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PROJECT AUTHORIZATION 

Country: 
project: 

Number: 

INDIA 
Financial Institutions 
Reform and Expansion 
386-0531 

1. Pursuant to sections 103 through 106 of the Foreign 
Assistance Act of 1961, as amended, I hereby authorize the 
Financial Institutions Reform and Expansion (FIRE) project 
for India (the "cooperating Country") involving planned 
obligations of not to exceed Twenty Million united states 
Dollars ($20,000,000) subject to the availability of funds 
in accordance loJith til", "nnual OYB "llotment process, to help 
in financing the foreigl! exchange and local currency costs 
of the project. 'I'he planned life of the Project is five 
years from the date or initial obligation. 

2. The Project is designed to assist the Government of 
India (GOI) to improve the legal and regulatory framework, 
and the operational environment of India's capital market 
and to assist in developing the debt component of that 
market by demonstrating the commercial viability of selected 
urban infrastructure projects. It will assist India's 
capital markets by improving: 1) trading practice 
transparency; 2) tlme reyuired for the settlement and 
clearance of trans"ctions; 3) disclosure norms for market 
participants; 4) investor services; and 5) capacity to 
mobilize resources for urban infrastructure that will be 
designed to assist, in large part, households below the 
median' income level. 

J. Goods and services financed by A.I.D. under the project 
shall have their source, origin and nationality in the 
united states except as indicated below. Local source 
procurement is authorized pursuant to Handbook 1, Supplement 
B, section 5D10a(1) (e) for approximately six Million U.s. 
Doll"rs ($6,000,000) for 10c,,1 tr"ining and consultancy 
costs, "nd 0udit/payment verification costs because success 
in the achievement or project objectives requires that we 
substitute expatriate for local expertise as little as 
possible. In addition, local source procurement is 
authorized tor those categories of goods and services listed 
in Handboo], 1, Supplement B, section 18Alc. 12~ 

Siyn"ture/()~-:J; <{Jl ~ 
Name: walter G. 8011inge 
Title: Director 

USATD/ India 
Dil te: 9-17 -93 
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GUARANTY AUTHORITY 
Program No.386-HG-IV 

(A~thorization No.386-HG-0~S) 

Provided From: Housing Guaranty Authority 

For The Government of India 

Pursuant to the authority vested in the Mission Director by 
the Foreign Assistance Act of 1961, as amended (FAA) and the 
Delegations of Authority issued thereunder, I hereby authorize the 
issuance to eligible U.S. investors (Investors) acceptable to A.I.D. 
of guaranties pursuant to Section 222 of the FAA of not to exceed 
United States Dollars Twenty Million Only (U.S. Dols 20,000,000) in 
face amount. The Guaranties shall assure against losses as provided 
in the Housing Guaranty Standard Terms and conditions (22 C.F.R. Part 
204) with respect to loans including any refinancing thereof .. These 
Guarantied loans shall be made to the Government of India or a 
financial institution satisfactory to A.I.D. (Borrower) to support the 
improvement of the operating environment of the capital market and to 
assist in the development of' the debt component of that market with 
special emphasis on infrastructure 'finance as a means for stimulating 
debt market development and that benefits shelter-related 
infrastructure for the urban poor, 

These Guaranties shall be subject to the following Terms and 
Conditions: 

1. Terms of Guaranty 

The Loans and any refinancing thereof shall extend for, a period of 
up to thirty (30) years from the date of each disbursement of the 
loans and may include a grace period of up to ten (10) years on 

.repayment of principal, during which the interest shall accrUe and 
be payable, and contain such other terms and conditions as are 
agreed to by the Borrower and the Investor, subject to the 
approval of A.I.D. The Guaranties of the loans shall extend for a 
period beginning with the first disbursement of the loans and 
shall continue until such time as the Investor has been paid in 
full pursuant to the' terms of the loans. 

2. Interest Rate 

Interest rate or rates of interest payable to the Investor 
pursuant to the Loans shall not exceed the allowable rate of 
interest prescribed pursuant to Section 223(f) of the Foreign 
Assistance Act of 1961, as amended (FAA), and shall be consistent 
with the rates of interest generally available for similar types 
of loans made in the long-term U.S, capital markets. 
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3. Government of India Guaranty 
, 

prior to disburseme~t of any loan amounts pursuant to this 
Guaranty Authorization, a written guaranty to indemnify A.I.D. 
against all losses arising by virtue of A.I.D.'s guaranties to the 
Investor or from non-payment of the A.I.D. fee shall be provided 
in a form satisfactory to A.I.D. by the Government of India (or a 
financial institution authorized by the Government of India to 
provide such a guaranty and approved by A.I.D.). 

4. Fee 

The Fee of the United States shall be payable in U.S. Dollars and 
shall be equal to one-half of one per cent (1/2 percent) per annum 
of the outstanding guarantied amount of the loans plus a fixed 
amount equal to one percent (1 per cent) of the amount of the 
loans authorized or any part thereof, to be paid as A.I.D. may 
determi.ne upon disbursement of the loans. 

5. Other Terms and Conditions 

The Guaranty shall be subject to such other terms and conditions 
as A.I.D. may deem necessary. 

In accordance with the provisions of the Federal Credit Reform Act of 
1990, I hereby authorize the obligation of United States Dollars Two 
Million Five IIundred and Seventy-TWO Thousand) (Dols 2,572,000) to 
cover the subsidy of Authorization No.386-HG-IV and for use of United 
States Dollars Twenty Million (Dols 20,000,000) in Guaranty Authority, 
action must be taken to obligate these funds by no later than 
September 30, 1993 by receiving from the Government of India the 
countersigned Letter of Advice. The Guaranteed Loans must be 
disbursed by no later than September 30, 1998 after which time the 
obligated funds expire. 

Walter G. Bollinger 
Director 
USAID/India 

9-17-93 
Date 



I • BACKGROUND 

A. Introduction 

India's economic recovery following the crisis of mid-1991 has 
been swift. This is due to good economic management and 
adherence to a sound stabilization program along with the 
implementation of broad ranging structural reforms and market 
liberalization. Real GDP, which dipped below two percent in 
1991/92, is projected to grow at four percent in 1992/93. 

To increase the rate of growth to 5-6 percent in the medium term, 
the Government of India (GOI) plans to raise investment from the 
present level of 24 percent of GDP to 27 percent and to improve 
the overall efficiency of investment. Attaining this goal ,,·ill 
require increased domestic savings, though it is expected that an 
immediate gain in investment will be realized through the more 
efficient use of existing savings. The Government has been 
liberalizing the country's financial markets and modifying 
regulatory controls in order to create an environment conducive 
to the efficient allocation and use of investment resources. 

Jettisoning antiquated controls is the easier half of market 
liberalization. Liberalization places great reliance on markets 
to allocate financial resources efficiently so that their 
performance of this function is sustainable in the long term. 
Markets can do this only if they are set up to operate properly. 
without transparency and full disclosure, for example, the 
capacity of capital markets to serve as sustainable vehicles for 
mobilizing savings will remain constrained. 

The Financial Institutions Reform and Expansion (FIRE) project 
will support the GOI in its efforts to revamp India's capital 
markets to· enable them to·serve as efficient and reliable sources 
of development finance. The project will have three components: 
1) .the Regulatory Environment Improvement Component; 2) the 
Operating Environment Improvement component; and 3) the Debt 
Market Development Component. Funding to be provided under the 
project will include $US 20 million in Development Assistance 
(DA) and US $125 million in Housing Guaranty lHG) assistance over 
a five-year period. 

The Project will help reduce India's poverty by accelerating 
market-led growth through the increased mobilization and more 
productive use of capital resources. The Debt Harket Development 
Component will contribute directly to improving environmental 
conditions and the standard of living in selected low-income 
urban areas, and will provide a broader capital base for the 
country to expand its infrastructure facilities over the medium 
to long-term. 



B. BACKGROUND 

until the early 1980's, financial intermediation in India was 
predominately performed by India's 28 public sector commercial 
banks, 52 private sector commercial banks, and eight Development 
Finance Institutions (DFIs). Whereas the commercial banks and 
DFIs have historically been the principal sources of capital for 
India's corporate sector, during the 1980s the securities markets 
dramatically expanded and became an important source of capital 
for the corporate sector. For example, whereas US $200 million 
was mobilized for India's corporate sector through the primary 
markets during 1981-82, US $2 billion was mobilized in 1991-92: a 
ten-fold increase over a period of ten years. 

Even though both the equity and debt components of the market 
have grown in absolute terms, equities have clearly dominated the 
scene. A review of the Reserve Bank of India's "Report on 
Currency and Finance" suggests that debt accounted fpr no more 
than 20 percent of the total resources mobilized through the 
securities markets in any' of the five years starting 1986 to ' 
1991. At the end of March 1992, the market capitalization for 
equi ty was Rs 2,000 ,billion (US $66 billion) and the market 
capitalization for debt was Rs 300 billion (US $10 billion). The 
low share of debt in the total resources mobilized through the 

, securities market is an indicator of the fact that, historically, 
long-term finance was available through the DFIs at below market 
rates administered by the Government. This coupled with low 
interest yields on debentures, the absence of an exit mechanism 
for commercial enterprises and no tax concessions (unlike tax 
concessions on Public Sector unit (PSU) bonds, bank deposits and 
dividend income) rendered private sector debt instruments 
unattractive to investors at the retail level. 

Stock markets are not new to India. Records show that 
transactions in government securities and in East India Company 
debt securities took place in Dalhousie Square in calcutta toward 
the end of the 18th century. The Bombay stock Exchange (BSE) was 
founded in 1875, and since then Bombay has been known as the 
financial capital of India. The BSE currently handles about two
thirds of the country's equity trading. 

There are 22 other exchanges in India, including the Over the 
Counter Exchange of India (OTCEI) which is India's first 
electronic exchange. The other main exchanges are located in 
calcutta, Ahmedabad, Delhi and Madras. The development of 
India's stock markets has evolved independently of f'oreign 
participation and despite a persistent anti-market bias of post
colonial governments. 

India's equity market is surprisingly large, has considerable 
depth, and is not, in many respects, an "emerging" market. The 
market's capitalization stood at US $5 billion ten years ago, and 
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it had an annual turnover at that time of approximately us $5 
billion. The markets in Taiwan, South Korea and Brazil were 
roughly the same size, while Turkey, Indonesia, and Thailand had 
markets with capitalizations of us $1 billion or less. 

The decade of the 1980's witnessed accelerated growth in India's 
equity market. Although the rate of growth was not as dramatic 
as in other countries, it was consistent with global trends. 
Between 1980 and 1992, the number of companies listed on the 
stock exchanges increased tenfold; the number of share-holders 
soared from around two million to over 15 million; market 
capitalization increased from us $5 billion to us $50 billion; 
and by the close of 1992, the annual volume of trading had 
reached us $37 billion. 

India's debt market has developed more slowly and has not yet 
become a major source of finance for India's private corporate 
sector. Historically, the market has been driven primarily by 
public sector requirements for capital resources. The Reserve 
Bank of India's (RBI) statutory Liquidity Requirement (SLR) , a 
system that requires Indian banks to invest a specified 
percentage of their liabilities in government-designated 
instruments, has virtually transformed India's debt market into a 
captive market for government debt. Under liberalization, 
however, the SLR requirement is being phased down, and a 
progressively larger share of government debt is being subjected 
to auction. . 

Overall, the securitized debt market in India is not small. The 
market for government securities is large, and the value of 
outstanding government securities is estimated to be over us $30 
billion. The government introduced the sale of government 
securities through auction in 1992 and the auction is undertaken 
with a ceiling on auction ·coupon rates. Financial institutions, 
commercial banks, insurance companies and provident funds and 
other non-bank financial institutions subscribe to these 
securities. Financial institutions and commercial banks, 
however, subscribe to the government securities primarily to meet 
the Statutory Liquidity Requirement. Therefore, even 'though the 
primary market is large, it is also captive, and there is a very 
non-liquid secondary market. 

Public sector corporate entities began issuing bonds in 1985-86, 
and the current amount outstanding is estimated to be Rs 205 . 
billion. The bonds carry a maturity of seven-years and a coupon 
rate not exceeding ten percent for tax free bonds and 14 percent 
for taxable bonds. The bonds are normally placed with banks, 
mutual funds, large companies and Public sector Units. 

Private corporate entities issue debentures to meet roughly 1/3 
of their debt capital needs. As noted above, the interest rates 
on these debentures are now market driven and range between 16-19 
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percent. The debentures are placed privately with financial 
institutions, and, even though they are mandatorily rated_and 
listed on the stock exchanges, they are not actively traded. 
Large private companies (i.e., all companies with a net worth of 
Rs 50 million or more) are also permitted by the RBI to issue 
Commercial Paper (short-term loans) with maturities of between 
3-6 months for which the interest rate is market determined. 

Private corporations have been able to secure a SUbstantial share 
_(approximately 2/3) of their capital requirements through 
SUbsidized, long-term financing from India's Development Finance 
Institutions. Access to these funds, coupled with low interest 
rates and the lack of liquidity for Non-Convertible Debentures, 
the primary private corporate debt instrument, has kept the 
private corporate debt market at a relatively undeveloped stage. 

one of the key factors influencing the demand for debt financing 
in India has been the prevailing rate of interest. until 
recently, the interest rate structure was basically a system of 
government administered rates. In 1991, companies were give~ the 
freedom to set their own rates of interest on debentures. On 
average, the rates have varied between 14-17 percent,. but still 
are not as yet considered by investors to be competitive with 
returns on equity investments. 

The 1980's witnessed several innovations in the debt market in 
terms of the types of instruments available. convertible 
Debentures [Debentures that are convertible to equity after a 
specified period of time (COs») were introduced in the mid-1980s, 
and Partially Convertible Debentures (PCDS) in 1989. The quasi
debt nature of both of these instruments offered investors the 
lure of access to equity upon conversion, often at a price below 
the prevailing market price. Additional instruments are being 
tested in the market, e.g., Convertible Preference Shares Which 
provide a fixed return for the first three to five years followed 
by.conversion to equity. 

In its efforts to promote the privatization of municipal services 
(especially water supply, sewerage and solid waste management 
systems), the GOI is seeking to obtain finance for urban 
infrastructure projects from the country's long-term debt 
markets. As indicated earlier, the market has not yet developed 
the capacity to mobilize capital in the amounts needed to meet 
these requirements. Debt instruments that are attractive to 
investors will need to be developed and bond market operations 
improved dramatically in order for funds from this source to 
become available. 

C. The Regulatory Environment 

India's regulatory environment is characterized by a plethora of 
regulations and a variety of regulating authorities. In an 
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attempt to rationalize the prevailing regulatory environment, the 
GOI, in 1992, repealed the control of capital Issues Act of 1956, 
thereby abolishing the Office of the Controller of Capital Issues 
(CCI) . 

with the abolition of the CCI, the regime wherein the government 
determined the price of public offers came to an end and a new 
era of freer pricing was ushered in. The securities Exchange 
Board of India (SEBI) was set up under the SEBI act of 1992 as a 
statutory body for the development and regulation of the 
securities markets. Under the present arrangement, SEBI has 
statutory control over only the secondary market, whereas the 
Department of Company Affairs is the concerned agency for 
approving company prospectuses and has direct jurisdiction over 
issuers. 

In the past, certain government regulations, including GOI 
control over pricing of primary equity issues, led to gross 
underpricing of new issues and consequently to serious price 
distortions. However, with the abolition of the Office of the 
Controller of Capital Issues, the Government has attempted to 
usher in an era of free pricing. The system, in principle, now 
relies on market pricing of equity and debt issues, but the 
existing system has limitations. These include significant 
overpricing of issues by the issuers, long time lags between the 
date of price determination and the opening date of the issue, 
and the limited role of underwriters and merchant bankers in 
determining/negotiating prices. 

A further consequence has been the "emergence of an investor 
community that is accustomed to assured profits and government 
protection against risk of loss. one often hears that India has 
developed an "equity cult." The term is misleading, because it 
implies that a sizable group of investors has learned to 
participate in a true market-driven securities market. This has 
not as yet been the case in India. 

The practice of closely controlling market operations, generally 
labelled as the "merit review" approach, was adopted some years 
ago by a number of Asian countries to accord with their efforts 
to "protect" the public and redistribute wealth. Most of these 
countries are now finding that conversion to a "full disclosure" 
basis of market operation is preferable. 

Under a full disclosure system, investors have equal opportunity 
to obtain sufficient information about particular securities and 
about the persons engaged in the securities business to enable 
them to make their own informed investment decisions. The 
government does not attempt to protect the investors, either 
individually or as a group, from the results of their decisions. 
There are, however, penalties for fraudulent practices such as 
deceit, misrepresentation and market manipulation. 

5 



I 

L 

India is among the countries that have begun the process of 
converting to a full disclosure system. It will take time to 
bring the system to fruition because the establishment of 
effective deterrents to unlawful practices is essential to the 
proper functioning of such a system. The development of 
efficient methods for investors to recover losses due to illegal 
behavior (as distinguished from losses due to market and business 
risk) is also a prerequisite. 

In addition, the completely different market environment that a 
full disclosure system provides will require that a major 
educational process be undertaken to inform the investor 
community of the risks and opportunities inherent in such a 
system. Particular efforts are needed to redirect small' 
investors to investment funds (e.g., mutual funds and pension 
funds) that provide professional portfolio management. 

Several significant problems exist in India's current regulatory 
framework that will make the transition to a full disclosure , 
system difficult. These include the considerable fragmentation 
of authority among the government agencies"involved in regulating 
market operations (e.g., the current fragmentation between the 
primary and secondary markets); the weak enforcement of 
regulations by agencies that do have regulatory authority; and a ' 
general lacle of efficiency and transparency in marleet operations. 

1. Fragmentation of Authority 

Although the Securities .and Exchange Board of India (SRBI) .. was 
created to oversee the country's capital markets, significant 
overlaps in authority remain between the Ministry of Finance 
(MOF) , the Department of company Affairs (DCA), the Reserve Bank 
of India, and SEBI. This fragmentation of authority has resulted 
in a regulatory system which is less effective than it could be. 

Whereas the MOF regulates exchanges, the RBI regulates money 
market funds and oversees merchant banks that are operated by 
banks. SEBI regulates mutual, funds and merchant banks, as well 
as other market intermediaries. The DCA is involved in 
disclosure and other corporate matters that affect the securities 
markets and has authority for the prosecution of any actions 
affecting the market operations of corporations, including those 
that would normally be brought by_ a securitie's regulatory body 
like SEBI. 

2. Absence of Effective Enforcement 

The fragmentation of authority has led to a virtual absence of 
enfqrcement efforts. The lack of enforcement is compounded by 
the fact that enforcement powers generally associated with a 
capital markets supervisory authority have not yet been delegated 
to SEBI. For example, SEBr has no authority over prospectuses 
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and corporate disclosure, or the distribution of securities by 
issuers, a key focus of most securities regulatory bodies. 
Further, it does not have the authority to impose civil penalties 
or to participate actively in the process of instituting criminal 
actions. 

3. Lack of Consistent Legal Framework 

In addition to the problems of fragmented authority and the 
absence of effective enforcement is a more fundamental problem: 
the laws governing India's capital markets [principally, the 
Companies Act, the Securities (Contracts) Regulation Act, and the 
Securities and Exchange Board of India Act] do not provide a 
framework for market regulation that accords with international 
standards. A complete overhaul of the laws is needed to simplify 
and streamline them and to permit the proper allocation of 
regulatory jurisdiction. 

D. The operating Environment 

.1. Deficiencies in Market Operations 

The principal complaints about capital markets in India at 
present relate to certain rigidities in the way in which the 
markets are structured and to deficiencies in the way in which 
they operate. These problems expose the investing public to 
manipulation by the securities industry and could, accordingly, 
hamper efforts to improve market operations. The particular 
deficiencies which give rise to and perpetuate these comp~~ints 
are discussed below. 

a. Lack of Transparency 

The lack of .transparency in investor trades is, perhaps, the main 
deficiency in the way capital markets operate in India. Lack of 
transparency means that a person who deals in a market does not 
have access to sufficient information about the market, the 
issuers of a security, or the security itself, to determine 
whether he is making a proper investment decision. 

The lack of transparency is evident at three levels. There is 
little transparency in terms of the prices at which securities 
trades are negotiated; company disclosures are not adequate; and, 
being manual, trade reporting at most of the exchanges is less 
efficient and, consequently, less transparent. Furthermore, 
brokers operate both on their own account as well as on the 
account of their clients for which no separate books of accounts 
are maintained. This leaves tremendous scope for manipulation of 
books of record and less than the best price for the investor. 
Also, because of the absence of·a national market system, 
investors do not have access to information regarding the prices 
for stocks on different exchanges thereby preventing them from 
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executing trades at the best price. Whereas this lack of 
connectivity among the exchanges and the consequent lack of price 
transparency is disadvantageous for the investor, it allows 
brokers to take advantage of the situation through arbitrage 
arrangements. 

The way corporate disclosure is handled in India (which includes 
prospectuses that provide information relative to a pUblic 
offering, as well as annual and periodic reporting and reporting 
of material events) also constitutes a major deficiency. There 
is no adequate filing system for corporate disclosure by public 
companies, and no centralized public reference facility. Due 
largely to the lack of enforcement, information is exchanged 
informally, and hence, unevenly across investors. 

b. Lack of Interconnected Trading systems 

A major structural problem affecting market operations is the 
lack of a single market or interconnected trading systems. This 
problem is exacerbated by the inability of the country's various 
stock exchanges to fUnction cohesively, not only in terms of 
legal and regulatory policies, but also in terms of trading 
practices and settlement procedures. The establishment of a 
National stock Exchange (NSE), which is expected to help 
circumvent and avoid the many deficiencies present in the 
existing exchanges, has been put on a fast track by the Ministry 
of Finance. Establishment of the NSE is proceeding rapidly 
despite strong resistance from vested broker groups and from the 
existing exchanges. 

c. Lack of Automation 

The absence of automation, first at the level of the individual 
stock exchange and second at the level of the interconnection of 
all exchanges, prevents an individual order from receiving 
exposure to the greatest number of buyers and sellers qualified 
to compete for the business. The lack of automation at an 
individual exchange also inhibits the rapid dissemination of 
price information. In addition, it makes it difficult to 
establish an audit trail that can help assure investors a fair 
price. 

An efficient market regulatory system can, without automation, 
assure dissemination of the rules of the game in an orderly and 
fair manner and can assure that corporate data is reasonably 
accurate. It can also, without automation, provide for an audit 
trail that can be used to trace violations of "best price" and 
assure that other rules designed to protect investors in the 
trading process are effectively impiemented. This has been done 
in many other countries. However, automation enhances 
significantly the ability of regulators to accomplish these 
goals. In India, because of high trading volumes and a pervasive 
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lack of trust in brokers, automation is essential to enable them 
to do so. 

d. Lack of Investor Access to Brokers 

In India, an estimated 80 percent of individual investors must go 
through one or more sub-brokers in order to process their 
securities transactions. sub-brokers are estimated to be in 
excess of 100,000 while member-brokers of recognized exchanges 
number only about 5,000 - or one for every 170,000 people. The 
sub-broker seems to be India's current substitute for a retail 
brokerage industry. They also keep brokers from having to deal 
directly with the investing public. 

Each sub-broker adds to the cost of a transaction in the form of 
either an increased purchase price or a reduced sales price. 
These additional costs are not transparent and add to the general 
problem of price transparency. The situation is exacerbated in 
some markets by systems which allow and encourage brokers to 
speculate in transactions. 

e. Inefficient Clearance and Settlement systems 

India's existing clearance and settlement procedures require 
tremendous paperwork related to the physical handling and 
movement of certificates. The system is grossly outdated and 
simply inadequate to the task of handling a rapidly growing 
volume of business. 

The industry's standard fortnightly settlement period is too long 
by any measure, and too loosely applied. This has led to delays 
in settlement, pay-outs and delivery; "bad deliveries" (i.e., 
trades of bonds and stocks which fail); and a general loss in 
market liquidity. 

(1) Lengthy Settlement Periods 

The Bombay Stock Exchange, which handles th~ bulk of India's 
trading and settlement volume, divides the year into tWenty-five 
fixed settlement periods of two weeks duration. Each settlement 
period begins on a Friday and ends a fortnight later on a 
Thursday. All transactions entered into during a particular 
settlement period are to be settled by the end of that period. 
This requirement falls far short of the international standard 
for settlement of T+3 (the trading date plus three days) . 

Settlement procedures in the Bombay and three other leading 
exchanges divide listed shares into two groups, viz., specified 
(or forward listed shares) and non-specified (or cash listed). A 
special privilege given to shares included in the specified list 
is that transactions in those shares may be carried forward in 
the form of "badla." In practicer the bulk of outstanding 
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positions in specified shares at the end of a settlement period 
(about 75 per cent) get carried forward to the next fortnightly 
settlement period, thereby delaying settlement and heightening 
the speculative nature of· the transactions. 

Actual settlement, i.e., pay-out, usually takes 15-20 days from 
the end of a settlement period. It usually takes 3-6 weeks 
between a transaction date and the delivery of the securities to 
the buyer, and it usually takes 3-8 weeks between the transaction 
date and the payment date. Once the securities are received, the 
buyers have to register the securities with the company 
concerned, or with the company's registrars or transfer agents, 
to finalize the transfer of the ownership of the securities. 
This requirement involves considerable additional time, often 
months. Furthermore, the company reserves the right to refuse 
transfer of shares. 

Undue delays in settlement may also be caused by "bad delivery." 
currently, some 8-10 per cent of total deliveries are "bad." The 
most frequent reason for bad delivery is the lack of a match. 
between a transferor'S signature on a transfer form and the copy 
of his signature on file in a company's records. A second is the 
frequent number of times that the one year time limit imposed on 
a transfer form's validity is exceeded. 

(2) Excessive Paperwork 

For non-specified shares, settlement periods are generally of one 
week duration. In the case of the BSE, however, the settlement 
period is two weeks, and no carry forward is allowed, i.e., all 
outstanding positions at the end of a settlement period are 
required to be settled by actual delivery. While member payments 
are effected through the clearing house by checks, securities 
traded between members must be delivered physically on the basis 
of delivery orders issued by the computer center of the exchange. 
The paperwork required under the existing system is enormous and 
has grown to a choking point in the brokers' back offices. 

2. Structural Problems in the Market 

a. Lack of Tradable Debt Instruments 

The bond market in India is essentially dominated by government 
securities,. for which the market is a captive one. Banks and 
financial institutions constitute the primary market for these 
securities which are subscribed in compliance with the statutory 
Liquidity Requirement described above. This coupled with the 
fact that thus far the return on these bonds has not been market 
determined and consequently vastly misaligned, best explains the 
absence of an active secondary market for government securities. 
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The primary private and public corporate debt instrument, i.e., 
fixed coupon debentures, is effectively the only debt instrument 
available in the Indian market. However, the lack of liquidity 
and adequate trading mechanisms has rendered it unpopular at the 
retail level. Furthermore, there are no specialized mutual funds 
that invest their resources in debt securities of the public or 
the private corporate sectors. This has clearly limited the 
investment choices for investors who wish to invest in secure, 
fixed-yield instruments. 

b. Absence of Instruments to Hedge Investments 

options and other futures instruments which provide an investor a 
means to hedge his investments are not permitted in India. As 
India's capital markets grow in size and market participants 
increase, the level of investment will also grow. The absence of 
these vehicles could inhibit the desired growth of the markets. 

3. Institutional Deficiencies 

India has already established a multitude of the various 
institutions commonly found in securities markets around the 
world. These include brokerage firms, merchant banks, venture 
capital firms, credit rating agencies, custodians, mutual funds, 
stock exchanges, and accounting firms. Nevertheless, there is 
still an absence of several important and useful institutions. 

a. Absence of strong Self-Regulatory Organizations 

In many markets, market participants are charged with regulating 
themselves, which they normally attempt to do through the 
establishment of self regulatory organizations (SROs). Several 
such organizations are presently operating in India's markets 
(primarily the stock exchanges), but they are weak and not well
managed. Other types of SROs, such as the National Association 
of.Securities Dealers (NASD) in the U.S., have not yet been 
established in India. 

SROs can contribute significantly to regUlating market 
operations, primarily because the persons involved i~ such 
organizations have generally had market experience and are likely 
to be aware of recurring abuses and violations. The 
establishment of SROs is also important because increasingly 
limited budgetary resources have made it difficult for government 
regulatory agencies to provide adequate oversight. 

SROs are most effective in situations in which (a) those 
participating in market activities are interested in assuring 
that violators are penalized so that business can be conducted 
fairly; (b) the Government oversees the operations of SROs to 
ensure that they are in fact fulfilling their regulatory 
mandates, and (c) other deterrents to unlawful conduct, such as 
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effective civil remedies, exist and are enforced. The 
establishment of this kind of a regulatory environment has not as 
yet been accomplished in India. 

b. Outdated Transfer Agents and Registrars 

The use of transfer agents and registrars to validate and effect 
securities transactions is an outmoded practice and constitutes a 
major obstacle to improving market operations in India. The 
'agents are inefficient and are often the cause of delays in the 
transfer of securities. This problem will likely be resolved if 
a national depository is established as has been proposed. 

c. An Underdeveloped and Unregulated Brokerage Industry 

A professional brokerage industry capable of servicing the needs 
of individual investors has not yet been developed in India, in 
part because corporate members have been excluded from the 
exchanges. Tax and bank lending policies have made it difficult 
for corporate brokerage firms to obtain and retain capital, and 
for individual brokers to transfer their memberships to 
corporations. The present commission structure makes· it 
disadvantageous for brokers to service retail investors in 
secondary markets. 

Brokers have been allowed to operate in an environment that has 
been largely unregulated' and one that has provided easy profits. 
Competition has not evolved to help correct these problems 
primarily because of the "closed club" nature of the Bombay stock 
Exchange. Trading on the basis of privileged information has been 
the standard. 

d. The Absence of Private Institutional Investors 

Government and government-owned institutions have to date been 
the country's most significant market participants. These 
institutions have taken sUbstantial positions in the market and 
in some cases control it exclusively. Clearly, such actions have 
not been conducive to the development of a fair, orderly and 
efficient market. 

As a result of the government oligopoly, little effort has been 
made to date to encourage efficiency and competition or to create 
an environment that would lead to the development of a fair and 
well-regulated marketplace. In particular, there has been an 
absence of private institutional investors, e. g." mutual funds" 
pension funds, insurance companies, and especially foreign 
institutional investors, who collectively could have a 
significant impact on the development of a sound market. 

India is beginning to address the need for the participation of 
private institutional investors, specifically mutual funds. Due 
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to prudential investment rules, pension funds cannot participate 
in capital markets other than to invest up to l.5 per cent of 
their assets in securities of public sector corporations or 
financial institutions. Other assets must be invested in 
Government of India SLR bonds. Foreign institutional investors 
are permitted to participate in India's capital markets. An 
effort is being made to reduce the tax requirements for foreign 
institutional investors in order to further encourage their 
participation in the market. 

E. Urban Infrastructure and Its Finance 

1. Background 

India's urban population, broadly defined as the population of 
mainly non-agricultural settlements of over 5,000 persons, has 
been growing rapidly. Over the past five decades, while the total 
population grew from about 360 million to over 040 million, the 
urban population gr·ew from about 60 million to nearly 220 
million, or twice as fast as the national population. Urban 
population growth is expected to continue unabated in the 1990s. 
According to the National commission on Urbanization,. India's 
soon to be population of over one billion is likely to contain 
350 million city dwellers by the end of this century. The 
Commission also envisioned that there would be forty cities with 
a population exceeding one million, compared to twelve such 
cities in 1981. The continued rapid growth of the urban 
population will pose a major challenge to urban authorities over 
the next decade and beyond. 

India's burgeoning population has placed growing strains on the 
nation's infrastructure, especially in the cities and towns. In 
1985, it was estimated that more than a third of the urban 
population did not have access to safe drinking water while more 
than three fourths did not have access to hygienic methods of 
excreta disposal. The serious and growing inadequacy of urban 
infrastructure continues to be a key constraint to overall growth 
of the economy. The costs of deteriorating infrastructure are 
hampering India's economic growth. Waterlogged streets and ~oor 
drainage add to the costs of transportation, while inadequate 
public water supply, power, sewerage and drainage poses 
significant health problems and adds to the costs of operating 
businesses, running homes or managing offices. These factors 
inhibit both foreign and domestic investment and, to that extent, 
reduce the possibility of success in achieving a buoyant 
financial market. 

The organization, provision and maintenance of urban 
infrastructure in Indian cities has been mainly the 
responsibility of the public sector. A variety of institutions, 
with the municipal governments being at the core, are involved in 
the development of urban infrastructure. By and large, these 

l.3 



local bodies depend on financial allocations made by the central 
government or state governments. While these allocations have 
remained at average levels, the state of local finances has 
neither improved nor kept up with the needs for both population 
and economic growth. Thus, one of the major problems of urban 
infrastructure has been the continued dependency on public 
government funds. 

Although the pUblic allocation of infrastructure finance has 
slightly improved with the loan financing approach implemented by 
the Housing and Urban Development corporation (HUDCO), this 
dependency on government capital makes it impossible for local 
governments to meet all but a fraction of their infrastructure 
needs. It is clear that not only is this total dependency on the 
public sector counterproductive, but it will ensure that the need 
will continue to grow. There is an urgency, therefore, for local 
governments to create a conducive urban environment for urban 
infrastructure and to seek out alternatives to financing urban 
infrastructure projects which can tap private capital through the 
development of commercially viable projects that will ensure the 
recovery of investment capital and the recycling of funds. 
Although the challenge of urban infrastructure needs'to be met in 
a variety of ways, including ·new and improved technology, 
organization and management, innovative finance is the major area 
that will ensure that adequate urban infrastructure is provided. 

2. Changes in the Operating Environment 

In the last two years, India has witnessed a dramatic 
liberalization in its financial and economic systems. From an 
insular, inward looking' and centrally planned system, it is being 
restructured rapidly to meet global competitive challenges. This 
liberalization is reflected in actions such as the reduction of 
the allocated system of credit, the entry of foreign investment 
ins.titutions in the Indian capital markets and the progressive 
decontrol of the financial system. Government reforms include 
making a wider choice of financial instruments accessible to 
investors and issuers through various means. For example, the 
GOI envisages a complete ban on generalized loan waivers, 
improved recovery and recycling of public savings, continuation 
of the phased reduction in the statutory Liquidity Ratio, phasing 
out of ceilings and floors on bank deposit and lending rates, and 
the strengthening of institutions and procedures for bank 
supervision. . 

The role of the different government bodies--central, state, 
local--are being transformed not only because of the financial 
changes as indicated above but also by the 199.2 cnuctment of 
Amendment 74 to the Indian Constitution. This Amendment has now 
secured the requisite approval from a majority of the states and 
is an integral part of the Constitution. In general, the purpose 
of this Amendment is to begin the process of devolution of powers 
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to the people at the grass-roots level. It is expected to have a 
profound impact on how the different governments carry out their· 
responsibilities and functions as well as how they relate to each 
other. 

This Amendment recognizes that· the nature of rural India has 
changed noticeably since Independence. Today, about one-quarter 
of the population, approximately 220 million people, lives in 
urban settlements. Insofar as these urban areas contribute 
substantially to the economic development of the country, it is 
necessary for the people and their representatives to be fully 
involved in the planning and implementation of programs at the 
local level. If democracy in Parliament and the state 
Legislatures is to remain strong and stable, its roots much reach 
down to the villages and cities where the people live. 

Unfortunately, the constitution did not make local self
government in urban areas a clear-cut constitutional obligation. 
As a consequence, democracy in municipal government has not been 
stable. While the municipal legislative acts of states provide 
for regular elections in municipalities, they are frequently 
suspended and superseded for indefinite periods of time, thereby 
contributing to the general weakness of municipal bodies. 
Moreover, the general position with regard to financial resources 
of municipal bodies is unsatisfactory. Over the years, there has 
been a steady encroachment on- the assigned functions and revenues 
of local urban bodies by specialized agencies of the state 
governments. As a result, many urban local bodies have become 
debilitated and are not able to perform effectively. 

3. Problems in Developing an Active Debt Market 

The inability of exchanges to develop a secondary market for debt 
due largely to private placements underscores the very serious 
pro~lem of the incapacity of the debt market to service the 
country's expanding needs. This is particularly true and acute 
now that central and state budgetary expenditures are shrinking 
relative to the needs of India's population for basic urban 
infrastructure services. There are several constraints to the 
development of the debt market, other than the overall market 
deficiencies that affect both the equity and debt markets. 

a. Institutional Problems 

Traditionally in India debt has been traded in a distorted 
environment due to government restrictions and private, non
transparent transactions. - For example, under the Statutory 
Liquidity Requirement of the RBI, Indian banks are required to 
maintain a certain percentage of their liabilities invested in 
securities specified by the Government. These are usually either 
treasury bonds or public sector enterprise bonds. This practice 
has created a captive market for the sale of government 
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securities and public sector enterprise bonds, and has suppressed 
the development of a competitive debt market. 

The GOI's move to reduce the percentage of liabilities required 
to be held under the rules of the SLR and to increase the rates 
of interest on treasury securities will stimulate the development 
of the debt market. without a variety of marketable new 
instruments to meet the demand, however, the market may be unable 
to adequately respond. 

b. Need for New Debt Instruments 

The meteoric pace and volatility of the Indian equity market and 
recent government policy changes are creating a demand for less 
volatile investment instruments. India has a relatively high 
household savings rate, much of which is invested in pension 
funds, mutual funds, and life insurance. These institutional 
investors require the more stable yields provided through debt 
markets. The creation of competitive debt instruments will 
channel this demand by matching the terms and yields of the aebt 
instruments with the investment needs of these instit~tions. 

F. Inadequate Capital Markets Research and Training 

The parameters of India's capital markets are rapidly changing 
and are likely to continue to do so over the course of the 
implementation period of the FIRE project. For example, since 
liberalization of the economy began in 1991 the following 
important changes have occurred: 

1) the rupee has become fully convertible; 

2) all but 18 industries have been removed from 
the stringent licensing requirements 
previously required by the GOl; 

3) privatization plans have been designed for 
many public enterprises; 

4) the private sector has been allowed to enter 
the mutual fund industry; 

5) controls on interest rates on debentures have 
been removed, and banking interest rates have 
been liberaliZed; 

6) a National stock Exchange has been created; 
and 

7) SEBI has been given broad regUlatory 
authority over the capital market. 
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The need to remain informed of critical new developments in 
India's capital market and to gather information on problems that 
are in need of carefully constructed solutions (such as the 
establishment of a private sector mutual fund industry) is 
essential to the success of India's emerging system. Not only is 
research essential, but so is the training of India's capital 
market personnel in the sophisticated systems necessary to ensure 
that the new market systems operate efficiently. 

II. PROJECT RATIONALE 

A. Need for Assistance 

India is still recovering from its recent economic crisis, while 
taking steps to accelerate growth over the next 2-3 years. The 
growth strategy will require a significant increase in the 
current level of investment as well as measures to ensure the 
more efficient use of investment resources. The Government has 
been liberalizing the country's financial markets in order to 
create an environment conducive to achieving these objectives. 

A key element in the GOI's efforts to create a more favorable 
investment environment is the need to ensure that the country's 
capital markets are properly regulatedi that the markets are 
capable of operating efficiently on their owni and that they are 
generally allowed to do so. This, in turn; will require 
significant improvements in the legal and regulatory framework 
governing capital market operations, greater transparency in 
market operations, increased automation, better trained staff, a 
higher level of self regulation, and eventually a full disclosure 
mode of market operation. 

India has begun the process of converting to a full disclosure 
system and is modifying the way in which its markets operate to 
facilitate this transformation. Several significant obstacles 
remain, however, to establishing such a system. The Government 
realizes this, and is seeking outside assistance to help overcome 
these constraints. 

One of the objectives of the project is to broaden and strengthen 
the debt market, and a corollary aim is to attack the problem of 
inadequate urban environment infrastructure in municipalities. 
The two aims are complementary. Funding for the improvement of 
infrastructure can only be supplied if the bond market begins to 
flourish. However, there will only be a demand for the monies 
generated by the sale of bonds if there are a series of viable 
infrastructure projects which are identified and executed. 

To introduce the concept of financing infrastructure projects 
through loans and bonds which need to be repaid will not be an 
easy task. Traditionally, funds for such purposes have come from 
central or state sources, and they are often not repaid or even 
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accounted for as project expenditures. There is a widespread 
expectation on the part of local government authorities that 
these funds will continue to come from central and state sources. 
However, given the on-going changes in government policies, this 
flow of funds is not expected to continue at the same level as in 
previous years. Through the project, HG loan funds wi,ll be made 
available directly to local agencies on commercial lending terms 
and conditions, including the requirement that a strict ac
counting system be established, that the costs for which the 
funds are used be recovered and that the monies be repaid to the 
lender, with interest. 

For the Project to be successful, it will need to demonstrate to 
both state and local officials that funds taken under these 
conditions can ease the existing shortage of funds for 
infrastructure. But, it will need to do more than that. It will 
need to find a way to bridge a gap between fundamental attitudes 
and instill among local leaders an acceptance of the need to 
recognize and accept values which may be foreign to them. That 
task cannot be lightly undertaken. It will r,equire imaginative 
and committed work, over the life of the Project, not qnly by the 
Indian people and institutions undertaking the FIRE Project, but 
also from the Indian technical assistance and training component 
of this Project, supplemented by the special skills of foreign 
technical assistance and advisors. 

Fortunately, there are a few local authorities and institutions 
in which the proper climate for using commercially viable loans 
for infrastructure already exists, and they can be used to demon
strate the technical and financial feasibility of the approach 
being proposed in this Project. But it will take agile minds and 
effective techniques to interpret these demonstrations in such a 
way as to make them persuasive to officials of other local bodies 
where the pr6per climate does not yet exist. 

B. The u.s. Comparative Advantage 

The u.s. has one of the most sophisticated and highly developed 
capital market's in the world. This is universally recognized and 
has been cited by Indian officials as the basis for their 
requests for USAID assistance. USAIDjIndia has provided 
assistance to India's capital market through the Technical 
Assistance Support project (TASP), and this assistance has 
resulted in demand for continued US expertise in the development 
of India's market. The underlying rationale of the FIRE Project, 
is to bring u.s. expertise and experience to bear on the market 
restructuring and development efforts currently being undertaken 
in India. 
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will include an operations research and local training capacity 
strengthening sUbcomponent. 

Approximately 98 percent of the Development Assistanc~ (DA) funds 
provided for the Project will be allocated to training and 
consultant activities (including inflation/contingency). The 
remaining two percent will be used for project audits and 
evaluations. In addition, there will be a sizable Housing 
Guaranty (HG) element which will be used to demonstrate the 
feasibility of raising private sector funds for urban 
infrastructure projects. 

D. Relatio~ship to the Mission's Assistance strategy 

The USAID Mission's strategy in India is to assist in the 
acceleration of market-led, broad-based economic growth. The 
FIRE Project is a key element in the Mission's overall strategy, 
in that it will help strengthen the country's capacity to 
mobilize the capital resources needed to achieve accelerated, . 
sustainable market-led growth. The project will contribute to 
India's sustainable development by assisting in the development 
of a capital market that efficiently allocates resourc~s for the 
equity and debt need to finance long-term development. 
The project directly supports one of the Mission's main program
level objectives, which is to streamline the financial and 
regulatory envi~onment governing the country's capital markets. 
The Project will contribute to the achievement of this objective 
by (a) strengthening the markets' regulatory institutions and 
systems, and (b) broadening and deepening private investment in 
India's long-term debt market. 

E. Relevant Experience with other Projects 

The FIRE project will build on several previous and ongoing 
USAIO-funded capital markets assistance projects. USAID has 
helped strengthen India's Over the counter Exchange (OTCEI) by 
providing technical assistance in key areas such as regulation, 
market administration, computerization, and communications 
systems. OTCEI, which began operations in late 1992, is India's 
first electronic stock exchange and the first exchange designed 
to operate as a nation-wide network. OTCEI is also the first 
exchange in India to promote transparency in its trading 
operations and foster the expeditious settlement of trades. 

USAIO has been contributing to the development of a central 
depository and national clearing system in India through its 
support to the stock Holding Corporation of India (SIlCIL). USAID 
technical assistance has been directed towards developing a 
blueprint for a central securities depository and has included 
support for an in-depth review of the technology and operational 
architecture needed to establish a dematerialized depository. 
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USAID, through the TASP Project, has been promoting research in 
the securities industry, including the development of new 
instruments and derivatives and the training of both private 
sector and Gal officials in market functions and issues related 
to market regulations. 

The FIRE project will build on the Mission's current efforts, in 
collaboration with the Regional Housing and Urban Development 
Office (RHUDO), to assist in the development of a long-term debt 
market in India. RHUDO-sponsored Housing Guaranty (UG) programs 
have already been used to promote currency swaps and 
securitization, to assist, in the development of a secondary 
mortgage market, and to provide training in the formulation and 
structuring of 'Unique project financing and implementation 
mechanisms. 

The Project will also seek opportunities to discuss with 
concerned parties the identification of mechanisms for private 
participation in the financing and operating of infrastructure, 
activities in areas other than urban environmental 
infrastructure. This will be accomplished by continuing the 
dialogue related to current USAID/lndia efforts in the private 
power sector and other sectors as they may arise during the 
course of project implementation. 

FIRE will continue the Mission's efforts to assist the Gal in 
developing a consensus on the policy reforms needed to increase 
pri vate financing of urban inf'rastructure projects. '1'he USAID 
and RHUDO/Bangkok have sponsored several workshops over the past 
eighteen months to discuss reform requirements with a group of 
key Indian policy-makers. This dialogue has resulted in the 
development of an action plan for state and local governments to 
implement essential policy reforms, and in a request by the GOI 
for USAID loan and grant assistance to finance the implementation 
of trial programs at selected localities. 

F. other Donor Assistance 

1. Asian Development Bank 

The Asian Development Bank (ADB) is in the process of finalizing 
a financial sector program loan of US $250 million to India for 
capital market development. opportunities for coordination 
activities to be financed under the ADB sector loan will be 
explored as both the FIRE Project and the ADB sector loan begin 
implementation, Thus far, USAID/lndia al,d the ADB have agreed in 
principle to the signing of a Memorandum of Understanding (MOU) 
that will outline levels of cooperation in the sector. The MOU 
will at a minimum provide for the same level of cooperation the 
ADB and USAID/lndia have agreed to under the Energy Management 
Consultation and Training Project, which provides for: a) 
exchange of information and consultation of the two parties 
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during project implementation; and b) the opportunity for the two 
parties to exchange views if and when agreements are materially 
altered. 

The ADB will focus on five major areas for improvement in the 
capital market development area. These include the development 
of an integrated national market system; creation of a central 
securities depository; an improved regulatory environment;. 
stimulating the increased demand and supply of equity through 
regulatory and operational improvements; and activating the 
market for debt instruments. 

2. International Finance Corporation 

The International Finance Corporation has just completed a major 
stUdy of India's capital market and plans to participate in 
market development activities. It will most likely take an equity 
position in the securities industry. IFC is focusing primarily 
on basic infrastructure and on housing finance, leasing 
arrangements, and the establishment of venture capital and 
brokerage companies. 

3. World Bank 

The World Bank is developing a Financial Sector Program Loan for 
India that wili be focused on banking. Activities to be funded 
under the loan are expected to begin implementation in FY 93/94. 
Preparatory to granting the loan, the World Bank has been doing 
background work. in areas of portfolio assessment; the 
rehabilitation and recapitalization of banks and the fiscal 
implications thereof; and the prospects for privatization and 
entry of new. banks. 

III. PROJECT DESCRIPTION 

The Project will have three components through which resources 
will be directed to address problems impeding the further 
development of India's capital markets. Because of the rapidly 
changing nature of the Indian capital market and the need to 
continuously gather information and train market participants in 
new technologies, each component will include a subcomponent for 
operations research and local training capacity strengthening. 
The components and the general areas of assistance which they 
will cover are: 

RegUlatory Environment Improvement - This component will 
address changes needed in the regUlatory framework governing 
capital market operations; 

operating Environment Improvement - The Operating 
Environment Improvement Component will underwrite institutional 
development and restructuring activities aimed at modernizing 
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India's capital markets with the intent of increasing the 
efficiency of market operations; and 

Debt Market Development- This component will broaden and 
deepen the debt market by expanding the capacity of that market 
to serve as a major source of private sector finance for urban 
infrastructure projects. 

Funding to be provided under the Project will include us $20 
million in Development Assistance (DA) and US $125 million in 
Housing Guaranty (IIG) loans over a five-year period. The DA 
funds will be used primarily to finance technical assistance and 
training activities. The fiG loans will help finance a number of 
urban infrastructure projects being used by the GOI as 
demonstration projects to promote increased private sector 
financing of infrastructure development projects. 

A. The Regulatory Environment Improvement component 

India is in the process of converting its capital market 
regulatory system from one of direct government control to one. 
that attempts to create a fair, orderly and efficient market in 
Which investors will receive a reasonable degree of protection 
from unfair practices but will be responsible for their own 
investment decisions and will bear the risks of those decisions. 
In making this 'kind of change, transition measures are required 
until appropria~e systems and safeguards are in place so that 
investors do not lose confidence in the market,. However, several 
problems exist in the Indian regulatory framework that will make 
the transition difficult. The following areas are especially 
critical during tllis transition period: 1) the consolidation of 
regulatory authority will require a strong professional 
organization. capable of exercising this authority; 2) the 
creation of effective market regulation and enforcement efforts 
will require the continued devolution of authority to the market 
regulatory agency and the creation of Self-Regulatory 
Orgal)izations (SROs) within the structure of the capital market 
system; and 3) the need to formulate policies related to emerging 
issues in capital markets will require the interaction of market 
participants and market regulators. 

1. Consolidation of Regulatory Authority 

The Securities and Exchange Board Act of 1992 created the 
Securities and Exchange Board of India (SEBI). Through the 
provisions of this act and its interpretation by GOI authorities, 
SEBI is intended to exercise virtually all regulatory authority 
(except money market mutual funds and the extent of foreign 
involvement in the markets which is liJeely to remain with the 
Reserve Dank of India) of the Indian capital market. 
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their creation and development is crucial if the market is ;. 
expected to perform efficiently in its allocation of resources. 

The only functioning capital market SROs in India at present are 
the stock exchanges and the Institute of Chartered Accountants. 
In addition, the country's merchant bankers are planning to form 
an Association of Merchant Bankers. 

The Project will provide assistance to groups attempting to 
establish self-regulatory organizations that are associated with 
capital market functions. The assistance would consist of one
on-one consultancies by experts from similar self-regulatory 
organizations in the U.S., e.,g., the National Association of 
Stock Dealers, and study tours by Indian organizers of SRO to 
counterpart US organizations. 

J. promoting Interaction Between Market Participants and 
Market Regulators 

Prior to the establishment of policies that govern the actions of 
capital market participants, it is extremely beneficial to 
provide avenues for those making the policy and those being 
affected by it to discuss potential policies. For example, 
through one of USAIDjlndia's projects, a conference on the 
policies and operational implications of establishing a central 
depository for. 'capital market issues created an opportunity for 
policy makers ahd market participants to share information that 
will result in a more carefully designed and implemented 
depository. 

As the Project progresses, many areas of policy consideration are 
certain to arise in which the stimulation a dialogue between the 
regulators aryd the regulated would provide information to both 
sides that would result in more focused policies that promote 
greater efficiencies in the capital market. Some illustrative 
examples of pending policy issues and ones the project will fund 
during its initial implementation phase are provided below. 

a. Futures and options 

India's present equivalent of a futures' market, the badla 
system, is in need of restructuring and separation from normal 
trading. A study group has analyzed requirements for such a 
market, but comparison of international experience in the design 
and implementation of futures' markets is needed. Expertise is 
particularly required concerning the appropriate timing for the 
introduction of such a market. Even though it may not be 
appropriate to establish a market at the present time, in view of 
the continued [OCllS of market participants on this issue, it is 
important tha.t market participants and GOI off icials acquire an 
understanding of the prerequisites for such a market. 
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b. The Role of the Small Investor 

An educational effort could be mounted to inform both policy 
makers and the public of the risks of continuing with the present 
system. Topics for a seminar on this issue could include methods 
of protecting the small investor in other jurisdictions as 
compared to those available in India, the advantages and 
disadvantages of traditional underwriting practices as compared 
to the allotment system, and alternative methods used 
internationally to involve small investors in the marketplace. 

c. Takeovers 

The present legal environment governing takeovers restricts 
development of the market, particularly the establishment of a 
central depository. India could benefit from exposure to 
alternative approaches to takeover regulation from international 
models,. 

other possible topics might include: a) appropriate methods of: 
involving pension funds in a securities market, b) obstacles and 
solutions to creation of a retail brokerage industry, and c) 
alternative remedies for investors who are injured by unfair 
securities market practices. 

The Project will fund a series of workshops and seminars to share 
information on 'topics of interest to market regulators and 
participants .. This will be done by inviting recognized experts 
in the topic of discussion and by funding the costs of organizing 
and presenting the workshop. 

4. Operations Research and Local Training capacity 
strengthening 

a. Operations Research 

The Indian market has evolved significantly during the last 
decade in terms of its regulatory structure. In order to further 
improve this structure, and to bring it in line with 
international standards, continuous research and review of 
parameters of the system is essential. FIRE will contribute to 
this process by supporting operations research in capital market 
regulatory functions. 

Many of the parameters that influence the regulatory environment \ 
of India's capital market will change over the five-year course 
of the FIRE Project. For example, the regulatory requirements 
that the creation of the National stock Exchange will have on the 
market is one such parameter. 'I'his and other important issues 
are in need of investigation in order to provide information upon 
which informed decisions can be made that will not adversely 
impact the growth of the market. Of immediate interest and 
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concern is the impact of the entry of the private sector in the 
mutual fund industry. 

The first operational research activity under the Regulatory 
Environment Improvement Component will be research into the 
changing nature of the mutual fund industry. The principal 
benefit anticipated from developing a mutual fund industry is 
stimulation of the growth of the securities markets by 
introducing vehicles that promote professional investment and 
encourage investment from diverse sources. It is generally good 
policy to encourage mutual funds to develop because they are 
natural holders of stocks, bonds and money market instruments and 
their presence is likely to stimulate constructive growth in each 
of the markets in which the underlying portfolio securities are 
traded. ' 

For mutual funds to succeed in a competitive market, sever,al 
essential conditions must be satisfied: 

• The types of portfolio securities held by the 
funds must be attractive themselves, as 
compared to alternative financia'l assets. 

• The attractiveness of the portfolio 
securities must be enhanced rather than 
dimin,ished by gathering them together within 
a [undo 

• The fund's structure must be economically 
sound. 

• The funds must be subject to appropriate, but 
not overbearing, regulation. 

India's mutual fund industry has developed to a certain degree 
through UTI and other public sector institutions even in the 
absence of some of these factors due in part to the limited 
alternatives available to investors. However, the concentration 
of investment power in UTI, governmental investment policies and 
the lack of competition have limited the potential of the 
industry to' benefit investors and provide a broader institutional 
base for the market. It has been reported that returns from UTI, 
funds have not even kept pace with inflation, and that the 
accounting policies used to report the performance of many funds 
are, at least by international standards, little better than, 
fraudulent. This refers to the reported practice of some of the 
public sector offered funds of manipulating reported returns 
through arranging inter-fund transfers of assets at less than 
marJ<et value. The receiving fund, normally a new one still being 
sold to investors, is thereby able to show higher returns. 
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In a more competitive environment, it is likely that closed-end 
funds, which necessarily operate under a handicap, will become 
less attractive. Closed-end funds, which are not redeemable at 
net asset value on demand, are unable to provide investors with 
assurance that fund shares can be bought or sold at prices which 
are linked closely to net asset value. Thus, an extra layer of 
uncompensated risk is imposed on the unit holder. This results 
from the fact that fund shares will be traded in a secondary 
market at prices that often differ from net asset value by 
considerable amounts due to the inability of an investor to 
liquidate his investment. In addition, brokerage fees must be 
paid on purchase and sale of fund units, thereby further 
increasing the cost to the investor. As a result, the funds are 
general~y less popular with investors. 

The benefit of an open-end mutual fund industry is the greater 
popularity of this organizational form with investors, and the 
larger pool of assets which such funds arc likely to attract. Of 
particular concern to development of open-end funds in an 
emerging market, however, is the limited market liquidity 
inherent in most such markets. The lack of liquidity makes it 
difficult. for such funds to liquidate their investments. at fair 
value in order to respond to redemption requests. As a result 
of the liquidity concern some developing countries have not 
permitted open~end funds to operate. India has decided to allow 
both closed and,open-end funds, but open-end funds are subject to 
high capital requirements. Private sector management companies 
believe they will be able to market closed-end funds because of 
the nature of the investing public in India and that open-end 
funds are not likely to be introduced in the next few years. 

It is also essential to creation of an effective mutual funds 
industry that tax treatment of funds and their holders be 
considered carefully. Due to the nature of mutual funds as a 
conduit for holding investments, it is essential that there be no 
double taxation of income [rom the investments (at the fund level 
and the investor level). Otherwise, purchasers of fund units 
could instead. purchase the securities that would be held by the 
fund directly and pay tax only once. The character of the income 
at the fund level (e.g., as capital gain or tax-exempt income) 
must be retained at the investor level in order to be 
competitive. 

Finally, the funds must be subject to appropriate regulation to 
assure that the industry as a whole deserves and retains the 
confidence of actual and potential investors. Scandals in the 
mutual fund industry can produce negative legacies that can 
undermine the entire fund industry's development. Regulation 
must focus on the threats to structural soundness mentioned 
above, accurate and transparent accounting policies, and also on 
marketing practices to assure that investors are provided the 
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information they need about the funds, their managements and the 
portfolios which they offer. 

The most important and most difficult of these functions to 
develop internally are custody of fund assets and shareholder 
accounting and transfer agency services. Portfolio accounting is 
a function which often is contracted out to third parties. Legal 
services and independent accounting services also are necessary 
for the support of mutual fund operations. 

All that remain to be handled internally by investment management 
companies are portfolio management, product development and 
marketing. One would expect management companies to be willing 
and able to develop the staff and facilities needed for these 
purposes, from both local and foreign sources, provided 
sufficient profits may be anticipated. 

In the future small investors are likely to find that they can 
best participate in the market through mutual funds. . 
Accordingly, assistance to develop that industry is an important 
element of an overall capital market development plan. As India 
transitions from public sector to private sector funds,. there is 
a major need for training in India about operational methods and 
marketing strategies. This training should be focused on private 
sector investo~s, SEBI and public investors. 

The Project wi!'l fund operational research in the above area and 
in and additional areas to be determined. The additional areas 
of operations research m?y be suggested by the project Advisory 
committee and/or other sources and, upon approval by USAID, will 
be funded and included in the responsibilities of the Project 
contractor. 

b. Local Training Capacity strengthening 

India. has made a great step forward in establishing the necessary 
infrastructure required for many of the educational needs to 
support effective capital markets. The'basic infrastructure is 
present to support the education of the capital markets 
professional in understanding and employing the investment 
opportunities that exist today in India. There is, however, a 
great need to modernize and broaden the outlook and orientation 
of this training resource. In addition, there is an opportunity' 
for USAID through these educational institutions to support 
important research for strengthening the analytic basis of 
investment choices and decisions and improving the overall 
quality of the decision-making process required of the capital 
market participants ranging from the top decision makers in 
government and industry to the investing public. 

The UTI Institute of Capital Markets (UTI/IeM), located in Vashi, 
New Bombay, will be one of the institutions to be upgraded to 
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perform the above identified training functions. Analyses 
performed during data gathering for project design indicate that 
this institution is the most likely, with the assistance 
identified below, to be able to provide the training necessary 
for the capital market regulatory environment to become the 
evolving foundation upon which an efficient capital market must 
be based. The physical plant, the library, and the faculty are 
all highly developed. UTI/ICM management is dedicated to the, 
institution's filling the necessary education and research role 
required in India to support the growth and diversity of its 
capital markets. However, upgrading of curricula is needed to 
accomplish this task. 

The Project will provide local and US technical assistance to 
identify the educational and training needs in the capital 
markets during the next 7-10 years and to design and implement 
curricUla necessary to meet these needs. 

5. Component Inputs 

The following inputs will be financed by the project: 

Activity 

a. 

b. 

c. 

.............. ' .,,~ ... ,- ... 

Institutional 
streri9thcning of SEIJI 

, , 

SEBI Systems 

SRO Program 
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Input 

Short-Term Consultancy & 
Training 

1. 
2. 
3 _ 

4. 

5. 

Regulatory functions 
Automation design 
Organizational 
development 
Human resources 
development 
Other to be 
determined 

Short-Term Consultancy & 
'l.'raining 

1. Records management 
2. Investors' 

associations 
3. Brokers' licensing & 

certification 

Short-Term Consultancy, 
Training & Study Tours 

1. Assistance to groups 
attempting to create 
SRO's 

" 
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--- -------

d. 

e. 

Market Participant/ 
Market Regulator Interaction 

operations Research and 
Local Training capacity 
strengthening 

2. Assistance to SEBI 
in promoting 
establishment of . 
SRO's 

Short-Term consultancy & 
and Workshops 

1-
2. 

3. 

Futures & options 
Role of small 
investor 
Takeovers 

Short-Term consultancy & 
Training 

To be determined 

D. The operating Environment Improvement component 

The operating environment of India's capital market is 
constrained by the problems identified earlier in this paper. 
The three most important problems, and the ones which the FIRE 
project will address, are: 1) the lack of interconnected 
trading systems; 2) inefficient clearance and settlement 
systems; and 3). the lack of automation. 

1. Interconnected Trading Systems 

a. The Development of a National stock Exchange 

The memorandum of understanding and the articles of association 
of the National stock Exchange (NSE) have been signed, its 
regulations have been cleared by SEBI, and its board has been 
constituted.· The documents establish the National stock Exchange 
of India, Limited (NSEIL) as the company in charge of 
imple!"enting the NSE. The NSEIL board has set up three sub
committees with the following responsibilities: 1) to expedite 
the implementation of the exchange and decide upon its operating 
systems; 2) to determine its administrative-systems; and 3) to 
establish its membership norms. NSEIL is a company promoted by 
the following leading financial institutions and banks in India: 

• Industrial Development Bank of India 

• Industrial Credit and Investment Corporation of India 

• Industrial Finance Corporation of India 

• Life Insurance corporation 

• state Bank of India 
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• 
• 
• 
• 

General Insurance Corporation 

Stock Holding corporation of India Limited 

Infrastructure Leasing & Financial Services Limited 

SBI capital Markets Limited. 

The NSE will be a truly national exchange which will allow 
anybody to trade in shares from anywhere in India. The system is 
expected to provide India with: 

• 

• 

a nation-wide trading facility for the country's money 
market and capital market; 

the latest in electronic trading systems and book-entry 
settlement procedures; 

• a market that will be easy to monitor, control and 
regulate; 

• 

• 

an order-driven market that will not require ~arket 
makers to give two-way quotes continuously; and 

information on quotations and deal prices that will be 
available over the NSEIL's terminals and broadcast by 
the Press Trust of India and Reuters, through info
termihals. 

'. 
In its first phase, expected to be operational on December 31, 
1993, the NSE will begin trading in the inter-bank call money 
market, government securities, and public sector undertaking 
bonds. Later, private sector debentures will be added with equity 
trading planned by mid-1994: . 

NSE has the potential to make the National Stock Exchange and the 
National Market system one and the same. From the purist point 
of view it holds the promise of a totally non-fragmented market 
with the greatest likelihood of best execution price and price 
transparency. In order to achieve these goals, it would have to. 
eliminate the trading of dually traded securities on the other 
exchanges. This would have, at a minimum, the effect of reducing 
the Bombay Stock Exchange to an exchange of regional stature. 
However, the competitive responses of the exchanges is yet to be' 
seen. It is possib1e for them to respond by improving their 
transparency to the investor, or perhaps implementing market 
maker or specialist services which could attract the investor. 
The increased competition would only benefit the investor. 

The NSE has a strong sense of direction for the next year's 
activities. As they open their system to trading vehicles beyond. 
those currently specified, additional knowledge of these new 
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trading vehicles and their attendant requirements will have to be 
absorbed into what will then be a very sophisticated environment. 

The Project will support the NSE in its three immediate areas of 
need during the first l8-24 months of operation. These are: 
operating systems design and implementation; administrative 
system design and implementation; and formulation of membership 
norms. This will be accomplished by providing both consultancy 
support to NSEIL and by exchange visits between NSEIL executives 
and executives of organizations such as the Chicago Board of 
options Exchange and the chicago Mercantile Exchange and 
internships at u.s. exchanges for key staff members of the NSEIL. 

Following this initial assistance phase, additional areas of 
support will be designed and provided to the NSE as appropriate. 
The majority of project funds for support to interconnected 
trading systems will go to the NSE; however, because of the 
unpredictable reaction of the regional exchanges and their 
continuing need for support, the project will make available a 
portion of funds in this component for assistance to the regional 
exchanges. 

b. The Development of a National Market system 

The need for a National Market System (NMS) in India is indicated 
because of the market fragmentation which· currently exists 
between the five major stock exchanges. This inequity borne by 
the investor will continue until either qualified securities are 
placed under a NMS or a single stock exchange achieves a 
monopoly. Because it is unpredictable when or if that will 
happen, it is important to provide at least the most fundamental 
assistance to the development of an NMS in anticipation of its 
eventual i~tegration into the NSE. 

The creation of the NSE will force the regional exchanges to 
upgrade their trading facilities and create greater transparency 
in their transactions. This is likely to lead to some (perhaps 
all regional exchanges) cooperating to produce consolidated 
listings of instruments traded on the exchanges. To do this 
requires the linking of exchanges through communication and data 
processing facilities. This linking will foster efficiency, 
enhance competition, increase the information available to 
brokers, dealers, and investors, and contribute to best execution 
of such orders. 

Two major components are required to achieve the above. All 
trades must be recorded and made available electronically, in 
sequence for dissemination to all interested parties. And there 
must be an automated screen-based trading system in place which 
makes available electronically relevant trade information in 
keeping with the trading scheme(s) designed into the system. 
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The Project can play a useful role in assisting the development 
of the proposed NMS, by modifying a u.s. model to suit India's 
requirements and by exposing India's regional market participants 
to the operations of the Securities Industry Automation 
Corporation (SIAC), the facilities manager for the Intermarket 
Trading system in the u.S. Technical assistance will be made 
available to the regional exchanges to assist them, on a demand 
basis, in the design of consolidated reporting systems to link 
the participating eXChanges. 

2. Inefficient Clearance and Settlement System 

a. Background 

One thing that has remained constant during the last few years is 
the fact that India's clearance and settlement systems are the 
major obstacle to further advances in the efficiency and 
effectiveness of its capital markets. While price transparency 
is of great importance to attracting investors, an efficient 
delivery system and a low transaction cost of settlement is· 
critical. Striking the right deal is useless if settlement costs 
and complications undo or alter the desirability of the deal. 
Post-trade processing methods currentiy employed in India do not 
meet international standards, specifically those of the Group of 
30. The most important G-30 standard to be met requires the 
creation of a central depository system (~DS). This should be 
followed by the establishment of a delivery facility as part of 
the CDS and the conversion of all trade settlements to a rolling 
settlement schedule-. These functions essentially require the 
establishment of three systems: 1) a national clearing system; 
2) a national trade comparison and reporting system; and 3) a 
national depository. 

b. The National Clearing and Depository System 

One' of the operational requirements of the National Stock 
Exchange is that it fulfills its clearance, settlement and 
depository need through cooperation with the Stock Holding 
corporation of India, Limited (SHCIL). FIRE will provide 
technical assistance to design and implement the NCDS. This will 
include expertise in the post-trade settlement area and in 
evaluating hardware, software and telecommunications platforms. 
Technical assistance will also be provided to assist SHCIL to 
design a training plan to provide training to both its staff and 
to industry users of the NCDS. 

Training of personnel who will staff both the SHCIL central 
office, its additional vault locations, and its branch offices 
will be provided. This will include, where appropriate, the 
training of key branch managers and other executives of both 
SHeIL and other capital market organizations through on-the-job
training in other countries employing similar clearing, 

35 



settlement, and depository 
training to educate SEBI's 
and associated agents) and 
the system. 

3. Automation 

systems. 
staff and 
investors 

FIRE will also provide 
market participants (brokers 
(over 4,000) who will use 

Automation of India's capital markets is essential to creating an 
efficient operating environment and the transparency of trades 
that is essential to national market growth. The automation 
process is developing, although unevenly, in the various 
institutions affiliated with India's capital market and is likely 
to continue to do so in the foreseeable future. 

The FIRE Project will assist the automation process by beginning 
to provide technical assistance to one exchange, Over the Counter 
Exchange of India (OTCEI), in its current expansion efforts and 
will evaluate this effort and any requests for assistance from 
other capital market institutions after the first 12 months of 
implementation. . 

OTCEI is just 14 months old. While 'it, is loosely modeled on the 
u.s. NASDAQ, it is designed solely to meet the equity and debt 
capital needs of small and medium companies. The early listings 
on this exchange demonstrate that it serVes as an exit for the 
venture capital financiers who take the early risks of new start 
up companies and desire to redeploy their invested capital 
resources to new start up opportunities. 
One of its new initiatives in recent months is to list debt 
issues on its screen-based market. This raises ~he prospect of a 
genuine secondary trading market in corporate debt issues, in the 
context of a well regulated market. While the OTCEI is only a 
small playe,r in both the debt and equity markets, it shows much 
promise as a stronger element of the overall capital markets, and 
as' a factor in the mobilizing of capital for small nnd medium 
companies. OTCEI is planning to expand from its current location 
in Bombay to other cities in India. It needs assistance in 
operationalizing this plan, especiallY in the' area of automation. 

The Project will assist OTCEI by providing technical assistance 
to design an integrated automation system for its home office and 
its planned branch locations. Following the design of the plan, 
the Project will provide training to OTCEI staff members in the 
operation parameters of the system and in the operation of the 
automation equipment and programs. 
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4. operations Research and Local Training. Capacity 
Strengthening 

a. operations Research 

The rate of change in the operating environment of India's 
capital market has been growing rapidly in the last year. For 
example, the creation of the National stock Exchange and the 
emergence of the Over the Counter Exchange of India have had and 
will continue to have important effects on the operating 
environment of the capital market. The need to continue to 
gather information on these changes is a need the FIRE Project 
will fulfill by providing funding for operations research. 
Because on the extremely fluid nature of this topic, the Project 
will establish annual research agendas that will be targeted on 
the most pressing questions identified to be in need of further 
research. These research agendas may be recommcnocd by the 
project Advisory Committee and/or other sources and, upon 
approval by USAID, will be funded and incorporated into the 
annual workplan of the project contractor. 

b. Local Training Capacity strengthening 

As identified above for the operating environment, India has 
indeed created the infrastructure required for the educational 
and training needs to support operationaL improvements in its 
capital markets. However, there is further need to modernize and 
broaden this training. . 

The Institute of Chartered Financial Analysts of India (ICFAI) is 
India's primary institution for training professionals in capital 
market operations. ICFAI is a specialized institution of 
learning and fills a very necessary role in India. In addition 
to its regular course offerings, it has a Correspondence School 
through which practicing Indian professionals can obtain a CFA 
while still holding a full time position in the markets. with 
the entrance requirements for students with degrees or actively 
matricUlating candidates, this affords the working student the 
opportunity to further his studies in the capital markets without 
giving up his current employment. The ICFAI in collaboration 
with the Institute of Chartered Financial Analysts located in 
Charlottesville, Virginia, USA, set up the Chartered Financial 
Analyst Program at the ICFAI. As yet, a national certification 
program has not been established. 

ICFAI had once come close to establishing an exchange program 
with the Wharton School at the University of Pennsylvania in the 
united States. It fell through because the government-owned 
university which was sponsoring the program lost the necessary 
government support. ICFAI indicated a strong desire to resurrect 
the idea of an exchange program with a distinguished American 
university and would be most pleased if such an arrangement could 
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be fostered under FIRE. The Wharton School has already indicated 
a willingness to participate, but other universities mentioned 
were the University of virginia, Dartmouth MIT, and Harvard. 

Local and US technical assistance will be provided to identify 
the educational and training needs of professionals involved in 
capital market operations during the next 7-10 years and to 
design and implement curricula necessary to meet these needs. 

5. ~omponent Inputs 

The following inputs will be financed by the Project: 

Activity 

a. National Stock Exchange* 

b. National Market System* 

c. NCDS 

Input 

Short-Term consultancy, 
Training & Study Tours 

1. Operating systems 
design and implementation 
2. Administrative system 
design and implementation 
3. Formulation of 
membership norms 
4. Other to be determined' 

Short-Term consultancy & 
Training 

1. consolidated 
reporting system 
2. Other to be 
determined 

Short-Term consultancy & 
Training 

1. Design & implement 
NCDS 
2. Train SHCIL staff 
and 4,000 plus system 
users 

* Note: Following this initial assistance phase, additional 
areas of support will be designed and provided to the NSE as 
appropriate. The majority of project funds for support to 
interconnected ,trading systems will go to the NSE; however, 
because of the unpredictable reaction of the regional exchanges 
and their continuing need for support, the Project will make 
available a portion of funds in this component for assistance to 
the regional exchanges. 
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d. 

e. 

Automation 

Operations Research and 
Local Training capacity 
Strengthening 

Short-Term Consultancy & 
Training 

1. Design System 
2. Train users 

Short-Term consultancy 
& Training 

To be determined 

c. The Debt Market Development Component 

The Debt Mnrket Development Component will stimulate the 
development of the debt market through the use of demonstration 
projects for the design and implementation of urban 
infrastructure projects to be developed in selected 
municipalities in two or three states. These projects will 
provide various debt instruments, to be sold to the private 
sector through transparent channels and credible institutions, to 
finance urban infrastructure projects. 

In order to accommodate this market, which will include a 
majority of the projects targeted at below median income 
households, Housing Guaranty funds will be used to facilitate 
their access to funds through an institutional intermediary. 
However, the ultimate goal of all infrast~ucture interventions in 
FIRE will be to move infrastructure project financing into the 
debt markets, either directly or indirectly through an 
intermediary institution, and the project will have a bias toward 
using the discipline of the market to promote increased project 
viability. 

In providing assistance to promote the growth and development of 
competitive debt systems, the Debt Market Development Component 
will provide I1G funds to promote the issuance of project-based 
revenue bonds for the development of urbnn environmental 
infrastructure. Through the development of these debt 
instruments, local public/private ventures will access the funds 
to provide needed urban infrastructure and services (i.e., water, 
sewer and solid waste management). 

1.. How it Will Work 

The development of a market-oriented infrastructure finance 
system is designed to support the development of the debt market 
by using Housing Guaranty (HG) funds to complement the issuance 
of debt instruments to finance urban infrastructure projects. A 
financial intermediary (FI) will channel the HG funds, along with 
a matching amount of locally raised funds or debt, to 
municipalities or pr:ivate sector entities ("Eligible Borrowers") 
to finance selected infrastructure projects which meet the 
eligibility criteria. The FI will borrow US $125 million in 
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tranches of US $12.5 million to US $25 million under the HG 
authority from a qualified US investor, which will be used to 
generate an equivalent value in rupees. The FI will raise a 
matching amount of rupees or more, thereby creating a lending 
pool of at least US $250 million to be used to make loans for 
eligible infrastructure projects. 

The FI will finance viable infrastructure projects that are 
designed and developed by either the public sector (i.e., a 
municipal corporation, authority, board, etc.) or a mixture of 
private and public sector entities. Eligible borrowers are 
further defined as borrowers which develop projects meeting the 
criteria for an eligible project as stipulated by the financial 
intermediary. Eligible projects will focus on water, sewer and 
solid waste projects. All projects must be financially viable to 
qualify for a loan from the financial intermediary. Urban 
infrastructure projects which are also commercially viable, 
meaning they meet all the criteria to be financed in the debt 
market at market -rates, will be given preference under FIRE. 
Such projects may be developed through a private sector entity 
using limited financing, including some of the techniques such as 
Build, Operate, Transfer (BOT) or Build, Own, Operate (BOO). 

Municipal governments, or private sector companies acting in a 
cooperative arrangement with a municipal government, as mentioned 
in the previous paragraph, or a special vehicle created for this 
purpose, will develop, design and build eligible urban projects, 
either directly or through contractual arrangements with third 
parties. The construction of these projects, including 
acquisition of goods and services.-will be financed either by the 
developing agency using its own or borrowed funds or by 
underwriting a public debt issue, or by combining resources from 
several sources. 

Selected municipalities, state development agencies and private 
seator .entities will be eligible to participate in this project, 
insofar as they meet the eligibility requirements set forth by 
the financial intermediary. Illustrative projects have been 
identified in the states of Maharastra, Karnataka, Gujarat, and 
Tamil Nadu. During the initial phase of implementation, two to 
four municipalities in one or two states will be selected to 
participate in the demonstration program. In practice, it is 
recognized that initially only a few of the larger municipalities 
have the wherewithal tq fulfill the expected eligibility 
requirements to develop a project or to act in collaboration with 
a private sector entity to develop commercially viable projects. 

The development of the debt market program requires that two 
actions be initiated in parallel. On the one hand, commercially 
viable projects must be prepared so that the debt market will 
have a physical object or project to finance. On the other hand, 
the debt market, along with its appropriate instruments, 
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procedures and institutions, must be developed and in-place so 
that the projects can be financed. The following procedures 
attempt to show how this will occur. 

The financial intermediary or FI is responsible for pulling these 
two disparate operations together and as such it is the 
centerpiece institution of the project. Once USAID authorizes 
the HG Loan, the MOF, the FI and USAID will sign a HG 
Implementation Agreement which stipulates the terms and 
conditions under which the program will be implemented, including 
conditions precedent to subsequent HG authorizations, borrowings 
and disbursements. After this Agreement is signed and the 
requisite conditions stipulated in the Agreement are met, the 
financial intermediary will enter into negotiations to borrow up 
to US $25 million (the first annual tranche) from a us investor, 
under current market terms and conditions, with the full faith 
and credit guaranty of the U.S. Government. The FI will sign a 
loan agreement with the US investor to complete this transaction. 
The GOI or its designated institution wil.l counter-guaranty USAID 
against any losses resulting from the latter's guaranty. The FI 
will arrange the matching counterpart funds, the source of which 
may be derived from a bond placement, private or otherwise, or 
from any other source that the FI might be able to tap. 

At the same time, the FI will identify projects that satisfy its 
eligibility criteria. Based on these criteria, the private or 
public sector agency or group that is promoting the project will 
prepare all the documentation necessary to bring the project to 
the development stage where the FI can assess its feasibility. 
Like any other commercially viable project, commercial engineer 
designs, construction technology, long-term investor commitments, 
myriad rislc assessment and coverage contracts, and provision for 
other contingencies must be in place before the project is 
underway. 

Depending on the financial engineering techniques applied, 
project construction or acquisition can then begin. In cases 
where the developer has used its own funds or borrowed funds to 
finance construction, the project can be underwritten, i.e., 
bonds issued and sold, only after construction has been 
completed. It may be necessary in some cases for the project to 
demonstrate its feasibility by generating a flow of income that 
demonstrates, inter alia, project viability before a public 
offering can be made. It is expected that the project will be 
commercially viable from income generated from user fees or 
charges. 

The proceeds from the public offering must be sufficient to 
retire the project funding or the construction loan, Hhere one 
exists, -and these recycled funds will then be available to fund 
additional infrastructure projects, which in turn Hill be 
underwritten when those projects are considered viable. 

4:1. 



Depending on the size of the project, more than one project may 
be packaged in a pUblic offering to reduce underwriting costs. 

'When market conditions are appropriate, the financial 
intermediary will originate and issue bonds which will be sold by 
brokers and bankers to both individuals and institutions. The 
financial intermediary and its financial advisor, plus brokers 
and bankers', will structure the bond offering to raise the 
maximum amount at the lowest cost, contingent on government 
·regulations. Ideally; the bonds will be sold on the open market 
at market rates, terms and conditions. However, initially, they 
may be privately placed, with the possibility of trading in the 
secondary market. In the event that the financial intermediary 
is able to obtain a government guaranty for the bond issue, then 
the interest rate and other lending terms and conditions will 
reflect the current rate for government PSUs. 

A trustee arrangement will be made with a qualified institution 
to cDllect the loan repayments and make payment to the US· 
investor. The financial intermediary may also undertake the role 
of trustee. 

The various public offerings will test a number of different debt 
instruments and mechanisms tailDred to the needs of specific 
kinds of projects, including but not limited to, zeros coupDn 
bonds to guaranty high risk issues, swap~ to increase investment 
choices, stand-bys to cover short-term shortages, forfeiting 
convertibles to straddle export credits, etc. To ensure the 
replicability of these debt instruments, they will be applied to 
several different types Df infrastructure projects. Therefore, 
in all prDbability, the capital available for this PrDject will 
be spread Dver a number of different project types and entities 
tD utilize the entire financial prDgram proceeds. As with the 
previous HG housing finance programs in India, it is expected 
that the availability of a relatively small amount of IIG 
authority will be the catalyst for increasing investments oVer 
time in infrastructure projects through the issuance of varied 
debt instruments by the financial intermediary and, in the 
futUre, other financial institutions which recognize the 
potential and worth of this type of financial transaction. This 
prDcess is expected to develop an urban infrastructure finance 
system in India. 

2. The Identification and DevelDoment of Commercially 
Viable Infrastructure prDjects 

Two to fOUL municipalities in one to two states will be selected 
to participate. The selectiDn will be based on their willingness 
tD promote four basic pOlicies: 
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a) the development of a commercially-viable 
infrastructure finance system; 

b) increased private sector participation in the 
delivery of municipal services; 

c) improved local government capacity to plan, 
operate, maintain and recover the costs of urban 
environmental infrastructure projects; and 

d) decentralization of authority for urban 
development and management from state to local 
government. 

HG funds will be used as an incentive for achieving benchmarks 
related to the implementation of these basic policies. 

HG funds, combined with technical assistance and training, will 
be used to achieve policy change benchmarks related to 
implementation of the four basic policies. An illustrative' 
policy change matrix which describes policy objectives, 
conditions precedent to HG investor selection, and required 
technical assistance and training support needed to achieve the 
conditions precedent, is described in Annex I. 

3. Demonstration and Replication 

The purpose of the demonstration projects will be to encourage 
the supply of debt securities, to strengthen the channel of 
distribution, and to test the level of demand. A more general 
purpose will be to demonstrate the policy reforms required to 
establish a replicable system. 

The selected demonstration projects will be supported by a 
flexible package of highly specialized, short-term technical 
assistance that can be made quickly available to maximize targets 
of opportunity as they are identified. An important and 
substantial component of the project will be formal and informal 
training for senior GOI financial policy makers, senior state and 
municipality officials, regulators, underwriters, brokers, and 
those involved in'restructuring selected institutions. 

significant technical assistance and training funds will also 
focus on promoting innovative infrastructure financing methods 
such as the BOOs and BOTs options referred to earlier. 
Assistance will also be provided in the areas of public/private 
partnerships, and financially viable methods for local 
governments to operate, maintain and recover the costs of basic 
urban services. The training program will include short-term 
training, group study tours, ~orkshops and conferences, both in 
the us and in India. 
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------------------~------------------~ 

Once demonstration projects have been successfully designed and 
sold on the debt market, case studies will be prepared and used 
in training future market participants in the techniques that 
were successfully used in the project. 

4. Environmental Factors 

It is estimated that approximately 60 percent of India's Gross 
Domestic Product is produced in urban areas with poor access to 
infrastructure and municipal services. The lack of adequate road 
access, intermittent power supply, the absence of solid waste 
collection and inadequate systems for removal and treatment of 
sewage represent serious productivity constraints. 

Approximately 70 percent of India's urban households currently 
reside in costly, unplanned and under-serviced municipalities. 
India's urban population is expected to dou~le over the next 
twenty years. without an adequate supply of additional land with 
infrastructure and basic municipal services, new household and 
employment formation will be forced to seek land in new inf9rmal 
settlements primarily on the periphery of India's urban centers. 
This unplanned growth will consume premium locations. with 
strategic importance for future economic development and expose 
ever larger segments of the population to onerous health and 
environmental risks. Ultimately, the increased cost of servicing 
these informal settlements will place an enormous additional 
burden on already scarce central, state and local public sector 
resources. 

Unless the rate of employment formation can keep pace with 
population growth, India's economic recovery is in question. The 
lack of land with infrastructure and basic municipal services is 
a major constraint to expanded productivity. Even with new 
national policies which promote economic growth, sUfficient 
quantities of business capital and trained staff, good research 
and development, and improved access to foreign and domestic 
capital and markets, an inadequate supply of land with access to 
infrastructure and municipal services will severely constrain 
increased productivity. 

The informal settlement pattern is one of mixed land uses: 
households reside side-by-side,. within and above commercial and 
industrial establishments. While this represents certain 
efficiencies in land use, commutation, and access to the labor 
force, there are onerous health and environmental costs. 
Households exceed both commerce and industry as the leading urban 
environmental polluter: 60 to 80 percent of surface water 
pollution; 60 to 80 percent of solid waste generation; 20 to 50 
percent of hazardous waste generation; and 70 to 90 percent of 
groundwater contamination are contributed by households. The 
impact of concentrated household, commercial and industrial 
pollution on the informal sector population results in increased 
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morbidity and mortality rates, loss of productive work force, 
,increased productivity cost, and decreased economic 
competitiveness. 

The FIRE Project will address these major environmental issues by 
providing a sustainable private sector source of financing for 
urban environmental infrastructure projects. The provision of 
urban infrastructure will remove the pressures mentioned above 
and provide the stimulus necessary to promote increased 
productivity in the urban workforce. 

5. The Financial Institutions 

The eventual aim of the project is to create an environment in 
which financial institutions will compete in the development of 
commercially viable projects. In order to do this, the Project 
will concentrate its resources on those institutions that are the 
most capable of implementing successful projects in urban 
infrastructure. 

Two institutions have been identified as capable of performing 
this task, although one is more immediately capable than the 
other: the Housing and Urban Development corporation, and 
Infrastructure Leasing and Financial services Limited. During 
the preparation of this Project, both institutions were analyzed 
to ascertain their capability to function as the PI. Their 
operat"ions were analyzed from several perspectives, including an 
assessment of their strengths and weaknesses, and the teChnical 
assistance and training needs they would require to carry out the 
role as Fl. 

The Project proposes to work with both institutions. The initial 
focus will be on the Infrastructure Leasing and Finance Services 
(ILFS) and·thereafter .it will shift to the Housing and Urban 
Development Company (HUDCO). Since ILFS has the potential to 
quickly develop some infrastructure projects, it will act as the 
initial. borrower. HUDCO will need institution building before it 
has the a'bility to put together financeble projects. Technical 
assistance and training will be provided to build this capacity 
in HUDCO. 

The following two sections provide a general assessment of the 
two institutions. 

a. The Housing and Urban Development Corporation (HUDCO) 

HUDCO is a public corporation in the portfolio of the Ministry of 
Urban Development, whose main objective is to finance or 
undertaJce housing and urban development and related programs. In 
operation since 1970, it has a strong track record of loaning 
money to public agencies for housing and urban projects, with an 
increasing emphasis in more recent years on urban environmental 
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infrastructure projects. Financial and operational reports 
,indicate that it has had some degree of success in recouping its 
loans and it continues to report profits each year. 

HUDCO was established under the companies Act of 1956 and is 
wholly-owned by the Government of India (GOI). Acting through the 
Ministry of Urban Development (MOUD), the GOI appoints the 
Chairman/Managing Director and the five other directors who make' 
up the governing board of the corporation. The corporation 
charter does provide for annual and extraordinary general 
meetings of all those holding corporate shares, but for all 
practical purposes, the effective control of the organization is 
in the hands of its board of directors, all of whom are 
government civil servants. There is no legal barrier that would 
prevent HUDCO from undertaking the role and activities of 
financial intermediary, as contemplated by the proposed project. 

The organizational structure of HUDCO has evolved and developed 
in response to the demand for projects it is responsible for 
funding. In 1989, the GOI directed HUDCO to increase its lending 
for urban projects and as a result, a separate wing was 
established to focus on urban environmental infrastructure 
programs. This wing, under the charge of an executive director, 
has developed extensive guidelines and criteria for appraising 
infrastructure projects, and assists potential borrowers in 
designing projects that satisfy those requirements. The 
infrastructure wing officials take the position that projects 
which they finance must be Belf-supporting and that the cost
recovery aspects of loan administration constitute an important 
element in their lending practices. Through its housing and 
infrastructure loan programs, it has established strong 
relationships with municipal and state bodies throughout the 
nation, resulting in a thorough understanding of the needs and 
functions of municipal. entities. 

Much of HUDCO I sloan re'sources have been derived from borrowing 
from public institutions, such as banks, the Life Insurance 
corporation of India and other large institutional investors, and 
equity contributions from the GOI. In the past, these financial 
institutions have been required by law to invest their statutory 
Liquidity Reserve in agencies, such as HUDCO, which are engaged 
in activities that are deemed to be socially desirable. This 
requirement has ensured IIUDCO a ready supply of below market rate 
funds. But the GOI, in the process of liberalizing its controls 
on the.economy, has pledged to decrease the statutory Liquidity 
Reserve from a high of 38 percent to 25 percent by 1996-97 (it is 
36.5 percent today). The consequence to HUDCO will be the 
possibility that it will find it harder to raise money and the 
funds it does raise may be more expensive due to competition for 
loan funds. 
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In the future, state governments will be increasingly short of 
,funds, as they, too, feel the effects of economic liberalization. 

They may be unable to continue the same level of grants to local 
authorities for municipal infrastructure projects. Moveover, as 
states tighten their belts, they may be less willing to provide 
guaranties to Municipal borrowing. without a state guaranty, 
lending to HUDCO will be a riskier proposition, and therefore, 
lenders may raise interest rates, adding to HUDCO's cost of 
borrowing. Of course, HUDCO can continue to counter this 
potential problem, in part, by a rigorous insistence upon the 
design of self-sufficient projects and a direct connection 
between project costs, cost rec?very and loan repayment. 

A proposal was made some years ago to separate the infrastructure 
wing from HUDCO and constitute it as an independent national 
infrastructure finance company or bank. In the event that HUDCO 
faces a financial crisis in future years, this would help to 
isolate the infrastructure operations from any separation 
associated fallout. If this separation were to occur, it is 
likely that all performing infrastructure loans in the existing 
portfolio would also be transferred to this wing; however, since 
the facility has been operating as a semi-autonomous body fo~ 
such a short time it is probable that the number of non
performing loans, if any, would be limited or remain with the 
main IIUDCO operation. Furthermore, the lending practices of the 
infrastructure wing have been relatively rigorous in demanding 
real c·cst recovery and loan repayment. It is likely that an 
independent infrastructure bank would be able to ride out any 
financial crisis that could affect its parent company for the 
reasons mentioned above. 

There would, however, be costs involved in creating an 
independent infrastructure institution as described above. Some 
of the organizational costs of the infrastructure unit might be 
defrayed, for instance,. by arrangements with HUDCO to contract 
for the services df its regional offices or for covering its 
administrative support. Nevertheless, some costs would be 
incurred if the infrastructure wing were spun off, which would 
have to budgeted and allocated, presumably by the central 
government. Approval for such an action would have to go through, 
a government sanctioning process which could be expected to 
require considerable time. A thorough and detailed assessment of 
this possibility would be needed prior to making any decision. 

To participate in this HG program, HUDCO needs assistance in two 
specific areas. First of all, it would require some technical 
assistance and training to upgrade its internal operations and 
management, including the possibility of reorganization and spin
off of an infrastructure operation to carry out the project. 
Concurrent with its organizational changes, it must develop 
financial engineering skills the capacity to provide assistance 
to municipalities to design commercially viable projects--not 
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just financially feasible projects--thereby ensuring that the 
,municipal bodies which will participate in the project can design 

projects that will be accepted for financing in the open market. 
Given the requisite assistance in selected areas, and from the 
point of view of designing and implementing effective 
infrastructure projects, HUDca is qualified to carry out the role 
,of financial intermediary. . 

Secondly, it would need considerable technical assistance to 
develop an internal capability to structure and negotiate the 
underwriting of project-specific bonds. At the present time, it 
does not have a financial operation or department with the 
ability to design and market commercially viable infrastructure 
projects through the sale of bonds to the investing public to be 
traded in the open market. Nor does it have staff members with 
knowledge of this type of financing, and of how to develop the 
financial instruments and procedures necessary to carry out this 
type of financial operation. A World Bank financed stUdy of 
HUDca by the National Institute of Public Finance· and Policy will 
provide much more information about HUDCa's financial condition 
and needs, when it is completed next spring. 

In summary, HUDca strengths lie in its ability to develop and 
finance financially viable municipal infrastructure projects, its 
good relations with municipalities and States which trust HUDCa, 
and its understanding and in depth knowledge of the 
infraseructure sector. Its weaknesses consist of its lack of 
knowledge and capacity in the development of commercially viable 
projects and its lack of understanding and capability of the 
capital and debt markets. Given the dedication of its staff and 
sUfficient time, HUDca could gain the necessary expertise to 
develop commercially viable projects for sale ·in the debt market. 
It is expected, however, that a minimum of one year, and more 
likely two· years, of specific technical assistance and training 
,as mentioned above, coupled with some reorganization and 
restructuring of the institution, for HUDca to reach the level 
where it could operate effectively to develop commercially viable 
urban environmental infrastructure projects. 

b. Infrastructure Leasing and Financial services, Ltd (ILFS) 

ILFS is a publicly held corporation, with 51.7 percent of its 
shares held by public institutions and corporations and the 
remainder held by private companies in India and foreign 
investors. It was created initially as a joint venture by the 
central Bank of India, the unit Trust of India and the Housing 
Development Finance Corporation Ltd (HDPC). A recent inflow of 
new equity has led to a redistribution of ownership as shown 
below: 
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SHAREHOLDER PERCENT OF SHARES 

• Central Bank of India, & Affiliates 32.2 
• Unit Trust of India 19.5 
• HDFC Ltd ll.9 
• IFC, Washington DC ll. 4 
• ORIX corporation, Japan 20.0 
• Employees, others S.O 

TOTAL lOO.O 

Of the fifteen. current board members, seven represent the public 
sector,.while another seven represent the private sector and 
foreign investors, with the lSth member being the firm's Managing 
Director. All the institutions listed above have representatives 
on the board, while other directors have been named from the 
Industrial Development Bank of India, the Birla Group, Maruti 
Udyog Ltd, the Ministry of Transport and the Ministry of 
Information and Broadcasting. 

ILFS is a non-banking financial institution whose business 
purpose is to provide a comprehensive range of financial services 
in a number of areas including: corporate finance, consisting of 
leasing, asset financing, financial advisory services, project 
financing and capital markets; market operations, including 
securities trading and brokering; management of mutual funds; 
venture capital; and finally, the commercialization of 
infrastructure projects. Since its beginning ILFS has attempted 
to develop a string of international relationships to obtain , 
additional financial resources and technical knowledge which it: 
uses to improve its finance products and expand and development 
new services. 

During its' five years ,of operation, ILFS has focused its 
attention on developing, financial products that bring a more 
immediate return, ensuring that the company is profitable while 
permitting it to diversify. This too has given the company the 
time required to organize itself to undertake the financing of 
commercially viable infrastructure projects, including the 
development of the appropriate legal, financial and operational' 
structures needed to support these kinds of projects,. arrange for 
putting such structures in place and finally implementing the 
projects. This developmental work has meant that ILFS has been. 
the pioneer in this critical segment of the financial market. 
But, it has only been in the last two years that the economic and 
financial environment has been suitable to the introduction of 
debt backed by commercially viable projects of the type ILFS is 
putting together. 

In the infrastructure commercialization area, ILFS is directing. 
its efforts to four sub-areas: power, telecommunications, surface 
transport and serviced land, including urban environmental . 
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infrastrUcture. Only the last sub-area is considered appropriate 
for financing under the HG Program. At the present time, ILFS is 
implementing its first infrastructure project in the area of 
surface transportation. The Rau-Pithampur Link Road in Madhya 
Pradesh state is a 11 km toll road which will provide an 
alternative to a 34 km non-toll road linking the two towns. Not 
only will this be ILFS's first infrastructure project of any 
nature, it will also be the first toll road in the country. Its 
cost is Rs 80 million, of which ILFS is providing equity for Rs 

'20 million, with bonds being issued for Rs 60 million to five 
institutional investors. ILFS has fully guarantied the bonds. 

This project will be completed and in operation in ~ugust of this 
year, at which time ILFS will learn whether its financial and 
economic assumptions and structure were accurate and the 
operation will truly work. ILFS has set up a trust to own the 
project and issue the bonds, the first time that such a financial 
instrument has been used for an infrastructure project in India. 
In addition to this project, ILFS has a number of other . 
transportation projects in its pipeline, such as city by-passes, 
a city light rail system, bridges and highways. The self
financing features of toll systems, coupled with the' lower 
probable risk element, are clearly the reasons why ILFS has 
focused its first efforts in the transportation area . 

ILFS is also working on a number of serviced land projects, which 
it defines as projects in the areas of water and sewer, solid 
waste and land development. ~lthough ILFS has identified a 
number of projects of. this nature,. it is going ahead with the 
planning of only a few, apparently hesitating until the 
feasibility of commercially viable transportation projects is 
more evident. The most advanced of the land development projects 
is the Tirrupur Development Program in Tamil Nadu state, which 
consists of the development of a comprehensive water and sewer 
cum roads project for a city with a large number of export 
oriented textile manufacturing plants. 

As a Bombay based company with a highly educated and 
sophisticated staff, ILFS realizes that it needs to improve its 
capacity to relate to municipal governments and officials. The 
ability to communicate requires a basic level of shared 
experience and, between the average municipal official and the 
highly educated employee of ILFS, there is a considerable gap 
that needs to be narrowed. ILFS needs to devise a strategy and 
devote considerable effort in its implementation in order to 
become an effective vehicle to "spread the gospel" of debt 
financing of infrastructure among the municipal bodies of India. 
It has received a large number of requests for financing from 
municipalities and other organizations. currently, it can 
respond only selectively to those which are large enough, or well 
enough presented, to suggest that the proposal is commercially 
viable. 
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As the pioneer in this field and the consequent need to minimize 
risk in order to demonstrate feasibility, ILFS is currently 
financing and will continue to finance only the most viable of 
commercial projects. Although it is the only player in town, 
ILFS has not been able to respond to the majority of the loan 
requests it receives because of its limited resources. 

Finally, ILFS is a new institution and in spite of its impressive 
array of backers from the pUblic and private sectors as well as 

,from abroad, it still is in the process of making its reputation 
in the financial and business sectors. Moreover, it will have to 
work hard to gain the confidence of the vast majority of 
municipal bodies, those same bodies that it will have to work 
with if it is going to generate the commercially viable projects 
it needs to make the bond market work, which in turn will make a 
measurable impact on the infrastructure finance system. In 
addressing these perceived needs, technical assistance to ILFS 
will need to be focused on assisting the institution to develop a 
wide array of financial instruments, on how to reach and' 
communicate with municipalities, and on ensuring that ILFS , 
develops and implements the kind of projects that result in 
widespread benefits. 

ILFS is the only institution in India in a position now to 
develop commercially viable infrastructure projects. From the 
standpoint of making sure that demonstration projects in the area 
of urban environmental infrastructure are also commercially 
viable, using marketable financial investments, ILFS appears to 
be more qualified, at this time, than any other institution in 
the country to be the financial intermediary for this Project. 
Not only does the institution have the capability, but it is 
desirous of undertaking a selected number of such demonstration 
projects. It has developed a pipeline of project proposals, some 
of which appear to be appropriate for financing projects under 
the HG program. 

Th~ Project will begin implementation with ILFS as the Financial' 
Institution and will provide assistance to HUDCO to enhance its 
capabilities to perform this function later in the Project. 
Following assessment and decision that HUDeo is capable of 
performing as a project Financial Institution, consideration 
will be given to providing loan funds to HUDCO to package 
identified urban infrastructure projects. 

6. The Implementing Agency 

The National Institute of Urban Affairs (NIUAl will work with 
USAID in the development and implementation of the technical 
assistance and training program of the Debt Market Development 
component of the Project. It has no institutional interest in 
the Project itself and, furthermore, is the institution 
designated by MOUD for developing into an apex institution to 
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conduct research and provide training on urban policy issues such 
as privatization of municipal services and implementation of 
infrastructure projects with private/public partnerships. 
Moreover as a disinterested party, it will be able to carry out 
its role in an unbiased manner. A through assessment of the 
institution indicates that it is fully qualified to carry out its 
role under the Project. 

The role of the NIUA in this Project will be to act as the 
institutional advocate for the policy changes to be demonstrated 
through the Project. This will include the following: 

• act on behalf of the MOUD as the agency for development 
of urban policy" including the preparation of studies 
and analyses leading to reform and changes in urban 
environmental infrastructure policy and programs; 

• promote the project's policy change agenda with the 
state and local governments, and the private sector; 

• through the preparation of case studies, evaluate the 
impact of the pOlicy ·reforms vis-a-vis the' urban 
environmental infrastructure projects at the 
demonstration locations through the application of case 
studies; 

• disseminate the Project's policy and programmatic 
findings and conclusions through publications such as a 
project news letter, periodicals, and books; 
workshops, seminars, and documentaries; and 

• as required, provide input into the annual 
implementation plan for the management support services 
contractor. 

NIDA, a non-profit public institution, is the policy research arm 
of the Ministry of 'Urban Development. It also has a close 
relationship with the states, the municipalities and financial 
institutions Working in the urban sector.. Since its creation in 
1976, it has developed a wealth of relevant practical, sCholastic 
and research experience principally in the areas of urban 
planning and development, municipal finance' and development, 
urban studies and environmental planning. NIUA has had many 
years of experience in working with USAID and other international 
agencies and consulting firms. 

NIUA is experienced in carrying out training programs, seminars, 
conferences and networking with an array of Indian and 
international institutions. NIUA will continue this role and 
strengthen its training and netWorking capacity through the 
Project. Through contracts with clients, it carries out studies 
and other consulting assignments, utilizing its own staff as well 
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as outside consultants. Its professional staff is of a high 
caliber, and it will be able to hire or contract other 

, prqfessionals to fill any part or full-time staffing gaps 
necessary to carry out this Project. NIUA has already identified 
additional resources required to carry out its role in this 
Project. . 

NIUA will move early next year to a new institutional complex 
being built solely for institutions and companies working in the 
housing and urban sector. In its new facility, NIUA will be able 
to coordinate more closely with other institutions in related 
fields, including the financial intermediary for this Project, 
which will also have space in this institutional complex. The 
new facilities will provide NIUA with about double its existing 
space, and because of this it will be able to accommodate the 
'needs of its expanding operations and staff, part of which 'llill 
be required to meet the needs of this Project. It will also 
provide more adequate teaching, research and librury facilities, 
as well as better and more appropriate equipment. 

7. The Role of Technical Assistance and Training in the 
Debt Market Development Component 

Technical assistance and training are important components of 
this Project. A portion of the technical assistance and training 
will be channeled directly through the National Institute for 
Urban.Affairs, through a cooperative agreement with USAID. The 
role of NIUA will be to provide policy promotion, evaluation and 
dissemination through related research and studies, publications 
and workshops. A competitively bid contract will also be awarded 
by USAID to a US consulting firm to provide project management 
support services as well as the delivery of TA and training in 
all functional areas. The US consulting firm will also be able 
to contract Indian consultant services, both individual and 
institutional, in specialized areas of expertise. As required, 
NIUA will work with USAID in the preparation of annual 
implementation plans for the management support services 
contractor. 

Technical assistance and training under the Debt Market 
Development Component is divided into the following three 
categories: 

• to the financial intermediaries to ensure that these 
key institutions are able to fulfill the mandates as 
the HG borrowers, and to develop the appropriated 
financial techniques and instruments; 

• to local governments to gain the expertise to design, 
develop, implement and maintain commercially viable 
infrastructure projects for financing by the FI; and 
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• to NIUA to assist it in preparing local governments to 
create the proper policy environment to develop the 
Debt Market Development component of this Project and 
to replicate the success generated by the FI in other 
public and private institutions. 

Technical assistance and training will be provided under this 
component only to those financial intermediaries and local 
governments who meet criteria developed under the Housing 
Guaranty program and establish a reasonable presumption that the 
recipients will be capable of identifying, packaging and 
implementing urban infrastructure projects through FIRE financing 
techniques. 

8. operations Research and Local Training capacity 
strengthening 

a. operations Research 

The development of India's debt market is beginning to accelerate 
and is likely to increase it rate of development through the 
stimUlation of that marlcet that the FIRE Proj ect will provide. 
The parameters that influence the shape and operations of that 
market must be understood if the Project is to successfully 
stimUlate its development. Again, because of the extremely fluid 
nature of this market, the Project will establish annual research 
agendas that will be targeted on the most pressing questions 
identified to be in need of further research. These research 
agendas may be recommended by the project Advisory committee 
and/or other sources and, upon approval by USAID, will be funded 
and incorporated into the annual workplan of the project 
contractor. 

b. ~ocal Training capacity strengthening 

The National Institute of Urban Affairs is a public entity, 
supported in part by an annual grant from the Ministry of Urban 
Development (MOUD). NIUA performs research related to 
infrastructure construction and financing in the' Indian market. 
There are, at the present time, 15 professional full-time staff 
members, encompassing the disciplines of urban and regional 
planning, economics, municipal finance, social planning and 
environmental planning. Although NIUA is involved in practical 
and scholastic research and analysis in relevant areas of urban 
affairs, given the growing need of India's local municipalities 
to raise urban infrastructure financing in the private sector and 
NIUA's relative lack of expertise in this area, it is in need of 
strengthening its training capabilities in issues related to'the 
private financing of urban infrastructure. 

Training provided to demonstration states and municipalities will 
be delivered through a central training institute, with regional 
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training facilities, such as the Human Settlement Management 
I Institute (HSMI). The Project will support the development of 

training materials, training for trainers, and development of 
Indian and U.S. training networks in areas such as: plan, 
operate, maintain and recover costs for basic urban services; 
environmeni:al, physical and economic impact analysis and 
mitigation strategies; and private/public partnerships. During 
the initial phase of project implementation, a short-term US 
consultancy will undertake an institutional analysis, a training 
needs assessment, and the preparation of a training plan. 

Training to financial professiopals other than ILFS and HUDCO, 
will also be examined during the initial phase of "project 
implementation. The US consultant will identify the 
educational and training needs of professionals involved in 
infrastructure financing/debt market operations and include 
recommendation in the training plan. 'I'he OperatinC] Environment 
Improvement component will also provide broad based training to 
financial professionals. The US consultant will examine the 
issue of coordination between training provided under these "two 
components, and recommend a strategy to ensure that duplication 
and gaps are avoided. 

9. Component Inputs 

The following inputs will be financed by the project: 

Activity 

a. Institutional strengthening 

ILFS 

2. HUDCO 

3. NIUA 

b. Local Governments 
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Input 

Short-Term Consultancy & 
Training 

1. 

2. 

3 • 

Financial, 
negotiating 
partnerships with 
local governments, 
identify US joint
venture partners 
Institutional, legal 
regulatory, and 
financial 
Policy reform and 
training 

Short-Term Consultancy & 
Training 

1. Project feasibility 
and financial 
packaging 
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c. operations Research & Local 
Training Capacity & 
Strengthening 

Central/regional 
training organization 
such as IlSMI 

IV. MANAGEMENT OF THE PROJECT 

A. '.rhe Implementation Strategy 

2. Physical, economic & 
environmental 
impacts; identify 
us joint-venture 
partners 

3. Solicit, negotiate, 
contract and manage 
private sector 
providers 

4. Maintain, operate 
and recover costs 
including capacity 
building and 
technical 
innovations 

Short-Term consultancy & 
Training 

1.. Course materials, 
training for 
trainers and 
networking for 
state and local 
governments 

The FIRE project will involve the participation of a significant 
number of Indian institutions that are involved in all aspects of 
the operation of India's capital markets. A number of market
related institutions will also be involved in project-funded 
activities to provide forums for policy discussions, to serve as 
channels for directing technical and training assistance to 
proposed beneficiaries, and to ensure that project resources are 
properly used. Both public and private sector institutions will 
be heavily involved in the implementation of project activities. 

In addition to varied and wide-ranging institutional 
participation, a key factor in the design of the FIRE project was 
the underlying market operations improvement orientation of 
project-supported activities. Even those elements of the project 
aimed at reforming regulatory structures, automating securities 
documentation and handling systems, designing new marketable 
instruments, and expanding indigenous research and training 
capacities have as their end purpose, the development and 
expansion of more active and efficient securities trading 
systems. 
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B. Coordination of Project Implementation 

The Project will receive policy guidance, advice and direction 
from a senior-level board to be known as the FIRE Advisory Board 
(FAB). The membership of this advisory board will include 
representatives from the Ministry of Finance, the Ministry of 
Urban Development, the securities and Exchange Board of India, 
the National Institute of Urban Affairs, USAID and selected 
private sector representatives who are nationally and 

. internationally recognized as capital markets experts. A 
Ministry of Finance or private sector representative will chair 
the board, and the Ministry of Finance will convene the board as 
soon as possible after the Project Agreement is signed. 

Ad hoc subcommittees of the board may be established to deal with 
specific project issues as they arise in the course of project 
implementation. The board will meet not less than annually and 
in the initial years of the Project, as often as semi-annually. 

The purpose of the advisory board will be to provide a high-level 
forum for the discussion of overall project policy and direction 
and to review and recommend to USAID project officials specific 
implementation plans and actions necessary to meet project 
objectives. The Management Services support contractors 
(described below) which will be responsible for the overall 
implementation of the Project, will act as the secretariat for 
the board, preparing various issues and background papers for 
each meeting and making all administrative arrangements for those 
meetings. 

The Debt Market Development component of the Project will receive 
implementation assistance from a Project Implementation Unit to 
be located in the National Institute of Urban Affairs (NIUA). 
Under the terms and conditions of a Cooperative Agreement with 
USAID, the NIUA, acting through the PIU, will promote, analyze, 
and disseminate basic policy changes needed for project success 
at the state and local government level. Based on the lessons 
learned, and in collaboration with a central/state training 
institute, NIUA will develop relevant curriculum and training 
materials, and provide training for trainers in the above areas. 

C. Project Implementation 

1. Management Services support Contracts 

Technical assistance and training will be delivered through two 
management support services (MSS) contractors: one for the 
RegUlatory Environment Improvement and operating Environment 
Improvement Components, and one [or tile Debt MilrJ(ct Development 
Component. Each MSS contractor will provide an on-site 
management support coordinator, with home office back-stopping 
and coordination of state-side activities. The contractors will 
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be responsible for the delivery of all technical assistance and 
training including studies, study tours and workshops. 

Working with USAID and the Indian counterpart institutions as 
required, the contractors will develop annual implementation 
plans to ba approved by USAID, for the delivery of technical 
assistance and training,. The implementation plans will be 
amended annually during the life of the contract to ensure that 
technical assistance and training activities remain current and 

:appropriate for the goals and objectives of the Project. The 
implementation plan amendments will result from annual 
evaluations, which will assesses the impact of the previous 
year's planned activities and incorporated recommended activities 
in the following year's plan. 

The specific activities to be undertaken in the approved 
implementation plans will be generated through Requests for 
Services (RFSs). The implementation plans will include a brief 
description of technical assistance and training activities and a 
schedule for implementation. For each activity, the contractors 
will prepare a scope-of-work and budget to be approved in advance 
by USAID. USAID will issue an RFS to each contractor for each 
activity which will serve as the order to proceed. The 
contractors shall ensure that scopes-of-work are generated in 
sufficient time to meet the implementation SChedule. 

At the conclusion of each year's activities evaluations, by an 
institution or individual other than the MSS contractors, will be 
performed for each MSS contract .. The evaluations shall assess 
the impact of the technical assistance and training activities 
towards achievement of the goals and objectives of the Project; 
assess the impact of the overall program on the Project's 
proposed policy change agenda; and make recommendations on 
activities to be undertaken during the following year which, as 
required, will bring the Project back on target. 

2. start-Up Activities 

Prior to the competitive award of the MSS contracts, (likely to 
take nine months) several activities have been identified that 
will be funded in order to accelerate the momentum of project 
implementation and provide start-up project actions until the MSS 
contractors are in place. These activities will be implemented 
directly by USAID by accessing consulting services through 
Indefinite Quantity contracts, Buy-ins, Purchase Orders, 
Invitational Travel Orders, Project Implementation Letters and 
other appropriate mechanisms. The activities will be planned so 
as to be completed by the time the MSS contractors arrive at 
site. 

The following represents an illustrative list of start-up 
activities that may be funded (through funding mechanisms 
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appropriate to the legal status of the institution being 
assisted) prior to the arrival of the MSS contractors. 

a. Short-term technical assistance and training to HUDCO 
in the following areas: organization development; methods of 
tapping capital markets for infrastructure finance; innovative 
infrastructure finance methods; and workshop on debt 
instruments/commercial viability/pricing of infrastructure 
projects. 

b. Short-term technical assistance and training to ILFS 
in the following areas: design of debt instruments for 
infrastructure finance; tendering, contracting and evaluation of 
infrastructure projects; innovative infrastructure finance 
methods; and a workshop for mUnicipal/local officials on resource 
mobilization for infrastructure finance and designing 
commercially viable infrastructure projects. 

c. The OTCEI will require technical assistance in the 
analysis of its hardware, software, telecommunications, business 
and regulatory strategies for its planned expansion. 

d. The Industrial Credit and Investment Company of India 
will use the services of the Chicago Mercantile Exchange to 
perform a feasibility study for the establishment of stock 
options and futures exchange in India. 

e. SEBI will begin the development of its organi~ational 
and human resources development plan. 

f. The unit Trust of India/Institute of Capital Markets 
will be provided funding to begin researching the- operating 
requirements, and regulatory and institutional framework for the 
functioning of a derivatives market for foreign exchange in 
India. 

D. Mission Management of the Project 

The FIRE Project will be managed by the Program Office (PRO) 
within USAID/India, with representation from the South Asia 
Regional Housing and Urban Development Office on the project 
committee. There will be no additional U.S. Direct Hire or FSN 
staff required to manage the-Project. One USDH officer in the 
Program Office will be the FIRE project Officer. The Regulatory 
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Environment Improvement and the operating Environment Improvement 
will be managed by one FSN in PRO; the Debt Market Development 
component will be managed by one USDH in the RHUDO/South Asia 
Office. 

v. 

• 

• 
• 

• 
• 

• 

• 

• 

• 

• 
• 

• 

• 

• 

• 
• 

• 

IMPLEMENTATION SCHEDULE 

Activity 

Approval of PP and HG authorization 

Grant Agreement signed 

Draft I!G Implementation Agreement 
prepared by USAID and sent to FI 

PIO/T for MSS contract issued 

Financing arrangements for 
start-up activities completed 

RFP for MSS contract issued 

HG Implementation Agreement signed 

contract with US consul,ting 
firm signed 

FI certifies first projects 
for financing 

Cont·ract team arrives 

FI seeks US Investor 

Draft Master Implementation 
& 1st Year Plans prepared 

FI negotiates and signs HG 
loan 

Guaranty Ag,reements negotiat
ed and signed 

Implementation Plans approved 

FI draws down authorized 
disbursement of HG loan 

First yearly evaluation completed 
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Date 

September 15, 1993 

september 30, 1993 

september 30, 1993 

October 31, 1993 

October 31, 1993 

November 30, 1993 

November 30, 1993 

March 31, 1994 

March 31, 1994 

June 1, 1994 

April 30, 1994 

June 30, 1994 

June 3'0, 1994 

June 30, 1994 

July 31, 1994 

August 31, 1994 

July 31, 1995 
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VI. 

Second year implementation plans 
approved 

Second yearly evaluation completed 

Third year implementation plans 
approved 

Third yearly evaluation completed 

Fourth year implementation plans 
approved 

Fourth and final yearly evaluation 
completed 

COST ESTIMATE AND FINANCIAL PLAN 

August 31, 1995 

July 31, 1996 

August 31, 1996 

July 31, 1997 

August 31, 1997 

July 31, 1998 

A. Estimated Cost of the project and proposed Fund 
Allocations 

The total cost of the project, is estimated to be US $277.0 
million, of which A.I.D. will contribute funding of US $145.0 
million and the Host country the equivalent of US $132.0 million. 
A.I.D. funding will consist of US $20.0 million in Development 
Assistance (DA) and US $125.0 million in HG-backed loans. The 
budget estimate of US $20.0 million in Development Assistance 
includes a provision for price and'physical contingencies. 

Financial Analysis 

The PP accounts for a combined physical and price contingency on 
10 'percent of the total project costs. Price contingencies have 
been provided for dollar-financed local currency costs because 
since the rupee became freely convertible against the dollar, it 
has not depreciated and has remained fairly stable against the 
dollar. Given the past trend,and current projections of economic 
indicators, it appears that the rupee is not ,likely to depreciate 
as consistentlY as it had in earlier years. Since no depreciation 
in the value of the rupee is envisaged, inflation on local 
currency costs is unlikely to be offset by depreciationj 
therefore, price contingency has been provided on local costs as 
well. 
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Fund outlays under the HG-loan financing component of the Project 
will also be made incrementally, in terms of US $~2.5 to US $25.0 
million loans to financial intermediaries (FIs), and will be 
spread evenly over the five-year term of the Project. The FIs, 
and downstream borrowers, will bear the risk of inflation for the 
purposes of this component of the project. Financial viability 
will be one of the key criteria applied in the selection of urban 
infrastructure projects for the HG-loan financing component. 
Each project to be considered for a loan will have been subjected 
to stringent financial feasibility analysis by its state or 
municipal proponent and by the financial intermediary involved. 
Since a major share of the financing for each infrastructure 
project is to be obtained through the 'sale of long-term bonds (or 
other appropriate instruments) to private investors, the 
financial soundness of each project will be subjected to close 
scrutiny by potential investors. 

USAID considers that the financial criteria to be applied during 
the project selection process, together with the feasibility 
analysis and market testing that will be applied before a HG loan 
is granted, will virtually assure the financial soundness and 
sustainability of the urban infrastructure projects that 
eventually do receive HG loans. 
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2 • Methods of Implementation and Financing 

The MSS contracts and other contracts with u.s. firms, such as 
for short-term technical assistance, training consultancies, and 
project evaluations, will be implemented through direct payments 
to the u.s firms engaged in those activities. In those cases 
where A.I.D. funds are used to pay some portion of the local 
costs of a project activity, such as for in-country staff 
training, workshops, or internships or industry training tours in 
'the U.s., or RHUDO regional training courses or tours, these will 
be effected through funding mechanism appropriate to the legal 
status of the involved institutions. 

3. Recurrent Cost Analysis 

The hosts country's contribution of US $7 million will be 
provided by local institutions and agencies and will be made in 
cash and/or in kind. This accounts for 25 percent of the project 
cost. Thus, the stipulation of section 110 of the FAA, th~t the 
host country must provide .... "at least 25 percent of the costs 
of the entire program, project or activity ... ," has been complied 
with. 

Recurrent costs are defined as the operating expenditures needed 
to carry out project activities. The recurrent costs envisaged 
under this project include salary payments of staff 
directly/indirectly associated with the implementation of the 
Project, the cost of office space to be provided by local 
institutions and agencies to carry out identified activities, 
cost of domestic travel of participants attending seminars, 
workshops and training courses to be conducted within India. 

B. Input Financing 

Input financing will be directed at both long and short-term 
te6hnical assistance, as well as both overseas and in-country 
training. 

1. Long-Term Technical Assistance 

DA funds allocated for the MSS contracts will, in effect, cover 
the u.s. portion of the cost of managing implementation of the 
Project. The funds will pay for the services of long-term U.S. 
consultants who will oversee implementation of the overall 
project, and specialists who will monitor the delivery of input 
elements (short-term technical assistance and training) and 
assist in the implementation of specific components of project 
activity. 
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2. Short-Term Technical Assistance 

Short-term consultants funded under the Project will provide' 
,services to each of the major institutions involved in project 
implementation and will cover activities being carried out under 
each of the Project's components. 

3. Training Assistance 

Like technical assistance, a large proportion of DA funding for 
training assistance activities will be directed to the major 
institutions that are involved in project implementation. In the' 
case of the Debt Market Development Component, DA funds will be 
provided to NIUA that will help train local government officials 
in the methodologies to be employed in formulating commercially
viable urban infrastructure projects. DA funds will be provided 
to ILFS and HUDCO which will serve as financial intermediaries 
and are charged with arranging adequate financing for those, 
projects judged to be commercially viable. They will also serve 
as trainers (especially HUDCO) for the staff of other 
institutions or firms seeking to become financial intermediaries. 

4. HG Loans 

HG funds will be used to complement and promote the sale of debt 
instruments in India's securities markets (and abroad, if 
possible) to finance urban infrastructure development projects. 
They will be applied to a range of projects to demonstrate 
alternative approaches that might be taken to mobilize private 
sector funding for such projects. A key financial objective of 
the FIRE Project is to identify or create debt instruments that 
appear attractive to private investors, thereby stimulating 
greater investor interest in debt instruments and expanding the 
pool of private funds available for urban infrastructure 
projects. Increased private sector funding is essential given 
the steady reduction that is occurring in the availability of 
government funding for such projects. 

C. Audits and Evaluations 

1. Audits 

In the case of any grantee or subgrantee who receive US $25,000 
or more per year under the Project, the grantee will be required 
(or in the case of subgrantees the grantee will require the 
subgrantee) to have audits performed in accordance with the 
Standard Provisions in the project Grant Agreement. These audits 
will be performed by local CPA firms who are on the IG's approved 
list of firms. The IG's "Guidelines for Financial Audits 
Contracted by Foreign Recipients" and the Statement of Work for 

64 

. ":-.-~-' .-



. . , 
" 

i 
J 

J 
j 

I 
I 

such audits, also provided by the IG, will be followed in 
conducting the audits. 

A specified sum has been provided for audits under the Project. 
However, the specified amount may have to be revised as the 
Project progresses depending upon the number of grantees/sub
grantees. The foregoing estimates take account of current price 
inflation in both the U.S and India. U.S. inflation is 
continuing to hold at a modest 3-4 percent annual rate. In 
India, the annual rate has shown a steady decline in recent 
years, from 17 percent in 1991 to 14 percent in 1992, and to an 
estimated 7 percent in 1993. 

2. Evaluations 

All Project-funded activities will be subject to annual reviews 
by the institutions or agencies responsible for their 
implementation. These reviews will provide the basis for the 
preparation of proposed annual implementation plans. The 
financial aspects of project implementation related to the' 
activities under review will be given appropriate attention 
during the annual review sessions. 

The overall financial aspects of project implementation will be 
assessed in detail as part of the mid-term project evaluation 
that is schedUled to be conducted toward the end of the third 
year of project implementation. 

A specified sum has been provided for evaluations under the 
Project. As with audit funding above, this amount may have to be 
revised as the project progresses depending upon the number of 
grantees/ sub-grantees. Again as above, the estimates take 
account ot current price inflation in both the U.S and India. 

3 • Monitoring 

The USAID Mission will be primarily responsible for monitoring 
the allocation and use of DA grant and HG loan funds during the 
course of project implementation, using standard Agency financial 
and project monitoring practices. The MSS contractors and all 
FIRE participating institutions will be required to submit 
quarterly financial reports detailing the 'status, scope and 
purposes of fund allocations and disbursements during the 
quarter. These reports will be reviewed by USAID project 
management staff on a regular basis. 

Local institutions receiving direct funding under the Project 
will be responsible for establishing similar financial monitoring 
procedures to cover sub-grant activities. The quarterly reports 
provided by these institutions to the USAID Mission will include 
summaries of significant and noteworthy deVelopments or events 
occurring during the implementation of sub-grant activities. 
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II. MONITORING AND EVALUATION 

Project monitoring will be the responsibility of the Management 
Support Services Contractor. The Management Support Services 
Contractor, in conjunction with all project counterpart 
organizations, will prepare a set of basic project indicators to 
be used to track project progress. These indicators will be 
included in the overall implementation plan and will be amended, 
~f necessary, during the annual implementation plan negotiations. 

Annual program evaluations will be conducted to determine project 
progress and future direction. Each evaluation will determine if 
there are any material changes required in the implementation of 
the Project. Expatriate consultants will conduct the evaluation 
jointly with USAID. Any consultants or consulting firms involved 
in the implementation of this Project will be excluded from 
participating in any of these eva luatiom;. 

VIII. SUMMARY OF ANALYSES 

A. OVERVIEW 

Capital market development and infrastructure finance are both 
areas of dramatic change in India at present. In the capital 
market area, the changes being made involve a basic shift in the 
way the market is being regulated, and the modernization of' 
market operations. In infrastructure finance, the changes relate 
mainly to expanding the capacity of the debt component of the 
market to finance municipal urban infrastructure projects. 

The FIRE project is a technical assistance and training project, 
the purpose of which is to provide the technical skills needed to 
enable the government to change the way in which India's· capital 
markets are structured and the way in Hhich they operate. The 
starting point of the Project is to identify the gaps and 
shortages in the technical skills needed to implement these 
changes. 

The Project is Hell-timed. India now needs to compete for 
investment capital and export earnings in a global environment 
that has become highly competitive. Within India itself, there 
is heightened competition for capital resources betHeen the 
country's priVate sector enterprises, which are being urged to 
expand production and export earnings to accommodate the material 
needs of the growing economy, and the country's public sector 
agencies, which face an urgent need to expand infrastructure to 
accommodate the country's rapidly expanding population. 

The Project will play the central role among India's assistance 
donors in providing the technical assistance needed to enable the 
country to modernize and improve the operations of its capital 
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markets, and to engage the private sector more fully in financing 
urban infrastructure projects. 

B. Economic Analysis 

The Indian economy is still recovering from the severe disruption 
suffered in mid-~990 as a consequence of the Gulf War. The 
prospects for continued good performance are promising. The GOI 
is working to raise the sustainable level of annual economic 
growth to over 5 per cent by the mid-1990s, and appears 
determined to maintain the gains already achieved. As noted in a 
recent World Bank report, however, certain additional reforms 
will need to be implemented before the higher level of growth can 
be aChieved. 

since independence and until the early 1990s, India had pursued 
an economic growth strategy that can best be characterized as 
inward-oriented, self-reliant, and heavily-regulated. The 
strategy was focused primarily on achieving economic growth 
through public investment in publicly-owned enterprises. Tne 
country has now changed course, as the Government has begun to 
pursue economic and financial policies that are dramatically 
different from those initiated 40 years ago. Almost every area 
of the economy is undergoing modernization and reform to pave the 
way for India's entry into global markets. ' 

The Government's liberalization and reform policies have been a 
boon to India's capital markets. The speed at which change is 
taking place has been very rapid. The equity markets in 
particular have been growing at impressive rates. Moreover, the 
links that have now been established between government policy 
reform efforts and the future operations of the country's capital 
markets will be further strengthened as the Government continues 
to look increasingly to market sources to satisfy its own future 
fill:ancing needs. 

The assistance to be provided under the FIRE Project will be 
provided on a highly cost-effective basis. u.s experts and 
institutions are being tapped to provide managerial and 
technological know-how that has been acquired directly through 
their participation in market activities in the U.S. Their 
expertise will be transferred directly to the' individuals and 
institutions that are responsible for guiding and directing the 
further development of India's markets. 

The actual demonstration projects (under the HG) have not yet 
been selected. This will be done during the initial stages of the 
impiementation phase. Standard economic benefit/cost analysis 
and the computation of internal rate of return (IRR) for the 
projects being considered, will be a requirement of the project 
review and selection process. 
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c. Supplemental Economic Analysis for Housing Guaranty 

The economic environment over the life of the Project is one in 
which the GOI will be undertaking a broad reform agenda. A 
discussion paper prepared by the Ministry of Finance entitled 
"Economic Reforms: Two Years After and the Task Ahead," sets 
forth a fiscal and financial reform agenda which will have a 
sUbstantial impact on the ability of the project to be carried 
though to completion. A series of reforms are aimed at 
generating a sustainable economic growth rate of 6 to 7 percent 
per year. Reductions in subsidies combined with decreases in 
budget support for municipal services will drive the demand for 
resources in the domestic capital markets. policy changes in 
administered prices and user fees will promote commercialization. 
Reductions in controlled credit, a ban on loan waivers, and 
improved recycling and recovery of public savings will add to the 
resources available from domestic capital markets. 

The major strength of the HG Component is the opportunity to 
implement the GOI's basic policy reform agenda (see Annex I); 
the major weakness is a lack of understanding at the operating 
level on how to implement these policy changes. The-Project will 
use HG funding combined with technical assistance and training 
support to operationalize commercially viable infrastructure 
projects at demonstration municipalities. This process will lead 
to SUbstantive institutional improvements- at the state and local 
government level, and in the financial intermediaries. 

Increasing capital market investment in basic urban services will 
have a significant impact on the overall economy. The 
correlation of economic growth with increased infrastructure 
investment is a fundamental principle. Entrepreneurial access to 
a consistent supply of power, water and sewage disposal, solid 
waste collection, and roads is essential to increase business 
productivity. Improving the health of the worJ<force through 
better access to potable water and improved sanitation also 
increases productivity. 

The financial intermediaries will assume overall responsibility 
for eligible projects for the HG loan, for selecting HG 
investors, and for repayment of the HG loan. USAID will neither 
approve nor disapprove individual projects, borrowers or on
lending transactions. USAID' s role will -be to mon-i tor and 
evaluate the program to ensure conformity with conditions and 
covenants established between USAID and the financial 
intermediary, and the framework of agreements between the 
financial intermediary and the borrowers/developers of eligible 
projects. 

The GOl or a designee acceptable to USAlD will provide a full
faith-and-credit guaranty for the HG loan. Since the financial 
intermediary has no need for free foreign exchange, the U.S. 
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dollar proceeds of the HG loan ,dll be placed with a swap-partner 
acceptable to USAID. The swap-partner will on-lend Rupee funds 
to the financial intermediary, with an interest-rate margin to 
create a foreign-exchange risk hedge. The swap-partner and the 
GOI or its designee will assume full responsibility for repayment 
of the u.s. dollar denominated HG loan, regardless of 
fluctuations in foreign exchange. 

D. social Soundness Analysis 

India's population profile reflects a pattern of vast diversity. 
The country's inhabitants range from sophisticated urbanites 
living in Bombay to uneducated, share cropping peasants who farm 
rice paddies in west Bengal. Not surprisingly for a developing 
country, there are many more peasants than there are 
sophisticated urbanites. About three quarters of the population, 
or roughly 680 million, live in rural areas; leaving an urban 
population of around 200 million. 

Social researchers have identified two main sets of attitudes or 
values that characterize the basic political orientation of 
Indian society. One is based on Western, liberal democratic, and 
secular ideals, and is strongest at the level of the Central 
Government and its institutions, e.g., the Parliament, the courts 
and the civil service. USAID staff deal mainly with individuals 
imbued with this set of values. The other, which was built 
around loyalties to caste, family and clan, is the norm in rural 
panchayats and among local authorities. The battleground between 
these two contrasting sets of values is located at approximately 
the level of the state Governments. 

Participants and agents involved in changing the way India's 
markets operate will need·to be aware of how the cultural 
characteristics of the Indian people influence their investment 
cho.ices. Among these characteristics (which obviously vary by 
individual) are preferences for keeping cash rather than 
investing in securities; a dislike of debt as an institution; a 
preference for debt instruments that are both liquid and that 
have guarantied principal repayment at any time (as contrasted 
with instruments that are liquid but in which the principal 
amount varies prior to maturity); a preference for the perceived 
capital gain opportunities of the equities market; lack of 
knowledge of the debt markets (even when the markets are 
theoretically open to them, such as government debt auctions); 
and, perhaps, most importantly, a profound distrust of brokers. 

The GOI's current plans to establish an integrated nation-wide 
trading system based 011 automated facilities and modern 
telecommunications linlcs will truly test the culture's ability to 
adapt. The proposed system will extend well beyond the 
boundaries of Bombay and New Delhi, and penetrate into the far 
reaches of the country's hinterland bringing together for the 
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purpose of mounting a concerted effort to achieve economic 
, progress, the many diverse elements of the population. 

·with the likely ratification of Amendment No. 74 of the Indian 
Constitution, the role of municipal governments in managing the 
financial resources of their urban communities will be changed 
dramatically. Under the Amendment, funds for the construction of 
urban infrastructure facilities, which have traditionally b~en a 
responsibility of the state Governments, will now be the 
responsibili ty of the municipal governments. '1'he need for urban 
localities to recover the cost of construction and operation 
through user fees will also, i~ principle, be passed down. 

For the newly-established relationships between municipal 
authorities and central government agencies to flourish, there 
will be a Ileed for real and effective communication. This need 
is dramatically underscored by the requirements of the FInE 
project. Only if it is able to establish such communication can 
the Project expect to have a lasting impact upon the way in which 
urban infrastructure is financed in India. In order to succeed, 
it will need to evolve an ability to bridge the communications 
gaps Which now separate small groups of bright, mostly youthful, 
money managers in Bombay from the elected and appointed officials 
who manage the vast majority of the nation's municipalities. 

The need for municipalities to begin covering the cost of 
constructing and operating infrastructure by imposing user fees 
and other income generating methods (except for those who cannot 
afford to pay), is a new idea that has yet to enter the 
consciousness of most local leaders. The finer points of fiscal 
engineering, relating to the choice of instruments, the methods 
of repayment, interest strategies, the use of secondary markets 
and the like, are also well beyond their knowledge base, at least 
at the present time. . 

The impact of their carrying out this new responsibility on the 
prospects for successful implementation of the infrastructure 
finance component of the FIRE Project, is serious and profound. 
To "sell" the idea at the level of the individual municipalities 
will involve long hours of dialogue, flexibility, imaginative 
packaging and a sympathetic understanding of local dynamics. 

To the extent that urban infrastructure can be improved, urban 
life will be improved, urban health enhanced, urban employment 
generated and the urban environment rendered more livable. Women 
stand to gain substantially from these improvements. While the 
FIRE Project does not address directly the lowly social position 
low-income women suffer, it dacG nim to improve livj.nq conditions 
in India's municipalities and will, accordingly, bring 
considerable benefit to women who constitute a substantial 
portion of the country's urban population. 

70 

---~. "i'~.,.', :-, -: - ,,' ',:. ; .•.. : ::~.-;-, _.: " . "'.";'f-~~""" ':' ~.' I 



:-:1 
, I 
1,.1 

,-
! ,; 
, ,\ 

" 

I 
I' ; 
I.J 

:1 
I,' 
, " , J 

J 
I ,~ 

.J 

.. , 
" lj 

, 
; ,! ", 

E. Technical Analysis 

Many of the technical skills needed to facilitate the 
Government's proposed changes in the way its markets operate are 
already available in-country, though not in adequate supply. In 
some cases, a higher order of skills is needed. A key part of 
the challenge of the FIRE Project will be to identify the 
specific areas where outside technical assistance and training 
resources 11eed to be applied. In some cases, project resources 
will need to be directed to bringing the local level of 
performance up to international standards. 

Another area of particular importance will be to strengthen the 
technical training capacities of the country's educational and 
training institutions. This will help assure that these 
institutions are better able to fulfill the country's future 
requirements for technical skills, which it will need to continue 
making improvements in its market operations at home and tq 
support its growing efforts to compete effectively for capital 
resources globally. 

A sizeable share of the technical assistance and training that 
needs to be provided under the FIRE Project is related to the 
technological changes that are to be made in the way the capital 
markets conduct their business. The Government is depending 
heavily, for example, on the automation of market operations to 
effect needed improvement in the transparency of market 
operations, while adding significantly to the efficiency of those 
operations. 

An area in which more detailed assessments are needed, relates to 
the country's need to establish a better and broader 
institutional base for developing its own specialized technical 
expertise. Several well-qualified technical training 
institutions are currently operating, and show excellent 
prospects for continued success. These include the UTI Institute 
of Capital Markets (UTI/ICM) and the Institute of certified 
Financial Analysts of India (ICFAI). The National Institute of 
Urban Affairs (NIUA) is a third training institute that is well 
equipped to playa key role in raising the level of India's 
technical expertise. 

Perhaps the most critical need for technical assistance and 
technical training in the infrastructure finance area, in the 
broadest Sense of the term "technical," will be the need for 
financial institutions and firms to serve as intermediaries 
between municipal infrastructure planners and private sources of 
capital. Fulfilling this role will truly be a growth area for 
financial firms in India for at least the next decade. 
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F. Financial Analyses to be Performed During 
project Implementation 

The Project will provide training and technical assistance to a 
large number of institutions. The majority of this assistance 
will be provided through direct AID contracts with the two ' 
Management support Services contractors. In those cases, 
financial controls will be exercised by AID and the contractor 
through the various instruments that will be used to supply the 
assistance. If sUbstantial levels of funding will be passing 
through the institutions involved, the Mission will perform 
financial analyses of the involved institutions prior to the 
award of the assistance instrument that provides the funds. 

In tl10se cases in which direct financial aSSiGtallce is to be 
provided to inntitutions (such an NIUl\), the Minnjon wjll perform 
a financial analysis of the institution to determine it's 
capability to adequately control the funds to be provided prior 
to the award of the assistance instrument. 

Financial analyses for projects to be funded under the Housing 
Guaranty (HG) portion of the FIRE project will be performed. 
during project implementation as potential projects are analyzed 
for possible HG funding. 

IX. Conditions and Covenants 

A. The project will have the following condition 
precedent to first 'and subsequent 
disbursements: 

Prior to the first and all subsequent disbursements 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 in writing, furnish to A.I.D. in form 
and substance satisfactory to A.I.D. a statement of the name(s) 
of the person(s) holding or acting in the office(s) of the 
Grantee specified in Section 8.2, and of any additional 
representatives, together with a specimen signature of each 
person specified in such statement. 

B. The project will have the following 
covenants: 

1. The Grantee agrees to create a project Advisory Board to 
provide policy guidance and advice to the Project. 

2. The Grantee agrees to establisl, a Project Implementation 
Unit £or the Debt Market Development Component. The Unit, to be 
located in the Nationai Institute of Urban Affairs, will include 
officers responsible for overall management and such other 
personnel considered necessary to implement Project. 
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3. Reporting of Grantee's project contribution: The Grantee 
agrees to furnish to A.I.D. in writing, annually during the life 
of the Project, a report of the Grantee's contribution (in cash 

. and in kind) . 

4. Evaluations. Except as the Parties may otherwise agree in 
writing, an annual review of the Project will be conducted during 
the life of the project, in addition to in-depth, mid-term 
evaluation and final evaluations. The evaluation program will 
include: 

(a) An evaluation of p~ogress towards attainment of the 
objectives of the Project; 

(b) Identification and evaluation of problem areas or 
constraints which may inhibit such attainment; 

(c) Assessment of how such information may be used to 
help overcome such problems or constraints; and 

(d) Evaluation, to the degree feasible, of the overall 
d~velopment impact of the Project in controlling or 
abating industrial pollution, and the sustainability 
of the effort. 

5. Training. The Grantee shall make all training under the 
Project available without discrimination on the basis of gender. 

6. Usc of Tra.i.ning.· '1'11e Grantee shall exerc.i.se every reasonable 
effort to require that per.sonnel trained under the project shall 
work in activities related to the project or in activities 
approved for financing under this Project Grant Agreement, in 
India, for not less than three times the length of his or her 
training program . 
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FM SEC STATE WASHDC 
TO AMEMBASSY NEW. DELHI 
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UNCLAS STATE 253244 

AIDAC FROM AA/ASIA TO MISSION DrRKCTon, WALT~R DOLLrNG~n 

[;.0. 12356:' N/A 
TAGS: 
SUBJECT: INDIA NEW PROJECT Db:SCRIFTIONS (NPDS) 

1. A~IA/DR/PD CONVENED A MEETING ON JULY B·TO REVIEW THE 
TWO NPDS FOR INDIA: FINANCIAL INSTITUTIONS RtFORM AND 
EXPANSION PROJECT (FIRt) AND RESTRUCTURING OF ENTERPRISE 
AN]) TRADE PROJECT (R-gSh.'I'). THt;: MI,:1!:TING WAS ATT~.ND;:D DY 
REPRESENTATIVES OF ASIA/SA, ASIA/DR/PD, ASIA/DR/Tn, 
ASI~/FPM, AND PRE/~M. ASIA/TR COM~ENTS SUBMITTED FOR 
WOM~N IN DEV~LOPMKNT (WID) CONC~RNS An~ INCORPORATED IN 
THIS 1':F,SSAGY... 

2. BASED .. ON THE NPD REV IEWS, TlIE AA/ASIA APPROVES .'rilE 
!IRt NPD AT THI RIQUEST~D LEVb:L OF 20 MILLION DOLS.·TO 
COMMENCE.IN FY94, AND RESET AT THE REQUESTED LEVEL OF 25 
MILLION DOLS. TO COMMKNcm IN FY93. TIlUS, WI ll~RXBY 
DELEGATE AUTHORIZATION AUTHORITY TO THE INDIA MISSION 
DIRBCTOR, PURSUANT TO DBLr;GATION OF AU1'1I0Rl'l'Y (DOA) NO. 
400 (AUG. 16, 1991), AND IN'fF:RIM RE;ORGANIZATION DOA NO.9, 
PARA. A (OCT.·l, 1991). THIS ALSO AUTHORIZ~:S TIlf; MISSION 
DIRECTOR TO APPROVE THE PIDS IN THE FIELD, THOUGH WE WILL. 
STILL REVISW TII~M INFORMALLY. 

3. WE ARE CONCERNED THAT THERE MAY BE INADEQUATE FRIVATE 
S~CTOR, ENVIRONMENT AND KNtRGY (PSE~) FUNDS TO FUND EITHIR 
PROJECT, LET ALONb: BOTH. TH~ COMMITTR~ ALSO FELT THAT THE 
FIRE PROJECT IS MUCH MORE CL~ARLY CONCEIVED THAN RESET AT 
THIS POINT. PERHAPS THE MISSION SHOULD CONSIDER R~VERSING 
THE STARt DATES, ALLOWING USAID ADDITIONAL TIME TO 
IDENTIFY IN WHICH DIR~CTION RES~~ SHOULD PROC~ED. 

4. A NUMBER OF CONCERNS WFRE RAISED ABOUT THE LACK OF 
FOCUS AND POT~NTIAL MANAG~MKNT INTENSITY or THb: RESET 
PROJECT. IT WAS SUGGESTED TilAT TUE MISSION PAY CAREFUL 
ATTgNTION TO TnE cnIT~nIA THAT WOULD U~ USED TO BOTH 
SELECT FIRMS AND TARGET INT~RVENTIONS (S~CTORALLY, 
G~OGRAPHICALLY, OR BY SCOP~ OF SERVICES PROVIDED) TO HAVE 
AN IMPACT WITH OUR LIMITED RESOURCES. ATT~NTION WAS 
CALLED TO POLICY DITERMINATION NO.14 CONCERNING A.I.D. 
ASSISTANCE TO PU£LIC INT~RPRIStS. FINALLY, Rb:VI~WERS FELT 
THAT THE MISSION MAY HAVE UNDERESTIMATED MANAGE~ENT 
R~~QUIRr:~ENTS FOR Tm: FRonCT. PAST I[:XPF'RH:NC~; IN OTln:R. 
COUNTRIES HAS snOWN THAT Till POLITICAL SENSITIVITIES OF 
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UNCLASSIFIgD STATE 253~44 

DECISIONS CONCERNING ENTERFRISr. S~L&CTION AND 
RISTRUCTURING HAVt MAD~ PROJECTS SUCH AS RESET MANAGEMENT 
INTINSIVI AND HAVE OFTKN RXQUIRKD CONSIDIRABL~ TIME AND 
ATTENTION OF S~NIOR MISSION MANAG~MENT. 

I 

5. PRE FAS SUGG~STID T~AT THI MISSION CONSIDER BUY-INS TO 
THE FINAt{CIAL SECTOR D~VI!:LOPM~;NT FRO,nCT AND THE FINANCIAL 
SERVICES VOLUNTEER CORPS, TUOUGH TUE FORMER ~AY ONLY DE 
AVAILABLI II PR~ CAN RAISE Tn~ BUY-IN CRILING. ANOTHtR 
POSSI]LE SOURCE OF PRE SUPPORT MAY ]I!: THE PRI VATN 
ENTIRPRISM:DEVILOPMgNT SUPPORT PROJ~CT (PEDS), FOR WIIICn 
PRP, IS NOW Dl!.VELOPING A FOLLOli-ON. ONCE THI!: PIDS ARE 
PREPARED AND PROJECT DIRECTION FOR DOTil IS CLEARER, WE 
WOULt LIKE TO ASK.OTHER BUREAUS, INCLUDING PRE, TO OFI~R 
ADDITIONAL COMMENTS. WE COULD ALSO- SHAR}~ THI!: R);SET 
OPTIONS PAPER/SCOP~ OF. WORK WITH PR}; AT THIS TIMg, IF YOU 
THINT( THEIR INPUT WOULD BE USUUL.· 

E. Wffi'ALSO HOPE SOMN OF THS R~SEARCII MATEnI~LS WI SENT ON 
BANKRUPTCY LAW, DIVESTITURE O.!' UNDERP~;RFORMI N'G COMPAN IES 
AND ASSBT RESTRUCTURING BAV~ B~£N H~LPFUL IN FURTHER ~ 
CONCEPTUALIZATION OF RgSIT. WE HAVE RSTAILISHED CONTACTS 
WITH OTHER BURKAUS AND AG~NCI8S CONCERNING' TH~ JRGJMCT. 
AND WOULD IE HAPPY TO FURTlIr;R OUR RF.:S,:ARCH IN WASHINGTON 
AT MISSION'S REQUEST. 

7. IN FURTHIR D~SIGN, ASIA/TR SUGGtSTS THAT DOTil PROJ~CTS 
l1E SENSITIVE TO GENDER ISSUES. IN FIllE THIS MIGHT DE 
ACCOMPLISd~D BY KNCOijRAGING TRAINING FOR WOMKN STOCK 

DROro:RS AND INHSTOnSi IN m:Si:T DY F;NCOIIRAGING INCLUSION 
OF SENIOR-LIVEL WOMEN MANAGERS AND FACILITATING A CLIMAT! 
FOR WOM~N-OWNgD FIRMS. 

8. IF TUE FLiNNED LOP LEVIL OF FUNDING EXCEEDS THAT 
STATED IN TUK NPDS, PL~ASK NOTIFY ASIA/FPM AND ASIA/PD BY 
CAELE. MISSION IS REMINDED THAT lEN'S MUST DE SUBMITTED 
TO ASIA/DR/TR, MOtLY KUX, FOR APPROVAL PRIOR TO PROJECT 
AUTHORIZATION. wt SUGG~ST YOU SUBMIT Ig~'S WITH A COpy OF 
TBE MISSION"APpnOVRD PIDS. 

9. PLEASE lEKL FRE. TO 
ASSISTANCE. EAGLEIURGER 
BT . 
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trarnlngand Ih~ d_lopmonl QI ;mi~ l,mininll 
<:IIf"lcllit$ In 1Il ••• 1>fU$ 

100''''''0& pli""lt/ .1:<:10, P"""';;'''I>OI1 in 1M det"'I!Y 
01 munk:,p,;1 service; 
Imp"""d ""p.ei~1 of 1=1 \lO~m~ 1<> pan. 
nNnc~ .(I<! IMO","' lh. utJ.t< 01 ~1c u=n 

HG ""'0"".01 
NOff-He GUARANTEED 

TOTAL 
DA fUIIOS: (US $ (00) 

LOGICAL. fRAMEWORK 

I. IOCI""."d do"",""" and fO("go i_.I", 
(1'Irtlo\:>allon m tho d"bl and .qll"" l'f'",rr.ets 

2.1no,,,"'''':! awihbllitf and Ir.Idmg 01 
$-IX:IJAties ~~Wq\Mt5 ~ 
lnc:~resed ptNltt -sector ~nvesU''(.s'\Ul' tn 

:z. ~,~~d. tln'!'- rE:m.fff~d for the sarJe"H~nt 
'and ~l"'iihg o( ll1Ii'I$ao!ians 
Ji'<lf'10ve.:l dlsolosure Mr'". /", all 
marl(.t pamo pants 

4. Imp",,,,,d inveslor s.Moe. 
A d.""l<>pad D$hl "",tk.! moblldog a 
,i\,TIm"'1I1 porlie;n n{ darnest. 'lI""S$ 

ie, Intmsltu<:a.r" ~""""n!l 
In~t"'S<ld hous.hold. below the ",<,d"fI 

in"ome J"vel b.".flirt!l from inl2$lI'Il<:lUra 
pfoifl<lt:; fimn¢~d by Iil~ det>tan<! "qUlI{ 

«qllred /", .... fle, .. ,,1 
2. IX numb«l) del>! l .... \n.CJ\.nt> ulll<Zed 

\X S w,fuej deb! j",,!h.rtl.nl$ \!'add 
inOf"".ed I1<""!>" ,,) , •• ,,' bmk.mge f<m .. 
and p"",\e mutual funds 

(X n"mlle'll'<!"'''''' lram.d in & •• <101"'. 
\r1>(!,ng. pricing ~ndlollegu\;U'm; and 
Ix number) 01 ~QU"",,, in tIlo." .,""" 
<leslgMd and offere4 in Imi., Ihro\J911 
Pf"i""! inl~rwruio~ 

Ii, (X $ value) ''''''''!moot Ir1 debl • lid ;,qui\y 
lur>ded lnf""!M:w,e proi'ffiS 

7, IX number) be row median lncom.lamt; •• " 
bener;ing ITom <!ebtand cqully !uIlllOd 
ml"'!flI~\ure P'Qj~\S 

SEal .",IlsS". and ''><)0.-4;: 
a. An il'l~!tnS ed wf'IJme or set;:urd.ier>

t:ad~~ !> m=u'o 01 <iepll1) 
'b'\ AAmcrau.s-£'.d numbertl{ issUeS' 

oIl.rod (a ",,,,,.u.e QI brm(lJh) 
,,' \.ltl>an o.v ~"It;~ 

S(o<;k excronge '!alisbe< 
SES'I$\ausUcs 
Proje<;\ li.porlhg 
M~nle!p"1 ,~ords 
C~tlS -s-tUl"stt:es 

$I""~ ."""'''9'' .bh'~"" 
SESI,,,U1"es 
Plo,""! R"pottng 

. ),Iu"i<:t,.., roct)<<ls 
C~MU' '\a~.Uc. 

USNO" <:ollole'p:m fJfl:Ir<cial 
,opQltS 

1···IMPORTfJif ASSUl.tPTlOltS··, J 

,. jJcltrl ... l ",ul>O"oo",l •• 1; bfiily 
Co"~nuallon 01 l,b"rahZlbtfl'l 
l.l~orl'o&:Y""'I1(I" \e h .lIeel.d 

b~ the GO! and Olhe, oonen< wOOing 
In capItal marl<.tt 

1. md .. and fue rr .. <1Ia~ Wll ."",,"Ut 
Ciltt.nt tre"ds to,,",,!! !Ja~!>'t.1\Ol' 

2. M or;PJ\I~.d <I.hI Ir.Id;n9 'lIm"". 
WI' be1l$tahl"lwd 

l. Vl3b!~ inlra$tr!Jottn" !>IDj",I$\hat 
sub.11>nlJa!ly ",,,,,title cnlefi; for HG 
el,gibOhlf elk" be genenl!ed 

tIM., ",,<I the "",<ket. ."il «"ntiMe 
"",,en~ tI~"ds \""",,<1 IrM:ip"'O""l' 

a An organized debl tradll1g ~w.tw. 
wi! b~ ".\a~ll$h~d 

3 Yoab! .. iIlir.!sltUcture PfO~ecl$ll>lt I 
~ub$lanlfully meet tho .nfe'" lot He; ! 
.r.gfb<li1)' can b .. gentra\ed i 

I 

• T"""" iulldtrl;) and procurement 
by USAlD 2nd CQIloterp!Jtl' 

I 
I 
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R.R. JT{A 
UNDER SECRETARY 
TEL. 3015581 

Dear Mr. T .. rter, 

.. ··· .... · ........ ··~ ... ,··· .......... ,-----'I ...... ' .. 
ANNEX C 

D.O. NG. 2(38)-AID/92 

f<"l\f 1'P..ffi'{q 

mf>f;r; <r:rtf l'l'mr 

(;m·t'I"IIHJCII( ol'Tntiin ~ 
Mini..;(!'Y ill' Fil1:lI1l'C 
J)c-parfl1ll'nt" of Et'utloll1il' An'ail's 

Please refer t~ y~ur letter ~ate~ September 14, 
1993 regarding ~roposed USAID assistance for the 
Financial Institutions Reforms ana Exp .. nsion (FIRE) 
PrQject anQ the subsequent discussions heli in tke 
r~oa of Directer(AG) twa days age. In 0rQer t. enable 
us to Sign this ilgreement next week yau are kincl.ly 
requested te send us the revised draft incerperating 
the c~anges agreed by us in tke abGve meeting. 

As reg .. ris the proposal pertaining to the 
Housing Guarantee Loan of US $ 125 million te be 
obtained. by HUDGO and ILFS frot! US Gapi t .. l Market 
I may like h cl-rify that wlnile 've iIIave neJ 4>bjechon: 

·in prinCiple to this prop0s .. l, it will not be possible 
for the GovernJ:lent Qf. India ei tiler to Sign the Agreement 
or to extend gu .. r .. ntees for the lean. However, the lean 
agreement ceuld be Signed by tbe concerned Organisations 
an(j! the lender? subject to the prior clear.lUce er this 
Depart~ent of ~he terms and coniiti~ns of the loan. 
In case it is felt necessary, one of the cemmercial 
banks Cltulcl. be approaciled by tlu e borrowers to extenci thle 
gu .. r .. ntees for this lo~. 

Wi til re g arcl.s , 

YCilurs sincerely, 

.tla L _ 
(R.R. JHA} 

Mr. Jerry Tarter, 
Office Director, 
Project Dev. Implementation & Training, 
USAID, American EUlbassy, 
New Delll!' 

v'rv .... ' •. ~, __ •••• ' "'L ,·"~t·,-· ,. .... -- -.- .. ,' -.. - : -.-.---,~.". '!: . ::-'?,"~'. ,-.' 
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5C(2) - ASSISTANCE CHECKLIST 

Listed below are statutory criteria 
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 includes 
criteria applicable to both Development 
Assistance and Economic support Fund resources. 
Part B includes criteria applicable only to 
Development Assistance resources. Part C 
includes criteria applicable only to Economic 
support Funds. 

\ 
CROSS REFERENCE: IS CmmTRY CHECKLIST UP TO 
DATE? 

A. CRITERIA APPLICABLE TO BOTH DEVELOPMENT 
ASSISTANCE AND ECOHOHIC SUPPORT FUNDS 

1. ' Host country Development Efforts 
(FAA Sec. 601(a)): Information and 
conclusions on whether assistance will 
encourage efforts of the country to: 
(a) increase the flow of international 
trade; (b) foster private initiative and 
competition; (c) encourage development and 
use of cooperatives, credit unions, and 
savings and loan associations; 
(d) discourage monopolistic practices; (e) 
imprpve technical efficiency of industry, 
agriculture, and commerce; and (f) 
strengthen free labor unions. 

2. U.S. private Trade and Investment 
(FAA Sec. 601(b)): Information and 
conclusions on how assistance will 
encourage U.S. private trade and 
investment abroad and encourage private 
U.S. participation in foreign assistance 
programs (including use of private trade 
channels and the services of U.S. private 
enterprise). 

--.,--;-:--......,,""""' . .- .. ., .. __ :::~:------',:::·c·-------· 

I\NNEX D 

Yes 

a.The Project will not directly 
encourage international trade. 

b. Project ,activities will increa 
i nvestillen ts. Thi s wi 11 encoura, 
more cO!1lj)anies to seek funding 
from the capital market and 
thereby increase their compe
titiveness. 

Co' An effi ci ent capital market wi 
encourage savings and loan ass. 
tions to invest their resource 
profitably. 

d. The project will foster greate" 
competition among Indian compal 
and thereby reduce mo'nopol ies 

e. There will be additional resou: 
available for industry, agricu 
ture and commerce and thi s wi 1 
improve its techni ca,l effi ci en· 

f. No assistance is being provide. 
for this purpose. 

2.'Assistance under the project w 
foster linkages between U.S. 
and Indian institutions and bu' 
nesses especially in private 
sector training and technical 
assistance. 
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3. congressional Notification 

a. General requirement (FY 1993 
Appropriations Act Sec. 522; FAA Sec. 
634A): 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 Appropriations Act 
notification requirement has been waived' 
because of substantial risk to human 
health or welfare)? 

b. Notice of n~w account 
obligation (FY 1993 Appropriations Act 
Sec. 514): If funds are being obligated 
under an appropriation account to which 
they were not appropriated, has the 
President consulted with and provided a 
written jUstification to the House and 
Senate Appropriations Committees and has 
such Obligation been subject to regular 
notification procedures? 

c. Cash transfers and 
nonproject sector assistance (FY 1993 
Appropriations Act Sec. 571(b) (3»: If 
funds are to be made available in the form 
of cash transfer or nonproject sector 
assistance~ has the congressional notice 
included a detailed description of how the 
funds will be used, with a discussion of 
U.S. interests to be served and a 
description of any economic policy reforms 
to be promoted? 

4. Engineering and Financial Plans 
(FAA Sec. 6l1(a»: Prior to an obligation 
in excess of $500,000, will there be: (a) 
engineering, financial or other plans 
necessary to carry out the assistance; and 
(b) a reasonably firm estimate of the cost 
to the U.S. of the assistance? 

5. Legislative Action (FAA Sec. 
611(a) (2); 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 

Yes 

N//\ 

N/{\ 

Yes 

Legislative action 
is not requi red 
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will be completed in time to permit 
orderly accomplishment of the purpose of 
the assistance? 

6. Water Resources (FAA Sec. 611(b); 
FY 1993 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 
principles, standards, and prQcedures 
established pursuant to the Water 
Resources Planning Act (42 U .• S.C. 1962, et 
§gg.)? (See A.I.D. Handbook 3 for 
guidelines.) \ 

7. cash Transfer and sector 
Assistance (FY 1993 Appropriations Act 
Sec. 571(b»: will cash transfer or 
nonproject sector assistance be maintained 
in a separate account and not commingled 
with other ~unds (unless such requirements 
are waived by congressional notice for 
nonproject sector assistance)? 

B. capital Assistance (FAA Sec. 
611(e»: If project is capital assistance 
(~, construction), and total u.S. 
assistance for it will' exceed $1 million, 
has Mission Director certified and 
Regional Assistant Administrator taken 
into consideration the,country's 
capability to maintain and utilize the 
project effectively? 

9. Multiple country Objectives (FAA 
Sec. 601(a»: Information and conclusions 
on whether projects will encourage e~~orts 
of the country to: (a) increase the flow 
of international trade; (b) foster private 
initiative and competition; (c) encourage 
development and use of cooperatives, 
credit unions, and savings and loan 
associations; (d) discourage monopolistic 
practices; (e) improve technical 
efficiency of industry, agriCUlture and 
commerce; and (f) strengthen free labor 
unions. 

T •• -;-- "~'~" 

N//\ 

N/A 

N//\ 

See Para One above 

.: .-.--.. , '. . 
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10. U.S. Private Trade (FAA Sec. 
601(b»: Information and conclusions on 
1,OW project will encourage u.s. private 
trade and investment abroad and encourage 
private U.S. participation in foreign 
assistance programs (including use of 
private trade channels and the services of 
U:S. private enterprise). 

11. Local currencies 

'~, -. , - ,I, ... ~,'\.I"'",: ~', 

See Para Two above 

a. A major portion of the DA funds w 
be utilized to finance dollar cos 
of training ·in the US and the hir 
US based TA. Even though AID gran 
funds will finance some of the 10\ 
currency components, a major port 
of local currency expenditures wi 
incurred by the Host Country for 
country expenses. In addition HG 
Loan funds from ,.the US wi 11 be SUI 

mented by matching contribution b. 
the Host C?untry. 

a. Recipient Contributions 
(FM Sees. 612 (b), 636 (h»: Describe 
steps taken to assure that, to the maximum 
extent possible, the count~y is 
contributing local currencies to meet the 
cost of contractual and other services, 
and foreign currencies owned by the U.S. 
are utilized in lieu of dollars. 

b. U.S.-Owned curren.cy (FAA 
Sec. 612(d»: Does the U.S. own excess 
foreign currency of the country and, if 
so, what arrangements have been made for 
its release? b. NO 

c. Separato Account (py 1993 
Appropriations Act Sec. 571). If c. 
assistance is furnished to a foreign 
government under arrangements which result 
in the generation of local currencies: 

(1) Has··A.I.D. (a) 
required that local currencies be 
deposited in a separate account 
established by the recipient goveFnment, 
(b) entered into an agreemont with that 
government providing tIle Dmount of 10cD1 
currencies to be generated Dnd the terms 
and conditions under which the currencies 
so deposited may be utilized, and (c) 
established by agreement the 
responsibilities of A.I.D. and that 
government to monitor and account for 
deposits into and disbursements from the 
separate account? 

1'1//\ 

1'1/ /\ 
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(2) will such local 
currencies, or an equivalent amount of 
local currencies, be used only to carry 
out the purposes of the DA or ESF chapters 
of the FAA (depending on which chapter is 
the source of the assistance) or for the 
administrative requirements of the united 
states Government? 

(3) lias A.I.D. taken all 
appropriate steps to ensure that the 
equivalent of local currencies disbursed 
:Crom the separate account arc uscd [or the 
agreed purposes? 

\ 
(4) If assistance is 

terminated to' a country, will any 
unencumbered balances of funds remaining 
in a separate account be disposed of for 
purposes agreed to by the recipient 
government and the United States 
Government? 

12. Trade Restrictions 

a. Surplus Commodities (FY 1993 
Appropriations Act Sec. 520(a»: If 
assistance 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 
capacity becomes operative, and is such 
assistance likely to cause substantial 
injury to u.s. producers of the same, 
similar or competing commodity? 

b. Toxtilos (Lautonborg 
Amendment) (FY 1993' Appropriations Act 
Sec. 520(c»: will the assistance (except 
for programs in caribbean Basin Initiative 
countries under U.S. Tariff Schedule 
"section 807," which allows reduced 
tariffs on articles assembled abroad from 
U.S.-made components) be used directly to 
procure feasibility studies, 
prefeasibility studies, or project 
profiles of potential investment in, or to 
assist the establishment of facilities 
specifically designed for, the manufacture 
for export to the United states or to 
third country markets in direct 
competition with U.S. exports, of 

-Nj/\ 

N//\ 

N/A 

NIP.. ' 

N/A 

'\ 
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textiles, apparel, footwear, handbags, 
flat goods (such as wallets or coin purses 
worn on the persdn), work gloves or 
leather wearing apparel? 

13. Tropioal Forosts (FY 1991 
Appropriationo Act Sec. 533(c) (3) (ao 
re:(erenced in section 532(d) or the FY 
1993 Appropriations Apt): wil~ funds be 
used for any program, project or activity 
which would (a) result in any significant 
loss of tropical forests, or (b) involve 
industrial timber extraction in primary 
tropical forest areas? 

\ 
14. PVO Assistanco 

a. nUditing and rogistraticn 
(FY 1993 Appropriations Act Sec. 536): If 
assistance is being made available to D 
FVO, has that organization provided upon 
timely request any document, file, or 
record necessary to the auditing 
requirements of A.I.D., and is the PVO 
registered with A.I.D.? 

b. Funding sources (FY 1993 
Appropriations Act, Title II, under 
heading "Private and Voluntary 
organizatipns " ): If assistance is to be 
made to a United States PVO (other than a 
cooperative development organization), 
does it obtain at least 20 percent of its 
total annual funding for international 
activities from sources other than the 
United states Government? 

15. project Agreement Documentation 
(state Authorization Sec. 139 (as 
interpreted by conference report»: Has 
confirmation of the date of signing of the 
project agreement, including the amount 
involved, been cabled to State LIT and 
A.I.D. LEG within 60 days of the 
agreement's entry into force with respect 
to the United states, and has the full 
text of the agreement been pouched to 
those same offices? (See Handpook 3, 
.Appendix 6G for agreements covered by this 
provision) • 

.'- . • -.. .' ; ......... ~-: •.. :·i.·.:t . .:; .. ; ._" .•.. i; .. , 
." " • • '~ • .:; • • .<fI.O _ 

N/I\ 

NI f\ 

N/A 

The aggregate amount of DA fund~ 
·being provided is.less than 
$25 mi 11 ion; therefore, thi s 
requirement is inapplicable. 

. '-.~ ..... , .... ---.. , --"'._---",--, .. , .. --_._-•.• - ••..• 4'-' .. " 'r' 
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16. Metria system (Omnibus Trade and 
competitiveness Act of 1988 Sec. 5164, as 
interpreted by conference report, amending 
Metric Conversion Act of 1975 Sec. 2, and 
as implemented through A.I.D. policy): 
Does the assistance activity use the 
metric system of measurement in its 
procurements, grants, and other 
business-related activities, except to the 
extent that such use is impractical or is 
~ikely to cause significant inefficiencies 
or loss of markets to united states firms? 
Are bulk purchases usually to be made in 
metric, and are components r subassemblies, 
and semi-fabricated materials to be 
specified in metric units when 
economically available and technically 
adequate? will A.I.D. specifications use 
metric units of measure from the earliest 
programmatic stages, and from the earliest 
documentation of the assistance processes 
(for example, project papers) involving 
quantifiable measurements (length, area, 
volume, capacity, mass and weight), 
through the implementation stage? 

17. Women in Development (FY 1993 
Appropriations Act, Title II, under 
heading "Women in Development"): will 
assistance be designed so that the 
percentage of women participants will be 
demonstrably increased? 

18. Regional and Multilateral 
~ssistanco (FAA Sec. 209): Is assistance 
lnoro efficiently und 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. 

19. Abortions (FY 1993 
Appropriations Act, Title II, under 
heading "Population, DA," and Sec. 524): 

L::==="~---'-'-~'-'" ,_. -___ _ . "~." 

To t.he extent practicable, 
me tri c mcasurements wi 11 be usc' 
in py'ocuremen ts, grants and oth· 
activities under the project. 

Yes 

Other multilateral donors are 
providing assistance for capita 
market development program, fin 
cial sector programs and basic 
infrastructure development. How 
AID's objective of capital mark 
and debt market reforms cannot 
achieved through regional or mu 
lateral organizations. Experien 
in this project may encourage 0 
developing countries to follow 
develop similar reform programs 
t~rough regional cooperation. 

N/I\ 
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a. Will assistance be made 
available to any organization or program 
which, as determined by the president, 
supports or participates in the management 
of a program of coercive abortion or 
involuntary sterilization? 

b. will any ~unds be used to 
lobby for abortion? 

20. Cooperatives (FAA Sec. 111): , 
will assistance help develop cooperatives, 
especially by technical assistance, to 
assist rural and urban poor to help 
themselves toward a better\life? 

21. U.S.-Owned Foreign currencies 

a. Use of currencies (FAA Secs. 
612(b), 636(h); FY 1993 Appropriations Act 
Secs. 507, 509): Are steps being taken to 
assure that, to the maximum extent 
possible, foreign currencies owned by the 
U.S. are utilized in lieu of dollars to 
meet the cost of contractual and other 
services. 

b. nelease of currencies (FAA 
Sec. 612(d»: Does the U.s. own excess 
foreign currency of the country and, if 
so, what arrangements ,have been made for 
its release? 

. 22. l'rocurement 

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

b. U.s. procurement (FAA Sec. 
604(a) as amended by section 597 of the FY 
1993 Appropriations Act): will all 
procurement be ~rom the u.S., the 
recipient country, or developing countries 
except as otherwise determined in 
accordance with the,criteria of this 
section? 

N/A 

N/fl 

NO 

See response to para lla 

No 

Procurement opportuniti es will 
advurLiscd publicly, including 
in AID publications aimed at 
small businesses, 

Yes 

- ..... -t' •• -.-.... ,- , . ", ," ""11.......... . .. ~---" ¥ ,,- -,---- - •• "'QJ1"1;.-'- p - ------ , 
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c. Marine insurance (FAA Sec. 
604(d»: If the cooperating country 
discriminates against marine insurance 
companies authorized to do business in the 
U.S., will commodities be insured in the 
united states against marine risk with 
such a company? 

d. Non-U.S. agricultural 
procurement (FAA Sec. '604(e»: If 
non-U.S. procurement of agricultural 
commodity or product thereof is to be 
financed, is there provision against such 
procurement when the domestic price of 
such commodity is less tha~ parity? 
(Exception where commodity financed could 
not reasonably be procured in U.s.) 

e. construction or engineering 
services (FAA Sec. 604(g»: will ' 
construction or engineering services be 
procured from, firms of advanced developing 
countries which are otherwise eligible 
under 'Code 941 and which have attained a 
competitive capability in international 
markets in one of these areas? (Exception 
for those countries which receive direct 
economic assistance under the FAA and 
permit united states firms to compete for 
construction or engineering services 
financed from assistance programs of these 
countries.) 

f. cargo preference shipping 
(FAA Sec. 603»: Is the shipping excluded 
from compliance with the requirement in 
Bection 901(b) of the Merchant Harine Act 
of 1936, as amended, that at least 
50 percent of the gross tonnage of 
commodities (computed separately for dry 
bulk carriers, dry cargo liners, and 
tankers) financed shall be transported on 
privately owned U.S. flag commercial 
vessels to the extent Buch vessels are 
available at fair and reasonable rates? 

g. Tochnical assistance 
(FAA Sec. 621 (a) ): .. If technical 
assistance is financed, will such 
assistance be furnished by private 
enterprise on a contract basis to the 
fullest extent practicable? will the 

0' 
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N/A 

No 

N/I\ 
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facilities and resources of other Federal 
agencies be utilized, when they are 
particularly suitable, not competitive 
with private enterprise, and made 
available without undue interference with 
domestic programs? 

h. u.s. air oarriers 
(International Air Transportation Fair 
competitive Practices Act, 1974): If air 
transportation of persons or property is' 
financed on grant basis, will U.S. 
carriers be used to the extent such 
service is available? 

\ 
i. Termination ~or convenionce 

o~ U.S. Government (FY 1993 Appropriations 
Act Sec. 504): If the U.S. Government is 
a party to a contract for procurement, 
does the contract contain a provision 
authorizing termination of such contract 
for the convenience of the united states? 

j. consulting services 
(FY 1.993 Appropriations Act Sec. 523): If 
assistance is for consulting service 
through procurement contract pursuant to 5 
U.S.C. 3109, are contract expenditures a 
matter of public record and available for 
public in~pection (unless otherwise 
provided by law or Executive order)? 

k. Metric conversion 
(omnibus Trade and Competitiveness Act of 
1988, as interpreted, by con,ference report, 
amending Metric Conversion Act of 1975 
Sec. 2, and as implemented through A.I.D. , 
policy): Does the assistance program use 
the metric system of measurement in its 
procurements, grants, and other 
business-related activities, except to the 
extent that such use is impractical or is 
likely to cause significant inefficiencies 
or loss of markets to United States firms? 
Are bulk purchases usually to be made in 
metric, and are components, subassemblies, 
and semi-fabricated materials to be 
specified in metric,units when 
economically available and technically 
adequate? will A.I.D. specifications use 
metric units of measure from the earliest 
programmatic stages, and from the earliest 

. -: 

Yes 

Yes 

Yes 

Metric measurements are used to 
the maximum practicable extent. 

No bulk purchases are contempla 

Where measurements are included 
project documentation, metric 
measurements are used to the 
extent practicable. 
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documentation of the assistance processes 
(for example, project ,papers) involving 
quantifiable measurements (length, area, 
volume, capacity, mass and weight), 
through the implementation stage? 

1. competitive Seleotion 
Proooduro" (FAA Sec. 601(e»: will the 
assistance utilize competitive.selection 
procedures for the awarding of contracts, 
except where applicable procurement rules 
allow otherwise? 

23. Construction 
\ 

a. capital project (FAA Sec. 
601(d»: If capital (~, construction) 
project, will U.S. engineering and 
prcfessional services be used? 

b. construction contract (FAA 
Sec. 611(c»: If contracts for 
construction are to be financed, will they 
be let on a competitive basis to maximum 
extent practicable? 

c. Large projects, 
congressional approval (FAA Sec. 620(k»: 
If for construction of productive 
enterprise, will aggregate value of 
assistance to be furnished by the U.S. not 
exceed $100 million (except for productive 
enterprises in Egypt that were described 
in the congressional Presentation), or 
doe~ assistance have the express approval 
of congress? 

24. u.s. Audit Rights (FAA Sec. 
301(d»: If fund is established solely by 
U.S. contributions and administered by an 
international organization, does 
comptroller General have audit rights? 

25. Communist Assistance (FAA Sec. 
620(h). Do arrangements exist to insure 
that united states foreign aid in not used 
in a manner which, contrary to ~le best 
interests of the united states, promotes 
or assists the foreign aid projects or 
activities of the communist-bloc 
countries? 

I J 

I J ____ ~. _<u.U 
,' . 
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Yes 

N//\ 

N//\ 

.N//\ 

N//\ 

Yes 
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26. Narcotics 

a. ' Cash reimbursements (FAA 
Sec. 483): Will arrangements preclude use 
of financing to make reimbursements, in 
the form of cash payments, to persons 
whose illicit drug crops are eradicated? 

b. Assistance to narootics 
traffiokers (FAA Sec. 487): will 
arrangements take "all reasonable steps" 
to preclude use of financing to or through 
individuals or entities which we know or 
have reason to believe have either: '(1) 
been convicted of a violatlon of any law 
or regulation of the united states or a 
foreign country relating to narcotics (or 
other controlled substances); or (2) been 
an illicit trafficker in, or otherwise 
involved in the illicit trafficking of, 
any such controlled substance? 

27. Expropriation nnd Land Roform 
(FAA Sec. 620(g»: will assistance 
preclude use of financing to compensate 
owners for expropriated or nationalized 
property, except to compensate foreign 
nationals in accordance with a land reform 
program certified by the President? 

28. police and Prisons (FAA Sec. 
660): will assistance preclude use of 
financing to provide training, advice, or 
any ,financial support for police, prisons, 
or other law enforcement forces, except 
for narcotics programs? 

29. CIA'Activities (FAA Sec. 662): 
will assistance preclude use of financing 
for CIA activities? 

30. Hotor Vehicles (FAA Sec. 
636(i»: will assistance preclude use of 
financing for purchase, sale, long-term 
lease, exchange or guaranty of U,e sale of 
motor vehicles manufactured outside U.S., 
unless a waiver io obtained? 

.. :., 

Yes 

Yes 

Yes 

Yes 

Yes 

Yes 
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31. Military Personnel (FY 1993 
Appropriations Act Sec. 503): will 
assistance preclude use of financing to 
pay pensions, annuities, retirement pay, 
or adjusted service compensation for prior 
or current military personnel? 

32. payment o~ U.N. Assessmehts (FY 
1993 Appropriations Act Sec. 505): will 
assistance preclude use of financing to 
pay U.N. assessments, arrearages or dues? 

33. Multilateral organization 
Lending (FY 1993 Appropriations Act Sec. 
506): will assistance pre~lude use of 
financing to carry out provisions of FAA 
section 209(d) (transfer of FAA funds to 
multilateral organizations for lending)? 

34. Export of Nuclear Resources (FY 
1993 Appropriations Act Sec. 510): will 
assistance preclude use of financing to 
finance the export of nuclear equipment, 
fuel, 'or technology? 

35. Repression of population (FY 
1993 Appropriations Act Sec. 511): will 
assistance preclude use of financing for 
the purpose of aiding the efforts of the 
government of such country to repress the 
legitimate rights of the population of 
such country contrary to the Universal 
Declaration of Human Rights? 

36. publicity or Propaganda (FY 1993 
Appropriations Act Sec. 516): will 
assistance bo used for pUblicity or 
propaganda purposes designed to support or 
defeat legislation pending before 
Congress, to influence in any way the 
outcome of a political election in the 
United States, or for any publicity or 
propaganda purposes not authorized by 
congress? 

. -:,', 
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Yes 

Yes 

, Yes 
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Ves 

No 
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37. Karine Insurance (FY 1993 
Appropriations Act Sec. 560): Will any 
A.I.D. contract and solicitatioh, and 
subcontract entered into under such 
contract, include a clause requiring that 
U.S. marine insurance companies have a 
fair opportunity to bid for marine 
insurance when such insurance is necessary 
or appropriate? 

38. Exchange for Prohibited hct (F¥ 
1993 Appropriations Act Sec. 565): will 
any assistance be provided to any foreign 
government (including any instrumentality 
or agency thereof), foreig~ person, or 
United states person in exchange for that 
foreign government or person undertaking 
any action which is, if carried out by the 
United States Government, a United states 
Official or employee, expressly prohibited 
by a provision of United states law? 

39. commitment of Funds (FAA Sec. 
635(h»: Does a contract or agreement 
,entail a commitment for the expenditure of 
funds during a period in excess of 5 years 
from the date of the contract or 
agreement? 

40. Impact on U.S. Jobs (FY 1993 
Appropriations Act, Sec. 599): 

(a) will any financial 
incentive be provided to a business 
located in the U.S. for the purpose of 
inducing that business to relocate outside 
the u.s. in a manner that would likely 
reduce the number of U.S. employees of 
that business? 

(b) will assistance be provided 
for the purpose of establishing or 
developing an export processing zone or 
designated area in which the country's 
tax, tariff, labor, enVironment, and 
safety laws do not apply? If so, has the 
President determined and certified that 
such assistance is not likely to cause a 
loss of jobs within the U.S.?' 

.' ,,' . . ' -.. 

Yes 

No 

No 

No 

No 
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(c) will assistance be provided 
for a project or activity that contributes 
to the violation of internationally 
recognized workers rights, as defined in 
section 502(a) (4) of the Trade Act of 
~974, of workers in the recipient country? 

CRITERIA APPLICABLE TO DEVELOPMENT 
ASSISTANCE ONLY 

1. Agricultural Exporta (Dumporu 
Amon~mont) (FY 1993 Appropriations Act 
Sec. 521(b), as interpreted by conference 
report for original enactm~nt): If 
assistance is for agricultural development 
activities (specifically, any testing Dr 
breeding feasibility study, variety 
improvement or introduction, consultancy, 
publication, conference, or training), are 
such activities: (1) specifically and 
principally designed to increase 
agricultural exports by ~le Ilost country 
to a country other than the United states, 
where the export would lead to direct 
competition in that third country with 
exports of a similar commodity grown or 
produced in the united States, and can the 
activities reasonably be expected to cause 
substantial injury to U.S. exporters of a 
similar agricultural commodity; or (2) in 
support of research that is intended 
primarily to benefit U.S. producers? 

2. Tie~ Ai~ cre~its (FY 1993 
Appropriations Act, Title II, under 
hending "Ecollomio Support Fund"): will DA 
funds be used for tied aid credits? 

3. Appropriate Technology (FAA Sec. 
107): Is special emphasis placed on use 
of appropriate technology (defined as 
relatively smaller, cost-saving, 
labor-using technologies that are 
generally most appropriate for the small 
farms, small businesses, and small incomes 
of the poor)? 

_ .. ---'.'- - . .. .---·-.. _·'t_.· .. "~ ._ .. __ . ... ,,~, ... - . 

No 

N//\ 

, , 

No 

Yes, where feasible 
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4. Indigenous Needs and Resources 
(FAA Sec. 2Bl(b»: Describe extent to 
which the activity recognizes the 
particular needs, desires, and capacities 
of the people of the country; utilizes the 
country's intellectual resources to 
encourage institutional development; and 
supports civic education and training in 
skills required for effective _ 
participation in governmental and 
political processes essential to 
self-government. 

5. Economic Development (FAA Sec. 
lOl(a»: Does the activit¥ give 
reasonable promise of contributing to the 
development of economic resources, or to 
the increase of productive capacities and 
self-sustaining economic growth? 

6. special Development Emphases (FAA 
Secs. 102(b), 113, 281(a)): Describe 
extent to which activity will: (a) 
effectively involve the poor in 
development by extending access to economy 
at local level, increasing labor-intensive 
production and the use of appropriate 
technology, dispersing investment from 
cities to small towns and rural areas, and 
insuring wide participation of the poor in 
the benefits of development on a sustained 
basis, using appropriate U:8. 
institutions; (b) encourage democratic 
private and local governmental 
institutions; (c) support the self-help 
efforts of developing countries;" (d) 

BeST 
AVAILABLE 

The Project will strengthen and 
develop key financial institution! 
and impart training to personnel 
from these institutions for effecl 
par'ticipation in market restructu) 
and reform processes. 

An efficient capital market will 
bring competition and develop amot 
various pri~~te sector entities at 
ensure their sustain~ble economic 
growth. This project will also . 
strengthen the demonstration model 
of viable and self sustaining 
infrastructure projects through 
debt market financing. 

a. The DA project, which will 
complement the HG element, will 
facili~ate the selection of . 
commercially viable infrastrucl 
projecfs.to be implemented by 
local mUnicipalities. The US . 
technical assistance will be u~ 
to promote program sustainabil' 

b. Yes 
c. The above infrastructure proje< 

will be demonstrations for oth( 
municipalities to follow. 

Efforts wi 11 be made to encour, 
women's participation in the 
training programs. 

promote the participation of ~omen in t~e d. 
national economies of developlng countrles 
and the improvement of women's status; and 
(e) utilize and encourage regional 
cooperation by developing countries. e. Regional cooperation by develol 

countries is not appropriate a· 
this time. 7. Recipient country contribution 

(FAA Sees. 110, 124(d): Will the 
recipient country provide at least 25 
percent of the costs of the program, 
project, or activity with respect to which 
the assistance is to be furnished (or is 
the latter cost-sharing requirement being 
waived for a "relatively least developed" 
country)? 

Yes 
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8. Benefit to Poor Majority (FAA 
Sec. 128(b»: If the activity attempts to 
increase the institutional capabilities of 
private organizations or the government of 
the country, or if it attempts to 
stimulate scientific and technological 
research, has it been designed and will it 
be monitored to ensure that the ultimate 
beneficiaries are the. poor majority? 

9. Abortions (FAA Sec. 104(f); FY 
1991 Appropriations Act, Title II, under 
heading "Population, DA," and Sec. 535): 

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

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 incentive to any person to 
undergo sterilizations? 

c. Are any of the funds to be 
m~de available to any organization or 
program which, as determined by the 
President, 'supports or participates in the 
management of a program of coercive 
abortion or involuntary sterilization? 

d. will funds be made available 
only to voluntary family planning projects 
which of fer, either directly or tlll'ough 
referral to, or information about access 
to, a broad range of family planning 
methods and services? 

e. In awarding grants for 
natural family planning, will any 
applicant be discriminated against because 
of such applicant's religious or 
conscientious commitment to offer only 
natural family planning? 

f. Are any of the funds to be 
used to pay for any biomedical research 
which relates, in whole or in part, to 

The project will increase insti~ 
tutional capabilities of capital 
market related private and public 
sector institutions, The project 
has been designed to improve the 
infrastructure facilities in the 
urban areas through the debt mark 
This will ultimately benefit the 
poor majority in those urban area 

N/A 

, . 
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methods of, or the performance of, 
abortions or involuntary sterilization as 
a means of family planning? 

g. Are any of the funds to be 
made available to any organization if the 
President certifies that tile use of these 
funds by such organization would violate 
any of the above prov.isions related to 
abortions and involuntary sterilization? 

10. contract Awards (FAA Sec. 
601(e)): will the project utilize 
competitive selection procedures for the 

. awarding of contracts, except where 
applicable procurement rules allow 
otherwise? 

11. Disadvantaged Enterprises (FY 
1993 Appropriations Act Sec. 563): What 
portion of the funds will be available 
only for activities of economically and 
socially disadvantaged enterprises, 
historically black colleges and 
universities, colleges and universities 
having a student body'in which more than 
40 percent of the students are Hispanic 
Americans, and private and voluntary 
organizations which are controlled by 
individuals who are black Americans, 
Hispanic Americans, or Native Americans, 
or who are economically or socially 
disadvantaged (including women)? 

12. Biological Diversity (FAA Sec. 
119(gl: Will the assistance: (al support 
training and education efforts which 
improve the capacity of recipient 
countries to prevent loss of biological 
diversity; (b) be provided under a 
long-term agreement in which the recipient 
country agrees to protect ecosystems or 
other wildlife habitats; (c) support 
efforts to identify and survey ecosystems 
in recipient countries worthy of 
protection; or (d) by any direct or 
indirect means significantly degrade 
national parks or similar protected areas 
or introduce exotic plants or animals into 
such areas? 

Yes 

BEST 
AVAILABLE 

A specific porti'on of. project fund 
have not been set aside for 
disadvantaged enterprises. However 
the Mission will ensure that. any 
contract in excess of $500,000 whi 
is finance'd under the project·· . 
includes ~.requirement for 10% of 
value of tile contract to be sub
conLracted.to disadvantaged 
enterprises unless AID regulations 
provide otherwise. 

No 

No 

No 

No 
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13. Tropical Forests (FAA Sec. lIB; 
FY 1991 Appropriations Act Sec. 533(c) an 
referenced in section 532(d) of the FY 
1993 Appropriations Act): 

a. A.I.D. Regulation 16: Does 
the assistance comply with the 
environmental procedures set forth in 
A.I.D. Regulation 167. 

h. conservation: Does the 
assistance place a high priority on 
conservation and sustainable management of 
tropical forests? ,specifically, docs the 
assistance, to the fullest\extent 
feasible: (1) stress the importance of 
conserving and sustainably managing forest 
resources; (2) support activities which 
offer employment and income alternatives 
to those who otherwise would cause . 
destruction and loss of forests, and help 
countries identify and implement 
alternatives to colonizing forested areas; 
(3) support training programs, educational 
efforts, and the establishment or 
strengthening of institutions to improve 
forest management; (4) help end 
destructive slash-and-burn agriculture by 
supporting stable and productive farming 
practices; (5) help conserve forests 
which have, not yet been degraded by 
helping to increase production on lands 
already cleared or degraded; (6) conserve 
for'ested watersheds and rehabilitate those 
whic'h 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; (B) 
s~pport research 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 ecosystems on a 
worldwide basis, by .. making the 
establishment of protected areas a 
condition of support for activities 
involving forest clearance or degradation, 

Yes 

N/J\' 

.' .. 

.. 
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and by helping to identify tropical forest 
ecosystems and species in need of 
protection and establish and maintain 
appropriate protected areas; (10) seek to 
increase the awareness of u.s. Government 
agencies and other donors of the immediate 
and long-term value of tropical forests; 
(11) utilize the resources and abilities 
of all relevant u.s. government.agencies; 
(12) be based upon careful analysis of the 
alternatives available to achieve the best 
sustainable use of the land; and (13) 
take full account of the environmental 
impacts of the proposed activities on 
biological diversity? \ 

c. Forest degradation: 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 sustainable 
forest management systems; (2) actions 
which will significan~ly degrade national 
parks or similar protected areas which 
contain tropical forests, or introduce 
exotic plants or animals into such areas; 
(3) activities which would result in the 
conversion of forest lands"to the rearing 
of livestock; (4) the construction, 
upgr.ading, or maintenance of roads 
(including temporary haul roads for 
logging or other extractive indUstries) 
which pass through relatively undergraded 
forest lands; . (5) the colonization of 
forest lands; or (6) the construction of 
dams or other water control structures 
which flood relatively undergraded forest 
lands, unless with respect to each such 
activity an environmental assessment 
indicates that the activity will 
contribute significantly and directly to 
improving the livelihood of the rural poor 
and will be conducted in an 
environmentally sound manner which 
supports sustainable development? 

. .... 
. ,: 

N/A 
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d. sustainable ~orestry: If 
assistance relates to tropical forests, 
will project assist countries in 
developing a systematic analysis of the 
appropriate use of their total tropical 
forest resources, with the goal of 
developing a national program for 
sustainable forestry? 

e. Environmental impact 
statements I Will funds be made available 
in accordance with provisions 'of FAA 
section 117(c) and applicable A.I.D. 
regulations requiring an environmental 
impact statement for activ~ties 
significantly affecting the environment? 

14. Energy (FY 1991 Appropriations 
Act Sec. 533(c) as referenced in sec~ion 
532(d) of the FY 1993 Appropriations'Act): 
If assistance relates to energy, will such 
assistance focus on: (a) end-use energy 
efficiency, least-cost energy planning, 
and renewable energy resources, and (b) 
the key countries where assistance would 
have the greatest impact on reducing 
emissions from greenhouse gases? 

15. Debt-for-Nature Excbange (FAA 
Sec. 463): If project will finance a 
debt-for-nature exchange, describe how the 
exchange will support protection of: (a) 
the world's oceans and atmosphere, (b) 
animal and plant species, and (c) parks 
and reserves; or describe how the exchange 
will promote: (d) natural resource 
mnnagemant, (e) local conservation 
programs, '(f) conservation training 
programs, (g) public commitment to 
conservation, (h) land and ecosystem 
management, and (i) regenerative 
approaches in farming, forestry, fishing, 
and watershed management. 

16. Deobligation/Reobligation 
(FY 1993 Appropriations Act Sec. 515): If 
deob/reob authority is sought to be 
exercised in the provision of DA 
assistance, are the "funds being obligated 
for the same general purpose, and for 
countries within the same region as 

"';a.' . 
• ;1.'~ . 

...: ...••. :.'.' .•. -.. ;...... ~,.-:..' .. 
..~ .. : . :. 

N/A 

Yes 

N/A 

N/A 

Yes 
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originally obligated, and have the House 
and senate Appropriations committees been 
properly notified? 

17. Loans 

a. Repayment oapaoity (FAA Sec. 
122(b»: Information and conclusion on 
capaoity of the country to repay the loan 
at a reasonable rate ~f interest. 

b. Long-range plans (FAA Sec. 
122(b»: Does the activity give 
reasonable promise of assisting long-range 
plans and programs designe~ to develop 
economic resources and increase productive 
capacities? 

c. Interest rate (FAA Sec. 
122(b»: If development loan is repayable 
in dollars, is interest rate at least 2 
percent per annum during a grace period 
which is not to exceed ten years, and at 
least j~percent per annum thereafter? 

d. Exports to United states 
(FAA Sec. 620(d»: If assistance is for 
any productive enterprise which will 
compete with u.S. enterprises, is there an 
agreement by the recipient country to 
prevent export to the U.S. of more than 20 
percent of the enterprise's annual 
production during the life of the loan, or 
has .the requirement to enter into such an 
agreement been waived by the President 
because of a national security interest? 

18. Development Objectives (FAA 
Secs. 102(a), Ill, 113, 281(a»: Extent 
to which activity will: (1) effectively 
involve the poor in development, by 
expanding access to economy at local 
level, increasing labor-intensive 
production and the use of appropriate 
technology, spreading investment out from 
cities to small towns and rural areas, and 
insuring wide participation of the poor in 
the benefits of dev~lopment on a sustained 
basis, using the appropriate u.S. 
institutions; (2) help develop 
cooperatives, especially by technical 

N/A 

N/ fI 

N/A 

N/A 

See response to para 6 of 
this part B 
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'assistance, tD assist rural and urban pDor 
to help themselves toward better life, and 
Dtherwise encourage democratic private and 
local governmental institutions; (3) 
support the self-help efforts of 
developing countries; (4) promote the 
participation of WDmen in the national 
economies of deve1Dping countries and the 
improvement of women's status; and (5) 
utilize and encDurage·regional.cDoperatiDn 
by develDping cDuntries? 

19. ~griculture, Rural Development 
and Nutrition, and Agricultural Rosoaroh 
(FAll. Secs. 103 and l03A): \ 

a. Rural poor and small 
~armerB: If assistance is being made 
available for agriculture, rural 
development or nutrition, describe extent 
to which activity is specifically designed 
to increase productivity and income of 
rural poor; or if assistance is being 
made available fDr agricultural research, 
has accDunt been taken Df the needs Df 
small farmers, and extensive use of· field 
testing to adapt basic reGearch to local 
conuJtjons uhull be mudo. 

b. NutritiDn: Describe extent 
tD which assistance is used in 
cODrdination with efforts carried out 
under FAll. Sec;:tiDn 104·. (PDpulation and 
Health) to help improve nutrition of the 
people of developing countries through 
encouragement of increased production of 
crops with greater nutritional value; 
improvemont'of plunning, research, and 
education with respect to nutrition, 
particularly with reference to improvement 
and expanded USe of indigenously prDduced 
fODdstuffs; and the undertaking of pilDt 
or demDnstration programs explicitly 
addressing the problem of malnutrition of 
poor and vulnerable peDple. 

c. Food security: Describe 
extent to which activity increases 
national fODd security by improving fODd 
pD1icies and management and by 
strengthening natiDnal food reserves, with 
particular concern for the needs of the 

N/I\ 
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poor, through measures encouraging 
domestic production, building national 
food reserves, expanding available storage 
facilities, reducing post harvest food 
losses, and improving food distribution. 

20. Population and Uoalth (FAA Secs. 
104{b) and (c»: If assistance is being 
mado available for population or health 
nctivities, describe extent to wl.ich 
nctivity 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 young children using 
paramedical and auxiliary iliedical 
personnel, clinics and health posts, 
commercial distribution systems, and other 
modes of community outreach. 

21. Education and Uuman Resources 
Development (FAA Sec. 105): ' If assistance 
is being made available for education, 
public. administration, or human resource 
development, describe (a)' extent to which 
activity strengthens nonformal 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 and training of people 
of developing countries in such 
disciplines as are required for planning 
and implementation of public and private 
development activities . 

22. Energy, Private Voluntary 
organizations, and Selected Development 
.Activities (FAA Sec. 10'6): If assistance 
is being made available for energy, 
private voluntary organizations, and 
selected development problems, describe 
extent to which activity is: 

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 

. -," 

• ''';::J.' 
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' . ... ' ....... ~ . 
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research on and development and use of 
small-scale, decentralized, renewable 
energy sources for rura1 arcas, 
emphacizing development of energy 
resources which arc environmentally 
acceptable and require minimum capital 
investment; 

b. concerned with technical 
cooperation and development, especially 
with U.S. private and voluntary, or 
regional and international development, 
organizations; 

c. research into" and 
evaluation of, economic development 
processes and techniques; 

d. reconstruction after natural 
or manmade disaster and programs of 
disaster preparedness; 

e. for special development 
problems, and to enable proper utilization 
of infrastructure and related projects 
funded with earlier U.S. assistance; 

f. for urban development, 
especially small, labor-intensive 
enterprises, marketing systems for small 
producers,'and financial or other 
institutions to help urban poor 
participate in economic and social 
deve:j.opment. 

23. capital projects (Jobs Through 
Export Act of ~992, Sees. 303 and 306(d»: 
If assistance is being provided for a 
capital project, is the project 
developmentally sound and will the project 
measurably alleviate the worst 
manifestations of poverty or directly 
promote environmental safety and 
sustainability at the community level? 

CRITERIA APPLICABLE TO ECONOIlIC SUPPORT 
FUNDS ONLY 

1. Economic and Political stability 
(FAA Sec. 53~(a»: Will this assistance 
promote economic and political stability? 

No 

N/A 

N/A 
, , 

N/A 

N/A 

N/A 

---------- - -----
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TilE HOUSING GUARANTY PROGRAM 

STATUTORY CHECKLIST 

NAME OF COUNTRY 

PROJECT NO. 3B6-IIG-004 

General criteria Under lIG Statutory 
Authority. 

section 221(a) 

will the proposed project meet tIle 
following criteria. 

1) Is intended to increase the 
availability of domestic 
financing by demonstrating to 
local entrepreneurs and 
institutions that providing low
cost housing is financially 
viable; 

2) Is intended to assist in 
marshalling resources for low
cost housing; 

3) Supports a pilot project for 
low-cost shelter, or is intended 
to have a maximum demonstration 
impact on local institutions and 
national policy; and, 

4) Is intended to have a long run 
goal to develop domestic 
construction capabilities and 
stimulate local credit 
institutions to make available 
domestic capital and other 
management and technological 
resources required for effective 
law cost shelter programs nnd 
policies. 

Answer Yes/No put up 
page references 
and/or explanations 
where appropriate. 

.. 
___ ~,Ye"'s-------

Yes 

Yes 

______ ~Ye=s __________ _ 



,.I.fr!.:.!.\UIt.:1IJJJ.u..I::.:a!l,ffi.,;".lLJ.;:...·.·. ', .. ' 1 •• 1 : ••.•••••• ~I",,""'''" ..... , ••• 

, 
'; 

.1 
'j , , 

" 
-; 

,I 
- ! 

) 

.. j 
.. ! 

i 
.1 

.. . , 
",j 
, , 

l '~ , 

, 
" , 

~ ! 

i 
1:1 

J 

section 222(a) 

will the issuance of this guaranty 
cause the totol face amoullt of 
guaranties issued and outstanding 
at this time to be in excess of 
$2,855,800,000 

Will the guaranty be issued prior 
to September 30, 1993? 

section 222 (b) 

Will the proposed guaranty result 
in activities which emphasize: 

1) projects providing improved home 
sites to poor families on which 
to build shelter and related 
services; or 

2) projects comprised of expandable 
core shelter units on serviced 
sites; or 

3) slum upgrading projects designed 
to conserve and improvG existing 
shelter; or 

4) shelter projects for low-income 
people designed for 
demonstration or institution 
building; or 

5) community facilities and 
services in support of projects 
autllorized tlnder tllis section to 
improve the shelter occupied by 
the poor? 

section 222(c) 

If the project requires the use or 
conservation of energy, was 
consideration given to the lIse of 
solar energy technologies, where 
economically or technically 
feasible? 

I ... ,_. ~ •. 

No 

No 

Yes 

No 

Yes 

Yes 

Yes 

NIA 
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section 223(al 

will the A.I.D. guaranty fee be in 
an amount authorized by A.I.D. in 
accordance with its delegated 
powers? 

section 223 (fl 

Is the maximum rate of interest 
allowable to the eligible u.s. 
Investor, as prescribed by the 
Adminstrator, not more than one 
percent (1%) above the current rate 
of interest applicable to housing 
mortgages insured by the Department 
of Housing and Urban Development? 

section 223(jl 

1) will the proposed Housing 
Guaranty be coordinated with and 
complementary to other 
development assistance in the 
Host country? 

2) will the proposed Housing 
Guaranty demonstrate the 
feasibility of particular kinds 
of ,housing and other 
institutional ,arrangements? 

3) Is the project designed and 
planned by A.I.D. so that at 
least ninety percent (90%) of 
the face value of the proposed 
guaranty will be for housing 
suitable for families below the 
median urban income for housing 
in urban areas, in the host 
country? 

4) will the issuance of this 
guaranty cause the face value of 
guaranties issued with respect 
to the host country to exceed 
$25 million in any fiscal year? 

'-, ---;:,-- . 
;. ." .. i '.; :\':~~~' .. :. 

Yes 

N/A 

" 'Yes 

Yes 

Yes 

No 

.. --. -; .... , 

'; , 
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5) will the issuance of this 
guaranty cause the average face 
value of all housjng guaranties 
issued in this fiscal year to 
exceed $15 million? 

Section' 238 (c) 

will the guaranty agreement provide 
that it will cover only lenders who 
are "eligible investors" within the 
meaning of this section of the 
statute at the time the gUilranty is 
issued? 

Criteria Under General For.eign 
Assistance Act Authority. 

section 620/620A 

1) Does the host country meet the 
general criteria for country 
eligibility under the Foreign 
Assistance Act as set forth in 
the cOllntry eligibility 
checl<list prepared a t the 
beginning of eacll year? 

2) Is there any reason to believe 
that circumstances have changed 
irt the host country so that it 
would not be ineligible under 
the country statutory cbecklist? 

"'-:-;--': .:,.-. 

No 

Yes 

.' ' 

_____ ~y.eBs~ _________ _ 

No 

SUJATA\STATCflEC 

• -.Y • -.-~ •• 
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ECONOMIC ANALYSIS E-1 

A. The Current state of India's Economy: Recent Trends and 
Future Prospects 

The Indian economy is still recovering from the severe disruption 
suffered in mid-1990 as a consequence of the Gulf War. 
Considerable progress has been made. Real GOP growth of four 
percent is expected in 1993 compared to the 1.2 percent growth 
registered in 1992. Inflation is running at ten percent on an 
annual basis, down from 14 percent in 1992. Reduction of the 
budgetary deficit of the central government is continuing despite 
a shortfall in revenues caused by recent cj vi 1 disturbances. 
Ongoing Government efforts to increa'se the role of mnr)(et forces in 
determining resource allocations and to open the economy to foreign, 
trade and investment, remain on track. 

The prospects for continued good performance arc promising. The 
GOI is working to raise the sustainable level of annual economic 
g,rowth to over fiVe per cent by the mid-1990s, and appears 
determined to maintain the gains already achieved. As noted in a 
recent World Bank report, however, certain additional reforms will 
need to be implemented before the higher level o[ growth c<ln be 
achieved. In the financial sector, these reforms inclUde 
accelerating commercia 1 iza tion of public 'sector oan)(s, allowing 
greater private sector participation in banking activities, 
nmndating fUrther reductions in ban), reserve req,uirements, <Ind 
instituting more flexible interest rate policies. 

B • Liberalization and Reform 

since independence and until the early 1990s, India had pursued an 
economic growth strategy that can best be characterized as inward
oriented, self-reliant, and heavily-regulated. 'l'he strategy was 
focused primarily on achieving economic growth through public 
investment in publicly-owned enterprises. An elaborate and complex 
regulatory system was constrllctecl, and pr iva te sector investment 
was restricted to selected subsectors. Inves tment from abroad was 
closely contrOlled . 

The country has now changed course, as the Government has begun to 
pursue economic and financial policies that are dramatically 
different from those initiated 40 years ago. Almost every area of 
the economy is undergoing modernization and reform to pave the way 
for India's entry into global mnr),ets. The country's present goals 
are to build a vigorous and competitive private sector that will 
increase output and employment, and to bujld a strong and 
competitive financial sector that is able to attract capital from 
international as well as domestic sources. 

------



.. , 
'u' • ':''1 

. ~ 

[:i 

l,) .J 

'-1 
1 :.~ I .. . , 

-

"j ;: 
{I::, 

~. Privatization E-2 

until the early 19905, public sector enterprises (PSEs) occupied 
a pre-eminent position in the economy and absorbed a sizeable share 
of the government's budgetary resources. Under its current reform 
strategy, the Government is aiming to significantly reduce the role 
of state-run enterprises in the production of goods and services • 
Existing publicly-owned enterprises are being privatized. 
~ndustries that have previously been reserved for tile pUblic sector 
are now being thrown open to private investors as well, and 
budgetary support for public sector enterprises has been 
appreciably trimmed. 

Progress to date in the Government's privatization program has been 
modest; however, reform efforts are being intensified. Direct 
private sector participation in disinvestment proceedings is being 
encouraged, and foreign investors are being invited to participate 
in these proceedings. In addition, the GOI has created a Board for 
Industrial and Financial Reconstruction (BIFR) to dispose of public 
enterprises whose commercial prospects are llncertain. Over 150 
enterprises have been referred to the board for determ~nation as to 
whether they might best be restructured or liquidated. 

2. The Impact of the Reforms 

The constraints that were placed on the operations of the financial 
sector under India's former statist approach to. managing the 
economy were [ormidabl e. 'l'he most glar inC] exaplples included 
placing artificial caps on the interest rates for government 
securi ties; forcing banks to buy securities to meet government 
financing needs, whether or not it made good economic Sense to do 
so; permitting only the Reserve Bank of India (RBI) to invest in 
foreign bonds; limiting the types of debt securities that could be 
traded on certain markets; and permitting accounting rules that 
allowed banks to overstate the market valLie of their bond 
por~folios. These constraints have now been largely removed, and 
the market response to this has been encouraging. 

The impact of privatization has been particularly evident in the 
banJ<ing sector. While still largely dominated by state-owned 
banks, there is now greater scope for privately-owned fipancial 
institutions to operate. Foreign-owned private banks are competing 
vigorously for funds. The elimination of certain direct controls 
over capital market operations, particularly the freeing up of 
pricing on new issues, has led to the establishment of new 
financial and banking institutions, and to increased trading 
activity in the markets. 

Market activity has been further stimulated by the Government's 
liberalization of interest rate pOlicies. While not yet totally 
free of controls, current rates are being determined more by market 
influences than by government fiat. The continuation of this policy 
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is critical to the further development of the country's financial 
and capital markets. 

Largely as a result of government efforts to stabilize the economy 
over the past several years, domestic demand for investment has 
been dampened ond llas remained sluggish. Foreign Investors have 
baon vary activo, howovot". ~ 1\ nllmlH.!l· of: fore tCJI1 ~ol\1panicw huvo 
increased their equity stokes ill existing firma, ond 0 sizeable 
number of new foreign joint venture proposals have been approved. 
The foreign equity participation proposed for new projects this 
past year was several times the amount approved in recent years. 
Although the large number of approvals has not as yet been 
translated into a significantly greater volume of investment 
inflows, the prospect exists for a steady increase in such inflows 
in the years to come. 

3. The Impact on the Capital Markets 

The Government's liberalizotion ond reform policies .have been a 
boon to India' s capital marlcets. The speed a t which change is 
taking place has been very rapid. The equity markets in particular 
have been growing at impressive rates.. New equity issues to 
finance industrial investment have set records as liberalization 
has taken hold in the private sector. The total" number of new 
issues placed in the primary market during 1992·was over four times 
the number placed in 1991. Liberalization and, in particular, the 
relaxation of government controls on capital market~ has also led 
to a marlced increase in the volume of capital resources mobilized 
through the issuance of corporate debentures. 

There have been other significant developme!"ts in the capital 
marlcets that can be a ttr ibu ted to cllnngcs J n the Government I s 
oveJ;"all economic policies. 'fwo new credit rating agencies have 
been established, seven pUblic sector institutions are now 
operating mutual funds in addition to the Unit Trust of India 
(UTI), and a stock holding company has been established to 
facilitate share transfers. OTCEI (the Over-the-COUnter Exchange 
of India) commenced operations in September 1992, as an 
electronically-equipped national exchange that aims to facilitate 
access to capital markets for India's small and medium-sized 
companies. 

The establishment of a new capital markets regUlatory authority, 
the securities ond Exchange Board of India (SEBI), represents an 
important additional change in direction resulting from the 
Government's new approach to economic growth, and one that will 
greatly ease the further development of India's capital markets. 
How effectively SEB! manages its regulatory functions will have a 
direct bearing on India's prospects for integrating its financial 
markets into the global financial system. 
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The links that have now been established between government policy 
reform efforts and the future operations of the country's capital 
markets will be further strengthened as the Government continues to 
look increasingly to market sources to satisfy its OWn future 
financing needs. In India, the sale of government bonds at market 
rates will signal. the depth o/' the Government's commitment to 
reform, and <l1ong witl. conl:inllctl ,"uduct.lonu In In. 111< reserve 
requirements, will remove Ll lHICJO c],cmcnt oE cllol:or;-tion t:rom Intlla's 
capital markets. In all competitive financial systems, the 
government segment of the market represents the reference against 
Which all borrowers are measured. Truly market-based government 
bend issues are essential for the development of an active long
term debt market. 

Government actions during the current year to reduci bank reserve 
requirements have been .widely applauded. parallel action, by the 
central bank to raise the returns on new issues of government bonds 
has brought them to what some marlcet observers are currently 
def ining as "near market" conditions. 'l'hese instruments are 
nearing the poi nt of being a ttracti ve to the private sector as 
investment vehicles. As further upward adjustments are made, 
further dramatic progress toward establishing a more competitive 
market environment will inevitably follow. 

c. The Economic Implications of the FIRE project 

The FIRE Project is well-timed. As Is clear, Ind!a' now needs to 
compete for investment capital and oxport earnings in a global 
environment that has become llighly competitive. within India 
itself, there is heightened competition for capital resources 
between the country's private sector enterprises, which are being 
urged to expand production and export earnings to accommodate the 
material needs of the growing economy, and the country's public 
sector agencies, which face an urgent need to expand infrastructure 
to accommodate the country's rapidly expanding population. 

The technical assistance and training to be provided under the FIRE 
Project will be directed towards improving the reg~latory 
environment of the capital markets, modernizing market operations, 
and evolving longer-term approaches for further improvement: These 
developments are expected to lead, in turn, to greater investor 
involvement, greatly increased trading activity, and the 
mobilization of increased capital resources. These prospective 
improvements will have a significant if not a critical impact on 
India's growth prospects. Improving the operationa 1 efficiency and 
scope of its own capital marl<ets provides Ind.ia with the only 
chance it really has to meet its burgeoning need for investment 
resources. 'I'here is no practical alternative source. 
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The assistance to be provided under the Project will be provided on 
a highly cost-effective bauls. U.S experts and lnstitutions are 
being tapped to provide managerial and technological know-how that 
has been acquired directly through their participation in market 
activities in the U.S. Their expertise will be transferred 
directly to the individuals and institutions that are responsible 
t;or guiding and directing the further development of India I s 
markets. Considerable attention was devoted during the design 
phase of the project to ensure that India's needs for assistance 
were clearly defined. Additional steps will be taken during the 
implementation phases to ensure that assistance is effectively 
delivered. 

D. The Growing Dudgetary 
Infrastructure projects 

constraint on Funding 
--, 
for 

As noted in the analysis above, because of sizeable recurrent 
budgetary deficits, the ability of the central government to 
finance urban infrastructure projects has been seriously diminished 
at a time when the country's need for urban infrastructural 
facilities has been rapidly expanding. State and municipal 
governments are being forced to turn to private sources to obtain 
the capital they need to construct needed facil.ities. The long
term nature of infrastructure development and maintenance requires 
that governments resort to the issuance of project-~ased bonds and 
other long-term debt instruments to fulfill their ~~pital needs. 

The FIRE project will employ several approaches to help state and 
municipal governments acquire the capital resources that they 
desperately need. As in the case of the capital markets 
development component·· of the project, techni ca 1 ass istance and 
training will be the main forms of assistance. Considerable effort 
was'taken during design of the Project to ensure that such 
assistance would be well-targeted. Additional efforts will be made 
through thG ll"'O of demonstration P1COjocts to onsure that the 
benefits of tile expertise and experience gained under the Project 
are replicated efficiently to other localities. The project has 
been designed to facilitate the institutionalization of. marl<et 
access skills in the various GOI government agencies, private 
financial intermediaries, and training institutions that are to be 
inVOlved in the demonstration process . 

. The actual participants in IIG-funded demonstration projects have 
not yet been selected. This will be done during the initial stages 
of the implementation phase. Standard economic benefit/cost 
analysis and the computation of intern"l rate of return (IRR) for 
.the projects being considered will be a requirement of the project 
review and selection process . 

"'--.-" 
;'-':" 
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E. Supplemental Economic Analysis for liousing 
Guaranty 

country Risl< Asses<imellt 
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In the past, a country risk assessment was undertaken as a part of 
the economic analysis for each project. Since the passage of the 
Credit Reform Act, tlle procedures for establishing country risk 
~ave changed; tlle analysis is no longer carried out in the field. 
As a pilrt of the uuthorizutjon process, 1\.I.D. Washington has 
established an AID "subsidy" set-aside for each lIousing Guaranty 
authorization, which will be used, as required, to repay the U.S. 
investor in the event of non-payment by the borrower. This process 
has already been completed for the JIG authorization proposed in 
this project paper. 

The amount of the subsidy is based upon an analysis, by AID 
Washington, of the country's ability to exercise its full~faith
and-credit guaranty in the Cilse of default. It should be noted 
that this subsidy is in addition to the full-faith-and-credit 
guaranty of the Government of India, or its designee a~ceptable to 
USAID, and the guaranty against foreign exchange risk. 

2. Is the Economy Sufficiently Strong to Ensure that the Project 
will Be Carried Through to Completion 

The economic environment over the life of the project is one in 
which the GOT. wi lJ be UnclOl"l:nl, i nrJ a bl:O<lcl reform agenda. 1\ 
Discussion Paper prepilred by the Ministry of l>ir,lnnce entitled 
"Economic reforms: 'l'wo Yeilrs After and the Tasle Ahead," examines 
the fiscal and financial over the past two years, and sets forth a 
reform agenda Wllich will have a substantial impact on the ability 
of the prbject to be carried though to completion. 

The aim of the central government is to set the economy on a 
susiainable path of a 6 to 7 percent annual growth through a series 
of reforms which will lead to a substantial rise in employment and 
jncomeu, espcuiill1y in \l~l)Elll [lrClIU. At tlle snmc time, the combined 
fiscal deficit of the cenLnll "lit.! :;tate CjoVerllllll",t:; will be rcduccu 
from about 7 percent of GDP in 1993-94, and to about 5 percent in 
1996-97. These reforms will provide a solid foundation for the 
sustained growth of the economy. 

One of the results of these reforms will be a reduction in 
subsidies for all sectors of the economy, combined with significant 
decreases in finuncial support from the central and state 
government for t:hc provision of lll11nicjpal services. At present, 
)00411 90Vot"n1Ucnl:::1 l'uly all1l()~.;t (!lll:il'uly 011 tho conl:ul:' and stal::eo for 
funds for the financing of systems to p~ovide potable water, sewage 
disposal, sO'lid waste co lIection and roads. Lacl, of budgetary 
support has already hand an impact in that municipalities are 
already exper imenting \Vi th a 1 ternati ve funding sources. Most 
important to the success of this project is that the' growing 
reseurce constraint will drive the demand for ne\V resources into 
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the only other source of significant funding: the domestic capital 
markets. 

A number of significant and supporting policy changes have already 
been undertaken. The issue of centrally administered prices has 
been undergoing changes for the past two years. More recently, at 
a conference of state ministers for urban development, a consensus 
was reached that user fees for municipal services based on full 
cost recovery was .essential to increase supply and control 
consumption. These policy changes will contribute substantially to 
the commercialization of infrastructure projects under this 
program. 

Reductions in controlled cred Lt w.ill [rcc-up [;l<)n I [j C1.IlIt additlonul 
financial resources; a ban on the .waiver of loan repayments by 
elected officials will improve repayment trends among individual 
borrowers; and improved mechanisms for captur'ing household savings 
will add to the resources available from domestic capital markets. 

3 • What are the Major strengths and Weaknesses 
and What Institutional Changes Need to be 
Eliminate the Major Problems. 

of the Project, 
Implemented to 

The major strength of the Project is the opportunity to implement 
the GOI's basic policy reform agenda (see Annex II. 'These include: 
assistance to a national level finance institution to provide 
infrastructure guidelines and establish a commer6iallY viable 
infrastructure fiance systcm; promotion of. innovative 
infrast'ructure finance mechanisms; improvement of the capacity of 
local gov.ernments to enter into agreements with private providers 
of urban services; and improvement of the capacity of local 
governments to plan, operate, maintain and recover the costs of 
bas~c urban services. 

The major weakness is the lack of understanding at the state and 
local government level, where implementation and operation take 
place, on how to implement these policy changes. '1'he project will 
use HG funding combined with technical. assistance and training 
support to overcome these weaknesses. Two to four municipalities 
in one to two states will be selected to participate in a 
demonstration program. Key to the selection process is the 
willingness to implement these policy reforms, and to participate 
in the technical assistance and training programs. The development 
of projects eligible for IIG funding will emphasize commercial 
viability, and private public partnerships. This process will lead 
to SUbstantive institutional inlprovClIlcnts at the state and local 
government level. 

4. What Impact 1-1111 This project lIave on the Overall Economy 

Increasing capital market investment in basic urban services will 
have a significant impact on the overall economy. The correlation 
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'of economic growth with increased infrastructure investment is a 
fundamental principle. Tn "ddition, there is increasing evidence 
that sustainable long term ~rowth requires that initial investment 
priori ties focus on urban environmenta 1 issues: potable' water 
supply, sewage disposal, solid waste collection, roads and power. 
HG eligible projects will focus on water, sewerage and waste 
~anagement. 

The lack of infrastructure and basic municipal services is a 
fundamental constraint against expanded economic productivity. 
Approximately 60 percent of India's GOP is produced in urban 'areas 
with poor access to infrastructure and municipal services, Even 
with national policies which promote economic growth and improved 
access to global 1110 r1{c tn I nsscss t:o (\ consistcn t SllPP 1 Y a f: power, 
potable water and sewage disposal, solid waste collection, and 
roads are essential to increased business productivity. 

The lack of potable water, proper sanitation facilities and solid 
waste management is the root cause of urban environmental health 
problems: chorea, typhoid, malaria, tUberCUlosis. According to a 
public health official in Delhi, on any given day mOre than half of 
India's work force is affected by illness. Improving the health of 
the work force through better access to improved municipal services 
will significantly increase productivity. ' 

. , 

5. Who is tJnclOl-tnJ<in~J the l~i",J<t; 01' I'I-ojec:L: Jo'inn!,ce, nnd Ts Tt 
Jllghly 1'1"I.)I;<lble 'l'h.,t th" LUdll will Ue H"p<liLI ~Jl' tlcheullle 

The financial intermediaries will assume overall responsibility for 
eligible projects for the HG loan, for selecting IJG investors, and 
for repayment of the HG loan: USAID will neither approve nOr 
disapprove individual projects, borrowers or on-lending 
transactions. USAID's role will be to monitor and evaluate the 
program to ensure conformity with conditions and covenants 
established between USAID and the financial intermediary, and the 
framework of neJraalllcnts bG!twQall the finfll1clal intcrmcdinry and the 
borrowers/developer", of elJgible projects. 

The GOr or a designee acceptable to USAID will provide a full
faith-and-credit guaranty for the HG loan. Since the financial 

, intermediary has no need for free foreign eXChange, the U.S. dollar 
proceeds of the IJG loan will be placed ,with a swap-partner 
acceptable to USAIO. The swap-partner will on-lend rupee funds to 
the financial intermediary, with an interest-rate margin to create 
a foreign-exchange risk 'hedge, The swap-partner and GO! or its 
designee will aSSUme full responsibil lty for repayment of the U.S. 
dollar denominated JIG loan, regurdless of fluctuutions in foreign 
exchange. 

,. 

The proceeds of 
interest-rates 
infrastructure 

the HG loan will be on-loaned at commercial 
and repayment periods to finance viable 

projects designed and developed by either public 
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sector (municipal corporation, authocities and 
partnerships between mUll ir. i pa li ti'es and pr i vate 
Therefore, the cash flow from project income will 
service the underlying HG loan. 

E-9 

boards), and/or 
sector entities. 
be sufficient to 

Based on the foregoing, it is highly probably that the I!G loan will 
be repaid on schedule. 

\ 

" 

, 

.~ r ;~.--~~" ... 



['1 
:i ,,' 

SOCIAL SOUNDNESS ANALYSIS F-1. 

1\.. India's Social Environment 

1.. Cultural Diversity 

India's population profile reflects a pattern of vast diversity. 
The country's inhabitants range from sophisticated urbanites living 
in Bombay to uneducated, share cropping peasants who farm rice 
paddies in West Bengal. Not surprisingly for a developing country, 
there are many more peasants than there are sophisticated 
urbanites. About three quarters of the population, or roughly 680 
million, liVe in rural areas; leaving an urban population of around 
200 million. But rural/urban differences are not the only 
differences one finds in India, nor even the most important. An 
elaborate mixture of cultures, languages and religiolls practices 
further complicates the pattern and is itself complicated by 
communalism, caste conflicts, and local chauvinism. 

2. contrasting Sets of Deeply-lleld Values 

Social researchers have identified two main sets of attitudes or 
values that charact:erize the basic political orientation of Indian 
society. One is based on Western, liberal democratic, and secular 
ideals, and is, strongest at the·level of the Central Government and 
its institutions, e.g., the Parliament, the courts and the civil 
service. USAIO'staff deal mainly with individuals imbued with this 
set of values. '. The other, which was built around loyalties to 
caste, family and clan, is the norm in rural panchayats and among 
local authorities. The battleground between these two contrasting 
sets of values is located at approximately the level of the state 
Governments .. 

The depth of the divide between these two sets of beliefs cannot be 
overemphasized. '1'0 the proponent of one set, the logic of the 
other is nothing less than illicit. Finding common ground is 
neither simple nor easy. The depth of these feelings need to be 
Jeept clearly in mind as efforts are made to mesh modern concepts of 
organization and reform with traditional ways of doing business. 

B. The Social Aspects of RegUlating Market Activity 

India is in the process of converting its approach to regulating 
market activity from one that has attempted to provide investor, 
protection through direct government controls to one that is more 
orderly and open, and based in large part on standardization and 
self-regulation, wherein investors receive a reasonable degree of 
protection but make their own investment decisions and personally 
bear the risk of their decisions. 
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This change in approach is a profound one, and will require that 
virtually everyone involved in market operations and market-related 
activities understands what is happening and how it will aEfect his 
involvement in future market operations. Policy makers will need 
to be keenly aware of the legal and regulatory implications of the 
new approach. Marl<et makers and 'brokers will need to know the new 
rules of the game, and spocl Eically what is allowed and what is 
not. '[nc11v..ldunl i.nvc!Jtol:'n wi]) want to [lODCSS the .impt\ct off the 
new approach on their interests in order to gauge the extent to 
which they will want to participate in marJ<ets in the future. From 
the social perspective, however, -the bottom-line question is how 
readily those being affected by the transition will adapt to it and 
move to'learn essentially a new way of doing business. 

1. Facilitating the Adjustment Process 

India has made great strides in establishing an educatioral 
infrastructure that has the potential to provide the educational 
and training support needed to modernize and improve the country's 
capital market operations. A number of institutions are prepared 
to assist in tllis process and the FIRE Project will devote 
considerable resources to strengthening their abil i ty to assist. 
In addition, there are numerous professional organizations in India 
that are capabl~ of performing research and of organizing workshops 
and conf.erences· that can be used help to educate the public on the 
purposes and l~kely effects of capital market reforms. 

2. oroadoning tho Scopo of Training 

There is, however, still a need to broaden further the scope of 
educational .and training activities. Professional and staff 
training related to the managerial and technical aspects of market 
operations, and courses that inform policy makers and investors of 
the implications of a major shift in the regUlatory environment are 
important and need to be supported. As noted be low, however, 
India's social fabric will be seriOUSly tested as the Government 
moves to develop an integrated trading system that covers the 
country ~lntl t:.l:J the need for. i nfeilstt'\lctUr.C projects to access 
capital markets for finance filters down to the municipal and 
community levels. 

C. cultural Characteristics and Investment Choices 
i 

participants and ngents involvQd in changing the way India's 
marJ<ets opernte wi.11 also nQed to be awnre of how the cultural 
characteristics or the Indian PQople influQnce their investment 
choices. I\mong these charactcrist lcs (which obv ious ly vary by 
individual) arc preferences for keep Lng cash rather than investing 
in securities; a dislike o[ debt as un institution; a preference 
for debt ins:truments that are both liquid and that have guaranteed 
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principal repayment at any time (as contrasted with instruments 
that are liquid but in which the principal amount varies prior ~o 
maturity) i a preference for the perceived capital ga~n 
opportunities of the equities marl<eti lack o[ I<nowledge of the debt 
markets (even when the marl<ets are theoretically open to them, such 
as government debt auctions) i and, perhaps, most importantly, a 
profound distrust of brokers. 

D. Modernizing capital Market operations 

1. The Impact of Automation 

The sUCcess of OTCEI over the past year and a half has 
demonstrated tl,at an automated facility which abides by rules of 
full disciosure can operate successfully in India anol even quiel<ly 
expand the scale of its operations. 

2. setting Up an Integrated Nation-Wide Trading system' 

The GOI' s current plans to establ ish an integra ted nation-wide 
trading system based on automated facilities and modern 
telecommunication" l..inl<s will truly test the cul.ture's ability to 
adapt. The proposed system will extend well beyond the boundaries 
of Bombay and N~w Delhi, and penetrate well into the far reaches of 
the country's hinterland, bringing together for the purpose of 
mounting a concerted effort to achieve economic progress, the many 
diverse elements of the popUlation. 

The FIRE project can play a critical role in ensuring that the 
social and cultural requirements for implementing the proposed 
system are addressed and receive the support needed to ensure that 
they do not' become obstacles to the potential success of this 
ambitiollS VOlltllrc. 

E. The Implications of Decentralization on Infrastructure Finance 

1. The 'New Financial Role of the Municipal Governments 

With the likely r<1ti[ication of lImendment No. 74 of the Indian 
Constitution, the role of municipal governments in managing the 
financial resources of their urban communities will be changed 
dramatically. The extent of the change, of course, can only be 
determined once the lImendment is actually implemented, which i~ 
scheduled to occ\lr by the end oC the yenr. 

Under the }\mendment, the existence o[ municipal governments will be 
constitutionally recognizeel [or the rirst time in the country's 
history, and municipal governments will be permitted to deal 
directly with central government agencies, without the 
intermediation of state governments. Funds for the construction of 
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urban infrastructure facilities, which have traditionally been a 
responsibility of the state governments, will now be the 
responsibility of tile municipal governments. The need for urban 
localities to recover the cost of construction and operation 
through user fees will also, in principle, be passed down. 

2. Communica tions Gaps 

For tile newl.y-cst"blished r.elationshlps between municipal 
nutllorjties Otld CClltrnl govorlllncllt ngellcias to [lourisll, til ere will 
be a need for real and effective communication. rrllis need is 
dramatically underscored by the requirements of the FIRE Project. 
only if'it is able to establish such communication can the Project 
expect to have " lasting imp"ct upon the way in which urban 
infrastructure is ril1f\nc~d .in 1l1uln. In order to succccu, it will 
need to evolve an ability to br.idge the communications gaps which 
now separate small groups of bright, mostly youthful, mo.ney 
managers in Bombay from the elected and appointed officials who 
manage the vast majority of the nation's municipalities. 

The difficulty of even discussing issues such as these was empha
sized by an official of Infrastructure Le"sing and Financial 
Services, Ltd. (ILFS), a financial services firm located in Bombay, 
which is bein'9 considered as a possible participant in the 
implementation of the FIIlE Project. l\s he noted, he and his 
colleagues simply did not speal< the same language as municipal 
officials. While they could mal<e themselves understood by a few 
local ,".thoritJ.eu,m.ch CIS tho"e [l'om the 130m""y mllnJcjpal.ity, the 
city and Industrial Development Corporation of Mallarasthra (CIDCO), 
and Indian Administrative service (Il\S) officers, most municipal 
officials, i~itially at least, appeared suspicious of the company, 
its methods~ and its motives . 

lie concluded that municipal officials would certainly be more 
comfortable dealing with counterparts from government agencies, 
with whom they have been doing business for years. Yet, they were 
also aware of the need to begin to find ways to communicate with 
representatives of whichever agencies or firms could provide the 
financial resources needed to enable them to build the 
infrastructure facilities which their home communities sorely 
needed. 

3 • The Intermediary Role of the Indian Administrative 
service (IAS) 

The lAS is the successor to the pre-independence British Indian 
cl.vj 1 Servi.ce ([CS). It i.s made up of "n elJ.te group of 
utiminl.strators, .~ecrllltetl jniti<1lly on the b"sis of a rigorous 
exumination aLlministered on un nIL-India basis. 'rhese recruits 
undergo a comprehensive trni ni "g program ut the Il\S Stnff Training 
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Center in Mussoorie. They graduate in annual "batches," with which 
they are thereafter associated, and are then assigned initially to 
state cadres. Etllnically, eacll state cadre includes a sUbstantial 
number of members Crom other states. Typically, the novice lAS 
officer begins his, or her, career in clwrge of a sub-division of 
one of the districts into Wllicl. eacll State is divided. By the time 
he is ready to be posted as a municipal commissioner he will have 
held a variety of important administrative posts. 

'l'he underlying concept of the Service is that each officer is a 
generalist administrator, capable_of running any organization. He 
is transferred every two to four years so that he does not become 
identified with any particular institution or specialty. 
Nevertheless, the depth 0 f his exper ience j s taken into 
consideration when postings nee ns!~l'Jncd, uncl nny ll\S officer who 
has 11eld a number of positions dealing witll urban affairs is likely 
to be allowed to continue to do so. 

The lAS may offer a linguistic bridge, of sorts, between the 
municipalities and tlleir outside correspondents. Officers from the 
service are now commonly assigned by state governments to serve as 
commissioners ill lOlt!licipal corporatiolls, a position analogous·to 
that of a city mnnager, in Americnn cities. In Indian ci.ties where 
a locally elected government 11as been suspended by State decree, 
the lAS commissloller also has a role in determining policy as well 
as in c~rrying it out. 

'1'he .i.ntermedlnl·y roJe oC the 11\S oCficer in the municjpality is 
particularly important at this time of constitutional change. As 
local bodies establ ish new rela tionships, not only \o/i th parent 
state govern~ents, but also with cel.tral government agencies, there 
will be a premium on an officer's ability to circumvent formal 
channels of communicntion by contucting approprinte IIbatch mates II 
or other members of the lAS. I\n important part of his tasJ< will be 
that of getting across to local Officials, both elected and 
appointed, the new realities of municipal finance. 

The FIRE Project, over time and with sensitiVity on the part of 
those participating in its training and technical assistance 
components, can also playa key role in creating effective channels 
of communication. To the extent that the immediate ai-ms of the 
project are achieved, and debt finance is channeled into urban 
infrastructure, the people of India's municipalities will benefit., 
To the extent that it also heJps to contribute to the larger urban 
j 111 tJ nl: ivan 110W tlIHlct;"WilY, it wi I 1 hilva mClde nn i.mmcnsurnble 
contribution tOWi1l"<.ls lJ .... Cll)\.lIHJ down tile longstnnc.1i.ng tradition of 
nttltunl suspJ.cion c:\nu Cl.ntuCJonlsm that: IH)S long C\(fllcted Indian 
political life and hampered economlc progress <1t all levels. 
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4. cost Recovery Requirements F-6 

The need for municipalities to begin covering the cost of 
constructing and operating infrastructure by imposing user fees and 
other income generating methods (except fo~ those who cannot afford 
to pay), is a 11CW idea tll~t 1105 yet to enter the consciousness of 
most local leaders. 'I'he finer points of fiscal engineering, 
relating to the choice of instruments, the methods of repayment, 
interest strrltogios, the use o[ secondary markets and the like, are 
also well beyond their knowleclge bnse, nt lerlst nt the present 
tlmc. 

'I'he impact of their carrying out this neW responsibility on the 
prospects for successful implementation of the infrastructure 
financ~ component of the FIRE Project is serious and profound. To 
"sell" the idea at the level of the individual municipalities will 
involve long hours of dialogue, flexibility, imaginative packaging 
and a sympathetic understanding of local dynamics. But it can be 
done successfully, if only because the project is offering ,the 
municipalities something'they badly need: funding to build urban 
infrastructure fncilities . 

F. The Project and Its Impact on Women 

Women, especia lly women in the lower income and lower caste 
communities, [~c~ mnny forms of discrimillation in India. They are 
commonly_treat~d as property, As children, they are liabilities 
for whom dowries must be found. WI,en they reach marriageable age, 
they are disposed of to a family which will accept the dowry 
orf:cl~e,l. As wl.v"r.;, they nrc vnlued [or the sons they rear. If 
promised dowries are not forthcoming, or if wives prove infertile, 
they face the danger of, at best, abandonment, and at worst, injury 
or death. 

To the extent that urban, infrastructure can be improved, urban life 
will be improved, urban health enhanced, urban employment generated 
and the urban environment rendered more livable. Women stand to 
gain SUbstantia lly from these improvements. Because of their 
subservient position on the social ladder, and because they have to 
un<jorta\(e the lOrlst clesirrlble o[ activities, the benefits that 
nCl:)-UC to thol1l 11"011\ impL-ovc<l lilunic..dpul cotulitions, will be 
marginally greater than those received by their male counterpart~. 

While the FIRE Project does not address directly the low social 
position low-income women suffer, it does aim to improve living 
conditions in India's municipalities and will, accordingly, bring 
considerable benefit to women WllO constitute a substantial portion 
of the country's urban populatiol'. 
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TECHNICAL ANALYSIS G-l 

The Technical Aspects of the FIRE Project Design and 
Implementation 

Cupi tal market development and infrastructure f inunce are both 
areas of dramatic change in India at present. In the capital 
murket area, the changes being made involve a basic shift in the 
way the marl<et. is being regulated, the modernization of market 
operations, and expansion of the capacity of the long-term debt 
component of the market to finance infrastructure projects. 

Many of the technical skills needed to facilitate these changes are 
already' available in-country, though not in adequate sUpply. In 
some cases, a higher order of skills is needed. 1\ key objective of 
the FIRE proj ..,cl: will be to r>rov,! (10 techn! en 1. nn" t",ttlnca tlnd 
training t.o increuse the level and availability of requisite 
skills. 

The technical skills requirements in the infrastructure finance 
area will in some respects be less burdensome. The technical 
skills needed for most of the demonstrat.ion projects to be funded 
under this component of the Project are already available locally, 
and well qualified. The transition that is taking place in the 
infrastructure'finance area is related more to how infrastructure 
project.s are ~o be financed and at. Wllich level of government. Up 
until now, st.ate and municipal governments have been operating 
under a ccntrul government-controlled mode of infrastructure 
£inunce. 'I'hey must now develop t.he sld.lls t.o develop and finance 
commercially viable projects on their own. 

A key part of the challenge of the FIRE Project will be to identify 
the specific' areas where outside technical assistance and training 
resources need to be applied. In some cases, project resources 
will need t.o be direct.ed to bringing the local level of performance 
up to international standards. Another area of particular 
importance will be to strengthen the technical training capacities 
of t.he country's educational and t.raining inst.it.ut.ions. This will 
help assure that these inst.itutions are bet.ter able to fulfill the 
country's future requirements for teChnical skills, which it will 
need to continue making improvements in its market. operations at 
home and to support its growing efforts to compete effectively for 
capital resources globally. 

While an objective of the FIRE project is to provide the technicai 
assist.ance und truining needed by India to help it. achieve certain 
project.-related object.ives, it should be kept in mind that. 
implement.at.ion of the FIRE project will it.self require a 
substantially high level and broad range of technical skills. 
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D. The Technical Requirements of 
Market operations and of 
Infrastructure Finance 

G-2 

Transforming India' s capital 
Changing Its l\pproach to 

One cannot fail to be impressed by the speed at which changes have 
been taking place in India; in particular, changes that are of 
critical importance to improving the operation of its capital 
marJeets. Almost simultaneously, the country has mandated partial 
convertibility of the rupee and delJ.censed all but eighteen of its 
major industries; developed plans for the privatization of public 
enterprises, banks, insurance companies, railways and airways; 
engineered the establishment of private sector mutual funds; and 
laid the groundwork for the emergence of a National stock Exchange. 
In addition, schemes have been evolved to attract increased foreign 
equi ty; interest ra tes on debentures have been [reed; floxiblo 
interest rates (subject to a floor) have been introduced for bank 
finance and term loans; and a policy of free pricing of new 
securities issues inaugurated. 

In the midst of these changes, the country has been embarked on a 
major effort to shift the method by which it regulates its capital 
marJeets, from a "merit review" to a "full disclosure" basis' of 
operation. A maj or realignment of organizational and financial 
relationships, between the country's central, state and municipal 
governments is also currently underway. As noted earlier, 
municipii governments which have been attuned to operating under a 
centrally controlled mode of financial administration must now, 
develop the skills to come Ill' with commercially viable projects on 
their own and Ill"'''; t, in addll:lon, L lntI the means to L lnance the 
projects. 

The technical requirements of carrying out 
initiative~ form much of the basis for 
implementation of the FIRE Project. 

these two major 
the design and 

c. specifying the Kinds of Technical l\ssistance and Training That 
Need to be Provided 

A sizeable share of the technical assistance antI training that 
needs to be provided under the FIRE project is related to the 
technological changes that are to be made in the way the capital 
markets conduct their business. The Government is depending 
heavily, for example, on the automation of market operations tq 
effect needed improvement in the transparency of market operations, 
while adding significantly to the efficiency of those operations. 

'rhe mcchanicn.l nnd structur.al chnractcrlstics of cllt:'rC!nt marJcet 
opera tions poln l: "l' clenr 1 Y why J.mprovements arc needed. 
correcting such deEJ.ciencies will be a main LOcus of the project. 
Among the characteristics noted that need to be rectified, are a 

, , 
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generally disorderly telephone market; lack of disclosure about 
pr ices and the sequence of trades i a lack of disclosure of an 
opernting mnrl<et's existence (e.g., not circulating information 
cOllcerning tile eligibility of tile public to bid nt RBI auctions, 
nnd the nlleged willingness of the RBI to maintain individuals' 
accounts); lacl< of a modern bool<-entry delivery system and 
depository nnd of a modern settlement payment system; lack of. 
regulation assuring honest brol,eringjdenling; and the difficulty of 
access by retail customers to the mnrketplace . 

• 
1. A IIigher order of Technical skills will De Needed 

with automation, 11igher levels of technical skills will be needed 
to ellsure that the Jlltended bcncflts of tile process are in fact, 
renlized. '1'he development of n consolidnted mnrket tnpe, which 
would contain pricing and sequence of trading data, is essential to 
the improvement of market operations and to bringing the level of 
operations up to international standards. In India, automatio~ will 
be critical to maintaining a current tape. 'l'he GOI I S intention to 
integrate the country's regionol stock exchanges into a nation-wide 
networl( will requi ro the i nstn11ntion nnd maintenance of highly 
sophisticated telecommunications fncilities. Again, a higher order 
of technical skills will be needed to ensure the success of this 
networking cfr~rt, wl.icl. if implemel.ted successfully, would greatly 
impcove. the eff icicncy o[ mnrl(et opecntions and virtually solve the 
mnrJ<ets I trClnspnrcl1cy problem. 

2. Identifying the Kinds of Assistance Needed 

It can be assumed nt this point that the FIRE project will play the 
central rolEl among India's assistance donors, in providing the 
technical assistance needed to enable the country to modernize and 
improve the operations, of its capital markets and to engage the 
private sector more fully in financing urban infrastrUcture 
projects. Comprehensive assessments of certain areas of need were 
cnrried out by technicnl consultnnts who contributed to the design 
of the FIRE project. Their findings have been presented in some 
detail in published reports, and are being used by the USAID to 
decide on initinl al10cations of project resources. Mid-term 
evaluations to be conducted during the implementation phases of the 
project, will Dlso be directed in part to reassessing the country's 
needs [or SUCil nR5ist~nce. 

3. Traini"g up to International standards 

1\n n r.Oil in wll ich mor.e cle til i led uSEtcssmcn l:s nrc nccdG!:d, however I 
relates to tile country's need to establish a better and broader 
institutional base for developing its own sp'ecialized technical 
expertise. In brief, there is a great need to develop or 

http:operations.of


[1 . ',~~ 

[" 
;';1 
", 

, > r" .. ,: 
",1 

[l , , ,,' 

P.i ~:'I 

f) IJj 

~trengthen institutions Which can supply India's capital 
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opernte and <Jll icle [nclia I s capj tnl mnt'kets effectively 
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markets 
need to 
in the 

Several such institutions are currently operating, and show 
excellent prospGcts for success. 'l'hese include the UTI Institute of 
capital MarJ<ets (U'l'I/ICM) and the Institute o[ certified Financial 
Analysts o[ India (tCFAI) 

Ul'I/ICM, for Gxample, is 'planning to offer a program of courses 
which focuses on the most m6dern practices being used in 
international marJ<ets. As noted earlier, exposure to the best 
international practices is vjtal to those practitioners who will be 
involvBcl ill ll1i1rkct: operations thnL IllU!..lt mc.n!..1Urc up to Intcrnntiotlnl 
standards. 

ICFAI, which is an institute of specialized learning, is equi~ped 
to fill a very necessary role in llpgt'ading the technical skills 
required [or modet'n market operation. It has established a 
correspondence School that enables practicing professionals to 
obtain a CFA (Certif ica te of r inancia 1 Accounting) while still 
holding a ful 1 time position in the markets'. This kind of 
tcchnicnl trn:itlill(J will be o[ pnr.tjculnr. UF.~ in conjunction with 
the implementation of both the CMIJ and IF components of the FIRE 
Proj ect'." 

The National Jnstltut~ of Ut'ban Affairs (NIUA) is a third training 
.illsl:] tllte thnt i!l well. C'luJ ppcd to plny a I{ey role in raising the 
level of India's technical expertise. NIUA understands the 
importance of the FIRE project, particularly as it relates to the 
difficulties' inherent in overcoming the inertia that will 
characterize the initial responses of most municipal officialS to 
tlleir new financial management responsibilities. 

'l'here are, at present; 15 full-time professional staff at the 
Institute, encompassl.ng the disciplines of urban and regional 
planning, economl.CS, municipal finance, social planning, and 
envl.ronmental planning. Pr.ofessional staff members are supported by 
research assistants and Clerical staff. 

4. Financial Intermediaries as a Growth Area 

Perhaps tile most critical nGGd for techn~cal assistance and 
technicn 1 trCl i 11 i ng in the i 11 frastruct.tl re [i nance Clrea, in the 
hlcondeRlo r.C1Ilr.C" or lohe t"rlll "l:cH.:hlllcnl", will be the need for 
f.lnIlIH.:i.nl .I.n!ll:iLul:ltJll!1 nntl f II"I1\n l:t.J ucr.v(" no jl1l:c1;"mcclinrleEl between" 
1II11Il.!cJpnl in[rn"tnlcture pl'"11l0n, ,"\C,l [llcivntc sOl!lcces of capital. 
'l'hcse ll1termcd i.nr.i CEi ilr.C (lIS0 t1ecdod to assemble infrastructure 
financing "pacJ<ages", and to create debt market instruments that 
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w111 induce private sector investors to contribute 
rcsources to tllCRC pnckages. Fulfilling these roles will 
a growth arca for [ll1al1cial firms ill India for at least 
decade. 

G-5 

funding 
truly be 
the next 

Two such financial intermediaries have been identified as qualified 
to serVe in this capacity during the early stages of FIRE Project 
implemcmtation. These are Il,F5 (Infrastructure Leasing & Financial 
Serviccs J"imited) and I1UDCO (thc I10using and Urban Development 
corporation o[ thc Ministry o[ I10llsing and Urban Dcvelopment. 

ILFS is a non-bank financial instltution, whose business purpose is 
to provide a comprehensive range of financial services in a broad 
range of areus. since its beqinning, ILFS has also attempted to 
develop a string of international t-ciutionships, to gnin uccess to 
additional financial resources and to gain experience in developing 
new lines of business. 

ILFS nppears to be the only institution in India that is presently 
in a position to develop commcrcially viable urban infrastructure 
projects. 'rilc r i.rm cmploys u number of highly trained 
pl~ofessiona Is. IImong its 1.54 cmployees, are five lawyers, 27 MBlls, 
2? Chnrtcr.cd "~:!L!O\llltitlltFo, nino ccollom.iFots find [our engineers. 

II modest amount' of l'IRE Project techl1ical resources will need to be 
allocated to" ILFS during the initial stages of Project 
implementation, to assist it in developing a broader array of 
infrastructure financing instruments, and to bolster its capacities 
to reach (lnd cOl11l1lunicnte with municipal planners~ 

The Infrast~ucture Directorate of llUDCO is the largest single 
department in the public corporation, employing ten engineers, one 
Clt"ch.i.tcct,·f:ollr. rillClIlCC spccjnlists, two luwycrs, one documentation 
expert nnc.1 two ndUlinlstr.ntor.n~ 

llUDCO has had nn impressive track record of financing development 
projects since its inception in 1970. It has made loans for rural 
housing projects, and' for 'a number of different urban housing 
programs including shelter upgrading, rental housing programs, 
basic service scllemes, new town development, resettlements and 
others. 

The Directorate h<ls a well-established appraisal process through 
which .It revJcws pr'ojects proposed by mUl1icipul bodies. In addition 
to " l1oflcr,iption or the IJClI10ritfl 0xpcctccl, the appraisals 
cxp I J.c i tly <lcldr.e,,,, such 10n t ters <IS the legn.l capacity and 
adm.lnistrativc ';upability o[ relevant institutlons to carry out 
tllcir assigllcd tnsks, arld to prepare financinl and economic 
analysis. 
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, IIl/DCO has had limited exposure to capital markets, and would need 
considerable technicnl assistnnce to ennble it to participate in 
tIle PIllE projeut os n finnlluinl it,termedi.Dry. Assistance would be 
flceded it, pnrticll1nr to dcvo]op its capacity to provide assistance 
to municipalities [or tile design of commercially viable projects 
and to strengtllen tlleir capacity to access the debt market. 
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July 22, 1993 

,l\C'l'IO.J'! MEMOR1\tjP_lLl:1 FOR TlIFl 1\!JI1\ DUR!;!1\U r::NVIRONI1ENT1\I, OFFICER 

THROUGH: 

FROM: 

1\C'l'ION: 

steven Mintz - ~cting ~irector, USAID/India~!? lP +
Andrea J. Yates~}~Mission Environmental Officer /~ 
J. David Poster Regional Environmental Advisor 

To approve a Categorical Exclusion from Environmental Procedur.s 
[or USnID/India's Financial 'Institutions Reform and Expansion 
Project (386-0531) 

BACKGROUND: 

The l'·ln<ulcial.,.11l!;tltutJ.oI1D ncform <lnd I~}{p"nsion project (PIRE, 
JUG-053]) will. 'consist oC lIousing Guaranty funded loan support to 
illl:nnnodini:c Gt:'C"c1i l: i..nAtj l-,lll:.jonfi fot:- infrCl~trllcture development. 
PI:Oj (~ct!3, 1:\11(1 'tt:il i J\ I 119 tllH.l l',t'cilni en I tl!;;:; i Gtnl1cc In Hupport of 
cnrlltal market 'reform nctJvitien. '\'Ile ill[rastructure ~evelopment 
pro:} cct.s will UC .t II\plotuen ted 1.:I11::-Ollgh the 1.Ilfrnn \.:.rllcttlrc LoaDIng 
and Pinancial Services (lLFS) nnd through the Housing and Urban 
Development corporation (HUDCO). ILFS and HUDCO are both 
intermediat~ credit institutions and will have complete review 
and approval authority for PIRE/IIG-funded loans. USAID will not 
directly approve projects to be financed by the intermediaries. 
PIRE is therefore eligible [or a Categorical Exclusion from 
Environmental Procedures under 22 CPR Parts 216.2(c) (2) (i) and 
216.2 (c) (2) (x) . 

However, uoth IL,I'G and HU[)CO have agreed that there will be 
thorough consideration of potential adverse environmental impacts 
of any infrastructure financed under this project. In addition, 
the FIRE Project will specifically provide training and technical 
assistance designed to improve existing environmental review 
procedures both at the local level and at the intermediate credit 
institution. Development of funding criteria (to be satisfactory 
to USl\IIJ) I whi.ch j llclutles cI1VirOl11l1Cntul consideratiol1s, will be 
j 11<;1 Ul1etl .I,n \;1\0 COlltll.t.l.ons Pr.cGetlcllt o[ the Pr-oj ect I\greement. 
FUI'thorIl1Dl:c, I>nl:h JLI,'r; <'111(1 II1JDCO (\ 11:("\i\C.ly J nc.l.udc ollv.lronmcnt.al 
connJ.<.lCl:a l:.J onG .In theJ.r stnl111n I:c..l rev J ow prOCCGGCS, <:ll1U theGc 
requirements wl.ll also apply to Project-funded activities. 

'~:: :, ',''''!,:'' ". :. ',P .. , 'I: •• ; .. , 
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Environmentnl procedures for ATD nre estnblislled in 22 CPR 
part. 2 ].6. 'l'hese procedures are designed. to assure that 
environmental fnctors and values nre integrated into the A.I.D. 
decision malcitlg process al1d are intended to implement the 
requirements of the National Env,ironmental Policy Act as they 
affect.the A.I.D. program. 

The PIRE Project is fully consistent with the goals and 
purposes of part 21 G. 'l'he proj eel: io speciE lenll y desigl1ed to 
improve environmental quality by improving finance for urbnn 
infrastructure, particularly water supply, waste water treatm~nt 
nnd sol id was te disposal. .In ad,di tion, training and technical 
nssistnnce is specifically ~rovided to improve and upgrade the 
capacity of Indian institutions to evaluate potential 
cnvlronmcntul il1\[>[lct~ irKlircctly urising from these 
infrastructure projects. 

, , 
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While th~ FIRE project will provide training and technical 
assistance in general environmental review and assessment 
methodologies',' the nctual assessments will be performed by the 
implementing agencies and local municipnlities. A.I.D. will not 
hnve advance knowlodge or conl:rol over individual projects and 
will thus nol: De ill n position to condllct aosessments on its own. 

Although the FIRE project will be fully consistent with the 
purposes of section 216 and it will help to assure that all 
potential environmental impnCl:s are SUbject to effective review, 
the FIRE project is entitled to a categorical exclusion from the 
procedural requirements under tllis section. The conditions for 
categorical exclusion are spelled out under 21G.2(c) (2). 

The FIRE project provides for two basic categories of 
assistnnce in support of capital mnrlcet reform for infrastructure 
development: 

1) Training and technical assistance (not including 
construction of facilities); and 

Financi"l Rupport [or nn intermedinte credit 
iI101:11:\\tJ.011. 

'J'he trnJ.n I ng (111d tcchnJ.c:nl nr.sJ stnnce will be provided 
through var.i.olw cnpitnl. marlcet regulatory and training agencies 
and insitutions such as the Securities and Exchange Board of 
India (SEBI); the Unit Trust of Indi.a (UTI); and the National 
Institute for Urban Affairs (NIUA). These activities are 
specifically identified as qualifying for a categorical eXClusion 
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under 216.2 (c) (2) (i): 

"Education, technical assistance, or training programs 
except to the extent such programs include activities 
directly ilf fcct.ing t.lle cnv ironmenc (such as 
construction o[ facilities, etc.)" 
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Financial assistance is provided through TA and Housing 
Guaranty loan support of intermediate credit institutions. These 
institutions become the primary implementing agencies for this 
project. Implementation under the FIRE project will be provided 
by the Infrufltrtlcture Leasing and Finunciul Services (ILl'S) and 
by the 1I0using and Urbul1 Development corporation (IIUDeO). ILl'S 
and IIUDCO will have the authority to review and select investment 
projects and proposals subject to the criteria of this program. 
While AID has entablished basic criteria and program direction, 
it will !lot have kl10wlmlcJe of Il1ll.lv,ltllln.l. proJ0ct:ci [)Jcl.or. to 
funding nor will it have control over individual projects 
selected. This support for an intermediate credit institution is 
also specifically identified as qualifying for a categorical ' 
exclusion under 216.2(c) (2)'(x): 

"Support for intermediate credit institutions wilen the 
objective to assist in the capitalization of the 
institution or part thereof and when such support does 
not involve reservation of the right to review and 
approve 'individual loans made by the institution." 

, , 

Despite these categorical exclusions [rom procedural 
requirements, USAID, ILl'S and IIUDCO are committed to inclusion of 
environmental criteria for infrastructure activities under FIRE. 
ILFS and HUDeo already include environmental review in their 
appraisal processes (Attachments A and B). In addition to the 
environmental review performed by the implementing agency, 
project proponents will also hnve to assure that their projects 
have been reviewed by the State Pollution Control Doard or 
another competent independent environmental review body. 
Furthermore, in those circumstances where the implementing 
authority lacks the specialized expertise to fully review 
potentinlly critical environmental projects, the implementing 
authority will contract with an outside consultant to perform 
this review qn its behalf. 

HUDeo is a development finance institution with a mandate 
that includes social nnd environmental considerations. I1UDCO can 
and does refuse to support projects based on an evaluation of 
environmental concerns and measures tai<en to address them. 

l'urthermore, clevelopmellt o[ [lllltl.i.ng cri terla (to be 
nnl:isf;ncl:ol-Y to IWlIliJ), whtc:h lnclllden el1vlronmenl:al 
consluerntlol1s, wLll 1>e incluued 111 I:he Conditions Precedent of 
the project Agreement. Periodic evaluations wlll be conducted by 
USAID, with review of a representative sample of projects, to 
determlne if the lntermedlate credlt institution and the local 
authorlties have complied wlth the agreed upon environmental 
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Although USAID will not have the right of individual project 
:f:l review or approval, the Mission is assured that environmental 
~ considerations will be illtegrated into this process. 
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HOUSING GUARANTY POLICY I\l-\TRlX 

Polic\' Reform I: Promote the de\'elonment of a commercialh'-viable infrastructure finance system: 

Policy Objecth'e 

I. Provide assistance to a national 
le\;el infrastructure finance institution 
to set infrastructure development 
policy and establish an inirastructure 
finance system. 

HG Conditions Precedent 

J.l Identify/establish financial 
institution and pro\'ide operational 
responsibility & authority. 

1.2 Identify local government 
borrowers. 

1.3 Appraise local government 
loan applications for water. sewer, 
and/or solid waste collection projects. 

1.4 Package project revenue bond 
financing. 

1.5 Identify iJiveStors for revenue 
bonds. 

1.6 Establish local gov'nt revenue 
generation authorit),. 

........... ~. -",,,;,,: I r:--.'~~l 
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Technical Assistance & Training 
Support 

1.1 D~velop capacity of finance 
institution to originate and se"ice 
project revenue bonds. 

1.2 Improve capacity of local 
government to formulate viaJle 
projects, to provide land inio:mation, 
and to plan and implement a land title 
registration system. 

1.3 Provide legal & regulatory 
assistance. 

1.4 Improve capacity of 
underwriters. credit rating c.gencies, 
regulators. etc. 

1.5 Improve capacity of local 
goy'nt to generate revenues. 
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Policy Objective: 

2. Promote innovative 
infrastructure finance methods such as 
build, own, operate, transfer (BOOT); 
or build and transfer for payment 
through transfer of physical assets 
such as land. 

HG Condition Precedent: 

2.1 Form joint sector Development 
Corporation (DC) with pri\'ate &. 
public equity participation. 

2.:! Authority from state &. local 
government to undertake 
development. 

:!.3 Dynamic spacial plan: capital 
improvement plan, 

2,4 loint venture agreements with 
land developers. 

2.5 Identify water, seWer and/or 
solid \\'aste collection projects. 

2,6. Package re\'enue bond 
financing, " 

? --.1 Identify investors. 

2 
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,~ 
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Technical Assistance & Training 
Support: 

2. J Develop DC capacity to plan, 
finance. construct and manage 
BOOTs, etc. 

2.2 Improve capacity of local 
government to implement land title 
registration system. and provide land 
information. 

2.3 Improve capacity of 
underwriters, credit rating agencies, 
regulators. etc. 

2.4 Assist with identifying US 
joint venture partners. 

2.5 Pro\'ide legal &. regulato!}' 
assistance. 

:. '" 
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Policv Refonn TI: Increase prh'ate sector participation in the deliverY of municipal services and land development . 

Policy Objective: 

3. Improve the ability of private 
land developers and local 
governments to form P¥lnerships. 

l::';~~l ,- ~-'::-] . ;;-?3.l t"S~1 ~:::~~?j 

. 
H,G Conditions Precedent: 

3.1 Local government & land 
developers must form pannerships to 
be eligible to participate in 
infrastructure finance programs. 

3.2 Substantial progress towards 
creating local gov'nt urban 
management information system. 

3 
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Technical Assistance & Training 
Support: 

3.1 Improve local government's 
ability to facilitate pri\'atization 
(negotiate, prepare contracts. contract 
administration). 

3.2 Improve local gO\'ernment's 
capacity to evaluate physical, 
economic and environmental impacts 
of land development. 

3.3 Improve the capadty of pri\'ate 
developers to carry-out physical, 
economic and en\'ironmental analysis. 

3.4 Promote self-reguiation and 
licensing of real estate agents and 
land develop~rs. 

3.5 Assist with identifying US 
joint venture opponunities. 

J~~ D~"'I 1<:""":'; , ' .. :~l 
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Policy Objective: 

4. Improve the capacity of local 
governments to enter into agreements 
with private providers of basic urban 
services. 

r.:-I'.r..~ 
I:.:.,,"_:.J 

HG Conditions Precedent: 

4.1 Willingness to implement trial 
programs for privatizing municipal 
sen'ices, and participate in technical 
assistance & training programs. 

4.~ Substantial progress towards 
de\'elopment of state level 
performance standards for 
privatization. 

4 
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Technical Assistance & Training 
Support: 

4.1 Improve capacity to solicit, 
negotiate, contract and manage private 
sector providers. 

4.2 Improve capacity of private 
providers to deliver municipal 
services. 

4.3 Assist with identifying US 
joint \'enture opponunities. 



Policy Refonn ill: Improve the capacitv .of iocal government's to plan. operate. maintain and recover the costs for bilsic 

urban services. 

Policy Objective 

5. Improve the capacity of local 
governments to plan for basic urban 
services. 

HG Conditions Precedent 

5.1 Willingness to implement trial 
programs and participate io technical 
assistance & training. 

5.2 Substantial progress towards 
delegation of authority from state to 
local go\"nt for management of urban 
de\'elopment. 

5 

Technical Assistance & Training 
Support 

5.1 Improve capacity to carry-out 
dynamic spacial planning in lieu of 
master planning. 

5.2 Improve capacity for capital 
improvement planning, and 
coordination with dynamic spacial 
planning. 

5.3 Improve ability to coordinate 
planning between municipal 
corporations and authorities. 

5.4 Assist with identifying US 
joint venture opponunities. 

5.5 Provide legal & regulatory 
assistance. 
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Policy Objective: 

6. Improve capacity of local 
governments to operate, maintain and 
rec,over costs for basic urban services. 

HG Conditions Precedent 

6. I Willingness to implement trial 
programs and participate in technical 
assistance & training. 

6.2 . Substantial progress towards 
delegation of authority from state to 
local gO\"nt to recover costs for basic 
urban services. 

6 

Technical Assistance & Training 
Support: 

6.1 Improve capacity of municipal 
corporations and authoriti~s to 
coordinate operations, maintenance 
and cost recovery. 

6.2 Improve institutional capacity 
through organizational development 
and training. 

6.3 Provide legal & regulatory 
assistance. 

6.4 Improve operating. 
maintenance and cost recovery 
technologies such as computerization, 
leak detection. etc. 
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',,'0 AMEMBASSY NEW lJELHl PRl0nITY 1606 
DT PROJECT II 386-0531 
~NCLAS SECTION 01 OF 05 STATE 247124 

;-LD ADM 
'I" ! .. ~.LO. 12356: N/A 
:..·::'AGS: 
SUDJECT: INDIA FINANCIAL INSTITUTIONS REFORM AND 
~XPANSION (FIRE) (386-11G-IH5) HOUSING GUARANTT 
::~}UTllORI ZATION 

... 1. TilE AS81,,1'11I1'1' IIDMUIIs'rRATOH, JIUIlF:AU ,'on ASIA, IIlmF:JlY 
:)JELEGIITES TO U;'AID/INDIII TnE AU'l'1l0UI1'Y 'ro AUT!lOIlIZE 'l'llE 
l~5UDJECT PROJECT BY SIGNINt: 1'8E GU,\RAN'!'Y AU'l'nORI7.ATION. A 

CONURESSIONAL NOTIFICATION (CN) FOR SUBJECT AUTHORIZflTION 
F.:~AS SUTIllI'l'TF.D TO CONGRESS ON JULY 26, 1993. Til>: SENATE 
!~OREIGN RFJ,ATIONS COMMITTEE (SFIlC) PUT AN INFORMATION'\L 
"'110LD ON TilE CN ON JULY 27. TilE '\S Ill. BUREflU AND PRE/n '>'ILL 
MEET WITII SFRC STAFF MEMTIERS ON 12 ,\UGUST 1993 TO DISCUSS 

~l'I!E PROJECT. ONCE WE NOTIFY YOU TIIAT TDE INfORMATIONAL 
[~OLD ON THE GN !lAS ~~EN REMOVED, TllE IISI1 nUREAU AND PRE/n 

REQUEST TIIAT USlliD/INDIA '\UTnORIZr THM SUBJECT PROJ~CT, 
~;~ND 1'IlEN OIlLIGATE 'rHE SUBJEC'r PUOHCT, AFTER SIGNINl1 TilE 
~GUARANTY AUTHORIZATION, BY ISSUING A LETTER OF ADVICE TO 
'~!lE REPUDLIC OF INDIA. . 

[::2. 386-HG-015 Is A FOURTEEN MILLION DOLLAR HOUSING 
'llGUARANTY (JIG) WITH" SUBSIDY COST OF TWO MILLION EIGHT 
! HUNDRED FIFTY-SEVEN THOUSAND DOLLARS, THE CREDIT SU·BSIDY 
rllAS TIEEN APPROVED. 

I

i j3. THE MIS S 1011 DIRECTOR OR D~;PUTY DIRECTOR OF USA ID/I ND IA 
IS REQUESTED TO SIGN AND APPROVE THE GUARANTY 

iGAUTHORIZATION AND TO SIGN AND. DELIVEIl THE LET'rIR OF ADVICE 

I

L"fOH INDIA IN T1I1': NIIMl, OF AND ON BEHIIL}' OF 'rllE UNI1'ED 
STATBS OF AMEIlICA, ~CTIN: TIIROUGII TilE ADENCY FOn 

nINTEIlNATiONAL DEVELOPMENT. TH~ TEXT OF TilE GUARANTY 
DAUTIIOHIZATION IS liS FOLLOWS IN pARA 5 DELOW. TilE TEXT OF 
'TIIE LETTER OF IIDVICE IS AS FOLLOWS IN PARA 6. ITS 

ATTACHMENT, ANNEX II: TERM SHEET, IS AS FOLLOWS IN PARA 7. 

IIj1, F01,LOWING EXECUTION OF TilE IIUTHORIZATION AND RECEIPT 
FHOt', 'ruY, DC1nROWEIl OF 'rUE COUN'rEnSIGNED I,F,1"rBp. OF ADVICE, 

!
,PLEASB NOTIFY PRE/II BY GABLE CONFIRMING THAT THE LITTEll OF 
jAllVlCF. liAS llF.r.F.IV,:n ANll CO\lN'rr:nSllHIFoll 11'( 1'1I'E llouno'n:n NO 

I.A'l'EIt '!'IIAN AtlGtlS'l' :S1, H1D3, AND Sf:t~ll ONI~ OIlH:lNAl, SIGN~:J) 
COpy OF BOTH THB AUTIIOqIZIITION "ND TilE LETTER OF ADVICE TO 

GAID/FA/FM/LM:DNEWMAN WITH COPIES TO PRE/H. 

UNCLASSIFIED STflTE 247124/01 
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~ GUARANTY AUTOORITY 
1l0GRAM NO. 386-HG-I V 
AUTRORIZATION NO. 38~-OG-015) 
\ 
ROVIDED FROM: nOUSING GUARANTY AUTnORITY 

OR: TnE GOVERNMENT OF INDIA 
; 
URSUANT TO THE AUTnORITY VESTED IN TilE MISSION DIRECTOR 
Y TOE FOREIGN ASSISTANCE ACT OF 1961, AS AMENDED (FAA) 
ND THE DELEGATIONS OF AUTHORITY ISSUED TOEREUNDER, I 
~REBY AUTHORIZE THE ISSUANCE TO ELIGIILE U.S. 'INVESTORS 
INVESTORS) ACCEPTAILE TO A.I.D. OF GUARANTIES PURSUANT TO 
ECTION 222 OF TOE FAA OF NOT TO EXCEgD UNITED STATES 
OLLADS FOUDTEEN MILLION ONLY (U.S. DOLS 14,000,000) IN 
ACE AMOUNT. TUE GUARANTIES SOALL ASSURE AGAINST LOSSES 
S PROVIDED IN THE nOUSING GUARANTY STA~DAnD TERMS AND 
ONDITIONS (22 C.F.R. PADT 204) VITO RESPECT TO LOANS 
~CLUDING ANY'REFINANCING THEREOF. THESE GUARANTIED LOANS 
~ALL DE MADE TO TUE GOVERNMENT or INDIA (naRROWER) TO 
UPPORT TIlE IMPROVEMENT OF TIlE OPERATING ENVIRONMENT OF 
BE CAPITAL MARKET AND TO ASSIST IN.TOE DEVELOPMENT OF TBE 
IEBT COMPONENT OF TnAT MARKET WITH SPECIAL EMPHASIS ON 
NFRASTRUCTURE FINANCE AS A MEANS FOR STIMULATING DEBT 

!AnKET DEVELOPMENT AND TilAT DENEFITS SHELTER-RELATED 
:NFRASTRUCTURE FOR TIlE unRAN POOIl. 

'lIESE GUARAH'rns SlIALL DE SUBJECT TO TilE FOLLOWIHG TERMS 
IND CONDITIONS: 

- 1. TERMS'OF GUA~ANTY 
i , 
:BE LOANS AND ANY REfINANCING TIlEREOf SIlALL EITEND fOR A 
'ERIon OF UP TO THIRTY (30) YEARS FROM TIlE DATE OF EACH 
)ISnUnSEHE~T OF TilE LOANS AND MAY INCLUDE A CRACE PERIOD 
IF UP TO TEN (10) YEARS ON REPAYMENT OF PRINCIPAL, DURING 
~I!Icn TIlE INTEREST· SHALL ACCRUE MID JlE PAYADLE, AND 
~ONTAIH sucn OTHER TERMS MID C·ONDI'PlONS AS ARE hGDEED TO 
)Y THE BORROWER AHD TOE INVESTOR, SUDJECT'TO TilE APPROVAL 
)F A.I.D. TIlE GUARANTIES OF TIlE LOANS SHALL EXTEND FOR A 
'ERIOD BEGINNING WITH THE FIRST DISBURSEMENT OF THE LOANS 
~ND SUALL CONTINUE UNTIL SUCH TIME AS TUE INVESTOR BAS 
~EEN PAID IN FULL PURSUANT TO TBE ~ERMS OF THE LOANS. 

r 2. INTEREST RATE 
I 
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. t._ 
INTEREST RATE OR RATES OF INTEREST PAIABLE TO TUE INVESTOR 
rURSUANT TO TilE LOANS SIIALL NOT EXCEED TUE ALLOWABLE RATE 
}F INTEREST PRESCRIBED PURSUANT TO SECTION 223(F) OF THE 
'OREIGN ASSISTANCE ACT OF 1961, AS AMENDED (FAA), AND 
lHALL BE CONSISTENT WITO THE RATES OF INTEREST GENERALLY 
\VAILADLE FOR SIMILAR TYPES OF LOANS MADE IN TnE LONG-TERM 
1.-S. CAPITAL MARKETS. 

- 3. GOVER~MENT OF INDIA GUARAN'ry 

lRIOR 'ro DISBURS1';M,:N'r OF ANY LOAN AMOUN'fS PURSUAN1' TO 1'1115 
;UARANTY AUTIIORIZATION, A WRITTEN GUARANTY TO INDEMNIFY 
~.I.D. AGAINST ALL LOSSES ARISING BY VIRTUE OF A.I.D.'S 
lUARAN'rIES TO 'rnE INVESTOR OR FROM NON-PAYMENT OF TlIF. 
I.I.D. FIE SHALL BE PROVIDED IN A FORM SATISFACTORY TO 
\.I.D. BY TIlE GOVERNMENT OF INDIA (OR A FINANCIAL 
lNSTITUTION AUTIIORIZ~D DT TIlE GOVXRNMRNT OF INDIA TO 
) R 0 V I 0 J': S U t: 11 A lllJ A ttll N'I' Y II N Jl II P l' It 0 H; IJ Il Y II. 1. j). ). 

- 4. FEE 

rHE FEE OF THE UNITED STATES SHALL BE PAYABLE IN U.S. 
POLLARS AND SIIALL BE EQUAL TO ONE-HALF OF ON~ PERCENT (1/2 
?ERCENT) FER ANNUM OF TIlE OUTSTANDING GUARANTIED AMOUNT OF 
rHE LOANS PLUS A FIXED AMOUNT EQUAL TO ONE PERCENT (1 
PERCEWl') OF T!1E A110UN'l' OF 'rilE I,OANS IIU'rllonIZED OR ANY PADT 
il'IlEJllWF, 't'O BP. PA ['J)' AS A. 1. D. MA '( JH~'n:HM I NF; UPOtl 
piSBURSE~ENT OF THE:LOANS. 

I 
~ 5. OTHER TERMS AND CONDITIONS 

~HE GUARANTY SDAtL DE SUBJEGT TO SUCII OTHER TEn~s A~D 
ONDITIONS AS A.I.D. MAY DEEM NECESSARY. 

IN ACCORDANCE VITO THE PROVISIONS OF TUE FEDERAL CREDIT 
REFORM ACT OF 1990, I IIEREBI AUTUOOIZE TOE OBLIGATION or 

UNITED STATES DOLLARS TWO MILLION EIGHT UUNDRED rIFTY
SEVIN TIIOUSAND (DOLS 2,857,000) TO COVER TIlE SUBSIDY COST 
OF AUTRORIZATION-NO.- 386-IIG-015 AND FOR USE OF UNITED 
STATES DOLLARS ,OURTEEN MILLION (DOLS 14,000,001'l) IN 
GUARANTY AUTHORITY. ACTION MUST DE TAKEN TO OBLIGATE 
THESE FUNDS Br NO LATER TITAN AUGUST 31, 1993 BY RECEIVING 
:FROM 'rilE GOVl':ONMEN'r OF INDIA 'l'IfE COUN'l'l':I1S IeNED r,ET'l'ER OF 
ADVICE. TIlE GUARA~T[F.D LOANS MUST DE JlInnURSED nr NO 
LATER TIIAN SEPTEMBER 30, 1998 liFTER WIIICII TIME TUE 
OBLIGATED FUNDS EXPIRE.-

WALTER G. BOLLINGER 
DIRECTOR 
USAID/INDIA 
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'E: 

LETTER OF ADVICE 

'E 

, VARADACIlAR Y 
,NT SECRETARY 
'AnTMENT OF ECONOMIC 
IISTIY OF FINANCE 
fERNMENT OF INDIA 
tTl! BLOCK, N Eltl DELlli 

m MR. VAllADACIlAIIY' 

AFFAIRS 

110001 

DJECT TO TUE TERMS OF TnIS LETTER OF ADVICE AND sucn 
RMS AND CONDITIONS TO DE FURTnER AGREED urON IN AN 
PLEMEnTATION AGREEMENT AND IN CONSIDERATION FOR sucn 
LICY CHANGES AND OTllER COMMITMENTS TO BE MADE BY TllE 
VERNMENT OF INDIA ("nORROWER") AS SEl FORTH BELOW, TUE 
ENCY FOR INTERNATIONAL DEVELQPMENT ('A.I.D.") HAS AGREED 

GUARAN'ry LOANS TO TUE BORROWER OF UP TO FOURTEEN 
LLION UNITED STATES DOLLARS (US DOLS 14,000,000) TO 
NANCE COSTS ASSOCIATED VITII TIlE DEVELOPMENT OF TIlE DEBT 
RKET WITIl SPECIAL EMPnASIS ON URDAN ENVIRONMENTAL 
FRASTRUCTURE 'INA~CE IN INDIA. 

SET FORTil IN DETAIL IN TUE APPROVED PROJECT PAPER 
RMING TUE ]ASIS FO~ TUE AUTUORIZATION OF TUE OUARANTY, 

UNCLASSIFIED STATE 247124/02 
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PURPOSE OF THIS 'pnO.TECT I S ~'O SUPPORT THE lt1PltVVt"I'I"',,' 
fIlE OPERATING ENVIRONMENT or TilE CAPITAL MARKET AND TO 
1ST IN TilE DEVELOPMEN'f OF TilE DEB'f COMPONEN'f OF TflAT 
KET WITH SPECIAL EMPHASIS ON URFAN ENVIRONMENTAL 
RASTRUCTURE FINANCE TIIAT BENEFITS TUE URBAN POOR hR h 
lIS FOR STIMULATING DEBT MARKET DEVELOPMENT. THE 

JECT WILL PnoMOTE DEvELOPMENT OF AN INFRASTRUCTURE 
AIlG!: SYS'l'E!1i FlNIINCIIIl, INS1'ITUTIONS 'ro OlllCINlI.TE AND 
VlCB PIIOJKGT UAS~D II~VENUE UONns AND SIMILIIR J,ONG TERM 

,'~ ltlS'['IIU!1f:W!'Sj LOGIIL nOV);IlNtlJ!:N'rr. '!'O fo'Oltl1UI,lI.1'1l Vllllll,F.. 
IROHMEUTALLY SOUND unBAN INFRASTRUCTURE IMPROVEMENTSj 

) TRIIINING CAPIlCITY FOR LOCAL GOVERNMENTS/lUTHORI'IES 
) PRIVATE DEVELOPERS TO DEVELOP, OPEIlATE. MAINTAIN. AND 
;OVEn COSTS OF unMN TNFRAS'fRUCTURE AND INNOVATIVF. 
1DASTRUCTURE FINANCE METHODS. TUE RUPlE EQUIVALENT or 
~ LOANS ~ILL BE USED TO IMPROVE URFflN ENVIRONMENTAL 
rnASTRUCTURB FOR IIOUSIIIOLDS BELOV THE URBAN M~DIAN 
COME ],EVIL or INDIA. A.I.D.'S COMMITMENT TO GUARANTY 
E LOANS IS VAI.ID FOil A PERIOD OF 21 MONTIIH FROM TUE DATE 
IS LETT~H OF ADVICE IS COUNTERSIGNED. SnOUL]) 'rIlE 
DDOWEI! FAIL TO ElECUT~ A LOAN IIUIlEEMEN'r WITlllN TIIAT 
RIOD, A.I.D. IESlllVES TOE RIOHT TO CIINCEL ITO COMMITM~NT 

GUARANTY • 

lIaR TO TIlE ISSUANCE OF A.I .D.$S GUARANTr, TIlE BOqROWEq 
[LL COMPLETE EXPENDITURES SATISFACTORY TO A.I.D. WnICli 
[LL DIRECTLY DENE!IT BELOW-MEDIAN-INcOME FAMILIES • 
. I.D.'S ISSUANCE '01 A OUARANTY IS FUllTUEq DEPE~D1NT O~ 
lIE GOVERNMENT Of INDIA'S DEMONSTRATED SUPPODT FaD TliE 
iPLEMINTATION or TIlE FOLLOWING OBJECTIVES CONTAINED IN 
liB PROJECT PAPED: . 

1. PROMOTE DEVELOPME~T Of A COM~ERCIALLY VIADLE 
INFRASTRUCTURE FINANCE SYSTEM: 

1.1 DEVELOP TUE CAPACITY OF FINANCE INSTITUTIOUS TO 
ORIGINATE AND SERVICE PROJECT BASID REVENUE BONDS 
AND SIMILAR LONG TERM DEBT INSTRUME~TS. 

1.2 CRBIITE TIlE LRGAL AND DKCULftTORY FRAMEWORK Fon URBAN 
ENVIRONMENTAL INFRASTRUCTURE FINANCE AND 
DEV ELOPMEN'r. 

1.3 1I1PROVE THE GAPACITY OF UNDER'iRITERS, CREDIT HATING 
AGENCIES, AND REGULIITIOHS TO PROMOTE PROJECT BASED, 
REVENUE FONDS. 

1.4 PROMOTE INNOVATIVE INFRASTRUcTURI FINIINCB A~D 
PROJEGT DESIGN METUODS THAT nUILD IN PRIVATE SECTOIl 
PARTICIPATION AND ASSBSS DISASTER UAZARDS TUlI.T 
WOULD AFFECT PROJECT DEVELOPMENT RISK. 

- 2. STRENGTREN LOCAL GOVERNMENT MANAGEMENT OF URDAN 
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EN-VIROtlt1INTAL ltl"llA::;TlllJ~lUllL: 

2.1 IMPROVE TUE CAPACIr! OF LDClL GOVERNMENT TO 
FORMULATE VIABLE, ENVIRONMENTALLY SOUND PROJECTS. 

2.2 IMPROVE TilE CAPACITY OF LOCAL GOVERNMENT TO 
GENERATE REVENUES. 

2.3 fll'l'T,T fiND IMPHOVf, 'rill': ,:NVIIlONI1F:N'rAJ, IISS}:SSMRN'I' 
CIIPACITI OF NATIONAL, BUT ESPEGIALLY STATE AND 
LOCAL, AUTHORITIES AND PRIVATE ENTITIES. 

2.4 IMPROVE OPERATIONS AND MAINTENANCE AND COST 
RECOVKRY TECHNOL03IES SUCH AS COMPUTERIZATION AND 
LEAK DETECTION. 

2.5 ASSlf.T 1'IIE GF:N'j'IlAI, MIll S'J'lI'rv: llOVF.RNMF:N'rS IN 
TARGETING TIIEIH nUDGETAIlY SUPPORT TO LOCAL 
GOVEn~MENTS. AND STRENGTHEN TI[E CAPACITY OF TUE 
NATIONAL INSTITUTE OF URUAN AFFAIRS TO MONITOR AND 
SUPPORT RESEARCH AND PROVIDE TRAINING IN SUPPORT OF 
THE NEW DECENTRALIZATION INITIATIVES AND 
PRIVATIZATION OF MUNICIPAL/INFRASTRUCTURE SERVICES. 

_ 3. FACILITATE PUBLIC/PRIVATE PARTNERSHIPS FOR UqUAN 
ENVIRONMENTAL INFRASTRUCTURE: 

3.1 IMPROVE TRE ABILITY OF pniVATE LAND DEVELOPERS AND 
STATE/LOCAL AGENCIES TO FORM PUDLIC/PRIVATg 
PARTNERSHIPS. 

UNCLASSIFIED STATE 247124/03 
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3.2 DEVELOP STATE LEVEL PERFORMANCE STANDARDS FOR 
PRIVA'rrZATION. 

E APPRECIATE YOUR COMMITMENT TO SUCCESSFUL PROJECT 
MPLEMENTATION AND LOOK FORWARD TO CLOSE COLLA]OnATION 
ITn YOU IN THIS IMPORTANT EFFORT. 

OIl SWNA'rUllE: 

Y: WALTEll G. nOLLINGEll 
IRECTOR 
SAID/INDIA 

CCEPTED AND AGREED AS OF TllE DATE FIRST ABOVE WRITTEN: 

'liE COVERNI1EN1' OF INDIA, AC'rING 11Y AND '1'IlnOUGIl ITS 
IIHlSTHY OF FINANCE 

lY: 
lAME 
rITLE 

IT'l'ACIlMEN'r: 
INNEX A: TERM SUEET· 

7. 'fERM SlIEF.'r 
FINANCIAL INSTITUTiON REFORM' AND EXPANS10~ 
INDIA IlOUSING GUARANTY 
PROGRAM NO. 3H6-1l(}-IV 
AUTHORIZATION NO. 396-IIG-015 

BORRO'~ER : GOVERNMENT OF INDIA 

- A. TERMS AND CON.DITIoNs: 

- 1. TERM OF GUARAHTY: TIlE LOANS (INCLUDING ANY 
REFINANCING TIIEREOF) SHALL EXTEHD FOIl A PERIOD OF UP TO 
TUIllTY (30) YEARS FROM THE DATI OF EACU DISBURSEMENT lND 
MAY INCLUDE A CRACE PERIOD OF UP TO TIK (1~) TEARS ON 
REPAYMENT OF PRINCIPAL AND SUCll OTHER TFRMS AND CONDITIONS 
AS MAY BE AGREED BY TUE nODROWER AND TllE INVESTOD, SUBJECl 
TO TIlE APPROVAL OF A.I.D. TRE GUARANTIES OF THE LOANS 
snALL EXTEND FOR A P~RIOD DEalNNING WITH TIIW DIsnunSB~WNT 
OF TUE LOANS AND SHALL CONTINUE UNTIl, sucn TIME AS TOE 

'INVESTORS nAYE BEEN PAID IN FULL PURSUANT TO THE TERMS or 
TIlE LOANS. 

- 2. INTEREST nATE: TRE, nATE on RATES OF INTEREST 
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YABLE TO THE HIVES'rORS PURSUANT TO 'fUE LOANS SUALL Nv1 
CEED TUE ALLOWABLE RATE OR RATES OF INTEREST PRESCRIBED 

IRSUANT TO SECTION 223(F] OF THE FOREIGN ASSISTANCE ACT 
, 1961, AS AMENDED (-FAA'), AND SUALL BE CONSISTENT VITU 
E RATES OF INTEREST GENERALLT AVAILABLE FOR SIMILAR 
~ES OF LOANS MADE IN TnE LONG-TERM U.S. CAPITAL MARKETS. 

~. COVERNMENT OF INDIA INDEMNITY: TliE FULL FAITU AND 
lEDIT or TUE COVERNMENT OF INDIA SUALL TIE PLEDaED TO 
I,DEI1NU'Y A.I.ll. IN U.S. IlOLI.JI.RS A<lAINS'r A),I, J,OSSF.S 
ISING nY VIll'l'UE Of A. I .ll. 'S GUAllfl.N'rUS TO 'l'HE INVYos'rORS 

" FROM NON-Pil.YMEN'P OF 'rilE lI.. LD. FEE. THE INDEMNITY 
ILIGATIONS OF TUE GOVERNMENT OF INDIA Sllll.LL liB SE'l' FORTH 
'~ TUE IMPLEM1:NTfl.TION AG]lEE:1ENT. 

,4. FEE: TilE A.l.D. FEE SIIALL DE FAYADLE BT TilE 
:RRO'IIER IN U.S. DOLLI\RS I\ND Sllfl.LL BE EQUAL TO OI-lE-SALF OF 
'E PERCENT (1/2 PERCENT) PER ANNUM of TilE OUTSTANDING 
Jfl.RANTIED AMouNT OF TUE LOfl.NS PLUS A ,tXED A~OUNT EQUAL 
, ONE PERCENT (1 PERCENT) of TUE AMOUNT OF TilE LOANS 
TllORIZED OR ANT PART TllEREOF, TO DE Pfl.ID fl.S A.l.D. HAY 

DTERMINE UPON DISBURSEME~T OF THE LOANS. 

5. SELECTION OF INVESTORS: AT A TIME AGREED TO BY 
I.D. AND TilE nORROWER, A.I.D. WILL PUBLIsn 'N 

IINOUNCEMEN'r INFORMING IN'rERES'r'ED AND ELIG IBLE U. S. 
tIVE!tOIlS, AS DEFINED IN SECTION 238(C) OF TUE fAA, Of TilE 
'I.D. AUTIIOnIZfl.TION AND INVITING SUCil INVESTORS TO 
~MMUNICATE WIT1T TPE BORROWER DIRECTLY. TIlE TEXT OF TilE 
NNOUNCEMENT ~ILL BE AGREED UPON BY A.I.D. fl.ND TJIR 
'RROWER PRIOR TO ITS'PUBLICATION. ' 
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'- 6. APPROVAL OF INVESTORS: A.I.D.'S CONCURRENCE IN THE 
SELECTION OF INVESTORS IS NECESSARY PRIOR TO THE 
BORROWERIS SIGNING A LOAN COMMITMENT. THIS CONCURRENCE 

,WILL BE BAStD UPON RF.CEIPT OF COPIES OF LOAN PROPOSALS, 
INCLUDING NAME, INTEREST RATE' RELATED FEES, SPECIAL 

'CONDITIONS, AND THE REASONS FOR THE BORROWERIS PROPOSED 
SELECTION AS WELL AS A COpy OF THE COMMITMENT THE BORROWER 

'PROPOSES TO SIGN. 

- 7. TERMINATION OF COMMITMENT: A.I.D.'S COMMITMENT TO 
GUARANTY LOANS TO TUE nORROWER IS VALID FOR A PERIOD OF 24 

,MONTHS FROM TilE DATE OF THIS LETTER. snOULD THE ]ORBO~SR 
FAIL TO EXECUTE A LOAN AGREEMENT WITHIN TilAT PERIOD, 
A.I.D. RESERVES TOE RIGilT TO TERMINATE ITS COMMITMENT TO 
GUARANTY. 

- 8. OTIlER TF-lIMS AND CONnI1'IONS: TilE GUARAN1'Y SIlAT,T, B'F. 
SUBJECT TO SUCll OTIlEn TEn~s AND CONDITIONS AS A.I.D. MAY 
DEEM NECESSARY. 

- B. IMPLEMENTATION DOCUMENTS 

- 1. IMPLEMENTATION AGREEMENT COVERING THE PROJECT 
'BETWEEN BORROWER AND A.I.D. 

,- 2. LOAN AGBF.EMENT' (OR EQUIVALENT AGREEMENT) COVERING 
TUE LOAN DETWEEN INVESTORS AND nORRoWER. 

:- 3. A LOAN-ASSOCIATED PAYING AND TRANSFER AGENCY 
AGREEMENT; DETWEIN THE BORROWER AND THE A.I.D.-APPROVED 
PAYING AGENT (THE RIGGS NATIONAL BANK OF WASHINGTON, D.C.) 

,TO FACILITATE LOAN SERVICING. 
i 

,- 4. STANDARD TERMS AND CONDITIONS (CODIFIED IT 22 
;C.F.R., PADT 204) COVERING TIlE GUARANTY OF TUE LOANS 

BETWEEN TUB INVESTORS AND A.I.D. 
CRDIs'rOPllER 

,: llT 
.1'7124 
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