles are required maInly for road safety considerations This category
of light-duty nght-hand dnve 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
Sn Lanka plus dirt on the road and In the air these vehIcles require air-conditiOn1Og to maIntaIn
both the health and productIVIty of project personnel

The vehIcles WIll be subject to the COndItiOnS establtshed by USA I D In ItS new MISSIon
vehicle policy

JustificatiOn and Authonty Pursuant to AID Handbook 1, Supplement B, Section 4C2d(I), a
WaIver of source-ongIn from Code 000 to Code 935 is Justified when 'CIrcumstances WhIch may
ment WaIVing the reqUirement are (a) 10abIhty of U S manufacturers to proVIde a partIcular type
of needed vehIcle, e g , hght weIght motorcycles, nght-hand dnve 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/ongm reqUIrements IS Justified for the two reasons gIven
above Chapter 4C2a(5)(b) of Handbook 1B states that the MISSiOn DIrector may make a
determmatIon that aIr-CondItiOnIng IS JustIfied takmg mto account the clImate 10 WhICh the
vehIcles WIll operate, the capabIlIties for servICIng aIr-COndItIOnIng eqUipment, and the need for
austenty and economy In project accomphshment

Under Amended and stated DelegatiOn of Authonty dated August 9, 1991 from AA/APRE to
MISSIon DIrectors 10 the ASIa RegIon, and 10 accordance WIth the cntena prescnbed 10 AID
Handbook IB, SectiOn 4C2, you have the authonty to WaIve source/ongm reqUIrements and
approve aIr-condltlomng for AID-financed project vehIcles By your approval of thIS waIver,
you WIll be certIfyIng that "ExclusIon of procurement from free world countnes Included 10

Code 941 would senously Impede attaInment of the U S foreIgn aSSIstance program"

RecommendatIon Based upon the JustIficatiOn presented above, It IS recommended that you
approve the requested source/ongm WaIver from AID GeographiC Code 000 to AID GeographIC
Code 935 and permit the procurement of four aIr-condItiOned vehIcles

Approved --Qtutf~W
DIsapproved _

Date g( /-.1 ( q~

Clearances

PRJ MWiJesmghe

PRJ AJayatI1eke

CTR AAkers

RLA ISmyer

PRJ WJ dm/08/21192



Legal PrereqUisItes for BOO and BOT Projects ill Sn Lanka

INTRODUCTION

The pnnclpal reasons that lead governments to enter Into BOO/BOT contracts with
pnvate-sector sponsors, both local and foreign, are well known These days, many
governments simply lack the money or access to credit that major infrastructure projects
reqUIre By theIr very nature, BOO/BOT projects seek to harness the profit motlve of the
pnvate sector for the publIc good The challenge for both governments and pnvate-sector
sponsors IS to structure BOO/BOT projects in such a way that harnessmg can occur That IS,
such structunng must, first, Identify the mdlvldual needs of the partIes to the project and,
second, protect those needs 10 an ImplementatIOn document and appropnate supportIng
documents, and thiS must all be done wlthm the context of the host country's legal and
regulatory regime

Generally, It IS not difficult to Identify host government's needs -- the publIc purpose
lOtended to be achIeved by a proposed BOO/BOT project For example, the country may
need a modernized 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 mtenor Perhaps the
host-country need most typically addressed by BOO/BOT projects IS for more electrIcal.
power, more effectively dlstnbuted more power-generating plants, Improved transmISSion
facilltles, or even more dams A need WhICh many countnes have today IS a modernIzed
telecommUnIcatIons system, and they are mcreasmgly consldenng BOO/BOT projects to meet
that need

Similarly, IdentIfymg the needs of the pnvate-sector sponsor and Its commercial lenders IS
generally not difficult They need several thIngs Typically, the pnvate sponsor organIzes a
pnvate "project company," usually compnsIng constructIOn and engmeenng companies and
eqUipment suppliers as partners or shareholders, to Implement the project The project
company must have reasonable assurances that, over the project's tImespan and before It IS
formally transferred to the government, the project company Will be able to recoup Its costs
and realize the projected return on ItS Investment

Fmancmg for BOO/BOT projects IS typically proVided by commercial lenders, frequently
backed by export credit guarantee agencies such us the U S Export-Import Bank and
multtlateral finanCIal InStItutIons such as the World Bank These lenders need to have theIr
loans secured, and thiS can be a problem because such financmg IS almost always on a
'non-recourse" baSIS ThiS means that the lender s secunty lIes not With the host government
or the mdlvldual participants In the project company, but with the assets of the project



company Itself, such as whatever real estate, host-government guarantees, performance
bonds, and plant and equipment the project company has managed to obtam

Vanous strntegles have been pursued by lenders to BOO/BOT projects to address theu need
for secunty For example, project revenues are frequently collected and held m escrow
accounts which are outside the control of the project company Payments from such accounts
are made accordmg to mstructlons and pnontIes which USUally reqUIre that seruor debt
service be paid before any dlstnbutlons to project company shareholders are made Also,
payments on performance bonds, suppher warrantIes, or other msurance contracts can be
aSSIgned to a trustee for the benefit of semor lenders In some proJects, the stock of the
project company IS pledged to semor lenders under terms WhICh permIt them to step in and
replace management If the project falls to meet specIfied performance objectIves In some
cases, lenders and export credIt agenCIes succeed In obtaImng the eqUIvalent of
host-government guarantees In the form of, for example, standby subordmated loan facilitIes

WIth the foregOIng conSIderatIons 10 mInd, the questIon to be addressed m tlus sectIon of the
consultant's report IS whether the exIStmg Sn Lankan Legal regime Will perrmt 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, faclhtate the Implementauon of the
projects We conclude that the answer to both questions IS In the afrtrmatIve WIth the
prOVISO that, where changes 10 the legal regIme are 1Odlcated, they be made In accordance
with the procedures set forth below

I ReVIew of Legal Relationships Currently Governmg Potential BOO/BOT PrOjects ill

Sn Lanka

There are four general categones of Sn Lankan law which must be conSIdered when one
seeks to assess whether the legal regime IS adequate to support BOO/BOT projects They are
(a) laws of general applIcatIon to commercIal acuvlues, (b) laws govermng specIfic sectors of
the economy, as authonzed by State Industnal CorporatlOns Act No 49 of 1957, (c) laws on
Investment InCentIves, and (d) the ConstItutIon

The major laws of general apphcatIOn to commercial actIVltles are these

* Companies Act No 17 of 1982

* Inland Revenue Act No 28 of 1979

* Exchange Control Act

* Land AcqulSltlOn Act No 9 of 1950



* Industnal Promouon Act No 46 of 1990

* Vanous BI-Lateral Investment PromotIOn and Protecuon TreatIes

* Vanous BI-Lateral Treaues agaInst Double Taxauon

The major laws governmg specIfic sectors of the economy, as authonzed by State Industnal
Corporatlons Act No 49 of 1957, are these

* Ceylon ElectnCIty Board Act No 17 of 1969

* Transport Board Law No 19 of 1978

* Sn Lanka Ports Authonty Act No 51 of 1979

* Water Resources Board Act No 29 of 1964

* Industnal Estates Corporatlons (estabhshed by State Industnal Corporatlon Act No
49 of 1957, WIth functIOns transferred to the Industnal Development Board by the
Industnal Development Act No 36 of 1969)

* Road Development Authonty Act No 73 of 1981

* Sn Lanka Telecommumcatlons Act No 25 of 1991, whIch repealed
Telecommumcations Ordmance No 50 of 1944, establIshed corporatIon "Sn Lanka
Telecom It under Sectlon 2 of State Industnal Corporatlons Act No 49 of 1957, and
transferred telecom functlons to Sn Lanka Telecom

The law govermng mvestment mcentives IS Greater Colombo Economic CommISSIon Law
No 4 of 1978, supplemented by GCEC Regulatlons No 1 of 1978 as amended, and GCEC
Regulatlons No 1 of 1991

The constltUtlon prOVISIOn of most Importance to potential BOO/BOT projects IS the 13th
Amendment, 1987

None of the four categones of laws, nor mdividual laws withm the categones, exclude
pnvate-sector parucIpauon or BOO/BOT projects Indeed, as regards state corporatIons, all
of them are specIfically authonzed to delegate theIr powers 10 a manner whIch IS best
calculated to achIeve theIr statutory objectives TIus mcludes delegation to the private
sector As we saId 10 the IntroductIOn, the challenge for both the GSL and the pnvate-sector
promoter of BOO/BOT projects Will be to legally structure the proposed project so that It fit
It comfortably wIth10 the matnx of laws and regulations whIch govern the economIC sector of



the project

BOO and BOT m Sri Lanka How would a project Advance?

A useful way to Illustrate thIS process IS to consider a hypothetlcal BOO/BOT project to
buIld a toll road In Sn Lanka The promoters and GSL would have to review all of the laws
of general appl1catIon to commercIal actIVIty In lIght of the proposed legal structure of the
project Itself For example, they would have to --

* select the most appropnate legal structure from those permItted by the Compawes
Act-- publIc corporatlon, pnvate corporatIOn, partnershIp, or JOint venture,

* take Into account the taxation provIsIOns of the Inland Revenue Act as they mIght
be modIfied or expanded by separately negotiated lfivestment incentives provIded by
the GEe Act,

* determme how the prOVISIons of the Exchange Control Act would affect the
project's operations and chances for success, and

* review the prOVISIOns of relevant bl-Iateral Investment promotion and protectlon
treaties and double-taxatIon treaties, If any eXIst between the GSL and the home
countries of the pnvate-sector promoters

However, unltke promoters of other BOO/BOT projects, those In our hypothetical case
would also have to pay strict attentIon to the Land AcqUISItIon Act If the project could not
acqUIre the land It needs to bulld the toll road, there WIll be no project

SImIlarly, when our hypothetical promoters turn theIr attentIon to the laws of specIfic
applIcation to the sector of theIr Interest, they Will be partIcularly mterested In the prOVlSlons
of the Road Development AuthOrity Act If any of thIS Act's proVIsIons would Impede the
actlvitIeS of the proposed toll road project, the proJect's promoters, both pnvate- and
publIc-sector, would have to consIder how the Act mIght be appropnately 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 hohdays and exemption from Import dutIes, for
example, mIght mean the dIfference between success and faIlure for the project The
promoters mIght also WIsh to determme whether the enUre route of the proposed toll road
could be deSignated as a "lIcensed zone" or "lIcensed enterpnse" Within the terms of the
GCEC Act, thereby makIng the project elIgIble for additIOnal InCentIves and benefits



Perhaps the most Important mqulry of our hypothetical promoters would be to determme how
the proposed toll road would be affected by the 13th Amendment to the ConstItutIOn ArtIcles
t54A to 154T of the Amendment establIshed eIght ProVinCIal CouncIls and devolved upon
them certaIn subjects over WhICh they have exclUSIve JunsdictIOn (NInth Schedule, List I,
largely regarding local law enforcement), and certaIn powers WhICh they share WIth the
central government (LIst III, largely regardmg adVISOry matters In fields such as educatlon
and agnculture) List II covers matters over which the central government has exclUSive
authonty natIonal defense, foreIgn affaIrs, monetary polley, foreign trade, ports and
harbors, aVIatlon and alrports, and (of VItal Importance to our hypothetIcal promoters)
natIonal transport ThIS constItUtIonal InqUIry would proceed as follows

NInth Schedule, LISt I, Paragraph 18, reserves for prOVInCIal control" nghts 1I1 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 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 In 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 "Natlonal
Transport," states that the central government shall have exclUSIve control of "[h]Ighways
declared by or under law made by Parhament to be natIonal hIghways "

To summaflze, then, pnvate-sector promoters of specIfic BOO/BOT projects and the GSL
must, first, decide how to legally structure the project so as to best achIeve Its objectIves
and, second, formulate a ratIOnal way to fit the chosen legal structure Into the context of all
applIcable laws so that It can survIve legal challenge In our hypothetIcal case of the toll
road, It would be cnucal that the legal structure of the project be one that bnngs It WIthin the
13th Amendment's defimtIon of "nauonal hIghways" ThIS mIght be done VIa an amendment
to the Road Development Authonty Act WhICh specIfically deSIgnated the toll road a
"natIonal hIghway It Falling thIS, the project mIght well fall VIctIm to prOVInCIal and other
local roadblocks

II Sector-By-Sector ReView of Acts AuthorIZed by State Industrial CorporatIOns Act
No 49 of 1957

ThIS Act (Vol Ill, Leglslauve Enactments of the DemocratIc SOCIalIst RepublIc of Sn Lanka,
ReVIsed EditIon 1990, at page 112 Cited as III/l12) authonzed the central government to
establtsh and capltalize state corporatlons for carrying out certaln natIonal ObjectIves that had
been prevlOusly Implemented by corporatIons establIshed under the Government-Sponsored
CorporatlOns Act The new state corporatIons were empowered to acqUIre, lease, and sell
property, but not "Immovable' property unless they first obtained approval by the



government The state corporatlons were gIven exclUSIve authonty over theIr respectlve
sectors

SectlOn 5 (2) of the Act gave state corporatlons the power to do anythmg necessary for, "or
condUCIve or mCIdental to," the carrymg out of theIr obJect.J.ves They can mortgage any of
theIr propertIes so long as they do not borrow or guarantee payments WhICh exceed
prevlOusly prescnbed lImIts as set by the central government OstensIbly, State corporatlons
pay regular corporate Income taxes Our concern IS whether the several Acts establIshIng
state corporauons In the country's major economIC sectors have, In fact, earned out the
mandate of SectlOn 5 (2) of the State Industnal Corporations Act to affirmatively authonze
contractmg With the pnvate sector If so, then amendmg any partlcular Act to accommodate
BOOIBOT contracts should be relatIvely easy m that such amendments would not 1Otroduce
an unfamlilar pnvate-sector phIlosophy Into Sn Lankan law

Bnef looks at some of the major state corporatIons show that the Section 5 (2) mandate has
been Implemented 10 the establishIng leglslatlon

Ceylon ElectriCIty Board Act No 17 of 1969 (XVIII3l) Section 58 captures the open and
non-restnctIve nature of these Acts It prOVIdes that '[a]ny company or other body of persons
may, notWIthstandIng anythmg to the contrary m any wntten law or Instrument relatIng to Its
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 It

TransportatIOn Board Law No 19 of 1978 (XVIJ89), as amended by Law No 6 of 1981
(supplement to 1/258) ThIS law covers mland transport of all lands, Includmg automobIles
raIlroads, water traffic, boats, launches, and vanous taxes on transportation It SUpervIseS
regiOnal transportatIon boards, whIch prOVIde bus and ferry servICes (Bus transport was
recently consolidated and pnvauzed ) SectIon 8 (l)(IX) of the law confers on the Board the
power to enter mto 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 (l)(XIV)
gIves the Board general powers to take all legal acts to perform Its functIons

Sri 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, Tnncomalee,
and any other port that the government may specify SectIon 7 (l)(m) permIts the Authonty
to enter Into any contract necessary to carry out Its mISSIOn

Water Resources Board Act No 29 of 1964 (XIJ224) The Act gIves the Board the power
to control, develop, conserve, and utIlIze water, to proVide for reforestatlon, to construct
Imgauon systems, to prOVide for dra.mage and flood control and hydropower The Board IS
adVised by an Interdepartmental adVISOry commIttee WhIle there IS no language In the Act
specIfically permittIng the Board to contract WIth the pnvate sector, It may be assumed that
such contractmg IS permitted, an OppOSIte conclUSIon would run counter to the general



practIce adhered to In 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 IS sIlent on the subject of the
pnonty whIch vanous segments of the populatIon -- farmers, homeowners, 10dustry -- have
to water LegIslatIon 10 this field, probably as an amendment to the Act, would have to
precede any major water collectIOn and dlstnbutIon project

One corporatIon establIshed by the Act was the Industnal Estates CorporatIOn, WhICh
subsequently had Its functIons transferred to the Industnal Development Board by SectIon 54
of Industnal Development Act No 36 of 1969 (IX/lOl) By their nature, 10dustnal estates
serve the pnvate sector

Road Development Authoraty Act No. 73 of 1981 (supplement to W350) The Authonty
establIshed by the Act carnes out Integrated road planmng for the GSL Sectlon 9 (e) permIts
the Authonty to "enter mto, perform or carry out, whether dIrectly or by way of JOint
venture wIth any person 10SIde or outside Sn 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"

TelecommuwcatloDS Ordmance No 50 of 1944 (XVIl23) As dISCUSSed above, thIS Act
was repealed by the Sn Lanka TelecommUnicatIons Act No 25 of 1991, WhICh, In February
1990, transferred telecom functIons to a new state corporatIon, Sn Lanka Telecom, WhICh, In

turn, began operations In 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 In thIS sector

Two other Acts, both related to the tounsm and hotels sectors, deserve mentIon Tounst
Development Act No 14 of 1968 (IXJ256) establIshed a Tounst Board that may acqUIre
land under the Land AcqUlSltlOn Act, It also has JunsdlCtIOn over specially deSignated
"Natlonal Hohday Resorts" Ceylon Hotels Corporatlon Act No 14 of 1966 and No 8 of
1970 (IX/291) set up a state corporatIon whIch was recently pnvatIzed, WIth 20% retained
the GSL and 80 % beIng sold to the publIc

ill Some Comments on Laws of General ApplIcation to Commercial ActIVity

The Compames Law IS based on the famIlIar Bntish and Commonwealth model and
constItutes a comprehenSIve legal framework for pnvate sector busmess

EffectIve dIspute resolutIon procedures are essentIal In any legal system whose obJectlves
mclude the encouragement of pnvate mvestment Sn Lanka has adopted the UOlted
Natlons-sponsored regIme for the recogmtIon of arbItral awards and permIts arbltratlOn IS a
WIde range of fora, mcludmg the World Bank's InternatIOnal Centre for the Settlement of



Investment DIsputes (ICSID) These a<.:tIons are extremely Important tQ potentIal foreIgn
mvestors

The Land AcqulSltlOn Act, prevIOusly diSCUSSed, permIts the GSL to take land for publIc
purposes It provIdes both a method for valuatlon of land and a mechanIsm for aggneved
landowners to appeal talangs

The Inland Revenue Act and the Exchange Control Act are typical of such acts found In
Commonwealth countnes They do not prejUdICe nor prohibit the pnvate sector and would
not, of themselves, Impede BOO/BOT projects

IV Some Comments on Investment IncentIves

The Greater Colombo EconomIC CommiSSIon (OCEC) governs thIS area Its Junsdlcnon
extends to Its "Area of Authonty" (greater Colombo), "hcensed zones," and "lIcensed
enterpnses " It IS governed by a five-member Board of DIrectors, WhICh IS headed by a
DIrector General

The OCEC may contract WIth any government agency or any "person" ArbItration of
Investment dIsputes IS 10 ICSID unless otherwIse agreed by GCEC and pnvate part:les

GCEC has specIfic authonty to take all acts necessary to obtaIn the obJectlves of the GCEC
Act, WhICh IS to promote foreIgn mvestment It may acqUire land, layout Industnal estates,
and enter lOto agreements WIth enterpnses The Law states that the GCEC "shall have the
power to enter Into agreements WIth any enterpnse In or outSIde the Area of Authonty, and
grant exemptlons from [specIfied laws] or vary the applIcatIon of any such laws, to such
enterpnses In accordance WIth such regulatIons as may be made by the MInIster" All such
agreements must be 10 wnt10g and registered With the GCEC

The GCEC may make Its own rules and regulatIOns To quote the GCEC's own ForeIgn
Investors' GUIde

"The fiscal Incentlves and other conceSSIons granted
to foreIgn 1Ovestors depend on the type of Agreement
WhICh the enterpnse has entered Into With the GCEC
The pnncipal source of these Incentives and
conceSSIons IS the Inland Revenue Act as VarIed by
the [GCEC] Law and the RegulatIOns made under the
Law The fiscal Incentives and conceSSIOns
currently 10 force under the Inland Revenue Act
are clearly set out 10 the booklet Tax IncentIves and
FIscal PolICies (1991) for PromotIng of Investments,
ISSUed by the MinIStry of Industnes, SCience and



technology II

V Recommended Approach to New LegISlatIOn, When Needed

Because the eXlstmg framework of Sn Lankan law already provIdes a relatIvely cordIal
enVIronment for the pnvate sector, proposed BOO/BOT projects may reqUire no addItIonal
legIslatIon to proceed Whether or not additIonalleglslatlon IS reqUIred WIll, of course,
depend on the nature of the proposed project and Its legal and finanCIal structure That
structure, In turn, may well be determIned, at least In part, after the sponsors of the project
have reVIewed the relevant laws and arnved at a prelImInary declSlon on how to proceed

But even If the sponsors decIde that the eXIstIng legal framework IS adequate for theIr
purposes, they may well WIsh to have some "legal 1Osurance" 10 the form of amendments to
the relevant state corporatIon law There are two baSIC reasons why thIS mIght be deSIrable

To mInImIze the lIkelihood of future legal challenge,
the sponsors mIght WIsh to make qUite exphcIt that
theIr BOO/BOT project IS permItted by Sn 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 10 the most unusual cases should the sponsors of the project seek the enactment of a
separate Act authonzmg the project A POlItICal reason for thIS recommendatIon IS that the
introductIon of new legIslation would afford opponents of the project specIfically and
opponents of pnvatIzatIon generally a welcome opportumty to reopen past debates about the
GSL's •sell10g the country to foreIgners II A practIcal reason for thIS recommendatIon lIes In

the nature of the Sn Lankan legIslative process Itself

UnlIke other Commonwealth countnes, the ConstItutIon of Sn Lanka combmes elements not
only of BntIsh common law, but also of Roman-Dutch law, CIVIl law, and local customary
law One result IS that the constitutIOnalIty of any bIll Introduced 10 the ParlIament must be
determine In 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 Into law

In determming a bill's constitutIOnality, the Supreme Court must mqUire whether It would
contravene the provlSlons of Lists I II, or nI of the 13th Amendment to the Const.J.tuuon,
regardIng matters reserved to Provmcial 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 IS restncted to determInmg whether It

should be passed by a "SpecIal maJonty" (2/3 of the vote) or referred to the voters m a
referendum

Therefore, to aVOId the uncertamties mherent In the foregOing process, the IntroductlOn of
new free-standing enabllng legislauon for BOO/BOT projects should be aVOIded Where the
sponsors think that new legIslatIve language would be helpful, such language should be
offered In the form of amendments to eXIstIng legIslatIon, the conStItutIOnallty of WhICh has
been assured

VI Some Encouragmg IndIcations for the Future

Perhaps the GSL's deternunation to modermze Its commercIal laws and facIhtate pnvate
10vestment In Its 10frastructure can best be seen In Sn Lanka Telecommumcatlons Act No 25
of 1991, whIch IS mentioned above The GSL wants to expand Its telephone capacIty from Its
current base of 350,000 hnes to 750,000 hnes by 1995-96, an objective whose cost will be
far beyond the capaCIty of the governmenr Consequently, the GSL establlshed Sn Lanka
Telecom and gave It the necessary authonty and flexIbIhty to not only meet the near-term
obJectlves 10 the telecom field but also to handle longer-term expanslOn Sn Lanka Telecom
was also gIven authonty to set up a regulatory regIme m the telecom field, a matter whose
Importance WIll 10crease In direct relationshIp to the Increase In pnvate-sectar Investment In

the field

SpecIfically, the key provlSlons of Sn Lanka Telecommumcations Act No 25 were these

* SectlOn 72 Repeals TelecommUniCatIOns OrdInance No 50 of 1944 ThIS ordmance
was obsolete In that It dealt pnncipally with outmoded technology and was a totally
10adequate framework for modern telecommumcatIOns

* SectIon 5 (x) Vests broad powers 10 a new DIrector General of Telecommumcation
(the "Authonty") to Implement the Act These powers 10clude blanket authonty "to
do all such acts WhICh may be 10CIdental or conducIve to the attamment of the
objects of the Authonty or the exerCIse or discharge of hiS powers and duties under
thIS Act to

* Section 17 (1) With mInor exceptions, reqUires anyone operaung a
telecommUniCatIOns system to obtaln a license from the Authonty ThIS seeUon
spells out the conditIOns and procedures for abtalmng a license and constltutes the
InItial quasI-regulatory framework for the sector

* Section 28 Prescnbes a progreSSIve, humane, and effiCIent way to handle the
staffing and personnel Issues which IneVItably anse when OffiCIal bureaucraCIes are
ehmmated or restructured [t deserves quotauon at some length



staff, ensure that the new corporation, Sn Lanka Telecom, has expenenced and motlvated
staff, and mInImIze bureaucratic Oppositlon to needed changes

IntervIews WIth Messrs A de Z Gunasekera, Secretary, MInIStry of Posts &
TelecommunIcations, and P K WlckramarachI, Managmg DIrector, Sn Lanka Telecom,
confirmed the GSL's overall strategy In the field and proVIde a model that could apply In
other sectors of the economy Mr Gunasekera S3ld that any BOT/BOO project In the telecom
sector would be between the project company and a SUbSIdIary of Sn Lanka Telecom
organIzed specIfically to represent the GSL's Interests The Secretary also mdicated that It
was hIS lOtentlon to eventually pnvatlze Sn Lanka Telecom through the sale of shares on the
Colombo Stock Exchange (Of course, the CorporatIon would first have to be restructured as
a pnvate share corporation)

VII Summary and ConclUSIOns

ThIS secuon of the consultant's report has consIdered several legal aspects of BOO/BOT
projects

We looked first at the needs and reqUirements of the vanous partIcipants In such projects
Among these are the needs of the host government to prOVIde major new mfrastructure In a
arne of lImIted resources In short, havmg to proVIde such mfrastructure and not havlIlg the
money to pay for It, the host government decIdes to InVIte pnvate-sector partIclpaUon
1Il the project, usmg the BOO/BOT mechamsm The host government must be assured that
the project wIll be Implemented on tIme and 10 an effiCIent manner, and that the proJect's
benefits to the people WIll be realIzed m a pohucally acceptable manner The legal regIme of
the host country must be one WhICh permIts, even encourages, these results

For Its part, the project sponsors's needs are to recoup ItS costs and realIze Its projected
return on Its Investment The governIng legal regIme must also permIt thIS to occur

Fmally, the project's lenders -- the commercial banks and any partICIpatIng mululateral
finanCIal lOsUtuUons and export-credit guarantee agenCIes -- need to have therr loans secured
A legal system ~hICh IS fleXIble enough to permit thIS to occur -- and also permIt the
extension of facIlitIes approxlmatmg but not actually constItutIng government guarantees -- IS
Ideal

We looked next at the four relevant categones of Sn Lankan law to explore whether they
would help or hmder BOO/BOT projects These were the laws of general apphcauon to
commercial aCUVItles, laws governmg specific sectors of the economy, the law governIng
Investment Incentives, and the ConstitutIOn Overall, we concluded that none of the relevant
laws In these categones would be hostlle to BOO/BOT projects SpecIfically, the vanous
state corporations, WhICh govern specIfic sectors ot the economy, are affirmauvely
authonzed by theIr establIshmg legIslatIon to use whatever commerCIal means as are



I/mhe followmg prOVISIOns shall apply 10
relatIon to the employment In the Corporation
[Sn Lanka Telecom] of publIc officers In the
Department of TelecommumcatIons --

"(a) every pubhc officer of the Department
not be10g any such officer 10 a transferable
servIce of the Government shall, before
the transfer date, gIve notIce In wntIng to
the DIrector of TelecommumcatIons that such
officer Intends, on the transfer date, --

1/(1) to continue m office as a publIc
officer of the Department,

I/(n) to retire from the pubhc servIce and
become an employee of the CorporatIon If,
bemg a pensiOnable officer of the
Department ,he would on that date have
had not less than ten years' pensIonable
servIce, or

"(m) to leave the publlc servIce and
become an employee of the CorporatIon If,
bemg a pensIonable officer of the
Department ,he would on that date have
less than ten years' pensIonable servIce,
or

I/(IV) to leave the publIc servIce and
become an employee of the CorporatIon If
he IS a contnbutor 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 1/

The foregOIng menu of employment optIons IS an enhghtened way to elImmate unnecessary
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ReVlew of the Admlnlstratlve capablllty and the Flnanclal
Management System of the Secretarlat on Infrastructure
Development and Investment (SIDI) unlt establ1.shed Wl th1.n
the Mlnlstry of Pollcy Pl~n; and lmplementatlon

Andrew A Akers, controll~
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Mr E H 01ssanayake, 01rector,
Co-ordlnatl.On and
Adml.nlstratl0n of
the SIDI unl.t

PURPOSE

The SIOI unl.t of the MlnJ..stry of P011CY Plannlng and
Implementatl0n wlll be the maln Host Country Implementlng
Agency of the Publlc-Prlvate Partnershlp In
Infrastructure Development ProJect The purpose of the
reVlew was to assess the adequacy of the Admlnlstratlve
capablilty and Flnanclal Management procedures of the
SIOI unlt

ORGANIZATION

CA) Legal Status

The SIDr unlt approved by the CabJ..net on July 15th, 1992,
wlthln the Mlnlstry of Pollcy Plannlng & Implementatlon
wlll serve as the focal pOlnt for the Prlvate Sector
Partlclpatlon In the Infrastructure Development program

- - - - - - ~ - - -- --

It wlll be headed by a Dlrector General (Dr P
RamunuJum, who lS also the Dlrector, Co-ordlnatlon &
Evaluatlon of the Mlnlstry of PollCy PlannJ..ng &
Implementatlon), wlll work In close co-ordlnatJ..on wlth
the llne mlnlstrles/agencles concerned and be responslble
for overseelng a~d monltorlng the program
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SIOI w.lll be responslble to the Infrastructure
G2 Io-.J..u};Juc:. '- ,:)u.j",J-,"-V.lu.Ht..J..l,.,...l.-t:c;::. 1"..1 [ \",..J..lt::::. .illuU~LL.l-a..l..LL.aL..LUil

Comm.lSS.lon The sub-commlttee compr.lses of Mr Asoka
Gunasekera, Secretary M.ln.lstry of Post &
Telecommun.lcat.lon as the Cha.lrman, Dr P RamunuJum,
O.lrector General of SIOI, Mr Anton WlJegunawardena,
Representat.lve from the Prlvate Sector, Mr 0 N
ThuralraJah, Attornet-At-Law, and Mr G L Perera,
Olrector G C E C

A copy of the GUldellnes approved by Cablnet, and the
POI1Cy statement on Prlvate Sector Partlclpatlon In
Infrastructure Development l.ssued by the Mlnlstry of
Pollcy Plannlng & Implementatlon are In the offlclal
flIes

(B) Organlzatlon structure

The proposed Organlzat1on Structure of SIDI lS glven
below

D1rector General

, D_r__p jamunuJum -- r-
D1rector Dlrector Dlrector

Operat1ons ProJects Adlun & Co-ordlnatlon

2 ProJect Off,cers I Mr E H l,ssanaYak~
Flnanc~ Offlcer 2 Drlvers
(Part Tlme) I

I Janltors
Flnance I

& Admln Asst Recept10nlst

The SIOI unlt wll1 have the above three Dlrectors worklng
under the Dlrector General Of the three Dl.rectors, the
01rector Admlnlstratl0n & Co-ordlnatlon has already been
employed A Deputy Dlrector of the Mlnlstry of Pollcy
Plannlng has been ldentlfled to fll1 the vacancy of
Dlrector, ProJ ects The other posts are vacant The
salarles of the Dlrector, Operatlons and the two ProJect
Offl.-cers will be- funded -out-of AID ---runds, --and the
salarles of the balance posl.tl.ons are funded by GSL In
add1t1on to the above there wl11 be several local and
expatr1ate consultants funded by an AID dlrect Techn1cal
Asslstance contract work1ng for the SIDI un1t on the
proJect



necessary to accomplIsh theIr respectIve obJectlves ThiS mcludes usmg the pnvate sector

We concluded further that when specific projects require additIOnal legIslation, such
legislatIon should be In the form of amendments to eXlstmg state corporatIOn acts, not m the
form of free-standIng, new legIslation ThIS IS true for two pnnclpal reasons

1 By amendmg eXIStIng legIslation, the GSL and the sponsors of BOO/BOT projects avoId
haVIng to re-open past popular and legislatlve debates about the WIsdom of Involvmg the
pnvate sector In certam sectors of the economy

2 PecuhantIes In the Sn Lankan legIslatIve process pertalmng to the determmatlon of the
constltutlonahty of proposed legIslatIOn make It pohtlcally preferable to amend eXIStlng
legislatlon rather than Introduce new legIslatIOn

Fmally l we concluded that the prevaIhng attItude of the GSL toward pnvate Investment IS
poSItIVe ThIS IS best Illustrated by Sn Lanka Telecommumcatlons Act No 25 of 1991,
WhICh could become a useful model for the restructunng and modernIZIng of the law
governing other sectors of the economy



(C) Budget

The GSL (SIDI) expendlture on the proJect wlll be
lncluded In the annual budget of the M~nlstry of Pol~cy

Planlng & Implementatlon Durlng the rev leW lt was noted
that no provlslon had been made In the Mlnlstry BUdget
for the expendlture of the proJect for calendar years
1992 & 1993 as yet However, I was told the Mlnlstry
would obtaln the requlred funds for the proJect from the
treasury, shortly

FINANCIAL MANAGEMENT SYSTEM AND INTERNAL CONTROLS

At present the SIDI un1t does not have a f1nanC1al
management system, nor have they employed any f1nanc1al
management staff The amount of AID funds budgeted for
the proJect to be handled by the un1t lS approx1mately $
203, 000 under loglst1cal support, and the method of
payment planned for th1S lS the re1mbursement method As
per the D1rector Adm1n1stratlon, the un1t 1ntends to open
a separate bank account, and ma1nta1n a separate set of
accounts for these funds. It also 1ntends to h1re a
F1nance Off1cer on a part t1me bas1s (from the M1n1stry
of Pollcy P~ann1ng-and 1Inplement:atlonT;-ana a F1nance &
Adm1n1stratlon Asslstant on a full tlme basls Durlng the
reVlew the accountlng and lnternal controls of SIOI could
not be assessed due to the above reason

The expend1tures relatlng to the GSL contrlbutlon of the
proJect wll1 be handled by the a~counts department of the
Mlnlstry of Plannlng & Implementatlon and wlll be
governed by the Flnanclal Regulatlons of the Government
of Srl Lanka

CONTRACTING AND CONTRACT MONITORING

As per the 01rector Admlnlstratlon SIDI wlll be
responslble for all Host Country Contractlng, and
contract rnonltor1ng of the proJect, and 1t wll1 be
handled by hlmself together wlth the 11ne M1n1stry
off1c1als for WhlCh the contract lS carr1ed out It lS
also planned to h1re a Legal Consultant for the proJect
through the AID Dlrect Technlcal Ass~stange Contract

PROCUREMENT OF COMMODITIES

SIDI wlll follow the GSL Tender procedures In relat10n to
procurement of commodltles However, a SIDI Tender Board
has not yet been constltuted



f

INVENTORY CONTROL

There are no Inventory Control procedures relatlng to the
recelpt, dlstrlbutlon, recordlng, utll1zatlon and
dlSposltlon of commodltles formulated as yet by SIDI

AUDITS

SIDI's contr1butlon to the proJect WhlCh wlll be recorded
through the accounts of the Mlnlstry of POllCy Plannlng
& Implementat10n w1l1 be subJected to the Mln1stry's
annual Aud1t carr1ed out by the Audltor General The
accounts Wh1Ch w1ll be malnta1ned by the SIDI un1t w111
be sUbJect to an annual audlt carr1ed out by an
lndependent f 1rm of Chartered Accountants approved by
AID

SUMMARY

The SIDI un1t WhlCh was approved by the cab1net In July
1992, has yet to strength the Admlnlstratlve capab1llty
and F1nanc1al Mana~~~~~~_~r~~~m 1n th~ ~o!!~w1ng_ areas

(A) G.S.L. BUdget.

No provlslon has been made as yet, 1n the Government of
Sr1 Lanka bUdget for the operat10ns of the SIDI un1t, for
the years 1993 and 1994 However, the D1rector
Admlnlstrat10n conf1rmed that thls w1ll be done shortly

(B) StaffJ.nq

Other than for the D1rector General and the D1rector
Adm1n1strat10n, all other pos1t1ons In the proposed
Organ1zat1on Structure are vacant

(C) FJ.nancJ.al Manaqement.

SIDI lntends hlr1ng a GSL accountant on a part t1me
bas1s ThlS 1S not adequate It mlght be useful to
explore the poss1b1l1ty of h1rlng a full t1me accountant,
funded out of AID funds As stated above, at present
there lS no Flnanclal Management System at the unlt
Therefore, -tfl-1S reviewaidno-t cover thls-area

(D) contract Management

There 1S no provJ.slon In the proposed staff1ng of the
SIDI unlt for a Contract Management Off1cer



srDr wl.ll follow standard GSL tender procedures However I

a Tender Board has not yet been set up l.n the unlt

(F) Inventory Control.

There are no Inventory Control procedures formulated at
the unl.t They l.ntend follow1ng standard GSL procedures
on commencement of operat1ons

However, as 1t 1S 1ntentlon to provlde lnltlal loglst1cal
support to start an operat10nal techn1cal un1t for the
proJect, 1t 1S recommended that the strengthen1ng of the
above weaknesses be 1ncluded 1n the cond1t10ns of the
proJect grant agreement f

AID CTR SA 08/04/92
SIOI1



PUBLICjPRIVATE PARTNERSHIPS
INFRASTRUCfURE INVESTMENT OPPORTUNITIFS IN SRI LANKA

COLOl\fBO-KATUNAYARE EXPRESS'" -\Y

I ilL t\)I;(l" r: <; a bnd descnpllon ot the proposed Colombo Katunayake Expresswa\
ProJI...,-t ThL CJU\Lrnmcnt ot <;n wnJ..u1ls Interested In allo\!'lng the pnvate sector to
p:u1 ' l...lpatL jr tht. dL\t.lopment ot thIS project on a BOO or BOT baSiS ThiS project
prolilL IS IrtL 'ldcd to pro\ ide bnet Informatlon on the structure of the project and the
0pranu, lle~ hat It ma\ present to an lnterested and qualified developer In ad\ance ot
a public bldd ng It IS antlclpated that the project Will be tendLred and awarded to a
credIble dL \ Lloper through an open process and t!-jat the successful developer"" III
pr0p''l<;e a project structure that best serves the requirement'; of the Government the
publiC anj Ih l operator II' lontm i11ce "I'r III (,io\cmme'lt of I)r Lanka's Program
lJc.'(Jl.!lr,-~ ,r nO,) anI.. 13()T

I PROJFC T Til I E

( OLOMBO l\. \ TUl\J"A YAl\.E t: \PRLSS\V AY

Z 1DC -\ TIO'\/ROLTE

I'lgurulwde JundlOf, on the Colombo Port -\ccess Road Pell',agoda Dalugama
[nterchange Ragama Interchange E!<..ala Interchange l\.atunayale E\port ProcessIng
7oT1e l\.at1Jnava.ke International -\1 rport (See Map - Folio\!' 109 Page,

~ PROJECT oBJECTIVL"l

ThL C\)\omb\) hatunava}...e rxpre~SwdY I, Intended to prOvIde a more direct alternatJ\e
rOll,L bt.t"L'\.f1 rt'L Pan at ( \)Iombo and the IntematJOnal Airport and E>..pon ProcessIng
'(,'iL n hatu'l ',(ike' TIlL prOjCd , ~PCCltiC objectives are

l) I\) '1 rO\ Ide.. tl.\tLf rcne [r3\ Ll betw u:.n the Port ot Colombl~ and the
h Itu"dvake Mea

u 10 cl1e\L tra1 th. pre~<;llr,- lm the l. xJstlng Colombo
f' .tt lIn rnl L \..()'lnCLtl ,_ the.. Pon ~ Ith l\.atun i\; 11\.
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Construction PrOject Locallon Plan of Inlerchange and Intersecllon

o To provIde a faster and safer route for the heavIer commercIal cargo vehIcles
travelIng between the Port, the AIrport, and the EPZ

4 PROJECT DESCRIPTION

The Colombo-Karunayake Expressway IS mtended to be offered by the Government of
Sn Lanka to the pnvate 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 JunctIon of Pnnce of Wales Avenue WIth the Port
Access Road to the Full DIamond A-I, A-3 Intersection on the north SIde of the
eXIStIng New Kelam bndge In Pehyagoda

o Upgrading of2 9 Kms of the eXlstmg four-lane hIghway from the A-I, A-2
IntersectIon In Pel1yagoda to the Dalugama trumpet-style Interchange, Includmg
constructIon of the full dIamond Pehyagoda Interchange

o ConstrucUon of 25 4 Kms of fully access-controlled four-lane Expressway
between the Dalugama mterchange and the InternatIOnal Airport at Katunayake
The Expressway portIOn of the project mcludes construcuon of a barner-system
toll plaza adjacent to the Dalugama Interchange, two full dIamond Interchanges
at Ragama and Ekala, and one half diamond lOterchange at Katunayake Export
Processing Zone

A PUBUCIPRIVATE PROJECT OF SIDI AND THE MINISI'RY OF POllCY, PlANNING AND IMPLEMENTATION



STANDARD CROSS SECTION FOR EXPRESSWAY PORTION OF THE
PROJECT
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5 PROJECT SCHEDULE
The constructon penod IS estimated 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 10 the construction as well as penalIze delays

B PROJECT DOCUMENTS/PREPARATION STATUS

The Colombo-Katunayake Expressway Project was InItIated 10 December 1982 when,
at the request of the Government of Sn Lanka's Road Development Authonty, the
Japan InternatIonal Cooperaton Agency sent a techmcal asSIStance team to Sn Lanka to
conduct feasIbIhty study on both the Colombo-Katunayake Expressway Project and a
New Port Access Road ConstructIon Project ThIS feasIbilIty study was completed In

January 1984 Smce that ome the Port Access Road Project has been undertaken
separately The Government of Sn Lanka receIved a loan from Japan IS OECF for
engmeenng servIceS to reVIew the 1984 FeasibIlIty Study and to carry out the Detalled
Engmeenng Design for the project

The ReVIew of the PrevlOus FeasibilIty Study was completed by the Japan Bndge &
Structure Institute, Inc 10 October 1991 A Supplemental Study of the project as a toll
road was completed In March 1992, and Detalled Engmeenng DeSIgns for the enure
project as a toU 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 PUBUCIPRIVATE PROJEcr OF SIDI AND TIlE MINISI'RY OF POUCY, PIANNING AND IMPLEMENTATION
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C ESTIMATED PROJECT/INVESTMENT COSTS

ProJect Cost
Construct1.on Cost
Land, Eng1.neerlng, & Cont1.ngenc1.es
Total proJect Cost

Ma1.ntenance Costs
Annual Ma1.ntenance
Per1.od1.c Ma1.ntenance (every 10 years)

(M1.ll10n Rs )

4,805 7
1,763 6
6,565.7

23 3
196 6

•

It IS estImated that 27% of the Project Cost wIll be m local currency, 57% In 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 IS 19 08%
ThIS IS largely due to the hIgh dIrect benefit In terms of vehIcle operatIng costs for the
63,000 average vehIcles whIch already cross the New Kelaru Bndge each day

The Fmancial Internal Rate of Return for the project as a toll road range
between 051% and 1118% based upon diffenng escalation rates for operation costs
and toll mcreases However, thIS calculation of the FIRR has not Included other BOT
project structunng alternatives, such as conceSSIOns for advertIsmg space along the
expressway or concessIOns for reclaImmg and developmg real estate adjOInIng the
Interchanges WhICh would mcrease the proJect's FIRR

The Benefit/Cost RatIO for the project IS estimated at 2 00

The finanCIal and economIC factors indIcate that the project IS economIcally
Justifiable and has strong potentIal to be even more attractIve financIally when
structured on a BuI1d-Operate-Transfer basIs

E PRIVATE DEVELOPl\1ENT OF THE EXPRESSWAY

Followmg the supplemental FeasIbIhty Study of the project on a BOO or BOT
basIS, Project BId Documents would be prepared outlImng the general and mInimUm
standards and specIficatIons for the completIon and operatIon of the project The
Government of Sn Lanka's Secretanat for Infrastructure Development and Investment
(SID!) WIll hold a ConsultatIve Conference pnor to the completIon of the bId
documents ThIS Conference would proVIde the SIDI WIth the VIews of mterested
pnvate bIdders on the BOT scheme for the expressway project Such a Conference
would ensure a faster and hIgher success rate for the bIddmg and ImplementatIon of the
Expressway Project

~ PUBUC/PRIVATE PROJEcr OF SIDI AND TIlE MINISTRY OF POllCY, PIANNING AND IMPLEMENTATION
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Although thIS prOject profile summanzes the project detaIls as IdentIfied to the
feaslbillty studIes, SIDr wIll conSIder bIds that propose alternatIve project structures
and or charactensucs If they are VIewed to enhance the vlabulty of the project and ItS
attractIveness to the Government The government welcomes the mgenUlty and
creatiVIty that the pnvate sector may bnng to thIS project If It IS m complIance
With the parameters of the project specIficatIOns contamed m 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 SIDr Intends to utIlIze the followmg general cntena m
the evaluatIon of pnvate sector bIds

I Clear expertIse m constructIng and operatIng expressways
2 Low estImated project cost and operatIng cost
3 Fmanclal backlng and clear, Viable plan to obtam finanCIng for the project
both locally & abroad
4 AbIlIty to comply WIth enVIronmental objectIves of the project
') RealIStIC plans for completmg project m an expedItiOUS manner, Includmg
accessmg supplIes, uUllzmg VIable technologIes
6 Demonstrated commItment to the project

G CONCERNED AGENCIES.

For more mformatIon of thIS and other opportumtIes for publlc-pnvate
partnershIps In Sn Lanka please contact

Secretanat for Infrastructure Development & Investment
Muustry of PolIcy Planmng & ImplementatIon

Sethsmpaya
Battaramulla, Sn Lanka

PUBUCIPRIVATE PROJEcr OF SIDI AND TIlE MIN'lSTR.Y OF POllCY, PlANNING ANn IMPLEMENTATION

•
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Pub11c - Pr1vate Partnersh1p 1n
Infrastructure Development

Program GU1del1nes for BOO-BOT ProJects

1 Background and General Pol1cy

1 1 There IS an urgent need to Improve the Infrastructure
facIlItIes ln Sr1 Lanka to match InternatIonal standards In order
to cope wIth the hIgher levels of antIcIpated Investments In
Industry, agr lcul ture and the serVIce sectors Further 1t IS
w1dely accepted that a well developed economlC Infrastructure,
among other thlngs, creates employment, promotes local and
foreIgn Investment, fuels bus1ness productIVIty and expansIon and
contrlbutes greatly to raISIng standards of lIVIng and access to
socIal and economIC serVIces Conversely, an Inadequately
developed or Ineff lClently performIng Infrastructure stIfles
economlC actIvIty and affects the quallty of lIfe of every
sectIon of the communIty

1: T~e 3b l~tv of the Government to fInance the reqUIred
Infrastructure facll1tles 1S llm1ted by the amount of revenuL
that can be generated from the avallable low Income 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 maL~taln a
reasonable standard of SOCIal welfare Hence, ln pursuance of the
accepted pollcy of the Government of encouraglng prlvate
Investment In the economIC development of the country, It IS now
envIsaged to attract prIvate Investment In the development of
Infrastructure faCIlItIes In the future

1 3 The Government therefore seeks the collaborat1on of
the prIvate sector, domestIC and foreIgn, on mutually beneflC1al
terms In the development of the Infrastructure on BUlld - Own 
Operate (BOO) and BUIld - Operate - Transfer (BOT) or other
PublIC PrIvate partnershIp arrangements

1 4 In promotIng prIvate lnvestments, the Government wlll
endeavour to mal.ntain a proper balance between the need to
provl.de a satIsfactory serVl.ce to the publl.c at reasonable cost
whlle safeguardIng theIr rl.ghts to eXIstl.ng alternatIve serVIces
and to ensure an adequate return on Investment
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2 4 Normally, the Government wlll ldentlfy a proJect and
lnvlte the prlvate sector to submIt proposals In conformlty With
program gUldelines and proJect specificatlons together wIth their
own technlcal, organisatlonal and fInancial approach PrIvate
sector Investors may also advance proposals on their own
Initlatlve If such a proposal appears to have the potential to
make a slgnlflcant contrlbutlon to lnfrastructure development
whlle meetlng the crIterIa appllcable to BOO-BOT proJects, the
Government may enter lnto negotIatIons wIth a VIew to developing
a vIable proJect

3 Inst1tutl0nal Framework

3 1 The focal pOInt of the BOO-BOT program WIll be the
Secretarlat on Infrastructure Development and Investment (SIDl)
establIshed wIthIn the MInIstry of PolICy Plannlng &
ImplementatIon as the focal pOInt of the BOO-BOT programme SIDl
WIll be responsIble for all aspects of proJect development in
collaboratlon wlth key pollcy and Implementlng Mlnlstrles The
operatIons of SIOI WIll be supervlsed by a Sub CommIttee of the
Industrlalisation CommIssIon

The SIOI WIll prImarIly be responsIble for

1 IdentIfyIng approprIate proJects and preparIng
profIles that may be sUItable for 1mplementatlon
under BOO-BOT or other basIs, ln co-operatIon with
ImplementIng agencIes and bUIldIng an Inventory of
such proJects,

11 EnsurIng that proposed proJects meet establIshed
socio-economlc, technIcal, and envIronmental pollcy
crIterIa,

111 EnsurIng that proposed proJects conform to the
Program GUIdelInes and governIng legIslatIon,

IV AdmInIsterIng, In 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 recommendatlons
on deCIsIons to accept or reJect
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6 The Process of proJect Development and Approval

The process of proJect development and approval takes two
forms dependlng on whether the proposals are sollclted or
unsol1c1ted

6 1 So11c1ted proposals

6 1 1 In th1S type of proJect, the Government through SIOI
and the relevant llne MInIstrIes/agenCIes wlll ldentify elIgIble
and vIable proJect candIdates, develop bld documents, and tender
elIgIble proJects to the prIvate sector through a competlt1ve bld
process uS1ng publ1C advert1sement SIDI and the relevant llne
M1n1stry/agency w1ll then reVIew, evaluate, rank and determ1ne
proJect cand1dacy and b1dders USIng establ1shed bId evaluat10n
crIterla

6 1 2 After the b1d evaluatIon stage, the best proposal w1ll
be selected and approved 1n prIncIple, and a Letter Of Intent
(LOI) 1ssued LOr WIll enable the bldder to move to the second
stage of the proJect process In the second stage, the b1dder
w1ll take the follow1ng steps

1 EstablIsh proJect company 1ncorporated or reg1stered
1n Sr1 Lanka

11 Seek reqUIred approvals and consents,
111 Conduct an env1ronmental and socIal Impact study,

lV Prepare 1mplementat1on plan,
v FInal1se eqUIty and loan arrangements,

VI Prepare and subm1t the f1nal proposal,

6 1 3 Upon complIance w1th all aspects of proJect
development In the second stage, bidders wlil go through the
negot1atlon stage, at the end of Wh1Ch the Government, 1f
sat1sf1ed w1~h regard to proJect VIabIlIty and complIance WIth
establ1shed crIter1a, may grant approval of terms and condIt1ons
of contract and execute agreements bInd1ng partIes to flnanclal
arrangements and construct1on of the facIl1ty 1n quest10n
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6 2 4 At thls stage, SlDr wlll also provlde the proposer
Wl th a letter acknowledg lng the submlsslon and a Terms of
Reference (TOR) to prepare a detalled proposal In the lnterest
of promotlng program transparency and lntegrlty, sror wlll
announce publlcly the recelpt of the proposal and that the
Government has offered TOR to move to the second stage

6 2 5 The l.ssue of TOR, letter of acknowledgement, and
publl.c announcement, do not represent ln any way a comm1tment by
the Government to the proJ ect Only after a f 1nal and more
deta1led proposal 1S evaluated and approved w1ll the Government
prov1de the proposer of an unsol1c1ted proJect w1th a Letter Of
Intent (LOr)

6 2 6 rn the case of proposals subm1tted In response to an
SPR, SlOr w1ll cons1der reimburs1ng a port1on of the cost
lncurred ln carrY1ng out proJect feas1b1l1ty studies as a means
to further encourage the actlve part1c1pation by the pr1vate
sector in the proJect development cycle

7 Evaluat~on of Proposals : Sollclted and Unsollclted

The evaluatIon of proposals, solICIted or unsolIcIted w1II
be gU1ded by the same cr1ter1a The InItIal stage In the
evaluatIon of proposals 1S to determlne whether

7 1 the bIdders or proposers have the technIcal, financlal
and operatIonal expertIse and experIence to successfully
Implement the proJect Greater weIght w1II be gIven to
b1dders or proposers who nave experIence In the sector
in quest10n and WIth publIc/prIvate partnershlps,

7 2 the proJect can be successfully f1nanced 1n
conform1ty w1th the Program GUIdelInes, 1 e , on a non
or Ilm1ted recourse bas1s WIth no state f1nanc1al
guarantees reqUIred,

7 3 the proJect can stand the rIgorous test of complIance
w1th all socIal and envlronmental Impact gUIdelInes,

7 4 the proJect can yleld sIgnIfIcant socIal, economIc, and
financlal returns and provIde product or serVIce to
users at the "least cost" possIble and WIth acceptable
terms and condItIons,
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9 pre-qual~f~cat~on Cr~ter1a and M1n1mum standards

In all cases, b~dders or proposers wIshIng to undertake
lnfrastructure development In partnershIp wIth the Government
must meet certaIn pre-qualIfIcatIon crIterIa

9 1 Ownersh~p

The bIdders or proposers can be domestIc or forelgn or. /
JOlnt ventures However, they must have some legal domIcIle ln \( ~
SrI Lanka (e g a company Incorporated In SrI Lanka) and are '/
governed by the same regulatIons as other enterpr lses wh lch
qualIfy for conceSSIons under the Greater Colombo Economlc
CommISSIon (GCEC)

9 2 Exper~ence or Track Record

The bIdders or proposers must possess adequate experIence
In the sector In questIon as well as wIth proJects structured and
operated of thIS kInd ConsortIa arrangements WIll be evaluated
on the basIs of the IndIvIdual and collectIve experIence and
expertIse of the fIrms In questIon Key personnel must also
demonstrate experIence In managIng and Implementlng proJects of
thIS kInd

In all successful publlc/prIvate partnershIps, fInanCIal
stamIna and strength of the bIdders or proposers are key
IngredIents to proJect success Successful bIdders or proposers
wIll demonstrate an abll~ty and experIence to structure and
complete fInanCIal packages that are vIable and that are desIgned
on a non-recourse or lImIted recourse basls EVIdence of
fInanCIal capacIty to mobIlIze domestIC and forelgn resources,
debt and equIty, WIll be a de rigueur element In the advancement
of any proJect

9 4 M~nlmum Standard and Speclflcatlons

All bIdders and proposers must meet certaIn mlnimum
standards regardIng specificatlons and performance and the
delIvery of certaIn goods and serVlces as determIned by SIDI and
the relevant lIne Ministriesl agencles In the case of solICIted
proposals, SIOI and the relevant lIne Mlnistries/ agencIes WIll
outlIne the mlnimum standards and performance levels that
successful bIdders must meet
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12 B1ddlng Procedures

12 1 A pre-bId conference shall be conducted by sror at
least SIxty days before the deadlIne for the submISSIon of bIds
At thIS conference, potentIal bIdders WIll have the opportunIty
to seek clarIfIcatIons on the scope of work, bId documents, bId
evaluatIon procedures, contract terms and condItIons, and any
other non-proprIetary InformatIon that may be reqUIred to submIt
hIgh qualIty bIds

12 2 SIOI WIll be responSIble for receIVIng and pUblIcly
openlng the blds at the stIpUlated tIme and place and wlll
evaluate all blds as to thelr conformance with the requlsite
standards, crlterla, and prices

13. Awards

13 1 Upon evaluatlon, SIDr and the relevant LIne
Mlnlstry/Agency wlll recommend to the Cablnet, for approval the
award of the contract to the bldder wIth the lowest cost and most
favourable technIcal, economIC, and SOCIal value proposal

13 2 The Government reserves the rIght to reJect any and
all blds that are not In complIance wIth the I~terests of thIS
program and accept any offer that IS most advantageous to the
government Moreover, If no bIds are VIewed to be In complIance,
the blddlng could be declared suspended

14. Performance Bonds and BId Bonds

14 1 In submIttIng bIds for proJects, bIdders are reqUIred
to submIt authentIC bId bonds as speCIfIed In the bId documents,
and serves to guarantee that the bIdder, If 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 In
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
flUId arrangements, whereby penaltIes and rewards are
contractually a part of meetIng or fallIng to meet pre-determIned
proJect performance standards
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15.3 F1nanc1al or Equ1ty Contr1but10ns

Depending on the nature of the proJect and the structurlng
of the securIty package to ensure proJect success, It may be In
the Interest of the publiC good as well as the proJect, to have
the Government provlde certain levels of fInanCIal, dIrect or
IndIrect, or equIty partICIpation In proJects on a case by case
basIs

15 4 Log1st1cal or PhYS1cal Fac1l1t1es to be Prov1ded 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 Include, but is not
lImited to acqUiSition 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, If
SIDI and the relevant LIne Ministry/Agency are satisfIed with
their conformity to program and proJect obJectIves

15 6 Approval of Toils/Fees/Tariffs/Charges, etc

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,
in recognition that long term arrangements reqUire adJustments
In fees and tolls, the Government wIll prOVIde, In the bidding
documents and contracts, a formula where adJustments to tolls,
fees, charges, etc can be instituted as reqUIred


